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• Video exercises – engaging videos that bring business concepts to life and explore business topics 
related to the theory students are learning in class. Quizzes then assess students’ comprehension of  
the concepts covered in each video.

• Learning Catalytics – a “bring your own device” student engagement, assessment, and classroom 
intelligence system helps instructors analyze students’ critical-thinking skills during lecture.

• Dynamic Study Modules (DSMs) – through adaptive learning, students get personalized guidance 
where and when they need it most, creating greater engagement, improving knowledge retention,  
and supporting subject-matter mastery. Also available on mobile devices.
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questions, and author blogs. Be sure to check back often, this section changes daily.

• Decision-making simulations – place your 
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scenario paths. Upon completion of each simulation, 
students receive a grade, as well as a detailed report 
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the associated consequences of those decisions.

• Writing Space – better writers make great learners—who perform better in their courses. Providing 
a single location to develop and assess concept mastery and critical thinking, the Writing Space offers 
automatic graded, assisted graded, and create your own writing assignments, allowing you to exchange 
personalized feedback with students quickly and easily.

Writing Space can also check students’ work for improper citation or plagiarism by comparing it 
against the world’s most accurate text comparison database available from Turnitin.

• Additional Features – included with the MyLab are a powerful homework and test manager, robust 
gradebook tracking, comprehensive online course content, and easily scalable and shareable content. 
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Preface

We can’t thank you enough for your kind words and encouragement over the years. Modern 
Management has helped hundreds of thousands of students around the world to grow into pre-
pared, practicing managers. Close to its fourth decade of life, our book allows us to combine the 
most seminal perspectives on management with the most current research in the field. Modern 
Management has established a reputation for presenting comprehensive, easily read, and prag-
matic content, and the 14th edition continues this tradition.

Managers of today continue to face new, exciting opportunities and challenges. These 
opportunities include highly promoted tasks, such as Google introducing contact lenses that 
contain cameras, Tesla Motors manufacturing premium electric vehicles, and Brookstone’s Laser 
Projection Virtual Keyboard, which lets anybody turn any surface into a computer keyboard. At 
the same time, other companies face intense challenges, such as Wendy’s trying to make a come-
back against McDonald’s, Jeep trying to make it back into the mainstream automobile market, 
and Samsung, a South Korean company, trying to win relevance in the Chinese market. Because 
these opportunities and challenges are so formidable, perhaps managers today should be paid 
salaries higher than those of managers at any other time in history.

TEXT: THEORY OVERVIEW
As with all previous editions, decisions about which concepts to include in this revision were 
difficult to make. Such decisions were heavily influenced not only by colleague and stu-
dent feedback but also by information from accrediting agencies such as the Association to 
Advance Collegiate Schools of Business (AACSB), professional manager associations such as the 
American Management Association (AMA), and academic organizations such as the Academy 
of Management.

This edition follows the tradition of dividing management concepts into the following 
six main sections: Introduction to Modern Management, Modern Management Challenges, 
Planning, Organizing, Influencing, and Controlling. The following sections discuss the changes 
we made in this edition to continue the tradition of stressing the modern in Modern Management.

This edition also continues previous editions’ focus on helping students not only learn 
management concepts but also develop the skills related to those concepts. Students can develop 
these skills by completing specially designed, innovative learning activities, which appear both 
in the text and through MyManagementLab. Further, this edition continues the authors’ com-
mitment to help students develop the management skills that they will need in the world of 
organizations.

This 14th edition of the Modern Management Learning Package—this text and its  ancillaries—
continues a recognized and distinctive tradition in management education. As in all previous 
 editions, this edition of the Modern Management Learning Package focuses on two objectives: 
maximizing student learning of critical management concepts and developing related man-
agement skills. All revisions reflect instructor and student feedback regarding ways to further 
enhance this student development. Starting with the text, the following sections explain each 
major component of this revision.

MYMANAGEMENTLAB SUGGESTED 
ACTIVITIES
For the 14th edition, we, the authors, are excited that Pearson’s MyManagementLab has been 
integrated fully into the text. These new MyManagementLab features are outlined below. Making 
assessment activities available online for students to complete before coming to class will allow 
you, the professor, more discussion time during class to review areas that students are having dif-
ficulty comprehending.

 xix
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Assessing Your Management Skill

Previously found at the end of each chapter, this activity is now located in MyManagementLab. 
For every Challenge Case Summary, students can access questions that ask them how they 
would deal with the situation discussed in the Challenge Case located in the beginning and at 
the end of each chapter. This feature provides feedback based on the way students answer the 
questions.

Learn It

Students can be assigned the Chapter Warm-Up before coming to class. Assigning these ques-
tions ahead of time will ensure that students come to class prepared.

Watch It

This activity includes a video clip that can be assigned to students for outside-the-classroom view-
ing or watched in the classroom. The video clip corresponds to chapter material and is accompa-
nied by multiple-choice questions that reinforce students’ comprehension of chapter content.

Try It

This activity includes a simulation that can be assigned to students as an outside-the-classroom 
activity or used in the classroom. After students watch the simulation, they are asked to make 
choices based on the scenario presented. At the end of the simulation, students receive immedi-
ate feedback based on the answers they gave. These simulations reinforce the concepts of the 
chapter and students’ comprehension of those concepts.

Assisted Graded Questions

These are short essay questions that students can complete as an assignment and submit to you, 
the professor, for grading.

NEW TO THIS EDITION
Professors and students need and deserve textbooks that are modern. In this context, modern 
involves adding the latest concepts and empirical research as well as including the most recent 
examples of management in the business world. Modern also refers to how the text material is 
presented—the pedagogy used to help students learn the concepts. This edition of the Modern 
Management Learning Package is undoubtedly modern in terms of both management concepts 
and pedagogy. Overall, this new edition includes the following features:

The core material in this edition, like all previous editions, focuses on planning, organizing, 
influencing, and controlling; but the total number of chapters has been reduced to 18. For 
courses that need to include more coverage and topics, additional, optional learning appendi-
ces have been included. The appendices focus on management history, entrepreneurship, and 
creativity and innovation.
Nine of the chapter-opening Challenge Cases are new, and related Challenge Case Summaries 
have been revised accordingly.
Nine of the end-of-chapter cases are new to this edition.
A new Steps for Success highlight has been added to each chapter.
A new Tips for Managing around the Globe highlight has been added to each chapter.
A new Practical Challenge highlight has been added to each chapter.
Each chapter has been generally revised to reflect up-to-date, significant, and relevant research.
Photos have been updated to make the pedagogy more relevant and inviting.
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Chapter-by-Chapter Changes

PART 1: INTRODUCTION TO MODERN 
MANAGEMENT
This section contains the foundation concepts necessary to obtain a worthwhile understanding 
of management.

Chapter 1, “Introducing Modern Management: Concepts and Skills” This chapter intro-
duces the primary activities that modern managers perform and discusses the skills that help 
managers to be successful throughout their careers. The new Practical Challenge highlight 
discusses how Michael Hoffman attains goals at New York Passport Agency, and the new 
Steps for Success highlight gives practical tactics on how to develop your own human skills. 
The new Tips for Managing around the Globe highlight gives practical insights about how to 
manage international experiences to best build international expertise. New material has also 
been added describing the salary levels of top managers.

PART 2: MODERN MANAGEMENT 
CHALLENGES

Chapter 2, “Managers, Society, and Sustainability” This newly named chapter has been 
extensively revised and includes an added focus on sustainability. It opens with a new 
Challenge Case, “IKEA Builds on Its Commitment to the Environment.” Major management 
and social topics like good corporate citizenship, social responsibility, social responsiveness, 
social responsibility challenges, philanthropy, sustainability, and ethics are all emphasized. 
New highlights include discussion about whether or not clothing retailers are responsible for 
Bangladeshi garment workers, how General Mills focuses on achieving sustainability, and 
steps for building an ethical work environment.

Chapter 3, “Management and Diversity” This chapter, which opens with a new Challenge 
Case regarding diversity at GE Lighting, focuses on how to establish and maintain a work-
force that includes a diverse assortment of human characteristics, all of which aid an organi-
zation in goal attainment. New coverage includes a discussion of the X, Y, Baby Boomer, and 
Silent generations. Freshness has been added to the chapter in the form of new coverage of 
stereotypes, the presentation of Sodexo as an example of how to promote diversity globally, 
and tips on how to motivate a multigenerational workforce.

Chapter 4, “Managing in the Global Arena” This chapter focuses on managing company 
 operations across various countries. The chapter opens with a Challenge Case on McDonald’s 
and its global exploits. New coverage in this chapter emphasizes managing risk globally, lead-
ing in other cultures, and focusing on ethics in global situations. The chapter ends with a new 
case, “Coca-Cola’s Effort to Refresh the Whole World.”

PART 3: PLANNING
This section elaborates on planning as a primary management function.

Chapter 5, “Plans and Planning Tools” This chapter provides a focused and unified pre-
sentation of the essentials of planning. The new Challenge Case explores how Wal-Mart 
uses planning concepts to improve performance. The chapter also includes a new example 
illustrating how Audi establishes production goals. The new Steps for Success feature reviews 
key steps that companies can take to write effective policies and procedures. The new Tips 
for Managing around the Globe feature shows how Mars Inc. uses forecasting to predict 
 cocoa production levels. The chapter also provides recent and relevant examples related to 
the product life cycle. The new Practical Challenge highlight illustrates how two construction 
companies used scheduling techniques to meet project deadlines.
Chapter 6, “Making Decisions” This chapter details the primary concepts involved with 
decision making. The new Tips for Managing around the Globe feature illustrates the 
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processes used by Shaw Industries to make good decisions around the globe. The new 
Practical Challenge feature reviews how K’Nex Brands makes decisions that are consistent 
with the company’s important goal of maintaining manufacturing in the United States. The 
new Steps for Success highlight presents key steps to improve group decision making.
Chapter 7, “Strategic Planning: Strategies, Tactics, and Competitive Dynamics” This 
chapter includes the latest research on strategic planning. The new Challenge Case focuses 
on how Facebook uses its strategy to gain a competitive advantage over its rivals. The chap-
ter includes new coverage of the Affordable Care Act and its relationship to strategy. The 
chapter also includes a new example to illustrate how Hershey’s is using strategy to expand 
internationally. The new Steps for Success feature outlines how asking the right questions 
can help in the strategy formulation process. The new Tips for Managing around the Globe 
feature illustrates how Tata Motors has adapted its strategy to succeed internationally. The 
new Practical Challenge highlight illustrates the competitive dynamics taking place between 
Amazon and traditional retailers such as Home Depot and Target. The chapter concludes 
with a new end-of-chapter case that examines Nucor’s strategy and mission statement.

PART 4: ORGANIZING
This section discusses organizing activities as a major management function.

Chapter 8, “Fundamentals of Organizing” This chapter details the key concepts involved 
with organizing. The chapter begins with a new Challenge Case exploring how Microsoft 
adopted a new organizational structure to adapt to its competitive environment. The new 
Practical Challenge highlight illustrates how the Massachusetts Bay Transportation Authority 
centralized information to coordinate its security activities. The new Tips for Managing 
around the Globe highlight shows how Yum Brands established an international division 
to better serve its employees and customers around the world. The new Steps for Success 
highlight explains how companies can better implement matrix organizational structures; the 
chapter also includes new material on organic versus mechanistic organizational structures. 
The chapter concludes with a new end-of-chapter case illustrating the role of organizational 
structure in the success of Shutterstock.
Chapter 9, “Responsibility, Authority, and Delegation” This chapter details the importance 
of responsibility, authority, and delegation in managerial effectiveness. The new Practical 
Challenge highlight illustrates how the Extended Stay America hotel chain uses “Get Out 
of Jail, Free” cards to help foster innovation among employees. The new Tips for Managing 
around the Globe highlight shows how Four Seasons Hotels and Resorts uses decentral-
ization to succeed in international markets. The new Building Your Management Skills 
Portfolio exercise discusses the management challenges facing Charlie Strong, the new head 
football coach at the University of Texas.
Chapter 10, “Human Resource Management” This chapter covers the primary concepts 
involved in understanding effective human resource management. The chapter provides 
discussion regarding the EEOC’s updated rules, which prohibit discrimination based on 
sexual orientation and genetic information. The chapter offers a new example of how the 
Moneta Group is handling its CEO succession process. The new Tips for Managing around 
the Globe feature reviews how European companies are adding more females to their boards 
of directors. The new Steps for Success highlight illustrates the advantages and challenges of 
computer-based training techniques. The new Practical Challenge highlight discusses the 
“scorecards” used by Citigroup for performance appraisals.
Chapter 11, “Changing Organizations: Stress, Conflict, and Virtuality” This chapter discusses 
ways in which managers change organizations and the possible impacts of factors like stress, con-
flict, and virtuality in taking such action. The new Tips for Managing around the Globe highlight 
presents an account of how Avon tested introducing a change in one country  before implement-
ing the change in other countries, and the new Steps for Success highlight outlines how to man-
age stress caused by change. The new Practical Challenge highlight focuses on the method that 
Southwest Airlines uses to manage conflict. The new end-of-chapter case   explores the use of 
virtual offices at Business Management Resource Group, an  accounting firm.
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PART 5: INFLUENCING
This section discusses ways that managers should deal with employees. Reflecting the spirit of 
the AACSB guidelines, which encourage the thorough coverage of human factors in business 
curriculum, the influencing section is quite comprehensive.

Chapter 12, “Influencing and Communication” This chapter introduces the topic of man-
aging people, defines interpersonal communication, and presents organizational communi-
cation as the primary vehicle managers use to interact with employees. The chapter opens 
with a new case, entitled “How Evernote’s Phil Libin Keeps Communication Flowing.” Other 
new coverage focuses on identifying influential people, overcoming  cultural barriers in for-
eign countries, and using eye contact in the communication process.
Chapter 13, “Leadership” This chapter covers various established approaches to leadership: 
the trait approach, the behavioral approach, and the situational approach, which includes the 
life cycle theory of leadership, Fiedler’s contingency theory of leadership, and the path–goal 
theory of leadership. Emerging leadership thought is also discussed: servant leadership, Level 
5 leadership, transformational leadership, and authentic leadership. New coverage explores 
how leadership might vary from one country to another, what it takes to become a transfor-
mational leader, and how to lead for greatness. The new end-of-chapter case is “Jeff Bezos Is 
the Force of Nature behind Amazon.”
Chapter 14, “Motivation” This chapter defines motivation, describes the motivation process, 
and provides useful strategies that managers can use to motivate organization members. Both 
content and process theories of motivation are discussed in detail. New material focuses on 
using rewards to motivate people, communicating rewards that align with organizational val-
ues, and making motivation work in organizations.
Chapter 15, “Groups and Teams” This chapter emphasizes managing clusters of people as 
a means of accomplishing organizational goals. Coverage focuses on managing teams and 
on groups versus teams, virtual teams, problem solving, self-managed and cross-functional 
teams, stages of team development, empowerment, the effectiveness of self-managed teams, 
and factors contributing to team effectiveness. The chapter opens with a new Challenge Case, 
“Better Teamwork Makes Numerica Credit Union a Winner.” The new Steps for Success 
highlight focuses on leading group development, and the new Practical Challenge highlight 
focuses on solving problems as a team. The new Tips for Managing around the Globe high-
light explores trust in international teams, and the new end-of-chapter case is “How Yum 
Brands Fosters Team Spirit.”
Chapter 16, “Managing Organization Culture” The chapter opens with a new Challenge 
Case titled “Zappos Doesn’t Sell Shoes—It ‘Delivers WOW.’ ” Major topics include defining or-
ganization culture, the importance of organization culture, and building a high- performance 
organization culture. Special discussion focuses on cultural artifacts: organizational values, 
myths, sagas, language, symbols, ceremonies, and rewards. New material has been included 
on Marriott International’s code of conduct, how a team-oriented culture supports high 
performance, and telling stories to build corporate culture. The new end-of-chapter case is 
“Testing the Health of Goldman Sachs’s Culture.”

PART 6: CONTROLLING
This section presents control as a major management function. Major topics include fundamen-
tals of control, controlling production, and information technology.

Chapter 17, “Controlling, Information, and Technology” This chapter presents the latest 
research on controlling, information, and technology. The new Tips for Managing around 
the Globe highlight discusses how individuals exercise power differently in different coun-
tries because of cultural differences. The new Steps for Success highlight illustrates how com-
panies use technology to harness “big data.” The new Practical Challenge highlight illustrates 
how organizations collect and exploit data from social media.
Chapter 18, “Production and Control” The chapter describes Amazon’s use of robots to 
illustrate how companies incorporate automation to improve efficiency and reduce costs. 
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The new Practical Challenge highlight explores how hospitals use continuous improve-
ment to improve quality. The new Tips for Managing around the Globe feature reviews how 
Volkswagen chooses its manufacturing sites across the globe. The new Steps for Success 
highlight illustrates the role of budgets in the controlling process.

Learning Modules

Learning Module 1, “Managing: History and Current Thinking” This appendix presents 
the historical development of management thought that proceeds up to modern times. A new 
Challenge Case focuses on how CEO Alan Mulally emphasizes innovation to keep Ford 
Motor Company moving ahead. The new Practical Challenge highlight discusses how Bank 
of America redesigned work areas to improve productivity, while the new Steps for Success 
highlight provides advice on how to better understand employees. The new Tips for Managing 
around the Globe highlight describes crowdfunding, an innovative way that IBM encourages 
global innovation. A new appendix-ending case focuses on managing UPS in an Internet 
economy.
Learning Module 2, “Management and Entrepreneurship” This appendix focuses on 
the discovery, evaluation, and exploitation of business opportunities. The new Practical 
Challenge highlight illustrates how Bohemian Guitars used crowdfunding to raise capital. 
The new Tips for Managing around the Globe feature shows how a student at MIT capital-
ized on an idea for a solar-powered stove to help rural residents in other countries cook their 
food. The new Steps for Success highlight describes the key steps an entrepreneur should take 
to start a new business. The appendix-ending case explains how one entrepreneur’s part-time 
job became a $40 million business called Drybar.
Learning Module 3, “Encouraging Creativity and Innovation” This appendix presents new 
research on creativity and innovation and reports on the efforts of the most innovative com-
panies in America. Integrated throughout the appendix is an example demonstrating how 
Netflix used innovative techniques to produce dramas that are available only to its subscrib-
ers. The new Tips for Managing around the Globe feature describes how Michelin uses inno-
vation and quality control to create tires that appeal to consumers all over the world. The new 
Practical Challenge highlight shows how the United Nations used creativity to help rebuild 
Indonesia after the 2004 tsunami. The Steps for Success feature describes how organizations 
use hackathons to spur innovation.

MODERN MANAGEMENT 14TH EDITION:  
THE SKILLS
From a pedagogy standpoint, the 14th edition of Modern Management continues its unique-
in-the-marketplace focus of developing students’ management skills across all of the primary 
management functions. Each chapter opens by identifying a specific management skill on which 
the chapter focuses. The remainder of the chapter contains several purposefully placed features 
designed to help students develop that skill.

This focus on skill development is consistent with the recommendation of the Association 
to Advance Collegiate Schools of Business (AACSB), which provides higher-education profes-
sionals with well-founded standards for maintaining excellence in management education. The 
AACSB standards indicate that excellence in modern management education is achieved when 
students acquire both knowledge about management concepts and skill in applying that knowl-
edge. According to these standards, management educators must help students understand and 
appreciate both the “why” and the “how” of management.

The following sections discuss the pedagogical features in this text that help students learn 
management theory and how to apply it.

1. Chapter Target Skill: Each chapter opens by identifying and defining the target manage-
ment skill that is emphasized in that chapter. By focusing on this target skill early in the 
chapter, students immediately have a context for learning chapter concepts. For an exam-
ple of a chapter’s target skill, see the definition of “social responsibility skill” on page 24.
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2. Learning Objectives: In each chapter, a list of learning objectives follows the Chapter Target 
Skill. These objectives expand on the chapter target skill to help students further focus on 
learning critical chapter concepts.

3. Challenge Case: Each chapter opens with a Challenge Case. The purpose of the 
Challenge Case is to introduce students to real challenges faced by real managers and 
to demonstrate the usefulness of the chapter’s concepts and related management skills 
in meeting those challenges. Each case summarizes a set of issues for a manager within 
a company and asks students how they would resolve the issues. Nine of the cases in 
this edition are new and focus on companies such as Ford Motor Company, IKEA, GE 
Lighting, and Facebook.

4. Practical Highlights: Market research revealed that instructors are particularly interested 
in highlights throughout the book that focus on practical applications of management 
concepts. New to this edition, each chapter contains one Steps for Success highlight, one 
Tips for Managing around the Globe highlight, and one Practical Challenge highlight. The 
primary objective of these highlights is to illustrate how practicing managers can apply 
management ideas to deal with everyday problems. As an example of a Tips for Managing 
around the Globe highlight, Chapter 16 shows how Marriott International crafted a code 
of conduct to help mold its corporate culture. As an illustration of a Practical Challenge 
highlight, Chapter 13 explains how the CEO of Xerox meets her leadership challenges. 
The Steps for Success highlight in Chapter 2 lists tactics that managers can take to create 
an ethical work environment. Taken together, the real-life examples illustrated in these 
highlights throughout the book help to reinforce the development of critical management 
skills.

5. Challenge Case Summary: Each chapter ends with a Challenge Case Summary. This sec-
tion provides extensive narrative on how chapter concepts relate to the issues presented 
in the chapter-opening Challenge Case. To better understand this pedagogical feature, see 
the Challenge Case Summary for the chapter-opening “How Evernote’s Phil Libin Keeps 
Communication Flowing” case on page 266.

6. Developing Management Skill Activities: Each chapter also ends with a rich array of learn-
ing activities that help students better understand management concepts and develop skills 
in applying those concepts. Specific activities are listed and explained below.

 A. Class Preparation and Personal Study: This section gives students a series of activities 
to help them become adequately prepared to discuss the chapter in the classroom.

 1. Reflecting on Target Skill. Here, students are asked to refer back to the learning 
objectives at the beginning of the chapter to make sure that they’ve reached those 
objectives.

 2. Know Key Terms is a section in which a chapter’s key terms are listed along with the 
page numbers on which the terms are discussed. For an example Know Key Terms 
section, see page 170 in the Strategic Planning chapter.

 3. Know How Management Concepts Relate contains essay questions related to chap-
ter material. These questions help students focus on the interrelationships among 
chapter concepts and how those concepts relate to the management process. For a 
sample Know How Management Concepts Relate, see page 284 in the Influencing 
and Communication chapter.

 B. Management Skills Exercises: This chapter-ending section contains many activities 
that help students develop skills related to chapter content.

 1. Cases. Each chapter concludes with two cases. The first of these cases is an exten-
sion of the chapter’s Challenge Case, and students are given a series of discussion 
questions that stimulate further discussion of the Challenge Case. Page 25 contains 
an example of such questions related to “IKEA Builds on Its Commitment to the 
Environment,” the Challenge Case in the Managers, Society, and Sustainability 
chapter.

The second concluding case has been specifically chosen to illustrate real-life 
management issues and the steps necessary to deal with those issues. Almost half of 
these specially chosen cases are new to this edition; these new end-of-chapter cases 
examine organizations such as Yum Brands, Jeff Bezos and Amazon, and UPS. For 
an example of one of these new end-of-chapter cases, see the Goldman Sachs case on 
page 385 of Chapter 16.



xxvi PREFACE

 2. Experiential Exercises. Each chapter concludes with two types of experiential exer-
cises. The first type is specially designed to help students develop knowledge and skill 
related to chapter content. For an example of this type of experiential exercise, see 
“Developing a Diversity Profile” on page 74 of the Management and Diversity chapter.

The second type is an exercise that focuses on helping students use chapter 
content to better manage their own careers. This exercise is called “You and Your 
Career,” and a sample of this exercise can be found on page 74 of the Management 
and Diversity chapter.

 3. Building Your Management Skills Portfolio. This activity at the end of each 
chapter is specially designed to allow students to demonstrate the management 
skill they learned in that chapter. Instructors may choose to have students turn 
in hard or electronic copies of this assignment. In addition, instructors may ask 
students to present their completed portfolios in class. Students may also use 
this portfolio to help win a job during an employment interview. See “Delegating 
Football Duties at the University of Texas” on page 215 for an example of this type 
of activity.

MODERN MANAGEMENT: STUDENT 
LEARNING
Students often ask professors to suggest the best way to study to maximize learning. By using 
the components of Modern Management in a conscientious and systematic fashion, students 
can build their knowledge about management concepts and the skills to apply those concepts. 
Although the components of Modern Management are flexible and can be used for many differ-
ent study processes, one suggested study process is presented below.

As shown in Figure 1, students can start their study of a chapter by Applying Management 
Concepts: Part 1. In this study process, students learn concepts by reading and studying each 
chapter and then by checking their progress in meeting the learning objectives presented 
at the  beginning of the chapter. In addition, they can check their progress by seeing how 
well they can answer the essay questions at the end of the chapter. By checking their learn-
ing  progress, students can pinpoint areas in which further study is needed before they move 
forward.

Once students are satisfied that they have learned chapter content, they can start their skills 
focus by Applying Management Concepts: Part 2. In this continuation of the study process, stu-
dents first review the Chapter Target Skill and the Challenge Case Summary, and then they focus 
on learning how to apply management concepts by performing the application exercises assigned 
by their professor. Students might also work on exercises independently and do work that was 
not assigned by the professor. Application exercises include the Building Your Management Skills 
Portfolio, Experiential Exercises, and Cases.
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Management
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Introducing Modern 
Management
Concepts and Skills

T A R G E T  S K I L L

Management Skill: the ability to work with people 
and other organizational resources to accomplish 
organizational goals

O B J E C T I V E S

To help build my management skill, when studying this chapter, 
I will attempt to acquire:

1 An understanding of a manager’s task

2 Knowledge about the management process and 
organizational resources

3 An understanding of management skill as the key to 
management success

4 Insights concerning what management careers are and 
how they evolve

MyManagementLab®

Go to mymanagementlab.com to complete the problems marked with this icon  .

 MyManagementLab: Learn It
If your instructor has assigned this activity, go to mymanagementlab.com before 
 studying this chapter to take the Chapter Warm-Up and see what you already know.



2 PART 1 Introduction to Modern Management 

2 

After graduation, he landed a job as a hardware engineer with 
IBM, where he has built his career. He left only once, to earn 
a master’s degree in electrical engineering at Georgia Institute 
of Technology.

In his 19 positions during his 30 years at IBM, Adkins 
has made a point of broadening his experience beyond his 
original specialty. In his first position, Adkins focused on 
quality assurance for IBM printers. As he advanced, he sought 
challenging jobs outside product engineering so that he would 
be skilled in other business functions  besides developing 
products. He has worked in most of the company’s businesses, 
including hardware and software, PCs, and mobile computing. 
The division he currently leads helped develop the server sys-
tem for the Watson computer, whose blazing-fast processing 
speeds famously enabled it to defeat humans on the Jeopardy! 
television game show. One of his assignments took him to 
Japan, where he worked with engineers to develop IBM’s first 
 mobile PC.

Choosing which position to take next is not always 
easy, but along the way, senior executives at IBM have served 
as mentors to Adkins, helping him identify areas where 
he can apply his experience and areas where he needs to 
grow. At one point, for example, an executive vice presi-
dent, now  retired, advised Adkins to gain experience in 
product  branding and development, rather than leading a 
sales group. That decision better positioned him for greater 
 responsibility later on.

And what of the CEO position Adkins was considered 
for? This time, it went to Virginia Rometty, who had led IBM’s 
expansion into consulting. No doubt Rometty will depend on 
Adkins to keep his group on a successful course, and he may 
yet become IBM’s top executive someday.1

THE MODERN MANAGEMENT 
CHALLENGE
The Challenge Case illustrates a few of the ways that 
Rodney Adkins developed his personal management 
skills at IBM. After studying chapter concepts, read the 
Challenge Case Summary at the end of the chapter 
to help you to relate chapter content to developing 
management skills to inspire innovation.

When IBM recently needed someone to fill the top job 
of chief executive officer, one of the managers considered 
was Rodney C. Adkins, IBM’s senior vice president for its 
Systems and Technology Group. Adkins’s position involves 
tremendous responsibility. The group he oversees has about 
50,000 employees and generates $18 billion in revenue from 
products that include semiconductors, servers, system soft-
ware, and more. Its activities range from acquiring supplies to 
manufacturing products to  filling orders, all in a supply chain 
that spans the globe.

The story of how Adkins arrived at this position tells 
us a lot about managers and what they do. Growing up in 
Miami’s Liberty City neighborhood, Adkins was fascinated 
with technology. For fun, he would take apart his family’s 
home appliances to see how they worked. He left home to 
study physics at Rollins College, near Orlando, where he 
was one of 25 African Americans in a student body of 1,200. 

C H A L L E N G E  CA S E
An IBM Success Story: Rodney Adkins

IBM has prospered in the high-tech industry by innovating and knowing when to 
change focus. The company gained fame for making huge mainframe computers, then 
introduced one of the most popular early personal computers (the IBM PC), and later 

shifted its growth efforts to offering software and services that keep businesses humming. 
Running such a company requires an understanding of what technology can do, coupled with 
abilities such as making complex decisions and inspiring employees to contribute their best.

Rodney Adkins’s broad-based knowledge and 
varied career path have led him to his current 
 position, senior vice president of IBM’s Systems 
and Technology Group.
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A MANAGER’S TASK
Managers influence all phases of modern organizations. Plant managers run manufacturing 
 operations that produce the clothes we wear, the food we eat, and the automobiles we drive. Sales 
managers maintain a sales force that markets goods. Personnel managers provide organizations 
with a competent and productive workforce. The “jobs available” section in the classified adver-
tisements of any major newspaper describes many different types of management activities and 
confirms the importance of management.

Managers are also important because they serve a very special purpose in our lives. They 
are the catalysts for new and exciting products of all kinds that keep our economy and standard 
of living moving forward. One such new product of today is the Transportable Exam Station 
(TES), which brings the doctor to you. Other such products include Apple’s new head-mounted 
iPhone, Microsoft’s new tablet called Surface, and Chevrolet’s new electric car called Volt.

In addition to understanding the significance to managers and society of managerial work 
and its related benefits, prospective managers need to know what the management task entails. 
The sections that follow introduce the basics of the management task through discussions of the 
roles and definitions of management, the management process as it pertains to management 
functions and organizational goal attainment, and the need to manage organizational resources 
effectively and efficiently.

Our society could neither exist as we know it today nor improve without a steady stream of 
managers to guide its organizations. Peter Drucker emphasized this point when he stated that 
 effective management is probably the main resource of developed countries and the most needed 
resource of developing ones.2 In short, all societies desperately need good managers.

Management is important to society as a whole as well as vital to many individuals who 
earn their livings as managers. Government statistics show that management positions have 
 increased from approximately 10 to 18 percent of all jobs since 1950. Managers come from vary-
ing backgrounds and have diverse educational specialties. Many people who originally train 
to be accountants, teachers, financiers, or even writers eventually make their livelihoods as 
managers. Although in the short term, the demand for managers varies somewhat, in the long 
term,  managerial positions can yield high salaries, status, interesting work, personal growth, and 
 intense feelings of accomplishment.

Over the years, CNNMoney has become well known for its periodic rankings of total com-
pensation paid to top managers in the United States. Based on the 2013 CNNMoney compensation 
report, Table 1.1 shows the names of the 10 most highly paid chief executives, the company they 
worked for, and how much they earned. Their earnings include salary, stock, and stock options.

An inspection of the list of highest paid executives in Table 1.1 reveals that the executives 
are all men. Based on the results of a recent survey at the Wall Street Journal, Figure 1.1 illus-
trates a broad salary gap between men and women. According to Figure 1.1, whereas women 
and men make up roughly the same proportion of the workforce, men hold a disproportion-
ate number of higher-paying jobs. In addition, a recent study by the American Association of 

TABLE 1.1 The 10 Highest Compensated CEOs, 2013

Ranking CEO Name Company Name Paid ($ millions)

 1 Larry Ellison Oracle 96.2

 2 Richard M. Bracken HCA 38.6

 3 Bob Iger Walt Disney 37.1

 4 Mark G. Parker Nike 35.2

 5 Philippe P. Dauman Viacom 33.4

 6 John J. Donahoe eBay 29.7

 7 Howard Schultz Starbucks 28.9

 8 Stephen I. Chazen Occidental Petroleum 28.5

 9 Ken Chenault American Express 28

10 Louis C. Camilleri Philip Morris International 24.7

Source: “20 Top-Paid CEOs,” 2013 CNNMoney, http://www.money.cnn.com.

http://www.money.cnn.com
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University Women indicated that the discrepancy between the pay of men versus the pay of 
women is a  national phenomenon and is not isolated to a particular state or region.3

Predictably, concerns that certain managers are paid too much have been raised. For 
 example, consider the notable criticism in recent years regarding the high salary paid to Robert 
R. Nardelli, former CEO of Home Depot.4 Disapproval of the excessive compensation paid to 
Nardelli surfaced in the popular press as well as in statements by stockholders. An article in 
the Wall Street Journal, for example, questioned whether Nardelli was worth the amount he 
received.5 Nardelli had been paid $63.5 million during a five-year period at Home Depot, while 
company shares lost 6 percent of their value. In the end, as with any manager, Nardelli’s compen-
sation should have been determined by how much value he added to the company. The more 
value he added, the more compensation he deserved. As a result of the growing criticism about 
Nardelli’s compensation and Nardelli’s resistance to modify his compensation level, he was fired.

Some evidence suggests that societal concern about management compensation goes well 
beyond one manager at one company.6 A recent Senate Commerce Committee meeting, for 
 example, focused on trying to justify lavish pay programs for managers at companies such as 
Tyco International and American Airlines when the companies were in financial trouble and 
laying off employees. Senators seemed unified in questioning the logic that justifies the average 
CEO salary being more than 400 times higher than a production worker’s wages. This Senate 
Committee meeting should be an important signal that managers who do not exercise judicious 
self-control about their salaries may face future legislative control.

The Role of Management

Essentially, the role of managers is to guide organizations toward goal accomplishment. All organi-
zations exist for certain purposes or goals, and managers are responsible for combining and using 
organizational resources to ensure that their organizations achieve their purposes. Management 
moves an organization toward its purposes or goals by assigning activities for  organization mem-
bers to perform. If the activities are designed effectively, the production of each individual worker 
will contribute to the attainment of organizational goals. Management strives to encourage indi-
vidual activity that will lead to reaching organizational goals and to  discourage individual activity 
that will hinder the accomplishment of those goals. Because the process of management empha-
sizes the achievement of goals, managers must keep organizational goals in mind at all times.7

Defining Management

Students of management should be aware that the term management can be, and often is, used in dif-
ferent ways. For instance, it can refer simply to the process that managers follow in order to accom-
plish organizational goals. It can also refer to a body of knowledge; in this context,  management is 
a cumulative body of information that furnishes insights on how to manage. The term management 
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can also refer to the individuals who guide and direct organiza-
tions or to a career devoted to the task of guiding and directing 
organizations. An understanding of the various uses and related 
definitions of the term will help you avoid miscommunication 
during management-related discussions.

As used most commonly in this text, management is the 
process of reaching organizational goals by working with and 
through people and other organizational resources. A com-
parison of this definition with the definitions offered by several 
contemporary management thinkers indicates broad agree-
ment that management encompasses the following three main 
characteristics:

1. It is a process or series of continuing and related activities.
2. It involves and concentrates on reaching organizational goals.
3. It reaches these goals by working with and through people 

and other organizational resources.

A discussion of each of these characteristics follows.

The Management Process: Management 
Functions

The four basic management functions—activities that make up the management process—are 
described in the following sections.

Planning Planning involves choosing tasks that must be performed to attain organiza-
tional goals, outlining how the tasks must be performed, and indicating when they should be 
performed. Planning activity focuses on attaining goals. Through their plans, managers outline 
exactly what organizations must do to be successful. Planning is essential to getting the “right” 
things done.8 Planning is concerned with organizational success in the near future (short term) 
as well as in the more distant future (long term).9

Organizing Organizing can be thought of as assigning the tasks developed under the plan-
ning function to various individuals or groups within the organization. Organizing, then, creates 
a mechanism to put plans into action. People within the organization are given work assignments 
that contribute to the company’s goals. Tasks are organized so that the output of individuals 
contributes to the success of departments, which, in turn, contributes to the success of divisions, 
which ultimately contributes to the success of the organization. Organizing includes determining 
tasks and groupings of work.10 Organizing should not be rigid, but adaptable and flexible to meet 
challenges as circumstances change.11

Influencing Influencing is another of the basic functions within the management process. 
This function—also commonly referred to as motivating, leading, directing, or actuating—is 
concerned primarily with the people within organizations.12 Influencing can be defined as guid-
ing the activities of organization members in appropriate directions. An appropriate direction is 
any direction that helps the organization move toward goal attainment. The ultimate purpose of 
influencing is to increase productivity. Human-oriented work situations usually generate higher 
levels of production over the long term than do task-oriented work situations because people 
find the latter type less satisfying.

Controlling Controlling is the management function through which managers:

1. Gather information that measures recent performance within the organization.
2. Compare present performance to preestablished performance standards.
3. From this comparison, determine whether the organization should be modified to meet pre-

established standards.

This manager works with 
people and other resources 
to achieve the organization’s 
goals.
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Controlling is an ongoing process. Managers continually gather information, make their 
comparisons, and then try to find new ways of improving production through organizational 
modification.

History shows that managers commonly make mistakes when planning, organizing, influ-
encing, and controlling. Figure 1.2 shows a number of such mistakes managers make related to 
each function. Studying this text carefully should help managers avoid making such mistakes.

MANAGEMENT PROCESS AND 
ORGANIZATIONAL RESOURCES
Although we have discussed the four functions of management individually, planning, organizing, 
influencing, and controlling are integrally related and therefore cannot be separated in  practice. 
Figure 1.3 illustrates this interrelationship and also indicates that managers use these activities 
solely for reaching organizational goals. Basically, these functions are interrelated  because the 
performance of one depends on the performance of the others. For example, organizing is based 
on well-thought-out plans developed during the planning process, and influencing systems must 
be tailored to reflect both these plans and the organizational design used to implement them. 
The fourth function, controlling, involves possible modifications to existing plans, organizational 
structure, or the motivation system used to develop a more successful effort.

Planning
Not establishing objectives for all important organizational areas
Making plans that are too risky
Not exploring enough viable alternatives for reaching objectives

Organizing
Not establishing departments appropriately
Not emphasizing coordination of organization members
Establishing inappropriate spans of management

Influencing
Not taking the time to communicate properly with organization members
Establishing improper communication networks
Being a manager but not a leader

Controlling
Not monitoring progress in carrying out plans
Not establishing appropriate performance standards
Not measuring performance to see where improvements might be made

FIGURE 1.2 
Classic mistakes commonly 
made by managers in carrying 
out various management 
functions

Organizational
Goals

Planning

Organizing

Influencing Controlling

FIGURE 1.3
Relationships among the 
four functions of management 
used to attain organizational 
goals



 CHAPTER 1 Introducing Modern Management 7

To be effective, a manager must understand how the four management functions are prac-
ticed, not simply how they are defined and related. Thomas J. Peters and Robert H. Waterman, Jr., 
studied numerous organizations—including Frito-Lay and Maytag—for several years to  determine 
what management characteristics best describe excellently run companies. In their book In Search 
of Excellence, Peters and Waterman suggest that planning, organizing, influencing, and control-
ling should be characterized by a bias for action; a closeness to the customer; autonomy and 
 entrepreneurship; productivity through people; a hands-on, value-driven orientation; “sticking to 
the knitting”; a simple organizational form with a lean staff; and simultaneous loose–tight properties.

This brief introduction to the four management functions will be further developed in Parts 3 
through 6 of this text.

Management and Organizational Resources

Management must always be aware of the status and use of organizational resources. These 
 resources, composed of all assets available for activation during the production process, are of 
four basic types:

1. Human
2. Monetary
3. Raw materials
4. Capital

As Figure 1.4 shows, organizational resources are combined, used, and transformed into 
finished products during the production process.

Human resources are the people who work for an organization. The skills they possess and their 
knowledge of the work system are invaluable to managers. Monetary resources are the amounts of 
money that managers use to purchase goods and services for the organization. Raw materials are the 
ingredients used directly in the manufacturing of products. For example, rubber is a raw material 

Hoffman uses the resources under his control. 
He organizes waiting rooms and plans the flow of cli-
ents for maximum efficiency. He must use the State 
Department’s software but has discretion to promote 
and discipline agents according to their performance. 
Strong leadership builds a dedicated staff who are 
 committed to helping clients, even working in unheated 
offices after Hurricane Sandy in 2012. Hoffman’s goal-
oriented management has helped create an agency that 
scores 4.5 out of 5 stars on the Yelp consumer ratings 
website, far ahead of other government agencies.13

To see how managers can contribute to attaining 
goals, consider Michael Hoffman, who works for 

the State Department as Regional Director of the New 
York Passport Agency. The busy facility he directs, on 
Hudson Street in New York City, is one of only 17 where 
people may pick up their passport if they are travel-
ing within 14 days. Therefore, many clients are under 
stress; perhaps an emergency came up overseas, or 
they discovered at the airport that the passport had 
expired. Hoffman’s goal is to serve clients efficiently, 
fulfilling their requests to the extent allowed.

Michael Hoffman Achieves User Satisfaction at New York Passport Agency

Practical Challenge: Attaining Goals

Organizational 
Resources

People
Money

Raw materials
Capital resources

Production
Process

Finished 
Products

Goods
Services

Inputs Outputs

FIGURE 1.4 
Transformation of 
organizational resources 
into finished products 
through the production 
process
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that Goodyear would purchase with its monetary resources and use directly in manufacturing tires. 
Capital resources are the machines used during the manufacturing process. Modern machines, or 
equipment, can be a major factor in maintaining desired production levels. Worn-out or antiquated 
machinery can make it impossible for an organization to keep pace with competitors.

Managerial Effectiveness As managers use their resources, they must strive to be 
both effective and efficient. Managerial effectiveness refers to management’s use of organiza-
tional resources in meeting organizational goals. If organizations are using their resources to 
attain their goals, the managers are declared effective. In reality, however, managerial effective-
ness can be measured by degrees. The closer an organization comes to achieving its goals, the 
more effective its managers are considered. Managerial effectiveness, then, exists on a continuum 
ranging from ineffective to effective.

Managerial Efficiency Managerial efficiency is the proportion of total organizational 
resources that contribute to productivity during the manufacturing process.14 The higher this 
proportion, the more efficient is the manager. The more resources wasted or unused during the 
production process, the more inefficient is the manager. In this situation, organizational resources 
refer not only to raw materials that are used in manufacturing goods or services but also to 
 related human effort.15 Like management effectiveness, management efficiency is best described 
as being on a continuum ranging from inefficient to efficient. Inefficient means that a small pro-
portion of total resources contributes to productivity during the manufacturing process; efficient 
means that a large proportion of resources contributes to productivity.

As Figure 1.5 shows, the concepts of managerial effectiveness and efficiency are obviously 
related. A manager could be relatively ineffective—with the consequence that the organization 
is making little progress toward goal attainment—primarily because of major inefficiencies or 
poor utilization of resources during the production process. In contrast, a manager could be 
somewhat effective despite being inefficient if demand for the finished goods is so high that the 
manager can get an extremely high price per unit sold and thus absorb inefficiency costs. Thus, 
a manager can be effective without being efficient, and vice versa. To maximize organizational 
success, however, both effectiveness and efficiency are essential.

    Efficient
(most resources

contribute
to production)

Not reaching
goals and not

wasting resources

Reaching goals
 and not

wasting resources

Not reaching
goals and

wasting resources

Reaching goals
 and wasting
resources

  Inefficient
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contribute
to production)

Ineffective
(little progress toward
organizational goals)

Effective
(substantial progress
toward organizational
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FIGURE 1.5 
Various combinations 
of managerial effectiveness 
and managerial efficiency

 MyManagementLab: Watch It, Management Roles at azTeen Magazine
If your instructor has assigned this activity, go to mymanagementlab.com to watch a 
video case about azTeen magazine and answer the questions.
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As an example of achieving efficiency and effectiveness, consider Telstra Corporation, 
Australia’s largest telecommunication company. Like its counterparts the world over, Telstra faces 
the challenges of a changing industry in which mobile phones are fast becoming more popular 
than the landline business on which Telstra built its fortunes. To survive, Telstra is scrambling 
to  create a nimble management team and prune the bureaucracy that slows down decision 
 making and internal operations. In a recent reorganization of his executive team, Telstra CEO 
David Thodey created four groups—customer sales and support, product and marketing innova-
tion, operations, and corporate support—all focused on effectiveness: getting more competitive 
while also attracting and retaining customers.16

The Universality of Management

Management principles are universal: That is, they apply to all types of organizations (businesses, 
churches, sororities, athletic teams, hospitals, etc.) and organizational levels.17 Naturally, manag-
ers’ jobs vary somewhat from one type of organization to another because each organizational 
type requires the use of specialized knowledge, exists in unique working and political environ-
ments, and uses different technology. However, job similarities are found across organizations 
because the basic management activities—planning, organizing, influencing, and controlling—
are common to all organizations.

The Theory of Characteristics Henri Fayol, one of the earliest management writ-
ers, stated that all managers should possess certain characteristics, such as positive physical and 
mental qualities and special knowledge related to the specific operation.18 B. C. Forbes empha-
sized the importance of certain more personal qualities, inferring that enthusiasm, earnestness of 
purpose, confidence, and faith in their own worthiness are primary characteristics of successful 
managers. Forbes described Henry Ford as follows:

A Forbes article described the characteristics of a successful business leader by describing 
Henry Ford. According to the article, every successful business starts with an individual 
like Ford who is enthusiastic, believes in the organization’s purpose, is self-confident, and 
believes in the high value of what the organization aims to accomplish. Like any business 
leader, Henry Ford certainly faced many difficulties and high challenges in building the 
Ford Motor Company. It can be argued that only Henry Ford’s enthusiastic and continued 
support of his company saved both him and his company from certain failure.19

Fayol and Forbes can describe desirable characteristics of successful managers only because 
of the universality concept: The basic ingredients of successful management are applicable to all 
organizations.

MANAGEMENT SKILL: THE KEY 
TO MANAGEMENT SUCCESS
Thus far, the introduction to the study of management has focused on discussing concepts such 
as the importance of management, the task of management, and the universality of manage-
ment. This section continues the introduction to management by defining management skill and 
presenting both classic and more contemporary views of management skills thought to ensure 
management success.

Defining Management Skill

No introduction to the field of management would be complete without a discussion of manage-
ment skill. Management skill is the ability to carry out the process of reaching organizational 
goals by working with and through people and other organizational resources. Learning about 
management skill and focusing on developing it are of critical importance because possessing 
such skill is generally considered the prerequisite for management success.20 Because manage-
ment skills are so critical to the success of an organization, companies commonly focus on pos-
sible steps that can be taken to improve the skills of their managers.
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Management Skill: A Classic View

Robert L. Katz has written perhaps the most widely accepted early article about management 
skill.21 Katz states that managers’ ability to perform is a result of their managerial skills. A man-
ager with the necessary management skills will probably perform well and be relatively success-
ful. One without the necessary skills will probably perform poorly and be relatively unsuccessful.

As an example illustrating how companies need to develop their managers’ skills, consider 
the importance of preparing managers for working with people of other cultures. An increas-
ingly global business world requires that managers who travel be aware of and grasp cultural 
differences in their dealings with coworkers, clients, and the public. Professionals at New York–
based Dean Foster Associates, an intercultural consulting firm, provide cross-cultural training 
that helps businesspeople prepare for work overseas. For example, for a client heading to Japan, 
Foster conducted a five-hour session that included a traditional Japanese meal, coaching on 
Japanese dining etiquette, and information on business customs, socializing, and developing the 
proper mind-set for working outside one’s native country.22

Katz indicates that three types of skills are important for successful management perfor-
mance: technical, human, and conceptual skills.

Technical skills involve the ability to apply specialized knowledge and expertise to work-
related techniques and procedures. Examples of these skills are engineering, computer 
programming, and accounting. Technical skills are mostly related to working with “things”—
processes or physical objects.
Human skills build cooperation within the team being led. They involve working with at-
titudes and communication, individual and group interests—in short, working with people.
Conceptual skills involve the ability to see the organization as a whole. A manager with con-
ceptual skills is able to understand how various functions of the organization complement 
one another, how the organization relates to its environment, and how changes in one part of 
the organization affect the rest of the organization.

As one moves from lower-level management to upper-level management, conceptual skills 
become more important and technical skills less important (see Figure 1.6). The supportive 
rationale is that as managers advance in an organization, they become less involved with the 
actual production activity or technical areas, and more involved with guiding the organization as 
a whole. Human skills, however, are extremely important to managers at top, middle, and lower 
(or supervisory) levels.23 The common denominator of all management levels, after all, is people.

Management Skill: A Contemporary View

More current thought regarding management skills is essentially an expansion of the classic 
view of what skills managers need to be successful. This expansion is achieved logically through 
two steps:

1. Defining the major activities that managers typically perform
2. Listing the skills needed to carry out these activities successfully

MANAGEMENT LEVELS

Top
 manage-

ment

Middle
management

Human
skills

Conceptual
skills

Supervisory or operational
management

Technical
skills

SKILLS NEEDEDFIGURE 1.6 
As a manager moves from 
the supervisory to the  
top-management level, 
conceptual skills become 
more important than technical 
skills, but human skills remain 
equally important
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The major activities that modern managers typically perform are of three basic types.25

1. Task-related activities are management efforts aimed at carrying out critical management-
related duties in organizations. Such activities include short-term planning, clarifying objec-
tives of jobs in the organization, and monitoring operations and performance.

2. People-related activities are management efforts aimed at managing people in organiza-
tions. Such activities include providing support and encouragement to others, providing 
recognition for achievements and contributions, developing the skills and confidence of 
organization members, consulting when making decisions, and empowering others to 
solve problems.

3. Change-related activities are management efforts aimed at modifying organizational 
components. Such activities include monitoring the organization’s external environment, 
proposing new strategies and visions, encouraging innovative thinking, and taking risks to 
promote needed change.

Important management skills deemed necessary to successfully carry out these man-
agement activities appear in Figure 1.7. This figure pinpoints 12 such skills, ranging from 
 empowering  organization members to envisioning how 
to change an organization. Keep in mind that Figure 1.7 
is not intended as a list of all skills managers need to be 
successful, but as an important list containing many of 
the necessary skills. One might argue, for example, that 
skills such as  building efficient operations or increasing 
cooperation among organization members are criti-
cal management skills and should have prominence in 
Figure 1.7.

Management Skill: 
A Focus of This Book

The preceding sections discussed both classic and 
 contemporary views of management skills in modern 
organizations. A number of critical management skills 
were presented and related to top, middle, and supervi-
sory management positions.

ability to set priorities, a positive attitude, and the ability 
to function well as part of a team. Here are some ways to 
build human skills:24

 Ask colleagues what you do well and what behaviors 
they would like to see improve.

 Learn to control your emotions. Notice what triggers 
a reaction, and practice ways to be calm in those 
situations.

 Get expert advice—say, help from a career coach, 
leadership programs at work, and books on 
 emotional intelligence.

At SAS America, Thomas Lynch’s management ca-
reer had stalled. Lynch, who specializes in sales 

support, had an excellent record of helping customers 
solve problems, but he was not getting key assign-
ments or promotions. He brought the issue to his supe-
riors, who pointed to his human skills: Although he was 
a great problem solver and well liked, he came across 
as lacking ambition. With coaching and practice, Lynch 
learned to pick opportunities to offer his expertise.

As Lynch discovered, many human skills are impor-
tant. For example, employers say they are looking for the 

Developing Human Skills

Steps for Success

Managers are involved in daily 
activities that plan, organize, 
influence, and control company 
resources in order to achieve 
organizational goals.
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One common criticism of such management skill discussions is that although understand-
ing such rationales about skills is important, skill categories—such as technical skill, human skill, 
and conceptual skill—are often too broad to be practical. Many management scholars believe 
that these broad skill categories should contain several more narrowly focused skills that repre-
sent the more practical and essential abilities for successfully practicing management.26 These 
more narrowly focused skills should not be seen as valuable in themselves, but as “specialized 
tools” that help managers meet important challenges and successfully carry out the manage-
ment functions of planning, organizing, influencing, and controlling. Table 1.2 summarizes the 
management functions and challenges covered in this book and the corresponding management 
skills that help address them.

 MyManagementLab: Try It, What Is Management?
If your instructor has assigned this  activity, go to mymanagementlab.com to try a 
 simulation exercise about a dairy business.

TABLE 1.2  Management Functions and Challenges Covered in This Text 
and Corresponding Management Skills Emphasized to Help 
Address Them

Introduction to Modern Management

Chapter 1—Management Skill: The ability to work with people and other organizational resources 
to accomplish organizational goals.

Appendix 1—Comprehensive Management Skill: The ability to collectively apply concepts from 
various major management approaches to perform a manager’s job.

Modern Management Challenges

Chapter 2—Corporate Social Responsibility Skill: The ability to take action that protects and 
 improves both the welfare of society and the interests of the organization.

Chapter 3—Diversity Skill: The ability to establish and maintain an organizational workforce that 
represents a combination of assorted human characteristics appropriate for achieving organiza-
tional success.

Chapter 4—Global Management Skill: The ability to manage global factors as components of 
 organizational operations.

Appendix 2—Entrepreneurship Skill: The identification, evaluation, and exploitation of 
opportunities.

To increase the probability of being successful, managers should have competence in . . .

. . . Clarifying roles: assigning tasks and explaining job responsibilities, task objectives, and 
performance expectations

. . . Monitoring operations: checking on the progress and quality of the work, and evaluating 
individual and unit performance

. . . Short-term planning: determining how to use personnel and resources to accomplish a 
task efficiently, and determining how to schedule and coordinate unit activities efficiently

. . . Consulting: checking with people before making decisions that affect them, encouraging 
participation in decision making, and using the ideas and suggestions of others

. . . Supporting: acting considerate, showing sympathy and support when someone is upset or 
anxious, and providing encouragement and support when there is a difficult, stressful task

. . . Recognizing: providing praise and recognition for effective performance, significant 
achievements, special contributions, and performance improvements

. . . Developing: providing coaching and advice, providing opportunities for skill development, 
and helping people learn how to improve their skills

FIGURE 1.7
Skills for increasing the 
 probability of management 
success
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Because management skill is generally a prerequisite for management success, aspiring 
 managers should strive to develop such skill. In developing such skill, however, managers should 
keep in mind that the value of individual management skills will tend to vary from manager 
to manager, depending on the specific organizational situations faced. For example, managers 
facing serious manufacturing challenges might find that the ability to encourage innovative 
thinking aimed at meeting these challenges is their most important skill. On the other hand, 
managers facing a disinterested workforce might find that the ability to recognize and reward 
positive performance is their most valuable skill. Overall, managers should spend time defining 
the most formidable tasks they face and sharpening the skills that will help them to successfully 
carry out these tasks.

MANAGEMENT CAREERS
Thus far, this chapter has focused on outlining the importance of management to society, pre-
senting a definition of management and the management process, and explaining the univer-
sality of management. Individuals commonly study such topics because they are interested in 
pursuing a management career. This section presents information that will help you preview 
your own management career. It also describes some of the issues you may face in attempting to 
manage the careers of others within an organization. The specific focus is on career definition, 
career and life stages and performance, and career promotion.

Planning

Chapter 5—Planning Skill: The ability to take action to determine the objectives of the organization 
as well as what is necessary to accomplish these objectives.

Chapter 6—Decision-Making Skill: The ability to choose alternatives that increase the likelihood 
of accomplishing objectives.

Chapter 7—Strategic Planning Skill: The ability to engage in long-range planning that focuses on 
the organization as a whole.

Organizing

Chapter 8—Organizing Skill: The ability to establish orderly uses for resources within the 
 management system.

Chapter 9—Responsibility and Delegation Skill: The ability to understand one’s obligation to 
 perform assigned activities and to enlist the help of others to complete those activities.

Chapter 10—Human Resource Management Skill: The ability to take actions that increase the 
 contributions of individuals within the organization.

Chapter 11—Organizational Change Skill: The ability to modify an organization in order to 
 enhance its contribution to reaching company goals.

Influencing

Chapter 12—Communication Skill: The ability to share information with other individuals.

Chapter 13—Leadership Skill: The ability to direct the behavior of others toward the accomplish-
ment of objectives.

Chapter 14—Motivation Skill: The ability to create organizational situations in which individuals 
performing organizational activities are simultaneously satisfying personal needs and helping the 
organization attain its goals.

Chapter 15—Team Skill: The ability to manage a collection of people so that they influence one 
another toward the accomplishment of an organizational objective(s).

Chapter 16—Organization Culture Skill: The ability to establish a set of shared values among 
 organization members regarding the functioning and existence of their organization to enhance 
the probability of organizational success.

Appendix 3—Creativity and Innovation Skill: The ability to generate original ideas or new 
 perspectives on existing ideas and to take steps to implement these new ideas.

Controlling

Chapter 17—Controlling Skill: The ability to use information and technology to ensure that an 
event occurs as it was planned to occur.

Chapter 18—Production Skill: The ability to transform organizational resources into products.
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A Definition of Career

A career is a sequence of work-related positions occupied by a person over the course of a 
 lifetime.27 As the definition implies, a career is cumulative in nature: As people accumulate 
 successful experiences in one position, they generally develop abilities and attitudes that qualify 
them to hold more advanced positions. In general, management positions at one level tend to be 
stepping-stones to management positions at the next-higher level. In building a career, an indi-
vidual should be focused on developing the skills necessary to qualify for the next planned job 
and not simply taking a job with the highest salary.28

Career Stages, Life Stages, and Performance

Careers are generally viewed as evolving through a series of stages.29 These evolutionary stages—
exploration, establishment, maintenance, and decline—are shown in Figure 1.8, which high-
lights the performance levels and age ranges commonly associated with each stage. Note that the 
levels and ranges in the figure indicate what has been more traditional at each stage, not what is 
inevitable. According to the Census Bureau, the proportion of men in the U.S. population age 65 
and older who participated in the labor force in 2008 reached 17.8 percent. This participation 
rate was the highest since 1985. The proportion of women in this age group was 9.1 percent, the 
highest since 1975.30 As more workers beyond age 65 exist in the workforce, more careers will be 
maintained beyond the traditional benchmark of age 65, as depicted in Figure 1.8.

Exploration Stage The first stage in career evolution is the exploration stage, which 
occurs at the beginning of a career and is characterized by self-analysis and the exploration of 
different types of available jobs. Individuals at this stage are generally about 15 to 25 years old 
and are involved in some type of formal training, such as college or vocational education. They 
often pursue part-time employment to gain a richer understanding of what a career in a particu-
lar organization or industry might be like. Typical jobs held during this stage include cooking at 
Burger King, stocking at a Federated Department Store, and working as an office assistant at a 
Nationwide Insurance office.

High 15 20 25 30 35 40 45 50 55 60 65

Decline

Trial

Low

Performance Advancement

Growth?

Maintenance?

Stagnation?

Exploration Establishment Maintenance Decline

FIGURE 1.8
The relationships among 
 career stages, life stages, 
and performance
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Establishment Stage The second stage in career evolution is the establishment stage, 
during which individuals about 25 to 45 years old start to become more productive, or higher 
performers (as Figure 1.8 indicates by the upturn in the dotted line and its continuance as a solid 
line). Employment sought during this stage is guided by what was learned during the exploration 
stage. In addition, the jobs sought are usually full-time jobs. Individuals at this stage commonly 
move to different jobs within the same company, to different companies, or even to different 
industries.

Maintenance Stage The third stage in career evolution is the maintenance stage. In this 
stage, individuals who are 45 to 65 years old show either increased performance (career growth), 
stabilized performance (career maintenance), or decreased performance (career stagnation).

From the organization’s viewpoint, it is better for managers to experience career growth 
than maintenance or stagnation. For this reason, some companies such as IBM, Monsanto, and 
Brooklyn Union Gas have attempted to eliminate career plateauing—defined as a period of little 
or no apparent progress in a career.31

Decline Stage The last stage in career evolution is the decline stage, which involves 
people about 65 years old whose productivity is declining. These individuals are either close to 
retirement, semi-retired, or fully retired. People in the decline stage may find it difficult to main-
tain prior performance levels, perhaps because they have lost interest in their careers or have 
failed to keep their job skills up to date.

As Americans live longer and stay healthier into late middle age, many of them choose 
to  become part-time workers in businesses, such as Publix supermarkets and McDonald’s 
or in volunteer groups, such as the March of Dimes and the American Heart Association. 
Some  retired  executives put their career experience to good social use by working with the 
 government-sponsored organization Service Corps of Retired Executives (SCORE) to offer man-
agement advice and consultation to small businesses trying to gain a foothold in their market.

Promoting Your Own Career

Both practicing managers and management scholars agree that careful formulation and 
implementation of appropriate tactics can enhance the success of a management career.32 
Planning your career path—the sequence of jobs that you will fill in the course of your 

However, researchers at the IE Business School in 
Spain conducted a study that raises questions about 
the value of international experience. Reviewing the 
 careers of chief executive officers at large corporations, 
the researchers found that the longer the managers 
had worked overseas, the longer they took to reach the 
top jobs. Apparently, executives should balance over-
seas  experience against staying in contact with decision 
makers at headquarters. To do this, executives should 
take shorter assignments, participate in cross-border 
teamwork, and make a point of staying in touch with 
 colleagues back home.33

People assume that international experience will 
open up opportunities for managers. Certainly, if 

employees and customers live in different countries, 
familiarity with those cultures should be a big plus. For 
example, Andrew Gamertsfelder credited his market-
ing internships in Brazil with helping him land a job 
working for Stryker Orthopaedics in Brazil after he 
graduated from the University of Pittsburgh. And when 
the staffing firm Robert Half surveyed chief  financial 
 officers in the United States, almost 70  percent said 
 international experience would be important for 
 accounting and finance employees in future years.

Making the Most of International Experience

Tips for Managing around the Globe
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working life—is the first step to take in promoting your career. For some people, a career path 
entails ascending the hierarchy of a particular organization. Others plan a career path within 
a particular profession or series of professions. Everyone, however, needs to recognize that 
career planning is an ongoing process, beginning with the career’s early phases and continu-
ing throughout the career.

In promoting your own career, you must be proactive and see yourself as a business that 
you are responsible for developing. You should not view your plan as limiting your options. First 
consider both your strengths and your liabilities and assess what you need from a career. Then 
explore all the avenues of opportunity open to you, both inside and outside the organization. Set 
your career goals, continually revise and update these goals as your career progresses, and take 
the steps necessary to accomplish these goals.

Another important tactic in promoting your own career is to work for managers who carry 
out realistic and constructive roles in the career development of their employees.34 Table 1.3 
outlines what career development responsibility, information, planning, and follow-through 
generally include. It also outlines the complementary career development role for a professional 
employee.

To enhance your career success, you must learn to be proactive rather than reactive.35 That is, 
you must take specific actions to demonstrate your abilities and accomplishments. You must also 
have a clear idea of the next several positions you should seek, the skills you need to acquire to 
function appropriately in those positions, and plans for acquiring those skills. Finally, you need 
to think about the ultimate position you want and the sequence of positions you must hold in 
order to gain the skills and attitudes necessary to qualify for that position.

Special Career Issues

In today’s business world, countless special issues significantly affect how careers actually de-
velop. Two issues that have had a significant impact on career development in recent years are 
the following:

 1. Women managers
 2. Dual-career couples

The following sections discuss each of these factors.

Women Managers Women in their roles as managers must meet the same challenges 
in their work environments as men. However, because they have more recently joined the ranks 
of management in large numbers, women often lack the social contacts that are so important 
in the development of a management career. Another problem for women is that, traditionally, 
they have been expected to manage families and households while simultaneously handling the 
 pressures and competition of paid employment. Finally, women are more likely than men to 
 encounter sexual harassment in the workplace.

TABLE 1.3  Manager and Employee Roles in Enhancing Employee Career Development

Dimension Professional Employee Manager

Responsibility Assumes responsibility for individual career 
development

Assumes responsibility for  employee  
development

Information Obtains career information through self-evaluation  
and data collection:

What do I enjoy doing?

Where do I want to go?

Provides information by holding up a mirror of reality:

How manager views the employee

How others view the employee

How “things work around here”

Planning Develops an individual plan to reach objectives Helps employee assess plan

Follow-through Invites management support through high  performance  
on the current job by understanding the scope of the 
job and taking  appropriate initiative

Provides coaching and relevant information on 
opportunities
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Interestingly, some management theorists 
believe that women may have an enormous 
 advantage over men in future management situ-
ations.36 They predict that networks of relation-
ships will replace rigid organizational structures 
and that star workers will be replaced by teams 
made up of workers at all levels who are em-
powered to make decisions. Detailed rules and 
 procedures will be replaced by a flexible system 
that calls for judgments based on key values 
and  a constant search for new ways to get the 
job done. Strengths often attributed to women—
emphasizing interrelationships, listening, and 
motivating others—will be the dominant virtues 
in the corporation of the future.

Despite this optimism, however, some re-
ports indicate that the proportion of men to 
women in management ranks seems to have 
changed little in the last 10 years.37 This sta-
bilized proportion can probably be explained 
by a number of factors. For example, perhaps 
women are not opting to move into manage-
ment positions at a greater pace than men because of trade-offs they have to make, such as not 
having or delaying the birth of a baby. In addition, women often indicate that it’s more difficult 
for them to move into management positions than men because of the lack of female mentors 
and role models in the corporate world. Table 1.4 lists seven steps that management can take to 
help women advance in an organization.38

TABLE 1.4  Seven Steps Management Can Take to Encourage the 
Advancement of Women in Organizations

 1. Make sure that women know the top three strategic goals for the company. Knowing these 
goals will help women focus their efforts on important issues. As a result, they’ll be better able 
to make a meaningful contribution to goal attainment and become more likely candidates for 
promotion.

 2. Make sure that women professionals in the organization have a worthwhile  understanding of 
career planning. Having a vision for their careers and a career planning tool at their  disposal 
will likely enhance the advancement of women in an organization.

 3. Teach women how to better manage their time. The most effective managers are obsessed 
with using their time in the most valuable way possible. Helping women know where their 
time is  being invested and how to make a better investment should better ready them for 
promotion.

 4. Assign outstanding mentors to women within the organization. Women continually indicate 
that mentors are important in readying themselves for promotion. Assigning outstanding 
leaders in an organization to women organization members should accelerate the process 
of readying women for management positions.

 5. Have career discussions with women who have potential as managers. Career discussions 
involving both managers and women with the potential to be managers should be held 
 regularly. Helping women to continually focus on their careers and their potential for upward 
mobility should help them to keep progressing toward management positions.

 6. Provide opportunities for women organization members to make contributions to the commu-
nity. In today’s environment, managers must be aware of and contribute to the community in 
which the organization exists. Experience within the community should help ready women for 
management positions.

 7. Encourage women to take the initiative in obtaining management positions. Women must be 
proactive in building the skills necessary to become a manager or be promoted to the next 
level of management. They should set career goals, outline a plan to achieve those goals, and 
then move forward with their plans.

DuPont CEO Ellen Kullman, 
an engineer, most likely faced 
challenges in her managerial 
roles because employers and 
employees sometimes see 
women managers as a novelty.
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Dual-Career Couples With an increasing number of dual-career couples, organizations 
who want to attract and retain the best performers have found it necessary to consider how dual-
career couples affect the workforce. Those in dual-career relationships even have a Facebook 
community devoted to their concerns.39 The traditional scenario in which a woman takes a 
supporting role in the development of her spouse’s career is being replaced by one of equal work 
and shared responsibilities of spouses. This arrangement requires a certain amount of flexibility 
on the part of the couple as well as the organizations for which they work. Today, such burning 
issues as whose career takes precedence if a spouse is offered a transfer to another city and who 
takes the ultimate responsibility for family concerns point to the fact that dual-career relation-
ships involve trade-offs and that it is difficult to “have it all.”

How Dual-Career Couples Cope Studies of dual-career couples reveal that many 
cope with their career difficulties in one of the following ways.40 The couple might develop a 
commitment to both spouses’ careers so that when a decision is made, the right of each spouse to 
pursue a career is taken into consideration. Both spouses are flexible about handling home- and 
job-oriented issues. They work out coping mechanisms, such as negotiating child care or sched-
uling shared activities in advance, to better manage their work and their family responsibilities. 
Often, dual-career couples find that they must limit their social lives and their volunteer respon-
sibilities in order to slow their lives to a manageable pace. Finally, many couples find that they 
must take steps to consciously facilitate their mutual career advancement. An organization that 
wants to retain an employee may find that it needs to assist that employee’s spouse in his or her 
career development as well.

This chapter emphasizes what management is and 
what managers do. As a manager, Rodney Adkins 
contributes to creating the standard of living that 

we enjoy in our economy, and he earns corresponding 
rewards. IBM sells a wide variety of technology products 
and services that help customers work efficiently. Adkins, 
as the leader of a major division, must focus on how the 
company can deliver top quality at a competitive price and 
develop new products that will keep the company abreast 
of the latest technology. He cannot possibly develop, make, 
and sell all the products; rather, he leads the efforts within 
his group, keeping them aligned with the company’s goals.

As a manager, Adkins works through people and uses other 
organizational resources to achieve IBM’s goals. To do this, 
Adkins engages in planning, organizing, influencing, and con-
trolling the work of the people in the Systems and Technology 
Group. He uses human resources, as well as money, raw materi-
als, and machinery (capital equipment). These efforts succeed 
when his group is both effective (successful in achieving goals) 
and efficient (minimizes the use of resources).

Adkins has risen in IBM from a hardware engineer to 
a senior vice president because he has demonstrated that he 
has management skill—the ability to carry out the process of 

reaching organizational goals by working with and through 
people and other organizational resources. According to the 
classic understanding, management skill is the combination of 
three different kinds of skills: technical, human, and conceptual 
skills. In this understanding of management, technical skills 
were especially important for Adkins when he first took on 
lower-management jobs. As he rose through IBM’s hierarchy, 
Adkins depended less on the use of technical skills and more 
on the use of conceptual skills. However, human skills, such as 
communicating and building cooperation, are important at all 
levels of management.

More recently, management skills have been viewed in 
terms of the activities carried out by managers. Adkins and 
other managers typically perform task-related, people-related, 
and change-related activities. Task-related activities require 
skills in short-term planning, clarifying objectives, and moni-
toring performance. People-related activities require skills in 
encouraging employees, providing recognition for accomplish-
ments, developing skills in others, consulting others when 
making decisions, and empowering employees to solve prob-
lems. Change-related activities require skills in monitoring the 
organization’s environment, proposing new ideas, encouraging 
innovation, and taking necessary risks.

The Challenge Case described how Rodney Adkins has pro-
gressed through his career in management. A career is a sequence 
of work-related positions over the course of a person’s life. We 
have not yet seen the end of Adkins’s career, but his path so far 

CHALLENGE CASE SUMMARY
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learning by earning a master’s degree in a field that is relevant to 
his employer. In addition, Adkins has sought out the advice of 
mentors so that he can make the most of his work experiences 
and opportunities.

illustrates how a hardworking, goal-oriented person can develop 
skills by successfully taking on challenging positions that offer op-
portunities to learn more about a company’s products, customers, 
and functions. Notice that Adkins also made time for additional 

 MyManagementLab: Assessing Your Management Skill
If your instructor has assigned this activity, go to mymanagementlab.com and decide 
what advice you would give an IBM manager.

DEVELOPING MANAGEMENT SKILL This section is specially designed to help 
you develop management skills. An individual’s management skill is based on an 
understanding of management concepts and the ability to apply those concepts in 
various organizational situations. The following activities are designed both to heighten 
your understanding of management concepts and to develop your ability to apply those 
concepts in a variety of organizational situations.

CLASS PREPARATION AND PERSONAL STUDY
To help you to prepare for class, perform the activities outlined in this section. Performing these activities will help you 
to significantly enhance your classroom performance.

Know How Management Concepts Relate

This section comprises activities that will further sharpen your understanding of 
 management concepts. Answer essay questions as completely as possible.

 1-1. How can controlling help a manager to become more 
efficient?

 1-2. What is the value in having managers at the career 
exploration stage within an organization? Why? The 
decline stage? Why?

 1-3. Discuss your personal philosophy for promoting the 
 careers of women managers within an organization. 
Why do you hold this philosophy? Explain any chal-
lenges that you foresee in implementing this  philosophy 
within a modern organization. How will you  overcome 
these challenges?

management 5
management functions 5
organizational resources 7
managerial effectiveness 8
managerial efficiency 8
management skill 9

technical skills 10
human skills 10
conceptual skills 10
task-related activities 11
people-related activities 11
change-related activities 11

career 14
exploration stage 14
establishment stage 15
maintenance stage 15
career plateauing 15
decline stage 15

Know Key Terms

Understanding the following key terms is critical to your preparing for class. Define each 
of these terms. Refer to the page(s) referenced after a term to check your definition or to 
gain further insight regarding the term.

Reflecting on Target Skill

On page 1, this chapter opens by presenting a target management skill along with a list of 
related objectives outlining knowledge and understanding that you should aim to acquire 
related to this skill. Review this target skill and the list of objectives to make sure that 
you’ve acquired all pertinent information within the chapter. If you do not feel that you’ve 
reached a particular objective(s), study related chapter coverage until you do.
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MANAGEMENT SKILLS EXERCISES
Learning activities in this section are aimed at helping you develop management skills.

 Cases

An IBM Success Story: Rodney Adkins

“An IBM Success Story: Rodney Adkins” (p. 2) and its related 
Challenge Case Summary were written to help you understand 
the management concepts contained in this chapter. Answer 
the following discussion questions about the introductory case 
to explore how fundamental management concepts can be 
applied to a company such as IBM.

 1-4. How would you describe the significance of Rodney 
Adkins’s work as a manager? Who benefits from his 
abilities and efforts?

 1-5. In terms of the contemporary view of management skill, 
which activities and skills do you see Adkins using in his 
career? How do you think he acquired those skills?

Jumping into the Restaurant Industry

Read the case and answer the questions that follow. Studying 
this case will help you better understand how concepts relat-
ing to the four functions of management can be applied in a 
company such as Skyline Chili.

Opening any kind of business requires a great deal of 
patience, dedication, and perseverance. Lynn Leach jumped 
into the world of restaurants with both feet when she decided 
to open her own quick service restaurant. Truthfully, the indus-
try is filled with stories of people who dove in, got knocked 
down, but pulled themselves back up (Dempsey 2011).

In the small town of Wilmington, Ohio, Lynn opened 
a Skyline Chili franchise. The town of 12,000 people has 
embraced the location and Lynn’s friendly business practices 
built upon strong customer service and delicious offerings. 
Recently, Lynn celebrated the restaurant’s one-year anniver-
sary. But getting started was no easy task. “I hadn’t worked 
in a restaurant since high school and here I was, opening a 
restaurant,” she said (Leach 2012).

Skyline Chili is a Southern Ohio–based restaurant chain 
that serves “Cincinnati style” chili. This rather unique blend 
of chili and seasonings is typically served over spaghetti 
and hot dogs and is a favorite in the Midwest. With over 100 
stores, Lynn’s franchise is somewhat typical of their small-
town locations.

Lynn calls her foray into the restaurant business as a 
“great learning experience.” Fortunately, she had a lot of 
support from Skyline’s corporate office. But, much of what 
needed to be done was driven by her. “My ultimate goal,” 
she said, “is to help people and make them feel good— 
people’s careers, our customers, and the community.”

First, she had to determine just how many employees 
she would need before ever opening the doors. “We did 
scores of interviews,” she said, “and hired some really good 
people.” However, she discovered during her first year of 
business that some who may have interviewed well were not 
necessarily the best employees. After turning over about half 
the staff, she now feels she has the right people in place. But 

every employee must be properly trained. They have to learn 
the menu, how to properly greet and serve the guest, handle 
their transaction at the cash register, and keep the entire 
restaurant fastidiously clean. In addition to hiring, she had to 
plan the marketing for the grand opening and order the ini-
tial inventory for the restaurant. “All this took a great deal of 
planning,” she said. “From a to z, we thought things through 
and how best to get them done.”

Once the operation was up and running, Lynn had to pay 
attention to her costs as well as her staff. From a cost stand-
point, she discovered that there were some very efficient 
steps the restaurant could take to contain expenses. One idea 
implemented was to stop serving half-pint cartons of milk to 
children. It was found that more than half the carton would 
be wasted and thrown away. However, by serving a small 
amount in a glass, the restaurant wasted very little. To keep 
tabs on all the raw ingredients, Lynn conducts an inventory 
every Monday—literally counting every hot dog bun, cheese, 
chili, onions, etc. “It’s painstaking work, but highly necessary 
so we know what we have and what we don’t,” she said. “The 
Monday inventory is how we know what we need to order 
and when we need it.” Lynn is not alone in her approach. 
Successful restaurateurs understand that counting food costs 
down to the penny is critical. Restaurants should look at every 
shift of operation with a before, during, and after approach to 
not only monitor inventory costs, but also identify important 
best practices throughout the facility (Sullivan 2011).

For her team of servers, cooks, and cleaners, Lynn 
believes in creating a fun, yet productive atmosphere. 
“Positive feedback is important,” she said. “I’m not going 
to yell at an employee in front of everyone.” Instead, she 
counsels employees when performance is not up to par or 
the quality of work is suffering. “We do role-plays,” she said, 
“where we ask each other how you would like to be treated 
if you were the customer.” These role-plays demonstrate the 
proper way to engage with customers and provide a safe 
training ground to fine-tune the servers’ skills. For those 
employees who go above and beyond with their service—
whether to customers or to coworkers—Lynn provides a gift 
card. “When an employee goes out of her way to serve the 
customer,” she said, “they should be rewarded.”

Everyone at Skyline Chili chips in where needed. There 
are always tasks that need to be done, and assigning those 
tasks are handled a number of different ways. Sometimes 
workers are scheduled to take on certain assignments, but 
in some cases, there might be an opportunity to trade tasks. 
“We sometimes have a lottery,” Lynn stated, “where some 
of the least popular tasks like cleaning the bathroom are 
drawn in lottery fashion.” Occasionally, the team will play a 
game where servers can assign tasks to each other—realiz-
ing that if one employee gives a difficult task to another, that 
employee may also get a least favorite job to do, too.

Now that Lynn’s first year of business is behind her, 
she can say with certainty that it has indeed been a learning 
experience. “I have to touch every facet of this business,” she 
said, “and you know what, I love it!”41
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Questions

 1-6. How has Lynn used the four functions of management 
in building her business?

 1-7. Discuss the use of organizational resources (human, 
monetary, raw materials, and capital) in the restaurant 

industry. What challenges would a restaurant man-
ager or owner face with each one?

 1-8. Which of Katz’s managerial skills (technical, human, 
and conceptual) does Lynn seem to use most 
often? Why?

Experiential Exercises

Assessing Inefficiency at Ryan Homes

Directions. Read the following scenario and then perform the 
listed activities. Your instructor may want you to perform the 
activities as an individual or within groups. Follow all of your 
instructor’s directions carefully.

Ryan Homes is a home-building company that has been 
in operation in more than 10 states in the northeastern part 
of the United States. The company has been in business 
since 1948 and has built major housing developments in 
Michigan, Ohio, Pennsylvania, and Virginia.

Your group, the newly established Ryan Homes 
Efficiency Team, is searching for ways to make your com-
pany more efficient. More specifically, you are to focus on 
making carpenters more efficient workers. In your company, 
the job of a carpenter is described as follows:

Carpenters are craftsmen who build things. The 
occupation rewards those who can combine pre-
cise detail work with strenuous manual labor. For 
Ryan, carpenters are involved with erecting and 
maintaining houses. Carpenters turn blueprints and 
plans into finished houses. Ryan’s carpenters work 
with supervisors and construction managers on the 
production of houses containing different materi-
als, including fiberglass, drywall, plastic, and wood. 
Carpenters use saws, tape measures, drills, and 
sanders in their jobs. The job of a carpenter can 
entail long hours of physical labor in sometimes 
unpleasant circumstances. The injury rate among 
carpenters is above average. Some carpenters work 
indoors and are involved in maintenance and refin-
ishing; others are involved in the creation of frame 
and infrastructure.

Your team is to list five possible ways that carpenters 
with Ryan Homes might be inefficient. In addition, assuming 
that each of your possible ways is a reality, suggest a corre-
sponding action(s) the company might take to eliminate this 
inefficiency.

You and Your Career

From the discussion of compensation in this chapter, you 
might conclude that a person’s career progress can be 
gauged by his or her salary level; that is, the greater your 
salary, the more successful you are. Do you think a person’s 
salary is a valid measure of career progress? Why or why 
not? List three other factors that you should use as measures 
of your career progress. In your opinion, which is the most 

important factor in determining your progress? Why? How 
would you monitor changes in these factors as your career 
progresses?

Building Your Management  
Skills Portfolio

Your Management Skills Portfolio is a collection of activities 
specially designed to demonstrate your management knowl-
edge and skill. Be sure to save your work. Taking your printed 
portfolio to an employment interview could be helpful in 
 obtaining a job.

The portfolio activity for this chapter is Managing the 
Blind Pig Bar. Read the following about the Blind Pig and 
complete the activities that follow.

You have just been hired as the manager of the Blind 
Pig, a bar in Cleveland, Ohio.42 The Blind Pig has a local bar 
feel with downtown style, has 42 beers on tap, and offers 
games such as darts, foosball, and Silver Strike Bowling. 
Also available is a DJ to provide music and encourage danc-
ing. Thursdays are Neighborhood & Industry Appreciation 
nights, with half-priced drinks for those living or working in 
the area.

Given your five years of managerial experience in a 
similar bar also in Cleveland, you know that managing a bar 
or club is a high-profile job. You also know that even with 
12 employees, as manager you’ll sometimes have to do 
everything from carrying kegs of beer up flights of stairs to 
handling irate customers. Naturally, as manager, you’ll be 
responsible for smooth bar operations and bar profitability. 
You start your new job in two weeks.

To get a head start on managing the Blind Pig, you de-
cide to develop a list of issues within the bar that you’ll check 
upon your arrival. You know that for your list to be useful, 
it must include issues related to bar planning, organizing, 
influencing, and controlling. Fill out the following form to 
indicate issues related to each management function you’ll 
check when you arrive at the Blind Pig.

Planning Issues to Inspect

Example: The Type of Scheduling System Used

 1-9.  

 1-10. 

 1-11. 

 1-12. 

 1-13. 
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Organizing Issues to Inspect

 1-14. 

 1-15. 

 1-16. 

 1-17. 

 1-18. 

Influencing Issues to Inspect

 1-19. 

 1-20. 

 1-21. 

 1-22. 

 1-23. 

Controlling Issues to Inspect

 1-24. 

 1-25. 

 1-26. 

 1-27. 

 1-28. 

Assuming you change the scheduling system used at the 
Blind Pig, explain how that change affects your organizing, 
influencing, and controlling activities.

 MyManagementLab: Writing Exercises
If your instructor has assigned this activity, go to mymanagementlab.com for  
the following assignments:

Assisted Grading Questions
1-29. Explain the relationships among the four functions of management.
1-30. List and define five skills that you think you’ll need as CEO of a company.  

Why will these skills be important to possess?
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Managers, Society, 
and Sustainability
T A R G E T  S K I L L

Social Responsibility Skill: the ability to take action that 
protects and improves both the welfare of society 
and the interests of the organization

O B J E C T I V E S

To help build my social responsibility skill, when studying this 
chapter, I will attempt to acquire:

1 A thorough understanding of the term social responsibility

2 Insights about the social responsiveness of an organization

3 Insights for meeting social audit challenges

4 Thoughts on how to meet philanthropy challenges

5 Ways for building sustainable organizations

6 An appreciation for the role that ethics plays in 
management

MyManagementLab®

Go to mymanagementlab.com to complete the problems marked with this icon  .

 MyManagementLab: Learn It
If your instructor has assigned this activity, go to mymanagementlab.com before 
 studying this chapter to take the Chapter Warm-Up and see what you already know. 
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buildings and installing solar panels and efficient lighting, the 
company is pursuing a goal of producing as much energy from 
renewable sources as it consumes from all sources by 2020.

Under Howard’s leadership, IKEA extends its concern about 
the environment to relationships with its suppliers. The company 
has established a supplier code of conduct in which, for example, 
it forbids child labor. Employees also help suppliers reduce their 
use of energy, water, pesticides, and other resources—changes 
that help the suppliers become more efficient.

IKEA’s managers see the company’s role as a corporate 
 citizen extending beyond environmental issues. Acting on the 
belief that the company has “a responsibility to help build a  better 
future and have a positive impact,” the company  established the 
IKEA Foundation, which partners with organizations such as the 
World Wildlife Fund (WWF) to promote sustainable forestry and 
the United Nations refugee agency (UNHCR) to provide relief to 
displaced persons. IKEA’s  experience in innovative design helps 
it advise on challenges such as how to house refugees or  provide 
lighting where electricity is unavailable (for instance, it has 
 provided  solar-powered lamps).

Can a business thrive by pursuing goals beyond  profits? 
IKEA’s commitment to social responsibility encourages  innovation 
that gives the company a competitive edge. When IKEA saves 
money by using resources wisely (efficient lighting alone saves 
more than $20 million a year), it passes on some of the savings to 
consumers, thereby cementing its position as an a ffordable place 
to shop. Helping suppliers save money strengthens those business 
relationships. IKEA has enjoyed growing revenues, market share, 
and profits even in regions struggling with economic stagnation. 
No wonder Howard calls sustainability the “future of business.”1

THE SOCIAL RESPONSIBILITY 
CHALLENGE
The Challenge Case illustrates social responsibility, 
 sustainability, and ethics issues related to managing IKEA. 
The remaining material in this chapter explains  social 
responsibility concepts and helps develop the correspond-
ing social responsibility skill you will need to meet such 
challenges throughout your career. After studying  chapter 
concepts, read the Challenge Case Summary at the 
end of the chapter to help you relate chapter content to 
 meeting  social responsibility challenges at IKEA.

IKEA’s managers see the company as much more than a 
furniture store, however. They have a vision: “to create a better 
everyday life for the many people.” Creating a better everyday 
life includes enabling people to buy items that make their 
 surroundings beautiful and functional. It also includes taking 
responsibility for the company’s impact on the larger world.

IKEA expresses that commitment in its management 
 decisions. One of those decisions was the appointment of Steve 
Howard as IKEA Group’s chief sustainability officer. Howard is 
responsible for reducing IKEA’s negative impact on the environ-
ment and increasing the ways the company cares for the envi-
ronment. For example, the company constantly looks for ways 
to reduce packaging, both the size of cartons and the amount of 
materials used in packaging. These changes lower shipping costs 
by reducing the paper, wood, and fossil fuels used in transporta-
tion. Better planning of distribution, such as shipping items di-
rectly to stores instead of to regional warehouses, also lowers the 
use of transportation resources. Further, IKEA is cutting its use 
of energy in factories and stores. By constructing energy-efficient 

C H A L L E N G E  CA S E
IKEA Builds on Its Commitment  
to the Environment

College students furnishing apartments, young couples setting up housekeeping, and  
working adults trying to stretch their earnings flock to IKEA for furniture and 
household goods. Most visit IKEA stores and select items packed in flat cartons for easy 

assembly at home, although a growing number purchase from the retailer’s website. IKEA’s main 
attraction is the array of beautifully designed items tailored to smaller spaces and priced affordably.

Steve Howard, IKEA Group’s chief sustainability 
officer, is responsible for reducing IKEA’s negative 
impact on the environment and increasing the ways 
the company cares for the environment.
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26 PART 2 Modern Management Challenges 

Managers strive to accomplish organizational goals. The way in which managers 
 accomplish those goals, however, is extremely important. Contemporary management 
theory emphasizes that managers, in accomplishing goals, should be good  corporate 
citizens. A manager who is a good corporate citizen is committed to building an 
 organization’s local community and environment as a vital part of managing. This 
 chapter focuses on how managers can be good corporate citizens by upholding 
the principles of corporate social responsibility. Discussion begins by covering the 
fundamentals of social responsibility, the target skill for this chapter.

FUNDAMENTALS OF SOCIAL 
RESPONSIBILITY
The term social responsibility, also referred to in the management literature as corporate social 
responsibility, means different things to different people. For purposes of this chapter, however, 
social responsibility is the managerial obligation to take action that protects and  improves both 
the welfare of society as a whole and the interests of the organization. According to the concept 
of social responsibility, a manager must strive to achieve societal as well as organizational goals.2 
This obligation is important for managers worldwide, including those in emerging economies.3

Michael E. Campbell is the top manager at Arch Chemicals.4 Campbell has thoroughly 
explained how his company focuses on social responsibility through its production of water sanitiza-
tion products. According to Campbell, water supplies are undergoing extreme swings in developed 
and underdeveloped countries across the globe due to violent storms and floods. Campbell believes 
that water shortages are increasing and in the near future will affect more than 450 million people. 
Also, according to Campbell, even when water is available, it is not unusual to find water sources that 
are too contaminated for people to drink without the risk of serious illness. Following the spirit of 
the social responsibility concept, Campbell emphasized that by considering both human need and, 
someday at least, profits, companies in the chemical industry have now begun developing a wide 
range of technologies that can help secure safe drinking water for the world’s poor.

The amount of attention given to the area of social responsibility by both management and 
society has increased in recent years and probably will continue to increase.5 The following sec-
tions present the fundamentals of businesses’ social responsibility by discussing these topics:

1. Areas of social responsibility
2. Varying opinions on social responsibility
3. Conclusions about the performance of social responsibility activities by business

Areas of Social Responsibility

The areas in which business can act to protect and improve the welfare of society are numer-
ous and diverse. Perhaps the most publicized of these areas are urban affairs, consumer affairs, 
community volunteerism, and employment practices. The one area that is arguably receiving the 
most attention currently is the area of ecology conservation, popularly called “going green.”6 An 
international effort sponsored by the United Nations is currently under way and growing to get 
large companies to start thinking seriously about ecosystems and how to maintain them. And 
companies are responding. For example, the Coca-Cola Company is exploring ways to maintain 
its bottling operation in India without using underground  water; the Mohawk Home Company 
is developing a new line of bathroom rugs with all-natural  fibers;7 and Kellogg’s is develop-
ing environmentally sensitive products, such as its organic Rice Krispies.8 Pressure groups are 
also springing up to persuade companies to “go green.” One such group, The Center for Health, 
Environment, and Justice, was founded and is led by grassroots leader Lois Gibbs.

Varying Opinions on Social Responsibility

Although numerous businesses are already involved in social responsibility activities, much 
controversy remains about whether such involvement is necessary or even appropriate. The 
following two sections present some arguments for and against businesses performing social 
responsibility activities.9
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Arguments for Business Performing Social Responsibility Activities  
Probably the best-known argument for the performance of social responsibility activities by 
business begins with the premise that business, as a whole, is a subset of society, one that exerts 
a significant impact on the way society exists. Because business is such an influential member of 
society, the argument continues, it has the responsibility to help maintain and improve the over-
all welfare of society.10 If society already puts this responsibility on its individual members, why 
should its corporate members be exempt?

In addition, some people argue that business should perform social responsibility activities 
because profitability and growth go hand in hand with responsible treatment of employees, cus-
tomers, and the community. This argument says, essentially, that performing social responsibility 
activities is a means of earning greater organizational profit.11

Researchers continue to study the relationship between social responsibility and revenue 
growth.12 However, empirical studies have not yet demonstrated a definitive relationship between 
social responsibility and profitability. In fact, several companies that have been acknowledged 
leaders in social commitment—including Control Data Corporation, Atlantic Richfield, Dayton-
Hudson, Levi Strauss, and Polaroid—have simultaneously experienced serious financial difficul-
ties.13 No direct relationship between social responsibility activities and these financial difficulties 
was shown, however.

Arguments against Business Performing Social Responsibility 
Activities The best-known argument against business performing social responsibility 
activities was advanced by Milton Friedman, one of America’s most distinguished econo-
mists. Friedman argued that making business managers responsible simultaneously to busi-
ness owners for reaching profit objectives and to society for enhancing societal welfare sets 
up a conflict of interest that could potentially cause the demise of business as it is known 
today. According to Friedman, this demise will almost certainly occur if business is continu-
ally forced to perform socially responsible actions that directly conflict with private organiza-
tional objectives.14

Friedman also argued that to require business managers to pursue socially responsible 
objectives may, in fact, be unethical because doing so compels managers to spend money on 
some individuals that rightfully belongs to other individuals. Following Friedman’s argument, 
a corporate executive is an employee of a business and is directly responsible to owners of 
that business. Overall, this responsibility is to conduct business in ways desired by the owners. 
Usually, owners desire to maximize profit while following the basic rules of society, which reflect 
both laws and ethical customs. When managers reduce profit, they are spending owners’ money. 
When managers raise prices of products, they are spending customers’ money.15

An example that Friedman might have used to illustrate his argument is the Control Data 
Corporation. Former chairman William Norris involved Control Data in many socially responsi-
ble programs that cost the company millions of dollars—from building plants in the inner city and 
employing a minority workforce to researching farming on the Alaskan tundra. When Control 
Data began to incur net losses of millions of dollars in the mid-1980s, critics blamed Norris’s 
“do-gooder” mentality. Eventually, a new chairman was installed to restructure the company and 
return it to profitability.16  

Conclusions about the Performance of Social 
Responsibility Activities by Business

The preceding sections presented several major arguments for and against businesses per-
forming social responsibility activities. Regardless of which argument or combination of 
 arguments particular managers embrace, they generally should make a concerted effort to do 
the following:

1. Perform all legally required social responsibility activities.
2. Consider voluntarily performing social responsibility activities beyond those legally 

required.
3. Inform all relevant individuals of the extent to which the organization will become involved 

in performing social responsibility activities.
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Performing Required Social Responsibility Activities Federal legisla-
tion requires that businesses perform certain social responsibility activities. In fact, several 
government agencies have been established expressly to enforce such business-related legislation 
(see Table 2.1). The Environmental Protection Agency, for instance, has the authority to  require 
businesses to adhere to certain socially responsible environmental standards. Examples of 
 specific legislation requiring the performance of social responsibility activities are the Equal Pay 
Act of 1963, the Equal Employment Opportunity Act of 1972, the Highway Safety Act of 1978, 
and the Clean Air Act Amendments of 1990.17

Voluntarily Performing Social Responsibility Activities Adherence to 
legislated social responsibilities is the minimum standard of social responsibility performance 
that business managers must achieve. Managers must ask themselves, however, how far beyond 
the minimum they should go.

Determining how far to go is a simple process to describe; yet, it is difficult and compli-
cated to implement. It entails assessing the positive and negative outcomes of performing social 
responsibility activities over both the short and the long terms, and then performing only those 
activities that maximize management system success while making a desirable contribution to 
the welfare of society.

Events at the Sara Lee Bakery plant in New Hampton, Iowa, illustrate how company 
 management can voluntarily take action to protect employees’ health. Many employees at the 
plant began to develop carpal tunnel syndrome, a debilitating wrist disorder caused by repeated 
hand motions. Instead of simply having its employees go through physical therapy—and, as the 
principal employer in the town, watching the morale of the town drop—Sara Lee thoroughly 
investigated the problem. Managers took suggestions from factory workers and had their engi-
neers design tools to alleviate the problem. The result was a virtual elimination of carpal tunnel 
syndrome at the plant within a short time.18

Communicating the Degree of Social Responsibility Involvement  
Determining the extent to which a business should perform social responsibility activities 
 beyond legal requirements is a subjective process. Despite this subjectivity, however, managers 

TABLE 2.1  Primary Functions of Several Federal Agencies That Enforce 
Social Responsibility Legislation

Federal Agency Primary Agency Functions

Equal Employment Opportunity 
Commission

Investigates and conciliates employment discrimination 
complaints that are based on race, sex, or creed

Office of Federal Contract 
 Compliance Programs

Ensures that employers holding federal contracts grant 
equal employment opportunity to people regardless  
of their race or sex

Environmental Protection Agency Formulates and enforces environmental standards in 
such areas as water, air, and noise pollution

Consumer Product Safety 
 Commission

Strives to reduce consumer misunderstanding of  
manufacturers’ product design, labeling, and so on,  
by promoting clarity of these messages

Occupational Safety and Health 
Administration

Regulates safety and health conditions in nongovernment 
workplaces

National Highway Traffic Safety 
Administration

Attempts to reduce traffic accidents through the 
 regulation of transportation-related manufacturers 
and products

Mining Enforcement and Safety 
Administration

Attempts to improve safety conditions for mine  
workers by enforcing all mine safety and equipment 
 standards
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should have a well-defined position in this vi-
tal area and should inform all organization 
 members of that position.19 Taking these steps 
will ensure that managers and organization 
members behave consistently to support the 
position and that  societal expectations of what a 
particular organization can achieve in this area 
are realistic.

Nike, the world-famous athletic gear manu-
facturer, felt so strongly that its corporate phi-
losophy on social responsibility issues should 
be clearly formulated and communicated that 
the company created a new position, vice presi-
dent of corporate and social responsibility. 
Maria Eitel, a former public relations executive 
at Microsoft, was hired to fill that position and 
is now responsible for clearly communicating 
Nike’s thoughts on social responsibility both 
inside and outside the organization.20

Overall, managers are facing increas-
ing pressure from stakeholders to be socially 
responsible. Since action that is consistent with 
socially responsible ideals is commendable, 
managers should support social responsibility 
activities in their organizations. They must clearly communicate to stakeholders, however, that 
such activities will not take the place of profit maximization but complement it.21

SOCIAL RESPONSIVENESS
The previous section discussed social responsibility, a business’s obligation to take action that 
protects and improves the welfare of society along with the business’s own interests. This section 
defines and discusses social responsiveness, the degree of effectiveness and efficiency an orga-
nization displays in pursuing its social responsibilities.22 The greater the degree of effectiveness 
and efficiency, the more socially responsive the organization is said to be. The next two sections 
address the following issues:

1. Determining whether a social responsibility exists
2. Social responsiveness and decision making

Determining Whether a Social 
Responsibility Exists

One challenge facing managers who are attempting to be socially responsive is to determine 
which specific social obligations are implied by their business situation. Managers in the 
tobacco industry, for example, are probably socially obligated to contribute to public health 
by pushing for the development of innovative tobacco products that do less harm to people’s 
health than present products do, but they are not socially obligated to help reclaim shorelines 
contaminated by oil spills.

Clearly, management has an obligation to be socially responsible toward its stakeholders. A 
stakeholder is any individual or group that is directly or indirectly affected by an organization’s 
decisions.23 Managers of successful organizations typically have many different stakeholders to 
consider: stockholders, or owners of the organization; suppliers; lenders; government agencies; 
employees and unions; consumers; competitors; and local communities as well as society at large. 
Table 2.2 lists these stakeholders and gives a corresponding example of how a manager is socially 
obligated to each of them.

Home Depot employees in the 
Team Depot program provide 
disaster relief. This effort 
not only communicates the 
company’s concern for the 
community but also it is well 
aligned with Home Depot’s 
business mission of providing 
supplies to disaster stricken 
areas.
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(Bonmarché, El Corte Inglés, Loblaw, and Primark) are 
Canadian and European companies; no U.S. companies 
decided to participate, and some questioned the evidence 
suggesting that U.S. companies did not obtain clothing 
from Rana Plaza. Although the participating retailers had 
no legal obligation to the garment workers, the compa-
nies’ managers decided to contribute because they have 
benefited from the use of Bangladeshi suppliers, which 
can provide clothing at attractive prices. For example, 
Primark’s Penneys stores in Europe were targeted by 
protesters; compensating victims was a way to rebuild 
its reputation. The lesson for global businesses is to pay 
 attention to relationships with all stakeholders.24

Recently, the Rana Plaza, a poorly made factory build-
ing in Bangladesh, collapsed, killing 1,129 workers. 

Surviving family members and injured workers were in a 
desperate situation because the average annual income 
for a Bangladeshi worker is just $1,900. Bangladesh’s 
government has provided emergency aid and investi-
gated whether the factory owners should be charged 
with a crime, but families wanted compensation, too.

Months later, four retailers announced that they had 
joined with labor groups and Bangladesh’s government 
to distribute about $40 million among the injured work-
ers and victims’ families. Survivors’ households were 
expected to receive about $25,000 each. The retailers 

Are Clothing Retailers Responsible for Bangladeshi Garment Workers?

Tips for Managing around the Globe

TABLE 2.2  Stakeholders of a Typical Modern Organization and Examples 
of Social Obligations Managers Owe to Them

Stakeholder Social Obligations Owed

Stockholders/owners of the organization To increase the value of the organization

Suppliers of materials To deal with them fairly

Banks and other lenders To repay debts

Government agencies To abide by laws

Employees and unions To provide a safe working environment and  
to negotiate fairly with union representatives

Consumers To provide safe products

Competitors To compete fairly and to refrain from restraints of trade

Local communities and society at large To avoid business practices that harm the environment

Social Responsiveness and Decision Making

The socially responsive organization that is both effective and efficient meets its social respon-
sibilities without wasting organizational resources in the process. Determining exactly which 
 social responsibilities an organization should pursue and then deciding how to pursue them are 
the two most critical decisions for an organization to make in order to maintain a high level of 
social responsiveness within an organization.

Figure 2.1 is a flowchart that managers can use as a general guideline for making social 
responsibility decisions that enhance the social responsiveness of their organization. This figure 
implies that for managers to achieve and maintain a high level of social responsiveness within 
their organization, they must pursue only those responsibilities their organization possesses and 
has a right to undertake. Furthermore, once managers decide to meet a specific social responsi-
bility, they must determine the best way to undertake activities related to meeting this obligation. 
That is, managers must decide whether their organization should undertake the activities on its 
own or acquire the help of outsiders with more expertise in the area.
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Approaches to Meeting Social  
Responsibilities

Various managerial approaches to meeting social obligations are another determinant of an orga-
nization’s level of social responsiveness. A desirable and socially responsive approach to meeting 
social obligations does the following:25

1. Incorporates social goals into the annual planning process.
2. Seeks comparative industry norms for social programs.
3. Presents reports to organization members, the board of directors, and stockholders on social 

responsibility progress.
4. Experiments with different approaches for measuring social performance.
5. Attempts to measure the cost of social programs as well as the return on social program 

investments.

Normally, different managers approach meeting social responsibilities differently. Some 
approach meeting such responsibilities as a requirement. These managers view their primary 
responsibility as making a profit and, as a result, do only what is required by law to meet social 
responsibilities. Next, some managers approach meeting social responsibilities by recognizing 
that they have both profit and social goals and pursue them in mostly an obligatory fashion. 
These managers, only occasionally, go beyond what is required by law to meet social obligations. 

  1. Does a social responsibility 
      really exist in this case?

  2. Does the firm have a right to 
      undertake this action?

  3. Does an assessment of all 
      interests indicate that the 
      action is desirable?

  4. Do benefits outweigh costs?  
4A. Can subcontracting or other 
      means reduce the cost to a 
      net beneficial level?

  5. Could this action be better 
      handled by other parties who 
      are willing to undertake the 
      task?
  6. Can we bear the cost of this 
      action?

  7. Do we possess the managerial 
      competence to do the job?
7A. Can we acquire needed 
      competence through training 
      or recruitment? 
7B. Can we subcontract the 
      activity to parties that possess 
      the required competence?
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FIGURE 2.1
Flowchart of social respon-
sibility decision making that 
generally will enhance the 
social responsiveness of 
an organization
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Still other managers approach meeting social responsibilities by believing strongly that they have 
both profit and social goals and respond by working proactively and intently on reaching both. 
Going well beyond what the law requires to meet social obligations is commonplace for these 
managers.

Organizations characterized by managers who believe strongly that they have both profit and 
social goals and work intently and proactively at meeting them generally contribute more to soci-
ety than do organizations characterized by managers who simply believe that they have both profit 
and social goals, or managers who use the law to determine how they’ll meet their social obliga-
tions. Also, organizations characterized by managers who simply believe that they have both profit 
and social goals and are committed to reaching them usually contribute more to society than 
organizations characterized by managers who simply follow the law to meet social obligations.

To this point, this chapter has discussed fundamentals of social responsibility and social 
responsiveness. This section covers social responsibility challenges faced by most modern man-
agers in today’s society. These challenges include the following: (1) the social audit challenge, 
(2) the philanthropy challenge, and (3) the sustainable organization challenge.

THE SOCIAL AUDIT CHALLENGE
To be successful in carrying out social responsibility activities over the long run, managers 
must face the test of monitoring and improving their social responsibility efforts. To moni-
tor and improve their efforts, many managers face the challenge of conducting a useful social 
 audit. A social audit is the process of measuring the present social responsibility activities of an 
organization to assess its performance in this area. The basic steps in conducting a social audit 
are monitoring, measuring, and appraising all aspects of an organization’s social responsibility 
performance. Although some companies that pioneered the concepts of social reporting, such as 
General Electric, still continue their social audit efforts, other companies have been somewhat 
slow to follow but are now growing in noticeable number.

The Bank of America published a corporate social audit for 2010 called Opportunity in 
Motion. The Bank of America’s social audit focuses on company activities in areas like chari-
table giving, building communities through loans, total paper consumption, and greenhouse gas 
emissions. The audit focuses on the history of Bank of America activities in each area as well as 
improvement goals for each area.26

Social audit measurements that gauge organizational progress in reaching social respon-
sibility objectives can be taken in any number of areas. Naturally, the specific areas in which 
individual companies decide to take such measurements varies according to the specific social 
responsibility objectives to be met. Starbucks, a roaster, marketer, and retailer of specialty  coffee 

in more than 50  countries, is well known for 
both setting responsible social goals and taking 
measurements to determine progress in reaching 
those goals. The Starbucks Global Responsibility 
Report: Goals and Progress 2010 gives us an 
excellent example of areas the company mea-
sures in conducting its social audit. A few of 
these areas are highlighted below:27

1. Environmental Area—Starbucks is commit-
ted to minimizing its  environmental foot-
print and inspiring others to do the same. 
Environmental footprint is a measure of 
the usage of environmental resources. The 
greater the amount of resources consumed by 
an organization, the greater the organization’s 
footprint. Here social audit measurements 
could focus on Starbucks closely monitoring 
recycling and waste procedures. In addition, 
measurements could focus on charting en-
ergy usage to see if energy is being used in a 

As part of its social audit, 
Starbucks measures 
its progress in terms of 
maintaining a responsible 
buying area—one that 
maintains safe working 
conditions and protects 
worker rights.
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responsible manner. Starbucks could also make sure that company buildings are constructed in 
a socially responsible fashion. Such buildings, for example, would include dimensions that en-
able water conservation as well as energy conservation.

2. Community Area—Starbucks is committed to building better neighborhoods, cities, and 
countries where it operates. In this area, the company focuses on helping to promote com-
munity service, creating jobs, and supporting youth activities by issuing grants that enable 
youth activities in communities. These grants are called Starbucks Youth Action Grants. 
Social audit measurement in this area could include following up on grants being awarded to 
see if the awards are impacting society as planned.

3. Responsible Buying Area—Starbucks is committed to furnishing customers with products 
that are produced by suppliers who are also committed to socially responsible activities. As 
a result, Starbucks buys from suppliers who furnish safe and humane working conditions 
for employees. In addition, the company buys from suppliers who protect worker rights and 
comply with child labor laws. Measurements in this area could involve site visits to suppliers’ 
locations to see if working conditions are consistent with Starbucks values.

4. Wellness Area—Starbucks is dedicated to supporting policies and efforts to improve the 
health of individuals in communities in which it operates. The company is also commit-
ted to offering food and beverages that support the wellness of customers. As an example, 
Starbucks offers its customers low-fat apple bran muffins and drinks like the Iced Skinny 
Latte, which has only 60 calories and zero fat. Social audit measurements in this area could 
focus on determining if adequate and appropriate policies are being supported as well as 
finding out if enough health-conscious products are being offered to customers.

THE PHILANTHROPY CHALLENGE
One popularly used component of social responsibility is philanthropy, which promotes the 
welfare of others through generous monetary donations to social causes. As an example of philan-
thropic giving, more and more managers are donating to an organization called The First Tee. The 
First Tee is a national, not-for-profit organization based in St. Augustine, Florida, and is the official 
charity of the PGA Tour. The goal of The First Tee is to build character among youth through the 
game of golf. Experiences in the program emphasize building core values like  honesty, integrity, 
and respect for other youth. The First Tee has over 750 program locations around the world.

Overall, philanthropy aims to increase the well-being of people. Improving human welfare 
through philanthropy by businesses commonly includes donations geared toward supporting 
the arts, education, world peace, and disaster relief. Modern managers commonly must meet the 
challenge of designing and implementing an efficient and effective philanthropy focus.

When making philanthropic gifts, it is generally recommended that managers donate to 
causes that in some way will benefit the organization as well as society.28 Managers should thus 
strive to make such gifts in societal areas that will afford the organization a competitive advan-
tage in the marketplace. Consider the following examples of companies making philanthropic 
donations to enhance their competitive advantage:

1. ExxonMobil makes donations to develop infrastructure in underdeveloped countries. This 
infrastructure development improves the well-being of citizens of the countries along with 
helping the company to be more competitive by doing its business more effectively and 
 efficiently within the countries.

2. Apple Computer commonly donates computers and other products to schools to help young 
people to become more computer proficient. Although such donations help human welfare, 
they also help students and teachers alike to become more computer sophisticated and better 
enabled to buy Apple products in the future.

3. American Express donates to secondary schools in underdeveloped countries to provide 
travel industry career training for students about to enter the labor market. This training im-
proves the welfare of the students and also helps the company become more competitive by 
building expertise within the countries to provide travelers with mechanisms to use charge 
cards. Travelers are one of the main sources of revenue for American Express credit cards.

Critics often demean businesses because they view the philanthropic donations made 
to enhance competitive advantage as self-serving and not genuinely made to promote the 
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well-being of others. Such criticism, however, is generally considered unfounded. Remember 
that the manager’s fundamental social responsibility is to stakeholders like employees, custom-
ers, and investors. Making donations to causes that do not somehow protect and enhance the 
continuity of the organization would be socially irresponsible because such donations would not 
support the well-being of the organization’s stakeholders.

THE SUSTAINABLE ORGANIZATION 
CHALLENGE
To be successful in building and operating socially sensitive organizations over the long run, 
modern managers must face the challenge of crafting sustainable organizations. This section 
discusses the sustainable organization challenge as a test that modern managers must commonly 
succeed at in order for organizations to be good corporate citizens.

In recent decades, there has been an undeniably growing interest in sustainability.29 This 
interest focuses on topics like how organizations can better conserve natural resources, reduce 
organizational waste, recycle used resources, and preserve the environment by protecting threat-
ened plant and animal species.30 The following sections define sustainability, define a sustainable 
organization, discuss why managers should build sustainable organizations, and outline steps 
that managers can use to help build sustainable organizations.

Defining Sustainability

Traditionally, the term sustainability has been used within management literature to describe 
the ability of a company to maintain a steady and improving stream of earnings. More recently, 
however, the term is often used in a much different way. In this section, which reflects this newer, 
different use of the term, sustainability is the degree to which a person or entity can meet its 
present needs without compromising the ability of other people or entities to meet their needs in 
the future.31

To illustrate the meaning of sustainability, assume that as part of its normal production 
process, an entity rids itself of contaminated waste by dumping it into a river. If this dumping 
renders the river toxic and unusable for fishing or recreation, the entity would be considered 
unsustainable. On the other hand, if the entity purifies the waste before dumping it to protect the 
cleanliness of the river, the entity would be considered sustainable. Overall, the more an entity 
increases its ability to meet present needs without compromising the ability of others to meet 
their needs in the future, the more sustainable the entity is.

Defining a Sustainable Organization

Building upon the earlier definition of sustainability, a sustainable organization is an organi-
zation that has the ability to meet its present needs without compromising the ability of future 
generations to meet their needs. In building a sustainable organization, management should 
strive to make the organization sustainable in three areas: the economy, the environment, and 
society. In terms of the economy, the sustainable organization engages in certain behaviors such 
as minimizing waste by not overproducing goods and generating a fair profit for stakeholders. 
Regarding the environment, the sustainable organization engages in certain behaviors that are 
akin to protecting natural resources like air, water, and land. In terms of society, the sustainable 
organization engages in certain behaviors such as maintaining the well-being and protection of 
the communities in which it does business.32

For example, consider recent events at PepsiCo, with its billion-dollar portfolio of food 
and beverage brands. After measuring the carbon footprint of its Tropicana orange juice 
brand, managers discovered that more than one-third of Tropicana’s carbon emissions—the 
single largest source—came from the use of fertilizers during the growing process. As a result, 
Tropicana partnered with two manufacturers of low-carbon fertilizers and one of its orange 
growers, SMR Farms in Bradenton, Florida, to conduct long-term tests of the fertilizers and 
identify an alternative to reduce Tropicana’s carbon emissions. The study will last at least five 
years, to match the maturity cycle of orange trees, and its findings could impact global best 



 CHAPTER 2 Managers, Society, and Sustainability 35

practices in agriculture. Adopting behaviors that protect the world’s natural resources will 
help PepsiCo achieve its sustainability goals.33

Managers have historically focused on the yardstick of profit, or the bottom line, as the 
primary gauge for evaluating organizational performance. As noted in the previous section, in 
more recent times, managers are evaluating organizational performance by examining three 
sustainability gauges: the economy (which includes profit), the environment, and society. All 
three  sustainability gauges for organizational performance considered collectively are commonly 
referred to as the triple bottom-line.34

The term triple bottom-line emphasizes that managers should focus on building organiza-
tions that are sustainable in economic, environmental, and societal activities. Essentially, the 
overall degree of sustainability achieved by any organization is judged by collective accomplish-
ments in all three of these areas. If any one area is lacking in sustainability, the organization as 
a  whole is lacking in sustainability. Being able to answer “yes” to questions like the following 
would indicate that an organization is operating in a manner that is consistent with the triple 
bottom-line standard:

Is the organization providing a fair return to its stakeholders? (economic area)
Is the organization protecting or improving the natural environment through its work 
 methods? (environmental area)
Is the organization protecting or improving the overall quality of life in the communities in 
which it does business? (societal area)

 MyManagementLab: Watch It, Warby Parker’s Vision and Mission
If your instructor has assigned this activity, go to mymanagementlab.com to watch a 
video and answer the questions about how the Warby Parker eyeglass business tries to do 
good in the world.

Why Sustainability?

Some people ask if building sustainable organizations is worthwhile. Management theorists and 
practicing managers alike present many sound reasons why managers should build sustainable 
organizations. The following sections discuss a few such reasons.

Increased Profit Perhaps the most often-used reason why managers should build 
 sustainable organizations is that increased sustainability commonly results in more profitable 
 organizations. History shows that sustainability doesn’t have to be a burden on profit.35 According 
to Brian Walker, the CEO of Herman Miller, achieving a position of leadership in sustainability 
can boost product demand. Walker found that customers are reluctant to buy from a company 
simply because of a worthwhile history of sustainability and probably won’t pay a premium for 
its products.36 However, a sustainable company is the type of company with which modern-day 
customers like to do business.37

Increased Productivity Another reason commonly given why managers should strive 
to build sustainable organizations relates to employee productivity.38 Many management theo-
rists and practitioners claim that increased labor productivity is commonly the most immediate 
payoff of sustainability. According to this line of reasoning, a sustainable organization builds its 
workplace to include features like temperature control, clean air, noise control, and appropri-
ate lighting. Workers in such workplaces have been shown to be as much as 16 percent more 
 productive than workers in workplaces without these features.

Increased Innovation A third reason commonly given why managers should pursue 
sustainability is that such a pursuit often serves as a catalyst for innovation.39 Management 
researchers are now finding that a by-product of pursuing sustainability is a flood of valuable 
organizational and technological innovations that help organizations become more successful.40
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To illustrate, consider recent events at Sam’s Club, a discount retail division of Wal-Mart 
that specializes in the sale of products like jewelry, clothes, and food. Management at Sam’s Club 
decided to pursue increasing sustainability by decreasing energy costs. One solution to decreas-
ing energy costs was quite an innovation, a new milk jug. According to Doug McMillon, CEO of 
Sam’s Club, the new jug increased the shelf life of milk in stores. Because of this greater shelf life, 
the new jug actually helped to reduce energy costs by eliminating the need for more than 10,000 
milk truck deliveries to various stores. This milk jug innovation at Sam’s Club was an outcome 
of  the effort to increase sustainability and resulted in making the organization not only more 
sustainable but also more successful.

Steps for Achieving Sustainability

The actual steps that managers take to increase organizational sustainability can vary drastically 
from organization to organization. For example, to increase sustainability, a chemical company 
might take steps to reduce hazardous waste, a shoe manufacturer might take steps to reduce 
energy consumption, and a food products company might take steps to buy food products only 
from suppliers who grow food using approved fertilizers.

Overall, to have a successful sustainability effort, a manager must understand the unique 
characteristics of the particular organization and the industry within which that organization 
exists. Based on this understanding, management must tailor sustainability activities and pro-
cesses that best meet the needs of the individual organization.

Despite the fact that many of management’s steps to achieve sustainability can vary signifi-
cantly from organization to organization, there are some steps that a manager can take to help 
build a sustainable organization regardless of the organization. These steps include the following:

Setting sustainability goals. Management should set goals that clearly indicate what the 
 organization is attempting to accomplish in the area of sustainability. Such goals provide orga-
nization members with clear targets on which they can focus their sustainability efforts. Such 
targets also provide a vehicle that management can use to ensure that organization members can 
have a unified, collective impact on organizational sustainability.

Consider the following sustainability goal set by Marks & Spencer, one of the largest retailers 
in the United Kingdom: becoming the first major retailer to ensure that six key raw materials—
palm oil, soya, cocoa, beef, leather, coffee—come from sustainable sources that do not contribute 
to deforestation, one of the biggest causes of climate change.

Marks & Spencer’s sustainability goal is a clear indication that the company will enhance its 
own sustainability by supporting suppliers who are focused on enhancing their own sustainabil-
ity. In essence, Marks & Spencer’s sustainability goal is to help eliminate deforestation by doing 

studied the entire chain of activities required to produce 
raw materials and products and distribute  merchandise. 
It learned that growing and preparing  ingredients have 
the most impact, so it works with agencies and farmers 
to improve their growing methods, and it asks suppli-
ers to provide information about their resource use. 
For over four decades, the company has published a 
corporate social responsibility report, which includes 
its sustainability targets. For example, a recent report 
shows that the company has cut its use of transporta-
tion fuel by 17 percent.41

Managers at General Mills, maker of Cheerios 
and other popular food products, understand 

that achieving sustainability requires goals. The com-
pany recently announced that by 2020, it wants to 
source 100 percent of 10 major ingredients, includ-
ing corn and wheat, sustainably. Other goals include 
a 35 percent reduction in the use of transportation 
fuel and a 50 percent cut in generation of solid waste 
by 2015.

General Mills also measures and publicly reports 
its performance on sustainability goals. The company 

General Mills

Practical Challenge: Achieving Sustainability
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business with suppliers with the same goal. By establishing this goal and making sure all organiza-
tion members understand it, Marks & Spencer is guiding its buyers to do business with only those 
suppliers who will help make Marks & Spencer a more sustainable organization.

Hiring organization members who can help the organization become more sustainable. A pri-
mary feature in accomplishing any worthwhile activity in an organization is having appropriately 
talented people who can perform that activity. If an organization does not have appropriately 
talented people to accomplish the activity, individuals who possess the necessary talent should 
be recruited and hired. Such recruiting and hiring will normally increase the probability that the 
activity is performed successfully.

Following the reasoning given above, hiring appropriately talented people can also be a 
primary decision to ensure that necessary sustainability activities are successfully performed 
in organizations. For example, many organizations have sustainability projects that focus on 
improving the use of energy and materials through new building construction or remodeling. 
Such projects typically explore topics like energy efficiency, materials selection, water savings, 
and indoor environmental quality. The U.S. Green Building Business Council runs a program 
called LEED (Leadership in Energy and Environmental Design), an ecology-oriented certi-
fication program that rates the ecology impact of buildings of all types. Hiring individuals who 
understand the LEED program could help ensure that sustainability-oriented construction or 
remodeling projects will be performed successfully in the organization.

As another example, Weis Markets, a regional grocery store chain headquartered in 
Pennsylvania, made a special hire to help with the company’s sustainability efforts.42 The 
company hired Patti Olenick, a sustainability specialist from the Pennsylvania Department of 
Environmental Protection. Olenick has extensive experience in waste management, recycling, 
and composting. She was hired to help the company develop a more systematic and coordinated 
approach to Weis Market sustainability programs.

Rewarding employees who contribute to an organization’s sustainability goals. In all orga-
nizations, managers must encourage appropriate behavior, behavior that contributes to the 
 accomplishment of organizational goals. In the sustainability area, managers should reward orga-
nization members who contribute to the accomplishment of sustainability goals. The purpose of 
the reward is to recognize organization members for what they’ve accomplished in the area of 
sustainability and to increase the probability that such organization members will continue to 
make contributions toward accomplishing organizational sustainability goals in the future.

The Colorado Department of Health and Public Environment provides an excellent illustra-
tion of how management can use rewards to encourage organization members to contribute to 
the attainment of sustainability goals. Management has designed and implemented an awards 
program that gives employees who excel in pursuing sustainability activities a cash award at 
a banquet held at the Denver Museum of Nature and Science. All employees are encouraged 
to nominate individuals who have implemented a new sustainability program, have demon-
strated innovation in sustainability solutions, or have displayed leadership in protecting the 
environment.

Tracking progress in reaching sustainability goals. As stated previously, setting sustainability goals 
is a critical component of an organization’s sustainability effort. Such goals set clear targets on which 
all organization members can focus. However, simply setting such goals is not enough. Managers 
must also track an organization’s progress in reaching such goals. Knowing if an organization is on 
schedule, behind schedule, or ahead of schedule in reaching sustainability goals is critical to ensuring 
that the organization ultimately reaches those goals. If an organization is not on track for reaching 
sustainability goals, adjustments should be made to get the organization back on track.

DuPont is a science-based company that focuses on creating solutions that contribute to a 
better, safer, and healthier life. Well-known products offered by DuPont include a material used 
to coat cooking utensils called Teflon, a component of bulletproof vests called Kevlar, and a solid 
surface material for making kitchen countertops called Corian. In late 1999, DuPont established 
an energy goal for 2010 of holding energy consumption at its 1990 level.43 The company did 
not only established the sustainability goal, but also tracked company progress in reaching the 
goal. (See Figure 2.2.) Data acquired through such tracking told DuPont management if activi-
ties aimed at reaching its 2010 energy consumption goal were working or if a new or modified 
approach to reaching the goal needed to be instituted. Overall, history showed that the company 
seemed to be on track to achieve its 2010 energy consumption goal and had attained an overall 
reduction of 7 percent in energy consumption.
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MANAGERS AND ETHICS
The study of ethics in management can be approached from many different directions. 
Perhaps the most practical approach is to view ethics as catalyzing managers to take socially 
responsible actions. The movement to include the study of ethics as a critical part of man-
agement education began in the 1970s, grew significantly in the 1980s, and is expected to 
continue growing in the twenty-first century. John Shad, chair of the Securities and Exchange 
Commission during the 1980s, when Wall Street was shaken by a number of insider trading 
scandals, recently pledged a $20 million trust fund to the Harvard Business School to create 
a curriculum in business ethics for MBA students. Television producer Norman Lear gave $1 
million to underwrite the Business Enterprise Trust, which will give national awards to com-
panies and “whistle blowers . . . who demonstrate courage, creativity, and social vision in the 
business world.”45

The following sections define ethics, explain why ethical considerations are a vital part of 
management practices, discuss a workable code of business ethics, and present some suggestions 
for creating an ethical workplace.

A Definition of Ethics

The famous missionary physician and humanitarian Albert Schweitzer defined ethics as “our 
concern for good behavior. We feel an obligation to consider not only our own personal well-
being, but also that of other human beings.” This meaning is similar to the precept of the Golden 
Rule: Do unto others as you would have them do unto you.46

In business, ethics can be defined as the capacity to reflect on values in the corporate 
decision-making process, to determine how these values and decisions affect various stake-
holder groups, and to establish how managers can use these observations in day-to-day company 
management.47 Ethical managers strive for success within the confines of sound management 
practices, which are characterized by fairness and justice.48 Interestingly, using ethics as a major 
guide when making and evaluating business decisions is popular not only in the United States 
but also in the very different societies of India and Russia.49

Why Ethics Is a Vital Part of Management 
Practices

John F. Akers, former board chair of IBM, has said that it makes good business sense for man-
agers to be ethical. Unless they are ethical, he believes, companies cannot be competitive in 
either national or international markets. According to Akers, a manager should not talk about 
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FIGURE 2.2
Chart DuPont used to track 
progress in reaching 2010 
energy consumption goal44
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ethics without talking about competitiveness. Companies 
cannot be competitive if they are built on cultures wherein 
people stab one  another in the back, try to take advantage 
of one another, and try to steal from one another and that 
are based upon dishonesty. Certainly, Akers would not 
deny that managers should be ethical to be morally cor-
rect. He would also add, however, that managers should 
also be ethical as a strategy for being competitive with 
rival firms.50

Although ethical management practices may not be 
linked to specific indicators of financial profitability, 
conflict is not inevitable between ethical practices and 
making a profit. Overall, the essence of competitive-
ness presumes underlying values of truthfulness and fair 
dealing. The employment of ethical business practices 
can enhance overall corporate health in three important 
areas: productivity, stakeholder relations, and government 
regulation.

Productivity The employees of a corporation constitute one major stakeholder group 
that is affected by management practices. When management is determined to act ethically 
 toward stakeholders, then employees will be positively affected. For example, a corporation may 
decide that business ethics requires it to make a special effort to ensure the health and welfare 
of its  employees. To this end, many corporations have established Employee Advisory Programs 
(EAPs) to help employees with family, work, financial or legal problems, and with mental  illness 
or chemical dependency. These programs have even enhanced productivity in some corpora-
tions. For instance, Control Data Corporation found that its EAP reduced health costs and 
 sick-leave usage significantly.51

Stakeholder Relations The second area in which ethical management practices can 
enhance corporate health is by positively affecting “outside” stakeholders such as suppliers and 
customers. A positive public image can attract customers who view such an image as desirable. 
For example, Johnson & Johnson, the world’s largest maker of health-care products, is guided by 
“Our Credo,” which was announced more than 60 years ago by General Robert Wood Johnson 
to the company’s employees, stockholders, and members of its community. The credo stresses 
the idea that Johnson & Johnson sees its primary focus as being of meaningful service to doc-
tors, nurses, patients, and mothers and fathers of all who use their products. The credo also 
stresses that the company constantly focuses on reducing costs in order to provide products at 
reasonable costs.

Government Regulation The third area in which ethical management practices 
can enhance corporate health is in minimizing government regulation. Where companies are 
 believed to be acting unethically, the public is more likely to put pressure on legislators and other 
government officials to regulate those businesses or to enforce existing regulations. For example, 
in 2010, thinking that smokeless tobacco may be a cancer-causing product, a federal government 
subcommittee on health held hearings to explore the impact of smokeless tobacco on the nation’s 
youth and its use in major league baseball.52

A Code of Ethics

A code of ethics is a formal statement that acts as a guide for the ethics of how people within 
a particular organization should act and make decisions. Ninety percent of Fortune 500 firms, 
and almost half of all other firms, have ethics codes. Moreover, many organizations that do not 
already have an ethics code are giving serious consideration to developing one.

Aflac employees volunteer 
at a children’s hospital which 
enhances Aflac’s positive 
public image.
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Codes of ethics commonly address such issues as conflict of interest, competitors, privacy 
of information, gift giving, and giving and receiving political contributions or business. A code 
of ethics developed by Nissan of Japan, for example, barred all Nissan employees from  accepting 
almost all gifts or entertainment from, or offering them to, business partners and govern-
ment officials.54 The new code was drafted by Nissan president Yoshikazu Hanawa and sent to 
300 major suppliers.55

According to a recent survey, the development and distribution of a code of ethics is per-
ceived as an effective and efficient means of encouraging ethical practices within organizations.56 
Figure 2.3 contains highlights of the code of ethics that Publix Super Markets uses to encourage 
ethical behavior for financial managers within the company.

Managers cannot assume, merely because they have developed and distributed a code of 
 ethics, that organization members have all the guidelines they need to determine what is  ethical 
and to act accordingly. It is impossible for one code to cover all ethical and unethical con-
duct within an organization. Managers should thus view codes of ethics as tools that must be 
 evaluated and refined periodically so that they will be comprehensive and usable guidelines for 
making ethical business decisions efficiently and effectively.57

Creating an Ethical Workplace

Managers commonly strive to encourage ethical practices, not only to be morally correct but 
also to gain whatever business advantage lies in projecting an ethical image to consumers and 
employees.58 Creating, distributing, and continually improving a company’s code of ethics is one 
common step managers can take to establish an ethical workplace.

Another step many companies are taking to create an ethical workplace is to appoint a chief 
ethics officer. The chief ethics officer has the job of ensuring that organizational ethics and val-
ues are integrated into daily decisions at all organizational levels. Such officers recommend, help 
implement, and reinforce strategies aimed at integrating appropriate conduct throughout all 
phases of company operations. Figure 2.4 lists a few characteristics that a person should have to 
be a successful chief ethics officer.

Another way to promote ethics in the workplace is to furnish organization members with 
appropriate training. General Dynamics, McDonnell Douglas, Chemical Bank, and American 
Can Company are examples of corporations that conduct training programs aimed at encour-
aging ethical practices within their organizations.59 Such programs do not attempt to teach 

Publix Super Markets, Inc. is committed to the highest standards of business and ethical conduct.
This includes conducting business in accordance with the spirit and letter of applicable laws and 
regulations. In particular, Publix's financial managers are vested with a higher level of 
responsibility over the financial affairs of Publix. Financial managers must fulfill this responsibility
by adhering to a high ethical standard. This Code provides principles to which Publix's financial 
managers are expected to adhere and advocate. Publix financial managers will:

1. Act with honesty and integrity, avoiding actual or apparent conflicts 
    between his or her personal interests and the interests of Publix, including
    receiving improper personal benefits as a result of his or her position.

2. Manage financial transactions and reporting systems and procedures so that
    business transactions are properly authorized and completely, timely and 
    accurately recorded on Publix's books and records in accordance with 
    generally accepted accounting principles and established company financial
    policies. 

3. Perform responsibilities with a view to causing periodic reports and other
    documents filed with the SEC and other public communications to contain 
    information that is full, fair, accurate, complete, timely and not misleading…

FIGURE 2.3
Highlights of the Code 
of Ethics for financial 
managers at Publix Super 
Markets53
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managers what is moral or ethical but instead give them criteria they can use to help determine 
how ethical a certain action might be. According to the Markkula Center for Applied Ethics 
at Santa Clara University, managers can feel confident that a potential action will be consid-
ered ethical by the general public if it is consistent with one or more of the following ethical 
standards:61

1. The Utilitarian Standard is a guideline that indicates that behavior can generally be consid-
ered ethical if it provides the most good for or does the least harm to the greatest number of 
people. Corporate activity that meets this standard produces the greatest good for and the 
least harm to all company stakeholders including employees and customers.

2. The Rights Standard is a guideline that says that behavior is generally considered ethical 
if it respects and promotes the rights of others. This guideline indicates that in order to be 
ethical, corporate behavior must respect the dignity of human nature. Under this standard, 
for example, corporate action that reflects unfair labor practices like paying abnormally low 
wages or using child labor would be considered unethical.

3. The Virtue Standard is a guideline that determines behavior to be ethical if it reflects 
high moral values. Behavior that is consistent with this standard is action that reflects vir-
tues like honesty, fairness, and compassion. Examples of business behavior that reflect this 
standard would include honesty in advertising about the worthwhileness of a product or 
paying  suppliers a fair price for their goods no matter how much bargaining power is held 
over them.

Overall, managers must take responsibility for creating and sustaining conditions in which 
people are likely to behave ethically and for minimizing conditions in which people might be 

1. The ability to be objective
2. The ability to understand the structure of an organization
3. The ability to know and maneuver within an organization’s culture
4. The ability to communicate clearly and concisely
5. The ability to deal with conflict
6. The ability to keep matters confidential

FIGURE 2.4
Skills needed to be 
a successful chief ethics 
officer60

Give employees practical training. For example, 
employees and managers should understand that 
discomfort felt during an ethical conflict is a signal 
to act courageously.

Reward ethical actions. Denise Ramos, CEO 
of ITT Corporation, recalls a manager in Latin 
America who refused to pay a bribe, which cost 
him a sale that would have met his financial goals. 
Instead of punishing him for missing the financial 
target, ITT rewarded him for upholding ethical 
standards.

Employees are likelier to behave ethically if they feel 
they are operating in an ethical work environment. 

Here are some ways managers can set an ethical tone:62

Be trustworthy. Managers should keep promises and 
match their actions to their words. Trust provides a 
foundation for believing other messages about ethics.
Measure performance on ethics. Management pro-
fessor Jeffrey Pfeffer suggests giving surveys that 
ask employees if they know ethical standards, believe 
it is safe to report violations, and think the company 
will reward ethical choices.

Creating an Ethical Work Environment

Steps for Success
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tempted to behave unethically. Two practices that commonly inspire unethical behavior in 
 organizations are giving unusually high rewards for good performance and giving unusually 
severe punishments for poor performance. By eliminating such factors, managers can reduce any 
pressure on employees to perform unethically in organizations.

Following the Law: Sarbanes–Oxley Reform 
Standards

Around the turn of the century, Enron Corporation was an American energy and commodi-
ties company headquartered in Houston, Texas. Enron employed about 20,000 people and 
claimed revenue of about $101 billion in 2000. Because of the company’s claimed phenomenal 
performance in the areas of electricity, natural gas, and paper, Fortune magazine named Enron 
“America’s Most Innovative Company” for six consecutive years.

To the dismay of Enron stakeholders and society in general, outrageous management 
 practices were uncovered that seemed aimed at unjustifiably maximizing the personal wealth 
of top managers to the detriment of the well-being of other organizational stakeholders.63 As an 
example, Enron management used inaccurate accounting reports to deceive employees, share-
holders, legal authorities, the media, and the general public. These reports grossly overstated 
the condition of company performance, thereby allowing top managers to justify their inflated 
salaries. Upon learning of the deception, some employees were outraged, and others experienced 
financial disaster because they’d invested in what turned out to be worthless company stock and 
company retirement programs. Needless to say, managers involved in such deceitful practices 
were prosecuted to the full extent of the law.

Amid public outcries over such practices, the Sarbanes–Oxley Act of 2002 was passed to try 
to prevent such deception by publicly owned companies. The general thrust of this legislation 
focuses on promoting ethical conduct.64 Areas covered include maintaining generally accepted 
accounting practices, evaluating executive compensation, monitoring fundamental business 
strategies, understanding and mitigating major risks, and ensuring a company structure and 
 processes that enhance integrity and reputation.

Managers who do not follow the stipulations of the Sarbanes–Oxley Act face significant 
jail time. Infractions such as engaging in securities fraud, impeding a financial investigation 
by  regulators, and committing mail fraud can result in up to 25 years of imprisonment. The 
Sarbanes–Oxley Act and related infraction penalties create hope that grossly unethical behavior 
will be significantly discouraged in the future.

The Sarbanes–Oxley Act seems to support whistle-blowing as a vehicle for both dis-
couraging deceptive management practices and encouraging ethical management practices. 
Whistle-blowing is the act of an employee reporting suspected misconduct or corruption 
believed to exist within the organization. A whistle-blower is the employee who reports the 
alleged activities. Whistle-blowers can make their reports in a number of different ways, 
including reporting suspected organizational wrongdoings to proper legal authorities and/or 
proper management authorities. The Sarbanes–Oxley Act prohibits retaliation by employers 
against whistle-blowers.

One of the most famous whistle-blowers of modern times is Sherron Watkins, former 
vice president of Enron Corporation.65 Watkins testified to Congress that she was extremely 
alarmed by information she had received about Enron’s finances and had warned then-
chairman Kenneth Lay that investors were being duped by inflated profit statements. Watkins 
attempted, with no success, to persuade Lay to restate and reissue corporate financial state-
ments after eliminating accounting misrepresentations. Enron, once the seventh-largest 
corporation in the United States, declared bankruptcy in December 2001. The bankruptcy 
cost thousands of employees their jobs and retirement pensions, and investors lost millions 
of dollars. Perhaps based primarily on Watkins’s testimony, Lay was charged and found guilty 
on six criminal counts of fraud. Lay died at age 64 while awaiting sentencing for his Enron 
conviction.66

Ethics abuses at major corporations and other highly publicized business missteps have 
highly sensitized Americans to greed and corporate corruption. Business scholars see ethics 
remaining a hot topic for years to come.67
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Social responsibility entrails management’s obliga-
tion to take actions that protect and improve the 
welfare of society in conjunction with the inter-

ests of the organization. Based on the Challenge Case, 
IKEA protects and improves its communities through 
innovation in the conservation of resources as well as the 
charitable work of the IKEA Foundation. IKEA makes 
substantial contributions by applying its resource-saving 
ideas to its own products and processes and by help-
ing its suppliers operate more sustainably. Making such 
 investments in the welfare of society is essential to being 
a good business citizen. Corporations, however, must 
also take steps to protect their own interests while mak-
ing social investments. For example, by operating more 
efficiently in its use of energy and packaging  resources, 
IKEA saves money. It then passes along the savings, and 
the lower prices attract more customers without cutting 
into its profits.

IKEA should commit to benefiting society because of the 
vast power the company possesses for creating such benefits. It 
should be remembered, however, that the costs of social responsi-
bility activities can be passed to consumers, and action should be 
taken only if it is financially feasible. For IKEA to invest in social 
responsibility activities to its own financial detriment would be 
socially irresponsible, given the company’s commitment to em-
ployees and stockholders.

IKEA can and does become involved in many different areas 
of social responsibility. Currently, however, the business focuses 
on its sustainable use of natural resources. In addition, its IKEA 
Foundation supports environmental concerns as well as chari-
table work that targets children and disaster relief. No matter how 
much IKEA does in pursuing social responsibility goals, it will no 
doubt be criticized by some people for not doing enough. At this 
point, IKEA’s activities in the area of social responsibility appear 
to be highly significant.

IKEA’s activities within the sphere of social responsi-
bility could result in a short-run decrease in profits simply 
because of the costs of those activities. For example, construct-
ing  energy-efficient buildings, installing solar panels, and 
 upgrading light fixtures have initial costs. At first glance, such 
actions might seem unbusinesslike, but the company forecasts 
long-run savings and may obtain other benefits. Performing 
social responsibility activities could also significantly improve 
IKEA’s public image and could be instrumental in generating 
increased sales.

Some social responsibility activities are legislated and there-
fore must be performed by businesses. Most of the legislation 
requiring these activities is aimed at large companies. Examples 

of legislated activities include required levels of product safety 
and employee safety. Because IKEA is not required by law to sup-
port causes such as sustainable forestry or child welfare, whatever 
IKEA contributes to these causes would be strictly voluntary. In 
making a decision about how to support society, IKEA’s managers 
should assess the positive and negative outcomes of such support, 
over both the long and the short terms, and then establish what-
ever support, if any, would maximize its success and offer some 
desirable contribution to society. IKEA should also communicate 
to all organization members, as well as society, which causes it will 
support and why. The use of its website would greatly facilitate 
this communication.

In addition, IKEA should strive to maintain a relatively 
high degree of social responsiveness when pursuing its social 
responsibility activities. To do this, management should make 
decisions that focus on IKEA’s established social responsibility 
areas and approach meeting those responsibilities in appropriate 
ways. In terms of supporting children’s health and education, 
for example, management must first decide whether IKEA has a 
social responsibility to become involved, through the design and 
application of its products or efforts, in these issues. Assuming 
managers decide that IKEA has such a responsibility, they must 
then determine how to accomplish the activities necessary to 
meet the responsibility. For example, IKEA might employ its 
expertise to develop more ideas for refugee housing. Making 
appropriate decisions will help IKEA meet social obligations 
 effectively and efficiently.

In terms of implementing an approach to meeting social 
 responsibilities that will increase IKEA’s social responsiveness, 
management should try to view the company as having both 
societal and economic goals. In addition, management should 
attempt to anticipate social problems and actively work to pre-
vent them. Managers at IKEA should know that pursuing social 
 responsibility objectives is a major management activity.

IKEA’s managers must understand that for the company 
to succeed in meeting social responsibility objectives, it must 
be able to meet two major challenges. The first challenge is 
conducting a useful social audit, which would measure IKEA’s 
social responsibility activities in order to assess its social 
 responsibility performance. The IKEA social audit, at a mini-
mum, should measure and evaluate the company’s activities 
that focus on economics, quality of life, social investment, and 
problem solving.

The second challenge for IKEA’s management in meet-
ing social responsibility objectives is making philanthropy 
work. IKEA’s philanthropic efforts should strive to increase 
the welfare of humanity while benefiting IKEA and its  future. 
Criticism expressing that such donations are completely self-
serving should not distract IKEA’s managers. They must 
 instead keep in mind that most people would agree that IKEA’s 
first social responsibility is to its stakeholders and that any 
 donations that do not in some way benefit these stakeholders 
is socially irresponsible.

CHALLENGE CASE SUMMARY
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IKEA management should also continue to focus on the 
company’s efforts to be a sustainable organization, one that meets 
its operational needs without compromising the ability of future 
generations to meet their needs. In heeding such a focus, IKEA 
should concentrate on activities like minimizing waste and pro-
tecting natural resources like air, water, and land. IKEA should 
continue to benefit from such activities through increases in 
profit, productivity, and innovation.

IKEA’s management would want corporate decisions to be 
sustainable—that is, able to meet the company’s present needs 
without compromising the needs of others in the future. It would 
be up to management to determine the steps the company must 
take to improve organizational sustainability. For example, the 
chief sustainability officer may need to hire additional staff with 
the expertise to help IKEA improve its sustainability.

To measure the level of sustainability at IKEA, managers 
could use the triple bottom-line approach. With this yardstick, 
managers would assess IKEA’s activities in economic, environ-
mental, and societal terms. For example, they would ask these 
questions:

Is IKEA performing profitably and providing a fair return to 
stakeholders? (economic)
Is IKEA reducing its carbon footprint, minimizing its energy 
use, or otherwise improving the natural environment through 
its work methods? (environmental)
Is IKEA enhancing the overall quality of life in the communi-
ties in which it does business? (societal)

Answers to these questions will help IKEA’s management 
 determine whether the company’s policies are appropriate.

Assuming managers at IKEA are ethical, their decisions 
should reflect only the highest moral code in order to  enhance 
the well-being of all company stakeholders. In essence, man-
agers should act in the way that they want others to act in 
their dealings with IKEA. Decisions at IKEA will be ethical 
if they are truthful and fair to all concerned, if they build 
goodwill and better relationships, and if they are beneficial to 
all  concerned. IKEA  management can use the Virtue, Rights, 
and Utilitarian Standards to help ensure that all actions taken 
are ethical.

 MyManagementLab: Assessing Your Management Skill
If your instructor has assigned this activity, go to mymanagementlab.com and decide 
what advice you would give an IKEA manager.

DEVELOPING MANAGEMENT SKILL This section is specially designed to help you 
develop social responsibility skill. An individual’s social responsibility skill is based  
on an understanding of social responsibility concepts and on the ability to apply those 
concepts in various organizational situations. The following activities are designed both 
to heighten your understanding of social responsibility concepts and to develop your 
ability to apply those concepts in a variety of management situations.

CLASS PREPARATION AND PERSONAL STUDY
To help you to prepare for class, perform the activities outlined in this section. Performing these activities will help you 
to significantly enhance your classroom performance.

Reflecting on Target Skill

On page 24, this chapter opens by presenting a target management skill along with a 
list of related objectives outlining knowledge and understanding that you should aim 
to acquire related to that skill. Review this target skill and the list of objectives to make 
sure that you’ve acquired all pertinent information within the chapter. If you do not 
feel that you’ve reached a particular objective(s), study related chapter coverage until 
you do.
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Know Key Terms

Understanding the following key terms is critical to your preparing for class. Define each 
of these terms. Refer to the page(s) referenced after a term to check your definition or to 
gain further insight regarding the term.

good corporate citizen 26
social responsibility 26
social responsiveness 29
stakeholder 29
social audit 32
environmental footprint 32
philanthropy 33

sustainability 34
sustainable organization 34
triple bottom-line 35
LEED (Leadership in Energy and 

Environmental Design) 37
ethics 38
code of ethics 39

The Utilitarian Standard 41
The Rights Standard 41
The Virtue Standard 41
whistle-blowing 42
whistle-blower 42

Know How Management Concepts Relate

This section comprises activities that will further sharpen your understanding of 
 management concepts. Answer essay questions as completely as possible.

 2-1. What’s the relationship between social responsibility 
and ethics?

 2-2. Should managers be philanthropic? Explain fully. 
Discuss some of the pitfalls that philanthropic man-
agers must avoid.

 2-3. Do you think it’s worthwhile for managers to build 
sustainable organizations? Why? How would you 
do it?

MANAGEMENT SKILLS EXERCISES
Learning activities in this section are aimed at helping you develop social responsibility skills.

 Cases

IKEA Builds on Its Commitment to the 
Environment

“IKEA Builds on Its Commitment to the Environment” (p. 25) 
and its related Challenge Case Summary were written to help 
you understand the management concepts contained in this 
chapter. Answer the following discussion questions about the 
introductory case to explore how fundamental management 
concepts can be applied to a company such as IKEA.

 2-4. Do you think IKEA has a responsibility to support edu-
cation and safety in the communities in which it does 
business? Explain.

 2-5. Assuming IKEA has such a responsibility, in what 
instances would it be relatively easy for the company 
to be committed to living up to it?

 2-6. Assuming IKEA has such a responsibility, in what 
instances would it be relatively difficult for the company 
to be committed to living up to it?

Solar-Powered Business Community

Read the case and answer the questions that follow. Studying 
this case will help you better understand how concepts relat-
ing to sustainability and corporate social responsibility can 
be applied in a company such as Reems Creek Renewable 
Energy Campus.

The power of the sun is readily harnessed by all types 
of businesses. There are restaurants that use solar power to 
operate their ovens. Some distribution centers use solar cells 
to light up the warehouse. And, certainly, manufacturers 
have been using solar panels to operate in a “green” man-
ner while also cutting energy costs. Now, one enterprising 
developer wants to build an entire business park that will be 
the first solar-powered business in western North Carolina 
(Sandford 2012).

Russell Thomas, the driving force behind this project, 
envisions a 12.5-acre development that should be completed 
in late 2014. His 30 years of experience in project manage-
ment and property development will be important for bring-
ing this project to fruition. Tenants will include retailers, 
corporate offices, and warehouses. Visitors to the sprawling 
complex will be able to enjoy restaurants, shops, offices, and 
even lodging. “It’s about bringing socially conscious busi-
nesspeople together,” Thomas said (Sandford 2012). Located 
in Weaverville, North Carolina, the “campus” has a green 
mission to “feature, promote, and unite local and regional 
renewable energy oriented business vendors into a unique 
business alliance” (renewabilities.org). Weaverville is near 
Asheville, North Carolina, in the heart of the Blue Ridge 
Mountains.

How unique is the Reems Creek Renewable Energy 
Campus as far as uniting tenants? One feature of the campus 
is a clever approach to the parking areas. Solar cells will not 
only help light the area at night and provide shade during 
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the day but will also provide income for the tenants. Five of 
these parking areas are scattered throughout the campus 
and are integrated into the overall design of the park. This 
encourages buy-in from the tenants, as they are not only 
beneficiaries of the energy but also recipients of tangible 
dollars for their participation in the development.

Thomas sees the tenants as a full alliance working 
together and “marketing themselves as a highly trained, 
sustainable-minded eco-conscious community of profes-
sionals” (renewabilities.org). The sense of community is 
clear in Thomas’s vision for Reems Creek—a place to work, 
live, and share in a common, ecologically friendly environ-
ment. The campus goes beyond making use of solar power 
by also utilizing rainwater retention and recycling services. 
Running and nature trails surround the facility, while a 
 wetlands preservation plan ensures that the natural envi-
ronment is maintained in an appropriate manner. In short, 
it’s a venue where those businesses that want to operate in 
a truly green way can feel right at home.

In addition to providing work space to a wide variety 
of tenants, the campus is literally just that: a training and 
research facility. Those wishing to earn certifications and 
licensure in renewability and sustainability can attend 
classes held in one of the buildings. Everything from green 
renovation to energy efficiency will be covered in state-of-
the-art classrooms. Also, major research projects focusing 
on solar energy and ecologically harmless wind power are 
planned. Through funding, work space, and consulting, 
researchers can pursue ever-more-sustainable opportu-
nities at the site. According to the new development’s 
 website, “Our philosophy of creating business through 
renewable education and skills training is based on provid-
ing future generations skilled and trained technical and 
entrepreneurial human capital to innovate, solve, manage, 

and administer sustainable infrastructure” (renewabilities.
org). This  philosophy is critical because it will foster a 
new generation of individuals dedicated to sustainable 
energies.

The facility is definitely an ambitious project, one 
requiring extensive planning that integrates the sustainable 
energy  aspect into a place where people can feel comfort-
able and productive. The architecture of the buildings echoes 
a 1920s style while incorporating twenty-first-century green 
initiatives.

Furthermore, the objective is to produce a rich source of 
energy from highly sustainable methods like solar energy, 
wind, water retention, and so forth. There will be enough 
energy produced at the Reems Creek Campus that the facil-
ity will be its own utility company, which will save tenants 
money on energy costs and create less of a drain on existing 
infrastructures. Beginning in 1996, federal regulations per-
mit such companies to exist to lower energy costs through 
increased competition. Thus, Reems Creek Renewable 
Energy Campus is truly a sustainable organization in many 
ways. According to Thomas, “You want to be part of the 
 solution, not part of the problem” (Sandford 2012).68

Questions

 2-7. Describe how the Reems Creek Renewable Energy 
Campus is engaging in corporate social responsibility.

 2-8. What difficulties do you see in the years ahead for 
Russell Thomas and his Reems Creek Campus? How 
can those challenges be overcome?

 2-9. On a scale of one to five (with five being the highest), 
rate the sustainability of the Reems Creek Campus. 
Why did you give it such a rating?

Experiential Exercises

The Environmental Impact Team

Directions. Read the following scenario and perform the 
listed activities. Your instructor may want you to perform 
the activities as an individual or within groups. Follow all of 
your instructor’s directions carefully.

You are the head of a major British newspaper, Guardian 
Unlimited, and have just completed a social audit of your 
organization’s business activities. Your company produces 
a progressive, enlightened newspaper and a website that 
regularly cover social responsibility topics. You conducted 
the social audit to make sure your company measures up 
to the high standards your editorials expect of other com-
panies. In the past, your company has won several social 
responsibility awards in areas such as encouraging diver-
sity, innovations in social reporting, and employee giving to 
social responsibility causes.

Based on the results of your audit, you have set a new 
social responsibility goal for your newspaper for the up-
coming three-year period. This goal is simple: to persuade 
your readers to have a positive impact on the environment.

You have established a group called the Environmental 
Impact Team to help you outline how your new goal will be 
accomplished. You are presently meeting with this team 
for the first time. Lead your group in outlining plans, 

organization features, an influence system, and a control 
mechanism, all aimed at achieving this new goal.

You and Your Career

The preceding information implies that managers should 
communicate to other organization members the extent to 
which the organization will be involved in performing social 
responsibility activities. Could the lack of such communica-
tion hinder your career success as a manager? Explain. If 
you were the president of the school in which you are  taking 
this management class, what would you say to profes-
sors and students regarding the overall position on social 
 responsibility that you would like the school to embrace? 
What specific activities should be pursued that correspond 
to this position?

Building Your Management Skills 
Portfolio

Your Management Skills Portfolio is a collection of activi-
ties specially designed to demonstrate your management 
knowledge and skill. Be sure to save your work. Taking your 
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Social Responsibilities Related to Marketing 
Practices

 2-15. 

 2-16. 

 2-17. 

 2-18. 

 2-19. 

Social Responsibilities Related to Corporate 
Philanthropy

 2-20. 

 2-21. 

 2-22. 

 2-23. 

 2-24. 

Social Responsibilities Related to Employees

 2-25. 

 2-26. 

 2-27. 

 2-28. 

 2-29. 

printed portfolio to an employment interview could be 
helpful in obtaining a job.

The portfolio activity for this chapter is Identifying 
Corporate Social Responsibilities. Read the following about 
the Bugaboo Strollers Company and answer the questions 
that follow.

Bugaboo is the brainchild of Dutch designer Max 
Barenburg and his physician brother-in-law, Eduard Zanen. 
Together they wanted to invent a baby stroller that is func-
tional, fashionable, appealing to both fathers and mothers, 
and able to function on different types of surfaces.

Their initial product was the Bugaboo Frog. Introduced 
in Holland in 1999 and named for its “frog-like” suspen-
sion wheels that “jump” over obstacles in its path, the Frog 
became the “must-have” stroller of celebrities and parents 
who wanted this elite stroller for their babies.

After years of customer feedback and further testing 
and development of the Frog, the pair realized that par-
ents want more options and that different parents have 
different needs. In September of 2005, the pair introduced 
to the world the Bugaboo Cameleon, the Bugaboo Gecko, 
and the Bugaboo Bee strollers to offer customers more 
choices.

The management of a company such as Bugaboo must 
clearly keep in mind the responsibilities that it has to soci-
ety as a result of its business operations. The following list 
shows the four categories in which companies commonly 
have social responsibilities because of their business oper-
ations. For each category, list the responsibilities to society 
that you believe Bugaboo has as a result of the products 
that it offers.

Planning Issues to Inspect

Category

Social Responsibilities Related to the Product Itself

Bugaboo’s Responsibilities to Society

 2-10. 

 2-11. 

 2-12. 

 2-13. 

 2-14. 
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 MyManagementLab: Writing Exercises
If your instructor has assigned this activity, go to mymanagementlab.com for  
the following assignments:

Assisted Grading Questions
2-30. Now that you have studied the arguments “for” and “against” as presented in  

the chapter, what is your personal position about businesses performing social 
 responsibility activities?

2-31. How can society help businesses meet social obligations?
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Management and Diversity
T A R G E T  S K I L L

Diversity Skill: the ability to establish and maintain 
an organizational workforce that represents a 
combination of assorted human characteristics 
appropriate for achieving organizational success

O B J E C T I V E S

To help build my diversity skill, when studying this chapter,  
I will attempt to acquire:

1 A definition of diversity

2 An understanding of the advantages of diversity in 
organizations

3 An awareness of the challenges facing managers within 
a diverse workforce

4 An understanding of the strategies for promoting 
diversity in organizations

5 Insights into how managers promote diversity

MyManagementLab®

Go to mymanagementlab.com to complete the problems marked with this icon  

 MyManagementLab: Learn It
If your instructor has assigned this activity, go to mymanagementlab.com before 
 studying this chapter to take the Chapter Warm-Up and see what you already know. 
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Diverse Employees Contribute  
to GE Lighting’s Bright Future

Despite the common assumption that manufacturing jobs are disappearing, 
manufacturing companies face a hiring challenge. As experienced workers retire 
and technology advances, businesses need bright, hardworking employees who are 

comfortable with technology. GE Lighting is tapping the potential of the “millennial generation,” 
workers born between 1982 and 2000. According to general manager Ron Wilson, the share of 
millennials among his manufacturing engineers and managers has doubled. The company is 
smoothing the way by preparing these employees to succeed. Its two-year leadership training 
program gives operations employees challenging assignments and brings them into contact 
with senior management. At the level of factory floor workers, the company partners with local 
community colleges to prepare qualified young workers for high-tech manufacturing.

C H A L L E N G E  CA S E

By recruiting a new generation of production workers, 
GE Lighting brings together people of different ages. But that 
is hardly the only measure of this company’s diversity. While 
manufacturing has historically been dominated by men, GE 
Lighting’s CEO, Maryrose Sylvester, is an example of a talented 
woman finding opportunities at General Electric. Sylvester, 
who earned a bachelor’s degree in procurement and production 
management and a master’s in business administration, joined 
GE as an intern. She worked her way up, taking management 

positions in high-technology and lighting industries. Now, as 
GE Lighting’s CEO, she is responsible for a $3 billion business 
employing 13,000 people, including 700 at the  headquarters in 
Cleveland, Ohio.

Sylvester earned her elevation to the CEO position by 
promoting technology leadership and increasing revenues. 
However, she appreciates the need to help people gain access 
to opportunities. In the 1990s, for example, she participated 
in launching a group called the GE Women’s Network. She 
also endorses GE Lighting’s support for the MC2 STEM High 
School in Cleveland. Its students learn through completing 
projects and internships with local companies and by spend-
ing 10th grade at GE Lighting’s headquarters, where employees 
become mentors, tutoring and guiding them. When  students 
master the high school’s math and science classes, they 
 comprise a pool of talent right at GE’s doorstep.

These efforts are part of GE’s corporate-wide diversity pro-
grams. Employees can find support and learn skills by  joining 
affinity groups; a few are the African American Forum; the Gay, 
Lesbian, Bisexual, Transgender and Allies Alliance; and the 
Hispanic Forum. A chief diversity officer sets goals and mea-
sures results, meeting regularly with other top executives. Other 
diversity programs have specific goals to meet. For example, 
Get Skills to Work helps match up veterans with jobs where 
they can apply the skills they gained in the military, and STEM 
Camp encourages girls in junior high to explore science and 
technology.

GE’s commitment to diversity is part of its corporate vi-
sion. GE is well known for rewarding performance and sees 
 valuing diversity as a way to ensure that it finds and keeps the 
best  talent, wherever it might be.

GE Lighting is at an exciting point in its hundred-plus-year 
history. LEDs and other new technology are opening up ways for 
consumers and businesses to enjoy the advantages of efficient 
lighting, and GE is expanding production globally. To succeed, it 
needs the best from all its employees.1

General Electric President and CEO, 
Maryrose T. Sylvester, holds a journal taken 
out of the GE time capsule in Cleveland.
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THE DIVERSITY CHALLENGE
The Challenge Case illustrates the diversity challenge that GE Lighting’s management 
strives to carry out. The remaining material in this chapter explains diversity concepts 
and helps develop the corresponding diversity skill that you will need to succeed at 
meeting such challenges throughout your career. After studying chapter concepts, 
read the Challenge Case Summary at the end of the chapter to help you relate chapter 
content to building diversity at GE Lighting.

DEFINING DIVERSITY
Diversity refers to characteristics of individuals that shape their identities and the experiences 
they have in society. This chapter provides information about workforce diversity and discusses 
the strengths and weaknesses of a diverse workforce. Understanding diversity is essential for 
managers today because managing diversity will undoubtedly constitute a large portion of the 
management agenda well into the twenty-first century.2

This chapter describes some strategies for promoting social diversity in organiza-
tions. It also explains how diversity is related to the four management functions. Given the 
overarching nature of this topic, you will probably find yourself reflecting on diversity as 
you study future chapters. For example, you will reflect on diversity as you study the legal 
 foundation for developing an inclusive workforce, affirmative action and Equal Employment 
Opportunity (EEO), discussed in Chapter 10, and ideas about organizational change, 
 discussed in Chapter 11.

The Social Implications of Diversity

Workforce diversity is not a new issue in the United States. People from various other regions 
and cultures have been immigrating to its shores since colonial times, so the American popu-
lation has always been a mix of races, ethnicities, religions, social classes, physical abilities, 
and sexual orientations.3 These differences—along with the basic human differences of age 
and gender—comprise diversity. The purpose of exploring diversity issues in a management 
textbook is to suggest how managers might include diverse employees equally, accepting their 
differences and utilizing their talents.4

Majority and Minority Groups Managers must understand the relationship 
 between two groups in organizations: majority groups and minority groups. Majority group 
refers to that group of people in the organization who hold most of the positions that command 
decision-making power, control of resources and information, and access to system rewards. 
Minority group refers to that group of people in the organization who are fewer in number than 
the majority group or who lack critical power, resources, acceptance, and social status. Together, 
the minority and majority group members form the entire social system of the organization.

However, the majority group is not always the group that is larger in number: Sometimes, 
in fact, the minority group is actually greater in number. For example, women are seen as a 
minority group in most organizations because they do not have the critical power to shape orga-
nizational decisions and control resources. Moreover, they have yet to achieve full acceptance 
and social status in most workplaces. In most health-care organizations, for instance, women 
outnumber men; however, although men are numerical minorities, they are seldom denied social 
status because white males hold most positions of power in the health-care system hierarchy, 
such as physicians and health-care administrators.

ADVANTAGES OF DIVERSITY 
IN ORGANIZATIONS
Managers are becoming more dedicated to seeking a wide range of talents from every group in 
American culture because they now realize that distinct advantages come from doing so.5 For 
one thing, as you will see in Chapter 15, group decisions often improve the quality of decision 
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making. For another, work groups or teams that can draw 
on the contributions of a multicultural membership gain 
the advantage of a larger pool of information and a richer 
array of approaches to solve work problems.

Ann Morrison carried out a comprehensive study 
of 16 private and public organizations in the United 
States. In the resulting book, The New Leaders: Guidelines 
on Leadership Diversity in America, she outlines the many 
other advantages of diversity, each of which is dis cussed 
here.6

Gaining and Keeping 
Market Share

Today, managers must understand increasingly diverse 
markets. Failure to discern customers’ preferences can 
cost a company its business in the United States and 
abroad. Some people  argue that one of the best ways to 

ensure that an organization is able to penetrate diverse markets is to include diverse managers 
among the organization’s decision makers.7

Diversity in the managerial ranks has the further advantage of enhancing a company’s 
credibility with customers. Employing a manager who is the same gender or ethnic background 
as that of customers may imply to those customers that their day-to-day experiences will be 
understood. One African American female manager found that her knowledge of customers 
paid off when she convinced her company to change the name of a product it intended to sell at 
 Wal-Mart. “I knew that I had shopped for household goods at Wal-Mart, whereas the CEO of 
this company, a white, upper-middle-class male, had not. He listened to me and we changed the 
name of the product.”

Morrison cites a case in which a company lost an important opportunity for new business in 
a southwestern city’s predominantly Hispanic community. The lucrative business ultimately went 
to a competitor that had put in charge of the project a Hispanic manager who solicited input 
from the Hispanic community.

Consider how Safeway gained market share through diversity. One of North America’s 
 largest food retailers, with about 1,700 grocery stores, Safeway faced increasingly stiff competi-
tion from companies such as Target and Wal-Mart. In response, Safeway initiated a program 
to position itself as an employer of choice. In addition, with 70 percent of its customers being 
women, Safeway wanted to expand its workforce diversity to be more consistent with its cus-
tomer base. Safeway recognized that a diverse workforce would help the company better under-
stand and respond to customer needs and create a competitive edge in the marketplace. With 
industry leadership traditionally male, Safeway’s initiative supporting women leaders broke from 
the norm. Today, management openly credits its past diversity efforts as the foundation of the 
present levels of diversity and profitability.8

Cost Savings

Companies incur high costs in recruiting, training, relocating, and replacing employees and in 
 providing competitive compensation packages. According to Morrison, Corning Corporation’s 
high turnover among women and people of color was costing the company an estimated $2 to 
$4  million a year. Many managers who were questioned for her study felt that the personnel 
 expenses associated with turnover—often totaling as much as two-thirds of an organization’s 
 budget—could be reduced by instituting diversity practices that would give nontraditional 
 managers more incentive to stay. When nontraditional managers  remain with an organization, 
nontraditional employees at lower levels feel more committed to the company.

In addition to the personnel costs, executives are distressed by the high legal fees and 
 staggering settlements resulting from lawsuits brought by employees who feel they have 
been  discriminated against. For example, $17.7 million in damages was awarded to a woman 

Safeway gained market share 
by hiring more women leaders 
and a workforce representative 
of its customer base.
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employed by Texaco who claimed she had been passed over for a management promotion 
because of her gender. Executives are finally learning that such sums would be better spent on 
promoting diversity.

Increased Productivity and Innovation

Many executives quoted in Morrison’s study believe productivity is higher in organizations that 
focus on diversity. These managers find that employees who feel valued, competent, and at ease 
in their work setting enjoy coming to work and perform at a high level.

Morrison also cites a study by Donna Thompson and Nancy DiTomaso that concluded that 
a multicultural approach has a positive effect on employees’ perception of equity. This, in turn, 
positively affects employees’ morale, goal setting, effort, and performance. The managers in 
Morrison’s study also saw innovation as a strength of a diverse workforce. In essence, diversity 
becomes the spark that ignites innovation.9

Better Quality Management

Morrison also found that including nontraditional employees in fair competition for advancement 
usually improves the quality of management by providing a wider pool of talent. According to the 
research she cites, exposure to diverse colleagues helps managers develop breadth and openness.

The quality of management can also be improved by creating more effective personnel 
policies and practices that, once developed, will benefit all employees in the organization, 
not just minorities. According to Morrison’s study, many of the programs initially developed 
for nontraditional managers resulted in improvements that were later successfully applied 
throughout the organization. For example, ideas such as adding training for mentors, upgrad-
ing techniques for developing managers, and improving processes for evaluating employees 
for promotion—all concepts originally intended to help nontraditional managers—were later 
adopted for wider use. (See Table 3.1 for more information on the advantages of a diverse 
workforce.)

At first glance, the advantages of diversity to an organization seem undeniable. In a survey 
focusing on small- to medium-sized enterprises, however, more managers disagreed that diversity 
contributes to performance than the number of managers that agreed.10 These findings, however, 
do not dispute the overall conclusion that diversity contributes to improved organizational per-
formance. Instead, they seem to indicate that many managers still need to be convinced of the 
benefits that accrue to an organization through diversity.

TABLE 3.1 Advantages of a Diverse Workforce

Improved ability to gain and keep market share

Cost savings

Increased productivity

A more innovative workforce

Minority and women employees who are more motivated

Better quality of managers

Employees who have internalized the message that “different” does not mean “less than”

A workforce that is more resilient when faced with change

 MyManagementLab: Watch It, Progressive Redevelopment’s 
CaringWorks Program
If your instructor has assigned this activity, go to mymanagementlab.com to watch a 
video case about CaringWorks and answer the questions.
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CHALLENGES THAT MANAGERS 
FACE IN WORKING WITH DIVERSE 
POPULATIONS
As you have seen, an organization may find numerous compelling reasons to encourage diver-
sity in its workforce. For managers to fully appreciate the implications of promoting diversity, 
 however, they must understand some of the challenges they will face in managing a diverse 
workforce. Changing demographics and several issues arising from these changes are discussed 
in the following sections.11

Changing Demographics

Demographics are statistical characteristics of a population. They are also an important tool 
that managers can use to study workforce diversity. According to a report done for the U.S. 
Department of Labor by the Hudson Institute, the workforce and jobs of the twenty-first century 
will parallel changes in society and in the economy. This report indicates that five demographic 
issues will be especially important to managers in the twenty-first century:12

1. The population and the workforce will grow more slowly than at any time since the 1930s.
2. The average age of the population and the workforce will rise, and the pool of young workers 

entering the labor market will shrink.
3. More women will enter the workforce.
4. Minorities will make up a larger share of new entrants into the labor force.
5. Immigrants will represent the largest share of the increase in the general population and in 

the workforce.

The changing demographics of a population over an extended period can give managers 
insight into future diversity management challenges. For example, Figure 3.1 provides projec-
tions for average annual percent changes in various races of the U.S. population. According to the 
projections, the black population will grow at more than twice the annual rate of change of the 
white population between 1995 and 2050. Through 2020, the Asian and Pacific Islander popula-
tion group is projected to be the fastest-growing population segment. By the turn of the century, 
the Asian population had expanded to more than 11 million, and it will double its current size by 
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2020 and triple its current size by 2040. The American Indian, Eskimo, and Aleut race  segment 
is projected to grow, but not nearly as significantly as the Asian segment. Growth of the Hispanic 
population will also be a major element of total population growth. Each year from now to 2050, 
the Hispanic segment is projected to add more people to the U.S. population than the white 
segment will. Such demographic trends seem to indicate that the ability to handle diversity 
 challenges will be valuable to managers in the future.

Multi-Generation Workforce

Another diversity-related challenge facing managers concerns the number of generations work-
ing in an organization. The more generations a manager must manage, the more diverse the 
workforce and the more challenging the workforce is to manage.

Managers commonly manage multiple generations on a daily basis. These generations have 
been labeled and defined as follows:13

The Millennial Generation or Generation Y. People born after 1980 turned 18 to 33 years old 
in 2014, are 27 percent of the adult population, and are 57 percent of the non-Hispanic white 
population.
Generation X. People born between 1965 and 1980 turned 34 to 49 years old in 2014, are  
27 percent of the adult population, and are 61 percent of the non-Hispanic white population.
The Baby Boom Generation. People born between 1946 and 1964 turned 50 to 68 years old in 
2014, are 32 percent of the adult population, and are 72 percent of the non-Hispanic white 
population.
The Silent Generation. People born between 1928 and 1945 turned 69 to 86 years old in 
2014, are 12 percent of the adult population, and are 79 percent of the non-Hispanic white 
population.

Managing multiple generations is challenging because each generation brings its own unique 
experiences, values, and issues into the workplace. For example, Baby Boomers are staying in the 
workforce longer than previous generations did and are typically more interested in wellness, in 
having part-time jobs, and in having life longevity than other generations. On the other hand, 
Generation X is generally interested in a balance of personal life and work, while Generation Y is 
interested in being a part of a team, working in a collaborative environment, and engaging with 
social media and other technologies.14

The manager’s job is to understand the array of generations that exist in the workplace and to 
shape them into an engaged, productive team. Reverse mentoring is one useful tool that managers 
can use to help create such a team. Reverse mentoring is a process that pairs a senior employee 
with a junior employee for the purpose of transferring work skills, such as Internet skills, from 
the junior employee to the more senior employee. Popularized by Jack Welch, the former CEO 
at General Electric Corporation, the program was credited with helping to spread Internet skills 
within the company and enabling the company to become better positioned for doing e-business.

Overall, in shaping this productive multi-generational work team, managers should always keep 
the special traits of each generation in mind and use those traits to the organization’s advantage. 
For example, managers should keep in mind that millennials were raised on using social media. 
Enlisting the help of millennials in using social media to quickly collect information, make sense 
of it, and respond to it in real time should be helpful for quickly solving organizational problems.15

Ethnocentrism and Other Negative Dynamics

The changing demographics described in the Hudson Institute’s report set in motion certain 
 social dynamics that can interfere with workforce productivity. If an organization is to be success-
ful in diversifying, it must neutralize these dynamics.

Ethnocentrism Our natural tendency is to judge other groups less favorably than our own. 
This tendency is the source of ethnocentrism, the belief that one’s own group, culture, country, 
or customs are superior to those of others. Two related dynamics are prejudices and stereotypes. 
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A  prejudice is a preconceived judgment, opinion, or assumption about an issue, behavior, or 
group of people.16 A stereotype is a positive or negative assessment of members of a group or 
their perceived attributes. One example of stereotyping in the United States involves Muslims. 
Many Muslims living in the United States fear that because some Muslims are high-profile ter-
rorists, Americans might tend to stereotype all Muslims as terrorists. U.S. Muslims  represent 
more than 6 percent of the U.S. population; they constitute a disproportionate number of college 
 graduates, professionals, and business owners in American society; and they are responsible for 
only a negligible amount of crime. Many argue that stereotyping all Muslims as terrorists is dras-
tically unfair to the U.S. Muslim population. A recent study by the Pew Forum found that, of all 
groups in the United States, Muslims experience the most workplace discrimination.17

Overall, it is important for managers to know about such negative dynamics as ethnocen-
trism and stereotyping so that they can monitor their own perceptions and help their employees 
view diverse coworkers more accurately.

Discrimination When verbalized or acted upon, these negative dynamics can cause 
discomfort and stress for the judged individual. In some cases, there is outright discrimination. 
Discrimination is the act of treating an issue, person, or behavior unjustly or inequitably on 
the basis of stereotypes and prejudices. Consider the disabled person who is turned down for a 
promotion because the boss feels that this employee is incapable of handling the frequent travel 
required for this particular job. The boss’s prejudgment of this employee’s capabilities on the 
basis of his or her “difference”—and implementation of the prejudgment through differential 
treatment—constitutes discrimination. Or, consider an older worker who is turned down for a 
job because the manager thinks the worker is too old for the job. The actual turning down of the 
potential employee based on this managerial feeling could be considered age discrimination.18

Tokenism and Other Challenges Discrimination occurs when stereotypes are 
acted upon in ways that affect hiring, pay, or promotion practices—for example, when older 
employees are steered into less visible job assignments, which are unlikely to provide opportu-
nities for advancement. Other challenges facing minorities and women include the pressure to 
conform to the organization’s culture, extreme penalties for mistakes, and tokenism. Tokenism 
refers to being one of the few members of your group in the organization.19 “Token” employees 
are given either very high or very low visibility in the organization. One African American male 
indicated that his white female manager “discouraged” him from joining voluntary committees 

training managers how to deal with subconscious 
biases. The training includes videos, exercises, and 
reviews of research to understand what biases exist 
and how to minimize their effects. In one training 
program, a vice president realized that she favors 
outgoing personalities over quiet ones, and another 
realized that she assumes young workers are not 
committed to working hard. Training at BAE is also 
combined with other efforts to ensure fairness, such 
as requiring that every team interviewing job can-
didates include at least one woman or person of 
color so that the team has a broader perspective on 
potential employees.20

Managers and employees usually intend to be fair; 
a problem with stereotypes is that they are often 

in one’s subconscious. Researchers who investigate 
biases find evidence that stereotypes guide decisions. 
For example, when researchers have provided résu-
més hinting at racial or religious characteristics but 
otherwise have identical qualifications, responses to 
the résumés favor some groups over others. In other 
research, hiring choices reflect assumptions such as 
that black workers are more competitive and Asian 
workers collaborate more.

Defense contractor BAE Systems is among the 
companies that address the stereotype problem by 

BAE Systems Battles Stereotyping with Awareness

Practical Challenge: Neutralizing Stereotypes
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and task forces within the company—and at the same time, in his performance appraisal she 
criticized him for being “aloof ” and taking a “low-profile approach.”

In other cases, minorities are seen as representatives or “spokespeople” for all members of 
their group. As such, they are subject to high expectations and scrutiny from members of their 
own group. One Latino male employee described how other Latinos in the company “looked 
up to him” for his achievements in the organization. In general, ethnocentrism, prejudices, and 
 stereotypes inhibit people’s ability to accurately process information.

Sometimes, however, people of color are the most compelling spokespersons in promoting 
the issue of diversity. In 1983, an African American lawyer in New York named James O’Neal 
founded a program called Legal Outreach to increase diversity in the legal profession. The 
 program helps African American students in New York elementary schools prepare for careers 
in law. Legal Outreach’s comprehensive program includes after-school academic support, work-
shops that teach study and life skills, college preparation courses, field trips, and more. Now 
nationally acclaimed, the program has succeeded in sending more than 300 students to college, 
two-thirds of them to some of the nation’s most prestigious institutions. Eighty-five percent 
graduate in four years, and more than one-third go on to graduate or law school. Legal Outreach 
stands as a model of a pipeline diversity program for other cities to replicate.21

Negative Dynamics and Specific Groups

The following sections more fully discuss these negative dynamics as they pertain to women, 
minorities, older workers, and workers with disabilities.

Women Rosabeth Moss Kanter has researched the pressures women managers face. In her 
classic study of gender dynamics in organizations, she emphasizes as one of those pressures the 
high expectations women have of other women.22

Gender Roles Women in organizations confront gender-role stereotypes, or perceptions 
about people based on what our society believes are appropriate behaviors for men and women. 
Both sexes find their self-expression constrained by gender-role stereotyping. For  example, 
women in organizations are often assumed to be good listeners, an attribution based on our 
 societal view that women are nurturing. Although this assessment is a positive one, it is not true 
of all women or of any one woman all the time—hence the negative side of this stereotypical 
 expectation of women in the workplace.

Women professionals, for instance, often remark that they are frequently sought out by 
 colleagues who want to discuss non-work-related problems. Women managers also describe 
the subtle sanctions they experience from both men and women when they do not fulfill the 
 expectations that they will be nurturing managers.

The Glass Ceiling and Sexual Harassment A serious form of discrimination 
 affecting women in organizations has been dubbed the glass ceiling.23 The term refers to an  invisible 
“ceiling,” or barrier, to advancement.24 This term, originally coined to describe the limits confronting 
women, is now also used to describe the experiences of other minorities in organizations. Although 
both women and men struggle to balance work and family concerns, it  is still more  common for 
women to assume the primary responsibility for household management as well as their careers, and 
sometimes they are denied opportunities for advancement because of this stereotype.

Sexual harassment, another form of discrimination, is defined as any unwanted sexual 
language, behavior, or imagery negatively affecting an employee.25 According to the Equal 
Opportunity Commission, sexual harassment may include requests for sexual favors when such 
favors explicitly or implicitly become a term or condition of an individual’s employment or edu-
cation. Managers must keep in mind that although sexual harassment more often targets women, 
men can also be victims of sexual harassment in the workplace or educational settings.

Minorities Racial, ethnic, and cultural minorities also confront inhibiting stereotypes 
about their groups. Like women, they must deal with misunderstandings and expectations based 
on their ethnic or cultural origins.
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Many members of ethnic or racial minority groups have been socialized to be members 
of two cultural groups—the dominant culture and their particular racial or ethnic culture. 
Ella Bell, professor of organizational behavior at MIT, refers to this dual membership as 
biculturalism. In her study of African American women, she terms the stress of coping with 
membership in two cultures simultaneously as bicultural stress.26 She also indicates that 
role conflict (having to fill competing roles because of membership in two cultures) and role 
overload (having too many expectations to comfortably fulfill) are common characteristics of 
bicultural stress. Although these are problems for many minority groups, they are particularly 
intense for women of color because this group experiences negative dynamics affecting both 
minorities and women.

Internalized norms and values of one’s culture of origin can lead to problems and mis-
understandings in the workplace, particularly when a manager relies solely on the cultural 
norms of the majority group when dealing with people not of that group. According to the 
norms of American culture, for example, it is acceptable—even beneficial—to publicly praise 
an individual for a job well done. However, in cultures that place primary value on group 
harmony and collective achievement, this way of rewarding an employee will cause emotional 
discomfort because the employee will fear that, if praised publicly, she will “lose face” in 
her group.

 MyManagementLab: Try It, Global Culture and Diversity
If your instructor has assigned this activity, go to mymanagementlab.com to try  
a simulation exercise about a global consumer goods business.

Being a woman and the member of a minority group can present a double hurdle in invest-
ment banking. For this reason, leadership at Morgan Stanley initiated its Emerging Manager 
Program to identify and support up-and-coming asset managers, particularly women of color. 
The program seeks to partner with and provide capital to asset managers in underrepresented 
segments (such as women-owned and minority-owned businesses). The goal is to increase the 
number of female and minorities in asset management, thereby creating a broader pool of talent 
and, ultimately, enhancing business results.27

Older Workers Older workers are a significant and valuable component of the 
labor force.28 Approximately 16 million Americans over 55 years of age are employed or 
looking for work. Older workers are becoming an important labor force component. From 
2002 to 2012, progressively fewer younger employees were available for hire because of 
the slow population growth between 1966 and 1985. During this same period, the pool of 
older workers available for hire increased faster than that of any other age segment and 
comprised more than 19 percent of the labor market.29

Anticipating this simultaneous shortage of younger workers and increase in the num-
ber of older workers in the labor market, many managers have recommended that now is 
the time to start recruiting older workers.30 Successful tactics for recruiting older workers 
include asking for referrals from current employees, using employment agencies, contact-
ing local senior citizens community groups, and surveying members of various churches. 
Advantages of hiring older workers include their willingness to work nontraditional sched-
ules, their ability to serve as mentors, and their strong work ethic. Disadvantages of hiring 
older workers might include their lack of technology experience and possible increased ben-
efit costs to the organization due to their health-care needs. Once hired, management must 
focus on meeting the needs of older workers. For example, management must understand 
issues such as job preferences and that the personal needs of older versus younger workers 
are normally different. As a result, management will normally have to take special steps to 

Effective managers retain their 
valuable older workers by 
recognizing and meeting their 
special needs.
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meet the needs of the two different groups of workers. However, such steps will help man-
agement retain older workers and encourage older workers to be as  productive as possible.31

Stereotypes and Prejudices Older workers face some specific challenges because of 
managers’ views of older people. Stereotypes and prejudices link age with senility, incompetence, 
and lack of worth in the labor market. Jeffrey Sonnenfeld, an expert on senior executives and 
older workers, compiled research findings from several studies of older employees. He found 
that managers view older workers as “deadwood” and seek to “weed them out” through pension 
incentives, biased performance appraisals, and other methods.32

Actually, Sonnenfeld’s compilation of research indicates that even though older manag-
ers are more cautious, less likely to take risks, and less open to change than younger  managers, 
many are high performers. Studies that tracked individuals’ careers over the long term conclude 
that a peak in performance occurs at about age 45 to 50, and a second peak occurs at about 
age  55 to 60. Performance in some fields (e.g., sales) either improves with age or does not 
 significantly decline.

It is thus the manager’s responsibility to value older workers for their contributions to the 
organization and to see that they are treated fairly. This task requires an understanding of, and sen-
sitivity to, the physiological and psychological changes that older workers sometimes  experience. 
Supporting older workers also requires paying attention to how performance appraisal processes, 
retirement incentives, training programs, blocked career paths, union insurance  pensions, and 
affirmative action goals affect this segment of the workforce.

Workers with Disabilities People with disabilities are subject to the same negative 
dynamics that plague women, minorities, and older workers. For example, one manager con-
fessed that before he attended diversity training sessions offered through a nearby university, 
he felt “uncomfortable” around disabled people. One disabled professional reported that she 
was always received warmly over the phone and told that her background was exactly what the 
company was looking for, but when she showed up for job interviews, she was often rebuffed and 
informed that her credentials were insufficient.

Many companies, though, are rejecting such negative dynamics and taking proactive steps to 
employ workers with disabilities. For example, Walgreens Company, the nation’s  largest drug store 
chain, proactively pursues the hiring of workers with disabilities. The company’s 670,000-square-
foot distribution center in Anderson, South Carolina, which services stores throughout the 
southeastern United States, was designed to be adaptable to the needs of  workers with disabilities. 
Nearly half the facility’s 700 employees have a disability of some kind, such as autism, mental 
retardation, and hearing or vision impairments. The facility’s success has prompted the company 
to increase its hiring of candidates with disabilities. Careers and the Disabled magazine named 
Walgreens the “Private-Sector Employer of the Year” for its  commitment to hiring and promoting 
workers with disabilities.33

STRATEGIES FOR PROMOTING 
DIVERSITY IN ORGANIZATIONS
This section looks at several approaches to diversity and strategies that managers can consider 
as they plan for promoting cultural diversity in their organizations. First, the six strategies for 
modern management offered by the Hudson Institute report focusing on the twenty-first-
century workforce are explored. Then the requirements of the Equal Employment Opportunity 
Commission, which is legally empowered to regulate organizations to ensure that manage-
ment practices enhance diversity, are discussed, along with affirmative action. Next, promoting 
 diversity through various levels of commitment is covered. Finally, promoting diversity through 
pluralism is discussed.
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Promoting Diversity through Hudson 
Institute Strategies

According to the Hudson Institute, six major issues demand the full attention of U.S. business 
leaders of the twenty-first century and require them to take the following actions:34

1. Stimulate balanced world growth—The United States must pay less attention to its share of 
world trade and more attention to the growth of the economies of other nations of the world, 
including the nations in Europe, Latin America, and Asia, with which the United States 
competes.

2. Accelerate productivity increases in service industries—Prosperity will depend much more 
on how quickly output per worker increases in health care, education, retailing, government, 
and other services than on gains in manufacturing.

3. Maintain the dynamism of an aging workforce—As the age of the average American 
worker climbs toward 40, the nation must make sure that its workforce does not lose its 
adaptability and willingness to learn.

4. Reconcile the conflicting needs of women, work, and families—Despite a huge influx of 
women into the workforce in the last two decades, many organizational policies covering 
pay, fringe benefits, time away from work, pensions, welfare, and other issues do not yet 
 reflect this new reality.

5. Fully integrate African American and Hispanic workers into the economy—The decline 
in the number of “traditional” white male workers among the younger workers, the rapid 
pace of industrial change, and the increasing skill requirements of the emerging economy 
make the full utilization of minority workers a particularly urgent necessity for the future.

6. Improve the education and skills of all workers—Human capital (knowledge, skills, orga-
nization, and leadership) is the key to economic growth and competitiveness.

As these key strategies for modern management suggest, many of the most significant manage-
rial challenges that lie ahead result from dramatic demographic shifts and other complex  societal 
issues. Organizations—and, ultimately, their leaders and managers—will need to clarify their own 
social values as they confront these dynamics. Social values, discussed further in Chapter 7, are the 
relative worth society places on different ways of existence and functioning.

The six strategies outlined in the report strongly imply that organizations need to become 
more inclusive—that is, to welcome a broader mix of employees and to develop an organiza-
tional culture that maximizes the value and potential of each worker. As with any major initia-
tive, commitment to developing an inclusive organization begins at the top of the organizational 
hierarchy. However, on a day-to-day operational basis, each manager’s level of commitment is a 
critical determinant of how well or how poorly the organization’s strategies and approaches will 
be implemented.

Promoting Diversity through Equal 
Employment and Affirmative Action

The Equal Employment Opportunity Commission (EEOC) is the federal agency that enforces 
the laws regulating recruiting and other management practices. Chapter 10 contains a more 
 extended discussion of the EEOC. Affirmative action programs are designed to eliminate barri-
ers and increase opportunities for underutilized or disadvantaged individuals. These programs 
are positive steps toward promoting diversity and have created career opportunities for both 
women and minority groups.

Unquestionably, complying with EEOC legislation can help to promote diversity in organi-
zations and, as a result, help organizations gain the many diversity-related advantages  discussed 
earlier. On the other hand, not following the legislation can be expensive. As an example, 
 consider the 15-year span of government data in Figure 3.2 of monetary settlements to employ-
ees who sued organizations for noncompliance with EEOC legislation. Legal settlements to 
employees reached highs of $148.7 million in 2003 and $168.6 in 2004 but have since shown 
a decline. Overall, managers should view the EEOC as a source of guidance on how to build 
 organizational diversity and reap its related advantages rather than as a source of punishment 
when EEOC legislation is not followed.
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Still, organizations can do much more. For example, some employees are hostile toward 
 affirmative action programs because they feel these programs have been misused to create 
reverse  discrimination—that is, they discriminate against members of the majority group 
in order  to help  groups that are underrepresented in the organization. When management 
implements appropriate legal approaches but stops short of developing a truly multicultural 
 organization, intergroup conflicts are highly likely.

Promoting Diversity through Organizational 
Commitment

Figure 3.3 shows the range of organizational commitment to multiculturalism. At the top of the 
continuum are organizations that have committed resources, planning, and time to the ongo-
ing shaping and sustaining of a multicultural organization. At the bottom of the continuum 
are  organizations that make no effort whatsoever to achieve diversity in their workforces. Most 
 organizations fall somewhere between the extremes depicted in the figure.

Ignoring Differences Some organizations make no effort to promote diversity and do 
not even bother to comply with affirmative action and EEOC standards. These organizations 
send a clear message to their employees that the dynamics of difference are unimportant. By 
ignoring EEOC policies, they send their managers the even more detrimental message that it is 
permissible to maintain exclusionary practices.

Complying with External Policies Some organizations base their diversity 
strategies solely on compliance with affirmative action and EEOC policies. They make no 
attempt to provide education and training for employees, nor do they use the organization’s 
reward system to reinforce managerial commitment to diversity. Managers in some companies 
in this category breach company affirmative action and EEOC policies with impunity. When 
top management does not discipline them, the likelihood of costly legal action against the 
 organization increases.

Enforcing External Policies Some organizations go so far as to enforce affirmative 
action and EEOC policies but provide no organizational support for diversity education or train-
ing. Managerial commitment to a diverse workforce is either weak or inconsistent.
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Responding Inadequately Other organizations fully comply with affirmative  action 
and EEOC policies but define these policies quite narrowly. Organizational systems and 
 structures are inadequate to support real organizational change. In addition, education and 
training in diversity are sporadic, and managerial rewards for implementing diversity programs 
are inconsistent or nonexistent. Although these organizations may design some useful pro-
grams, the programs are unlikely to result in any long-term organizational change, and thus the 
organizational climate never becomes truly receptive to diverse groups.

Implementing Adequate Programs Some organizations effectively implement 
affirmative action and EEOC policies, provide ongoing education and training programs 
pertaining to diversity, and tie managerial rewards to success in meeting diversity goals and 
 addressing diversity issues. However, such companies may still make only a minimal attempt 
to cultivate the kind of inclusive and supportive organizational climate in which employees 
will feel comfortable.

Taking Effective Action The most effective diversity efforts are based on manage-
rial implementation of affirmative action and EEOC policies that are developed in conjunction 

No diversity efforts:
 Noncompliance with affirmative action and EEOC

Diversity efforts based on:
 Compliance with affirmative action and EEOC policies
 Inconsistent enforcement and implementation (those who breach policies may not be 

  sanctioned unless noncompliance results in legal action)
 Support of policies is not rewarded; organization relies on individual managers’

  interest or commitment

Diversity efforts based on:
 Compliance with and enforcement of affirmative action and EEOC policies
 No organizational supports with respect to education, training
 Inconsistent or poor managerial commitment

Diversity efforts based on:
 Narrowly defined affirmative action and EEOC policies combined with one-shot 

  education and/or training programs
 Inconsistent managerial commitment; rewards not tied to effective implementation 

  of diversity programs and goal achievement
 No attention directed toward organizational climate

Diversity efforts based on:
 Effective implementation of affirmative action and EEOC policies
 Ongoing education and training programs 
 Managerial commitment tied to organizational rewards
 Minimal attention directed toward cultivating an inclusive and supportive 

  organizational climate

Broad-based diversity efforts based on:
 Effective implementation of affirmative action and EEOC policies
 Organization-wide assessment and management’s top-down commitment to diversity 
 Managerial commitment tied to organizational rewards
 Ongoing processes of organization assessment and programs for the purpose of 

  creating an organizational climate that is inclusive and supportive of diverse groups

FIGURE 3.3
Organizational diversity 
continuum
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with an organization-wide assessment of the company’s systems and structures. Such an 
assessment is necessary to determine how these systems and structures support or hinder 
diversity goals.

Generally, for such a comprehensive assessment to take place, top management must 
“buy” the idea that diversity is important to the company. Actually, support from the top 
is critical to all successful diversity efforts and underlies tying organizational rewards 
to managers’ commitment to diversity. Ongoing assessment and continuing programs 
are also necessary to create an organizational climate that is inclusive and supportive of 
diverse groups.

Promoting Diversity through Pluralism

Pluralism refers to an environment in which differences are acknowledged, accepted, and 
seen as significant contributors to the entirety. A diverse workforce is most effective when 
managers are capable of guiding the organization toward achieving pluralism. Approaches or 
strategies to achieve effective workforce diversity have been classified into five major catego-
ries by Jean Kim of Stanford University:35

1. “Golden Rule” approach
2. Assimilation approach
3. “Righting-the-wrongs” approach
4. Culture-specific approach
5. Multicultural approach

Each approach is described briefly in the following sections.

“Golden Rule” Approach The “Golden Rule” approach to diversity relies on the bibli-
cal dictate “Do unto others as you would have them do unto you.”37 The major strength of this ap-
proach is that it emphasizes individual morality. Its major flaw is that individuals apply the Golden 
Rule from their own particular frames of reference without knowing the cultural expectations, 
traditions, and preferences of the other person.

One African American male manager recalled a situation in which he was having difficulty 
scheduling a work-related event. In exasperation, he suggested scheduling the event for a Saturday. 

Compliance with EEOC 
policies is one way to promote 
diversity.
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service—in 80 countries. Sodexo’s top executives serve as 
mentors, with a majority of these relationships crossing 
cultural lines. Each executive has responsibility for one 
of Sodexo’s employee resource groups, and a significant 
share of executive bonuses is tied to reaching objectives 
for diversity. Diversity success stories abound. In Europe, 
for example, Sodexo has the most government charters 
(recognition) for inclusion of persons with disabilities. In 
the United States, the resource group for gay and lesbian 
workers has compiled a “conversation guide” to help 
when discussing challenges and policies affecting these 
workers.36

Successful international companies embrace and 
promote pluralism on a global scale. Their man-

agers learn about the cultures of employees and view 
these cultures as sources of a variety of strengths. 
At the same time, they define goals, values, and 
prac tices for the entire organization to unite behind. 
They also invite high-potential employees from all 
cultures and generations to participate in training and 
development.

Sodexo is one such company. The French company 
has more than 400,000 employees—who provide a vari-
ety of services, including maintenance, cleaning, and food 

Promoting Diversity Globally: The Sodexo Example

Tips for Managing around the Globe
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The multicultural approach 
to pluralism assumes that 
an entire organization must 
change in order to accept the 
diversity of its workforce.

He was then reminded by a coworker that many of the com-
pany’s Jewish employees go to religious services on Saturday. 
He was initially surprised but then somewhat embarrassed 
that he had simply assumed that “all people” attend “church” 
on Sunday.

Assimilation Approach The assimilation ap-
proach advocates shaping organization members so that 
they fit in with the existing culture of the organization. This 
approach pressures employees who do not belong to the 
dominant culture to conform—at the expense of their own 
cultures and worldviews. The end result is a homogeneous 
culture that suppresses the creativity and diversity of views 
that could benefit the organization.

One African American woman in middle management 
said, “I always felt uncomfortable in very formal meetings. I 
tend to be very animated when I talk, which is not the norm 
for the company. Until I became more comfortable with 
myself and my style, I felt inhibited. I was tempted to try to 
change my style to fit in.”

“Righting-the-Wrongs” Approach “Righting-the-wrongs” is an approach that 
 addresses past injustices experienced by a particular group. When a group’s history places its 
members at a disadvantage for achieving career success and mobility, policies are developed 
to create a more equitable set of conditions. For example, the original migration of African 
Americans to the United States was forced on them as slaves. Righting-the-wrongs approaches 
are designed to compensate for the damages African Americans have suffered because of 
 historical inequalities.

This approach most closely parallels the affirmative action policies to be discussed in 
Chapter 10. It goes beyond affirmative action, however, in that it emphasizes drawing upon the 
unique talents of each group in the service of organizational productivity.

Culture-Specific Approach The culture-specific approach teaches employees the 
norms and practices of another culture to prepare them to interact with people from that culture 
effectively. This approach is often used to help employees prepare for international assignments. 
The problem with this approach is that it usually fails to give employees a genuine appreciation 
for the culture they are about to encounter.

Stewart Black and Hal Gregerson, in their study of managers on assignment in foreign 
countries, found that some managers identify much more with the parent firm than with the 
local operation.38 For instance, one male manager, after spending two years opening retail outlets 
throughout Europe, viewed Europeans as “lazy and slow to respond to directives.” Obviously, 
his training and preparation had failed to help him adjust to the European host countries and to 
appreciate their peoples and cultures.

Multicultural Approach The multicultural approach gives employees the oppor tunity 
to develop an appreciation both for  differences of a culture and for variations in personal charac-
teristics. This approach focuses on how interpersonal skills and attitudinal changes relate to orga-
nizational performance. One of its strengths is that it assumes the organization itself—as well as the 
individuals working within it—will be required to change in order to  accommodate the diversity of 
the organization’s workforce.

The multicultural approach is probably the most effective approach to pluralism because 
it advocates change on the part of management, employees, and organization systems and 
structures. It has the added advantage of stressing that equity demands making some efforts 
to “right the wrongs” so that underrepresented groups are fairly included throughout the 
organization.
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HOW MANAGERS PROMOTE 
DIVERSITY
Managers play an essential role in bringing forth the potential capabilities of each person within 
their departments. This task requires competencies that are anchored in the four basic manage-
ment functions of planning, organizing, influencing, and controlling. In this context, planning 
refers to the manager’s role in developing programs to promote diversity, while organizing, 
 influencing, and controlling take place in the implementation phases of those programs.

Planning

Recall from Chapter 1 that planning is a specific action proposed to help the organization 
achieve its objectives. It is an ongoing process that includes troubleshooting and continually 
identifying areas where improvements can be made. Planning for diversity may involve select-
ing diversity training programs for the organization or setting diversity goals for employees 
within the department.

Setting goals for the recruitment of members of underrepresented groups is a key compo-
nent of diversity planning. If top management has identified Hispanics as an underrepresented 
group within the company, every manager throughout the company will need to collaborate with 
the human resources department to achieve the organizational goal of higher Hispanic represen-
tation. For example, a manager might establish goals and objectives for the increased representa-
tion of this group within five years. To achieve this five-year vision, the manager will need to set 
benchmark goals for each year.

Organizing

According to Chapter 1, organizing is the process of establishing orderly uses for all resources 
within the management system. To achieve a diverse workplace, managers have to work with 
human resource professionals in the areas of recruitment, hiring, and retention so that the best 
match is made between the company and the employees it hires. Managerial responsibilities in 
this area may include establishing task forces or committees to explore issues and provide ideas, 
carefully choosing work assignments to support the career development of all employees, and 
evaluating the extent to which diversity goals are being achieved.

After managers have begun hiring from a diverse pool of employees, they will need to focus 
on retaining them by paying attention to the many concerns of a diverse workforce. In the case 
of employees with families, skillfully using the organization’s resources to support their needs of 
daycare for dependents, allowing flexible work arrangements in keeping with company policy, 
and assigning and reassigning work responsibilities equitably to accommodate family leave usage 
are all examples of managers applying the organizing function.

Influencing

According to Chapter 1, influencing is the process of guiding the activities of organization 
 members in appropriate directions. Integral to this management function are an effective 
 leadership style, good communication skills, knowledge about how to motivate others, and 
an understanding of the organization’s culture and group dynamics. In the area of diversity, 
 influencing organization members means that managers not only must encourage and support 
employees to participate constructively in a diverse work environment, but also must themselves 
engage in the career development and training processes that will give them the skills to facilitate 
the smooth operation of a diverse work community.

Managers are accountable as well for informing their employees of breaches of organizational 
policy and etiquette. Let us assume that the diversity strategy selected by top management includes 
educating employees about organizational policies concerning diversity (e.g., making sure that 
employees understand what constitutes sexual harassment) as well as providing workshops for 
employees on specific cultural diversity issues. The manager’s role in this case would be to hold 
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employees accountable for learning about company diversity policies and complying with them. 
Managers could accomplish this task by consulting with staff and holding regular group meetings 
and one-on-one meetings when necessary. To encourage participation in diversity workshops, 
the manager may need to communicate to employees the importance the organization places on 
this knowledge base. Alternatively, the manager might choose to tie organizational rewards to the 
development of diversity competencies. Examples of such rewards are giving employees public 
praise or recognition and providing workers with opportunities to use their diversity skills in 
desirable work assignments.

Controlling

Overseeing compliance with the legal stipulations of the EEOC and affirmative action is one 
aspect of the controlling function in the area of diversity. According to Chapter 1, controlling 
is the set of activities that make something happen as planned. Hence, the evaluation activities 
necessary to assess diversity efforts are part of the controlling role managers play in shaping a 
multicultural workforce.

Managers may find this function to be the most difficult of the four to execute. It is not 
easy to evaluate planned-change approaches in general, and it is particularly hard to do so in 
the area of diversity. Many times the most successful diversity approaches reveal more problems 
as employees begin to speak openly about their concerns. Moreover, subtle attitudinal changes 
in  one group’s perception of another group are difficult to measure. What can be accurately 
measured are the outcome variables of turnover; representation of women, minorities, and 
other underrepresented groups at all levels of the company; and legal problems stemming from 
inappropriate or illegal behaviors (e.g., discrimination and sexual harassment).

Managers engaged in the controlling function in the area of diversity need to continually moni-
tor their units’ progress with respect to diversity goals and standards. They must also decide what 
control measures to use (e.g., indicators of productivity, turnover, absenteeism, or promotion) and 
how to interpret the information these measures yield in light of diversity goals and standards.

For example, a manager may need to assess whether the low rate of promotions for African 
American men in her department is due to subtle biases against this group or group members’ 
poor performance compared to that of others in the department. She may find that she needs to 
explore current organizational dynamics as well as create effective supports for this group. Such 
supports might include fostering greater social acceptance of African American men among 

With employees of all ages, deliver realistic feed-
back and accurate information about opportunities 
so that the employees can set achievable career 
goals.
Set up programs to help young workers make a 
visible contribution quickly. Engage older workers 
by showing how their support will help the entire 
business.
Instead of relying on assumptions about age groups, 
talk to individuals about their career goals and what 
motivates them.
Treat employees of all ages with respect.

Would you expect a young worker and a worker 
nearing retirement to be motivated by the 

same kinds of leadership and rewards? Managers and 
 researchers have found some different tendencies of 
different age groups, but they also caution managers 
not to rely on stereotypes. Here are some ideas for 
 motivating employees from different generations:39

Older managers frequently say that young  workers 
have a “sense of entitlement” rather than the  patience 
to work their way up to greater responsibility. To  
motivate these workers, redefine their supposed 
 impatience as a desire to learn and contribute.

Motivating across the Generations

Steps for Success



 CHAPTER 3 Management and Diversity 69

other employees, learning more about the African American males’ bicultural experiences in 
the company, making mentoring or other opportunities available to members of this group, and 
providing them with some specific job-related training.

Management Development  
and Diversity Training

Given the complex set of managerial skills needed to promote diversity, it is obvious that man-
agers will need organizational support if the company is to achieve its diversity goals. One 
important component of the diversity strategy of a large number of companies is diversity 
training.40 Diversity training is a learning process designed to raise managers’ awareness and 
develop their competencies to deal with the issues endemic to managing a diverse workforce. 
More and more, managers are recognizing that a diverse workforce is critical to the explora-
tion of new ideas and the creation of innovation in organizations and that diversity training is a 
valuable tool in achieving this diversity.41

Basic Themes of Diversity Training Training is the process of developing 
 qualities in human resources that will make those employees more productive and better able 
to contribute to organizational goal attainment. Some companies develop intensive programs 
for management and less intensive, more generalized programs for other employees. Such pro-
grams are discussed further in Chapter 10 and generally focus on the following five components 
or themes:

1. Behavioral awareness
2. Acknowledgment of biases and stereotypes
3. Focus on job performance
4. Avoidance of assumptions
5. Modification of policy and procedure manuals

Stages in Managing a Diverse Workforce Donaldson and Scannell, authors 
of Human Resource Development: The New Trainer’s Guide, have developed a four-stage model to 
describe how managers progress in managing a diverse workforce.42 In the first stage, known as 
“unconscious incompetence,” managers are unaware that some behaviors they engage are prob-
lematic for members of other groups. In the second stage, “conscious incompetence,” managers 
go through a learning process in which they become conscious of the behaviors that make them 
incompetent in their interactions with members of diverse groups.

The third stage is one of becoming “consciously competent.” Managers learn how to interact 
with diverse groups and cultures by deliberately thinking about how to behave. In the last stage, 
“unconscious competence,” managers have internalized these new behaviors and feel so comfort-
able relating to others different from themselves that they need to devote little conscious effort 
to do so. Managers who have progressed to the “unconscious competence” stage will be the most 
effective with respect to interacting in a diverse workforce. Effective interaction is key to carrying 
out the four management functions previously discussed.

Table 3.2 summarizes our discussion of the challenges facing those who manage a diverse 
workforce. Managers, who are generally responsible for controlling organizational goals and out-
comes, are accountable for understanding these diversity challenges and recognizing the dynam-
ics described here. In addition to treating employees fairly, they must influence other employees 
to cooperate with the company’s diversity goals.

Understanding and Influencing Employee Responses Managers cannot 
rise to the challenges of managing a diverse workforce unless they recognize that many employees 
have difficulties coping with diversity. Among these difficulties are natural resistance to change, 
ethnocentrism, and lack of information and outright misinformation about other groups, as 
well as prejudices, biases, and stereotypes. Some employees lack the motivation to understand 
and cope with cultural differences, which require time, energy, and a willingness to take some 
 emotional risks.
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Another problem is that employees often receive no social rewards (e.g., peer support and 
approval) or concrete rewards (e.g., financial compensation or career opportunities) for cooperating 
with the organization’s diversity policies.

Despite all these difficulties, managers cannot afford to ignore or mismanage diversity issues 
because the cost of doing so is interpersonal and causes intergroup conflicts. These conflicts 
often affect the functioning of the work group by destroying cohesiveness and causing communi-
cations problems and employee stress.

Managers who are determined to deal effectively with their diverse workforce can usually 
obtain organizational support. One primary support is education and training programs designed 
to help employees work through their difficulties in coping with diversity. Besides  recommending 
such  programs to their employees, managers may find it helpful to enroll in available programs 
themselves.

Getting Top-Down Support Another important source of support for managers 
dealing with diversity issues is top management. Organizations that provide top-down support 
are likely to exhibit the following features:

1. Managers skilled at working with a diverse workforce
2. Effective education and diversity training programs
3. An organizational climate that promotes diversity and fosters peer support for exploring 

diversity issues
4. Open communication between employees and managers about diversity issues
5. Recognition of employees’ development of diversity skills and competencies
6. Recognition of employee contributions to diversity goals
7. Organizational rewards for managers’ implementation of organizational diversity goals and 

objectives

TABLE 3.2  Organizational Challenges and Supports Related to Managing 
a Diverse Workforce

Organizational Challenges Organizational Supports

Employees’ difficulties in coping with cultural 
diversity

Resistance to change

Ethnocentrism

Lack of information and misinformation

Prejudices, biases, and stereotypes

Reasons employees are unmotivated to 
 understand cultural  differences:

 Lack of time and energy and unwillingness 
to assume the  emotional risk necessary 
to explore issues of diversity

 Absence of social or concrete rewards for 
investing in diversity work

 Interpersonal and intergroup conflicts 
 arising when diversity  issues are either 
 ignored or mismanaged

Work group problems

Lack of cohesiveness

Communication problems

Employee stress

Educational programs and training to assist 
employees in working through difficulties

Top-down management support for diversity

Managers who have diversity skills and 
 competence

Education and training

Awareness raising

Peer support

Organizational climate that supports diversity

Open communication with manager about 
diversity issues

Recognition for employee development of 
diversity skills and  competencies

Recognition for employee contributions to 
diversity goals

Organizational rewards for managers’ 
 implementation of organizational diversity 
goals and objectives
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An organization such as GE Lighting that uses the 
diverse talents of its workforce can reap many 
rewards. Some experts believe that one of the 

best ways for a company such as GE Lighting to capture 
a diverse customer base is to make sure that its deci-
sion makers are a diverse group. Diversity could include 
people of different religions, sexes, nationalities, and 
generations.

Promoting a diverse group of decision makers will  ensure 
sensitivity to diversity issues, giving GE Lighting a better 
chance of establishing businesses characterized by such diver-
sity. At GE’s parent company headquarters, the chief diversity 
officer and Corporate Diversity Council ensure that diversity 
goals are a part of the company’s strategy. Not only does this 
type of arrangement keep diversity on the agenda for plan-
ning and control, but it also ensures top-down support for 
valuing diversity.

Diversity activity takes many forms at General Electric overall 
and at GE Lighting in particular. Its partnership with MC2 STEM 
High School and support for STEM Camp encourage  female, 
 urban, and minority students to consider technology-related 
 careers. Affinity groups and training programs help its employees 
gain support and learn skills for succeeding in a highly competi-
tive business environment. Programs such as Get Skills to Work 
help the company recruit workers such as returning veterans who 
otherwise might have difficulty finding job opportunities.

The success of a company such as GE Lighting in its  diversity 
program will enhance the productivity of its diverse workforce. 
An organization’s diversity programs will help a diverse work-
force  feel valued and at ease in its work setting and thereby 
 perform better than workers who feel their organization has little 
respect for them as people. As a result of its required diversity 
training, GE Lighting can retain employees and thus lower per-
sonnel costs related to recruiting and training.

Legislation and government involvement cannot pro-
vide complete direction for creating diversity in organiza-
tions. GE  Lighting’s managers, from Maryrose Sylvester on 
down, understand that organizations should not wait for laws 
and government to provide guidelines for creating a diverse 

organization. Instead, management should re-create the com-
pany to reflect the markets in which it operates. For example, 
given demographics reflecting population trends, GE Lighting 
will probably be recruiting and hiring a greater proportion of 
Asian and Hispanic employees.

If an organization such as GE Lighting increases the pro-
portion of Asian and Hispanic employees, company diversity 
training programs should be modified to include sensitivity 
toward factors relevant to the Asian and Hispanic cultures. 
This training should emphasize factors such as religion, values, 
and behavioral norms specific to these two groups. Such modi-
fication of diversity training at GE Lighting would be aimed 
at eliminating ethnocentrism within the company relating to 
these two demographic groups.

When management is committed to diversity, diversity 
programs are normally successful. In turn, by virtue of its finan-
cial investment in global diversity, GE Lighting demonstrates 
its commitment to building a world-class  organization—a fact 
that is not lost on current and future employees. A reputa-
tion for diversity makes GE Lighting more attractive as an 
employer—and enables GE Lighting to attract and  retain high-
performing employees. In turn, top performers are  typically the 
most successful at innovation and productivity—areas where 
GE Lighting needs to excel if it is to hold competitive advantage 
in the marketplace.

In terms of the organizational diversity continuum, GE 
Lighting’s commitment to diversity seems broad based. This 
broad-based commitment is reflected in company-wide prac-
tices related to recruiting, hiring, and training a diverse work-
force. The broad-based commitment is also evident in GE’s 
selection of a woman to head its lighting business. Consistent 
with diversity  initiatives in most  organizations, GE’s managers 
are given extensive diversity training. Managers in a company 
such as GE who know how to interact with people of differ-
ent cultures will be the most successful in creating productive 
multicultural teams in  organizations. Overall, diversity train-
ing for  managers at GE is aimed to help them become more 
 sensitive to other cultures and thereby more capable of using 
planning,  organizing, influencing, and controlling skills to help 
the  organization meet its diversity goals.

In addition to managers, nonmanagers within the organiza-
tion can be a focus of specially designed diversity training.

CHALLENGE CASE SUMMARY

 MyManagementLab: Assessing Your Management Skill
If your instructor has assigned this activity, go to mymanagementlab.com and decide 
what advice you would give a GE Lighting manager.
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CLASS PREPARATION AND PERSONAL STUDY
To help you prepare for class, perform the activities outlined in this section. Performing these activities will help you  
to significantly enhance your classroom performance.

Reflecting on Target Skill

On page 51, this chapter opens by presenting a target management skill along with a 
list of related objectives outlining knowledge and understanding that you should aim to 
acquire related to that skill. Review this target skill and the list of objectives to make sure 
that you’ve acquired all pertinent information within the chapter. If you do not feel that 
you’ve reached a particular objective(s), study related chapter coverage until you do.

Know Key Terms

Understanding the following key terms is critical to your understanding of chapter  material. 
Define each of these terms. Refer to the page(s) referenced after a term to check your 
 definition or to gain further insight regarding the term.

diversity 53
majority group 53
minority group 53
demographics 56
reverse mentoring 57
ethnocentrism 57

prejudice 58
stereotype 58
discrimination 58
tokenism 58
gender-role stereotypes 59
bicultural stress 60

role conflict 60
role overload 60
reverse discrimination 63
pluralism 65
diversity training 69

 3-3. Assume you are ethnocentric. List three specific 
 beliefs about your own culture that you might pos-
sess. Would such beliefs be a hindrance or a help in 
your becoming a successful manager? Explain.

 3-1. When managing people, describe the significance of 
understanding both “minority” and “majority” groups 
as they exist in an organization.

 3-2. Explain how average annual percentage changes in 
the U.S. population by race from 1995 to 2050 should 
influence today’s diversity planning for organiza-
tions of the future.

Know How Management Concepts Relate

This section comprises activities that will further sharpen your understanding of  
management concepts. Answer essay questions as completely as possible.

DEVELOPING MANAGEMENT SKILL This section is specially designed to help you 
develop diversity skill. An individual’s diversity skill is based on an understanding of 
diversity concepts and on the ability to apply those concepts in management situations. 
The following activities are designed both to heighten your understanding of diversity 
concepts and to develop your ability to apply those concepts in a variety of management 
situations.
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MANAGEMENT SKILLS EXERCISES
Learning activities in this section are aimed at helping you develop management skills.

 Cases

Diverse Employees Contribute to GE 
Lighting’s Bright Future

The case that introduces this chapter, “Diverse Employees 
Contribute to GE Lighting’s Bright Future,” and its related 
Challenge Case Summary were written to help you better 
understand the management concepts contained in this 
chapter. Answer the following discussion questions about 
the Challenge Case to better understand how concepts 
 relating to management and diversity can be applied in an 
organization such as GE Lighting.

 3-4. How important is it to GE Lighting to have a diverse 
workforce? Discuss fully.

 3-5. How would you control diversity activities at GE 
Lighting if you were top management?

 3-6. As GE Lighting’s top management, what steps would 
you take to increase commitment for diversity through-
out the organization? Be as specific as possible.

Cracker Barrel Moves Forward

Read the case and answer the questions that follow. Studying 
this case will help you better understand how concepts relat-
ing to discrimination can be applied in a company such as 
Cracker Barrel.

Rustic exteriors. Rocking chairs on a covered porch. 
Country music from the 1950s beckoning customers in. 
Home cooking that would make anyone’s grandmother 
proud. Such are the iconic sights and sounds that embody 
the Cracker Barrel restaurant. Based in Lebanon, Tennessee, 
the chain is a staple along highways, featuring pancakes, 
biscuits, chicken fried steak, blackberry cobbler, and apple 
butter. Along with its Southern-style menu is a general store 
that offers games, candies, and country kitsch—all with a 
welcoming, country feel.

The first Cracker Barrel restaurant opened in 1969, 
and  by 1996, there were 257 stores across the South. 
Today,  there are well over 600 locations in 42 states 
(crackerbarrel.com). The company prides itself on being an 
alternative to fast food for travelers on the interstate high-
way system.

Although Cracker Barrel displays wholesomeness today, 
that image was tarnished a few years ago. However, the res-
taurant has shown a determination to move forward with a 
strong sense of diversity.

In 2004, after ongoing legal action, Cracker Barrel agreed 
to pay $8.7 million as a settlement for charges of discrimina-
tion against black customers and employees (Richardson 
& Singleton, 2004). The allegations were that black patrons 
were denied service, were seated exclusively in smoking 
sections, and were called racist names. The case alleged 
that managers either ignored these situations when they 

were brought to their attention or may have condoned this 
behavior. Similarly, black employees claimed that they were 
mistreated by store managers as well. They alleged that they 
had to work in the kitchen area and not in the more lucrative 
serving positions.

Unfortunately, this was not the first time Cracker 
Barrel had been in the press for charges of discrimination. 
A  memo (later denounced by Cracker Barrel) included a 
statement ordering managers to terminate those employ-
ees who didn’t “demonstrate normal heterosexual values” 
(Ruggless, 2008).

Other restaurants have faced similar charges recently. 
For example, an African American claimed that Landmark 
Steakhouse in California put the “n-word” on his receipt 
to identify him. A Korean American woman claimed Papa 
John’s in New York labeled her “lady chinky eyes” on 
her receipt. And, two Asian students at the University of 
California alleged that Chick-fil-A described them as “Ching” 
and “Chong” (Glazer, 2012).

So what actions has Cracker Barrel taken since these 
incidents?

In addition to diversity training for its employees, all 
stores have posted signs that ask customers to report any 
behavior that they deem inappropriate. In other words, if 
customers feel mistreated or that they are being denied 
service due to their race, sexual orientation, or other  factor, 
they can call a toll-free number and immediately file a griev-
ance with the corporate office. To handle these kinds of 
complaints and to conduct investigations of its own, Cracker 
Barrel created a special department of employees. This team 
looks into any improprieties as well as ensures compliance 
at the store level.

Though some of these steps were court ordered or 
agreed upon through legal settlements, other programs 
have been initiated entirely by the company. For exam-
ple, Cracker Barrel has sponsored a number of groups 
and events that are minority focused and is working with 
its Spanish-speaking employees to teach them English 
(Ruggless, 2008). These actions show an earnest dedication 
to treating all of the company’s customers and employees 
with respect and equality.

Furthermore, on the company’s website, several state-
ments illustrate Cracker Barrel’s commitment to turning 
around its image. For example, one page is devoted to 
equal opportunity for employees. In part, it reads, “Qualified 
applicants are considered for all open positions for which 
they apply and for advancement without regard to race, 
color, religion, sex, sexual orientation, national origin, age, 
marital status, the presence of a medical condition or dis-
ability, or genetic information” (crackerbarrel.com). Also, 
the company has developed the Pleasing People program, 
which is a set of values that each employee is trained in 
and drives home the importance of treating others with 
respect. Dan Evins, the founder of Cracker Barrel, described 
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this program as “showing the same face to everyone” 
(crackerbarrel.com). Another example on the company’s 
website is its commitment to diversity. The firm emphati-
cally states that “Cracker Barrel welcomes and appreci-
ates diversity—in our customers, our vendors, and in our 
employees” (crackerbarrel.com).

Clearly, Cracker Barrel has initiated several steps in 
the right direction to help overcome the stigma it once 
had. But it must continue to demonstrate an ongoing com-
mitment to embracing diversity in order to fully move 
forward.43

Questions

 3-7. Assess Cracker Barrel’s issues with diversity from 
10 years ago versus today. What did it do wrong and 
what has it done right?

 3-8. Where does diversity awareness and commitment 
start? In Cracker Barrel’s case, should it come from the 
store level or the corporate office? Why?

 3-9. Why is it important for Cracker Barrel to embrace 
diversity? What impact can an indifference to diversity 
have on customers and employees?

Experiential Exercises

Developing a Diversity Profile

Directions. Read the following scenario and then perform the 
listed activities. Your instructor may want you to perform the 
activities as an individual or within groups. Follow all of your 
instructor’s directions carefully.

Your instructor will divide the class into groups of four 
or five people. The task of each group is to develop a diver-
sity profile of your class as a whole. Develop this profile 
by summarizing the people dimensions of your class that 
comprise its diversity. As you know, some of the more tradi-
tional diversity dimensions are based on factors such as age, 
gender, race, religion, and cultural backgrounds. Feel free to 
use any other factors that might help define the diversity of 
your class more accurately. Once you have completed your 
diversity profile, answer the following questions:

 3-10. What are the main diversity characteristics of your 
class that an instructor should consider when teaching 
your class?

 3-11. Should what an instructor does to teach your class 
be influenced by the main diversity characteristics of 
your class? Explain.

 3-12. Can the quality of what an instructor does to teach 
your class be improved by utilizing the diversity of the 
class? Explain.

You and Your Career

This chapter describes how women may be negatively 
 affected in their work lives simply because of their gender. 
A survey of professional women working in accounting 
companies seems to confirm this observation.44 According 
to the survey, 59 percent of the respondents indicated that 
they were negatively affected by gender bias. Respondents 
believed that to an influential extent, they were either given 
or not given their jobs because of their gender.

Could such gender bias affect your career if you are a 
woman? If you are a man? Could such bias have an impact 
on the success of an organization? Explain each answer fully. 
Summarize what you have learned about gender bias and 
building your career in an organization.

Building Your Management Skills 
Portfolio

Your Management Learning Portfolio is a collection of 
 activities specially designed to demonstrate your manage-
ment knowledge and skill. Be sure to save your work. Taking 
your printed portfolio to an employment interview could be 
helpful in obtaining a job.

The portfolio activity for this chapter is Assessing Diversity 
at TECO Energy. Read the following about TECO Energy and 
answer the questions that follow.

TECO Energy is an energy company headquartered in 
Tampa, Florida. TECO Energy’s five business units  include 
(1) Tampa Electric, a regulated electric utility serving more 
than 635,000 customers in West Central Florida; (2) Peoples 
Gas System, Florida’s largest natural gas distribution util-
ity; (3) TECO Coal, a producer of conventional coal and 
synthetic fuel; (4) TECO Transport, a river and ocean water-
borne transportation provider; and (5) TECO Guatemala, 
owner of two power plants in Guatemala. (You can learn 
more about the company by visiting www.tecoenergy.
com.) Over the years, TECO management has focused 
on creating a diverse workforce. Management recently 
 reported the results of a diversity study aimed at moni-
toring its diversity efforts by ascertaining the present 
 characteristics of its workforce. Part of the results of that 
study appears in Exhibits 1, 2, and 3.

EXHIBIT 1 Gender of Workforce

Company Female Male

TECO Energy (corporate)  62%   38%

Tampa Electric  25%   75%

Peoples Gas  28%   72%

TECO Transport  10%   90%

TECO Coal   4%   96%

TECO Guatemala (corporate)  29%   71%

TECO Guatemala  12%   88%

Total Employees 970 4,122

http://www.tecoenergy
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EXHIBIT 2 Race/Ethnicity of Workforce

Company Black White Hispanic Other

TECO Energy 
(corporate)

 6%  84% 10%  0%

Tampa Electric 14%  73% 11%  2%

Peoples Gas 14%  70% 15%  1%

TECO Transport 12%  85%  2%  1%

TECO Coal  0% 100%  0%  0%

TECO Guatemala 
(corporate)

 0%  43% 43% 14%

TECO Guatemala*

Total Employees 522 3,993 399 178

*U.S. ethnicity codes not applicable to TECO Guatemala.

EXHIBIT 3 Leadership by Gender and Race

Company Female Male Black White Hispanic Other

TECO 
Energy 
(corporate)

56% 44% 4%  87%  9%  0%

Tampa 
Electric

30% 70% 9%  77% 11%  3%

Peoples Gas 28% 72% 6%  80% 14%  0%

TECO 
Transport

20% 80% 6%  91%  2%  1%

TECO Coal  9% 91% 0% 100%  0%  0%

TECO 
Guatemala 
(corporate)

29% 71% 0%  43% 43% 14%

TECO 
Guatemala*

11% 89% N/A N/A N/A N/A

Total 
Employees

28% 72% 7%  79% 10%  4%

*U.S. ethnicity codes not applicable to TECO Guatemala.

 b. 

 c. 

 d. 

 e. 

 3-14. How does management at TECO determine whether 
the present level of workforce diversity is appropriate 
for the company?

 3-15. Assume that TECO management performs a similar 
study in five years. Name three new dimensions of 
diversity that you would like the study to explore. 
Explain why you would like each dimension studied.

Dimension  1: _________________________________________

Why study this dimension?

Dimension  2: _________________________________________

Why study this dimension?

Dimension  3: _________________________________________

Why study this dimension?

 MyManagementLab: Writing Exercises
If your instructor has assigned this activity, go to mymanagementlab.com for  
the following assignments:
Assisted Grading Questions
3-16. Pinpoint five ways that discrimination might negatively affect an organization.
3-17. List five ways you would promote diversity in an organization. How would you 

 control your efforts to make sure they were successful?

Questions

 3-13. List five major points that Exhibits 1, 2, and 3 tell 
management about TECO’s workforce.

 a. 
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Managing in the  
Global Arena
T A R G E T  S K I L L

Global Management Skill: the ability to manage global 
factors as components of organizational operations

O B J E C T I V E S

To help build my global management skill, when studying this 
chapter, I will attempt to acquire:

1 An understanding of international management

2 Insights on how to categorize organizations by level 
of international involvement

3 Insights about what constitutes a multinational 
corporation

4 Information about those who work in multinational 
corporations

5 Knowledge about how management functions relate 
to managing multinational corporations

6 A useful definition of transnational organizations

7 Ideas about special issues that can impact managing 
in the international arena

MyManagementLab®

Go to mymanagementlab.com to complete the problems marked with this icon  .

 MyManagementLab: Learn It
If your instructor has assigned this activity, go to mymanagementlab.com before 
 studying this chapter to take the Chapter Warm-Up and see what you already know. 
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Almost a decade ago, McDonald’s announced a strategy 
aimed at restoring growth by fixing up restaurants and adding 
items to the menu. Pursuit of this strategy was a global effort. 
U.S. customers saw store improvements such as free Wi-Fi, 
flat-screen televisions, and double-lane drive-through service. 
In China, Egypt, and South Korea, the company began offer-
ing delivery service. According to Tim Fenton, president of 
McDonald’s Asia/Pacific, Middle East, and Africa division, 
 delivery sales have registered double-digit growth.

Menu expansion in the United States included the addition 
of premium coffee drinks. Outside the United States, a variety 
of menu items reflect local tastes. For example, in Germany, 
the Nurnburger is a hard roll stuffed with bratwursts, grilled 
onions, and mustard. In the Philippines, customers can order 
McSpaghetti, or pasta topped with sweetened tomato sauce 

McDonald’s Is Lovin’ Global Growth

The McDonald’s name and golden-arches logo represent a classic American brand. 
But a growing share of the fast-food empire’s sales are being generated outside the 
United States. The company, which describes itself as “the leading global foodservice 

retailer,” serves tens of millions of customers in 119 countries daily. McDonald’s owns only 
about one-fifth of its 33,000 restaurants; the remainder are franchises, meaning they are 
owned and operated by independent persons or companies according to the terms of the 
franchise agreement. Franchising gives the restaurants local ownership that is attuned to local 
preferences while enabling McDonald’s to enforce quality standards and negotiate favorable 
agreements with suppliers.1

C H A L L E N G E  CA S E

and sliced hot dogs. A popular choice in Japan is the McPork 
sandwich: a patty of ground pork topped with lettuce, onions, 
and teriyaki sauce. In India, menus exclude pork and beef, both 
of which are off limits to the country’s main religious groups. 
There, diners can order a Maharaja Mac made with chicken.2

The importance of international markets will continue to 
pose a challenge for McDonald’s latest CEO, Don Thompson. 
Thompson, trained as an engineer, joined the company to 
oversee the purchase of cooking equipment and controls. 
With his strong analytic and people skills, Thompson became 
a  successful manager and worked his way up to the posi-
tion of chief operating officer before being appointed CEO. 
Thompson made it a point to travel to various countries to see 
McDonald’s operations, but he had never actually managed an 
overseas facility. In contrast, the previous CEO, Jim Skinner, 
managed operations for McDonald’s in Europe, the Middle 
East, Africa, India, and Japan. Of course, Thompson does 
not run McDonald’s alone. Observers hope other company 
executives with greater international experience will provide 
the necessary know-how for continued overseas growth as 
the company  continues on a path that has already proved 
successful.3

THE GLOBAL MANAGEMENT 
CHALLENGE
The Challenge Case illustrates not only several steps 
McDonald’s has taken to maintain its growth over the 
years but also the problem that the company currently 
faces regarding its operations internationally. The global 
management challenge for a manager such as Don 
Thompson at McDonald’s includes understanding 
the need to manage internationally and managing 
a multinational corporation and its workforce. After 
studying chapter concepts, read the Challenge Case 
Summary at the end of the chapter for added help in 
relating chapter content to meeting global management 
challenges at McDonald’s.

CEO Don Thompson had never managed an overseas 
McDonald’s operation like this one, but now he is 
tasked with managing the multinational corporation 
and its workforce.
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FUNDAMENTALS OF INTERNATIONAL 
MANAGEMENT
Most U.S. companies see great opportunities in the international marketplace today.4 Although 
the U.S. population is growing slowly but steadily, the population in many other countries is 
 exploding. For example, it has been estimated that in 1990, China, India, and Indonesia together 
already had more than 2 billion people, or 40 percent of the world’s population.5 Obviously, such 
countries offer a strong profit potential for aggressive businesspeople throughout the world.

This potential does not come without serious risk, however. Managers who attempt to 
 manage in a global context face formidable challenges. Some of these challenges are the cultural 
differences among workers from different countries, different technology levels from country 
to country, and laws and political systems that can vary immensely from one nation to the next.

International management is simply the performance of management activities across 
national borders.6 It entails reaching organizational objectives by extending management activi-
ties to include an emphasis on organizations in foreign countries.7 The trend toward increased 
international management, or globalization, is now widely recognized. The primary question for 
most firms is not whether to globalize, but how and how quickly to do so and how to measure 
global progress over time.8

International management can take several different forms, from simply analyzing and 
fighting competition in foreign markets to establishing a formal partnership with a foreign 
company. Domino’s Pizza is an example of a company that sees international opportunities and 
without hesitation acts on them. Domino’s has been so aggressive internationally that at present, 
its international sales are a significant component of company success. It’s been reported that 
international business contributes as much as 35 percent of its annual income. The company 
attributes much of its success internationally to the fact that pizza is universally liked and can be 
easily adapted. For example, the company can go into India or Japan and simply add different 
toppings to cater to local tastes, whereas it’s much more difficult for other restaurant chains to 
adapt their products to local flavors. 9

JP Morgan Chase is an example of a bank involved in international management. JP Morgan 
Chase, the second-largest bank in the United States, is one of the latest financial institutions to 
launch a global banking business, targeting such rapidly growing economies as Brazil, China, 
and India. The bank sells loans and commercial banking services to multinational organizations 
in an effort to expand its business outside the United States and reduce its dependence on the 
U.S. economy.10 Many other U.S. banks are pursuing similar international management activities.

The noteworthy trend that already exists in the United States and other countries 
toward  developing business relationships in and with foreign countries is expected to accel-
erate even more in the future. As Figure 4.1 illustrates, U.S. investment in foreign countries 
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and investment by foreign countries in the United States have grown since 2000 and are expected 
to continue growing, with slowdowns or setbacks only in recessionary periods. The figure also 
shows that more recently, investments by foreign countries in the United States and U.S. invest-
ments in foreign countries continue to increase at a significant pace. As an interesting side note, 
Figure 4.2 shows that in 2010, U.S. foreign investments focused most heavily in Canada and 
Europe. This snapshot is equivalent to that of several years preceding 2010 and is expected to 
be equivalent to that of several years after. Figure 4.3 shows that European countries were by 
far the most significant foreign investors in the United States in 2010. This data also is equiva-
lent to that of several years preceding 2010 and is expected to be equivalent to that of several 
years after. Information of this nature has spurred both management educators and practicing 
 managers to insist that knowledge of international management is necessary for a thorough 
understanding of the  contemporary fundamentals of management.14

CATEGORIZING ORGANIZATIONS 
BY LEVEL OF INTERNATIONAL 
INVOLVEMENT
A number of different categories have evolved to describe the extent to which organizations 
are involved in the international arena. These categories are domestic organizations, interna-
tional organizations, multinational organizations, and transnational or global organizations. As 
Figure 4.4 suggests, this categorization format actually describes a continuum of international 
involvement, with domestic organizations representing the least and transnational organizations 
representing the most international involvement. Although the format may not be perfect, it is 
useful for explaining the primary ways in which companies operate in the international realm.15 
The following sections describe these categories in more detail.

Canada (47%) 

Europe (29%) 

Latin America/
Western Hemisphere (8%) 

Africa (2%)
Middle East (>1%)

Asia and Pacific (15%) FIGURE 4.2
U.S. direct investment abroad 
by country for 201012

Note: Percentages do not add to 100% 
due to rounding.
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FIGURE 4.3
Foreign direct investment 
in the United States by region 
for 201013
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Domestic Organizations

Domestic organizations are organizations that essentially operate within a single country. 
These organizations normally not only acquire necessary resources within a single country but 
also sell their goods or services within that same country. Although domestic organizations may 
occasionally make an international sale or acquire some needed resource from a foreign sup-
plier, the overwhelming bulk of their business activity takes place within the country where they 
are based.

Although inclusion in this category is not determined by size, most domestic organizations 
today are quite small. Even small business organizations, however, are following the trend and 
becoming increasingly involved in the international arena.

International Organizations

International organizations are organizations that are based primarily within a single 
 country but that have continuing, meaningful international transactions—such as mak-
ing sales and  purchasing materials—in other countries. Nu Horizons is an example of a 
small company that can be classified as an international organization. This distributor of 
electronic  goods made mainly by some 40 U.S. manufacturers has about 5,000 customers 
and is  the fastest-growing company in  Melville, New York. Nu Horizons is considered an 
 international organization  because an  important part of its business is to act as the primary 
North American distributor of electronic components made by Japan’s NIC Components 
Corp.16 In 2010, Nu Horizons was acquired by Arrow Electronics, in part because of its 
global reach.17

In summary, international organizations are more extensively involved in the international 
arena than are domestic organizations but are less involved than either multinational or transna-
tional organizations.

Multinational Organizations: 
The Multinational Corporation

The multinational organization, commonly called the multinational corporation (MNC), rep-
resents the third level of international involvement. This section of the text defines the 
multinational  corporation, discusses the complexities involved in managing such a corpora-
tion,  describes the risks associated with its operations, explores the diversity of the multina-
tional workforce, and explains how the major management functions relate to managing the 
 multinational corporation.

MULTINATIONAL CORPORATIONS
The term multinational corporation first appeared in American dictionaries about 1970, and it 
has since been defined in various ways in business publications and textbooks. For the  purposes 
of this text, a multinational corporation is a company that has significant operations in more 
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than one country. Essentially, a multinational corporation is an organization that is involved 
in doing business at the international level. It carries out its activities on an international 
scale,  which disregards national boundaries, and it is guided by a common strategy from a 
 corporation center.18

Neil H. Jacoby explains that companies go through six stages to reach the highest degree of 
multinationalization. As Table 4.1 indicates, multinational corporations can range from slightly 
multinationalized organizations, which simply export products to a foreign country, to highly 
multinationalized organizations, which have some of their owners in other countries. According 
to Alfred M. Zeien, CEO of Gillette Company, it can take up to 25 years to build a management 
team with the requisite skills, experience, and abilities to shape an organization into a highly 
developed multinational company.19

In general, the larger the organization, the greater the likelihood that it participates in inter-
national operations of some sort. Companies such as General Electric, Lockheed, and DuPont, 
which have each annually accumulated more than $1 billion from export sales, are examples of 
this generalization. You will find exceptions, of course.

In some industries, even small businesses can prosper in the global marketplace. For exam-
ple, BRK Electronics, a small firm in Aurora, Illinois, holds a substantial share of world sales 
in smoke detectors. The company has an advantage because of its reputation for high-quality 
smoke alarms, carbon monoxide alarms, and fire extinguishers. BRK’s market share has grown 
through its local distributors in countries like Australia, Mexico, and New Zealand.20 As noted 
earlier, an increasing number of smaller organizations such as BRK Electronics are undertaking 
 international operations.

Complexities of Managing the Multinational 
Corporation

From the discussion so far, it should be clear that international management and domestic 
management are quite different. Classic management thought indicates that international 
management  differs from domestic management because international management involves 
operating:21

1. Within different national sovereignties
2. Under widely disparate economic conditions
3. Among people living within different value systems and institutions
4. In places experiencing the industrial revolution at different times
5. Often over great geographical distance
6. In national markets varying greatly in population and area

Figure 4.5 shows some of the more important management implications of these six 
variables and some of the relationships among them. Consider, for example, the first variable. 
Different national sovereignties generate different legal systems. In turn, each legal system 
implies a unique set of rights and obligations involving property, taxation, antitrust (control of 
monopoly) law, corporate law, and contract law. In turn, these rights and obligations require the 
firm to acquire the skills necessary to assess the international legal considerations. Such skills are 
different from those required in a purely domestic setting.

TABLE 4.1 Six Stages of Multinationalization

Stage 1 Stage 2 Stage 3 Stage 4 Stage 5 Stage 6

Exports its 
 products to 
 foreign countries

Establishes sales 
organizations 
abroad

Licenses use of 
its patents and 
know-how to 
foreign firms that 
make and sell its 
products

Establishes foreign 
manufacturing 
facilities

Multinationalizes 
management from 
top to bottom

Multinationalizes  
ownership of 
 corporate stock
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Risk and the Multinational Corporation

Developing a multinational corporation obviously requires a substantial investment in foreign 
operations. Normally, managers who make foreign investments expect such investments to 
 accomplish the following:23

1. Reduce or eliminate high transportation costs
2. Allow participation in the rapid expansion of a market abroad
3. Provide foreign technical, design, and marketing skills
4. Earn higher profits

Unfortunately, many managers decide to internationalize their companies without having 
an accurate understanding of the risks involved in doing so.24 For example, political complica-
tions involving the parent company (the company investing in the international operations) and 
various factions within the host country (the country in which the investment is made) could 
prevent the parent company from realizing the desirable outcomes just listed. Some companies 
attempt to minimize this kind of risk by adding standard clauses to their contracts stipulating 
that in the event a business controversy cannot be resolved by the parties involved, they will 
agree to mediation by a mutually selected mediator.25

The likelihood of achieving desirable outcomes related to foreign investments is usually some-
what uncertain and certainly varies from country to country. Nevertheless, managers faced with 
 making a foreign investment must assess this likelihood as accurately as possible. Obviously, an 
unwise decision to invest in another country can cause serious financial problems for the organization.

THE WORKFORCE OF MULTINATIONAL 
CORPORATIONS
As organizations become more global, their members tend to become more diverse. Managers of 
multinational corporations face the continual challenge of forming a competitive business team 
made up of people of different races who speak different languages and come from different parts of 
the world. The following sections explain two functions that should help managers build such teams:

1. They furnish details about and related insights into the various types of organization members 
generally found in multinational corporations.

2. They describe the adjustments that members of multinational organizations normally must 
make to become efficient and effective contributors to organization goal attainment, and 
they suggest how managers can facilitate these adjustments.

More recently, Lenovo has targeted smartphones 
as the next technology to dominate. The company, 
which entered the smartphone market with low-priced 
devices developed in-house, decided to purchase 
Google’s Motorola Mobility business. Even though 
Motorola had been losing money, Lenovo’s CEO, Yang 
Yuangqing, said its engineering expertise plus existing 
share of the world market would position the company 
for profits. Lenovo’s managers run lean manufacturing 
operations, and greater volumes can allow for even 
greater efficiency.22

Careful investments have helped Lenovo Group 
manage the risks of building a multinational elec-

tronics company by first establishing itself in Asian 
markets with low-priced products and then acquiring 
Western brands. Lenovo, based in Beijing, China, drew 
the West’s attention in 2005 when it purchased IBM’s 
personal computer unit. Lenovo applied technology 
know-how and low-cost manufacturing to become the 
world’s largest PC maker, profiting in an industry others 
were fleeing. The company won respect for maintaining 
the quality associated with IBM’s ThinkPad brand.

Lenovo’s East-to-West Strategy

Practical Challenge: Managing Risk
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Types of Organization Members Found  
in Multinational Corporations

Workers in multinational organizations can be divided into three basic types:

Expatriate—An organization member who lives and works in a country where he or she 
does not have citizenship26

Host-country national—An organization member who is a citizen of the country in which 
the facility of a foreign-based organization is located27

Third-country national—An organization member who is a citizen of one country and 
works in another country for an organization headquartered in still another country

Organizations that operate globally may employ all three types of workers. The use of 
host-country nationals, however, is increasing because they are normally the least expensive to 
employ. Such employees, for example, do not need to be relocated or undergo  training in the 
culture, language, or tax laws of the country where the organization is doing business. Both 
 expatriates and third-country nationals, on the other hand, would have to be relocated and 
 normally undergo such training.

Workforce Adjustments

Working for a multinational corporation requires more difficult adjustments than working in 
an organization that focuses primarily on domestic activities. Probably the two most difficult 
challenges, which pertain to expatriates and third-country nationals rather than to host-coun-
try nationals, are adjusting to a new culture and repatriation.28

Adjusting to a New Culture

Upon arrival in a foreign country, many people  experience confusion, anxiety, and stress related to 
the need to make cultural adjustments in their organizational and personal lives.29 From a personal 
viewpoint, food, weather, and  language may all be dramatically different, and driving may be done 
on the “wrong” side of the road. As an example of personal anxiety that can be caused by adjust-
ing to a new culture, a U.S. expatriate working in São Paulo, Brazil, drove out of a parking lot by 
nudging his way into a  terrible traffic jam. When a Brazilian woman allowed him to cut in front 
of her, the expatriate gave her the “OK” signal. To his personal dismay, he was later told that in the 

Brazilian culture, forming a circle with one’s first finger and thumb is considered vulgar.30

From an organizational viewpoint, workers may encounter different attitudes toward 
work and different perceptions of time in the workplace. To illustrate, the Japanese are 
renowned for their hard-driving work ethic, but Americans have a slightly more relaxed 
attitude toward work. On the other hand, in many U.S. companies,  working past quitting 
time is seen as exemplary, but in Germany, someone who works late is commonly criticized.

Members of multinational corporations usually have the formidable task of adjusting to a dras-
tically new organizational situation. Managers must help these people adjust quickly and effortlessly 
so that they can begin contributing to organizational goal attainment as soon as possible.31

Repatriation

Repatriation is the process of bringing individuals who have been working abroad back to 
their home country and reintegrating them into the organization’s home-country opera-
tions.32 Repatriation has its own set of adjustment problems, especially for people who have 
lived abroad for a long time. Some individuals become so accustomed to the advantages of 
an overseas lifestyle that they greatly miss it when they return home. Others idealize their 
homeland so much while they are abroad that they become disappointed when it fails to live 
up to their fantasies when they return. Still others acquire foreign-based habits that are unde-
sirable from the organization’s viewpoint and are hard to break.33

Managers must be patient and understanding with repatriates. Some organizations pro-
vide repatriates with counseling so that they will be better prepared to handle readjustment 

Expatriates and third-country 
nationals must undergo 
career and cultural training 
in the country in which the 
organization does business.
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problems. Others have found that providing employees, before they leave for foreign duty, with 
a written agreement specifying what their new duties and career paths will be when they return 
home reduces friction and facilitates the repatriate’s adjustment.

The advantages of having organization members participate in an international experience 
in business are well known and are increasing in number. Organization members who have 
 succeeded in the global environment are valuable assets to their organizations. One of the signifi-
cant challenges to organizations is retaining these highly sought-after individuals throughout a 
successful repatriation process and after they complete their overseas assignments.34

MANAGEMENT FUNCTIONS AND 
MULTINATIONAL CORPORATIONS
The sections that follow discuss the four major management functions—planning, organizing, 
influencing, and controlling—as they occur in multinational corporations.

Planning in Multinational Corporations

Planning was defined in Chapter 1 as determining how an organization will achieve its 
 objectives. This definition is applicable to the management of both domestic and multinational 
 organizations, but with some differences.

The primary difference between planning in multinational organizations and planning 
in domestic organizations is in the plans’ components. Plans for multinational organizations 
include components that focus on the international arena, whereas plans for domestic organiza-
tions do not. For example, plans for multinational organizations could include the following:

1. Establishing a new salesforce in a foreign country
2. Developing new manufacturing plants in other countries through purchase or construction
3. Financing international expansion
4. Determining which countries represent the most suitable candidates for international 

expansion

The following sections discuss several issues ranging from importing and exporting to the 
North American Free Trade Agreement (NAFTA) that can impact the way managers plan for 
multinational corporations.

Imports/Exports Imports/exports planning components emphasize reaching organiza-
tional objectives by importing (buying goods or services from another country) or by exporting 
(selling goods or services to another country).

Organizations of all sizes import and export. On the one hand, Winebow, Inc., a relatively 
small company based in Montvale, New Jersey, imports and distributes wine, Champagne, and 
other spirits in New York, New Jersey, Pennsylvania, and Washington, D.C.35 On the other hand, 
extremely large and complex organizations, such as Ford Motor Company, the second-largest 
U.S. automaker, recently announced that it would begin exporting more automobiles manufac-
tured at its plant in India to China and other countries as demand for its products in India begins 
to subside.36

License Agreements A license agreement is a right granted by one company to 
 another to use its brand name, technology, product specifications, and so on, in the manufacture 
or sale of goods and services. The company to which the license is extended pays a fee for the 
privilege. International planning components in this area involve reaching organizational objec-
tives through either the purchase or the sale of licenses at the international level.

For example, in the past the Tosoh Corporation purchased a license agreement from Mobil 
Research and Development Corporation to commercialize Mobil’s process for extracting mer-
cury from natural gas. Tosoh, a Japanese firm, uses its subsidiaries in the United States, Japan, 
the Netherlands, Greece, Canada, and the United Kingdom as bases of operations from which to 
profit from Mobil’s process.37
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Upon entering into a license agreement, both compa-
nies should be absolutely certain that they understand the 
terms of the agreement. Sometimes companies end up in liti-
gation as a means of settling disagreements regarding specif-
ics of the contents of a license agreement. Naturally, the cost 
of such litigation can be high and can end up significantly 
diminishing the advantages that both companies thought 
they would gain as a result of entering into the agreement.38

Interestingly, Tosoh Corporation has more recently 
submitted process patent applications itself, perhaps a cal-
culated step in a plan to bolster company revenue through 
the licensing of unique processes that it owns.39

Direct Investing Direct investing uses the assets 
of one company to purchase the  operating assets (e.g., fac-
tories) of another company. International planning in this 
area emphasizes reaching organizational objectives through 
the purchase of the operating assets of another  company in 
a foreign country.

For example, Japanese firms have a rich and continu-
ing tradition in making direct investments in the United States. In fact, many people believe that 
a new wave of direct Japanese  investment in the United States is coming. Several large Japanese 
companies have announced plans to expand their U.S. production facilities. These planned direct 
investments are focused on building competitive clout for Japanese companies in such core 
industries as automobiles, semiconductors, electronics, and office products. Lower manufactur-
ing wages and lower land costs in the United States than in Japan are key attractions for Japanese 
firms. For example, because the cost of building a factory was 30 percent cheaper in the United 
States than in Japan, Ricoh Company decided to spend $30 million to start making thermal paper 
products near Atlanta, Georgia. One of the  largest Japanese direct investments in the United States 
was Toyota Motor Company’s $900   million  expansion of its Georgetown, Kentucky, plant. The 
lower costs associated with expanding and  operating the Georgetown plant was the key reason 
Toyota decided to make this investment.40

Joint Ventures An international joint venture is a partnership formed between a 
company in one country and a company in another country for the purpose of pursuing some 
mutually desirable business undertaking.41 International planning components that include 
joint ventures emphasize the attainment of organizational objectives through partnerships with 
foreign companies. For example, joint ventures between car manufacturers are becoming more 
and more common as companies strive for greater economies of scale and higher standards in 
product quality and delivery.

 MyManagementLab: Try It, Managing in a Global Environment
If your  instructor has assigned this activity, go to mymanagementlab.com to try a 
simulation exercise about a beauty products business.

Planning and International Market Agreements In order to plan  properly, 
managers of a multinational corporation—or of any other organization participating in the 
 international arena—must understand numerous complex and interrelated factors present 
within the organization’s international environment. Managers should have a practical grasp of 
such international environmental factors as the economic and cultural conditions and the laws 
and political circumstances in the foreign countries within which their companies operate.

One international environmental factor that affects strategic planning has lately received 
significant attention: An international market agreement is an arrangement among a cluster of 
countries that facilitates a high level of trade among these countries. In planning, managers must 
consider existing international market agreements as they relate to the countries in which their 
organizations operate. If an organization is located in a country that is party to an international 

Texas-based company 
Igloo entered into a license 
agreement with Taiwan’s First 
Designs Global (FDG). FDG 
has the right to use the Igloo 
brand on products it makes, 
and Igloo has the benefit 
of FDG’s manufacturing 
expertise and presence in 
Asia.
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market agreement, the organization’s plan should include steps for taking maximum advantage 
of that agreement. On the other hand, if an organization is located in a country that is not party 
to an international market agreement, the organization’s plan must include steps for competing 
with organizations located in nations that are parties to such an agreement. The most notable 
international market agreements are discussed here.

The European Union (EU) The European Union (EU) is an international market 
agreement, established in 1994, that is dedicated to facilitating trade among member nations. 
To that end, the nations in the EU have agreed to eliminate tariffs among themselves and work 
toward meaningful deregulation in such areas as banking, insurance, telecommunications, 
and airlines. More recently, the nations have tried to develop a set of standardized accounting 
 principles to help facilitate business transactions among members.42 Long-term members of the 
EU include Denmark, the United Kingdom, Portugal, the Netherlands, Belgium, Spain, Ireland, 
Luxembourg, France, Germany, Italy, and Greece. Member businesses are particularly enthusias-
tic about the EU because they are sure membership will ultimately boost exports and encourage 
investment from other member nations.

Figure 4.6 identifies countries that are presently members of the EU. The significance of the 
EU as an international environmental factor can only increase because the number of member 
countries is expected to continue growing.43

North American Free Trade Agreement (NAFTA) The North American 
Free Trade Agreement (NAFTA) is an international market agreement aimed at facilitating 
trade among member nations. Current NAFTA members include the United States, Canada, and 
Mexico.44 To facilitate trade, these countries have agreed to such actions as phasing out tariffs on 
U.S. farm exports to Mexico, opening up Mexico to American trucking, and safeguarding North 
American pharmaceutical patents in Mexico.

NAFTA has had significant impact since its implementation in January 1994. Figures show 
that since the agreement went into effect, U.S. exports to Mexico have increased 30 percent, and 
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Mexican exports to the United States have increased 15 percent. Trade between the United States 
and Canada has also exploded since NAFTA took effect. As with the EU, the significance of 
NAFTA as an international environmental factor can only grow in the future as countries in the 
Caribbean and South America apply for membership.45

Asian-Pacific Economic Cooperation (APEC) APEC was established in 
1989 to further the economic growth and prosperity of the Asia-Pacific community. Since its 
beginning, APEC has worked to reduce tariffs and other trade barriers across the Asia-Pacific 
region. APEC is based on the concept that free and open trade creates greater opportunities for 
international trade and related prosperity among member nations. Thus, the organization works 
 diligently to create an environment in which goods can be transported safely and efficiently 
among countries. APEC has 21 members, including Canada, the People’s Republic of China, 
Indonesia, and the United States. APEC’s entire country membership is depicted in Figure 4.7. 
Comparison of APEC and EU member countries shows that EU member countries are concen-
trated in Europe, whereas APEC member countries are spread throughout the globe.

To sum up, numerous countries throughout the world are already signatories to interna-
tional market agreements. Moreover, the number of countries that are parties to such agreements 
should grow significantly in the future.

Organizing Multinational Corporations

Organizing was generally defined in Chapter 1 as the process of establishing orderly uses for all 
resources within the organization. This definition applies equally to the management of domestic 
organizations and to the management of multinational organizations. However, two organizing 
topics as they specifically relate to multinational corporations bear further discussion. These 
 topics are organization structure and the selection of managers.46

Organization Structure Basically, organization structure is the sum of all established 
relationships among resources within an organization, and the organization chart is the graphic 
illustration of organization structure.
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Figure 4.8 illustrates several ways in which organization charts can be designed for multina-
tional corporations. Briefly, multinational organization charts can be set up according to the major 
business functions the organization performs, such as production or marketing; the major products 
the organization sells, such as brakes or electrical parts; or the geographic areas within which the 
organization does business, such as North America or Europe. The topic of organization structure 
is discussed in much more detail in Chapter 8.

As with domestic organizations, there is no one best way to organize a multinational cor-
poration. Instead, managers must analyze the multinational circumstances that confront the 
 corporation and develop an organization structure that best suits those circumstances.

Selection of Managers For multinational organizations to thrive, they must have com-
petent managers. One characteristic believed to be a primary determinant of how competently 
managers can guide multinational organizations is their attitudes toward how such  organizations 
should operate.

Managerial Attitudes Toward Foreign Operations Over the years, man-
agement theorists have identified three basic managerial attitudes toward the operation of 
 multinational corporations: ethnocentric, polycentric, and geocentric. The ethnocentric attitude 
reflects the belief that multinational corporations should regard home-country management 
practices as superior to foreign-country management practices. Managers with an ethnocentric 
attitude are prone to stereotype home-country management practices as sound and reasonable 
and foreign management practices as faulty and unreasonable. The polycentric attitude reflects 
the belief that because foreign managers are closer to foreign organizational units, they probably 
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understand those units better, and therefore foreign management practices should generally be 
viewed as more insightful than home-country management practices. Managers with a geocentric 
attitude believe that the overall quality of management recommendations, rather than the loca-
tion of managers, should determine the acceptability of the management practices used to guide 
multinational corporations.47

Modern managers should continually monitor ethnocentric, polycentric, and geocentric 
attitudes that exist in organizations to make sure that those attitudes are consistent with the global 
aspirations of the organization. One example of this monitoring involves the Coca-Cola Company, 
in which management constantly monitors its Chinese website. The purpose of this monitoring is 
to examine how Coca-Cola, the number-one brand in the world, is using its  website to communi-
cate with management as well as with the public in the world’s largest  market, China. Management 
wants to make sure that the site appropriately integrates ethnocentric and polycentric views to 
support the Chinese segment of the company’s global strategy.48

Advantages and Disadvantages of Each Management Attitude It is  
extremely important to understand the potential advantages and disadvantages of these three 
attitudes within multinational corporations. The ethnocentric attitude has the advantage of 
 keeping an organization uncomplicated, but it generally causes organizational problems because 
it impedes the organization from receiving feedback from its foreign operations. In some cases, 
the ethnocentric attitude even results in resentment toward the home country within the foreign 
society.

The polycentric attitude permits the tailoring of foreign organizational segments to their 
cultures, which can be an advantage. Unfortunately, this attitude can result in the substantial 
disadvantage of creating numerous foreign organizational segments that are individually run and 
distinctive, which makes them difficult to control.

The geocentric attitude is generally thought to be the most appropriate for managers in 
multinational corporations to have. This attitude promotes collaboration between foreign and 
home-country management and encourages the development of managerial skills regardless of 
the organizational segment or country in which managers operate. However, an organization 
characterized by the geocentric attitude generally incurs high travel and training expenses, and 
many decisions are made by consensus. Although the risks from such a wide distribution of 
power are significant, the potential payoffs—better-quality products, worldwide utilization of the 
best human resources, increased managerial commitment to worldwide organizational objec-
tives, and increased profit—generally outweigh the potential harm. Overall, managers with a 
geocentric attitude contribute more to the long-term success of a multinational corporation than 
do managers with an ethnocentric or a polycentric attitude.

Influencing People in Multinational 
Corporations

Influencing was generally defined in Chapter 1 as guiding the activities of organization mem-
bers in appropriate directions through communicating, leading, motivating, and managing 
groups. Influencing people in a multinational corporation, however, is more complex and chal-
lenging than doing so in a domestic organization.

Culture The factor that probably contributes most to this increased complexity and challenge 
is culture. Culture is the set of characteristics of a given group of people and their environment. 
The components of a culture that are generally designated as important are norms, values, customs, 
beliefs, attitudes, habits, skills, state of technology, level of education, and religion. As a manager 
moves from a domestic corporation involving basically only one culture to a multinational corpora-
tion involving several cultures, the task of influencing usually becomes more difficult.

To successfully influence employees of many cultures, managers in multinational corpora-
tions should do the following:

1. Acquire a working knowledge of the languages used in the countries that house foreign 
operations—Multinational managers attempting to function without such knowledge are 
prone to making costly mistakes.
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2. Understand the attitudes of people in the countries that house foreign operations—An 
understanding of these attitudes can help managers design business practices that are  suitable 
for each distinct foreign situation. For example, Americans generally accept competition as a 
tool to encourage people to work harder. As a result, U.S. business practices that include some 
competitive aspects seldom create significant disruption within organizations. Such practices 
could cause disruption, however, if introduced into either Japan or a European country.

3. Understand the needs that motivate people in the countries housing foreign  operations—
For managers in multinational corporations to be successful at motivating employees in 
different countries, they must present these individuals with opportunities to satisfy their 
personal needs while being productive within the organization. In designing  motivation 
strategies, multinational managers must understand that employees in different countries 
often have quite different personal needs. For example, the Swiss, Austrians, the Japanese, 
and Argentineans tend to have high security needs, whereas Danes, Swedes, and Norwegians 
tend to have high social needs. Further, people in Great Britain, the United States, Canada, 
New Zealand, and Australia tend to have high self-actualization needs.49 Thus, to be suc-
cessful at influencing diverse employees, multinational managers must understand their 
 employees’ needs and shape such organizational components as incentive systems, job 
 designs, and leadership styles to correspond to these needs.

Hofstede’s Ideas for Describing Culture One of the most widely accepted 
methods for describing values in foreign cultures was developed by Geert Hofstede.50 According 
to Hofstede’s research, national cultural values vary on five basic dimensions:

1. Power Distance. Power distance is the degree to which a society promotes an unequal 
distribution of power. Countries that heavily promote power distance have citizens who 
tend to emphasize, expect, and accept leadership that is more autocratic than democratic. 
According to Hofstede’s research, Mexico and France are examples of countries that tend to 
value more autocratic leadership, whereas the United States is an example of a country that 
tends to value more democratic leadership.

2. Uncertainty Avoidance. Uncertainty avoidance is the extent to which a society feels 
 threatened by uncertain or unpredictable situations. People in countries that are high in 
uncertainty avoidance prefer being in more defined and predictable situations. Based on 
Hofstede’s research, Greece and Japan feel more threatened by uncertainty than do the United 
States and Canada. Correspondingly, the citizens of Greece and Japan would be less able to 
tolerate risk and uncertainty in their lives than would the citizens of the United States.

3. Individualism and Collectivism. Individualism–collectivism is the degree to which people in 
a society operate primarily as individuals or operate primarily within groups. People operating 
as individuals tend to focus on meeting their own needs, tend to be self-reliant, and tend to suc-
ceed by competing with others. On the other hand, people who operate  collectively tend to build 
relationships with others and downplay individualism; business success is pursued through rela-
tionships and cooperation among group members. According to Hofstede’s research, China and 
South Korea are examples of countries that emphasize collectivism, whereas Australia, Canada, 
and the United States are examples of countries that emphasize individualism.

4. Masculinity and Femininity. Masculinity–femininity is the extent to which a culture 
 emphasizes traditional masculine or feminine values. Traditional masculine values have 
great admiration of competitiveness, assertiveness, success, and wealth. Traditional feminine 
values have great admiration of caring for and nurturing others and increasing the quality 
of life. According to Hofstede’s research, the Scandinavian countries tend to admire more 
traditional feminine values, whereas Japan and the United States tend to approve of more 
traditional masculine values.

5. Short-Term and Long-Term Orientation. Short-term–long-term orientation is the  degree 
to which a culture deemphasizes short-run success in favor of long-run success. Cultures 
that focus more on long-run success emphasize activities like planning, educating,  rewarding 
long-run results, and keeping a future-oriented perspective. Conversely, cultures that  focus 
more on short-run success emphasize training to enable one to do a job now, rewarding 
short-run results, and maintaining a day-to-day perspective. Given Hofstede’s research, 
Asian societies generally are among the countries most focused on long-term success. 
Pakistan is an example of a country that values a short-term orientation.



94 PART 2 Modern Management Challenges 

The broad appeal and acceptance of Hofstede’s work over recent decades is undeni-
able.52 As a general guideline, managers faced with doing business within different countries 
should understand the cultural values within those countries. To increase the probability 
of organizational success based on this understanding, management should strive to design 
and  implement actions consistent with those values. Hofstede’s research provides worthwhile 
insights for how managers can define values in foreign cultures and react appropriately to 
them. Fortunately, management scientists continue to examine Hofstede’s work to further 
refine its worth to modern managers.53

Controlling Multinational Corporations

Controlling was generally defined in Chapter 1 as making something happen the way it was 
planned to happen. As in domestic corporations, control in multinational corporations requires 
that standards be set, performance be measured and compared to standards, and corrective 
 actions be taken if necessary. In addition, control in such areas as labor costs, product quality, 
and inventory is important to organizational success regardless of whether the organization is 
domestic or international.

Kimberly-Clark Corporation is a U.S. multinational corporation that produces mostly 
paper-based consumer products. Kimberly-Clark’s brand-name products include “Kleenex” 
facial tissue, “KimWipes” scientific cleaning wipes, and “Huggies” disposable diapers. One of 
Kimberly-Clark’s challenges as a multinational corporation is controlling purchasing costs. To 
help meet this challenge, the company established a global procurement function to direct all 
purchasing for the company. By handling all purchasing activities in one spot rather than in many 
different places throughout the world, this change helps the company minimize the  number of 
people needed in the purchasing function. This change was expected to save Kimberly-Clark as 
much as $500 million by 2013.54

Special Difficulties Control of a multinational corporation involves certain complexities. 
First, to deal with the problem of different currencies, management must decide how to compare 
profits generated by organizational units located in different countries and therefore expressed in 
terms of different currencies. Another complication is that organizational units in multinational 
corporations are generally more geographically separated. This increased distance usually makes it 
difficult for multinational managers to keep a close watch on operations in foreign countries.

Be sensitive to which culture’s values receive 
 priority. For example, if the company sets up pro-
grams based only on the values of employees 
at headquarters, then employees in other coun-
tries might not be motivated to contribute to the 
 company’s success.
Pay attention to individuals rather than assume each 
employee is typical of the cultural group to which he 
or she belongs. Talk to employees one-on-one about 
what keeps them at the company and what makes 
them eager to contribute.

Ricoh, the Japanese maker of copiers and printers, 
recognizes that cultural differences come into play 

in a multinational organization. For Ricoh, this is part 
of valuing diversity. Ricoh thus tries to hire people who 
have or want to develop a “global mindset,”  including 
the abilities to understand and communicate across cul-
tures. Along with Ricoh’s approach, here are some other 
ideas for influencing employees from other cultures:51

Learn basic information about the cultures that 
 employees come from and the cultures of the coun-
tries where the company has employees. Keep in 
mind that a country might have different cultures 
in different regions.

Leading in Other Cultures

Steps for Success
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TRANSNATIONAL ORGANIZATIONS
A transnational organization, also called a global organization, views the entire world as 
its business arena.56 Doing business wherever it makes sense is the primary goal; national 
 borders are considered inconsequential. The transnational organization transcends any single 
home country, with ownership, control, and management located in many different countries. 
Transnational organizations represent the fourth, and maximum, level of international activity as 
depicted on the continuum of international involvement presented earlier in this chapter. Seeing 
great opportunities in the global marketplace, some MNCs have transformed themselves from 
home-based companies with worldwide interests into worldwide companies pursuing business 
activities across the globe and claiming no loyalty to any one country.

Perhaps the most commonly cited transnational organization is Nestlé.57 Although Nestlé is 
headquartered in Vevey, Switzerland, its arena of daily business activity is truly the world. Nestlé 
has a diversified list of products that include instant coffee, cereals, pharmaceuticals, coffee cream-
ers, dietetic foods, ice cream, chocolates, and a wide array of snack foods. Its acquisition of the 
French company Perrier catapulted Nestlé into market leadership in the mineral water  industry. 
Nestlé has more than 210,000 employees and operates 494 factories in 71 countries worldwide, 
including the United States, Germany, Portugal, Brazil, France, New Zealand, Australia, Chile, 
and Venezuela. Of Nestlé’s sales and profits, about 35 percent come from Europe, 40 percent 
come from North and South America, and 25 percent come from other countries. As with most 
 transnational organizations, Nestlé has grown by acquiring companies rather than by expanding 
its present operations.58

INTERNATIONAL MANAGEMENT: 
SPECIAL ISSUES
The preceding section of this chapter discussed planning, organizing, influencing, and control-
ling multinational corporations. This section focuses on two special issues that can help to ensure 
management success in the international arena: maintaining ethics in international management 
and preparing expatriates for foreign assignments.59

Maintaining Ethics in International 
Management

As discussed in Chapter 2, ethics is a concern for good behavior and reflects the obligation 
that managers consider not only their own personal well-being but also that of other human 
 beings as they lead organizations. Having a manager define what ethical behavior is can indeed 
be challenging and becomes increasingly challenging as managers consider the international 
implications of management action. What seems ethical in a manager’s home country might be 
unethical in a different country.

Improving Communication One action successful managers take to help  overcome 
the difficulty of monitoring geographically separated foreign units is carefully designing the 
communication network or information system that links the units. A significant part of this 
 design requires all company units to acquire and install similar computer equipment in all 
 offices, both foreign and domestic, to ensure the availability of network hookups when com-
munication  becomes necessary. Such standardization of computer equipment also facilitates 
 communication among all foreign locations and makes equipment repair and maintenance 
easier and therefore less expensive.55

 MyManagementLab: Watch It, International Strategy at Root Capital
If your instructor has assigned this activity, go to mymanagementlab.com to watch a 
video case about Root Capital and answer the questions.
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The following guidelines can help managers ensure that management action taken across national 
borders is truly ethical. Managers can ensure that such action is ethical by doing the following:

Respecting Core Human Rights This guideline underscores the notion that all 
people deserve an opportunity to achieve economic advancement and an improved standard 
of living. In addition, all people have the right to be treated with respect. Much effort has been 
made by major sporting goods companies, including Nike and Reebok, to ensure that this guide-
line is followed in the business operations they conduct in other countries.60 These companies 
have joined forces to crack down on child labor, establish minimum wages comparable to the 
individual country’s standards, establish a maximum 60-hour workweek with at least one day off, 
and support the establishment of a mechanism for inspecting apparel factories worldwide. These 
companies have also committed themselves to the elimination of forced labor, harassment, abuse, 
and discrimination in the workplace.

Respecting Local Traditions This guideline suggests that managers hold in high regard 
the customs of foreign countries in which they conduct business. In Japan, for example, people have 
a long-standing tradition that individuals who do business together exchange gifts. Sometimes these 
gifts can be expensive. For example, when U.S. managers started doing business in Japan, accepting 
a gift felt like accepting a bribe. As a result, many of these managers thought that the practice of gift 
giving might be unethical. However, as U.S. managers have come to know and respect this Japanese 
tradition, most have come to tolerate, and even encourage, this practice as ethical behavior in Japan. 
Some managers even set different limits on gift giving in Japan than they do elsewhere.

Determining Right from Wrong by Examining Context This guideline 
suggests that managers evaluate the specifics of the international situation confronting them 
when determining whether a particular management activity is ethical. Although some activi-
ties are wrong no matter where they take place, others are unethical in one setting but acceptable 
in another. For instance, the chemical EDB, a soil fungicide, is banned from use in the United 
States. In hot climates, however, it quickly becomes harmless through exposure to intense solar 
radiation and high soil temperatures. Thus, as long as EDB is monitored, companies may be able 
to use it ethically in certain parts of the world.

Most managers and management scholars agree that implementing ethical management 
practices across national borders enhances organizational success. Although following the guide-
lines just described does not guarantee that management action taken across national borders 
will be ethical, it should increase the probability of its ethicality.

Brands Scorecard, which measures how well companies 
are demonstrating awareness of issues and address-
ing those issues transparently. These issues include the 
well-being of farmworkers who supply ingredients, the 
sustainable use of land and water, and the reduction 
of greenhouse gas emissions. Oxfam notes that since 
it began publishing the scores of 10 food businesses, 
9 have improved their policies. The top scorers—Nestlé, 
Unilever, and Coca-Cola—stand out for their efforts to 
address climate change, water use, women’s rights, and 
support for small farmers.61

At many companies, respecting human rights is 
already part of a commitment to ethics and 

 social responsibility. Extending that commitment to 
people in other countries is a logical next step. 
Defining and meeting specific standards can be dif-
ficult, however. One way to identify good practices is 
to apply the standards set by nonprofits familiar with 
these issues.

Oxfam International, for example, investigates the 
practices of big businesses in the food and beverage 
industry. It reports its findings regularly with a Behind the 

Oxfam’s Push for Ethical Practices

Tips for Managing around the Globe
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Preparing Expatriates for Foreign 
Assignments

The trend of U.S. companies forming joint ventures and other strategic alliances that include for-
eign operations is increasing. As a result, the number of expatriates being sent from the United 
States to other countries is also rising.62

The somewhat casual approach of the past toward preparing expatriates for foreign duty is 
being replaced by the belief that these managers need special tools to be able to succeed in difficult 
foreign assignments.63 To help expatriates adjust, home companies are providing assistance in 
finding homes and high-quality health care in host countries. Companies are also responding to 
expatriates’ insistence that they need more help from home companies on career planning related 
to foreign assignments, career planning for spouses forced to go to the foreign assignment country, 
and better counseling for the personal challenges they will face during their foreign assignments.64

Many companies prepare their expatriates for foreign assignments by providing special train-
ing programs. Specific features of these programs vary from company to company, depending on 
the situation. Most of these programs, however, usually contain the following core elements:

Culture profiles—Expatriates learn about the new culture in which they will be working.
Cultural adaptation—Expatriates learn how to survive the difficulties of adjusting to a new 
culture.
Logistical information—Expatriates learn basic information, such as personal safety, whom 
to call in an emergency, and how to write a check.
Application—Expatriates learn about the specific organizational roles they will have.

Expatriates generally play a critical role in determining the success of an organization’s for-
eign operations. The tremendous personal and professional adjustments that expatriates must 
make, however, can delay expatriates’ effectiveness and efficiency in foreign settings. Sound 
training programs can lower the amount of time expatriates need to adjust and can thereby help 
them become productive more quickly.65

As the Challenge Case shows, international man-
agement is essential to the future growth of 
McDonald’s. The company’s greatest expansion is 

occurring in the Asia/Pacific region, the Middle East, and 
Africa, notably Egypt and South Africa—locations where 
populations are large and incomes are rising. Therefore, 
in spite of his own lack of firsthand experience managing 
a foreign operation, CEO Don Thompson will be able to 
use his analytic skills to recognize opportunities in these 
far-flung locations.

As McDonald’s has grown beyond the boundaries of the 
United States, it has become more of a multinational  corporation—
an organization with significant operations in more than one 
company. Managing such an organization is highly complex. 
Thompson and his management team need to take into account 
differences in economic conditions, people, levels of technol-
ogy, market sizes, and laws. In doing so, the company must 
take into account the risks of investments in many different 

countries. Recently, for example, the economies of many European 
 countries—where McDonald’s also has franchises—have been 
nearing a financial crisis and new recession. At the same time, 
political upheaval poses risks in the Middle East. Managers at 
McDonald’s need to balance the risks against the market potential 
and prepare the company to manage the risks.

A key variable in McDonald’s international operations is 
the people it employs and the franchisees with whom it works. 
The company must identify the best talent to plan menus and 
marketing programs, sign contracts with suppliers, and provide 
support to franchisees. These people will be a combination of 
expatriates, host-country nationals, and third-country nationals. 
Given Thompson’s limited international experience, he will need 
to be sure that his management team includes people who have 
lived and worked in the countries served by McDonald’s. When 
hiring choices involve relocating employees to another country, 
McDonald’s must help them navigate the adjustment to another 
culture.

Careful planning is essential for a multinational company. 
At McDonald’s, this function includes the company’s needs 
for foreign purchasing, manufacturing, and distribution of 

CHALLENGE CASE SUMMARY
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from having a working knowledge of the languages spoken and 
the attitudes and needs that motivate people in each coun-
try. For example, rewards that motivate employees in Chinese 
McDonald’s restaurants may be quite different from the rewards 
that are the most motivating in the United States.

Control processes at McDonald’s should involve standards, 
measurements, and needed corrective action. These efforts are 
important for maintaining both food safety and the company’s 
global reputation for fast, friendly service. In terms of financial 
controls, McDonald’s must be prepared to handle differences in 
the currencies used for buying supplies and selling food in 119 
different countries. In terms of ethics, controls should ensure that 
the company’s employees and franchisees respect human rights, 
accommodate local traditions, and demonstrate what is consid-
ered “correct” behavior in each country.

Finally, if McDonald’s uses expatriates in foreign operations 
or brings foreign employees to its U.S. headquarters, it needs to 
prepare them for work in the new country. It should take appro-
priate steps to help them find housing and health care, explain 
how the assignment will affect their long-term careers with the 
company, and provide counseling for any personal problems 
the expatriates face as a result of living in an unfamiliar culture. 
Training for expatriates should also include a description of the 
host country’s culture, steps for adapting to that culture, basic 
 information about logistics such as calling for emergency help, 
and specifics of the jobs they will be performing.

food and supplies, as well as financing needs in the countries 
where it operates. The company also needs to identify the 
strengths and weaknesses franchise owners will face in their 
local labor forces as well as the local demand for various kinds 
of fast food. It must determine what roles imports and exports 
will play in its food purchases, and it may need license agree-
ments for some of its franchises, depending on local laws and 
customs.

A multinational company’s organizational structure may be 
based on function, product, territory, customers, or manufac-
turing processes. The organizational structure of McDonald’s 
is based on territories served. The company has four major 
business divisions: United States; Europe; Asia/Pacific, Middle 
East, and Africa (APMEA); and other countries (including 
Canada and Latin America) and corporate functions. Managers 
selected for McDonald’s corporate positions should have a 
geocentric, rather than an ethnocentric or polycentric, attitude. 
This will enable the company to tap the best management skills 
without regard to a manager’s country of origin.

Influencing people in a multinational corporation such as 
McDonald’s becomes increasingly complicated as the company 
extends its global presence. The cultures of people in the vari-
ous locations where the restaurant operates differ. McDonald’s 
 acknowledges this in the different menu choices and service 
 options it tailors for each locale. When corporate management 
travels to or works in other countries, managers would benefit 

 MyManagementLab: Assessing Your Management Skill
If your instructor has assigned this activity, go to mymanagementlab.com and decide 
what advice you would give a McDonald’s manager.

DEVELOPING MANAGEMENT SKILL This section is specially designed to help you 
develop global management skill. An individual’s global management skill is based on an 
understanding of global management concepts and on the ability to apply those concepts 
in various organizational situations. The following activities are designed both to heighten 
your understanding of management concepts and to develop your ability to apply those 
concepts in a variety of management situations.

CLASS PREPARATION AND PERSONAL STUDY
To help you prepare for class, perform the activities outlined in this section. Performing these activities will help you 
to  significantly enhance your classroom performance.

Reflecting on Target Skill

On page 78, this chapter opens by presenting a target management skill along with a 
list of related objectives outlining knowledge and understanding that you should aim to 
 acquire related to that skill. Review this target skill and the list of objectives to make sure 
that you’ve acquired all pertinent information within the chapter. If you do not feel that 
you’ve reached a particular objective(s), study related chapter coverage until you do.
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Know Key Terms

Understanding the following key terms is critical to your understanding of chapter  material. 
Define each of these terms. Refer to the page(s) referenced after a term to check your 
 definition or to gain further insight regarding the term.

international management 80
domestic organizations 82
international organizations 82
multinational corporation 82
parent company 85
host country 85
expatriate 86
host-country national 86
third-country national 86
repatriation 86

planning 87
importing 87
exporting 87
license agreement 87
direct investing 88
international joint venture 88
international market agreement 88
European Union (EU) 89
North American Free Trade Agreement 

(NAFTA) 89

organizing 90
ethnocentric attitude 91
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Know How Management Concepts Relate

This section comprises activities that will further sharpen your understanding of 
 management concepts. Answer essay questions as completely as possible.

 4-1. Discuss three similarities and three differences of 
international versus transnational organizations.

 4-2. List and define the three types of organization mem-
bers found in multinational organizations. Discuss 
the contribution that each type can bring to creating 
the success of the organization.

 4-3. What knowledge must a manager have to success-
fully influence organization members of multinational 

corporations? Would it be easy for a manager to 
acquire such knowledge? Why? How should the man-
ager acquire the knowledge?

 4-4. Is the preparation of expatriates more important 
than their repatriation? Explain fully.

MANAGEMENT SKILLS EXERCISES
Learning activities in this section are aimed at helping you develop global management skills.

 Cases

McDonald’s Is Lovin’ Global Growth

“McDonald’s Is Lovin’ Global Growth” (p. 79) and its Challenge 
Case Summary were written to help you better understand 
the  management concepts contained in this chapter. Answer 
the following discussion questions about the Challenge Case 
to better understand how concepts relating to managing in the 
global arena can be applied in a company like McDonald’s.

 4-5. Do you think that at some point in your career you 
will become involved in international management? 
Explain.

 4-6. Assuming that you are involved in managing a 
McDonald’s in Japan, what challenges do you think 
would be the most difficult for you in improving this 
Japanese McDonald’s success? Why?

 4-7. Evaluate the following statement: McDonald’s can 
learn to manage its U.S. operations better by studying 
how successful competitive operations are managed 
in other countries.

Coca-Cola’s Effort to Refresh  
the Whole World

Read the case and answer the questions that follow. Studying 
this case will help you better understand how concepts relat-
ing to global expansion can be applied in an organization 
such as the Coca-Cola Company.

People know Coca-Cola as a global brand. However, 
when the company entered the Indian market in the mid-
1990s, it was the company’s second try. Coca-Cola had 
operated there from 1950 until 1977, when it left with other 
Western firms in reaction to a law requiring foreign busi-
nesses to have Indian partners. A decade and a half later, the 
government relaxed restrictions on foreign companies, and 
the enormous population and economic growth lured Coca-
Cola back. Now India has become one of the company’s top 
10 markets.

Coca-Cola reentered India by purchasing the brands and 
distribution system of an Indian soft-drink company. Despite 
this advantage, the return brought challenges. Employee 
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turnover was high until Coca-Cola improved hiring and train-
ing. To build stronger business relations, it identified local 
sources for its materials and invested in farms selling key 
ingredients. It learned about its customers—for example, that 
young Indians are heavy users of mobile devices and that 
the small stores where most people shop have poor elec-
tric service and need help keeping drinks cold. The solution: 
company-provided, solar-powered coolers. Other problems 
have been more difficult to solve. Farmers are pushing back 
against efforts to open a new bottling plant. They also grum-
ble that Coke is using too much water, causing shortages. 
Indeed, the water supply in India has decreased  dramatically, 
although the farmers themselves may be contributing to the 
problem. Whatever the cause, the government is restricting 
water use and the locations of bottling plants.

Coca-Cola’s CEO, Muhtar Kent, is well prepared to lead 
his company in facing these challenges. Kent has a global 
perspective from his childhood as the son of a Turkish dip-
lomat. Besides living in Sweden, Iran, Poland, Thailand, and 
the United States, Kent lived two years in New Delhi, India, 
when his father was posted there. He saw India as a beauti-
ful and exciting—but also complex and challenging—place. 
Later, as a manager, he learned that doing business there 
requires flexibility. Just as the company has been creative 
in adapting its distribution to the needs of India’s small 
merchants, advertising combines corporate-wide themes 
with locally tailored messages. In a recent television ad, 
Indian movie stars present a story of young people experi-
encing moments of joy; Coke’s “Open Happiness” theme is 
about a universal emotion.

Efforts such as these have helped to make Coca-Cola 
the world’s largest beverage company. Headquartered in 
Atlanta, Georgia, it sells products in more than 200 coun-
tries. Along with its signature cola, the company sells more 
than 3,500 products, including such brands as Dasani, 
Minute Maid, Powerade, Sprite, and Vitaminwater.

Because of Coke’s global presence, the company has 
a global perspective on social responsibility. It identi-
fies the needs of the communities where it operates and 
the actions that will benefit both the company and those 
communities. For example, by extending electric power 
grids into Indian villages, it makes life more comfortable 
while making it easier for stores to sell cold soft drinks. By 
addressing climate change, it is also addressing drought 
and the disruptions to its supply of sugar beets and sugar 
cane that are caused by changes to regional weather pat-
terns. The company is especially concerned about water 
conservation. In India, it intends to conserve water, locate 
plants only where there is sufficient water, and provide 
more support to local communities. Other efforts at sus-
tainability include recycling of plastics and reduction of 
carbon emissions.

These efforts preserve Coca-Cola’s standing as a 
respected brand and a multimillion-dollar business. The 
global scope is essential, as North American consumers 
have increasingly cut back on soda consumption. Coca-
Cola’s fastest growth has come from international markets, 
especially China and India. Today, if a consumer “opens 
 happiness” in a bottle of Coke, he or she could be  anywhere 
in the world.66

Questions

 4-8. Based on the description in the case, is Coca-Cola 
Company a domestic, international, multinational, or 
transnational organization? Why?

 4-9. How can an understanding of India’s culture help a 
Coca-Cola manager succeed there?

 4-10. Besides the measures described, what else can Coca-
Cola do to maintain ethical conduct in the countries 
where it operates?

Experiential Exercises

Building a Global Management 
Curriculum

Directions. Read the following scenario and then perform the 
listed activities. Your instructor may want you to perform the 
activities as an individual or within groups. Follow all of your 
instructor’s directions carefully.

You are the president of Fiat Lux, a small liberal arts 
school in Denver, Colorado. In recent years you have 
tried to provide leadership in building more of a busi-
ness emphasis into your curriculum. Following your lead, 
your faculty over the past four years has been developing 
courses in organizational studies that focus primarily on 
managing people in organizations as well as how to orga-
nize and plan. Although you are pleased with the progress 
the school is making, you realize that the school’s offerings 
should be expanded even more to include a new major 
called Global Management.

Based on your goals, you’ve asked a few global busi-
ness leaders from the community to help you develop eight 
courses that could comprise this new major. Your goal is 

to propose this new major and its related courses to your 
faculty members as a vehicle they can use to prepare your 
undergraduate students for careers in global management.

You are presently leading a meeting of this business 
advisory group. Introduce your task for the group and lead a 
discussion concerning what the eight courses should be. Be 
sure to get course titles as well as descriptions of what the 
courses should include and rationales for why the courses 
should be included in the new major. When completed, 
your eight courses should provide your students with the 
essential knowledge they need to begin and be successful 
in entry-level positions that include global management 
responsibilities.

You and Your Career

You have just accepted a job with Nestlé and will soon 
be working in China as the manager of a 300-employee 
plant that is producing a new type of dog food. You know 
that Nestlé as a whole has about 250,000 employees, of 
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 4-16. U.S. firms tend to value making profit in the short 
run, whereas Japanese firms tend to value building 
long-term growth.

 4-17. Management of Japanese firms tends to be more 
centralized, whereas management of U.S. firms 
tends to be more decentralized.

 4-18. Job descriptions in Japanese firms tend to be 
broader and less precise than job descriptions in 
U.S. firms.68

Exercise 1: Overall, based on the information given, list 
three major challenges you will face as a manager at  
Toyota and steps you will take to meet these challenges.

Challenge  1: ____________________________________________

What I will do to meet Challenge 1:

Challenge   2: ____________________________________________

What I will do to meet Challenge 2:

Challenge   3: ____________________________________________

What I will do to meet Challenge 3:

Exercise 2: Based on the information given, to be success-
ful in Japan you will probably have to change the way you 
plan, organize, influence, and control somewhat. List the 
changes for each management function you probably will 
have to make.

Changes to the way I will plan in Japan:

Changes to the way I will organize in Japan:

100  different nationalities, and that your China position 
looks to be a place where you can build an exciting interna-
tional career.

You know that in your new job, you will be managing 
mostly Chinese nationals. As such, you have read many 
articles about the Chinese culture and have learned the 
following:67

 Personal relationships are extremely important to the 
Chinese.

 The Chinese prefer working with friends.
 The Chinese avoid punishment and embarrassment.
 In China, gifts are used to build and strengthen personal 

relationships.
 Chinese businesses are built around family.
 The Chinese shy away from confrontational and direct 

conversation.

 4-11. Is what you have found out about the Chinese cul-
ture important in building your career at Nestlé? 
Explain.

 4-12. Would the way you manage in China change based on 
your new understanding of the Chinese culture? How?

 4-13. Would it be easy for you to make such changes? Why 
or why not?

Building Your Management Skills 
Portfolio

Your Management Learning Portfolio is a collection of 
activities specially designed to demonstrate your man-
agement knowledge and skill. Be sure to save your work. 
Taking your printed portfolio to an employment interview 
could be helpful in obtaining a job.

The portfolio activity for this chapter is Managing a 
Business in Japan. Study this information and complete the 
exercises that follow.

You are an American-educated manager who believes 
in Western management philosophies. You have just 
accepted a job as a middle manager in a Toyota manufac-
turing plant in Tahara, which is slightly south of Osaka in 
Japan. The plant manufactures Toyota’s new Lexus hybrid 
sedan. For your entire 10-year career, you have worked as 
a middle manager in a General Motors plant in the United 
States and followed traditional American management 
practices. Toyota was clear, however, about expecting you 
to fit into its culture and follow its management practices, 
which have built company success. You know little about 
Japanese management practices and start to read as much 
as you can about how Japanese companies operate. Based 
upon your study, you come up with the following points 
about the differences between the ways Japanese and 
American companies are structured:

 4-14. U.S. companies tend to have a well-defined organi-
zational structure, whereas Japanese firms tend to 
be more loosely structured.

 4-15. U.S. companies tend to have several people involved 
in making decisions, whereas decisions made in 
Japanese firms tend to be made by only one or a few 
people.
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Exercise 3: Do you think you will be successful in this job as 
a manager at Toyota? Why or why not?

Exercise 4: Overall, what did you learn from this experience?

Changes to the way I will influence people in Japan:

Changes to the way I will control in Japan:
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Plans and Planning Tools
T A R G E T  S K I L L

Planning Skill: the ability to take action to determine  
the objectives of the organization as well as what  
is necessary to accomplish these objectives

O B J E C T I V E S

To help build my planning skill, when studying this chapter, I will 
attempt to acquire:

1 An understanding of the general characteristics 
of planning

2 Knowledge regarding different types of plans

3 Insights about the major steps of the planning process

4 An understanding of the relationship between planning 
and organizational objectives

5 An appreciation for the potential of a management 
by objectives (MBO) program

6 Knowledge about different types of planning tools

MyManagementLab®

Go to mymanagementlab.com to complete the problems marked with this icon  .

 MyManagementLab: Learn It
If your instructor has assigned this activity, go to mymanagementlab.com before 
 studying this chapter to take the Chapter Warm-Up and see what you already know. 
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Although Black Friday is a big event, satisfying customers is 
a year-round challenge that requires plans for day-to-day activi-
ties. In particular, Wal-Mart managers plan how to minimize the 
costs of moving products from suppliers to warehouses to stores 
and to online shoppers. A major cost is transportation. Logistics 
managers have developed a sophisticated network for transporta-
tion and storage aimed at more than 95 percent of products being 
available when desired. Managers are beginning to apply this 
expertise to the stores by improving plans for staffing stores and 
creating better procedures for keeping shelves stocked.

Technology helps Wal-Mart meet these planning challenges. 
Wal-Mart uses a computer system called store-level  distribution 
resource planning (DRP) in which planners  forecast the level 
of demand they expect at each store, and the system calculates 
the product amounts needed in each warehouse and from each 
supplier to meet demand in the months ahead. The DRP system 
also collects sales data from the stores, and if actual sales differ 
from the forecasted sales, it adjusts the amounts to be ordered.

Skilled planners and sophisticated planning tools are 
 essential for Wal-Mart. The budget-conscious consumers who 
shop at Wal-Mart are increasingly stressed in today’s economy, 
so Wal-Mart and its competitors are fighting for every dollar 
they can earn or save.1

THE PLANNING CHALLENGE
The Challenge Case focuses on decisions at Wal-Mart. 
The case ends with the implication that sound planning 
is necessary to compete in an industry where businesses 
cannot afford to waste money. Material in this chapter 
will help managers like those at Wal-Mart understand 
why planning is so important not only for ensuring 
future profitability but also for carrying out day-to-day 
organizational activities. The fundamentals of planning are 
described in this chapter. More specifically, this chapter 
(1) outlines the general characteristics of planning, 
(2) discusses steps in the planning process, (3) describes 
the planning subsystem, (4) elaborates on the relationship 
between organizational objectives and planning, 
(5) discusses the relationship between planning and the 
chief executive, and (6) summarizes the qualifications of 
planners and explains how planners can be evaluated.

Consider how Wal-Mart prepared after a recent Black Friday, 
the Friday after Thanksgiving, which launches the year’s biggest 
selling season. At Wal-Mart, planning starts a year in advance. On 
the Monday after Black Friday, a team of employees under Steve 
Bratspies, executive vice president of general merchandise, re-
viewed what worked that Friday and how the company could do 
better the following year. The team identified its major problem 
(out-of-stock items) and its major success: one-hour price guar-
antees for featured items, meaning that shoppers who come to the 
store for a featured item will receive it at the featured price even if 
the store runs out of the item and provides it later.

The team determined that on the following Black Friday, 
Wal-Mart would carry more inventory of items expected to be 
hot sellers and would expand its one-hour guarantees to cover 
21 items, up from 3 in the current year. Also, the planners 
expected stiffer competition because of the shorter holiday 
season (Thanksgiving would fall relatively late in the month). 
They decided to match competitors’ Black Friday deals the 
entire week preceding Black Friday and to open stores the 
 evening of Thanksgiving Day.

Wal-Mart Plans to Have What You Want

Wal-Mart’s executives admit that one of the company’s biggest problems is running 
out of popular items. Customers who don’t find what they want at Wal-Mart 
will buy somewhere else. But the problem is not as easily solvable as it might 

seem. Suppose Wal-Mart orders double what it expects to sell. Stores might never run out 
of products, but Wal-Mart would have to pay for buying and storing the extra goods. The 
company eventually would no longer be able to compete based on low price. Therefore,  
Wal-Mart’s managers become experts in planning exactly what stores will need.

C H A L L E N G E  CA S E

R
ob

yn
 B

ec
k/

N
ew

sc
om

Wal-Mart shoppers on Black Friday benefit from  
the Wal-Mart team’s plan to carry more inventory  
of items they expect to be hot sellers.
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GENERAL CHARACTERISTICS 
OF PLANNING
The first part of this chapter is a general introduction to planning. The sections in this part discuss 
the following topics:
1. Definition of planning
2. Purposes of planning
3. Advantages and potential disadvantages of planning
4. Primacy of planning

Defining Planning

Planning is the process of determining how the organization can get where it wants to go and 
what it will do to accomplish its objectives. In more formal terms, planning is “the systematic 
 development of action programs aimed at reaching agreed-upon business objectives by the pro-
cess of analyzing, evaluating, and selecting among the opportunities which are foreseen.”2

Planning is a critical management activity regardless of the type of organization being man-
aged. Modern managers face the challenge of sound planning in small and relatively simple orga-
nizations as well as in large, more complex ones and in nonprofit organizations such as libraries 
as well as in for-profit organizations such as General Motors.3

Purposes of Planning

Over the years, management writers have presented several different purposes of planning. For ex-
ample, a classic article by C. W. Roney indicates that organizational planning has two types of pur-
poses: protective and affirmative. The protective purpose of planning is to minimize risk by reduc-
ing the uncertainties surrounding business conditions and clarifying the consequences of related 
management actions. The affirmative purpose is to increase the degree of organizational success.4

Whole Foods Market, a leading provider of natural and organic foods, relies on the affirma-
tive purpose in its planning. The company uses planning to ensure its success, as measured by 
the systematic opening of new stores. Currently, Whole Foods has more than 270 stores in the 
United States, Canada, and the United Kingdom. Whole Foods’s CEO, John Mackey, believes that 
increased company success is not an accident but a direct result of careful planning.5

Another purpose of planning is to establish a coordinated effort within the organization. 
Where planning is absent, coordination and organizational efficiency are also often absent. Still 
another purpose of planning is to ensure integration among an organization’s various business 
units; otherwise, the managers of these units might seek to maximize their own objectives.6

The fundamental purpose of planning, however, is to help the organization reach its 
 objectives. As Koontz and O’Donnell put it, the primary purpose of planning is “to facilitate the 
 accomplishment of enterprise and objectives.”7 All other purposes of planning are spin-offs of 
this fundamental purpose.

Planning: Advantages and Potential 
Disadvantages

A vigorous planning program produces many benefits. First, it helps managers to be future-
oriented. They are forced to look beyond their everyday problems to forecast what situations may 
confront them in the future.8 Second, a sound planning program enhances decision coordina-
tion. No decision should be made today without some idea of how it will affect a decision that 
might have to be made tomorrow. The planning function thus pushes managers to coordinate 
their decisions. Third, planning emphasizes organizational objectives. Because organizational 
objectives are the starting points for planning, managers are continually reminded of exactly 
what their organization is trying to accomplish.9

Overall, planning is advantageous to an organization, particularly in the creation of new 
ventures.10 According to an often-cited survey, as many as 65 percent of all newly started busi-
nesses are not around to celebrate a fifth anniversary. This high failure rate seems primarily a 
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consequence of inadequate planning. Successful businesses have an established plan, a formal 
statement that specifies the objectives the organization is attempting to achieve. Planning does 
not eliminate risk, of course, but it does help managers identify and deal with organizational 
problems before they cause havoc in the business.11

The downside is that if the planning function is not well executed, planning can have several 
disadvantages for the organization. For example, an overemphasized planning program can take 
up too much managerial time. Managers must strike an appropriate balance between time spent 
on planning and time spent on organizing, influencing, and controlling. If they don’t, some ac-
tivities that are extremely important to the success of the organization may be neglected.12

Overall, the advantages of planning definitely outweigh the disadvantages. Usually, the dis-
advantages of planning result from using the planning function incorrectly.

Primacy of Planning

Planning is the primary management function—the one that precedes and is the basis for the 
organizing, influencing, and controlling functions of managers. Only after managers have devel-
oped their plans can they determine how they want to structure their organization, place their 
people, and establish organizational controls. As discussed in Chapter 1, planning, organizing, 
influencing, and controlling are interrelated. Planning is the foundation function and the first 
one to be performed. Organizing, influencing, and controlling are all based on the results of 
planning. Figure 5.1 shows this interrelationship.

TYPES OF PLANS
With the repetitiveness dimension as a guide, organizational plans are usually divided into two 
types: standing and single-use. A standing plan is used over and over again because it focuses on 
organizational situations that occur repeatedly. A single-use plan is used only once—or, at most, a 
few times—because it focuses on unique or rare situations within the organization. As Figure 5.2 
illustrates, standing plans can be subdivided into policies, procedures, and rules, and single-use 
plans can be subdivided into programs and budgets.

Standing Plans: Policies, Procedures,  
and Rules

A policy is a standing plan that furnishes broad guidelines for taking action that is consistent 
with reaching organizational objectives. For example, an organizational policy relating to per-
sonnel might be worded as follows: “Our organization will strive to recruit only the most talented 
employees.” This policy statement is broad, giving managers only a general idea of what to do in 
the area of recruitment. However, the policy is intended to emphasize the extreme importance 
management attaches to hiring competent employees and to guide managers’ actions accordingly.

As another example of an organizational policy, consider companies’ responses to studies 
showing that one out of every four workers in the United States is attacked, threatened, or  harassed 
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Planning as the foundation for 
organizing, influencing, and 
controlling
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on the job during a 12-month operating period. To deal with this problem, many managers are 
developing weapons policies. A sample policy could be: “Management strongly discourages any 
employee from bringing a weapon to work.” This policy would encourage managers to deal force-
fully and punitively with employees who bring weapons into the workplace.13

As mentioned in a previous chapter, many organizations today adopt sustainability poli-
cies. For example, consider H&M, a discount retailer of men’s, women’s, and children’s fashion 
 apparel. H&M’s sustainability policy is closely linked to its business objective, which is to  offer 
fashion and quality at the best price. That means H&M aims to sell only merchandise that 
has been produced using methods that are environmentally and socially sustainable. In addi-
tion, H&M commits to “clean and efficient” transportation as well as environmentally friendly 
 production protocols throughout its global supply chain.14

A procedure is a standing plan that outlines a series of related actions that must be taken to 
accomplish a particular task. In general, procedures outline more specific actions than policies 
do. Organizations usually have many different sets of procedures covering the various tasks to be 
accomplished. Managers must therefore carefully and properly apply the appropriate organiza-
tional procedures for the situations they face.15

As an example, Apple changed its manufacturing procedures to integrate green principles 
into its operations. To eliminate lead in its computer displays, Apple eliminated cathode-ray 
tubes from its designs. Through innovation, the company also managed to eliminate two other 
deadly chemicals, arsenic and mercury, from its products.16

Standing
Plans

Single-Use
Plans

Organizational
Plans

RulesPolicies Programs BudgetsProcedures

FIGURE 5.2
Standing plans and single-use 
plans

 Use consistent terms (for example, in the names of 
departments or documents). Use position titles rather 
than the names of the persons currently holding the 
positions.

 Use short, direct sentences in language that 
 employees will understand.

 Organize your documents so that a specific kind of 
policy or procedure is easy to look up.

 Have your company’s legal department or lawyer 
 review policies for legal implications.

Standing plans are useful only if employees follow 
them. By using the following tips, managers can 

create policies and procedures that employees will 
 understand and use:17

 Pay attention to which employees are using what 
documents and why. Refer to the specific documents 
needed.

 When writing policies and procedures, look for 
 duplicate steps, such as entering an account num-
ber or part number twice. Find ways to eliminate 
the duplicate work.

 Talk to employees about the policies and procedures 
they follow. Listen to find out which ones are not 
working well, and improve them.

Writing Effective Policies and Procedures

Steps for Success
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A rule is a standing plan that designates specific required actions. In essence, a rule indicates 
what an organization member should or should not do and allows no room for deviation. An 
example of a rule that many companies are now establishing is no smoking. The concept of rules 
may become clearer if one thinks about the purpose and nature of the rules in such games as 
Scrabble and Monopoly.

Although policies, procedures, and rules are all standing plans, they differ from one another 
and have different purposes within the organization. As Figure 5.3 illustrates, however, in order 
for the standing plans of an organization to be effective, policies, procedures, and rules must be 
consistent and mutually supportive.

Single-Use Plans: Programs and Budgets

A program is a single-use plan that is designed to carry out a special project within an organi-
zation. The project itself is not  intended to exist over the entire life of the organization. Rather, 
it exists to achieve a purpose that, if  accomplished, will contribute to the organization’s long-
term success.

A common example is the management development program found in many organi-
zations. This program exists to raise managers’ skill levels in one or more of the following 

areas: technical, conceptual, or human relations skills. 
Increasing managerial skills, however, is not an end 
in itself. Instead, the end or purpose of the program is 
to produce competent managers who are equipped to 
help the organization be successful over the long term. 
In fact, once managerial skills have been raised to the 
 desired level, the management development program 
can be deemphasized. Skills on which modern manage-
ment development programs commonly focus include 
understanding and using the computer as a manage-
ment tool, handling international competition, and 
planning for a major labor shortage.18

A budget is a single-use financial plan that covers 
a specified length of time. It details how funds will be 
spent on labor, raw materials, capital goods, information 
systems, marketing, and so on, as well as how the funds 
will be obtained.19 Although budgets are planning  devices, 
they are also strategies for organizational control. They are 
discussed in more detail in Chapter 18.

Rules Procedures

STANDING PLAN PROGRAM

Policies

FIGURE 5.3
A successful standing plan 
program with mutually 
supportive policies, 
procedures, and rules

A stadium costs millions of 
dollars to build and requires 
a budget that plans how funds 
will be obtained and spent.
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STEPS IN THE PLANNING PROCESS
The planning process consists of the following six steps. It is important to note, though, that 
the planning process is dynamic; in other words, effective planners will continuously revisit the 
 planning process.

1. State organizational objectives—Because planning focuses on how the management sys-
tem will reach organizational objectives, a clear statement of those objectives is necessary 
before planning can begin. Often planners examine important elements of the environ-
ment of their organizations, such as the overall economy or competitors, when forming 
objectives. In essence, objectives stipulate those areas in which organizational planning 
must occur.20

2. List alternative ways of reaching objectives—Once organizational objectives have been 
clearly stated, a manager should list as many available alternatives as possible for reaching 
those objectives.

3. Develop premises on which to base each alternative—To a large extent, the feasibility of 
using any one alternative to reach organizational objectives is determined by the prem-
ises, or assumptions, on which the alternative is based. For example, two alternatives a 
manager could generate to reach the organizational objective of increasing profit might 
be to (a) increase the sale of products presently being produced or (b) produce and sell a 
completely new product. Alternative (a) is based on the premise that the organization can 
gain a larger share of the existing market. Alternative (b) is based on the premise that a 
new product would capture a significant portion of a new market. A manager should list 
all of the premises for each alternative.

4. Choose the best alternative for reaching objectives—An evaluation of alternatives must 
include an evaluation of the premises on which the alternatives are based. A manager  usually 
finds that some premises are unreasonable and can therefore be excluded from further 
 consideration. This elimination process helps the manager determine which alternative 
would best accomplish organizational objectives. The decision making required for this step 
is  discussed more fully in Chapter 8.

STEP 1
State organizational

objectives

STEP 2
List alternative ways

of reaching objectives

STEP 3
Develop premises upon

which each alternative is based

STEP 4
Choose best alternative
for reaching objectives

STEP 5
Develop plans to

pursue chosen alternative

STEP 6
Put the plans into

action

FIGURE 5.4
Elements of the planning 
process



112 PART 3 Planning 

5.  Develop plans to pursue the chosen alternative—After an alternative has been chosen, a 
manager begins to develop strategic (long-range) and tactical (short-range) plans.21 More 
information about strategic and tactical planning is presented in Chapter 9.

6.  Put the plans into action—Once plans that furnish the organization with both long-range 
and short-range direction have been developed, they must be implemented. Obviously, the 
organization cannot directly benefit from the planning process until this step is performed. 
Figure 5.4 shows the sequencing of the six steps of the planning process.

Target Corporation is an example of a company that has made charitable giving a signifi-
cant element of its strategic plan. Since its founding in 1962, Target has allocated 5 percent of 
company revenues—more than $3 million a week—to programs that serve the communities in 
which it operates. Consistent with its concern for the health and safety of its communities, Target 
earmarked $50,000 to aid the National Wildlife Foundation in its cleanup efforts following the 
explosion of the Deepwater Horizon oil rig in the Gulf of Mexico.22

ORGANIZATIONAL OBJECTIVES: 
PLANNING’S FOUNDATION
The previous section made the point that managers start planning by stating or formulat-
ing organizational objectives. Only after they have a clear view of organizational objectives 
can they appropriately carry out subsequent steps of the planning process. Organizational 
objectives serve as the foundation on which all subsequent planning efforts are built. The 
following sections focus on organizational objectives, a critical component of the planning 
process:

1. Defining organizational objectives
2. Pinpointing areas in which organizational objectives should be established
3. Illustrating how managers work with organizational objectives
4. Discussing management by objectives, an approach to management based mainly on organi-

zational objectives

Definition of Organizational Objectives

An organizational objective is the target toward which the open management system is 
directed. Organizational input, process, and output—topics discussed in Chapter 2—help 
managers reach organizational objectives (see Figure 5.5). Properly developed organizational 

objectives reflect the purpose of the organization—that 
is, they flow naturally from the organization’s mission. 
The organizational purpose is what the organization 
exists to do, given a particular group of customers and 
customer needs. Table 5.1 contains several statements 
of organizational purpose, or mission, as developed by 
actual companies.23 If an organization is accomplish-
ing its objectives, it  is accomplishing its purpose and 
thereby justifying its reason for existence.

Organizations exist for various purposes and thus 
have various types of objectives. A hospital, for example, 
may have the primary purpose of providing high-quality 
medical services to the community. Therefore, its objec-
tives are aimed at furnishing this service. The primary 
purpose of a business organization, in contrast, is usu-
ally to make a profit. The objectives of the business 
organization, therefore, concentrate on ensuring that a 
profit is made. Some companies, however, assume that if 
they focus on such organizational objectives as produc-
ing a quality product at a competitive price, profits will 
be inevitable.

Amazon.com, Inc., seeks 
to be the global leader in 
e-commerce. Here, CEO Jeff 
Bezos, holds a Kindle, which 
helped Amazon achieve 
significant e-book sales.

Ju
st

in
 L

an
e/

N
ew

sc
om



 CHAPTER 5 Plans and Planning Tools 113

Such is the case at Lincoln Electric Company. Although profitability is essential for all 
profit-oriented businesses, management at Lincoln Electric attracted attention when it seemed to 
 diminish the role of profit in the company’s organizational objectives:24

The goal of the organization must be this—to make a better and better product to be sold 
at a lower and lower price. Profit cannot be the goal. Profit must be a by-product. This is a 
state of mind and a philosophy. Actually, an organization doing this job as it can be done will 
make large profits, which must be properly divided between user, worker, and stockholder. 
This takes ability and character.

In a 1956 article that has become a classic, John F. Mee suggested that organizational objec-
tives for businesses can be summarized in three points:25

1. Profit is the motivating force for managers.
2. Service to customers by the provision of desired economic values (goods and services) justi-

fies the existence of the business.
3. Managers have social responsibilities in accordance with the ethical and moral codes of the 

society in which the business operates.

Deciding on the objectives for an organization, then, is one of the most important actions 
managers take. Unrealistically high objectives are frustrating for employees, while objectives that 
are set too low do not encourage employees to maximize their potentials. Managers should estab-
lish performance objectives that they know from experience are within reach for employees but 
are not within easy reach.26

Organizational Objectives

Environment

Output

Input

Process

FIGURE 5.5
How an open management 
system operates to reach 
organizational objectives

TABLE 5.1 Examples of Statements of Organizational Purpose

Campbell Soup Company Together we will build the world’s most extraordinary food 
company.

Eli Lilly & Company We provide customers “Answers That Matter” through innovative 
medicines, information, and exceptional customer service that 
enable people to live longer, healthier, and more active lives.

Nike To bring inspiration and innovation to every athlete in the world.

Charles Schwab Our mission is to provide the most useful and ethical financial 
services in the world.

Wendy’s Our mission is to deliver superior quality products and ser-
vices for our customers and communities through leadership, 
 innovation, and partnerships.
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Areas for Organizational Objectives

Peter F. Drucker, one of the most influential management writers of modern times, believed that 
the survival of a management system is endangered when managers emphasize only the profit 
objective because this single-objective emphasis encourages managers to take action that will 
make money today but with little regard for how a profit will be made tomorrow.27

Managers should strive to develop and attain a variety of objectives in all areas where action 
is critical to the operation and success of the management system. Following are the eight key 
areas in which Drucker advised managers to set management system objectives:

1. Market standing—Management should set objectives indicating where it would like the 
company to be in relation to its competitors.

2. Innovation—Management should set objectives outlining its commitment to the develop-
ment of new methods of operation.

3. Productivity—Management should set objectives outlining the target levels of production.
4. Physical and financial resources—Management should set objectives regarding the use, 

acquisition, and maintenance of capital and monetary resources.
5. Profitability—Management should set objectives that specify the profit the company would 

like to generate.
6. Managerial performance and development—Management should set objectives that spec-

ify rates and levels of managerial productivity and growth.
7. Worker performance and attitudes—Management should set objectives that specify rates 

of worker productivity as well as desirable attitudes for workers to possess.
8. Public responsibility—Management should set objectives that indicate the company’s 

 responsibilities to its customers and society and the extent to which the company intends to 
live up to those responsibilities.

According to Drucker, the first five goal areas relate to tangible, impersonal characteristics of 
organizational operation, and most managers would not dispute their designation as key areas. 
Designating the last three as key areas, however, could arouse some managerial opposition because 
these areas are more personal and subjective. Regardless of this potential opposition, an organiza-
tion should have objectives in all eight areas in order to maximize its probability of success.

Increasing shareholder value represents an additional planning consideration for many pub-
licly traded companies. For example, global oil producer ConocoPhillips unveiled plans to sell 
$10 billion in assets over a two-year period. Proceeds from the sale, the company said, would be 
used to pay down debt and increase shareholder value.28

Working with Organizational Objectives

Appropriate objectives are fundamental to the success of any organization. Theodore Levitt 
noted that some leading U.S. industries could be facing the same financial disaster as the rail-
roads faced years ago because their objectives were inappropriate for their organizations.29

Managers should approach the development, use, and modification of organizational objec-
tives with the utmost seriousness. In general, an organization should set three types of objectives:30

1. Short-term objectives—targets to be achieved in one year or less
2. Intermediate-term objectives—targets to be achieved in one to five years
3. Long-term objectives—targets to be achieved in five to seven years

The necessity of predetermining appropriate organizational objectives has led to the 
 development of a management guideline called the principle of the objective. This principle 
holds that before managers initiate any action, they should clearly determine, understand, and 
state organizational objectives.

Planning for the future often requires an organization to revisit its original objectives. For 
example, consider recent planning efforts at Audi. The company reached its goal of delivering 
1.5 million cars more than one year ahead of schedule. To celebrate the occasion, leaders set a 
new goal of delivering 2 million cars. To achieve this goal, Audi wants to increase the number of 
models it produces from 49 to 60. These goals help to support the company’s primary objective 
of surpassing BMW as the world’s largest luxury sales manufacturer.31
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Guidelines for Establishing Quality Objectives

The quality of goal statements, like that of all humanly developed commodities, can vary drastically. 
Here are some general guidelines that managers can use to increase the quality of their objectives:32

1. Let the people responsible for attaining the objectives have a voice in setting them—
Often the people responsible for attaining the objectives know their job situation better 
than managers do and can therefore help make the objectives more realistic. They will also 
be better motivated to achieve objectives that they have had a say in establishing. Work-
related problems that these people face should be thoroughly considered when developing 
objectives.33

2. State objectives as specifically as possible—Precise statements minimize confusion and 
 ensure that employees have explicit directions for what they should do.34 Research shows 
that when objectives are not specific, the productivity of individuals attempting to reach 
those objectives tends to fluctuate significantly over time.

3. Relate objectives to specific actions whenever necessary—In this way, employees do not 
have to infer what they should do to accomplish their goals.

4. Pinpoint expected results—Employees should know exactly how managers will determine 
whether an objective has been reached.

5. Set goals high enough that employees will have to strive to meet them but not so high 
that employees will give up trying to meet them—Managers want employees to work hard 
but do not want them to become frustrated.35 At the same time, however, research suggests 
that setting high goals may lead to unethical behavior.36

6. Specify when goals are expected to be achieved—Employees must have a time frame for 
accomplishing their objectives. They then can pace themselves accordingly.

7. Set objectives only in relation to other organizational objectives—In this way, suboptimi-
zation can be kept to a minimum.

8. State objectives clearly and simply—The written or spoken word should not impede com-
municating a goal to organization members.

MANAGEMENT BY  
OBJECTIVES (MBO)
Some managers regard organizational objectives as such an important and fundamental part 
of management that they use a management approach based exclusively on objectives. This ap-
proach, called management by objectives (MBO), was popularized mainly through the writings 
of Peter Drucker. Although mostly discussed in the context of profit-oriented companies, MBO 
is also a valuable management tool for nonprofit organizations such as libraries and community 
clubs. The MBO strategy has three basic parts:37

1. All individuals within an organization are assigned a specific set of objectives that they try to 
reach during a normal operating period. These objectives are mutually set and agreed upon 
by individuals and their managers.38

2. Performance reviews are conducted periodically to determine how close individuals are to 
attaining their objectives.

3. Rewards are given to individuals on the basis of how close they come to reaching their goals.

The MBO process consists of five steps (see Figure 5.6):

1. Review organizational objectives—The manager gains a clear understanding of the organi-
zation’s overall objectives.

2. Set worker objectives—The manager and the worker meet to agree on worker objectives to 
be reached by the end of the normal operating period.

 MyManagementLab: Try It, Planning
If your instructor has assigned this activity, go to mymanagementlab.com to try 
a  simulation exercise about a chain of clothing stores.
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3. Monitor progress—At intervals during the normal operating period, the manager and the 
worker check to see whether the objectives are being reached.

4. Evaluate performance—At the end of the normal operating period, the worker’s perfor-
mance is judged by the extent to which the worker reached the objectives.

5. Give rewards—Rewards given to the worker are based on the extent to which the objectives 
were reached.

Factors Necessary for a Successful 
MBO Program

Certain key factors are essential to the success of an MBO program. First, top management must 
be committed to the MBO process and set appropriate objectives for the organization. Because 
all individual MBO goals will be based on these overall objectives, if the overall objectives are 
inappropriate, individual MBO objectives will also be inappropriate, and related individual work 
activity will be nonproductive. Second, managers and subordinates together must develop and 
agree on each individual’s goals. If each party is to seriously regard the individual objectives as 
a guide for action, both managers and subordinates must feel that the objectives are just and 
appropriate. Third, employee performance should be conscientiously evaluated against estab-
lished objectives. This evaluation helps determine whether the objectives are fair and whether 
appropriate means are being used to attain them. Fourth, management must follow through on 
employee performance evaluations by rewarding employees accordingly.

If employees are to continue striving to reach their MBO program objectives, managers must 
reward those who do reach, or surpass, their objectives rather than those whose performance 
falls short of their objectives. It goes without saying that such rewards must be given out fairly 
and honestly. Managers must be careful, though, not to conclude automatically that employees 
have produced at an acceptable level simply because they reached their objectives. Perhaps the 
objectives were set too low in the first place and managers failed to recognize it at the time.39

MBO Programs: Advantages  
and Disadvantages

Experienced MBO managers claim that the MBO approach has two advantages. First, MBO pro-
grams continually emphasize what should be done in an organization to achieve organizational 
goals. Second, the MBO process secures employee commitment to attaining organizational goals. 
Because managers and subordinates have developed the objectives together, both parties are 
 sincerely interested in reaching those goals.

MBO managers also admit that MBO has certain disadvantages. One is that the develop-
ment of objectives can be time-consuming, leaving both managers and employees less time to 
do their actual work. Another is that the elaborately written goals, careful communication of 

MBO for next normal
operating period begins

Organizational
objectives reviewed

Performance
evaluated

Worker
objective set

Rewards
given

Progress
monitored

FIGURE 5.6
The MBO process
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goals, and detailed performance evaluations required in an MBO program increase the volume 
of  paperwork in an organization.

On balance, however, most managers believe that the MBO’s advantages outweigh its 
 disadvantages. Therefore, they find MBO programs beneficial.40

 MyManagementLab: Watch It, MBO at Kaneva
If your instructor has assigned this activity, go to mymanagementlab.com to watch 
a video case about Kaneva’s virtual game world and answer the questions.

Sales managers in Guneagal 
try to forecast demand for 
scotch whisky accurately so 
the company’s production 
managers can plan how to 
meet the demand profitably.

PLANNING TOOLS
Planning tools are techniques managers can use to help develop plans. The remainder of this 
chapter discusses forecasting and scheduling, two of the most important of these tools.

Forecasting

Forecasting is the process of predicting future environmental happenings that will influence the 
operation of the organization. Although sophisticated forecasting techniques have been developed 
rather recently, the concept of forecasting can be traced at least as far back in the management 
literature as Fayol. The importance of forecasting lies in its ability to help managers understand 
the future makeup of the organizational environment, which, in turn, helps them formulate more 
effective plans.41 Despite the importance of forecasting, a survey of manu-
facturers suggests that forecasting is an imprecise science.42 According to 
this survey, on average, sales forecasts are off by approximately 20 percent. 
As such, managers continue to search for more accurate forecasting tools. In 
the following sections, we describe the forecasting process, and then we list 
a number of tools managers might use to improve forecasts.

How Forecasting Works William C. House, in describing the 
Insect Control Services Company, developed an excellent illustration of 
how forecasting works. In general, Insect Control Services forecasts by at-
tempting to do the following:43

1. Establish relationships between industry sales and national economic 
and social indicators.44

2. Determine the impact that government restrictions on the use of 
chemical pesticides will have on the growth of chemical, biological, 
and electromagnetic energy pest-control markets.

3. Evaluate sales growth potential, profitability, resources required, and 
risks involved in each of its market areas (commercial, industrial, insti-
tutional, governmental, and residential).

4. Evaluate the potential for expansion of marketing  efforts in geographi-
cal areas of the United States as well as in foreign countries.

5. Determine the likelihood of technological breakthroughs that would 
make existing product lines obsolete.

Types of Forecasts In addition to the general type of organi-
zational forecasting done by Insect Control Services, specialized types 
of forecasting, such as economic, technological, social trends, and sales, 
are available. Although a complete organizational forecasting process 
should, and usually does, include all these types of forecasting, sales 
forecasting is considered the key organizational forecast. A sales forecast 
is a prediction of how high or low sales of the organization’s products or 
services will be over the period of time under consideration. It is the key D
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forecast for organizations because it serves as the fundamental guideline for planning. Only 
after the sales forecast has been completed can managers decide, for example, whether more 
salespeople should be hired, whether more money for plant expansion must be  borrowed, 
or whether layoffs and cutbacks in certain areas are necessary. Managers must continually 
monitor forecasting methods to improve them and to reformulate plans based on inaccurate 
forecasts.46

Methods of Sales Forecasting Modern managers have several different methods 
available for forecasting sales. The two broad types of sales forecasting methods are qualitative 
and quantitative. In the following sections, we highlight popular qualitative (i.e., jury of executive 
opinion, salesforce estimation) and quantitative (i.e., moving average, regression, product stages) 
forecasting methods.

QUALITATIVE METHODS
jury of executive opinion method The jury of executive opinion method of sales 
 forecasting is straightforward. Appropriate managers within the organization assemble to dis-
cuss their opinions on what will happen to sales in the future. Because these discussion  sessions 
 usually revolve around hunches or experienced guesses, the resulting forecast is a blend of 
 informed opinions.47

A similar, more recently developed forecasting method, called the Delphi method, also gath-
ers, evaluates, and summarizes expert opinions as the basis for a forecast, but the procedure is 
more formal than that for the jury of executive opinion method.48 The basic Delphi method 
employs the following steps:

STEP 1: Various experts are asked to answer, independently and in writing, a series of questions 
about the future of sales or whatever other area is being forecasted.

STEP 2: A summary of all the answers is then prepared. No expert knows how any other expert 
answered the questions.

STEP 3: Copies of the summary are given to the individual experts with the request that they 
modify their original answers if they think it is necessary.

STEP 4: Another summary is made of these modifications, and copies again are distributed 
to the experts. This time, however, expert opinions that deviate significantly from the 
norm must be justified in writing.

STEP 5: A third summary is made of the opinions and justifications, and copies are once again 
distributed to the experts. Justification in writing for all answers is now required.

STEP 6: The forecast is generated from all of the opinions and justifications that arise 
from step 5.

to replace some cocoa with vegetable oil. Mars Inc., the 
world’s largest producer of chocolate, goes beyond cop-
ing. It studies the reasons for low forecasts and looks 
for ways to help farmers. Because most cocoa farming 
is done on a small scale, there has been little investment 
in improving crop yields, and farmers thus struggle to 
rise out of poverty. Many switch to growing more prof-
itable crops. In response, Mars has funded research 
in  improved cocoa farming as well as demonstration 
 projects, training, and mentoring.45

Planning at chocolate manufacturers needs to  include 
forecasts of the supply of cocoa. This requires a 

global perspective because cocoa grows only in West 
Africa and other regions with high humidity and temper-
atures between 64°F and 90°F. Managers in the choco-
late industry are struggling because the supply of cocoa 
has not been keeping up with demand, and as a result, 
prices often soar.

Chocolate producers cope by adjusting their produc-
tion plans: shrinking candy sizes and modifying recipes 

Forecasting Supply of Raw Materials: Mars Inc.

Tips for Managing around the Globe
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salesforce estimation method The salesforce estimation method is a sales forecast-
ing technique that predicts future sales by analyzing the opinions of salespeople as a group. 
Salespeople continually interact with customers, and from this interaction, they usually develop 
a knack for predicting future sales. As with the jury of executive opinion method, the resulting 
forecast normally is a blend of the informed views of the group.

The salesforce estimation method is considered to be a valuable management tool and is 
commonly used in business and industry throughout the world. Although the accuracy of this 
method is generally good, managers have found that it can be improved by taking such simple 
steps as providing salespeople with sufficient time to forecast and offering incentives for accurate 
forecasts. Some companies help their salespeople become better forecasters by training them to 
better interpret their interactions with customers.49

QUANTITATIVE METHODS
moving average The moving average method utilizes historical data to predict future sales 
 levels. Specifically, forecasters compute average sales levels for x historical time periods; forecast-
ers are able to choose the time periods that best fit their situations. Suppose, for example, that 
fore casters at Toyota are using a five-year moving average to predict future automobile sales. 
In 2015, they would select the five most recent years—2010 to 2014—and compute average 
automobile sales during that period. In 2014, they would have relied on sales data from 2009 to 
2013, and in 2013, they would have relied on sales data from 2010 to 2014. Because the five-year 
time period changes each year to reflect the five most recent years, this method is referred to as a 
“moving” average.

regression The regression method predicts future sales by analyzing the historical 
 relationship between sales and time.50 Using this information, analysts can use regression to 
forecast future sales. Specifically, regression provides forecasters with a trend line that best 
 illustrates the historical relationship between sales and time. Forecasters can use this trend line, 
then, to predict future sales. Figure 5.7 illustrates an example of a trend line that can be used 
to forecast future sales. Managers often use statistical programs such as SPSS or SAS to conduct 
regression analysis.

Although the actual number of time periods included in regression will vary from  company 
to company, as a general rule, managers should include as many time periods as necessary 
to  ensure that important sales trends do not go undetected. For example, at the Coca-Cola 
Company, management believes that to validly predict the annual sales of any one year, it must 
chart annual sales in each of the 10 previous years.51

product stages The data in Figure 5.7 indicate steadily increasing sales for B. J.’s Men’s 
Clothing over time. However, because in the long term products generally go through what is 
called a product life cycle, the predicted increase based on the last decade of sales should probably 
be considered overly optimistic. A product life cycle is made up of the five stages through which 
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most products and services pass. These stages are introduction, growth, maturity, saturation, 
and decline.52 The product stages method predicts future sales by using the product life cycle to 
 better understand the history and future of a product.

Figure 5.8 shows how the five stages of the product life cycle are related to sales volume 
for seven products over a period of time. In the introduction stage, when a product is brand 
new, sales are just beginning to build (e.g., ultra high-definition televisions). In the growth 
stage, the product has been in the marketplace for some time and is becoming more accepted, 
so product sales continue to climb (e.g., smartphones, tablet computers). During the maturity 
stage,  competitors enter the market, and although sales are still climbing, they are climbing at a 
slower rate than they did in the growth stage (e.g., personal computers). After the maturity stage 
is the saturation stage, when nearly everyone who wanted the product has it (e.g., refrigerators 
and microwaves). Sales during the saturation stage typically are due to the need to replace a 
worn-out product or due to population growth. The last product life cycle stage—decline—finds 
the product being replaced by a competing product (e.g., conventional, or not high-definition, 
televisions).

Managers may be able to prevent some products from entering the decline stage by 
improving product quality or by adding innovations. Other products, such as scissors, may 
never reach this last stage of the product life cycle because there are no competing products 
to replace them.

Evaluating Sales Forecasting Methods The sales forecasting methods just 
described are not the only ones available to managers. Other, more complex methods include 
the statistical correlation method and the computer simulation method.53 The methods just 
 discussed, however, do provide a basic foundation for understanding sales forecasting.

In practice, managers find that each sales forecasting method has distinct advantages and 
distinct disadvantages. Therefore, before deciding to use a particular sales forecasting method, a 
manager must carefully weigh these advantages and disadvantages as they relate to the  manager’s 
organization. The best decision may be to use a combination of methods to forecast sales rather 
than just one method. In fact, recent research suggests that combining quantitative and qualita-
tive forecasting methods, as opposed to using only quantitative or only qualitative methods, 
 results in better forecasts.54 Whatever method or methods are finally adopted, the manager 
should be certain the method is logical, fits the needs of the organization, and can be adapted to 
changes in the environment.

One study surveyed forecasters to gauge their familiarity with using these forecasting 
 methods.55 The authors of the study then compared these familiarity statistics with two simi-
lar studies conducted in the 1980s and 1990s. The results of the study, which are displayed in 
Table 5.2, reveal some interesting trends. First, the results suggest the increasing popularity of 
quantitative forecasting methods; in fact, 100 percent of forecasters polled in the 2000s were 
familiar with the moving average method. In contrast, familiarity with qualitative methods—
especially the jury of executive opinion method—has decreased over time.

TIME

SALES
VOLUME

Introduction Growth Maturity Saturation Decline

UHD TV

Tablet computer
Smartphone

Personal computer

Microwave
ovenRefrigerator

Conventional
(not high-def)
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FIGURE 5.8
Stages of the product life cycle
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Scheduling

Scheduling is the process of formulating a detailed listing of activities that must be accomplished 
to attain an objective, allocating the resources necessary to attain the objective, and  setting 
up  and following time tables for completing the objective. Scheduling is an integral part of 
 every organizational plan. Two popular scheduling techniques are Gantt charts and the program 
evaluation and review technique (PERT).

Gantt Charts The Gantt chart, a scheduling device developed by Henry L. Gantt, is 
 essentially a bar graph with time on the horizontal axis and the resource to be scheduled on the 
vertical axis. It is used for scheduling resources, including management system inputs such as 
human resources and machines.

Figure 5.9 shows a completed Gantt chart for a work period entitled “Workweek 28.” The 
resources scheduled over the five workdays on this chart were the human resources Wendy 
Reese and Peter Thomas. During this workweek, both Reese and Thomas were supposed to pro-
duce 10 units a day. Note, however, that actual production deviated from planned production. 
There were days when each of the two workers produced more than 10 units as well as days when 
each produced fewer than 10 units. Cumulative actual production for workweek 28 shows that 
Reese produced 40 units and Thomas 45 units over the five days.

FEATURES
Although simple in concept and appearance, the Gantt chart has many valuable managerial 
uses.56 First, managers can use it as a summary overview of how organizational resources are 

TABLE 5.2 Familiarity with Forecasting Methods

 1980s 1990s 2000s

Qualitative Methods

Jury of Executive Opinion 87% 82%  74%

Salesforce Estimation 84 85  83

Quantitative Methods

Moving Average 92% 98% 100%

Regression 80 88  97

Note:  The numbers in this table reflect the percentage of respondents who were “familiar” or 
“somewhat familiar” with the corresponding forecasting method.

Peter
Thomas

Planned units 
of production
for period

Wendy
Reese

Resources Monday Tuesday Wednesday
WORKWEEK 28

Thursday Friday

(   )

(10)

When work
is to begin

Percentage of work 
actually completed 
during a time period

Actual units of
production for
period

When work
is to end

Cumulative actual 
production for a
number of periods

7 (10) 12 (10) 11 (10) 10 (10) 5

(10) 6 (10) 8 (10) 9 (10) 12 (10) 5

FIGURE 5.9
Completed Gantt chart
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 being employed. From this summary, they can detect such facts as which resources are consis-
tently contributing to productivity and which are hindering it. Second, managers can use the 
Gantt chart to help coordinate organizational resources: The chart can show which resources are 
not being used during specific periods, thereby allowing managers to schedule those  resources 
for work on other production efforts. Third, the chart can be used to establish realistic worker 
output standards. For example, if scheduled work is being completed too quickly, output 
 standards should be raised so that workers are scheduled for more work per time period.

Program Evaluation and Review Technique (PERT) The main weakness 
of the Gantt chart is that it does not contain any information about the interrelationship of tasks 
to be performed. Although all tasks to be performed are listed on the chart, it is not possible to 
tell whether one task must be performed before another can be started. The program evaluation 
and review technique (PERT), a technique that evolved partly from the Gantt chart, is a sched-
uling tool that does emphasize the interrelationship of tasks.

DEFINING PERT
PERT is a network of project activities showing both the estimates of time necessary to complete 
each activity and the sequence of activities that must be followed to complete the project. This 
scheduling tool was developed in 1958 for designing and building the Polaris submarine weapon 
system. The managers of this project found Gantt charts and other existing scheduling tools of 
little use because of the complicated nature of the Polaris project and the interdependence of the 
tasks to be performed.58

The PERT network contains two primary elements: activities and events. An activity is a 
specified set of behaviors within a project, and an event is the completion of major project tasks. 
Within the PERT network, each event is assigned corresponding activities that must be per-
formed before the event can materialize.59

FEATURES
A sample PERT network designed for building a house is presented in Figure 5.10. Events are 
symbolized by boxes and activities by arrows. To illustrate, the figure indicates that after the 
event “Foundation Complete” (represented by a box) has materialized, certain activities (rep-
resented by an arrow) must be performed before the event “Frame Complete” (represented by 
another box) can materialize.

Two other features of the network shown in Figure 5.10 should be pointed out. First, the left-
to-right presentation of events shows how the events interrelate or the sequence in which they 
should be performed. Second, the numbers in parentheses above each arrow indicate the units 

workers a day for three years. To prepare and execute its 
plan, Clark/McCarthy brought in designers and contrac-
tors experienced with building health care facilities and 
installing hospital equipment. They used 3D models of 
the facility to indicate how workers in each trade (electri-
cal, plumbing, and so on) would coordinate their work. 
The contractors also used short-interval scheduling to 
fine-tune workers’ assignments. As construction pro-
gressed, planners communicated with the equipment 
manufacturers to schedule the delivery of each piece of 
equipment just when it was needed.57

To ensure that their people meet schedules, manag-
ers have to be sure that the schedules are realis-

tic and supported by enough resources. When Clark 
Construction Group and McCarthy Building Companies 
partnered to build a replacement hospital for the U.S. 
Marines’ Camp Pendleton, they did such a good job of 
planning that the project was completed six months 
early (and millions of dollars under budget).

The project was complex: an energy-efficient 2,000-
room facility, including installation of the medical equip-
ment. Building it required as many as 1,000 construction 

Clark/McCarthy Joint Venture Builds Navy Hospital Ahead of Schedule

Practical Challenge: Meeting Schedules
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of time necessary to complete each activity. These two features help managers ensure that only 
necessary work is being done on a project and that no project activities are taking too long.60

CRITICAL PATH
Managers need to pay close attention to the critical path of a PERT network—the sequence of 
events and activities requiring the longest period of time to complete. This path is called critical 
because a delay in completing this sequence results in a delay in completing the entire project. 
The critical path in Figure 5.10 is indicated by thick arrows; all other paths are indicated by thin 
arrows. Managers try to control a project by keeping it within the time designated by the critical 
path. The critical path helps them predict which features of a schedule are becoming unrealistic 
and provides insights into how those features might be eliminated or modified.61

STEPS IN DESIGNING A PERT NETWORK
When designing a PERT network, managers should follow four primary steps:62

STEP 1: List all the activities/events that must be accomplished for the project and the sequence 
in which these activities/events should be performed.

STEP 2: Determine how much time will be needed to complete each activity/event.
STEP 3: Design a PERT network that reflects all of the information contained in Steps 1 and 2.
STEP 4: Identify the critical path.

Why Plans Fail

If managers know why plans fail, they can take steps to eliminate the factors that cause failure 
and thereby increase the probability that their plans will be successful. A study by K. A. Ringbakk 
determined that plans fail when:63

 1. Corporate planning is not integrated into the total management system.
 2. There is a lack of understanding of the different steps of the planning process.
 3. Managers at different levels in the organization have not properly engaged in or contributed 

to planning activities.
 4. Responsibility for planning is incorrectly vested solely in the planning department.
 5. Management expects that plans developed will be realized with little effort.
 6. In starting formal planning, too much is attempted at once.
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 7. Management fails to operate by the plan.
 8. Financial projections are confused with planning.
 9. Inadequate inputs are used in planning.
10. Management fails to grasp the overall planning process.

It is important to note that failed plans do not always lead to permanent business failures. In 
some instances, a failing plan can be salvaged through some adjustment or a bit of fine-tuning. In 
such cases, “Plan B” may provide just the right fit.64

It seems apparent from the facts in the introductory 
case that Wal-Mart’s managers must focus heavily on 
planning in order for the company’s low-price strategy 

to be successful. Such a process should help determine 
 issues such as what inventory must be purchased to meet 
demand without waste, when orders should be placed, 
where merchandise should be stored to promptly meet 
 demand, and how employees can efficiently move inven-
tory onto the shelves as customers buy the items. This 
process should also focus on how to maintain the quality 
of Wal-Mart’s service.

Because of the many related benefits of planning, Wal-Mart’s 
managers should make certain that the planning process is thor-
ough and comprehensive, one particularly notable benefit of 
which is the probability of increased profits. To gain the benefits 
of planning, however, Wal-Mart’s managers must be careful that 
the planning function is well executed and not overemphasized.

Wal-Mart management should also keep in mind that plan-
ning is the primary management function. Thus managers should 
not begin to organize, influence, or control a system until planning 
for the system is completed. Planning is the foundation on which 
all other management functions at Wal-Mart should be based.

Managers like those at Wal-Mart should use their planning 
process to produce a practical plan for their activities. The process 
of developing this plan should consist of six steps, beginning with 
a statement of an organizational objective to successfully design 
the plan and ending with guidelines for putting the new plan into 
action. In this case, the ultimate organizational objective involves 
refocusing the company to build on its historical strengths.

Planning at Wal-Mart, as at any other company, begins with 
a statement of organizational objectives, the targets toward which 
the overall organization is aiming. These targets should be con-
sistent with the purpose of Wal-Mart, the reason the company 
exists. Objectives for a company such as Wal-Mart normally 
include profit targets, service quality targets, and social respon-
sibility targets. Other organizational objectives would normally 
focus on market standing, innovation, productivity, and worker 
performance and attitude. Overall objectives for a company such 
as Wal-Mart should be of three basic types: short-term objec-
tives to be achieved in a year or less; intermediate objectives to 

be achieved in one to five years; and long-term objectives to be 
achieved in five to seven years. Additionally, Wal-Mart and simi-
lar companies would normally develop a hierarchy of objectives 
so that individuals at different levels of the organization know 
what they must do to help reach organizational targets.

Planning for Wal-Mart’s activities such as Black Friday 
 promotions and logistics efficiency should emphasize how to 
implement activities to help reach various organizational targets. 
Overall, Wal-Mart’s planning, as it pertains to these and other 
business activities, should focus on enhancing the accomplish-
ment of its short-term, intermediate-term, and long-term objec-
tives that exist throughout the company’s hierarchy of objectives.

Planning activities at a company such as Wal-Mart tend to be 
more valuable the greater the quality of the organizational objec-
tives. To increase the quality of objectives at Wal-Mart, managers 
can take steps that allow people responsible for attaining objec-
tives to have a voice in setting them, that state objectives as clearly 
and simply as possible, and that pinpoint the results expected 
when the objectives are achieved.

Management at Wal-Mart might be so committed to man-
aging via organizational targets that MBO becomes the primary 
management approach within the company. Such an approach 
would involve Wal-Mart’s management monitoring the progress 
workers are making in reaching established objectives and us-
ing rewards and punishments to hold workers accountable for 
 actually reaching the objectives. An MBO program might be ad-
vantageous to Wal-Mart because it would continually emphasize 
what needs to be accomplished to reach organizational targets. 
On the other hand, an MBO program might be disadvantageous 
to Wal-Mart because the process itself can be time-consuming.

One of the planning tools available to Wal-Mart manage-
ment is forecasting, which involves predicting future envi-
ronmental events that could influence the operation of the 
company. Although various types of forecasting—such as 
 economic, technological, and social trends forecasting—are 
available, Wal-Mart’s managers would especially focus on sales 
forecasting, because it predicts how high or low sales will be 
during the time period managers are considering.

To forecast sales, Wal-Mart’s management could also ask 
its store managers for opinions on predicted sales. Although the 
opinions of such individuals may not be completely  reliable, these 
people are closest to the market and ultimately make the sales. 
Wal-Mart might also use the jury of executive opinion method 

CHALLENGE CASE SUMMARY
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by  having its executives discuss their opinions of  future sales. 
This method would be quick and easy to use and,  assuming that 
Wal-Mart executives have a good feel for product demand, might 
be as valid as any other method the company might use.

Finally, Wal-Mart’s management could use the regression 
analysis method to analyze the relationship between sales and 
time. Although this method takes into account the cyclical 
patterns and history of sales, it also assumes the continuation 
of these patterns into the future without considering outside 
influences such as  economic downturns, which could cause the 
patterns to change.

Because each sales forecasting method has advantages and 
disadvantages, managers at Wal-Mart should carefully analyze 

each method before deciding which method or combination of 
methods should be used.

Scheduling is another planning tool available to Wal-Mart 
management. It involves the detailed listing of activities that 
must be accomplished to reach an objective. For example, 
Wal-Mart uses schedules to plan how many employees will 
be needed to work in each store during specific time periods. 
When employees arrive at work, schedules tell individual 
workers which checkout line to work in or what items to re-
stock. Sophisticated scheduling software also helps Wal-Mart 
plan the timing of deliveries to each of its warehouses and 
stores, with the goal of keeping items in stock at the lowest 
possible cost.

 MyManagementLab: Applying Management Concepts
If your instructor has assigned this activity, go to mymanagementlab.com and decide 
what advice you would give a Wal-Mart manager.

DEVELOPING MANAGEMENT SKILL This section is specially designed to help 
you develop management skill. An individual’s management skill is based on an 
understanding of management concepts and on the ability to apply those concepts in 
various organizational situations. The following activities are designed both to heighten 
your understanding of management concepts and to develop your ability to apply those 
concepts in a variety of organizational situations.

CLASS PREPARATION AND PERSONAL STUDY
To help you prepare for class, perform the activities outlined in this section. Performing these activities will help you 
to  significantly enhance your classroom performance.

Reflecting on Target Skill

On page 105, this chapter opens by presenting a target management skill along with a 
list of related objectives outlining knowledge and understanding that you should aim to 
acquire related to that skill. Review this target skill and the list of objectives to make sure 
that you’ve acquired all pertinent information within the chapter. If you do not feel that 
you’ve reached a particular objective(s), study related chapter coverage until you do.

Know Key Terms

Understanding the following key terms is critical to your preparing for class. Define each 
of these terms. Refer to the page(s) referenced after a term to check your definition or to 
gain further insight regarding the term.

planning 107
standing plan 108
single-use plan 108
policy 108
procedure 109
rule 110
program 110
budget 110
organizational objective 112

organizational purpose 112
planning tools 117
forecasting 117
jury of executive opinion  

method 118
salesforce estimation  

method 119
moving average method 119
regression method 119

product life cycle 119
product stages method 120
scheduling 121
Gantt chart 121
program evaluation and review 

 technique (PERT) 122
activity 122
event 122
critical path 123
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Know How Management Concepts Relate

This section comprises activities that will further sharpen your understanding 
of  management concepts. Answer these essay questions as completely as possible.

 5-1. Describe the various stages involved in the planning 
process. Use an example to illustrate these stages.

 5-2. Explain the characteristics of effective objectives. 
Referring to these characteristics, provide an example 
of an effective objective for a not-for-profit organiza-
tion of your choice.

 5-3. Describe the relationship between planning and the 
other general functions of management (organizing, 
controlling, and influencing). In your opinion, which 
of the four functions is most important?

MANAGEMENT SKILLS EXERCISES
Learning activities in this section are aimed at helping you develop management skills.

 Cases

Wal-Mart Plans to Have What You Want

“Wal-Mart Plans to Have What You Want” (p. 106) was writ-
ten to help you better understand the management concepts 
contained in this chapter. Answer the following discussion 
questions about the Challenge Case to better understand 
how principles of planning can be applied in a company like 
Wal-Mart.

 5-4. What special challenges would Wal-Mart face in auto-
mating its planning by using a distribution resource 
planning (DRP) system? What steps would you take to 
meet these challenges?

 5-5. Would you have Wal-Mart’s chief executive officer or 
an appointed planning executive do the planning for 
Black Friday? Why?

 5-6. List three criteria that you would use to evaluate 
 Wal-Mart’s planning for Black Friday. Explain why you 
chose each criterion.

Miche Bag Goes from Idea  
to Worldwide Success

Read the case and answer the questions that follow. 
Studying this case will help you better understand how con-
cepts relating to planning can be applied in a company such 
as Miche Bag.

In 2004, a young woman named Michelle Romero spilled 
a drink on her favorite purse. The purse was stained and she 
was frustrated. Many women can probably relate to Romero’s 
situation. Seeing this event as a unique opportunity, she 
 wondered if it was possible to have a purse or handbag that 
could change its outside “shell” while leaving all the contents 
in place. With glue and some fabric, she made a prototype 
right then (www.michebag.com).

Thus, the Miche bag was born. The name (pronounced 
MEE-CHEE) comes from Michelle’s nickname. By 2005, 
a patent had been established, and the company was in 
business. The sales of the product have been growing, 
and there is almost a cultlike following among women, 

who readily identify when another is carrying a Miche bag. 
According to the website, the bag is considered “one of the 
greatest gifts to womankind since waterproof mascara” 
(www.michebag.com).

But to go from a concept to a full-fledged firm, a plan 
was needed. The company needed a proven business leader, 
and that person was Corbin Church. He liked the idea and 
saw potential; he had already started and sold six other 
businesses, so entrepreneurial experience was on his side. 
He just needed to determine how viable a product it was. 
Serving in his new role as Miche’s CEO, he set up a kiosk 
at a local mall and sought feedback from potential custom-
ers. With overwhelming interest, he planned on franchising 
kiosks throughout the country. Unfortunately, the greatest 
economic recession since the Great Depression soon hit, 
and franchising locations in malls was not a sound approach 
(“Entrepreneur of the Year Finalist”).

That’s when he decided to approach the sales of the bag 
in a different way altogether. Using the direct sales home 
party method of selling, he recruited what is today a net-
work of thousands of representatives who eagerly sell the 
product in their own homes. Made famous by Tupperware, 
the direct sales home party method is very simple, yet 
quite effective. A person agrees to “host” a party in his or 
her home. Friends and family are invited; hors d’oeuvres 
are served; and the product is shown to guests. These par-
tygoers have an  opportunity to see and feel the product. 
Of course, the intent is to convince the guests to buy the 
product. In return, the host receives either a commission 
for each sale or free merchandise in exchange for his or her 
efforts.

Miche provides these hosts with all they need to get 
started. The foundation of the product is four sizes of hand-
bags: Prima, Classic, Demi, and Petite. Along with these is 
an almost endless array of shells in a variety of textures, 
fabrics, and colors that can be attached to the bag. Hosts 
demonstrate the versatility of the bags and the ease with 
which shells can be traded out, depending on the occasion 
or preference of the person.

A wide variety of companies are now using the direct 
sales home party approach. Some, such as Kraft, Procter 

http://www.michebag.com
http://www.michebag.com
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& Gamble, and Kimberly-Clark, are using this approach 
in conjunction with television advertising (Patton, 2011). 
Microsoft held house parties to build buzz around its 
Windows 7 product, and approximately 60,000 hosts at-
tracted nearly 7 million people (McMains, 2011). This kind 
of marketing can be incredibly cost effective for companies 
because often, the only expense involved is that of mailing 
out a basic kit for the host. And consumers tend to trust a 
family member or friend who is hosting a party rather than 
a 30-second commercial.

For Church, the thousands of hosts who sell Miche 
bags not only increase sales but also spread the word 
about the product in a fast, friendly manner. It’s all a mat-
ter of recruiting, which is why the company is constantly 
seeking new representatives through current hosts as well 
as through Miche’s website. “Transitioning to this exciting 
new business structure,” says Church, “will afford a greater 
number of new representatives the chance to become part 
of our ground-breaking company, which has experienced 
explosive growth over the last four years both in the 

United States and internationally” (“Salt Lake City–Based 
Miche Bag”).

Today, the private company is earning millions of dollars 
per month through its extensive network of hosts, whose 
parties continue to expand consumer awareness. As Miche’s 
website states, “Relax, take your time, and find your inner 
Miche” (www.michebag.com).65

Questions

 5-7. Assess Corbin Church’s plan for selling Miche bags. 
How was changing his approach from franchising to 
a direct sales home party approach a more effective 
strategic plan?

 5-8. Would you characterize Corbin Church’s sales method 
as a standing plan or a single-use plan? Why?

 5-9. As the economy improves, should Corbin Church 
change his plan? In other words, should he consider 
switching to a franchise model of sales?

Experiential Exercises

Developing Objectives  
for the Don Cesar

Directions. Read the following scenario and then perform the 
listed activities. Your instructor may want you to perform the 
activities as an individual or within groups. Follow all of your 
instructor’s directions carefully.

You have just been hired as the new assistant man-
ager at the Don Cesar Beach Resort (www.doncesar.com) 
in St. Petersburg, Florida. This resort, which opened in 1928, 
has a storied history. The manager of the resort has assigned 
you and your team the task of identifying new objectives for 
the resort. He thinks that your fresh perspective might help 
the organization thrive for the next 100 years. Lead your 
group by outlining five objectives for the resort. Then, use 
the “Guidelines for Establishing Quality Objectives” listed on 
page 115 to better understand the quality of the five objec-
tives your team developed. Based on these guidelines, which 
objective was the best? Which objective was the worst? Why?

You and Your Career

Planning Skill and Your Career

The previous section discusses the role of objectives in the 
planning process. Understanding the importance of objec-
tives will help you further develop your planning skills. As 
you think about your academic career thus far, describe 
the role of your own objectives in determining your course 
grades. Do you have objectives regarding your course 
grades? Now, think about your career in the future. Do you 
think employers will find your planning skills attractive? 
Thinking longer term, how do you think your planning skills 
will influence your career progression?

Building Your Management Skills 
Portfolio

Your Management Learning Portfolio is a collection of ac-
tivities specially designed to demonstrate your management 
knowledge and skill. Be sure to save your work. Taking your 
printed portfolio to an employment interview could be help-
ful in obtaining a job.

The portfolio activity for this chapter is Developing Your 
Planning Skills. Read the following about Fox Restaurant 
Concepts, and answer the questions that follow.

Fox Restaurant Concepts (www.foxrc.com) is a collec-
tion of boutique restaurants in Arizona, California, Colorado, 
Texas, and Kansas. Fox is exploring potential opportunities 
for growth, and you have been hired to  develop a new res-
taurant concept for the company. Sam Fox, CEO, summarizes 
the company’s philosophy by saying that “Dining isn’t just 
about the meal—it’s about the overall experience.” Fox has 
committed the funds necessary to test your new concept 
restaurant in an area around your school. If the new concept 
works well in that area, Fox may seek to expand the concept 
in a larger geographical area.

Your mission involves establishing a plan to introduce 
this new concept restaurant. After deciding on your new 
 concept restaurant, Fox wants you to work through the 
first five steps of the planning process: (1) state organiza-
tional objectives; (2) list alternative ways of reaching the 
objectives; (3) develop premises on which to base each 
alternative; (4)  choose the best alternative for reaching 
the  objectives; and (5) develop plans to pursue the cho-
sen alternative. In the space provided here, respond to 
the  following inquiries regarding the first five steps of the 
 planning process.

http://www.michebag.com
http://www.doncesar.com
http://www.foxrc.com
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 5-10. Briefly describe the most important characteristics of 
your new concept for Fox.

 5-11. Develop three organizational objectives for your new 
restaurant.

 5-12. Choose one of the three objectives to explore in 
more detail. List three alternative ways to reach this 
objective.

 5-13. Develop premises to evaluate each of these three 
alternatives.

 5-14. Based on these premises, choose the alternative that 
is most likely to reach the objective.

 5-15. As you think about this alternative, list the significant 
steps needed to implement this alternative.

  MyManagementLab: Writing Exercises
If your instructor has assigned this activity, go to mymanagementlab.com for  
the following assignments: 

Assisted Grading Questions
5-16. Summarize the primary advantages and disadvantages regarding planning. In  

your opinion, what is the principal advantage of planning? What is the principal 
 disadvantage of planning?

5-17. Explain five of the primary reasons why plans fail. In your opinion, which one of  
these reasons is most important? Why?
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MyManagementLab®

Go to mymanagementlab.com to complete the problems marked with this icon  .

 MyManagementLab: Learn It
If your instructor has assigned this activity, go to mymanagementlab.com before 
 studying this chapter to take the Chapter Warm-Up and see what you already know. 

Making Decisions
T A R G E T  S K I L L

Decision-Making Skill: the ability to choose alternatives 
that increase the likelihood of accomplishing objectives

O B J E C T I V E S

To help build my decision-making skill, when studying this chapter, 
I will attempt to acquire:

1 A fundamental understanding of the term decision

2 An understanding of each element of the rational 
decision-making process

3 An appreciation of the role of intuition in decision making

4 Insights regarding the various tools used to make 
decisions

5 An understanding of how groups make decisions
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store, which includes Wayne State University and the Detroit 
Medical Center, has recently experienced population growth. 
And in nearby downtown, Quicken Loans rented office space 
for its Michigan staff of 3,000. Thanks to these employers, 
there is nearby traffic of professionals who might be attracted 
to an upscale store. In fact, Whole Foods sees pent-up demand 
in the area because  supermarket chains have fled the city, 
 forcing residents to drive to the suburbs to buy groceries.

Whole Foods also saw qualities in Detroit suggesting 
that its residents would embrace the new store. As the  retailer’s 
employees worked with citizens’ and business  development 
groups, they noticed practical evidence of an interest in  eating 
well. For instance, residents have established more than 
800 community gardens in Detroit’s acreage of vacant lots. In 
addition, tens of thousands shop at Detroit’s popular Eastern 
Market, one of the nation’s largest farmers’ markets. Taken 
together, Red Elk Banks, Whole Foods’ operations chief in 
Michigan, says these practices represent important factors 
in the decision to open a Detroit store.

Complementing these practices, Whole Foods also 
 obtained demographic information supporting the idea of 
a new store in Detroit. This information showed a desire for 
more access to organic foods. The information also showed 
buying power: Detroiters have been spending $200 million 
annually in the suburbs. By choosing a location near freeways, 
Whole Foods hopes to capture some of the people traveling 
between the city and the suburbs.

Whole Foods’ president of Midwest operations, Michael 
Bashaw, told the Wall Street Journal, “We certainly expect [the 
Detroit store] to be profitable.” Time will tell whether or not 
Bashaw was a good forecaster and whether the site selection 
better illustrates keen business insight or foolish optimism.1

THE DECISION-MAKING CHALLENGE
The Challenge Case focuses on the opening of a 
Whole Foods store. The information in this chapter 
discusses specifics surrounding a decision-making 
situation and provides insights about the steps 
Whole Foods management might have taken in 
making this decision. This chapter discusses (1) the 
fundamentals of decisions, (2) the decision-making 
process, (3) various decision-making conditions, 
(4) decision-making tools, and (5) group decision 
making. These topics are critical to managers and 
other individuals who make decisions.

Although Whole Foods has a reputation for moving 
 cautiously on expansion decisions, the Detroit store represents 
the first time the company chose to build in what the Detroit 
Free Press described as a “distressed urban location.”

To arrive at the decision, Whole Foods’ executives looked 
at a variety of criteria. The neighborhood to be served by the 

Whole Foods Decides to Open in Detroit

Even people who love to shop at Whole Foods sometimes jokingly call the store 
“Whole Paycheck.” Why, then, did the company recently decide to open a store 
in Detroit—a city that in recent decades has been known mainly for its depressed 

economy and plummeting population?

C H A L L E N G E  CA S E

Whole Foods opened a store in Detroit  because 
 research showed that the area’s growing 
 population was  interested in organic food.
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FUNDAMENTALS OF DECISIONS
Definition of a Decision

A decision is a choice made between two or more available alternatives. Decision making is the 
process of choosing the best alternative for reaching objectives. Decision making is covered in 
the planning section of this text, but because managers must also make decisions when perform-
ing the other three managerial functions—organizing, influencing, and controlling—the subject 
requires a separate chapter.

We all face decision situations every day. A decision situation may involve simply choosing 
whether to spend the day studying, swimming, or golfing. It does not matter which alternative is 
chosen, only that a choice is made.2

Managers make decisions affecting the organization daily and communicate those decisions 
to other organization members.3 Not all managerial decisions are of equal significance to the 
organization. Some affect a large number of organization members, cost a great deal of money to 
carry out, and have a long-term effect on the organization. Such significant decisions can have a 
major impact not only on the management system itself but also on the career of the manager who 
makes them. Other decisions are fairly insignificant, affecting only a small number of organization 
members, costing little to carry out, and producing only a short-term effect on the organization.

Types of Decisions

Decisions can be categorized according to how much time a manager must spend making them, 
what proportion of the organization must be involved in making them, or the organizational 
functions on which they focus. Probably the most generally accepted method of categorizing 
decisions, however, is based on computer language; it divides all decisions into two basic types: 
programmed and nonprogrammed.4

A programmed decision is routine and repetitive, and the organization typically develops spe-
cific ways to handle such decisions. A programmed decision might involve determining how prod-
ucts will be arranged on the shelves of a supermarket. For this kind of routine, repetitive problem, 
standard-arrangement decisions are typically made according to established management guidelines.

In contrast, a nonprogrammed decision is typically a one-shot decision that is usually less 
structured than programmed decisions. An example of the type of nonprogrammed decision 
that more and more managers are having to make is whether to expand operations into the “for-
gotten continent” of Africa.5 Another example is deciding whether a supermarket should carry 
an additional type of bread. The manager making this decision must consider whether the new 
bread will merely stabilize bread sales by competing with existing bread carried in the store or 
actually increase bread sales by offering a desired brand of bread to customers who have never 
before bought bread in the store. These types of issues must be dealt with before the manager can 
finally decide whether to offer the new bread. Table 6.1 shows traditional and modern ways of 
handling programmed and nonprogrammed decisions.

TABLE 6.1 Traditional and Modern Ways of Handling Programmed and Nonprogrammed Decisions

Types of Decisions

Decision-Making Techniques

Traditional Modern

Programmed:

Routine, repetitive decisions

Organization develops specific processes 
for handling them

1. Habit
2. Clerical routine:

Standard operating procedures
3. Organization structure:

Common expectations
A system of subgoals

Well-defined information channels

1. Operations research:
Mathematical analysis models
Computer simulation

2. Electronic data processing

Nonprogrammed:

One-shot, ill-structured, novel policy decisions

Handled by general problem-solving processes

1. Judgment, intuition, and creativity
2. Rules of thumb
3. Selection and training of executives

1.  Heuristic problem-solving  
techniques applied to:

Training human decision makers
 Constructing heuristic computer  
 programs
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Programmed and nonprogrammed decisions should be thought of as being at opposite ends 
of the decision programming continuum, as illustrated in Figure 6.1. As the figure indicates, 
however, some decisions are neither programmed nor nonprogrammed, but fall somewhere 
between the two. One of the key distinctions between programmed versus nonprogrammed 
decisions is that programmed decisions typically require less time and effort compared to non-
programmed decisions.

The Responsibility for Making 
Organizational Decisions

Many different kinds of decisions must be made within an organization—such as how to manu-
facture a product, how to maintain the machines, how to ensure product quality, and how to 
establish advantageous relationships with customers. Because organizational decisions can be so 
varied, some type of rationale must be developed to stipulate who within the organization has the 
responsibility for making which decisions.

One such rationale is based primarily on two factors: the scope of the decision to be made 
and the levels of management. The scope of the decision is the proportion of the total manage-
ment system that the decision will affect. The greater this proportion, the broader the scope of 
the decision is said to be. Levels of management are simply lower-level management, middle-
level management, and upper-level management. The rationale for designating who makes 
which decisions is that the broader the scope of the decision, the higher the level of the manager 
responsible for making that decision. Figure 6.2 illustrates this rationale.

To better understand the role of delegation in different contexts, consider the decisions facing 
sisters Heather Castagna and Holly Rand, the owners of Lubbock, Texas–based Green Queens, 
a recycling company. An uptick in residential business and several new commercial contracts 
required Castagna and Rand to make major decisions about their firm’s future, including a possible 
location change and the need to hire additional employees. As small-business owners, Castagna 
and Rand are responsible for making such decisions; they cannot delegate them to others.6

Programmed
decisions

Nonprogrammed
decisions

FIGURE 6.1
Decision programming 
continuum

Coordinating these activities requires a multitude 
of decisions about what to order and when, and how 
much to produce and where. To make such decisions 
quickly and consistently across divisions, Shaw invested 
in sophisticated software called enterprise resource 
planning (ERP). The ERP system it selected, NetSuite 
OneWorld, includes decision rules for activities such as 
inventory management, manufacturing, and purchasing, 
and it creates financial reports to show whether decisions 
need to be adjusted.7

The main challenge with programmed decisions is 
the initial planning of what to do in each possi-

ble situation. For international businesses, that chal-
lenge is extremely complex when managers consider 
all the different situations possible. Take the example of 
Shaw Industries, the world’s largest maker of carpet-
ing. The company, based in Dalton, Georgia,  operates 
10 subsidiaries in Europe, Asia, and Australia. Its 25,000 
 employees produce yarn, manufacture carpets and hard-
wood and laminate flooring, transport goods, and sell 
millions of dollars’ worth of products.

Shaw Industries Paves the Way for Good Decisions

Tips for Managing around the Globe
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It is important to point out that the manager who is responsible for making a particular deci-
sion can seek the advice of other managers or subordinates before settling on an alternative. In his 
article “Moon Shots for Management,” business thinker Gary Hamel observes that senior-level 
decision making is often marked by “executive hubris, unstated biases, and incomplete data.” 
Hamel suggests that employees closest to a situation are often in the best position to evaluate 
alternatives or weigh in on the issues that will affect the decision.8 Consistent with this idea, some 
managers prefer to use groups and input from other employees to make certain decisions.

Consensus is one method a manager can use in getting a group to arrive at a particular 
decision. Consensus is an agreement on a decision by all the individuals involved in making 
that decision. It usually is reached after lengthy deliberation and discussion by members of the 
decision group, who may be either all managers or a mixture of managers and subordinates.9

The manager who asks a group to produce a consensus decision must bear in mind that 
groups will sometimes be unable to arrive at a decision. Lack of technical skills or poor interper-
sonal relations may prove insurmountable barriers to arriving at a consensus. When a group is 
stalemated, a manager needs to offer assistance in making the decision or simply make it herself.

Decisions arrived at through consensus have both advantages and disadvantages. One advan-
tage of this method is that it focuses “several heads” on the decision. Another is that employees 
are more likely to be committed to implementing a decision if they helped make it. The main 
disadvantage of this method is that it often involves time-consuming discussions relating to the 
decision, which can be costly to the organization.

Elements of the Decision Situation

Wilson and Alexis isolate several basic elements of the decision situation.10 Five of these  elements 
are defined and discussed in this section.

The Decision Makers Decision makers, the first element of the decision situation, are 
the individuals or groups who actually make the choice among the alternatives. According to 
Ernest Dale, weak decision makers usually have one of four orientations: receptive, exploitative, 
hoarding, or marketing.11

Decision makers who have a receptive orientation believe that the source of all good is  outside 
themselves, and therefore they rely heavily on suggestions from other organization  members. 
Basically, they want others to make their decisions for them.

Upper-level
management
makes
decisions

Middle-level
management
makes
decisions

Lower-level
management
makes
decisions

Responsibility
for decision 
making

A
Narrow
decision
scope

B
Intermediate

decision
scope

C
Broad

decision
scope

FIGURE 6.2
Level of managers responsible 
for making decisions as 
decision scope increases 
from A to B to C
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Decision makers with an exploitative orientation also 
believe that the source of all good is outside themselves, and 
they are willing to steal ideas as necessary to make good 
decisions. They build their organizations on others’ ideas 
and typically hog all the credit, extending little or none to 
the originators of the ideas.

The hoarding orientation is characterized by the desire to 
preserve the status quo as much as possible. Decision makers 
with this orientation accept little outside help, isolate them-
selves from others, and are extremely self-reliant. They are 
obsessed with maintaining their present position and status.

Marketing-oriented decision makers view themselves as 
commodities that are only as  valuable as the decisions they 
make. Thus, they try to make decisions that will enhance 
their value, and they are highly conscious of what others 
think of their decisions.

The ideal decision-making orientation emphasizes 
realizing the organization’s potential as well as that of the 
decision maker. Ideal decision makers try to use all of their 
talents when  making a decision and are characterized by 
reason and sound judgment. They are largely free of the 

qualities of the four undesirable  decision-making orientations just described.12

For an example of an ideal decision maker, consider Jeff Brown, whose chain of ShopRite 
 supermarkets operates in economically depressed communities in Pennsylvania and New Jersey—
communities that other grocery chains view as too risky. Brown, whose company was named one 
of the region’s top employers, entrusts his employees with the authority to make major store deci-
sions and the freedom to learn from their mistakes without fear of reprisal. Union leaders say Brown 
encourages their union members—his employees—to think creatively and try new ideas. In their 
many years of dealing with Brown, the union claims, no case has ever gone to arbitration.13

Goals to Be Served The goals that decision makers seek to attain are another element 
of the decision situation. In the case of managers, these goals should most often be organizational 
objectives. (Chapter 5 discussed the specifics of organizational objectives.)

Relevant Alternatives The decision situation is usually composed of at least two rel-
evant alternatives. A relevant alternative is one that is considered feasible for solving an existing 
problem and for implementation. Alternatives that will not solve an existing problem or cannot 
be implemented are irrelevant and should be excluded from the decision-making situation.

Ordering of Alternatives The decision situation requires a process or mechanism 
for ranking alternatives from most desirable to least desirable. This process can be subjective, 
objective, or a combination of the two. Past experience of the decision maker is an example of a 
subjective process, and the rate of output per machine is an example of an objective process.

Choice of Alternatives The last element of the decision situation is the actual choice 
among available alternatives. This choice establishes the decision. Typically, managers choose the 
alternative that maximizes long-term return for the organization.

THE RATIONAL DECISION-MAKING 
PROCESS
A decision is a choice of one alternative from a set of available alternatives. The rational 
 decision-making process comprises the steps the decision maker takes to arrive at this choice. 
The process a manager uses to make decisions has a significant impact on the quality of those 
 decisions. If managers use an organized and systematic process, the probability that their 
 decisions will be sound is higher than if they use a disorganized and unsystematic process.14

Ideally this nursing manager 
emphasizes the organization’s 
potential, uses all her talents 
to make decisions, and applies 
reason and sound judgment.
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A model of the decision-making process that is recommended for managerial use is  presented 
in Figure 6.3. In order, the decision-making steps this model depicts are as follows:

1. Identify an existing problem.
2. List possible alternatives for solving the problem.
3. Select the most beneficial of these alternatives.
4. Implement the selected alternative.
5. Gather feedback to find out whether the implemented alternative is solving the identified 

problem.

The paragraphs that follow elaborate on each of these steps and explain their 
inter relationships.15

This model of the decision-making process is based on three primary assumptions.16 First, 
the model assumes that humans are economic beings with the objective of maximizing satisfac-
tion or return. Second, it assumes that within the decision-making situation, all alternatives and 
their possible consequences are known. Its last assumption is that decision makers have some 
priority system to guide them in ranking the desirability of each alternative. If each of these 
assumptions is met, the decision made will probably be the best possible one for the organiza-
tion. In real life, unfortunately, one or more of these assumptions is often not met, and therefore, 
the decision made is less than optimal for the organization.

Identifying an Existing Problem

Decision making is essentially a problem-solving process that involves eliminating barriers to 
organizational goal attainment. The first step in this elimination process is identifying exactly 
what the problems or barriers are, for only after the barriers have been adequately identified can 
management take steps to eliminate them.

As a classic example of making decisions to overcome a problem, consider how Canadian 
brewer Molson handled a barrier to success: a free-trade agreement that threatened to open 
Canadian borders to U.S. beer. Although the borders were not due to open for another five years, 
Molson decided to deal immediately with the impending threat of increased beer competition 
from the United States by increasing production and sales of its other product line: specialty 
chemical products. Within four years, Molson’s chemical sales exceeded its beer sales. Essentially, 
the company identified its problem—the threat of increased U.S. competition for beer sales—and 
dealt with it by concentrating on sales in a different division.17

Chester Barnard stated that organizational problems are brought to the attention of manag-
ers mainly by the following means:18

1. Orders issued by managers’ supervisors
2. Situations relayed to managers by their subordinates
3. The normal activity of the managers themselves

Listing Alternative Solutions

Once a problem has been identified, managers should list the various possible solutions. Few 
organizational problems are solvable in only one way. Managers must search out the numerous 
available alternative solutions to most organizational problems.

List
alternative
problem

solutions

Select
most

beneficial
alternative

Implement
chosen

alternative

Gather
problem-
related

feedback

Identify
existing

problem

FIGURE 6.3
Model of the decision-making 
process
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Before searching for solutions, however, managers should be aware of five limitations on the 
number of problem-solving alternatives available:19

1. Authority factors (e.g., a manager’s superior may have told the manager that a certain 
 alternative is not feasible)

2. Biological or human factors (e.g., human factors within the organization may be inappropri-
ate for implementing certain alternatives)

3. Physical factors (e.g., the physical facilities of the organization may be inappropriate for 
 certain alternatives)

4. Technological factors (e.g., the level of organizational technology may be inadequate for 
 certain alternatives)

5. Economic factors (e.g., certain alternatives may be too costly for the organization)

Figure 6.4 presents additional factors that can limit a manager’s decision alternatives. This 
diagram uses the term discretionary area to depict all the feasible alternatives available to manag-
ers. Factors that limit or rule out alternatives outside this area are legal restrictions, moral and 
ethical norms, formal policies and rules, and unofficial social norms.20

Finally, managers should be aware of the negative effects of generating too many alterna-
tives. Intuitively, generating more alternatives would seemingly lead to more effective deci-
sion making. Research suggests, however, that having too many alternatives may actually 
demotivate decision makers, which harms decision making; this is known as the paradox of 
choice.21

In order to reduce the influence of the paradox of choice, individuals may reduce the 
number of alternatives from which they must choose to form a smaller and more manageable 
set of alternatives. Research indicates that there exist two types of strategies that individuals 
use to reduce the number of alternatives. Inclusion occurs when individuals choose a smaller 
set of the most desirable alternatives from a larger set of alternatives. Exclusion occurs when 
individuals exclude the least desirable alternatives from a larger set of alternatives. Research 
suggests that compared to inclusion, exclusion results in a larger consideration set. Therefore, 
the risk of eliminating a potentially desirable alternative is greater using inclusion than it is 
using exclusion.22

Selecting the Most Beneficial Alternative

Decision makers can select the most beneficial solution only after they have evaluated each 
alternative carefully. This evaluation should consist of three steps. First, decision makers 
should list, as accurately as possible, the potential effects of each alternative as if the alterna-
tive had already been chosen and implemented. Second, they should assign a probability fac-
tor to each of the potential effects; that is, they should indicate how probable the occurrence 
of the effect would be if the alternative were implemented.23 Third, keeping organizational 
goals in mind, decision makers should compare each alternative’s expected effects and the 
respective probabilities of those effects.24 After these steps have been completed, managers 

Legal
restrictions

Moral and
ethical norms

Unofficial
social norms

Formal policies
and rules

Discretionary area
(acceptable courses of action)

FIGURE 6.4
Additional factors that limit 
a manager’s number of 
acceptable alternatives
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Bounded Rationality

We just described the rational decision-making process. Herbert Simon, however, questioned 
the ability of managers to make rational decisions. In his opinion, managers are not able to make 
perfectly rational decisions. Instead, Simon put forth the idea that managers deal with bounded 
rationality, which refers to the fact that managers are bounded in terms of time, computational 
power, and knowledge when making decisions.26 In other words, managers do not always have 
access to the resources required to make rational decisions. As a result of bounded rationality, 
Simon suggested that managers satisfice, which occurs when an individual makes a decision 
that is not optimal but is “good enough.” For example, a manager may hire the first person who 
is acceptable according to the hiring criteria and not interview the remaining candidates. In 
this example, a better candidate may exist, but the manager has satisficed by selecting the first 
“acceptable” candidate.

will know which alternative seems most advantageous to the organization. Managers should 
be aware, however, that research suggests that past decisions often influence current choices 
of alternatives.25 Consequently, managers should try to avoid the natural tendency to make 
the same choices repeatedly.

Implementing the Chosen Alternative

The next step is to put the chosen alternative into action. Decisions must be supported by appro-
priate action if they have a chance of success.

Gathering Problem-Related Feedback

After the chosen alternative has been implemented, decision makers must gather feedback to 
determine the effect of the implemented alternative on the identified problem. If the identified 
problem is not being solved, managers need to seek out and implement another alternative.

 MyManagementLab: Try It, Decision Making
If your instructor has assigned this activity, go to mymanagementlab.com to  
try a simulation exercise about a marketer of cologne.

promotes its product line as “Cheaper than China” and 
relies on technology to minimize costs. In the 1990s, 
K’Nex followed the industry trend of moving assembly 
to China in pursuit of low-cost, skilled labor. Recently, 
however, Rodon managers reversed that decision. They 
decided that automation and lower transportation costs 
could make it affordable to bring K’Nex production back 
to the United States. Implementation focused on design-
ing manufacturing processes and even  redesigning 
parts to rely less on manual labor.27

Rational decision making is sometimes bounded 
by decision makers’ assumptions when manag-

ers focus on alternatives that fit their experiences and 
values. At K’Nex Brands, for example, managers try to 
keep work in the United States. This can pose imple-
mentation challenges, but managers are creative about 
making decisions succeed.

K’Nex Brands, which makes the popular K’Nex 
building toys, is an offshoot of Rodon Group, a family-
owned manufacturer of a variety of plastic parts. Rodon 

K’Nex Brands Builds on Its Core Values

Practical Challenge: Implementing Decisions
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DECISION MAKING AND INTUITION
As already discussed, the rational decision-making process includes a sequence of five steps. 
We also noted, however, that researchers have highlighted the potential influence of bounded 
rationality on this process. More recent research has suggested that individuals may also rely 
on additional processes when making decisions. In fact, Stanovich and West suggest that 
individuals use two different processes when making decisions.28 According to their frame-
work, the rational decision-making process discussed in the previous section is known as 
“System 2.”

Complementing this formal system of decision making, Stanovich and West suggest that 
individuals also rely on a less formal process based on intuition to make decisions; they refer 
to this process as “System 1.” Consistent with their framework, System 2 is a process described 
as being slow, comprehensive, and deliberate, whereas System 1 is described as being fast, 
automatic, and intuitive. Intuition, in fact, refers to an individual’s inborn ability to synthesize 
information quickly and effectively.29 Taken together, some researchers suggest that individu-
als employ the more sophisticated System 2 process to monitor or override the more automatic 
System 1 process. Often, however, System 2 does not monitor System 1 effectively; in such cases, 
intuition drives decision making.

Decision-Making Heuristics and Biases

Daniel Kahneman and Amos Tversky were awarded the Nobel Prize for further examining 
the role of intuition in decision making. In particular, their ground-breaking research exam-
ined how individuals use heuristics, or simple rules of thumb, to make decisions. In addition, 
Kahneman and Tversky examined how these heuristics introduce bias in decision-making 
processes. Bias refers to departures from rational theory that produce suboptimal decisions. In 
other words, when managers rely on rules of thumb when making decisions, their decisions are 
often flawed. Kahneman and Tversky’s work spurred a great deal of interest in the discovery and 
examination of a number of decision-making biases. Researchers have discovered many other 
decision-making biases; Table 6.2 summarizes some of the more prominent biases examined by 
decision-making researchers.

Decision-Making Conditions:  
Risk and Uncertainty

In most instances, it is impossible for decision makers to know exactly what the future conse-
quences of an implemented alternative will be. The word future is the key in discussing decision-
making conditions. Because organizations and their environments are constantly changing, 
future consequences of implemented decisions are not perfectly predictable. In general, the two 

TABLE 6.2 Common Decision-Making Biases30

Name of Bias Brief Description

Bandwagon Effect The tendency to believe certain outcomes will occur (i.e., the stock 
market will increase) because others believe the same thing

Confirmation Bias The tendency to search for information that supports one’s 
 preconceived beliefs and to ignore information that contradicts 
those beliefs

Loss Aversion Characteristic of individuals who tend to more strongly prefer 
 avoiding losses rather than acquiring gains

Overconfidence When assessing our ability to predict future events, the tendency 
to believe that our forecasts are better than they truly are

Unrealistic Optimism Individuals’ tendency to believe that they are less susceptible to risky 
events (i.e., earthquakes, disease transmission, etc.) than others
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different conditions under which decisions are made are risk and uncertainty. Although many 
managers use them interchangeably, these two terms are in fact different.

Frank Knight distinguished between risk and uncertainty almost a century ago.31 According 
to his framework, risk refers to situations in which statistical probabilities can be attributed 
to alternative potential outcomes. For example, the probabilities associated with the potential 
 outcomes of roulette are known to individuals in advance. In contrast, uncertainty refers to 
situations where the probability that a particular outcome will occur is not known in advance. 
A  manager, for instance, may be unable to articulate the probability that building a new 
 manufacturing facility will increase a firm’s sales in five years.32

Despite this distinction between risk and uncertainty, it is important to note that objective 
standards are not always available when examining a situation with alternative potential out-
comes. Specifically, two managers may attribute differing levels of uncertainty or risk to the same 
or similar decisions. For example, suppose that the managers of two competing firms—Alpha 
Inc. and Beta Inc.—are each considering opening new manufacturing facilities in China but are 
unsure whether the new plants will improve the firms’ profitability. Suppose, however, that the 
manager of Alpha Inc. has previously opened 12 new facilities in China, but the manager of Beta 
Inc. has no such experience. As such, the manager of Alpha Inc. has more information about 
opening these plants and might be able to better estimate the risk probabilities associated with 
profitability versus failure as compared to the manager of Beta Inc. In fact, the manager of Beta 
Inc. might not be able to estimate any risk probabilities but instead must view this plant with 
complete uncertainty.

Now that we have distinguished between risk and uncertainty, the question remains: Why 
do we need to distinguish between these two terms? Research suggests that individuals dislike 
uncertainty even more than they dislike risk.33 Vague or unknown probabilities of success are 
more likely to discourage managers from undertaking actions than is risk. This negative influ-
ence of uncertainty has implications for all sorts of decisions such as hiring new employees, 
introducing new products, or acquiring other firms.

 MyManagementLab: Watch It, Decision Making at Southwest Airlines
If your instructor has assigned this activity, go to mymanagementlab.com to  
watch a video case about Southwest Airlines and  answer the questions.

DECISION-MAKING TOOLS
Most managers develop an intuition about what decisions to make—a largely subjective feeling 
based on years of experience in a particular organization or industry, which gives them insights 
into decision making for that industry or organization.34 Although intuition is often an impor-
tant factor in making a decision, managers generally emphasize more objective decision-making 
tools. The two such most widely used tools are probability theory and decision trees.35

Probability Theory

Probability theory is a decision-making tool used in risk situations—situations in which deci-
sion makers are not completely sure of the outcome of an implemented alternative.36 Probability 
refers to the likelihood that an event or outcome will actually occur, which is estimated by calcu-
lating an expected value for each alternative considered. Specifically, the expected value (EV) for 
an alternative is the income (I ) that the alternative would produce, multiplied by its probability 
of producing that income (P). In formula form, EV = I * P. Decision makers generally choose 
and implement the alternative with the highest expected value.37

An example will clarify the relationship among probability, income, and expected value. 
A manager is trying to decide where to open a store that specializes in renting surfboards. She 
is considering three possible locations (A, B, and C), all of which seem feasible. For the first 
year of operation, the manager has projected that, under ideal conditions, her company would 
earn $90,000 in Location A, $75,000 in Location B, and $60,000 in Location C. After study-
ing  historical weather patterns, however, she has determined that there is only a 20 percent 
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chance—or a 0.2 probability—of ideal conditions occurring during the first year of operation in 
Location A. Locations B and C have a 0.4 and a 0.8 probability, respectively, of ideal conditions 
during the first year of operations. Expected values for each of these locations are as follows: 
Location A—$18,000; Location B—$30,000; Location C—$48,000. Figure 6.5 shows the situa-
tion this decision maker faces. According to her probability analysis, she should open a store in 
Location C, the alternative with the highest expected value.

Decision Trees

In the previous section, probability theory was applied to a relatively simple decision situation. 
Some decisions, however, are more complicated and involve a series of steps. These steps are 
interdependent; that is, each step is influenced by the step that precedes it. A decision tree is a 
graphic decision-making tool typically used to evaluate decisions involving a series of steps.38

John F. Magee developed a classic illustration that outlines how decision trees can be applied 
to a production decision.39 In his illustration (see Figure 6.6), the Stygian Chemical Company 
must decide whether to build a small or a large plant to manufacture a new product with an 
expected life of 10 years (Decision Point 1 in Figure 6.6). If the choice is to build a large plant, the 

Alternative
(locations)

Potential
income

Probability
of income

Expected value
of alternatives

A $90,000 .2 $18,000
B   75,000 .4   30,000
C   60,000

I x P = EV

.8   48,000

FIGURE 6.5
Expected values from locating 
surfboard rental store in each 
of three possible locations

Decision Point

Decision Point 1

A Build Big Plant

B Build Small Plant
B No Change in Plant

A Expand Plant

Chance Event

Decision Point 2

2 Years

High Average Demand

Low Average Demand

Low Average Demand

Low Average Demand

High Average Demand

High Average Demand

High Initial, Low Subsequent Demand

Initially Low Demand

Initially High Demand

FIGURE 6.6 A basic decision tree illustrating the decision facing Stygian management



 CHAPTER 6 Making Decisions 143

company could face high or low average product demand, or high initial and then low demand. 
If, however, the choice is to build a small plant, the company could face either initially high or 
initially low product demand. If the small plant is built and product demand is high during an 
initial two-year period, management could then choose whether to expand the plant (Decision 
Point 2). Whether the decision is made to expand or not to expand, management could then face 
either high or low product demand.

Now that various possible alternatives have been presented, the financial consequence of 
each different course of action must be compared. To adequately compare these consequences, 
management must do the following:

1. Study estimates of investment amounts necessary for building a large plant, for building a 
small plant, and for expanding a small plant.

2. Weigh the probabilities of facing different product demand levels for various decision 
alternatives.

3. Consider projected income yields for each decision alternative.

Analysis of the expected values and net expected gain for each decision alternative 
helps management decide on an appropriate choice.40 Net expected gain is defined in this situa-
tion as the expected value of an alternative minus the investment cost. For example, if building 
a large plant yields the higher net expected gain, Stygian management should decide to build the 
large plant.41

GROUP DECISION MAKING
Earlier in this chapter, decision makers were defined as individuals or groups that actually make 
a decision—that is, choose a decision alternative from those available. This section focuses on 
groups as decision makers. The two key topics discussed here are the advantages and disadvan-
tages of using groups to make decisions and the best processes for making group decisions.

Advantages and Disadvantages of Using 
Groups to Make Decisions

Groups commonly make decisions in organizations.42 For example, groups are often asked to 
decide what new product should be offered to customers, how policies for promotion should be 
improved, and how the organization should reach higher production goals. Groups are so often 
asked to make organizational decisions because certain advantages come with having a group of 
people rather than an individual manager make a decision. One advantage is that a group can 
generally come up with more and better decision alternatives than an individual can: A group 
can draw on collective, diverse organizational experiences as the foundation for  decision making, 
whereas an individual manager has only his or her limited 
experiences to draw on.43 Another  advantage is that when a 
group makes a decision, the members of that group tend to 
support the implementation of the decision more fervently 
than they would if the decision had been made by an indi-
vidual. This support can be of significant help to a manager 
in successfully implementing a decision. A third  advantage 
of using a group rather than an individual to make a deci-
sion is that group members tend to regard the decision 
as their own, and this feeling of ownership makes it more 
likely that they will strive to implement the decision suc-
cessfully rather than prematurely give in to failure.

However, having groups rather than individual man-
agers make organizational decisions may also involve 
some disadvantages. Perhaps the most-often-discussed 
disadvantage is that it takes longer for groups to make a 
decision because groups must take the time to present 
and discuss all members’ views. Another disadvantage 
is that group decisions cost the organization more than 

There are advantages and 
disadvantages of using groups 
to make decisions.
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individual decisions do simply because group decisions take up the time of more people in the 
organization. Finally, group decisions can be of lower  quality than individual decisions if they 
become contaminated by the group members’ efforts to maintain friendly relationships among 
themselves. This phenomenon of compromising the quality of a decision to maintain relation-
ships within a group is referred to as groupthink and is discussed more fully in Chapter 15, 
“Groups and Teams.”45

Managers must weigh all these advantages and disadvantages of group decision making 
carefully, factoring in unique organizational situations, and give a group the authority to make a 
decision only when the advantages of doing so clearly outweigh the disadvantages.

Processes for Making Group Decisions

Making a sound group decision regarding complex organizational circumstances is a formidable 
challenge. Fortunately, several useful processes have been developed to assist groups in meet-
ing this challenge. The following sections discuss three such processes: brainstorming, nominal 
group technique, and Delphi technique.

Brainstorming Brainstorming is a group decision-making process in which negative 
feedback on any suggested alternative by any group member is forbidden until all members 
have presented alternatives that they perceive as valuable.46 Figure 6.7 shows this process. 
Brainstorming is carefully designed to encourage all group members to contribute as many 
 viable decision alternatives as they can think of. Its premise is that if the evaluation of alternatives 
starts before all possible alternatives have been offered, valuable alternatives may be overlooked. 

Group members
state ideas

Group leader
records each
idea where
group can

read it

No comments
on ideas at
this stage

Ideas evaluated
only after

all have been
recorded

FIGURE 6.7
The brainstorming process

Identify the main issue, such as customer satisfaction 
or company strategy, and evaluate the alternatives in 
terms of that issue.
Be sure to look at more than one alternative. Ask all 
the participants to suggest their two best choices.
If group opinion is divided, look for a choice that all 
group members say they can live with. People are 
more likely to support implementation if they can 
 accept the decision.

Managers often lead groups that are trying to 
 arrive at a decision. To prevent a discussion from 

stalling and to get more creative ideas on the table, try 
these tips for helping groups make good decisions:44

Instead of talking about whether alternatives are 
good or bad or whether a group member is right 
or wrong, talk about the pros and cons of every 
alternative.

Facilitating Group Decisions

Steps for Success
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During brainstorming, group members are encouraged to state their ideas, no matter how 
 outlandish they may seem, while an appointed group member records all ideas for discussion.47

Armstrong International’s David Armstrong discovered an intriguing method for dis-
couraging the premature evaluation of ideas during a brainstorming session: He allows only 
one  negative comment per group member. Before discussion begins, he hands every member 
one piece of M&M’s candy. Once a member makes a negative comment, he or she must eat 
the piece of candy. Because a group member is required to have an uneaten piece of candy to 
make a negative comment, members are very judicious about using their sole opportunity to be 
 negative.48 Once everyone’s ideas have been presented, the group evaluates the ideas and chooses 
the one that holds the most promise.

Nominal Group Technique The nominal group technique is another useful 
 process for helping groups make decisions. This process is designed to ensure that each group 
member has equal participation in making the group decision.49 It involves the following 
steps:

STEP 1. Each group member writes down his or her ideas on the decision or problem being 
discussed.

STEP 2. Each member presents his or her ideas orally. The ideas are usually written on a board 
for all other members to see and refer to.

STEP 3. After all members present their ideas, the entire group discusses these ideas simultane-
ously. Discussion tends to be unstructured and spontaneous.

STEP 4. When discussion is completed, a secret ballot is taken to allow members to  support 
their favorite ideas without apprehension. The idea receiving the most votes is 
 adopted and implemented.

Delphi Technique The Delphi technique is a third useful process for helping groups 
make decisions. The Delphi technique involves circulating questionnaires on a specific problem 
among group members, sharing the questionnaire results with them, and then continuing to 
 recirculate and refine individual responses until a consensus regarding the problem is reached.50 
In contrast to the nominal group technique and brainstorming, the Delphi technique does not 
have group members meet face-to-face. The formal steps followed in the Delphi technique are 
the following:

STEP 1. A problem is identified.
STEP 2. Group members are asked to offer solutions to the problem by providing anonymous 

responses to a carefully designed questionnaire.
STEP 3. Responses of all group members are compiled and sent out to all group members.
STEP 4. Individual group members are each asked to generate a new solution to the problem 

after they have studied the individual responses of all other group members compiled 
in step 3.

STEP 5. Steps 3 and 4 are repeated until a consensus solution is reached.

Evaluating Group Decision-Making Processes

All three of the processes just presented for assisting groups in reaching decisions have both 
 advantages and disadvantages. Brainstorming offers the advantage of encouraging the expres-
sion of as many useful ideas as possible but also offers the disadvantage of wasting the group’s 
time on ideas that are wildly impractical. The nominal group technique, with its secret ballot, 
offers a structure in which individuals can support or reject an idea without fear of recrimina-
tion. Its disadvantage is that group members have no way of knowing why individuals voted the 
way they did. The advantage of the Delphi technique is that ideas can be gathered from group 
 members who are too geographically separated or busy to meet face-to-face. Its disadvantage is 
that  members are unable to ask questions of one another.

As with any other management tool, managers must carefully weigh the advantages and dis-
advantages of these three group decision-making tools and adopt the one—or some combination 
of the three—that best suits their unique organizational circumstances.
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When evaluating the question of whether to 
 locate a store in Detroit, the managers at Whole 
Foods definitely faced a formal decision situa-

tion, a situation requiring a choice among a number of 
alternatives. Whole Foods’ management scrutinized this 
decision carefully because of its significance to the orga-
nization as a whole and to the careers of the Whole Foods 
managers actually making the decision. To a degree, store 
location decisions are programmed; retailers typically 
have a set of criteria they use for measuring potential 
demand, and they select sites that meet the standards of 
all the criteria. However, as the case illustrates, creative 
thinking also plays a role in decisions as complex as site 
selection.

High-level managers at Whole Foods were involved in 
making the costly and difficult-to-reverse decision of the 
 selection of the location for a new store. These managers most 
likely sought input from employees lower in the hierarchy who 
had insights from marketing research and knowledge of con-
sumers and organizations in Detroit. Managers at headquarters 
were interested in the insights not only from data and market-
ing experts but also from employees who had experience with 
store operations in Michigan. Probably the decision required a 
 consensus of several decision makers.

As management at Whole Foods evaluated the decision 
about locating in Detroit, they were most likely aware of all 
the  elements of the decision situation. Both the internal and 
 external environments of Whole Foods were likely a focus of 
the analysis. For example, internally, did Whole Foods have the 
financial resources to open another store, and did it have the 
 expertise to make the right buying decisions for Detroit shop-
pers? Externally, how would businesspeople in Detroit react 
to the opening of a Texas-based retailer? Reason and sound 
judgment were needed to establish management’s orientation in 
making this decision. Also, management had to keep the retail 
chain’s organizational objectives in mind. The new store would 
have to contribute to overall profits, not just be a nice gesture 
toward a struggling city. In arriving at the decision, management 
probably listed alternatives such as locating stores in other cities 
and other Detroit neighborhoods and compared the potential of 
the Midtown Detroit market with those other markets.

After eliminating alternatives that were expected to be 
less profitable, Whole Foods’ management had to evaluate all 
remaining locations, select one (or none), and implement the 
decision. Implementation involved finding a developer for the 
site, working with the developer on the new store’s design and 
construction, and then negotiating a lease for the new site. 
Additionally, it needed to hire staff to run the new store and 
order the merchandise to sell.

This decision-making process involved a great deal of 
uncertainty. Management had no guarantees that other retail-
ers would not enter the area while it built and staffed the new 
store—or perhaps after Whole Foods had begun to show the 
way to operate profitably in Detroit. Management also did 
not know whether the Detroiters who said they would like to 
shop at Whole Foods would actually do so. Nor could it con-
trol the direction Detroit’s economy and population would 
take in the years between decision making and store open-
ing. Management did know, however, what has worked in the 
past to stop competitors and what kinds of decisions have 
resulted in successful store operations elsewhere in Michigan 
and through the United States. Therefore, Whole Foods could 
estimate the probable outcome for each proposed alternative 
and base its decision on the alternative with the most favorable 
probable outcome.

Decision makers at Whole Foods could have used some 
tools for making better decisions. One is probability the-
ory, which generates an expected value for various decision 
alternatives. Management could then have implemented the 
 alternative with the highest expected value. Also, because the 
location decision involved a series of steps related to each of 
several alternatives, Whole Foods could have used a decision 
tree to assist in picturing and evaluating each alternative. For 
example, if a competitor had opened a Midtown Detroit store 
before Whole Foods finished its construction process, Whole 
Foods might have changed some of its decisions about staffing 
and stocking its store based on the competitor’s actions and 
outcomes.

Whole Foods’ management must remember, however, that 
business judgment is an adjunct to the effective use of any 
decision-making tool. The purpose of such a tool is to improve 
the quality of the judgment, not to replace the judgment. In other 
words, Whole Foods’ management must not only choose alterna-
tives based on the probability theory and decision tress but must 
also use good judgment in deciding what is best for the company.

In the current situation, Whole Foods’ management also 
had to decide which individuals would be involved in making 
the decision to locate a store in Detroit. First, a decision of this 
magnitude should probably be made by a group of top leaders 
drawn from many different organizational areas. A group deci-
sion would almost certainly have been better than an individual 
decision in this case because a group would have had a broader 
perspective of Whole Foods and the market than any one per-
son in the company would. Therefore, the group would have 
been more likely to make an appropriate decision.

Perhaps the group decision-making process used to select 
the location should have included methods discussed in the 
text. Brainstorming sessions would have ensured that all ideas 
for locations surfaced, whereas the nominal group technique 
would have compelled group members to focus on the urgency 
of making the decision by requiring them to vote on whether 
to invest in the new site. The Delphi technique could have been 

CHALLENGE CASE SUMMARY
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used to obtain important input on the decision from experts 
in Michigan and at the Texas headquarters by asking them to 
provide their written views through a specially designed ques-
tionnaire. However, using a group to make this decision would 

have been time-consuming and expensive. Once the decision 
had been made, however, group members would have been 
committed to it, regarded it as their own, and done everything 
in their power to ensure that the company is successful.

 MyManagementLab: Applying Management Concepts
If your instructor has assigned this activity, go to mymanagementlab.com and decide 
what advice you would give a Whole Foods manager.

DEVELOPING MANAGEMENT SKILL This section is specially designed to help 
you develop management skills. An individual’s management skill is based on an 
understanding of management concepts and on the ability to apply those concepts in 
various organizational situations. The following activities are designed both to heighten 
your understanding of management concepts and to help you gain facility in applying 
these concepts in various organizational situations.

CLASS PREPARATION AND PERSONAL STUDY
To help you to prepare for class, perform the activities outlined in this section. Performing these activities will help you 
to significantly enhance your classroom performance.

Reflecting on Target Skill

On page 131, this chapter opens by presenting a target skill along with a list of related 
objectives outlining knowledge and understanding that you should aim to acquire related 
to that skill. Review this target skill and the list of objectives to make sure that you’ve 
 acquired all pertinent information within the chapter. If you do not feel that you’ve reached 
a particular objective(s), study related chapter coverage until you do.

Know Key Terms

Understanding the following key terms is critical to your preparing for class. Define each 
of these terms. Refer to the page(s) referenced after a term to check your definition or to 
gain further insight regarding the term.

decision 133
programmed decision 133
nonprogrammed decision 133
scope of the decision 134
consensus 135
relevant alternative 136
rational decision-making process 136
paradox of choice 138

inclusion 138
exclusion 138
bounded rationality 139
satisfice 139
intuition 140
heuristics 140
bias 140
risk 141

uncertainty 141
probability theory 141
expected value (EV) 141
decision tree 142
brainstorming 144
nominal group technique 145
Delphi technique 145

Know How Management Concepts Relate

This section comprises activities that will further sharpen your understanding 
of  management concepts. Answer these essay questions as completely as possible.

 6-1. Describe the primary steps involved in the rational 
decision-making process.

 6-2. What is the relationship between bounded rationality 
and satisficing?

 6-3. Describe the relationship between “System 1” and 
“System 2” decision-making processes.
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MANAGEMENT SKILLS EXERCISES
Learning activities in this section are aimed at helping you develop management skills.

 Cases

Whole Foods Decides to Open in Detroit

“Whole Foods Decides to Open in Detroit” (p. 132) and its 
related Challenge Case Summary were written to help you 
understand the management concepts contained in this 
chapter. Answer the following discussion questions about 
the Challenge Case to explore how decision-making con-
cepts can be applied to a company such as Whole Foods.

 6-4. List three alternatives Whole Foods’ management 
might have considered in opening a store to serve 
Detroiters before selecting the Midtown site.

 6-5. What information would management have needed to 
evaluate those three alternatives?

 6-6. Do you think you would have enjoyed making the 
decision to open a Whole Foods store in Midtown 
Detroit? Explain.

HP’s Tough Decisions

Read the case and answer the questions that follow. Studying 
this case will help you better understand how concepts relat-
ing to decision making can be applied in an organization 
such as Hewlett-Packard.

The days of a bulky computer hard drive, keyboard, 
monitor, and mouse are behind us, right? Tablets, smart-
phones, and other devices are the way of the future, or so it 
would seem. However, one company, Hewlett-Packard (HP), 
is betting on the continuation of traditional personal comput-
ers (PC).

The story of HP is innovative, sometimes tumultu-
ous, and always fascinating. With several prior high-profile 
CEOs such as Léo Apotheker, Carly Fiorina, and Mark Hurd, 
the company has ridden the waves of technology with the 
personal computer and crashed hard with its inability to 
keep up with Apple’s advent of smart technology. The new 
CEO, Meg Whitman, is making some key decisions for 
the company that could affect its future. Formerly CEO of 
eBay, Whitman brings to the table a strong background 
that includes experience at Procter & Gamble and Disney. 
In addition, she made an unsuccessful bid for the gover-
nor’s office in California. When she took over the company 
in September 2011, she faced a recent history of scandals, 
infighting, and lackadaisical attitudes. Some tough deci-
sions had to be made.

Just a month prior to Whitman’s appointment as CEO, 
the company had announced that it would sell off its PC busi-
ness and cease production of its fledgling TouchPad tablet. 
The PC business was a significant part of HP’s income and 
history. Though at its founding in 1939 HP offered a wide 
variety of scientific and technological products, it entered 
the PC market in the late 1960s and early 1970s. As the com-
pany grew during the last decades of the twentieth century, 
it added printers and scanners to its product line. In 2011, 
the TouchPad was a very modest attempt to compete with 

Apple’s iPad. The decisions to end the PC part of its business 
and stop producing the TouchPad caused HP’s stock price to 
fall 20 percent (Bandler and Burke, 2012). Upon her arrival, 
however, Whitman reversed one of those decisions: She 
announced that the PC division would not be sold or folded; 
instead, it would be merged with the printer division. The 
TouchPad, though, was history.

Whitman felt that keeping the PC division was crucial. 
“HP needs consistency more than anything else,” she said 
(Heichler, 2012). She argued that losing the PC business 
would do irreparable harm to the rest of HP’s products and 
services. In other words, the PC is integral to HP’s survival.

In order to achieve success, though, some changes had 
to be made. First, more money is being invested in research 
and development, something that had declined under pre-
vious CEOs. “We underinvested in innovation,” she said 
(Edwards, 2012). Second, sales across the board will have 
to improve. A steady decline in revenues and a dropping 
stock price have certainly hurt the company. And finally, HP 
is considering a reentry into the consumer mobile market. 
In order to compete with Apple, the company is working 
on a lightweight PC that has a detachable touchscreen 
(Edwards, 2012).

In the meantime, though, the company is struggling. 
Even with severe cost cuttings, margins continue to drop. 
After profits declined 31 percent in the second quarter of 
2012, Whitman announced that 27,000 employees would be 
laid off, approximately 8 percent of HP’s entire workforce 
(Worthen, 2012).

Whitman understands that HP is facing a steep uphill 
challenge. With confidence she states, “I’ve done this a 
number of times in my career. It’s what great business lead-
ers do” (Bandler and Burke, 2012). The company not only 
faces a late entry into the tablet market but is also attempt-
ing to maintain and innovate in a world where the desktop 
computer is becoming a nostalgic tool of business from a 
bygone era. But she is not discouraged. “Strategy is about 
the art of exclusion,” she says. “If something isn’t work-
ing, then you’ve got to do something different. The cost of 
inaction is far greater than the cost of making a mistake” 
(Heichler, 2012).51

Questions

 6-7. What do you think about Meg Whitman’s decision to 
keep the PC business at HP? Would you have made 
the same decision?

 6-8. Using the rational decision-making process, evaluate 
Whitman’s decision. In other words, what was the 
existing problem, what were the possible alternatives, 
etc.?

 6-9. How would you characterize the scope of Whitman’s 
decision? What levels of management were affected? 
Finally, should Whitman have used consensus in mak-
ing her choice? Why or why not?
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Experiential Exercises

Decision Making as a Group

Directions. Read the following scenario and then perform the 
listed activities. Your instructor may want you to perform the 
activities as an individual or within groups. Follow all of your 
instructor’s directions carefully.

A representative of McDonald’s has contacted your 
group to help make an important decision. Due to the 
increasing hostility of the press regarding the unhealthy 
nature of some of the company’s products, top management 
is concerned about the company’s future. In response, some 
members of McDonald’s management team would like 
the company to diversify into markets/industries that have 
nothing to do with food products. Use the nominal group 
technique discussed in this chapter to address this impor-
tant issue for McDonald’s. At the end of this exercise, you 
should have at least one recommendation for McDonald’s 
top management team. When you have finished this exer-
cise, list the primary advantages and disadvantages of this 
technique. Be prepared to share your conclusions with the 
rest of your class.

You and Your Career

Earlier in the chapter, we discussed the importance of deci-
sion making and described a number of factors that influence 
decision making. Describe a scenario in which poor decision-
making skills could hinder your career as a manager. What 
are some strategies you might employ to improve your deci-
sion-making skill? Explain. Describe two examples from your 
life that would help you communicate your decision-making 
skill to potential employers.

Building Your Management Skills 
Portfolio

Your Management Learning Portfolio is a collection of 
 activities specially designed to demonstrate your manage-
ment knowledge and skill. Be sure to save your work. Taking 
your printed portfolio to an employment interview could be 
helpful in obtaining a job.

The portfolio activity for this chapter is Making a 
Decision at Microsoft. Study the following information and 
complete the exercises that follow.52

Robbie Bach, president of Microsoft’s entertainment and 
devices division, recently contacted you in reference to a situ-
ation that is developing at Microsoft. Specifically, Microsoft is 

receiving reports that its gaming system, the Xbox 360, is 
having problems. Users from around the world are contacting 
the company to complain that their systems, which sell for as 
much as $500 at some retail locations, have stopped working 
after only one year or so of use. It seems that systems with this 
problem display three red lights and then the systems stop 
working. Although this problem is not affecting every Xbox 360 
owner, it is clear that the problem is somewhat widespread.

Robbie Bach has contacted you for your advice in han-
dling this situation. The Xbox 360 is important to Microsoft, 
as it looks to find new entertainment products and services 
to sell to customers around the globe. He feels that he is 
under a spotlight, as customers around the globe are watch-
ing to see how Microsoft deals with these frustrated custom-
ers. Your mission is to walk Bach through the various steps in 
the decision-making process:

 6-10. Identify the existing problem.

 6-11. List possible alternatives for solving the problem.

 6-12. Select the most beneficial of these alternatives.

 6-13. Implement the selected alternative.

 6-14. Gather feedback to find out whether the implemented 
alternative is solving the identified problem.

 MyManagementLab: Writing Exercises
If your instructor has assigned this activity, go to mymanagementlab.com for  
the following assignments: 

Assisted Grading Questions
6-15. Distinguish between programmed and nonprogrammed decisions. Use examples 

to support your response.
6-16. Compare the advantages and disadvantages associated with group decision making.
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MyManagementLab®

Go to mymanagementlab.com to complete the problems marked with this icon  .

Strategic Planning
Strategies, Tactics, and Competitive Dynamics

T A R G E T  S K I L L

Strategic Planning Skill: the ability to engage in long-range 
planning that focuses on the organization as a whole

O B J E C T I V E S

To help build my strategic planning skill, when studying this 
chapter, I will attempt to acquire:

1 Knowledge of the definitions of strategic planning and 
planning

2 Insights regarding the main aspects of the strategic 
management process

3 Knowledge of the key components of environmental 
analysis

4 An understanding of the role of organizational direction in 
strategic management

5 An appreciation for the primary aspects of strategy 
formulation

6 Insights regarding strategy implementation

7 An appreciation for the importance of strategic control

8 Insights into what tactical planning is and how strategic 
and tactical planning should be coordinated

9 An awareness of how competitive dynamics can 
influence an organization’s financial performance

 MyManagementLab: Learn It
If your instructor has assigned this activity, go to mymanagementlab.com before  
studying this chapter to take the Chapter Warm-Up and see what you already know.
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One of Facebook’s hurdles is changing technology. In 
recent years, consumers have been buying powerful mobile 
devices and using them to stay in touch. Facebook was origi-
nally created for users who would sit down at a computer and 
perhaps spend an hour on a social network, playing games 
and buying items for the games. However, mobile  users 
 behave  differently, posting a short status update or photo on 
Facebook and then moving on. Facebook was unprepared 
to offer a robust version of the site for mobile users, who 
then began switching to mobile-friendly services such as 
Snapchat (for sharing videos and messages) and Twitter (for 
sharing brief messages). If mobile users want to play a game, 
they  typically download the game app and skip Facebook 
altogether.

Facebook reacted by hiring hundreds of software engineers 
to improve its software for mobile devices. It also retooled its 
approach for generating revenue to rely more on advertising 
than on games. In the early months of this approach, the com-
pany has begun to see growing numbers of mobile users and 
larger revenues from mobile advertising. Facebook has also 
 begun to experiment with video ads. A Facebook news feed 
could be an attractive location for a video clip such as a movie 
trailer. If advertisers are interested, online video ads could begin 
competing with television, which charges about eight times as 
much for reaching the same-sized audience.

Facebook also purchased Instagram, a company that 
developed a service for sharing photos and videos in a social 
network. Facebook then used Instagram’s talent and brand to 
launch a mobile app that resembles Snapchat, a service popu-
lar with young people, the very demographic who has been 
spending less time on Facebook. Although Internet users may 
be using other social media, they do continue to find uses for 
Facebook, and the number of monthly visitors to the site has 
continued to increase. To maintain this growth, Zuckerberg 
must continuously monitor and evaluate Facebook’s strategy.1

THE STRATEGIC PLANNING CHALLENGE
The Challenge Case highlights the competitive direction 
recently taken by Facebook. Developing a new direction 
of this sort is actually part of Facebook’s strategic 
planning process. The material in this chapter explains 
how developing a competitive strategy is part of strategic 

Facebook’s popularity helped transform the way people 
use the Internet by making the experience a social one, with 
user-generated content. In so doing, Facebook became a key 
online destination. Today, two-thirds of Internet users in the 
United States and even more in Europe use Facebook. But 
challenges remain: Success attracts other innovators, who 
provide competing ways of engaging people online, and users’ 
tastes and interests change.

Facebook Positions Itself to Stay Relevant

In less than a decade, Mark Zuckerberg has transformed Facebook from a start-up social 
network for college students to an international corporation with more than a billion monthly  
active users, more than three-fourths of them outside the United States and Canada. In the 

company’s words, its mission is “to give people the power to share and make the world more open 
and connected.” But Facebook’s success depends on more than whether its technology empowers 
users. People must also linger on Facebook, thereby creating an audience for advertisements.

C H A L L E N G E  CA S E

Mark Zuckerberg founder of Facebook faces a 
 challenge to keep the company relevant with changing 
technology and the younger generation of users.
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planning and discusses the strategic planning process as a whole. Major topics 
included in this chapter are (1) strategic planning, (2) tactical planning, (3) comparing 
and coordinating strategic and tactical planning, and (4) competitive dynamics.

STRATEGIC PLANNING 
AND STRATEGY
If managers want to be successful strategic planners, they must understand the fundamentals of 
strategic planning and how to formulate strategic plans.2 This section presents the basic prin-
ciples of strategic planning. In doing so, it discusses the definitions of both strategic planning and 
strategy in detail.

Strategic planning is long-range planning that focuses on the organization as a whole.3 
In  conducting strategic planning, managers consider the organization as a total unit and ask 
themselves what must be done in the long term to attain organizational goals.4 Long range is 
usually defined as a period of time extending about three to five years into the future. Hence, in 
strategic planning, managers try to determine what their organization should do to be successful 
three to five years from now. The most successful managers tend to be those who take a compre-
hensive approach to strategic planning and are careful not to “cut  corners” during the process, all 
the while encouraging innovative strategic thinking within their organization.5

Managers may have difficulty trying to decide exactly how far into the future they should 
extend their strategic planning. As a general rule, they should follow the commitment principle, 
which states that managers should commit funds for planning only if they can anticipate, in the 
foreseeable future, a return on planning expenses as a result of long-range planning analysis. 
Realistically, planning costs are an investment and therefore should not be incurred unless a 
 reasonable return on that investment is anticipated.

Strategy is defined as a broad and general plan developed to reach long-term objectives. 
Organizational strategy can, and generally does, focus on many different organizational areas, 
such as marketing, finance, production, research, and development, and public relations. As 
such, it gives broad direction to an organization.6

Strategy is actually the end result of strategic planning. Although larger organizations tend to 
be more precise in developing organizational strategy than smaller organizations are, every organi-
zation should have a strategy of some sort.7 For a strategy to be worthwhile, though, it must be 
consistent with organizational objectives, which, in turn, must be consistent with organizational 
 purpose. Table 7.1 illustrates this relationship between organizational objectives and strategy by pre-
senting sample organizational objectives and strategies for three well-known business organizations.

TABLE 7.1  Examples of Organizational Objectives and Related Strategies for Three Organizations  
in Different Business Areas

Company Type of Business Sample Organizational Objectives Strategy to Accomplish Objectives

Ford Motor Company Automobile  
manufacturing

1. Regain market share recently lost to 
Honda and Toyota

1. Resize and downsize present models
2. Continue to produce subintermediate, 

standard, and luxury cars
3. Emphasize use of hybrid engines and 

fuel efficiency

Burger King Fast food 1. Increase productivity 1. Increase people efficiency
2. Increase machine efficiency

CP Railroad Transportation 1. Continue company growth
2. Continue company profits

1. Modernize
2. Develop valuable real estate holdings
3. Complete an appropriate railroad merger

 MyManagementLab: Watch It, Strategic Planning at Nom Nom
If your instructor has assigned this activity, go to mymanagementlab.com to watch  
a video case about Nom Nom food truck and answer the questions.
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STRATEGIC MANAGEMENT PROCESS
Strategic management is the process of ensuring that an organization possesses and benefits 
from the use of an appropriate organizational strategy. In this definition, an appropriate strategy 
is the one best suited to the needs of an organization at a particular time.

The strategic management process is generally thought to consist of five sequential and 
 continuing steps:8

1. Environmental analysis
2. Establishment of an organizational direction
3. Strategy formulation
4. Strategy implementation
5. Strategic control

The relationships among these steps are illustrated in Figure 7.1.

ENVIRONMENTAL ANALYSIS
The first step of the strategic management process is environmental analysis. In essence, an orga-
nization can be successful only if it is appropriately matched to its environment. Environmental 
analysis is the study of the organizational environment to pinpoint environmental factors that can 
significantly influence organizational operations. Managers commonly perform  environmental 
analyses to help them understand what is happening both inside and outside their  organizations 
and to increase the probability that the organizational strategies they develop will appropriately 
reflect the organizational environment.

To perform an environmental analysis efficiently and effectively, a manager must thoroughly 
understand how organizational environments are structured. For purposes of environmental 
analysis, the environment of an organization is generally divided into three distinct levels: gen-
eral environment, operating environment, and internal environment.9 Figure 7.2 illustrates the 
positions of these levels relative to one another and to the organization; it also shows the impor-
tant components of each level. Managers must be well aware of these three environmental levels, 
understand how each level affects organizational performance, and then formulate organiza-
tional strategies in response to this understanding.

The General Environment

The level of an organization’s external environment that contains components having broad, 
long-term implications for managing the organization is the general environment. The compo-
nents normally considered part of the general environment are economic, social, political, legal, 
and technological.

The Economic Component The economic component is what indicates how 
 resources are being distributed and used within the environment. This component is based on 
economics, the science that focuses on understanding how people of a particular community or 
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nation produce, distribute, and use various goods and services. Important issues to consider in 
an economic analysis of an environment are generally the wages paid to labor, inflation, the taxes 
paid by labor and businesses, the cost of materials used in the production process, and the prices 
at which produced goods and services are sold to customers.

These economic issues can significantly influence the environment in which a company 
operates and the ease or difficulty the organization experiences in attempting to reach its objec-
tives. For example, it should be somewhat easier for an organization to sell its products at higher 
prices if potential consumers in the environment are earning relatively high wages and paying 
relatively low taxes than if these same potential customers are earning relatively low wages and 
have significantly fewer after-tax dollars to spend.

Organizational strategy should reflect the economic issues in the organization’s environ-
ment. To continue with the preceding example, if the total amount of after-tax income that 
potential customers earn has significantly declined, an appropriate organizational strategy might 
be to lower the price of goods or services to make them more affordable. Such a strategy should 
be evaluated carefully, however, because it could have a serious impact on organizational profits.

The Social Component The social component is the part of the general environ-
ment that describes the characteristics of the society in which the organization functions. Two 
 important features of a society that are commonly studied during environmental analysis are 
demographics and social values.10

Demographics are the statistical characteristics of a population. These characteristics 
include changes in numbers of people and income distributions among various population 
 segments. Such changes can influence how eagerly goods and services are received within the 
organization’s environment and thus should be reflected in organizational strategy.

For example, the demand for retirement housing would probably increase dramatically 
if both the number and the income of retirees in a particular market area doubled.11 Effective 
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organizational strategy would include a mechanism for 
dealing with such a probable increase in demand within the 
organization’s environment.

An understanding of demographics is also helpful for 
developing a strategy aimed at recruiting new employees to 
fill certain positions within an organization. Knowing that 
only a small number of people have a certain type of educa-
tional background, for example, would tell an organization 
that it should compete more intensely to attract people with 
this educational background. To formulate a recruitment 
strategy, managers need a thorough awareness of the demo-
graphics of the groups from which employees eventually 
will be hired. This practice, known as strategic workforce 
planning, or SWP, helps organizations identify the work-
force they need to achieve their strategic goals. Some early 
adopters of SWP, such as 3M, are able not only to track their 
workforce spending and determine how it impacts revenues 
but also to compare their data to those of competitors. The 
recent global economic downturn stalled the use of SWP, 
however. In attempting to “ride out” the recession, many 
employers adopted a “wait and see” attitude toward workforce planning until business stabilized.12

Social values are the relative degrees of worth that a society places on the ways in which 
it exists and functions. Over time, social values can change dramatically, causing significant 
changes in how people live. These changes alter the organizational environment and, as a 
result, have an impact on organizational strategy. It is important for managers to remember 
that although changes in the values of a particular society may occur slowly or quickly, they are 
inevitable.

The Political Component The political component is that part of the general 
environment related to government affairs. Examples include the type of government in ex-
istence, government’s attitude toward various industries, lobbying efforts by interest groups, 
the status of the passage of laws, and political party platforms and candidates. The recent shift 
of China’s  political leaders from ignoring to now monitoring and improving air quality illus-
trates how the political component of an organization’s general environment can change at the 
 international level.13

The Legal Component The legal component is that part of the general environment 
that contains passed legislation. This component comprises the rules or laws that society’s 
members must follow. Some examples of legislation that specifically aims at the operation of or-
ganizations are the Clean Air Act, which focuses on minimizing air pollution; the Occupational 
Safety and Health Act, which aims at ensuring a safe workplace; the Affordable Care Act, which 
provides all Americans with access to affordable health care; and the Consumer Products Safety 
Act, which upholds the principle that businesses must provide safe products for consumers. Over 
time, new laws are passed and some old laws are amended or eliminated.

The Technology Component The technology component is the part of the general 
environment that includes new approaches to producing goods and services. These approaches 
can be new procedures as well as new equipment. The trend toward exploiting robots to improve 
productivity is an example of the technology component. The increasing use of robots in the next 
decade should vastly improve the efficiency of U.S. industry.

The International Component The international component is the operating 
environment segment that is composed of all the factors relating to the international impli-
cations of organizational operations. Although not all organizations must deal with interna-
tional  issues, the number that have to do so is increasing dramatically and continuously in 
the twenty-first century. Factors in the international component include other countries’ laws, 
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In the US, the percentage of 
under-25 workers is expected 
to fall, while the share of 
older workers rises. This could 
 affect how companies plan to 
grow—for example, how they 
fill entry-level jobs.
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cultures, economics, and politics.14 Important variables within each of these four categories 
are presented in Table 7.2.

U.S.-based Hershey’s recent acquisition of Chinese candy maker Shanghai Golden Monkey 
provides an example of the importance of the company’s international component. Before the 
acquisition, Hershey opened a research facility in Shanghai to develop candy and snacks that 
would appeal to Chinese consumers. Traditionally, Hershey has avoided large acquisitions, but 
this deal helps it focus on its primary international market, China, where candy consumption has 
increased nearly 40 percent over the past five years.15

The Industry Environment

The level of an organization’s external environment that contains components normally  having 
relatively specific and immediate implications for managing the organization is the industry 
environment. The Five Forces Model, perhaps the best-known tool for industry analysis, 
was developed by internationally acclaimed strategic management expert Michael E. Porter.16 
Essentially, Porter’s Model outlines the primary forces that determine competitiveness within an 
industry and illustrates how those forces are related.

Porter’s Model is presented in Figure 7.3. According to the model, the attractiveness of an 
industry is determined by five alternative forces. First, the threat of new entrants refers to the 
ability of new firms to enter an industry; as the threat of new entrants increases, the attractive-
ness of the industry decreases. Second, buyer power refers to the power that customers have 
over the firms operating in an industry; as buyer power increases, the attractiveness of the 

TABLE 7.2  Important Aspects of the International Component  
of an Organization’s Operating Environment

Legal Environment Cultural Environment

Legal tradition Customs, norms, values, beliefs

Effectiveness of legal system Language

Treaties with foreign nations Attitudes

Patent and trademark laws Motivations

Laws affecting business firms Social institutions

Status symbols

Economic Environment Religious beliefs

Level of economic development

Population Political System

Gross national product Form of government

Per capita income Political ideology

Literacy level Stability of government

Social infrastructure Strength of opposition parties and groups

Natural resources Social unrest

Climate Political strife and insurgency

Membership in regional economic blocs  
(EEC, LAFTA, etc.)

Government attitude toward foreign firms

Monetary and fiscal policies Foreign policy

Nature of competition

Currency convertibility

Inflation

Taxation system

Interest rates

Wage and salary levels
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industry decreases. Third, supplier power denotes the power that suppliers have over the firms 
operating in an industry. As supplier power increases, industry attractiveness decreases. Fourth, 
the threat of substitute products refers to the extent to which customers use products or ser-
vices from another industry instead of the focal industry. As the threat of substitutes increases, 
which  implies that customers have more choices, the attractiveness of the industry decreases. 
Finally, intensity of rivalry refers to the intensity of competition among the organizations in an 
industry. As the intensity of rivalry increases, the attractiveness of the industry decreases.

The Internal Environment

The level of an organization’s environment that exists inside the organization and normally has 
immediate and specific implications for managing the organization is the internal environment. 
In broad terms, the internal environment includes marketing, finance, and accounting. From a 
more specific management viewpoint, it includes planning, organizing, influencing, and control-
ling within the organization.

ESTABLISHING ORGANIZATIONAL 
DIRECTION
The second step of the strategic management process is establishing organizational direction. 
Through an interpretation of information gathered during environmental analysis, managers can 
determine the direction in which the organization should move. Two important ingredients of 
organizational direction are organizational mission and organizational objectives.

Determining Organizational Mission

The most common initial act in establishing organizational direction is determining an 
 organizational mission. Organizational mission is the purpose for which—the reason why—an 
organization exists. In general, the firm’s organizational mission reflects such information as 
what types of products or services it produces, who its customers tend to be, and what important 
values it holds. An organizational mission is a broad statement of organizational direction and is 
based on a thorough analysis of information generated through environmental analysis.17

INDUSTRY
COMPETITORS

Intensity of rivalry

Suppliers

New
entrants

Bargaining
power

of suppliers

Threat of
substitutes

Threat of
new entrants

Bargaining
power

of buyers
Buyers

Substitutes

FIGURE 7.3
Porter’s Five Forces 
Model, which determines 
competitiveness within 
an industry
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Developing a Mission Statement

A mission statement is a written document developed by management, normally based on input 
by managers as well as nonmanagers, that describes and explains the mission of the  organization.18 
The mission is expressed in writing to ensure that all organization members have easy access to it 
and thoroughly understand exactly what the organization is trying to accomplish.

The Importance of an Organizational Mission

An organizational mission is important to an organization because it helps increase the probabil-
ity that the organization will be successful. There are several reasons why it does this. First, the 
existence of an organizational mission helps management direct human effort in a common direc-
tion. The mission makes explicit the major targets the organization is trying to reach and helps 
managers keep these targets in mind as they make decisions. Second, an organizational mission 
serves as a sound rationale for allocating resources. A properly developed mission statement gives 
managers general, but useful, guidelines about how resources should be used to best accomplish 
organizational purpose. Third, a mission statement helps management define broad but impor-
tant work areas within an organization and therefore the critical jobs that must be accomplished.19

The Relationship Between Mission  
and Objectives

Organizational objectives were defined in Chapter 5 as the targets toward which the open man-
agement system is directed. Sound organizational objectives reflect and flow naturally from 
the purpose of the organization, which is expressed in its mission statement. As a result, useful 
 organizational objectives must reflect and flow naturally from an organizational mission, which 
in turn was designed to reflect and flow naturally from the results of an environmental analysis.20

STRATEGY FORMULATION: TOOLS
After managers involved in the strategic management process have analyzed the environment 
and determined the proper organizational direction through the development of a mission state-
ment and organizational objectives, they are ready to formulate strategy. Strategy formulation is 
the process of determining appropriate courses of action for achieving organizational objectives 
and thereby accomplishing the organizational purpose.

Managers formulate strategies that reflect environmental analysis, lead to fulfillment of the 
organizational mission, and result in the attainment of organizational objectives. Special tools 
they can use to assist them in formulating strategies include the following:

Critical question analysis
SWOT analysis
Business portfolio analysis

These three strategy development tools are related but distinct. Managers should use the tool 
or combination of tools that seems most appropriate for them and their organizations.

Critical Question Analysis

A synthesis of the ideas of several contemporary management writers suggests that formulating 
an appropriate organizational strategy is a process of critical question analysis:21

What are the purposes and objectives of the organization? The answer to this question will 
tell management where the organization should be going. As indicated earlier, an appropri-
ate strategy reflects both organizational purpose and organizational objectives. By answering 
this question during the strategy formulation process, managers are likely to remember this 
important point and thereby minimize inconsistencies among the organization’s purposes, 
objectives, and strategies.
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Where is the organization presently going? The answer to this question can tell managers 
whether the organization is achieving its goals and, if it is, whether the level of progress is sat-
isfactory. Whereas the first question focuses on where the organization should be going, this 
one focuses on where the organization is actually going.
In what kind of environment does the organization now exist? Both internal and external 
environments—factors inside and outside the organization—are included in this question. 
For example, assume that a poorly trained middle-management team and a sudden influx of 
competitors in a market are respective factors in the internal and external environments of an 
organization. Any strategy formulated, if it is to be appropriate, must deal with these factors.
What can be done to better achieve organizational objectives in the future? The answer to 
this question will result in the strategy of the organization. The question should be answered, 
however, only after managers have had an adequate opportunity to reflect on the answers to 
the previous three questions. Managers cannot develop an appropriate organizational strat-
egy unless they have a clear understanding of where the organization wants to go, where it is 
going, and in what environment it exists. This understanding is typically achieved through 
discussion, negotiation, and compromise.23

SWOT Analysis

SWOT analysis is a strategic development tool that matches internal organizational strengths and 
weaknesses with external opportunities and threats. (SWOT is an acronym for a firm’s Strengths 
and Weaknesses and its environmental Opportunities and Threats.) It is important to note that 
when using SWOT analysis, “strengths” and “weaknesses” are those of the manager’s firm, and 
“opportunities” and “threats” exist in the firm’s external environment. SWOT analysis is based on 
the assumption that if managers carefully review such strengths, weaknesses, opportunities, and 
threats, a useful strategy for ensuring organizational success will become evident to them.24

Business Portfolio Analysis

Business portfolio analysis is another strategy development tool that has gained wide acceptance. 
Business portfolio analysis is an organizational strategy formulation technique that is based 
on the philosophy that organizations should develop strategy much as they handle investment 
portfolios. That is, just as sound financial investments should be supported and unsound ones 
discarded, sound organizational activities should be emphasized and unsound ones deempha-
sized. Two business portfolio tools are the BCG Growth-Share Matrix and the GE Multifactor 
Portfolio Matrix.

What did our organization do best this year? How can 
we repeat that success?
Why do our customers buy from us? What are their 
alternatives?
What real problems do our customers face? How can 
we solve one of those problems better than our com-
petitors can?
What makes us different from our competitors?
What is preventing us from achieving more?

Managers gain experience by thinking about day-
to-day goals for their department or function, 

and business founders usually start with an idea for a 
product. Thinking strategically can be a struggle. If the 
four basic critical questions are too overwhelming for a 
planning session, start with these questions to get the 
ideas flowing:22

What did our organization do worst this year? How 
can we correct that?

Ask the Right Questions

Steps for Success
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The BCG Growth-Share Matrix The Boston Consulting Group (BCG), a leading 
manufacturing consulting firm, developed and popularized a portfolio analysis tool that helps 
managers develop organizational strategies based on market share of businesses and the growth 
of markets in which businesses exist.

The first step in using the BCG Growth-Share Matrix is identifying the organization’s strate-
gic business units (SBUs). A strategic business unit is a significant organizational segment that 
is analyzed to develop organizational strategy aimed at generating future business or revenue. 
Exactly what constitutes an SBU varies from organization to organization. In larger organiza-
tions, an SBU could be a company division, a single product, or a complete product line. In 
smaller organizations, it might be the entire company. Although SBUs vary drastically in form, 
each has the following four characteristics:25

a. It is a single business or collection of related businesses.
b. It has its own competitors.
c. It has a manager who is accountable for its operation.
d. It is an area that can be independently planned for within the organization.

After SBUs have been identified for a particular organization, the next step in using the BCG 
Matrix is to categorize each SBU within one of the following four matrix quadrants (see Figure 7.4):

Star—An SBU that is a star has a large share of a high-growth market and typically needs 
large amounts of cash to support rapid and significant growth. Stars also generate large 
amounts of cash for the organization and are usually segments in which management can 
make additional investments and earn attractive returns.
Cash Cow—An SBU that is a cash cow has a large share of a market that is growing only 
slightly. Naturally, these SBUs provide the organization with large amounts of cash, but be-
cause the market is not growing significantly, the cash is generally used to meet the financial 
demands of the organization in other areas, such as the expansion of a star SBU.
Question Mark—An SBU that is a question mark has a small share of a high-growth market. 
Such SBUs are dubbed “question marks” because it is uncertain whether management should 
invest more cash in them to gain a larger share of the market or deemphasize or eliminate 
them. Management will choose the first option when it believes it can turn the question mark 
into a star and will choose the second when it thinks further investment would be fruitless.
Dog—An SBU that is a dog has a relatively small share of a low-growth market. Such SBUs 
may barely support themselves; in some cases, they actually drain off cash resources gener-
ated by other SBUs. Examples of dogs are SBUs that produce typewriters or cash registers.
Companies such as Westinghouse and Shell Oil have successfully used the BCG Matrix in 

their strategic management processes. This technique, however, has some potential pitfalls. For 

RELATIVE MARKET SHARE

MARKET
GROWTH

RATE

High

High Low
Low

Stars Question
marks

DogsCash
cows

FIGURE 7.4
The BCG Growth-Share Matrix
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one thing, the matrix does not consider such factors as (1) various types of risk associated with 
product development; (2) threats that inflation and other economic conditions can create in the 
future; and (3) social, political, and ecological pressures. These pitfalls may be the reason for 
recent research results indicating that the BCG Matrix does not always help managers make good 
strategic decisions.26 Managers must therefore remember to weigh such factors carefully when 
designing an organizational strategy based on the BCG Matrix.

The GE Multifactor Portfolio Matrix With the help of McKinsey and Company, 
a leading consulting firm, the General Electric Company (GE) developed another popular port-
folio analysis tool. Called the GE Multifactor Portfolio Matrix, this tool helps managers develop 
organizational strategy that is based primarily on market attractiveness and business strengths. 
The GE Multifactor Portfolio Matrix was intentionally designed to be more comprehensive than 
the BCG Growth-Share Matrix.

Its basic use is illustrated in Figure 7.5. Each of the organization’s businesses or SBUs is plot-
ted on a matrix in two dimensions: industry attractiveness and business strength. Each of these 
two dimensions is actually a composite of a variety of factors that each firm must determine for 
itself, given its own unique situation. As examples, industry attractiveness might be determined 
by such factors as the number of competitors in an industry, the rate of industry growth, and the 
weakness of competitors within an industry; business strength might be determined by such fac-
tors as a company’s financially solid position, its good bargaining position over suppliers, and its 
high level of technology use.

Several circles appear in Figure 7.5, each representing a company line of business or SBU. 
Circle size indicates the relative market size for that line of business. The shaded portion of a 
circle represents the proportion of the total SBU market that a company has captured.

Specific strategies of a company are implied by where its businesses (represented by circles) 
fall on the matrix. Businesses falling in the cells that form a diagonal from lower left to upper 
right are medium-strength businesses, which should be invested in only selectively. Businesses 
above and to the left of this diagonal are the strongest and the ones that a company should invest 
in and help to grow. Businesses in the cells below and to the right of the diagonal are low in over-
all strength and are serious candidates for divestiture.

Portfolio models are graphic frameworks for analyzing relationships among the busi-
nesses of an organization, and they can provide useful strategy recommendations. However, no 
model yet devised gives managers a universally accepted approach for dealing with these issues. 
Portfolio models, then, should never be applied in a mechanistic fashion, and any conclusions 
they suggest must be carefully considered in light of sound managerial judgment and experience.
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Dollar Tree’s strategy focuses 
on selling name-brand and  
off-brand products at lower 
prices than its competitors.

Strategy Formulation: Types

Understanding the forces that determine competitiveness 
within an industry should help managers develop strategies 
that will make their companies more competitive within the 
industry. Porter has developed three generic strategies to 
illustrate the kinds of strategies managers might develop to 
make their organizations more competitive.27

Differentiation Differentiation, the first of Porter’s 
strategies, focuses on making an organization more com-
petitive by its developing a product or products that cus-
tomers perceive as being different from products offered by 
competitors. Differentiation includes uniqueness in such 
areas as product quality, design, and level of after-sales 
service. Examples of products that customers commonly 
purchase because they perceive them as being different are 

Nike’s Air Jordan shoes (because of their high-technology “air” construction) and Honda auto-
mobiles (because of their high reliability).

Cost Leadership Cost leadership is a strategy that  focuses on making an organization 
more competitive by its producing products more cheaply than competitors can. According to 
the logic behind this strategy, by producing products more cheaply than its competitors, an or-
ganization will then be able to offer products to customers at lower prices than competitors can 
and will thereby increase its market share. Examples of tactics managers might use to gain cost 
leadership are obtaining lower prices on product parts purchased from suppliers and using tech-
nology such as robots to increase organizational productivity.

Focus Focus is a strategy that emphasizes making an organization more competitive by target-
ing a particular customer. Magazine publishers commonly use a focus strategy in offering their 
products to specific customers. Working Woman and Ebony are examples of magazines that are 
aimed, respectively, at the target markets of employed women and African Americans.

Sample Organizational Strategies

Analyzing the organizational environment and applying one or more of the strategy tools— 
critical question analysis, SWOT analysis, business portfolio analysis, and Porter’s Model—will 
give managers a foundation on which to formulate an organizational strategy. The four common 
organizational strategies that evolve this way are growth, stability, retrenchment, and divestiture. 
The following discussion of these organizational strategies features business portfolio analysis as 
the tool used to arrive at the strategy, although the same strategies could result from critical ques-
tion analysis, SWOT analysis, and Porter’s Model.

Growth Growth is a strategy adopted by management to increase the amount of business 
that an SBU is currently generating. The growth strategy is generally applied to star SBUs or to 
question mark SBUs that have the potential to become stars. Management generally invests sub-
stantial amounts of money to implement this strategy and may even sacrifice short-term profit to 
build long-term gain.28

Managers can also pursue a growth strategy by purchasing an SBU from another organiza-
tion. Black & Decker held the leadership position in power tools for many years, but the company 
wanted to extend its reach beyond that product line. Rather than attempt to develop its own line 
of power tools, Black & Decker purchased General Electric’s small-appliance business. Through 
this purchase, Black & Decker hoped that the amount of business it did would grow significantly 
over the long term. Similarly, President Enterprises, the largest food company in Taiwan, bought 
the American Famous Amos brand of chocolate chip cookies. Despite a downturn in the U.S. 
cookie market, management at President saw the purchase as important for company growth 
because it would give the company a nationally recognized product line in the United States.29
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Stability Stability is a strategy adopted by management to maintain or slightly improve 
the amount of business that an SBU is generating. This strategy is generally applied to cash cows 
because these SBUs are already in an advantageous position. Management must be careful, how-
ever, that in its pursuit of stability, it does not turn cash cows into dogs.

Retrenchment In this strategy, retrench is used in the military sense: to defend or fortify. 
Through retrenchment strategy, management attempts to strengthen or protect the amount of 
business an SBU is currently generating. This strategy is generally applied to cash cows or stars 
that are beginning to lose market share.

Divestiture Divestiture is a strategy adopted to eliminate an SBU that is not generat-
ing a satisfactory amount of business and that has little hope of doing so in the near future. 
In  essence, the organization sells or closes down the SBU in question. This strategy is usually 
 applied to SBUs that are dogs or question marks that have failed to increase market share but 
still require significant amounts of cash.

 MyManagementLab: Try It, Strategic Management
If your instructor has assigned this activity, go to mymanagementlab.com to try  
a simulation exercise about a coffee business.

STRATEGY IMPLEMENTATION
Strategy implementation, the fourth step of the strategic management process, involves put-
ting formulated strategies into action.30 Without successful implementation, valuable strategies 
 developed by managers are virtually worthless.31

The successful implementation of strategy requires four basic skills:32

a. Interacting skill is the ability to manage people during implementation. Managers who are 
able to understand the fears and frustrations others feel during the implementation of a new 
strategy tend to be the best implementers. These managers empathize with organization 
members and bargain for the best way to put a strategy into action.

b. Allocating skill is the ability to provide the organizational resources necessary to imple-
ment a strategy. Successful implementers are talented at scheduling jobs, budgeting time and 
money, and allocating other resources that are critical for implementation.

Nano, originally selling for $2,000. The company hoped 
that the many people in India who use motor scooters 
would gladly trade up to a Nano. Instead, consumers 
saw owning a Tata as a statement that they couldn’t 
afford a decent car. The original models lacked features 
such as a stereo and hubcaps. So Tata has polished up 
the design inside and out, raised the price above $3,500, 
and repositioned the Nano as a fun vehicle for young 
drivers.33

Monitoring skill is especially important in today’s 
global business environment, where so many differ-

ent variables can cause a strategy to go awry. Stanford’s 
Dana O’Donovan and Noah Rimland Flower encourage 
the use of an “adaptive strategy,” in which companies 
treat strategy implementation as a kind of  experiment. 
Employees at all levels monitor data and continuously 
ask whether the strategy needs to be modified.

Flexibility was essential for India’s Tata Motors when 
it tried launching the world’s lowest-priced car, the 

Be Flexible: Tata Motors

Tips for Managing Around the Globe
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c. Monitoring skill is the ability to use information to determine whether a problem has arisen 
that is blocking strategy implementation. Good strategy implementers set up feedback sys-
tems that continually tell them about the status of strategy implementation.

d. Organizing skill is the ability to create throughout the organization a network of people who 
can help solve implementation problems as they occur. Good implementers customize this 
network to include individuals who can handle the special types of problems anticipated in 
the implementation of a particular strategy.

Overall, then, the successful implementation of a strategy requires handling people appro-
priately, allocating the resources necessary for implementation, monitoring implementation 
progress, and solving implementation problems as they occur. Perhaps the most important 
requirements are knowing which people can solve specific implementation problems and being 
able to involve them when those problems arise.

STRATEGIC CONTROL
Strategic control, the last step of the strategic management process, consists of monitoring and 
evaluating the strategic management process as a whole to ensure that it is operating properly. 
Strategic control focuses on the activities involved in environmental analysis, organizational 
direction, strategy formulation, strategy implementation, and strategic control itself—checking 
that all steps of the strategic management process are appropriate, compatible, and functioning 
properly.34 Strategic control is a special type of organizational control, a topic that is featured in 
Chapters 17 and 18.

TACTICAL PLANNING
Tactical planning is short-range planning that emphasizes the current operations of various 
parts of an organization. Short range is defined as a period of time extending about one year or 
less into the future. Managers use tactical planning to indicate what the various parts of the or-
ganization must do for the organization to be successful at some point one year or less into the 
future.35 Tactical plans are usually developed in the areas of production, marketing, personnel, 
finance, and plant facilities.

Comparing and Coordinating Strategic  
and Tactical Planning

In striving to implement successful planning systems within organizations, managers must keep 
in mind several basic differences between strategic planning and tactical planning:

Because upper-level managers generally have a better understanding of the organization as 
a whole than lower-level managers do, and because lower-level managers generally have a 
 better understanding of the day-to-day organizational operations than upper-level managers 
do, strategic plans are usually developed by upper-level management and tactical plans by 
lower-level management.
Because strategic planning emphasizes analyzing the future and tactical planning emphasizes 
analyzing the everyday functioning of the organization, facts on which to base strategic plans 
are usually more difficult to gather than are facts on which to base tactical plans.
Because strategic plans are based primarily on a prediction of the future and tactical plans are 
based primarily on known circumstances that exist within the organization, strategic plans 
are generally less detailed than tactical plans.
Because strategic planning focuses on the long term and tactical planning focuses on the 
short term, strategic plans cover a relatively long period of time, whereas tactical plans cover 
a relatively short period of time.

These major differences between strategic and tactical planning are summarized in 
Table 7.3.

Despite their differences, tactical planning and strategic planning are integrally related. As 
Russell L. Ackoff states, “We can look at them separately, even discuss them separately, but we 
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cannot separate them in fact.”36 In other words, managers need both tactical and strategic plan-
ning programs, and these programs must be closely related to be successful. Tactical planning 
should focus on what to do in the short term to help the organization achieve the long-term 
objectives determined by strategic planning.

COMPETITIVE DYNAMICS
In the previous sections, we examined the first two components of strategic planning: strate-
gic and tactical actions. In this section, we discuss the final component of strategic planning, 
which is gaining more attention from both researchers and practitioners: competitive dynamics. 
Competitive dynamics refers to the process by which firms undertake strategic and tactical 
actions and how competitors respond to these actions.37 Although the previous sections do dis-
tinguish between and classify different types of strategic and tactical actions, the study of com-
petitive dynamics is important in order to understand why managers undertake such actions. 
Inevitably, it is these actions and reactions that influence a firm’s ultimate financial performance.

Many studies of strategic planning and competition involve the analysis of industries. In 
contrast, research in competitive dynamics focuses on competitive dyads, which are groups of 
two companies competing vigorously within a particular industry.38 By focusing on only two 
firms, researchers are able isolate the factors that affect the competitive actions of both the 
attacker—the first firm to make a strategic or tactical action—and the defender—the second 
firm, which must choose whether or not to respond to the attacker.39

The following example may help clarify the influence of competitive dynamics on  strategic 
planning: On a recent Monday morning, Barnes & Noble reduced the price of its e-book reader—
the Nook—by 23 percent. This decision resulted after careful deliberation by the top managers 
at Barnes & Noble. Hours later, Amazon.com announced through a press release that  it would 
reduce the price of its e-book reader—the Kindle—by an even larger amount, 27 percent.40 The 
price war between Barnes & Noble and Amazon.com illustrates the intense rivalry between the 

TABLE 7.3 Major Differences Between Strategic and Tactical Planning

Area of Difference Strategic Planning Tactical Planning

Individuals involved Developed mainly by upper-level management Developed mainly by lower-level management

Facts on which to base planning Facts are relatively difficult to gather Facts are relatively easy to gather

Amount of detail in plans Plans contain relatively little detail Plans contain substantial amounts of detail

Length of time plans cover Plans cover long periods of time Plans cover short periods of time

order at the retailer’s website, the system determines 
the best location to fill the order. A store employee might 
then pack a sweater for UPS to deliver the next day.

For its part, Amazon is preparing to take customer 
service fulfillment to a new level: same-day delivery. 
Using its vast resources, including its Webvan delivery 
business, Amazon has been testing same-day delivery in 
major cities. Meanwhile, Home Depot, Target, and other 
stores are working with new enterprises specializing in 
same-day delivery.41

As shoppers flock to the Internet, brick-and-mortar 
retailers see Amazon as a key threat. Retail manag-

ers are aware that many consumers visit stores to test 
products and then go online to find the best price. In 
response, stores such as Wal-Mart and Sears are trying 
to outdo Amazon in delivery service. Although Amazon 
has a sophisticated distribution system, Wal-Mart and 
Sears have stores in thousands of communities. They 
are thus connecting the stores to online ordering and 
 inventory systems, and when a customer places an 

Stores Take on Amazon

Practical Challenge: Competitive Dynamics for Retailers
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two companies as they compete in the market for e-book readers as well as in the market for 
e-book sales. In this example, Barnes & Noble represents the attacker, and Amazon.com repre-
sents the defender.

Research suggests that three primary factors influence a firm’s action or reaction: aware-
ness, motivation, and capability.42 These factors are illustrated in Figure 7.6. Competitor 
awareness refers to how mindful a company is of its competitor’s actions. In the example above, 
Amazon.com was clearly aware of Barnes & Noble’s price cuts, which garnered a great deal of 
media attention. This media coverage was not a surprise, as larger firms typically receive higher 
levels of media attention than do smaller firms.43 In addition to media coverage, companies may 
learn about competitors’ actions by taking note of a competitor’s press releases. Alternatively, 
companies may learn about their competitors’ actions by seeking information from shared cus-
tomers or suppliers or from employees who previously worked for the competitor.

Competitor motivation refers to the incentives that an organization has to take action. 
Extending the e-book example, Amazon.com was highly motivated to respond to Barnes & 
Noble’s price cuts. If Amazon.com had not responded to these price cuts, many customers may 
have opted to purchase a Nook instead of a Kindle. This buyer decision becomes important 
because sales of e-book readers lead to subsequent e-book sales. A customer purchase of a Nook, 
for instance, is likely to make multiple e-book purchases from Barnes & Noble. Considering such 
future sales highlights just how motivated both companies are in the market for e-book read-
ers. In addition, managers’ incentives (e.g., pay packages) may also increase their motivation to 
engage in particular competitive actions.

Finally, competitor capability refers to a firm’s ability to undertake an action. Often, capa-
bility refers to the resources that a firm has to take an action. For instance, a firm’s competitor 
capability includes items such as available cash or the experience of the firm’s management team. 
Once again extending the previous example, Amazon.com does not necessarily need cash to 
implement a price reduction for its Kindle. Nonetheless, Amazon.com does have to consider the 
long-term, financial effects stemming from selling Kindles at a reduced price. Even though tacti-
cal actions may not require substantial resources, strategic actions may require large investments 
and, thus, high levels of resources.

Effective strategic planning requires an understanding of competitors’ competitive actions. The 
competitor awareness, motivation, and capability framework provides a useful tool that managers 
may use to forecast competitor actions and reactions. To the extent that managers can measure their 
organization’s activities (and those of its competitors) in an extremely precise manner, they will be 
able to gain insights about organizational performance and enhance their growth strategies.44
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In developing a plan to compete in its industry, man-
agement at Facebook should begin by thinking strate-
gically. That is, management should try to determine 

what it can do to ensure that Facebook will continue to be 
successful at some point three to five years in the future. 
For example, building capabilities to create software for 
mobile devices should be part of this thinking. Facebook 
managers must be careful, however, to spend funds on 
strategic planning only if they can anticipate a return on 
these expenses in the foreseeable future.

The end result of Facebook’s overall strategic planning will 
be a strategy—a broad plan that indicates what must be done 
to reach long-range objectives and carry out the organizational 
purpose of the company. This strategy will focus on many orga-
nizational areas, one of which will be competing with other com-
panies that develop strategies in the same industry as Facebook. 
Once the strategy has been formulated using the results of an 
environmental analysis, Facebook management must conscien-
tiously carry out the remaining steps of the strategic management 
process: strategy implementation and strategic control.

As part of the strategy development process, Facebook man-
agement should spend time analyzing the environment in which 
the organization exists. Naturally, they should focus on Facebook’s 
general, operating, and internal environments. Environmental 
factors that probably would be important for Facebook’s man-
agers to consider as they pursue strategic planning include the 
companies with which Facebook competes and the kinds of soft-
ware those companies are developing or the ads they are selling; 
strengths and weaknesses of Facebook’s services when compared 
with those of competitors; the technologies that consumers are 
using for social networking; and the social and legal trends affect-
ing the expectations for social media. Obtaining information 
about environmental issues such as these will increase the prob-
ability that any strategy developed for Facebook will be appropri-
ate for the environment in which the company operates and that 
the company will be successful in the long term.

Based on the previous information, after Facebook has 
 performed its environmental analysis, it must determine the direc-
tion in which the organization should move regarding its com-
petitors’ positions. Facebook has begun this process by  developing 
a mission statement that describes the purpose for which the 
company exists. Facebook’s managers have several tools available 
to assist them in formulating strategy. If they are to be effective 
in this area, however, they must use the tools in conjunction with 
environmental analysis. One of the tools, critical question analysis, 
would require management to analyze the purpose of Facebook, 
the direction in which the company is going, the environment in 
which it exists, and how the goals might be better achieved.

SWOT analysis, another strategy development tool, would 
require management to compile information regarding the inter-
nal strengths and weaknesses of Facebook, as well as the oppor-
tunities and threats that exist within the company’s environment. 
In recent years, for example, Facebook would likely have seen a 
strength in the widespread growth of active users and a weak-
ness in its lack of capabilities to develop popular mobile apps. 
Management probably would classify up-and-coming mobile 
apps that lure away young users as threats and competition with 
television in mobile advertising as an opportunity.

One approach to business portfolio analysis would suggest 
that Facebook management classify each major product line 
(SBU) within the company as a star, cash cow, question mark, or 
dog, depending on the growth rate of the market and the market 
share the Facebook product line possesses. Management could 
decide, for example, to consider the main Facebook website, the 
Facebook mobile apps, and Instagram as separate units for SBU 
analysis and categorize them according to the four classifica-
tions. As a result of this categorization process, managers could 
develop growth, stability, retrenchment, or divestiture strategies 
for each unit. Facebook management should use whichever 
strategy development tools it thinks would be most useful. Their 
objective, of course, is to develop an appropriate strategy for the 
evolution of Facebook’s product lines.

To be successful at using the strategy they develop, manage-
ment at Facebook must apply the set of skills needed for imple-
mentation: interacting skill, allocating skill, monitoring skill, 
and organizing skill. In addition, management must be able to 
 improve the strategic management process when necessary.

In addition to developing strategic plans for the organiza-
tion, Facebook management should consider tactical, or short-
range, plans that would complement its strategic plans. Tactical 
plans for Facebook should focus on what can be done within 
approximately the next year to reach the organization’s three- to 
five-year objectives and to take business away from its competi-
tors. For example, tactical plans could include how the company 
will sell video advertising and what price it will charge adver-
tisers. Other tactical plans could include adding features to 
Facebook’s website and mobile apps to entice users to spend 
more time there.

In addition, Facebook management must closely coor-
dinate strategic and tactical planning within the company. 
Managers must keep in mind that strategic planning and tacti-
cal planning are different types of activities and may involve 
different people within the organization and result in plans with 
different degrees of detail. Yet they must also remember that 
these two types of planning are interrelated. Whereas lower-
level managers would be mostly responsible for developing tac-
tical plans, upper-level managers would mainly spend time on 
long-range planning and developing strategic plans that reflect 
company goals.

CHALLENGE CASE SUMMARY
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 MyManagementLab: Assessing Your Management Skill
If your instructor has assigned this activity, go to mymanagementlab.com and decide 
what advice you would give a Facebook manager.

DEVELOPING MANAGEMENT SKILL This section is specially designed to help 
you develop management skills. An individual’s management skill is based on an 
understanding of management concepts and on the ability to apply those concepts in 
organizational situations. The following activities are designed both to heighten your 
understanding of strategic planning concepts and to help you gain facility in applying 
these concepts in various management situations.

CLASS PREPARATION AND PERSONAL STUDY
To help you prepare for class, perform the activities outlined in this section. Performing these activities  
will help you to  significantly enhance your classroom performance.

Reflecting on Target Skill

On page 152, this chapter opens by presenting a target management skill along with 
a list of related objectives outlining knowledge and understanding that you should 
aim to acquire related to that skill. Review this target skill and the list of objectives to 
make sure that you’ve acquired all pertinent information within the chapter. If you do 
not feel that you’ve reached a particular objective(s), study related chapter coverage 
 until you do.

Know Key Terms

Understanding the following key terms is critical to your preparing for class. Define each 
of these terms. Refer to the page(s) referenced after a term to check your definition or to 
gain further insight regarding the term.

strategic planning 154
commitment principle 154
strategy 154
strategic management  155
environmental analysis  155
general environment 155
economics 155
demographics 156
social values 157
industry environment 158
Five Forces Model 158
threat of new entrants 158
buyer power 158
supplier power 159
threat of substitute products 159
intensity of rivalry 159

internal environment 159
organizational mission 159
mission statement 160
strategy formulation 160
critical question  

analysis 160
SWOT analysis 161
business portfolio  

analysis 161
strategic business unit 162
star 162
cash cow 162
question mark 162
dog 162
differentiation 164
cost leadership 164

focus 164
growth 164
stability 165
retrenchment 165
divestiture 165
strategy implementation 165
interacting skill 165
allocating skill 165
monitoring skill 166
organizing skill 166
strategic control 166
tactical planning 166
competitive dynamics 167
competitor awareness 168
competitor motivation 168
competitor capability  168
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Know How Management Concepts Relate

This section comprises activities that will further sharpen your understanding of 
 management concepts. Answer these essay questions as completely as possible.

 7-1. Describe the five steps involved in the strategic 
management process. In your opinion, which step is 
most important?

 7-2. Compare and contrast the different strategy formula-
tion tools. In your opinion, which tool is best suited 
for large organizations? Explain.

MANAGEMENT SKILLS EXERCISES
Learning activities in this section are aimed at helping you develop management skills.

 Cases

Facebook Positions Itself to Stay 
Relevant

“Facebook Positions Itself to Stay Relevant” (p. 153) and its 
related Chapter Summary sections were written to help you 
better understand the management concepts contained in 
this chapter. Answer the following discussion questions about 
the Challenge Case to better understand how strategic plan-
ning concepts can be applied in a company such as Facebook.

 7-3. For Facebook’s management, is acquiring a business 
such as Instagram a strategic management issue? 
Explain.

 7-4. Give three factors in Facebook’s internal environment 
that management should be assessing in determining 
the company’s organizational direction. Why are these 
factors important?

 7-5. Using the business portfolio matrix, categorize 
Facebook’s recently acquired Instagram unit as a dog, 
question mark, star, or cash cow. From a strate-
gic planning viewpoint, what do you recommend 
Facebook management do with Instagram, given this 
categorization? Why?

Nucor’s Strategy—Strong as Steel?

Read the case and answer the questions that follow. Studying 
this case will help you better understand how concepts relat-
ing to strategic planning can be applied in an organization 
such as Nucor Corporation.

An outsider might guess that steel is just a commodity 
and as such offers little room for creative management. But 
Nucor Corporation is an example of how innovative strategic 
planning can set a company apart from its competitors even 
in a traditional industry such as steel manufacturing.

Global competition has tested the steel industry over 
the past few decades in the United States. Whereas most of 
Nucor’s competitors focused on making their old processes 
more efficient, operating blast furnaces in huge steel mills, 
and moving work overseas as they struggled to cut costs, 
Nucor survived by turning to new technology, running elec-
tric arc furnaces in smaller facilities, and keeping most of its 
operations in North America. Instead of laying off swaths 

of hourly workers, Nucor streamlined the management 
ranks and gave decision-making authority and performance 
rewards to its hourly workers. The non-union workforce has 
contributed higher productivity, and innovation has been 
profitable: Over the past dozen years, Nucor’s shareholders 
have seen their investments generate total returns of 538 
percent, more than four times the average returns for steel 
companies in the Standard & Poor’s stock index over the 
same period.

Today Nucor is the largest steel producer in the United 
States, running 90 businesses and 200 production facilities. 
Nucor’s mission statement says, “Nucor is made up of more 
than 20,000 teammates whose goal is to take care of our cus-
tomers. We are accomplishing this by being the safest, high-
est quality, lowest cost, most productive and most profitable 
steel and steel products company in the world.” The mission 
statement continues by expressing the company’s commit-
ment to society and sustainability: “We are committed to 
doing this while being cultural and environmental stewards 
in our communities where we live and work. We are succeed-
ing by working together. Taking care of our customers means 
all of our customers: our employees, our shareholders and 
the people who purchase and use our products.”

Nucor describes itself as “North America’s largest recy-
cler.” The company’s favored technology, electric arc furnaces, 
involves melting down scrap steel, the main raw material. 
When the cost of scrap steel rises, Nucor makes and uses 
direct-reduced iron (DRI). A DRI facility produces high-purity 
iron pellets by stripping oxygen from iron ore. Currently, 
melting these pellets together with scrap metal produces 
steel at a lower cost than using scrap metal by itself.

Deciding whether to use DRI plants or other kinds of 
facilities and where to locate the facilities involves a complex 
set of considerations. The process for making DRI pellets 
uses natural gas, so managers have to consider the cost of 
this resource. DRI plants are located where natural gas is 
cheapest, such as in the Middle East; as of 2009, U.S. DRI 
facilities had all moved overseas. But as energy companies 
have begun obtaining natural gas through hydraulic fractur-
ing, the cost of natural gas has tumbled in North America, 
and Nucor decided to open a DRI facility in Louisiana.

The plant, costing $750 million to build, is expected to 
be the second largest in the world. By investing so much in 
this facility, Nucor’s management has committed itself to the 
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belief that this technology will remain profitable for years 
to come. Of course, conditions can change, and natural 
gas prices might rise. To be prudent, the company signed a 
deal with a Canadian company called Encana Oil and Gas 
that makes Nucor an investment partner in one of Encana’s 
drilling operations. The idea is that if gas prices are high, 
the earnings from the drilling unit will help pay for gas to 
run the steel plant. That decision has its own risks; in fact, 
Nucor and Encana recently put drilling operations on hold 
because the continued low prices for natural gas made the 
drilling operations unprofitable.45

Questions

 7-6. Why is it important for Nucor to have a mission 
statement? How do the strategic decisions described 
in this case support Nucor’s mission?

 7-7. Using examples from the case, describe how Nucor’s 
managers can use critical question analysis to for-
mulate a strategy.

 7-8. Which of the three generic strategies identified by 
Porter best describes Nucor’s strategy? Explain your 
reasons for choosing this strategy.

Experiential Exercises

Applying Porter’s Model to Dell Inc.

Directions. Read the following scenario and then perform the 
listed activities. Your instructor may want you to perform the 
activities as an individual or within groups. Follow all of your 
instructor’s directions carefully.

Michael Dell, the CEO of Dell Inc., has contacted your 
group for consulting purposes. In particular, Dell is concerned 
about the current state of the personal computer industry. He 
would like your group to use Porter’s Model for Industry 
Analysis to analyze the personal computer industry. What are 
the most important factors affecting each of the five forces in 
Porter’s Model? After performing this analysis, describe the 
most important threat. In addition, describe whether your 
group finds the personal computer industry attractive.

You and Your Career

SWOT analysis represents an important tool in your strate-
gic planning skill. Using SWOT analysis, top executives can 
better understand the strengths and weaknesses of their 
organization as well as the opportunities and threats in the 
external environment. Suppose you are interviewing for a 
position in an organization. How might SWOT analysis help 
you prepare for an interview? Now suppose you have just 
started working at an organization. How might SWOT analy-
sis help you better understand your position and role in the 
organization?

Building Your Management  
Skills Portfolio

Your Management Skills Portfolio is a collection of activities 
specially designed to demonstrate your management knowl-
edge and skill. Be sure to save your work. Taking your printed 
portfolio to an employment interview could be helpful in 
obtaining a job.

The portfolio activity for this chapter is Strategic 
Planning at the New York Times. Study the information and 
complete the exercises that follow.46

The New York Times Company is one of the most 
respected news organizations in the world. Although known 
primarily for the New York Times newspaper, the company 
also owns television stations, radio stations, and over 40 
websites.

Despite the popularity and prestige associated with the 
New York Times newspaper, the company’s chairman, Arthur 
Sulzberger, Jr., is facing a difficult operating environment. 
Specifically, the emergence of the Internet and forms of digi-
tal news threaten the existence of the traditional newspaper 
industry. As a result, the New York Times is generating lower 
levels of circulation; this decrease in circulation has also 
caused a dip in advertising. In sum, the profitability of the 
newspaper industry is decreasing.

Sulzberger has contacted you to help the company 
develop a new strategic plan. The following questions will help 
you apply the strategic planning process to a real scenario.

 7-9. Perform an environmental analysis for the New York 
Times Company. Which segment of the environment 
is causing the company’s problem(s)?

 7-10. Based on this analysis, develop a mission statement 
for the company. Also develop three objectives that 
will help the company fulfill its mission.

 7-11. Review Porter’s generic strategies. Which one of these 
strategies would you recommend for the New York 
Times Company? Explain.

 7-12. Which of the four strategy implementation skills do 
you think will be most important for the company as it 
moves forward? Why?
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Endnotes
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If your instructor has assigned this activity, go to mymanagementlab.com for  
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Assisted Grading Questions
7-13. Describe how an organization might use the BCG Growth-Share Matrix to evalu-

ate its different strategic business units. Now, explain how an organization might 
use the GE Multifactor Portfolio Matrix to evaluate its strategic business units.

7-14. Describe Porter’s generic business strategies and provide an example of each 
strategy.

7-15. Describe Porter’s Five Forces Model. Why do organizations use Porter’s Five Forces?
7-16. In your local newspaper or a national publication like Bloomberg Businessweek or 

the Wall Street Journal, choose a company featured in the news. Then, analyze the 
company’s actions. In your opinion, how did competitive dynamics play a role in 
the company’s recent behavior?
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T A R G E T  S K I L L

Organizing Skill: the ability to establish orderly uses for 
resources within the management system

O B J E C T I V E S

To help build my organizing skill, when studying this chapter, I will 
attempt to acquire:

1 An understanding of the organizing function

2 Knowledge regarding the benefits and costs of 
bureaucracy

3 Insights into the advantages and disadvantages of 
division of labor

4 An appreciation for the complexities of determining 
appropriate organizational structure

5 An appreciation for the advantages and disadvantages 
associated with the different types of departmentalization

MyManagementLab®

Go to mymanagementlab.com to complete the problems marked with this icon  .

 MyManagementLab: Learn It
If your instructor has assigned this activity, go to mymanagementlab.com before  
studying this chapter to take the Chapter Warm-Up and see what you already know.
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Microsoft Tries to Program Unity  
with Its New Structure

Microsoft can boast of operating systems that are installed on the vast majority of 
desktop computers, of the popular Xbox gaming system, and of the Office suite 
of software, which dominates the market for word processing and other business 

applications. The 100,000-employee company has enjoyed steady growth in revenues, recently 
exceeding $73 billion. However, profits have lagged revenue growth as Microsoft has struggled 
to keep up with the pace of technological change.

C H A L L E N G E  CA S E

The top managers at Microsoft, under new CEO Satya 
Nadella, determined that what was holding the company back 
was a structure that did not foster a shared vision. Microsoft 
had eight divisions focused on specific products, and each divi-
sion pursued its own strategy. The solution, then, would be to 
reorganize work into fewer divisions aimed at a unified strategy.

The organization’s new shared strategy is to create “a fam-
ily of devices and services.”1 In other words, instead of one 
division handling, say, the Bing search engine while another 
handles the Windows operating system, Microsoft’s hardware, 
software, and online services divisions should work together 
to let users perform computer-related activities on all their 
devices. This would require a new level of cooperation among 
employees across divisions.

The major change to Microsoft’s structure involved 
shrinking the number of divisions and combining activities. 
Instead of eight divisions based on product lines, the new 

structure has four divisions based on ways groups of  
products are used:

Applications—This group, headed by Qi Lu, has been 
 assigned to manage work related to Office and Skype.  
Lu was formerly in charge of Bing.
Cloud and enterprise—“Cloud” refers to online software and 
computing systems, including Microsoft’s network of data 
centers running cloud systems. “Enterprise” includes data-
bases and other technologies used primarily by businesses.
Devices and studios—Under Julie Larson-Green, this 
group includes Xbox, Surface tablets, hardware accessories, 
and games. Larson-Green formerly headed the group in 
charge of the Windows operating system.
Operating systems—Terry Myerson was chosen to head 
this group, which aims to unify operating systems across 
computers, Xbox, and mobile devices. Myerson previously 
led engineering for Windows Phone.

Besides these product-use divisions, the reorganized 
Microsoft has divisions providing support functions for all 
employees and groups. These divisions include finance, mar-
keting, and human resources. The goal of setting up company-
wide functional divisions is for managers to collaborate and 
create marketing plans and finance projects in support of 
Microsoft’s corporate strategy, rather than pursuing divisional 
strategies that might conflict.

With this plan sketched out, the challenge now is imple-
menting the new structure. Besides spelling out the details of 
each new job, Microsoft’s managers, including Lu, Larson-
Green, Myerson, and the heads of the functional departments, 
must convince their employees that collaboration is the new 
way of life at Microsoft.2

THE ORGANIZING CHALLENGE
The Challenge Case illustrates many different organizing 
challenges that Satya Nadella, the CEO, will have to meet if 
Microsoft is to be successful. The remaining material in this 
chapter explains organizing concepts and helps develop  
the corresponding organizing skill that you will need to 
meet organizing challenges throughout your career. After 

New Microsoft CEO, Satya Nadella, reorganized  
the company’s structure into fewer divisions with  
a unified strategy to create “a family of devices  
and services.”
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studying chapter concepts, read the Challenge Case Summary at the end of the chapter to 
help you relate chapter content to meeting organizing challenges at Microsoft.

DEFINITIONS OF ORGANIZING  
AND ORGANIZING SKILL
Organizing is the process of establishing orderly uses for resources within the management 
 system. Correspondingly, organizing skill is the ability to create throughout the organization 
a network of people who can help solve implementation problems as they occur. This chapter 
focuses on organizing and helping you develop the target skill for this chapter, organizing skill.

Orderly uses of resources emphasize the attainment of management system objectives and 
assist managers not only in making objectives apparent but also in clarifying which resources 
will be used to attain those objectives.3 A primary focus of organizing is determining what indi-
vidual employees will do in an organization and how their individual efforts should best be com-
bined to advance the attainment of organizational objectives.4 Organization refers to the result of 
the organizing process. Fayol presents a number of guidelines for effective organizations; these 
guidelines are displayed in Figure 8.1.

The Importance of Organizing

The organizing function is extremely important to the management system because it is the pri-
mary mechanism managers use to activate plans.5 Organizing creates and maintains relationships 
among all organizational resources by indicating which resources are to be used for specified 
activities and when, where, and how they are to be used. A thorough organizing effort helps man-
agers minimize costly weaknesses, such as duplication of effort and idle organizational resources.

Some management theorists consider the organizing function so important that they advocate 
the creation of an organizing department within the management system. Typical duties of this 
department would include three primary responsibilities.6 First, the department should periodically 
formulate reorganization plans that make the management system more effective and efficient. For 
example, companies typically restructure to devote more resources to profitable divisions and fewer 
resources to divisions losing money. Second, the department should foster and support an advanta-
geous organizational climate within the management system. Finally, the department should develop 
plans to improve managerial skills so that they fit current management system needs.

In essence, each organizational resource represents an investment from which the management
system must get a return. Appropriate organization of these resources increases the efficiency
and effectiveness of their use. Henri Fayol developed 16 general guidelines for organizing
resources:

1. Judiciously prepare and execute the operating plan.
2. Organize the human and material facets so that they are consistent with objectives,

resources, and requirements of the concern.
3. Establish a single competent, energetic guiding authority (formal management structure).
4. Coordinate all activities and efforts.
5. Formulate clear, distinct, and precise decisions.
6. Arrange for efficient selection so that each department is headed by a competent, ener-

getic manager, and all employees are placed where they can render the greatest service.
7. Define duties.
8. Encourage initiative and responsibility.
9. Offer fair and suitable rewards for services rendered.

10. Make use of sanctions against faults and errors.
11. Maintain discipline.
12. Ensure that individual interests are consistent with the general interests of the organization.
13. Recognize the unity of command.
14. Promote both material and human coordination.
15. Institute and effect controls.
16. Avoid regulations, red tape, and paperwork.

FIGURE 8.1
Organization: Fayol’s 
guidelines
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General Electric (GE) is known the world over for its ability to develop managerial talent. 
Although GE is famous for its products and services ranging from light bulbs to NBC televi-
sion, many suggest that the key to GE’s success is primarily the company’s ability to identify and 
develop managers.7

The Organizing Process

The five main steps of the organizing process are presented in Figure 8.2: reflect on plans and 
objectives, establish major tasks, divide major tasks into subtasks, allocate resources and direc-
tives for subtasks, and evaluate the results of implemented organizing strategy.8 As the figure im-
plies, managers should continually repeat these steps. Through repetition, they obtain feedback 
that will help them improve the existing organization.9

The management of a restaurant can serve as an illustration of how the organizing process works. 
The first step the restaurant manager would take to initiate the organizing process would be to reflect 
on the restaurant’s plans and objectives. Because planning involves determining how the restaurant 
will attain its objectives, and organizing involves determining how the restaurant’s resources will be 
used to activate plans, the restaurant manager must start to organize by understanding planning.

The second and third steps of the organizing process focus on tasks to be performed within 
the management system. The manager must designate major tasks or jobs to be done within 
the restaurant. Two such tasks are serving customers and cooking food. Then the tasks must be 
divided into subtasks. For example, the manager might decide that serving customers includes 

the subtasks of taking orders and clearing tables.
The fourth organizing step is determining who will take 

orders and who will clear the tables and the details of the rela-
tionship between these individuals. The size of tables and how 
they are to be set are other factors to consider at this point.

In the fifth step, evaluating the results of the imple-
mented organizing strategy, the manager gathers feedback 
on how well the strategy is working. This feedback should 
furnish information that can be used to improve the exist-
ing organization. For example, the manager may find that 
a particular type of table is not large enough and that larger 
ones must be purchased if the restaurant is to attain its goals.

Classical Organizing Theory

Classical organizing theory comprises the cumulative 
 insights of early management writers on how organizational 
resources can best be used to enhance goal attainment. 
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Establish

major tasks

STEP 5
Evaluate

results of 
organizing
strategy

STEP 3
Divide major

tasks into
subtasks

STEP 4
Allocate

resources and
directives for

subtasks

STEP 1
Reflect on
plans and 
objectives

FIGURE 8.2
The five main steps of the 
organizing process

Managers have to constantly 
improve organizational 
 structure based on results. 
Avon cut layers of manage-
ment and pushed decision 
making to lower levels as it 
needed to cut costs while 
stimulating growth on an 
 international scale.
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The following sections discuss three major components of classical organizing theory: Weber’s 
 bureaucratic model, division of labor, and structure.

WEBER’S BUREAUCRATIC MODEL
The writer who probably had the most profound influence on classical organizing theory was Max 
Weber. Most agree that Weber’s most notable contribution to classical organizing theory was his 
concept of bureaucracy.10 Specifically, Weber used the term bureaucracy to describe the manage-
ment system that includes three primary components: detailed procedures and rules, a clearly 
outlined organizational hierarchy, and impersonal relationships among organization members.

Although he firmly believed in the bureaucratic approach to organizing, he was 
 concerned that managers are inclined to overemphasize the merits of a bureaucracy. He 
cautioned that a bureaucracy is not an end in itself but, rather, a means to the end of manage-
ment system goal attainment. The main criticism of Weber’s bureaucracy model, as well as 
the concepts of other classical organizing theorists, is that they give short shrift to the human 
variable within organizations. In fact, it is recognized today that the bureaucratic approach 
without an appropriate emphasis on the human variable is almost certainly a formula for 
organizational failure.11

 MyManagementLab: Watch It, Elm City Market
If your instructor has assigned this activity, go to mymanagementlab.com to watch a 
video and answer the questions about the importance of organizing at a grocery start-up.

Another criticism of bureaucracy is that it may negatively influence organizational effec-
tiveness.12 For an example of bureaucracy negatively influencing organizational effectiveness, 
consider General Motors (GM). For years, GM was not only one of the world’s largest compa-
nies but also a huge bureaucracy. Although over the years various GM chief executives tried 
to cut layers of management, the company continued to post losses and, by 2009, faced bank-
ruptcy. Before the U.S. government would provide further aid, GM was ordered to make sig-
nificant and deep organizational cuts. With a slimmed-down GM emerging from bankruptcy, 
company vice chairman Bob Lutz pledged that GM would maintain its focus on eliminating 
bureaucracy, saying, “If you tell yourself you’re done [cutting costs], that probably means you’re 
complacent.”13 Even though appropriate organization can improve efficiency and effectiveness, 
this example illustrates the potential problems associated with inappropriate organization.

DIVISION OF LABOR
A primary consideration of any organizing effort is how to 
divide labor. Division of labor is the assignment of various 
portions of a particular task among a number of organi-
zation members.14 Rather than one individual doing the 
entire job, several individuals perform different parts of 
the job. Production is divided into a number of steps, with 
the responsibility for completing various steps assigned to 
specific individuals. The essence of division of labor is that 
individuals specialize in doing part of a task rather than the 
entire task.15

A commonly used illustration of division of labor is the 
automobile production line. Rather than one person assem-
bling an entire car, specific portions of the car are assembled 
by various workers. Although most associate division of 
labor with automobiles, division of labor plays an impor-
tant role in a variety of businesses. For example, division of 
labor plays an important role in the manufacturing of art 
in China. At some manufacturing facilities, several artists 

A company typically would 
have different people doing 
 different jobs, so everyone 
can  specialize and be efficient. 
Finding a balance between 
specialization and human 
motivation is important for 
managers.
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help to paint copies of the same picture. When individuals finish painting their particular sec-
tions, they pass the painting on to other members to finish their own sections.16 This approach 
allows Chinese galleries, such as the Ji Yi Yuang Gallery, to sell  paintings for lower prices. It is 
clear, then, that the division of labor influences a variety of  organizations. The following sections 
discuss the advantages and disadvantages of division of labor, the relationship between division 
of labor and coordination, and Mary Parker Follett’s coordination guidelines.

Advantages and Disadvantages  
of Division of Labor

Even the peerless physicist Albert Einstein, famous for his independent theorizing, believed that 
division of labor could be advantageous in many undertakings.17 Several explanations have been 
offered for the usefulness of division of labor. First, when workers specialize in a particular task, 
their skill at performing that task tends to increase. Second, workers who have one job and one 
place in which to do that job do not lose valuable time changing tools or locations. Third, when 
workers concentrate on performing only one job, they naturally try to make the job easier and 
more efficient. Lastly, division of labor creates a situation in which workers need to know how 
to perform only their part of the work task rather than the entire process for producing the end 
product. The task of understanding their work, therefore, does not become too burdensome.

Arguments against the use of an extreme division of labor have also been presented.18 
Essentially, these arguments contend that division of labor focuses solely on efficiency and 
economic benefit and overlooks the human variable in organizations. Work that is extremely 
specialized tends to be boring and therefore will eventually cause production rates to go down 
as workers become resentful of being treated like machines. Clearly, managers need to find a 
 reasonable balance between specialization and human motivation. Finding this balance is an 
ongoing challenge for organizations and an area of continued study.19

Division of Labor and Coordination

In a division-of-labor situation, the importance of effective coordination of the different individuals 
doing portions of the task is obvious. Mooney has defined coordination as “the orderly arrange-
ment of group effort to provide unity of action in the pursuit of a common purpose.” In essence, 
coordination is a means for achieving any and all organizational objectives.20 It involves encourag-
ing the completion of individual portions of a task in a synchronized order that is appropriate for 
the overall task. Groups cannot maintain their productivity without coordination.21 Part of the syn-
chronized order of assembling an automobile, for example, is that seats are installed only after the 
floor has been installed; adhering to this order of installation is an example of coordination.

Establishing and maintaining coordination may require close supervision of employees, 
although managers should try to break away from the idea that coordination can be achieved 
only in this way.22 They can, instead, establish and maintain coordination through bargaining, 
formulating a common purpose for the group, or improving on specific solutions so that the 
group will know what to do when it encounters those problems. Each of these efforts is consid-
ered a specific management tool.

Follett’s Guidelines on Coordination

Mary Parker Follett provided valuable advice on how managers can establish and maintain 
 coordination within the organization. First, Follett said that coordination can be attained with 
the least difficulty through direct horizontal relationships and personal communications. In 
other words, when a coordination problem arises, peer discussion may be the best way to resolve 
it. Second, Follett suggested that coordination be a discussion topic throughout the planning 
process. In essence, managers should plan for coordination. Third, maintaining coordination is 
a continuing process and should be treated as such. Managers cannot assume that just because 
their management system shows coordination today, it will also show coordination tomorrow.

Follett also noted that coordination can be achieved only through purposeful manage-
ment action—it cannot be left to chance. Finally, she stressed the importance of the human 
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element and advised that the communication process is an essential consideration in any 
attempt to encourage coordination. Primary considerations include employee skill levels, 
employee motivation levels, and the effectiveness of the human communication process used 
during coordination activities.24

STRUCTURE
In any organizing effort, managers must choose an appropriate structure. Structure refers to the 
designated relationships among resources of the management system. Its purpose is to facilitate 
the use of each resource, individually and collectively, as the management system attempts to 
attain its objectives.25 The two basic types of structure within management systems are formal 
and informal structures. Formal structure is defined as the relationships among organizational 
resources as outlined by management; formal structure is represented primarily by the organiza-
tion chart. In contrast, informal structure is defined as the patterns of relationships that develop 
because of the informal activities of organization members. It evolves naturally and tends to be 
shaped by individual norms and values and social relationships. Essentially, an organization’s in-
formal structure is the system or network of interpersonal relationships that exists within, but is 
not usually identical to, the organization’s formal structure.26

Informal Organizational Structures

A mechanistic structure is a formal organizational structure such as those discussed in this 
chapter. In contrast, an organic structure is less formal and represents loosely coupled networks 
of workers. Some researchers suggest that mechanistic structures are better suited for some orga-
nizations and organic structures are better suited for other organizations. In particular, research 
indicates that a mechanistic structure is better for large companies and those operating in stable 
industries. In contrast, organic structures are better for smaller companies and those operating in 
more volatile industries.27

Organization structure is represented primarily by means of a graphic illustration called an 
organization chart. Traditionally, an organization chart is constructed in pyramid form, with 
individuals toward the top of the pyramid having more authority and responsibility than do those 
toward the bottom.28 The relative positioning of individuals within boxes on the chart indicates 
broad working relationships, and lines between boxes designate formal lines of communication 
between individuals. In addition to specifying formal relationships within the firm, an organization 
chart can also communicate to outsiders the complexity of the organization. Structure involves two 
primary dimensions: the vertical dimension and the horizontal dimension. The following sections 
discuss each dimension in detail.29

Several years before that event, the MBTA had 
improved coordination of security activities by setting 
up centralized management for all security operations. 
The security and emergency management department 
started by bringing together the MBTA transit police 
with people from operations and information tech-
nology to establish priorities for protecting workers, 
 passengers, and property. Because management and 
the police appreciate the importance of security, they 
readily supported the efforts.23

The Massachusetts Bay Transportation Authority 
(MBTA) offers an illustration of how a com-

mon purpose can support better coordination. The 
MBTA provides bus and rail transit services to almost 
5  million people in Boston and eastern Massachusetts. 
With a thousand buses and hundreds of other vehicles 
carrying a million passengers every day, keeping ev-
eryone safe is a major concern, which was tragically 
heightened in April 2013, when bombs disrupted the 
finish of the Boston Marathon.

How the MBTA Moved Forward with Security

Practical Challenge: Coordination
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Vertical Dimensioning

Vertical dimensioning refers to the extent to which an organization uses vertical levels to 
 separate job responsibilities. Vertical dimensioning is directly related to the concept of the 
scalar relationship—that is, the chain of command. Every organization is built on the prem-
ise that the individual at the top possesses the most authority and that other individuals’ 
authority is scaled downward according to their relative position on the organization chart. 
The lower a person’s position on the organization chart, then, the less authority that person 
possesses.30

The scalar relationship, or chain of command, is related to the unity of command. Unity 
of command is the management principle that recommends that an individual have only one 
boss. If too many bosses give orders, the result will probably be confusion, contradiction, and 
 frustration—a sure recipe for ineffectiveness and inefficiency in an organization. Although 
the unity-of-command principle made its first appearance in management literature well over 
75 years ago, it is still discussed today as a critical ingredient of successful organizations.31

Span of Management When examining the vertical dimensioning of an organization 
chart, it is important for managers to consider the influence of span of management—the num-
ber of individuals a manager supervises. The more individuals a manager supervises, the greater 
the span of management. Conversely, the fewer individuals a manager supervises, the smaller the 
span of management. The span of management has a significant effect on how well managers 
carry out their responsibilities. Span of management is also called span of control, span of author-
ity, span of supervision, and span of responsibility.32

The central concern of span of management is to determine how many individuals a man-
ager can supervise effectively.33 To use the organization’s human resources effectively, managers 
should supervise as many individuals as they can best guide toward production quotas. If they 
are supervising too few people, however, they are wasting a portion of their productive capacity. 
If they are supervising too many, they are losing part of their effectiveness.

Designing Span of Management: A Contingency Viewpoint As  repo- 
rted by Harold Koontz, several important situational factors influence the appropriateness of the 
size of an individual’s span of management:34

Similarity of functions—the degree to which activities performed by supervised  individuals 
are similar or dissimilar. As the similarity of subordinates’ activities increases, the span of 
management appropriate for the situation widens. The converse is also generally true.
Geographic contiguity—the degree to which subordinates are physically separated. In gen-
eral, the closer subordinates are to each other physically, the more of them managers can 
supervise effectively.

Complexity of functions—the degree to 
which workers’ activities are difficult and 
involved. The more difficult and involved 
the activities are, the more difficult it is to 
manage a large number of individuals effec-
tively. This is particularly true for research 
and development departments, which typi-
cally include a number of engineers and 
scientists.35

Coordination—the amount of time manag-
ers must spend synchronizing the activities 
of their subordinates with the activities of 
other workers. The greater the amount of time 
that must be spent on such coordination, the 
smaller the span of management.
Planning—the amount of time managers 
must spend developing management system 
 objectives and plans and integrating them with

Employees at call centers 
like this one perform similar 
 activities, are physically close, 
and need little coordination, 
so supervisors tend to have a 
greater span of management.
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the activities of their subordinates. The more time managers must spend on planning 
 activities—whether those activities are repetitive and routine or infrequent but complex—the 
fewer individuals they can manage effectively.36

Table 8.1 summarizes the factors that tend to increase and decrease the span of management.

Graicunas and Span of Management Perhaps the best-known contribution to 
span-of-management literature was made by the management consultant V. A. Graicunas.37 He 
developed a formula for determining the number of possible relationships between a manager 
and subordinates when the number of subordinates is known. Graicunas’s formula is as follows:

C = na2n

2 + n - 1b
C is the total number of possible relationships between manager and subordinates, and n 

is the known number of subordinates. As the number of subordinates increases arithmetically, 
the number of possible relationships between the manager and those subordinates increases 
geometrically.

A number of criticisms have been leveled at Graicunas’s work. Some have argued that he 
failed to take into account a manager’s relationships outside the organization and that he con-
sidered only potential relationships rather than actual relationships. These criticisms have some 
validity, but the real significance of Graicunas’s work lies outside them. His main contribution 
involved pointing out that span of management is an important consideration that can have a 
far-reaching impact on the organization.38

Height of Organization Chart Span of management directly influences the height of 
an organization chart. Normally, the greater the height of the organization chart, the smaller the 
span of management, and the lower the height of the chart, the greater the span of management.39 
Organization charts with little height are usually referred to as flat, whereas those with much 
height are usually referred to as tall.40

Figure 8.3 is a simple example of the relationship between organization chart height and 
span of management. Organization chart A has a span of management of six, and organization 
chart B has a span of management of two. As a result, chart A is flatter than chart B. Note that 
both charts have the same number of individuals at the lowest level. The larger span of manage-
ment in A is reduced in B merely by adding a level to B’s organization chart.

An organization’s structure should be built from top to bottom to ensure that appropri-
ate spans of management are achieved at all levels. Increasing spans of management merely to 
 eliminate certain management positions and thereby reduce salary expenses may prove to be a 
shortsighted move. Increasing spans of management to achieve such objectives as speeding up 
organizational decision making and building a more flexible organization is more likely to help the 
organization achieve success in the long run.41 A survey of organization charts of the 1990s reveals 
that top managers were creating flatter organizational structures than top managers used in the 
1980s. Overall, managers seem to be using flatter organizational structures now than in the past.

One company that has derived benefits from a flatter organizational structure is steel 
manufacturer Nucor Corporation. In recent years, Nucor had increased its layers of manage-
ment, which resulted in increased employee costs. In an effort to decrease these costs and 

TABLE 8.1 Major Factors That Influence the Span of Management

Factor
Factor Has Tendency to Increase Span  
of Management When—

Factor Has Tendency to Decrease Span  
of Management When—

1. Similarity of functions 1. Subordinates have similar functions 1. Subordinates have different functions

2. Geographic contiguity 2. Subordinates are physically close 2. Subordinates are physically distant

3. Complexity of functions 3. Subordinates have simple tasks 3. Subordinates have complex tasks

4. Coordination 4. Work of subordinates needs little coordination 4. Work of subordinates needs much coordination

5. Planning 5. Manager spends little time planning 5. Manager spends much time planning
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improve efficiencies, the company drastically reduced its layers of management. Although 
some of its competitors had as many as 30 layers of management, Nucor reduced its structure 
to only four. This reduction in layers of management reduced costs and has also increased sat-
isfaction among employees at lower levels now that they are less removed from the top layer of 
the organization.42

Horizontal Dimensioning

The horizontal dimensioning of an organization  refers to the extent to which firms use lateral 
subdivisions or specialties within the organization. Overall, to build organizations horizontally, 
organizations establish departments. A department is a unique group of resources established 
by management to perform some organizational task. Departmentalizing is the process of 
 establishing departments within the management system. Typically, these departments are 
based, or contingent, on such situational factors as the work functions being performed, the 
product or service being offered, the territory being covered, or the customer being targeted.

TYPES OF DEPARTMENTALIZATION
The following sections highlight several different ways in which managers may departmentalize 
their organizations. In particular, the following illustrate how Sony might employ the various 
 departmental structures discussed. Table 8.2 summarizes the major advantages and disadvan-
tages associated with each type of departmentalization.

For the U.S. market, Yum Brands had one division for 
each restaurant chain so that managers could focus 
on a particular brand. Novak moved the international 
 operations into the product divisions so that the lessons 
learned in each country can be shared to stimulate fur-
ther growth. Novak modified this plan, however, by also 
setting up Yum Restaurants China and Yum Restaurants 
India. Managers see so much growth potential remain-
ing in those two countries that they want to maintain the 
 geographic focus there.43

Whether or not you have heard of Yum Brands, you 
are probably familiar with its restaurants: KFC, 

Pizza Hut, and Taco Bell. The company’s 40,000-plus 
restaurants are located in more than 130 countries and 
territories. Yum Brands set up an international division 
to build growth overseas, a structure that worked so 
well that now over 70 percent of revenues come from 
outside the United States.

With that success in place, CEO David Novak decided 
that Yum Brands needed to rethink its organization. 

Reorganizing for Mature Businesses: Yum Brands

Tips for Managing around the Globe
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Departments Based on Function

Perhaps the most widely used basis for establishing departments within the formal structure 
is the type of work functions (activities) being performed within the management system.44 
Functions are typically divided into the major categories of marketing, production, and finance. 
Figure 8.4 is an organization chart showing structure based primarily on function for Sony.

Functional departmentalizing brings with it both advantages and disadvantages. Perhaps 
the primary advantage of functional departmentalizing is the control conferred to the various 
 functional heads. The vice president of marketing for Sony, for example, is able to control and 
coordinate the marketing plan for all of the organization’s products, geographic regions, and 
 customers. This structure allows for consistent marketing messages throughout the company. 
At  the same time, however, the marketing plan emanating from such a structure may not be 

TABLE 8.2 Advantages and Disadvantages of Departmentalization Modes

Departmentalization Advantages Disadvantages

Functional  
(i.e., consistent marketing messages)

performance of a function (i.e., the performance  
of the company’s marketing program)

 
various functions

 
product performs well or poorly

Product  
by the company

 
on the performance of a product

 differences in customers or geographic regions

Geographic
their differences) served by the company

 rotating managers across different regions

 
various regions

 
based on the performance of a particular product

Customer  
most important customers

 
regarding customer relationships

customers

different products and geographic areas

Matrix  
short-term and long-term projects

 
structure within the firm

 
responsibilities based on multiple authority 
figures

Vice President
of Marketing

Vice President
of Research &
Development

(R&D)

CEO

Vice President
of Finance

FIGURE 8.4
Departments by function  
at Sony
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 differentiated enough to suit the needs of Sony’s diverse products, geographic regions, and cus-
tomers. In other words, this structure may implicitly impose functional standardization that may 
not meet the needs of the organization’s various products and services.

Departments Based on Product or Service

Organization structure based primarily on product or service departmentalizes resources acc-
ording to the products or services being offered. As more and more products are offered by a 
company, it becomes increasingly difficult for management to coordinate activities across the 
 organization. However, organizing according to product or service permits the logical grouping 
of resources necessary to produce and market each product or service. Figure 8.5 is an organiza-
tion chart for Sony showing structure based primarily on product.45

Product or service departmentalizing also has both advantages and disadvantages. One of 
the primary advantages is the ability to focus the organization’s efforts on each of the firm’s prod-
ucts or services. With this structure, for example, the vice president of electronics for Sony has 
the power and authority to control all aspects of the electronics business. Moreover, this type of 
structure directly associates responsibility for each of the firm’s products. If the electronics divi-
sion does not perform well, for example, it is relatively easy for Sony’s CEO to determine respon-
sibility for the poor performance.

One of the primary disadvantages of this structure, though, is that the different units may result 
in duplication of efforts, which may lead to higher costs. Continuing the example of Sony, the man-
agers of the electronics division and the music division may both request more capital for marketing 
expenditures. Moreover, they may both create marketing positions within their units to aid in the 
marketing efforts. Taken together, these types of requests may strain the organization’s resources.

Departments Based on Geography

Structure based primarily on territory departmentalizes according to the places where the work is 
being done or the geographic markets on which the management system is focusing. The  physical 
distances can range from quite short (between two points in the same city) to quite long (between 
two points in the same state, in different states, or even in different countries).46 As market areas 
and work locations expand, the physical distances between places can make the management task 
extremely cumbersome. To minimize this problem, resources can be departmentalized according 
to territory. Figure 8.6 is an organization chart for Sony based primarily on territory.

Several advantages and disadvantages are associated with geographic departmentalizing. 
One of the primary advantages of this structure is that it helps the organization focus equally on 
the organization’s various geographic locations. For a company such as Sony, for example, the 
vice president of North America is in charge of operations in North America, and the vice presi-
dent of Asia is in charge of operations in Asia. The organization defines clearly the individuals 
responsible for these various regions.

Vice President
of Electronics

Vice President
of

Entertainment

CEO

Vice President
of Financial

Services

FIGURE 8.5
Departments by product  
at Sony
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At the same time, however, this type of departmentalizing brings with it disadvantages. One 
of the main disadvantages, for example, is the lack of focus on products and services. In this 
example, the vice president for North America is responsible for selling movies, electronics, and 
music in North America. At the same time, the vice president of Asia is responsible for selling 
these same products in Asia; thus, no single manager is responsible for the performance of mov-
ies, electronics, and music. Instead, the responsibility is shared among various divisional vice 
presidents; this dispersion of responsibility may produce coordination problems.

Departments Based on Customer

Structure based primarily on the customer establishes departments in response to the organi-
zation’s major customers. This structure, of course, assumes that major customers can be iden-
tified and divided into logical categories. Figure 8.7 is an organization chart for Sony based 
primarily on customers. Sony can clearly identify its customers and divide them into logical 
categories.

Consider the new organizational structure created at Salt Lake City–based EnergySolutions, 
a firm in the nuclear energy industry. Formerly, the company consisted of four operating groups, 
organized by function, and reporting to a chief operating officer (COO). Reorganizing as three 
customer-focused groups has permitted the company to better integrate its service offerings for 
customers—and eliminate the role of COO.47

Like the previously discussed organizational structures, customer departmentalization has 
both advantages and disadvantages. One of the primary advantages of customer departmental-
ization is that the firm focuses explicitly on its customers. Sony, for example, could follow this 
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structure and include a vice president for each of its largest customers. This structure would 
increase the likelihood that Sony would maintain its focus on its most important sources of sales. 
At the same time, however, this structure could create some redundancies and increased costs. 
For example, the vice presidents might require their own marketing departments, which would 
increase the likelihood of duplicated efforts.

Departments by Matrix

The previous sections discussed several different types of departmentalizing; the potential 
advantages and disadvantages associated with each type were pointed out. These potential dis-
advantages have in part driven research examining “postbureaucratic” forms of organization.48 
These various organizational forms have arisen as a way to circumvent the possible disadvan-
tages of the previously mentioned types of departmentalizing.

One of the most popular examples of postbureaucratic organizational forms is a matrix 
 structure. The matrix structure is best understood by first visualizing a more traditional form of 
organization structure. Figure 8.4, for example, shows a more traditional organizational form for 
Sony departmentalized by function. Figure 8.8 adds a series of projects (PlayStation 3,  Spider-Man 
3, and Portable Digital Music Player) and a manager for each project to the original organization 
structure to form a matrix organization for Sony. Essentially, a matrix organization is one in 
which a project manager(s) borrows workers from various parts of the organization to complete 
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a specific project.50 For this reason, matrix organizations are also called project  organizations. The 
project itself may be either long term or short term and, once finished, the employees borrowed to 
complete it return to their original jobs. Within a matrix structure, the workers are responsible for 
their original activities along with project activities. Because of the importance of matrix structure 
projects, project managers generally report directly to the company CEO.

As with other types of departmentalizing, departmentalizing by matrix has both advan-
tages and disadvantages. Perhaps the chief advantage of the matrix structure is that it allows the 
 organization to focus on various projects simultaneously. For example, the matrix structure in 
Figure 8.8 allows Sony to focus on PlayStation 3, Spider-Man 3, and the Portable Digital Music 
Player at the same time.

As just mentioned, the matrix structure also has disadvantages. For example, the matrix 
structure can be confusing, and employees may not be able to effectively cope with two bosses. In 
the Sony example, assume that the PlayStation 3 project manager and the vice president of mar-
keting both ask the same employee to complete different tasks. Which task should the employee 
complete first? Issues such as these can make the matrix structure confusing.

Forces Influencing Formal Structure According to Shetty and Carlisle, the for-
mal structure of a management system is continually evolving. Four primary forces influence this 
evolution: forces in the manager, forces in the task, forces in the environment, and forces in the 
subordinates.51 The evolution of a particular organization is actually the result of a complex and 
dynamic interaction among these forces.

Forces in the manager are the unique way in which a manager perceives organizational 
 problems.52 Naturally, background, knowledge, experience, and values influence the manager’s per-
ception of what the organization’s formal structure should be or how it should be changed. In the 
same way, similar forces influence the employee and play a key role in how he or she views work.53

Forces in the task include the degree of technology involved in performing the task and the 
task’s complexity. As task activities change, a force is created to change the existing organization. 
Forces in the environment include the customers and suppliers of the management system along 
with existing political and social structures. Forces in the subordinates include their needs and 
skill levels. Obviously, as the environment and subordinates change, forces are created simultane-
ously to change the organization.

 Increase trust by making and keeping promises. This 
is especially important for managers who do not 
work face-to-face with the people they are linked to 
in the matrix.

 Get coaching on interpersonal skills such as 
 empathy, influence, and conflict management. Use 
those skills instead of relying on your position in the 
organization to get results.

The complexities of a matrix organization are intimi-
dating, and old-fashioned command-and-control 

managers may struggle to get results. The following 
ideas can help managers succeed in a matrix:49

 Build strong, positive relationships with colleagues. 
A matrix requires collaboration, and it is easier to col-
laborate when you are in the habit of staying in touch.

 Identify and reinforce shared goals, such as serving 
customers and fulfilling the organization’s mission.

Managing in a Matrix Structure

Steps for Success

 MyManagementLab: Try It, Organizational Structure
If your instructor has assigned this activity, go to mymanagementlab.com to try a simulation 
exercise about a company that makes consumer packaged goods in several business units.
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Fayol’s Advice on Using Formal Structure The preceding discussion  emphasized 
how to establish organization structure and the related chain of command. Should a manager always 
adhere to established organization structure and related chain of command? Fayol indicated that 
strict adherence to a particular chain of command is not always advisable.54 Figure 8.9 illustrates 
his rationale. If individual F needs information from individual G and follows the concept of chain 
of command, F has to go through individuals D, B, A, C, and E before reaching G. The information 
would get back to F only by going from G through E, C, A, B, and D. Obviously, this long, involved 
process can be time-consuming and therefore expensive for the organization.

To avoid this lengthy process, Fayol recommended that a bridge, or gangplank, be used to 
allow F to go directly to G for information. This bridge is represented in Figure 8.9 by the dot-
ted line connecting F and G. Managers should be careful in allowing the use of these organi-
zational bridges, however, because although F might get the information from G more quickly 
and cheaply that way, individuals D, B, A, C, and E would be excluded from the communication 
channel, and their ignorance might prove more costly to the organization in the long run than 
would following the established chain of command. Thus, when managers allow the use of an 
organizational bridge, they must be extremely vigilant about informing all other appropriate 
individuals within the organization of any information transmitted that way.
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F

H I

G

FIGURE 8.9
Sample organization chart 
showing that adhering to 
the chain of command is not 
advisable

The Challenge Case at the beginning of this chapter 
generally describes how Microsoft has reorganized 
to be more competitive. Concepts in this chapter 

would be useful to a manager such as Microsoft’s CEO in 
charge of the reorganization, Satya Nadella, and to his suc-
cessor in meeting organizing challenges similar to those 
discussed in the case.

In contemplating how Microsoft should be organized, 
a manager such as Nadella should focus on answering sev-
eral important questions. These questions should be aimed 
at establishing an orderly use of Microsoft’s organizational 
resources. Because these resources represent an investment 
on which the company must get a return, Nadella should ask 
questions geared toward gaining information that will be used 
to  maximize this return. Overall, such questions should focus 

CHALLENGE CASE SUMMARY
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operating systems for particular devices, and they would report to 
the divisional manager who has the larger picture in mind. In this 
way, the managers of particular products could focus on the issues 
that arise with those products, while the divisional manager could 
focus on larger strategic issues. 

 In considering the appropriateness of division of labor at 
Microsoft, a manager could also consider creating a mechanism 
for enhancing coordination. To develop such a mechanism, 
Nadella and his vice presidents must have a thorough under-
standing of how various Microsoft business processes occur 
so that they can divide various tasks and maintain coordina-
tion among the various divisions. In addition, managers like 
Microsoft executives must stress communication as a prerequi-
site for coordination. Unless Microsoft employees continually 
communicate with one another, coordination will be virtually 
impossible. In enhancing organization coordination, Microsoft’s 
executives must also continually plan for and take action toward 
maintaining such coordination. 

 The last two major elements in classical organizing theory 
that a manager could reflect on are span of management and scalar 
relationships. Span of management focuses on the number of sub-
ordinates that managers in various roles at Microsoft can supervise 
effectively. In thinking about span of management, Nadella might 
explore several important situational factors such as similarities 
among various Microsoft activities in each division, the extent 
to which Microsoft’s workers are physically separated, and the 
complexity of the company’s work activities. For example, Nadella 
should keep in mind that the technical requirements of Microsoft’s 
products are extremely complex and that market demands shift 
rapidly. Given the complexity of this work, managing a large num-
ber of workers is difficult, so the span of management for technical 
employees should generally be relatively small. Other important 
factors that Nadella and his vice presidents should consider when 
determining spans of management are the amounts of time man-
agers must spend coordinating workers’ activities and the amount 
of time managers spend planning. With all this information, 
Microsoft’s executives should be capable of determining the appro-
priate spans of management for their managers.   

on determining which use of Microsoft’s resources will best 
accomplish its goals. 

 Some preliminary questions could be as follows: 

1.   What organizational objectives exist at Microsoft? For 
 example, does Microsoft want to focus more on currently 
successful products such as operating systems or on new 
technologies such as mobile devices and cloud computing? 
Does Microsoft want to grow or maintain its present size?  

2.   What plans does Microsoft have to accomplish these 
 objectives? Is the company going to invest more in prod-
uct development? Will it shed divisions that are no longer 
growing?  

3.   What are the major tasks Microsoft must carry out to es-
tablish profitable linkages among its divisions? For example, 
how many steps are involved in launching a new product 
line?  

4.   What resources does Microsoft have to run its operations? 
Answers to this question focus on items such as the num-
ber of employees, financial resources available, equipment 
 being used, and so on.   

 To develop a sound organizing effort, a manager should take 
classical organizing theory into consideration. Nadella’s effort 
started with an organization structure for Microsoft that was 
based primarily on product categories. In its most recent restruc-
turing, the company brought together work that unites families of 
devices and services, such as operating systems or cloud comput-
ing. A manager typically uses an organization chart to represent 
organization structure. Such a chart would allow Nadella not only 
to see the lines of authority and responsibility at Microsoft but 
also to understand the broad working relationships among the 
company’s employees. 

 In developing the most appropriate way to organize 
Microsoft employees, a manager can reflect on another major 
element in classical organizing theory: division of labor. Nadella 
could decide, for example, that instead of having one person do all 
the work involved in managing operating systems across devices, 
the labor could be divided so that different managers oversee 

        MyManagementLab: Applying Management Concepts 
 If your instructor has assigned this activity, go to   mymanagementlab.com   and decide 
what advice you would give a Microsoft manager. 

  DEVELOPING MANAGEMENT SKILL   This section is specially designed to help 
you develop management skills. An individual’s management skill is based on an 
understanding of management concepts and on the ability to apply those concepts in 
organizational situations. The following activities are designed both to heighten your 
understanding of management concepts and to develop your ability to apply those 
concepts in a variety of organizational situations.  
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CLASS PREPARATION AND PERSONAL STUDY
To help you prepare for class, perform the activities outlined in this section. Performing these activities  
will help you to significantly enhance your classroom performance.

Reflecting on Target Skill

On page 175, this chapter opens by presenting a target management skill along with a 
list of related objectives outlining knowledge and understanding that you should aim to 
acquire related to that skill. Review this target skill and the list of objectives to make sure 
you’ve acquired all pertinent information within the chapter. If you do not feel that you’ve 
reached a particular objective(s), study related chapter coverage until you do.

Know How Management Concepts Relate

This section comprises activities that will further sharpen your understanding of 
 management concepts. Answer these essay questions as completely as possible.

 8-1. Discuss the roles of vertical and horizontal differen-
tiation as they relate to organizational structure. In 
your opinion, which of these concepts is most impor-
tant for an effective organizational structure?

 8-2. Assume that you are the manager of Green Furniture, 
a company operating a number of furniture stores 

throughout the United States. Illustrate how the 
various types of departmentalization might apply 
to this company. In other words, discuss the vari-
ous advantages and disadvantages of these types 
of  departmentalization as they apply to Green 
Furniture.

MANAGEMENT SKILLS EXERCISES
Learning activities in this section are aimed at helping you develop your organizing skills.

 Cases

Microsoft Tries to Program Unity  
with Its New Structure

“Microsoft Tries to Program Unity with Its New Structure” 
(p. 176) and its related Challenge Case Summary were written 
to help you understand the organizing concepts contained in 
this chapter. Answer the following discussion questions about 
the Challenge Case to explore how basic organization prin-
ciples can be applied in a company such as Microsoft.

 8-3. Does it seem reasonable that Satya Nadella and 
his leadership team were attempting to reorganize 
Microsoft to make it more competitive? Explain.

 8-4. List five questions that Nadella should have asked 
himself in exploring how best to reorganize Microsoft.

 8-5. Explain why it would be important for Nadella to ask 
each of the questions you listed.

Shutterstock’s Image of a Great 
Organization

Read the case and answer the questions that follow. Studying 
this case will help you better understand how concepts relat-
ing to organizational structure can be applied in a company 
such as Shutterstock.

organizing 177
organizing skill 177
bureaucracy 179
division of  

labor 179
coordination 180
structure 181

formal structure 181
informal structure 181
mechanistic structure 181
organization chart 181
vertical dimensioning 182
scalar relationship 182
unity of command 182

span of management 182
Graicunas’s formula 183
horizontal  

dimensioning 184
department 184
departmentalizing 184
organic structure 184

Know Key Terms

Understanding the following key terms is critical to your preparing for class. Define each 
of these terms. Refer to the page(s) referenced after a term to check your definition or to 
gain further insight regarding the term.
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You and Your Career

The preceding section discusses vertical dimensioning, an im-
portant aspect of organizing skill. Assume that you are inter-
viewing with a company for a potential job. Given your major, 
the classes you have taken so far, and your general interests, 
how might the vertical characteristics of the organization with 
which you are interviewing influence your career prospects 
and projected overall job satisfaction if you work within the 
organization? Should you find out the vertical characteristics 
of the organization structure of a potential employer before 
you start working for the company? Why or why not?

Building Your Management  
Skills Portfolio

Your Management Skills Portfolio is a collection of activities 
specially designed to demonstrate your management knowl-
edge and skill. Be sure to save your work. Taking your printed 
portfolio to an employment interview could be helpful in 
obtaining a job.

Experiential Exercises

The idea for Shutterstock came from founder Jon 
Oringer’s experience as a “serial entrepreneur.”55 Oringer saw 
that prospects are much likelier to look at  information about 
a company if stories about it include pictures, but buying 
professional photographs is expensive for a start-up. One 
stock image could cost hundreds of dollars. Oringer thought 
that if he could make photographs easy and  affordable to buy 
online, the volume of sales could make an attractive market 
for buyers and sellers alike.

Oringer got started on his own. He bought a camera, took 
100,000 photos, and chose 30,000 to upload into an online 
database. He sold customers $49 subscriptions for the right 
to use any of the photos. Even with his limited photography 
skill, Oringer soon had a growing business. He began sign-
ing up professional photographers,  eventually building his 
database to contain more than 32 million images, including 
illustrations and videos. Now the standard subscription rate 
is $249 for the right to use up to 25  images a month, with 
extensive users paying more. Even with the higher prices, 
Shutterstock boasts about half a million users. The cost is 
still a bargain compared with other art/photograph sources, 
and the volume of sales has generated a comfortable living 
for many of the artists and photographers who work with 
Shutterstock. Being online has helped Shutterstock build an 
international customer base, and it now operates in 14 lan-
guages and obtains work from 100 countries.

To serve the growing demand, Shutterstock hired soft-
ware engineers to build the system’s capabilities and then 
hired specialists in support functions. (The photographers 
are not employees but have contracts with Shutterstock and 
may sell their work to other agencies as well.) Although 
Shutterstock’s growth strategy focuses on automation, the 
company has grown to include more than 200 employees.

To handle the growth, Oringer has had to figure out 
how to organize the company. The company’s basic struc-
ture involves functional divisions such as products, marketing, 
technology, and finance. About two-fifths of the staff work 

on either the technology or the product line. For example, 
 engineering employees figure out new ways for users to 
search the database—say, generating results by color. Product-
focused employees include reviewers of submitted photos; 
only approved images go on the site. Each division has its own 
objectives to meet and functions independently.

With a functional structure, coordination is especially 
important because employees in different functions may not 
share the same outlook. Once a year, Shutterstock brings 
employees together in 24-hour hackathons to develop new 
product ideas. The idea of a hackathon is to be resourceful and 
pull an idea together quickly; teams of employees all present 
their ideas (in just two minutes per team), and managers 
select the best ones for possible development. Although this 
kind of activity is traditionally associated with programmers 
and software engineers, the teams include employees from 
different divisions, and nontechnical employees find that they 
have valuable ideas to share. For example, in a recent hack-
athon, the senior manager of business development saw that 
she could contribute an understanding of business needs 
while her team members focused on the software.

So far, the structure is working for Shutterstock. The 
company is growing quickly, began selling stock to the pub-
lic in 2012, and has posted profits above $30 million. A key 
question will be whether the structure needs tweaking as 
Shutterstock’s horizons continue to widen.56

Questions

 8-6. Do you feel that a functional departmentalization 
structure is best for Shutterstock? Why or why not?

 8-7. How might continuing growth affect the choice of the 
best organizational structure for Shutterstock?

 8-8. Besides running hackathons, what else should Shutter-
stock’s managers consider for maintaining coordina-
tion among departments and employees?

Frogs of the World

Directions. Read the following scenario and then perform the 
listed activities. Your instructor may ask you to perform the 
activities as an individual or within groups. Follow all of your 
instructor’s directions carefully.

Your company, Frogs of the World, has been manufac-
turing and selling plastic toy frogs for more than 15 years. 
Overall, the company has been successful and has become a 
market leader in the toy industry. Exploring the introduction 
of a new product, top management has just decided to begin 
manufacturing and selling a paper frog that hops. Mr. Hopper 
is the name of the new product. Your instructor will distribute 
design specifications for producing Mr. Hopper.

Top management has informed your group that it will 
immediately begin manufacturing Mr. Hopper. The depart-
ment will include only the people in your group. At some 
point, your instructor will appoint a leader for your group, 
give each member the raw materials needed to produce Mr. 
Hopper, and instruct you to begin the production process.

Your team will be judged by the number and quality of 
the Mr. Hoppers that you produce.
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 8-11. Give an illustration of how coordination is impor-
tant to the success of the Department of Health and 
Human Services.

 8-12. Present an argument discussing why the span of 
management for the secretary is appropriate or 
inappropriate.

The portfolio activity for this chapter is Organizing Skill: 
Examining Organization Charts. Search the Internet for the 
U.S. Department of Health and Human Services organiza-
tional chart and then answer the questions that follow.

 8-9. Is the organization chart of the Department of Health 
and Human Services based mainly on function, prod-
uct, geography, or customer? Argue why this basis 
might be appropriate for its tasks.

 8-10. Does this organization chart reflect a division of labor 
emphasis? Explain.

 MyManagementLab: Writing Exercises
If your instructor has assigned this activity, go to mymanagementlab.com for  
the following assignments:
Assisted Grading Questions
8-13. Describe the fundamental components of the organizing process. In your opinion, 

which of these components is most important? Which is least important? Explain.
8-14. Compare and contrast the various types of departmentalization. In your opinion, 

which type of departmentalization is best?
8-15. Discuss the advantages and disadvantages associated with the concept of division  

of labor. How is the concept of span of management related to division of labor?
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Responsibility, Authority, 
and Delegation
T A R G E T  S K I L L

Responsibility and Delegation Skill: the ability to understand 
one’s obligation to perform assigned activities and to 
enlist the help of others to complete those activities

O B J E C T I V E S

To help build my responsibility and delegation skill, when studying 
this chapter, I will attempt to acquire:

1 An understanding of responsibility and its relationship 
with job description

2 Information on how to divide job activities of individuals 
working within an organization

3 An understanding of the benefits of clarifying the job 
activities of managers

4 Insights regarding the importance of authority within an 
organization

5 An understanding of how to delegate

6 A recognition of the advantages and disadvantages of 
centralization and decentralization

MyManagementLab®

Go to mymanagementlab.com to complete the problems marked with this icon  .

 MyManagementLab: Learn It
If your instructor has assigned this activity, go to mymanagementlab.com before 
 studying this chapter to take the Chapter Warm-Up and see what you already know.
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Toyota to Delegate Authority

Japanese automaker Toyota Motor Corp. has long been known for its lean production 
system, a protocol replicated by its competitors as well as by manufacturers in other 
industries. Toyota also became famous for its effective supply chain, streamlining it 

to focus on strong relationships and the pursuit of quality—another practice emulated by 
competitors.

C H A L L E N G E  CA S E

But somewhere on the road to worldwide industry domi-
nance, Toyota evidently took its eye off the goal. Its world be-
gan to unravel in 2010 with the widespread news of problems 
in Toyota and Lexus models. Before long, the company was 
forced to issue a series of product recalls involving as many as 
8 million cars sold since 2000. At least 34 deaths and numerous 
injuries from Toyotas that accelerated out of control without 
warning were reported.

As consumer fears deepened, the U.S. Congress launched 
an investigation of Toyota vehicles and called on company 
 executives to come forward and explain how the automaker 
was addressing the problems. What eventually was revealed 
was nearly as shocking as the many deaths and injuries 
 resulting from the accidents: Toyota’s American executives 
wielded little or no authority over the company’s operations. 
Because of this insufficient authority, the American executives 

were unable to issue a safety recall even when confronted with 
evidence of a serious problem. Precious time elapsed while 
word of a possible design defect made its way from the United 
States to Japan, and a Japanese executive finally gave approval 
for a recall.

Known for its attention to detail and a passion for 
 perfection, how could Toyota have gone so far astray? Industry 
insiders say that in its quest to fulfill the 1998 directive of 
its former chairman to double global market share by 2010, 
Toyota lost sight of its fundamental values.

Going forward, some industry observers suggested that 
Toyota must delegate authority to non-Japanese  leaders 
and trust them to use their knowledge and e xperience 
to act wisely. In addition, Toyota must decentralize its 
 decision-making function. In response, Toyota instituted 
a number of changes to its structure. First, the company 
reassigned 100 engineers to quality control. Toyota also 
extended the time required to  develop new vehicles in an 
 effort to identify flaws prior to manufacturing. Finally, 
Toyota increased the number of American engineers 
and gave U.S. manufacturing facilities more control and 
authority.

Toyota is beginning to see the effects of these changes. The 
company has retained its title of largest automobile manufac-
turer in the world, and management expects profits to double 
over the next year. Time will tell whether these changes produce 
temporary or more sustainable positive effects for Toyota.1

THE RESPONSIBILITY AND  
DELEGATION CHALLENGE
The Challenge Case describes Toyota’s efforts to grow 
and expand. As a company grows, its management must 
constantly focus on organizing resources appropriately 
so that goals can be attained. To create such an 
organization, Toyota executives must answer such 
questions as: How should responsibility be established 
across the organization? How should authority be 
distributed within the organization? The information in 
this chapter should be of great value to a manager in 
answering such questions.Ji
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In 2010, some Toyota models exhibited serious 
acceleration problems, but American executives 
needed approval from Japan to issue a recall. 
Today, U.S. managers have more control and 
authority.
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RESPONSIBILITY AND JOB 
DESCRIPTIONS
Perhaps the most fundamental method of channeling the activities of individuals within an 
 organization, responsibility is the obligation to perform assigned activities. It is the self-assumed 
commitment to handle a job to the best of one’s ability. The source of responsibility lies within the 
individual. A person who accepts a job agrees to carry out a series of duties or activities or to see 
that someone else carries them out.2 The act of accepting the job means that the person is obligated 
to a superior to see that job activities are successfully completed. Even though a manager may del-
egate a task to another employee, the manager still remains responsible for the completion of the 
task. In other words, responsibility is, in a sense, shared by both the manager and the employee.

Nonetheless, responsibility is often difficult to identify.
Some believe that the actions of investment firm Goldman Sachs helped fuel the nation’s 

recent financial meltdown. By saying the practice is common in the investment industry, 
Goldman Sachs executives defended their practice of selling an investment to a client, while 
simultaneously “betting” that the investment would falter, and making a profit when the invest-
ment declined in value. Only after a six-hour grilling by a Senate investigation panel did an 
executive acknowledge that his company may have had some responsibility for the economic 
crisis. In this example, although the firm’s executive officers did bear some responsibility for the 
company’s actions, the Goldman Sachs employees who processed these transactions for investors 
also bore some responsibility.3

An individual’s job activities within an organization are usually summarized in a formal 
statement called a job description—a list of specific activities that must be performed by who-
ever holds the position. Unclear job descriptions can confuse employees and may cause them 
to lose interest in their jobs. On the other hand, a clear job description can help employees to 
become successful by focusing their efforts on the issues that are important for their position. 
When properly designed, job descriptions communicate job content to employees, establish per-
formance levels that employees must maintain, and act as guides that employees should follow to 
help the organization reach its objectives.4

Job activities are delegated by management to enhance the accomplishment of management 
system objectives. Management analyzes its objectives and assigns specific duties that will lead to 
reaching those objectives. A sound organizing strategy delineates specific job activities for every 
individual in the organization. Note, however, that as objectives and other conditions within the 
management system change, so will individual job activities.

with activities whose completion would be nice but is 
not essential.

 Use active verbs in the present tense, with enough 
details that it is clear what the person must achieve—
for example, “Prepares a weekly report of all of his or 
her sales activities.” Avoid vague descriptions such as 
frequently instead of daily or heavy lifting instead of 
lifting up to 25 pounds.

 Consider how the scope of the work might change as 
a person becomes experienced in the position or as 
circumstances change. Be prepared to review the job 
description in the future.

A well-written job description is clear and helps 
employees succeed. The following ideas can help 

managers prepare a job description that effectively 
 assigns responsibilities:5

 Start with the basic facts: job title for the posi-
tion and the title of the person the position reports 
to. Titles should be consistent with similar titles 
in the  company. For example, “supervisors” in 
various departments should have similar levels of 
responsibility.

 List duties that must be completed for a person to 
succeed in the position. Don’t clutter the description 

Writing a Well-Crafted Job Description

Steps for Success
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The three areas related to responsibility include dividing job activities, clarifying the job 
activities of managers, and being responsible. Each of these topics is discussed in the sections 
that follow.

DIVIDING JOB ACTIVITIES
Obviously, one person cannot be responsible for performing all of the activities that need to take 
place within an organization. Because so many people work in a given management system, 
organizing necessarily involves dividing job activities among a number of individuals. Some 
method of distributing these job activities is essential.

The Functional Similarity Method

The functional similarity method is,  according to many management theorists, the most basic 
method of dividing job activities. Simply stated, the method suggests that management should 
take four basic, interrelated steps to divide job activities in the following sequence:

1. Examine management system objectives.
2. Designate the appropriate activities that must be performed to reach those objectives.
3. Design specific jobs by grouping similar activities.
4. Make specific individuals responsible for performing those jobs.

Figure 9.1 illustrates this sequence of activities.

Functional Similarity and Responsibility

At least three additional guides can be used to supplement the functional similarity method.6 
The first of these supplemental guides suggests that overlapping responsibility should be 
avoided when making job activity divisions. Overlapping responsibility refers to a situation in 
which more than one individual is responsible for the same activity. Generally speaking, only 
one person should be responsible for  completing any one activity. When two or more employees 
are unsure about who should do a job because of overlapping responsibility, the result is usually 
conflict and poor working relationships.7 Often, the job does not get done because each em-
ployee assumes that the other will do the job.

The second supplemental guide suggests that responsibility gaps should be avoided. A 
responsibility gap exists when certain tasks are not included in the responsibility area of any 
individual organization member. In this situation, nobody within the organization is obligated to 
perform certain necessary activities.8

The third supplemental guide suggests that management should avoid creating job activities 
to accomplish tasks that do not enhance goal attainment. Organization members should be obli-
gated to perform only those activities that lead to goal attainment.

The absence of clear, goal-related, nonoverlapping responsibilities undermines organiza-
tional efficiency and effectiveness.9 When job responsibilities are distributed inappropriately, the 
organization will have both responsibility gaps and overlapping responsibilities. The effects of 
responsibility gaps on product quality are obvious, but overlapping responsibilities also impair 
product quality. When two (or more) employees are uncertain as to who is responsible for a task, 
four outcomes are possible:

1. One of the two may perform the job. The other may either forget to or choose not to do the 
job—and neither of these is a desirable outcome for product quality control.

Designate
activities
necessary
to reach

objectives

Design jobs
by grouping

similar
activities

Make
individuals

responsible 
for performing

jobs

Examine
objectives

FIGURE 9.1
Sequence of activities for the 
functional similarity method 
of dividing job activities
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2. Both employees may perform the job. At the least, this situation results in duplicated effort, 
which dampens employee morale. At worst, one employee may diminish the value of the 
other employee’s work, resulting in a decrement in product quality.

3. Neither employee may perform the job because each assumed the other would do it.
4. The employees may spend valuable time negotiating each aspect and phase of the job to 

carefully mesh their job responsibilities, thus minimizing both duplication of effort and 
responsibility gaps. Though time-consuming, this is actually the most desirable option in 
terms of product quality.

Note that each of these outcomes negatively affects both product quality and overall productivity.

CLARIFYING JOB ACTIVITIES  
OF MANAGERS
Clarifying the job activities of managers is even more important than dividing the job activities 
of nonmanagers because managers affect large portions of resources within the management 
system. Responsibility gaps, for instance, usually have a more significant impact on the manage-
ment system when they relate to managers than when they relate to nonmanagers.

One process used to clarify management job activities “enables each manager to actively par-
ticipate with his or her superiors, peers, and subordinates in systematically describing the mana-
gerial job to be done and then clarifying the role each manager plays in relationship to his or her 
work group and to the organization.”10 The purpose of this interaction is to eliminate overlaps 
or gaps in perceived management responsibilities and to ensure that managers are performing 
only those activities that lead to the attainment of management system objectives. Although this 
process is typically used to clarify the responsibilities of managers, it can also be effective in clari-
fying nonmanagers’ responsibilities.

Management Responsibility Guide

A specific tool developed to implement this interaction process is the management responsi-
bility guide, a version of which is used in most organizations. This guide helps management to 
describe the various responsibility relationships that exist in the organization and to summarize 
how the responsibilities of various managers relate to one another.

The seven main organizational responsibility relationships covered by the manage-
ment responsibility guide are listed in Table 9.1. Once it is decided which of these relation-
ships  exist within the organization, the relationships among these responsibilities can be 
defined.

TABLE 9.1  Seven Responsibility Relationships among Managers, as Used  
in the Management Responsibility Guide

1. General Responsibility—The individual who guides and directs the execution of the function 
through the person accepting operating responsibility

2. Operating Responsibility—The individual who is directly responsible for the execution of the 
function

3. Specific Responsibility—The individual who is responsible for executing a specific or limited 
 portion of the function

4. Must Be Consulted—The individual whose area is affected by a decision and who must be 
called on to render advice or relate information before any decision is made or approval is 
granted (This individual does not, however, make the decision or grant approval.)

5. May Be Consulted—The individual who may be called on to relate information, render advice, 
or make recommendations before the action is taken

6. Must Be Notified—The individual who must be notified of any action that has been taken

7. Must Approve—The individual (other than persons holding general and operating 
 responsibility) who must approve or disapprove the decision



202 PART 4 Organizing 

TABLE 9.2 Four Key Dimensions of Responsible Management Behavior

Attitude Toward and 
 Conduct with Subordinates

Behavior with Upper  
Management

Behavior with Other 
Groups Personal Attitudes and Values

Responsible managers— Responsible managers— Responsible managers— Responsible managers—

1. Take complete charge of  
their work groups

2. Pass praise and credit along 
to subordinates

3. Stay close to problems and 
activities

4. Take actions to maintain pro-
ductivity and are willing to 
terminate poor performers if 
necessary

1. Accept criticism for 
 mistakes and buffer their 
groups from excessive 
criticism

2. Ensure that their groups 
meet management 
expectations and  
objectives

1. Make sure that any gaps 
between their areas and 
those of other managers 
are securely filled

1. Identify with the group

2. Put organizational goals ahead  
of personal desires or activities

3. Perform tasks that offer no 
 immediate reward but help 
 subordinates, the company,  
or both

4. Conserve corporate resources as 
if the resources were their own

Responsible Managers Managers can be described as responsible if they perform 
the activities they are obligated to perform.11 Because managers have more impact on an 
organization than nonmanagers do, responsible managers are a prerequisite for management 
system success. Several studies have shown that responsible management behavior is highly 
valued by top executives because the responsible manager guides many other individuals 
within the organization in performing their duties appropriately.

The degree of responsibility that a manager possesses can be determined by appraising 
the manager on the following four dimensions:

1. Attitude toward and conduct with subordinates
2. Behavior with upper management
3. Behavior with other groups
4. Personal attitudes and values

Table 9.2 summarizes what each of these dimensions entails.

AUTHORITY
Individuals are assigned job activities to channel their behavior within the organization ap-
propriately. Once they have been given specific assignments, they must be given a commensu-
rate amount of authority to perform those assignments satisfactorily.

Authority is the right to perform or command. It allows its holder to act in certain des-
ignated ways and to directly influence the actions of others through orders. It also allows its 
holder to allocate the organization’s resources to achieve organizational objectives.12

Authority on the Job

The following example illustrates the relationship between job activities and authority: Two 
primary tasks for which a particular service station manager is responsible are pumping gaso-
line and repairing automobiles. The manager has the authority necessary to perform both of 
these tasks, or he or she may choose to delegate automobile repair to the assistant manager. 
Along with the activity of repairing, the assistant should also be delegated the authority to or-
der parts, to command certain attendants to help, and to do anything else necessary to perform 
repair jobs. Without this authority, the assistant manager may find it impossible to complete 
the delegated job activities.

 MyManagementLab: Watch It, Oxfam America
If your instructor has assigned this activity, go to mymanagementlab.com to watch 
a video and answer the questions about how an international relief and development 
 organization divides management responsibilities.
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Practically speaking, authority merely increases the probability that a specific command will 
be obeyed.13 The following excerpt emphasizes that authority does not always lead to obedience:14

People who have never exercised power have all kinds of curious ideas about it. The popular 
notion of top leadership is a fantasy of capricious power: the top man [or woman] presses a 
button and something remarkable happens; he [or she] gives an order as the whim strikes 
him [or her], and it is obeyed. Actually, the capricious use of power is relatively rare except 
in some large dictatorships and some small family firms. Most leaders are hedged around 
by constraints—tradition, constitutional limitations, the  realities of the external situation, 
rights and privileges of followers, the requirements of teamwork, and most of all, the in-
exorable demands of large-scale organization, which does not operate on capriciousness. In 
short, most power is wielded circumspectly.

Acceptance of Authority

As Chapter 8 showed, the positioning of individuals on an organization chart indicates their rel-
ative amounts of authority. Those positioned toward the top of the chart possess more authority 
than those positioned toward the bottom. Chester Barnard wrote, however, that the exercise of 
authority is determined less by formal organizational decree than by acceptance among those 
under the authority. According to Barnard, authority exacts obedience only when it is accepted.

In line with this rationale, Barnard defined authority as the character of communication by 
which an order is accepted by an individual as governing the actions that individual takes within 
the system. Barnard maintained that authority will be accepted only under the following conditions:

1. The individual can understand the order being communicated.
2. The individual believes the order is consistent with the purpose of the organization.
3. The individual sees the order as compatible with his or her personal interests.
4. The individual is mentally and physically able to comply with the order.

The fewer of these four conditions that are present, the lower the probability that authority 
will be accepted and obedience will be exacted.

Barnard offered some guidance on what managers can do to raise the odds that their com-
mands will be accepted and obeyed. He maintained that more and more of a manager’s com-
mands will be accepted over the long term if:15

1. The manager uses formal channels of communication that are familiar to all organization 
members.

2. Each organization member has an assigned formal communication channel through which 
orders are received.

3. The line of communication between manager and subordinate is as direct as possible.
4. The complete chain of command is used to issue orders.
5. The manager possesses adequate communication skills.
6. The manager uses formal communication lines only for organizational business.
7. A command is authenticated as coming from a manager.

Types of Authority

Three main types of authority can exist within an organization: line authority, staff authority, and 
functional authority. Each type exists only to enable individuals to carry out the different types of 
responsibilities with which they have been charged.16

Line and Staff Authority Line authority, the most fundamental authority within an 
organization, reflects existing superior–subordinate relationships. It consists of the right to make 
decisions and to give orders concerning the production-, sales-, or finance-related behavior of 
subordinates. In general, line authority pertains to matters directly involving management sys-
tem production, sales, and finance and, as a result, the attainment of objectives. People directly 
responsible for these areas within the organization are delegated line authority to assist them in 
performing their obligatory activities.17

Whereas line authority involves giving orders concerning production activities, staff author-
ity consists of the right to advise or assist those who possess line authority as well as other 
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staff personnel. Staff authority enables those responsible for 
improving the effectiveness of line personnel to perform their 
required tasks. Examples of organization members with staff 
authority are people working in the accounting and human 
resource departments. Obviously, line and staff personnel 
must work together closely to maintain the efficiency and 
effectiveness of the organization. To ensure that line and staff 
personnel do work together productively, management must 
make sure that both groups understand the organizational 
mission, have specific objectives, and realize that they are 
partners in helping the organization reach its objectives.18

Size is perhaps the most significant factor in deter-
mining whether an organization will have staff personnel. 
Generally speaking, the larger the organization, the greater 
the need and the ability to employ staff personnel. As 
an organization expands, it usually needs employees with 
expertise in diverse areas. Although small organizations 
may also require this kind of diverse expertise, they often 

find it more practical to hire part-time consultants to provide this expertise as needed than to 
hire full-time staff personnel, who may not always be kept busy.

Line–Staff Relationships Figure 9.2 shows how line–staff relationships can be pre-
sented on an organization chart. The plant manager on this chart has line authority over each 
immediate subordinate—the human resource manager, the production manager, and the sales 
manager. However, the human resource manager has staff authority in relation to the plant 
manager, meaning the human resource manager possesses the right to advise the plant man-
ager on human resource matters. Still, final decisions concerning human resource matters are 
in the hands of the plant manager, the person holding line authority. Similar relationships exist 
between the sales manager and the sales research specialist, as well as between the production 
manager and the quality control manager.

Roles of Staff Personnel Harold Stieglitz has pinpointed three roles that staff per-
sonnel typically perform to assist line personnel:19

1. The advisory or counseling role—In this role, staff personnel use their professional exper-
tise to solve organizational problems. The staff personnel are, in effect, internal consultants 
whose relationship with line personnel is similar to that of a professional and a client. For 
example, the staff quality control manager might advise the line production manager on 
possible technical modifications to the production process that would enhance the quality of 
the organization’s products.

In an automobile plant, a 
production manager has line 
authority over each  supervisor. 
A quality control manager 
has staff authority to suggest 
 process modifications.
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FIGURE 9.2 Possible line–staff relationships in selected organizational areas
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2. The service role—Staff personnel in this role provide services that can more efficiently and 
effectively be provided by a single centralized staff group than by many individuals scattered 
throughout the organization. This role can probably best be understood if staff personnel 
are viewed as suppliers and line personnel as customers. For example, members of a human 
resource department recruit, employ, and train workers for all organizational departments. 
In essence, they are the suppliers of workers, and the various organizational departments 
needing workers are their customers.

3. The control role—In this role, staff personnel help establish a mechanism for evaluating the 
effectiveness of organizational plans. Staff personnel exercising this role are representatives, 
or agents, of top management.
These three are not the only roles performed by staff personnel, but they are the major ones. 

In the final analysis, the roles of staff personnel in any organization should be specially designed 
to best meet the needs of that organization. In some organizations, the same staff people must 
perform all three major roles.

Conflict in Line–Staff Relationships Most management practitioners readily 
admit that a noticeable amount of organizational conflict centers around line–staff relation-
ships.20 From the viewpoint of line personnel, conflict is created because staff personnel tend to 
assume line authority, do not give sound advice, steal credit for success, fail to keep line person-
nel  informed of their activities, and do not see the whole picture. From the viewpoint of staff 
personnel, conflict is created because line personnel do not make proper use of staff personnel, 
resist new ideas, and refuse to give staff personnel enough authority to do their jobs. In some 
organizations, the distribution and use of authority is a matter requiring careful negotiation.21

Staff personnel can often avert line–staff conflicts if they strive to emphasize the objec-
tives of the organization as a whole, encourage and educate line personnel in the appropriate 
use of staff personnel, obtain any necessary skills they do not already possess, and deal intel-
ligently with resistance to change rather than view it as an immovable barrier. Line personnel 
can do their part to minimize line–staff conflict by using staff personnel wherever possible, 
making proper use of the staff abilities, and keeping staff personnel appropriately informed.22

Functional Authority Functional authority consists of the right to give orders within a 
segment of the organization in which this right is normally nonexistent. This authority is usually 
assigned to individuals to complement the line or staff authority they already possess. Functional 
authority generally covers only specific task areas and is operational only for designated amounts 
of time. Typically, it is given to individuals who, in order to meet responsibilities in their own ar-
eas, must be able to exercise some control over organization members in other areas. Wise leaders 
know how to delegate functional authority properly to ensure optimal productivity.23

Michael Schlotman serves as chief financial officer (CFO) of national supermarket chain 
Kroger Company. Schlotman’s role as CFO includes functional authority, with his primary respon-
sibility involving the monitoring of responsibility in Kroger’s financial system. To do so requires 
having appropriate financial information continually flowing in from various segments of the 
organization. The vice president for finance, therefore, is usually delegated the functional author-
ity to order various departments to furnish the kinds and amounts of information he or she needs 
to perform an analysis. In effect, this functional authority allows the vice president for finance to 
give orders to personnel within departments in which he or she normally cannot give orders.

From this discussion of line authority, staff authority, and functional authority, it is logical to 
conclude that although authority can exist within an organization in various forms, these forms 
should be used in a combination that will best enable individuals to carry out their assigned 
responsibilities and thereby best help the management system accomplish its objectives. When 
trying to decide on an optimal authority combination for a particular organization, managers 
should be aware that each type of authority has both advantages and disadvantages. The organi-
zation chart illustrated in Figure 9.3 shows how the three types of authority could be combined 
for the overall benefit of a hospital management system.24

Accountability

Accountability refers to the management philosophy whereby individuals are held liable, or ac-
countable, for how well they use their authority and live up to their responsibility of performing 
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predetermined activities.25 The concept of accountability implies that if an individual does not 
perform predetermined activities, some type of penalty, or punishment, is justifiable.26 The punish-
ment theme of accountability has been summed up by one company executive: “Individuals who 
do not perform well simply will not be around too long.”27 The accountability concept also implies 
that some kind of reward will follow if predetermined activities are performed well. Accountability 
is especially important for successful knowledge management in an organization.28

DELEGATION
So far in this chapter, we have discussed responsibility and authority as complementary factors 
that channel activity within an organization. Delegation is the actual process of assigning job 
activities and corresponding authority to specific individuals within the organization.29 This 

Hospital Board

PROPOSED LARGE HOSPITAL ORGANIZATION
AUTHORITY AND RELATIONSHIPS

Medical Staff
Executive Committee

Medical
Surgical

Clinical
Departments
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Ob. Gyn.

Psych.
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Staff
Functional

Medical Staff
Chief of Staff

Chief Executive
Officer

Director of
Nursing
Services

Services
Departments
(“Indirect”)

Unit Management Team

Chief Clinical Nurse

Unit Medical Advisor

Administrator
Assistant Hospital

FIGURE 9.3 Proposed design for incorporating three types of authority in a hospital

While recognizing the importance of account-
ability, Donald saw that Extended Stay America also 
needed innovation to rebuild its brand. He had cards 
printed up with the words “Get Out of Jail, Free” and 
gave them to his employees. When employees want to 
try an idea to improve the company, they can turn in a 
card and be praised for innovation instead of criticized 
for taking chances. This idea reenergized creativity at 
the same time the company is renovating its rooms for 
a new era of growth.30

A challenge with accountability is how to stimulate 
effort without creating a climate of fear. Ideally, ac-

countable employees strive to deliver great results and 
avoid the consequences of failure. But if they worry too 
much about punishment, they might not be able to come 
up with the creative ideas the company needs. That kind 
of fear was on the mind of Jim Donald when he took 
the CEO post at Extended Stay America. The hotel chain 
was rebuilding after bankruptcy, and employees worried 
about trying ideas that would cost money.

How Extended Stay America Eased the Sting of Accountability

Practical Challenge: Accountability
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section focuses on the steps in the delegation process, obstacles to the delegation process, and 
elimination of obstacles to the delegation process. The next section focuses on centralization and 
decentralization.

Steps in the Delegation Process

According to Newman and Warren, the delegation process consists of three steps, all of which may 
be either observable or implied.31 The first step is assigning specific duties to the individual. In 
all cases, the manager must be sure that the subordinate assigned to the specific duties has a clear 
understanding of what these duties entail. Whenever possible, the activities should be stated in 
operational terms so that the subordinate knows exactly what actions must be taken to perform 
the assigned duties. The second step of the delegation process involves granting the appropriate 
authority to the subordinate—that is, the subordinate must be given the right and power within 
the organization to accomplish the duties assigned. The last step involves creating the obligation 
for the subordinate to perform the duties assigned. The subordinate must be aware of his or her 
responsibility to complete the duties assigned and must accept that responsibility. Table 9.3 offers 
several guidelines managers can follow to ensure the success of the delegation process.

TABLE 9.3 Guidelines for Making Delegation Effective

progress on tasks.

goals.

 delegated tasks.

 satisfactorily.

 MyManagementLab: Try It, Responsibility, Authority, and Delegation
If your instructor has assigned this activity, go to mymanagementlab.com to try  
a simulation exercise about a dairy business.

Obstacles to the Delegation Process

Obstacles that can make delegation within an organization difficult or even impossible can 
be classified into three general categories: (1) obstacles related to the supervisor, (2) obstacles 
 related to subordinates, and (3) obstacles related to organizations.

An example of the first category is the supervisor who resists delegating his authority to sub-
ordinates because he cannot bear to part with any authority. Two other supervisor-related obstacles 
are the fear that subordinates will not do a job well and the suspicion that surrendering some 
authority may be seen as a sign of weakness. Moreover, if supervisors are insecure in their jobs or 
believe certain activities are extremely important to their personal success, they may find it hard to 
put the performance of these activities into the hands of others.

Supervisors who do want to delegate to subordinates may encounter several subordinate-
related roadblocks. First, subordinates may be reluctant to accept delegated authority because 
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they are afraid of failing, lack self-confidence, or feel 
the supervisor doesn’t have confidence in them.32 These 
obstacles will be especially apparent in subordinates who 
have never before used delegated authority. Other subor-
dinate-related obstacles are the fear that the supervisor 
will be unavailable for guidance when needed and the 
reluctance to exercise authority that may complicate con-
genial working relationships.33

Characteristics of the organization itself may also make 
delegation difficult. For example, a very small organization 
may present the supervisor with only a minimal number 
of activities to be delegated. In organizations where few 
job activities and little authority have been delegated in 
the past, an attempt to initiate the delegation process may 
make employees uncooperative and apprehensive because 
the supervisor is introducing a significant change in proce-
dure—and change is often strongly resisted.34

Eliminating Obstacles to the Delegation 
Process

Because delegation has significant advantages for an organization, eliminating obstacles to 
the delegation process is something managers must do. Among the advantages of delegation 
are enhanced employee confidence, improved subordinate involvement and interest, more free 
time for the supervisor to accomplish tasks, and, as the organization gets larger, assistance from 
subordinates in completing tasks the manager simply doesn’t have time for. True, there are po-
tential disadvantages to delegation—such as the possibility that the manager will lose track of the 
progress of a delegated task—but the potential advantages of some degree of delegation generally 
outweigh the potential disadvantages.35

What can managers do to eliminate obstacles to the delegation process? First of all, they 
must continually strive to uncover any obstacles to delegation. Then they should approach taking 
action to eliminate these obstacles with the understanding that they may be deeply ingrained and 
therefore might require much time and effort to overcome. Among the most effective managerial 
actions that can be taken to eliminate obstacles to delegation are building subordinate confidence 
in the use of delegated authority, minimizing the impact of delegated authority on established 
working relationships, and helping delegatees cope with problems whenever necessary.36

Koontz, O’Donnell, and Weihrich believe that overcoming the obstacles to delegation requires 
managers to have certain critical characteristics. These characteristics include the willingness to 
seriously consider the ideas of others, the insight to allow subordinates the free rein necessary to 
carry out their responsibilities, the capacity to trust subordinates’ abilities, and the wisdom to allow 
people to learn from their mistakes rather than instituting unreasonable penalties because they 
made mistakes. Frequently, the lack of such personal attributes in a manager spells the difference 
between a productive, cohesive team and one that is perennially dysfunctional.37

CENTRALIZATION AND 
DECENTRALIZATION
Noticeable differences can be found from organization to organization in the relative number of 
job activities and the relative amount of authority delegated to subordinates. These differences 
are seldom a case of delegation existing in one organization and not existing in another. Rather, 
the differences come from degree of delegation.38

The terms centralization and decentralization describe the general degree to which del-
egation exists within an organization. They can be visualized as opposite ends of the delegation 
continuum depicted in Figure 9.4. It is apparent from this figure that centralization implies that 
a minimal number of job activities and a minimal amount of authority have been delegated to 
subordinates by management, whereas decentralization implies the opposite.

In a small company, it can be 
hard for managers to learn 
to delegate when they’ve 
been used to doing the work 
themselves.
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The issues practicing managers usually face are determining whether to further decentralize 
an organization and, if that course of action is advisable, deciding how to decentralize it.39 The 
section that follows presents practical suggestions on both issues.

Decentralizing an Organization:  
A Contingency Viewpoint

The appropriate degree of decentralization in an organization depends on the unique situation of 
that organization. Some specific questions managers can ask to determine the amount of decen-
tralization appropriate for a situation are as follows:

1. What is the present size of the organization? As noted earlier, the larger the organization, 
the greater the likelihood that decentralization will be advantageous. As an organization in-
creases in size, managers have to assume increasing responsibility and different types of tasks. 
Delegation is typically an effective means of helping them manage this increased workload.

In some cases, however, top management will conclude that the organization is actually 
too large and decentralized. One indication an organization is too large is that labor costs are 
high relative to other organizational expenses. In this instance, increased centralization of 
certain organizational activities could reduce the need for some workers and thereby lower 
labor costs to a more acceptable level.40

2. Where are the organization’s customers located? As a general rule, the more physically 
separated the organization’s customers are, the more viable a significant amount of decen-
tralization is. Decentralization places appropriate management resources close to custom-
ers and thereby makes quick customer service possible. For example, by decentralizing 
its decision making in different continents, Samsonite gives its managers the authority to 

Seasons Hotels and Resorts. The Toronto-based chain 
of luxury hotels in 36 countries empowers employees 
to act independently to satisfy customers. The com-
pany’s founder and chairman, Isadore Sharp, built the 
company’s reputation on innovation and extraordinary 
attention to guests’ comfort. Four Seasons maintains 
that approach by hiring employees who share that 
commitment and then letting them make their own 
decisions.41

Should an international business be more central-
ized or decentralized? A survey by global con-

sultancy Ernst & Young found that the most suc-
cessful global companies choose decentralization. 
Decentralized authority puts decision making in the 
hands of the employees who are closest to the local 
cultures of the people affected.

Decentralization and a high degree of delega-
tion are central to the management approach of Four 

Decentralizing for Diverse Markets: The Four Seasons Example

Tips for Managing around the Globe

Maximum delegation
in organization

Decentralized
organization

No delegation
in organization

Centralized
organization

VARIOUS DEGREES OF CENTRALIZATION
AND DECENTRALIZATION

VARIOUS DEGREES OF DELEGATION

FIGURE 9.4 Centralized and decentralized organizations on delegation continuum
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concentrate on the demands of local customers in each of the different countries in which it 
sells its luggage products.42

3. How homogeneous is the organization’s product line? Generally, as the product line becomes 
more heterogeneous, or diversified, the appropriateness of decentralization increases. Different 
kinds of decisions, talents, and resources are needed to manufacture different products.

Johnson & Johnson, the world’s largest health-care company, consists of more than 
250 companies in 57 countries. With such a comprehensive array of products and services, 
the decision to decentralize authority enables Johnson & Johnson to recruit high- performing 
individuals whose leadership and expertise drive the company’s business.43 By separating 
 organizational resources by product and keeping pertinent decision making close to the 
manufacturing process, decentralization usually minimizes the confusion that can result from 
 diversification.44

4. Where are organizational suppliers? The location of the raw materials needed to manu-
facture the organization’s products is another important consideration. Time lost and high 
transportation costs associated with shipping raw materials over great distances from sup-
plier to manufacturer could signal the need to decentralize certain functions.

For example, the wood necessary to manufacture a certain type of bedroom set may be 
available only from tree growers in certain northern states. If the bedroom set in question is 
an important product line for a furniture company and if the costs of transporting the lum-
ber are substantial, a decision to decentralize may be a sound one. The effect of this decision 
would probably be the need to build a plant that produces only bedroom sets in a northern 
state, close to where the necessary wood is readily available. The advantages of such a costly 
decision, of course, would accrue to the organization only over the long term.

5. Are quick decisions needed in the organization? If speedy decision making is essential, 
a considerable amount of decentralization is probably in order. Decentralization cuts red 
tape and allows the subordinate to whom authority has been delegated to make on-the-spot 
decisions when necessary. It goes without saying that this delegation is advisable only if the 
potential delegatees have the ability to make sound decisions. If they don’t, faster decision 
making will result in no advantage for the organization but quite the contrary: The organiza-
tion may find itself saddled with the effects of unsound decisions.

6. Is creativity a desirable feature of the organization? If creativity is desirable, then some 
decentralization is advisable, for decentralization allows delegatees the freedom to find bet-
ter ways of doing things. The mere existence of this freedom encourages the incorporation 
of new and more creative techniques within the task process.45

Decentralization at Massey-Ferguson:  
A Classic Example from the World  
of Management

Beneficial decentralization is decentralization that is advantageous for the organization in which 
it is being implemented; detrimental decentralization is disadvantageous for the organization. To 
see how an organization should be decentralized, it is worthwhile to study a classic example of an 
organization that achieved beneficial decentralization: Massey-Ferguson.46

Guidelines for Decentralization Massey-Ferguson is a worldwide farm equipment 
manufacturer that has enjoyed noticeable success with decentralization over the past several 
 decades. The company has three guidelines for determining the degree of decentralization of 
decision making that is appropriate for a situation:

1. The competence to make decisions must be possessed by the person to whom authority 
is delegated. A derivative of this principle is that the superior must have confidence in the 
 subordinate to whom authority is delegated.

2. Adequate and reliable information pertinent to the decision is required by the person 
 making the decision. Decision-making authority therefore cannot be pushed below the 
point at which all information bearing on the decision is available.

3. If a decision affects more than one unit of the enterprise, the authority to make the decision 
must rest with the manager accountable for the most units affected by the decision.
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Delegation as a Frame Of Mind Massey-Ferguson also encourages in its man-
agers a positive attitude toward decentralization. The company’s organization manual states 
that delegation is not delegation in name only but is a frame of mind that includes both what a 
supervisor says to subordinates and how the supervisor acts toward them. Managers at Massey-
Ferguson are encouraged to allow subordinates to make a reasonable number of mistakes and to 
help them learn from these mistakes.

Complementing Centralization Another feature of the beneficial decentralization 
at Massey-Ferguson is that decentralization is complemented by centralization:

The organization plan that best serves our total requirements is a blend of centralized and 
decentralized elements. Marketing and manufacturing responsibilities, together with sup-
porting service functions, are located as close as possible to local markets. Activities that 
determine the long-range character of the company, such as the planning and control of the 
product line; the planning and control of facilities and money; and the planning of the strat-
egy to react to changes in the patterns of international trade, are highly centralized.

Thus, Massey-Ferguson management recognizes that decentralization is not necessarily an 
either/or decision and uses the strengths of both centralization and decentralization to its advantage.

Management Responsibilities Not all activities at Massey-Ferguson are eligi-
ble for decentralization. Only management is  allowed to follow through on the following 
responsibilities:

1. Responsibility for determining the overall objectives of the enterprise
2. Responsibility for formulating the policies that guide the enterprise
3. Final responsibility for control of the business within the total range of the objectives and 

policies, including control over any changes in the nature of the business
4. Responsibility for product design when a product decision affects more than one area of 

accountability
5. Responsibility for planning for achievement of overall objectives and for measuring actual 

performance against those plans
6. Final approval of corporate plans or budgets
7. Decisions pertaining to availability and application of general company funds
8. Responsibility for capital investment plans

Toyota executives have been faced with the chal-
lenge of organizing the activities of their expand-
ing firm. For example, they must decide how to 

organize the activities of the company’s salesforce—the 
tremendous growth means that the company has more 
customers. Organizing the sales department should help 
to ensure success if the activities directly reflect company 
objectives. Management’s specific steps to organize should 
include analyzing company sales objectives, outlining spe-
cific sales activities that must be performed to reach these 

objectives, designing sales jobs by grouping similar activi-
ties, and assigning these sales jobs to company personnel. 
To supplement these steps, Toyota must be careful not to 
create overlapping responsibilities, responsibility gaps, or 
responsibilities for sales activities that do not lead directly 
to the attainment of Toyota’s goals.

In organizing the activities of employees in a growing orga-
nization like Toyota, leadership must recognize, for example, 
that a manager’s activities, as well as those of subordinates, are 
a major factor in company success. Because the activity of a 

CHALLENGE CASE SUMMARY
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department manager can affect all personnel within that depart-
ment, the activities of the department manager must be well 
defined. From the viewpoint of company divisions, one depart-
ment’s activities should be coordinated with those of other 
departments: For example, the activities of the sales department 
should be coordinated with the activities of the company’s mar-
keting department.

Overall, for managers at Toyota to be responsible, they must 
perform the activities they are obligated to perform. Managers 
in the sales department, for example, are obligated to moni-
tor the performance of all salespeople and to provide unbiased 
assessments. What’s more, executives in Toyota’s other geographic 
divisions, such as North America and the United States, must be 
permitted to use their knowledge and expertise to provide leader-
ship and add value to the company’s operations.

Toyota leadership must be sure that any individuals within 
the company who are delegated job activities are given a com-
mensurate amount of authority to give orders and carry out those 
activities. Managers throughout the company must recognize, 
however, that authority must be accepted if obedience is to be 
exacted. To increase the probability of acceptance, care should 
be taken to ensure that individuals understand internal orders 
and regard those orders as being consistent with the objectives of 
the department they work in and the objectives of the company. 
Employees should also perceive the orders they receive as being 
compatible with their individual interests and should consider 
themselves mentally and physically able to follow those orders. 
Management must be careful to delegate jobs only to those orga-
nization members who are mentally and physically able to carry 
them out.

Assuming that one of Toyota’s main objectives is to pro-
duce and sell the highest-quality automobiles possible, com-
pany personnel who are directly responsible for achieving this 
objective should possess line authority so that they can per-
form their responsibilities. For example, individuals respon-
sible for manufacturing cars must be given the right to do 
everything necessary to produce the highest-quality vehicles 
possible.

As in all organizations, the potential for conflict between 
Toyota line and staff personnel could be significant. Management 
should thus be aware of this possibility and encourage both line 
and staff personnel to minimize conflict.

Functional authority and accountability are two additional 
factors that Toyota must consider when organizing employee 
activities. Some employees may have to be delegated functional 
authority to supplement the line or staff authority they already 
have. A Toyota human resource manager (staff person), for 
example, may need to gather information from the company’s 

sales department in order to understand whether the company 
needs to hire additional salespeople. Functional authority would 
enable human resource staff to command that this information be 
channeled to them.

In organizing employee activity, Toyota should also stress 
the concept of accountability—the idea that fulfilling assigned 
responsibilities brings rewards and not fulfilling them brings 
negative consequences.

To delegate activities effectively, Toyota must assign specific 
duties to individuals, grant the corresponding authority to these 
individuals, and make sure these individuals are aware that they 
are obligated to perform these activities.

In encouraging the use of delegation, Toyota must be aware 
that obstacles to delegation may exist on the part of company 
managers, their subordinates, or the departments in which they 
work. Leadership must be sure that managers can meet the del-
egation challenges of discovering which obstacles exist in their 
work environments and taking steps to eliminate them. If Toyota 
managers are to be successful delegators, they also must be will-
ing to consider the ideas of subordinates, allow them the free rein 
necessary to perform their assigned tasks, trust them, and help 
them learn from their mistakes rather than instituting unreason-
able penalties.

Centralization implies that few job activities and little 
authority have been delegated to subordinates; decentralization 
implies that many job activities and much authority have been 
delegated. Toyota leadership will have to determine the best 
degree of delegation for subordinates regarding all job activi-
ties. For guidelines, Toyota leaders can rely on certain rules of 
thumb that say greater degrees of delegation will be appropriate 
for the company (1) as departments become larger, (2) as manu-
facturing facilities become more geographically dispersed and 
diversified, and (3) as the needs for quick decision making and 
creativity increase.

The Massey-Ferguson decentralization situation could pro-
vide Toyota with many valuable insights on what characteristics 
the decentralization process within the company should have. 
First, managers should use specific guidelines to decide whether 
their situation warrants additional decentralization. In general, 
additional delegation will probably be warranted within the com-
pany as the competence of subordinates increases, as managers’ 
confidence in their subordinates increases, and as more adequate 
and reliable decision-making information within the company 
becomes available to subordinates. For delegation to be advanta-
geous for Toyota, company managers must help subordinates 
learn from their mistakes. Depending on their situations, indi-
vidual managers may want to consider supplementing decentral-
ization with centralization.

 MyManagementLab: Assessing Your Management Skill
If your instructor has assigned this activity, go to mymanagementlab.com and decide 
what advice you would give a Toyota manager.
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Know How Management Concepts Relate

This section comprises activities that will further sharpen your understanding of manage-
ment concepts. Answer essay questions as completely as possible.

DEVELOPING MANAGEMENT SKILL This section is specially designed to help 
you develop management skills. An individual’s management skill is based on an 
understanding of management concepts and on the ability to apply those concepts in 
various organizational situations. The following activities are designed both to heighten 
your understanding of management concepts and to develop your ability to apply those 
concepts in a variety of organizational situations.

CLASS PREPARATION AND PERSONAL STUDY
To help you to prepare for class, perform the activities outlined in this section. Performing these activities will help  
you to significantly enhance your classroom performance.

Reflecting on Target Skill

On page 197, this chapter opens by presenting a target management skill along with a 
list of related objectives outlining knowledge and understanding that you should aim to 
acquire related to that skill. Review this target skill and the list of objectives to make sure 
that you’ve acquired all pertinent information within the chapter. If you do not feel that 
you’ve reached a particular objective(s), study related chapter coverage until you do.

Know Key Terms

Understanding the following key terms is critical to your preparing for class. Define each 
of these terms. Refer to the page(s) referenced after a term to check your definition or to 
gain further insight regarding the term.

responsibility 199
job description 199
functional similarity method 200
overlapping responsibility 200
responsibility gap 200

management responsibility  
guide 201

authority 202
line authority 203
staff authority 203

functional authority 205
accountability 205
delegation 206
centralization 208
decentralization 208

 9-1. Distinguish between responsibility and authority, and 
provide examples to support your distinctions.

 9-2. Describe the three main types of authority that can 
 exist within an organization.

 9-3. Explain the three major steps in the delegation process.

MANAGEMENT SKILLS EXERCISES
Learning activities in this section are aimed at helping you develop management skills.

 Cases

Toyota to Delegate Authority

“Toyota to Delegate Authority” (p. 198) and its related Challenge 
Case Summary were written to help you better understand the 
management concepts contained in this chapter. Answer the 
following discussion questions about the Challenge Case to 

better understand how responsibility, authority, and delegation 
concepts can be applied in a company such as Toyota.

 9-4. Discuss the roles of responsibility, authority, and 
accountability in organizing the activities of individuals 
at Toyota.
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Experiential Exercises

develops that particular brand. Thus, Acapulco can focus on 
its own operations, offerings, and customer service as can 
Chevys and the other seven chains. Each restaurant chain 
even has its own website, so now customers can find out 
about specials and see the menu offerings without hav-
ing to go to Real Mex’s website, find the restaurant chain 
they’re interested in, and click through the pages to find the 
menu. Again, this is a form of decentralization because it 
removes the necessity of a centralized website.

To illustrate how decentralization has changed the opera-
tions of Real Mex’s chains, Chevys Fresh Mex has made some 
substantial alterations. In 2012, this particular chain redevel-
oped four of its restaurants in the Sacramento, California, 
area, and now those restaurants have remodeled interiors 
and an exhibition prep kitchen located in the dining area. 
Additionally, employees received new uniforms, and the 
Chevys brand has been updated as well. The chain has even 
revamped its lunch and dinner menus (Anderson, 2012).

“We have all been working very hard to enhance every 
aspect of our brands,” said Goronkin. “We’re turning the 
page and moving full speed ahead” (“Real Mex Restaurants 
Exits Chapter 11”). Treating each chain as an autonomous 
business unit streamlines operations significantly. Indeed, 
when companies decentralize, it often speeds up decision 
making because the business units do not have to wait for 
the corporate office to make key decisions. Also, the expec-
tation is that each business unit understands its own opera-
tions better because the managers of each unit work at that 
unit exclusively, rather than being spread out over several 
different restaurant chains.

Within just a few months after filing for Chapter 11 
bankruptcy protection, a bankruptcy court approved the 
sale of Real Mex to the investors, and the firm is on its way 
to profitability once again. “Today marks a new beginning 
for Real Mex Restaurants,” Goronkin said, “and we’re very 
excited to move forward with a new ownership group com-
mitted to providing the appropriate resources to enhance 
our concepts, and strengthen Real Mex’s position as the 
industry leader in Mexican casual dining” (“Real Mex 
Restaurants Exits Chapter 11”).47

Questions

 9-7. What challenges do you see with Real Mex’s decen-
tralization of operations? How can the company 
overcome these challenges?

 9-8. In general, what are the pros and cons of decentralization?
 9-9. If you were CEO of Real Mex Restaurants, how would 

you ensure quality of food and excellent customer 
service at each of the company’s chains, now that all 
of them are operating as autonomous business units?

 9-5. Describe how cultural differences between the United 
States and Japan may have played a role in Toyota’s 
quality problems.

 9-6. Do you think Toyota managers in Japan will face any 
personal difficulties when delegating responsibilities 
to Toyota managers in the United States?

Real Mex Restaurants Decentralize

Read the case and answer the questions that follow. Studying 
this case will help you better understand how concepts relat-
ing to responsibility and decentralization can be applied in 
an organization such as Real Mex Restaurants.

The restaurant industry has experienced a tumultuous 
time in the last few years. Taking a toll on this industry are a 
struggling economy, increased commodity prices, and a con-
sumer who often chooses to eat at home rather than at a res-
taurant. For the company known as Real Mex Restaurants, 
it’s been especially tough.

Operating across 17 states, in several foreign countries, 
and with over 180 locations total, Real Mex was spread 
thin—and not just geographically, as the company attempted 
to manage all its restaurants from the corporate office in 
Cypress, California. Real Mex owns nine different restau-
rant chains such as El Torito, Chevys Fresh Mex, Acapulco 
Mexican Restaurant & Cantina, and six others. Some restau-
rants are international. El Torito, for example, has locations 
in Japan, Turkey, and the Middle East. Even though all the 
restaurants feature Mexican-style food, each chain is unique 
in its décor, offerings, and even type of customer.

In 2005, Real Mex reached a half billion dollars in sales, but 
after that, the restaurant faltered (www.realmexrestaurants.
com). As an example, in 2008, the company reported a 
$32 million loss in a single quarter (“Real Mex Narrows Loss”). 
As the company’s debt increased and as American consumers 
curbed their expenditures on meals away from home, Real 
Mex found itself in Chapter 11 bankruptcy in October 2011. 
David Goronkin, the new CEO of Real Mex, had a difficult 
road ahead of him. His 25 years of experience at places like 
Bennigan’s, Redstone American Grill, and Famous Dave’s of 
America were necessary to turn the company around (“Real 
Mex Names Goronkin CEO”).

One tactic he used was obtaining an infusion of cash. A 
company made up of several investors brought in $129  million 
while also assuming some of the debt the company had 
amassed (“Noteholders Buy Real Mex for $129 million”). But 
probably the most important step the company took was to 
restructure how it operates.

Most critical was decentralizing operations. Each of 
the company’s restaurant chains now conducts business 
as an autonomous entity. A leadership team at each chain 

Debating Centralization at Pottery Barn

Directions. Read the following scenario and then perform the 
listed activities. Your instructor may want you to perform the 
activities as an individual or within groups. Follow all of your 
instructor’s directions carefully.

As discussed in this chapter, scholars have long debated 
the advantages and disadvantages of centralization and 
decentralization. Executives at Pottery Barn have contacted 
your group to help them better understand whether the com-
pany should be either more centralized or more decentral-
ized. Visit Pottery Barn’s website, and take note of the firm’s 

http://www.realmexrestaurants.com
http://www.realmexrestaurants.com
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following exercise, answer the questions related to the del-
egation process.

 9-10. This exercise identified some of Strong’s responsibili-
ties as the new head football coach at Texas. List some 
of Strong’s other responsibilities.

 9-11. The first step in the delegation process is to assign 
specific duties to individuals. What are Strong’s pri-
mary duties, and to whom can he assign these du-
ties? How would you state these duties in operational 
terms such that Strong’s subordinates understand 
them?

 9-12. The second step of the delegation process involves 
granting authority to subordinates. How would Strong 
grant authority to others? How would he make sure 
that others accept this new authority?

 9-13. The third step of the delegation process entails mak-
ing sure the subordinate accepts responsibility for the 
delegated tasks. How would Strong ensure that subor-
dinates accept responsibility?

 9-14. Finally, many obstacles could damage the effective-
ness of Strong’s delegation efforts. List the primary 
obstacles that Strong must overcome.

size, locations, product line, and so on. After studying the 
company, revisit the discussion of centralization and decen-
tralization in the chapter. How centralized or decentralized 
should Pottery Barn be? Use the guidelines presented in the 
text to frame and support your arguments.

You and Your Career

Early discussions in the chapter highlight the role of respon-
sibility in management. To manage other people, individuals 
must accept responsibility. Think about, for example, the 
various responsibilities of managers at your favorite retail 
store or the responsibilities of the chief executive officer of 
a large company. Given the role of responsibility in manage-
ment, can you think of some examples that demonstrate 
your ability to accept responsibility? How has accepting 
responsibility helped your career? How might you integrate 
these examples into interview discussions? If you are cur-
rently employed, think of your responsibilities with your 
present employer. How might these responsibilities help you 
to advance in the company?

Building Your Management Skills 
Portfolio

Your Management Skills Portfolio is a collection of activities 
specially designed to demonstrate your management knowl-
edge and skill. Be sure to save your work. Taking your printed 
portfolio to an employment interview could be helpful in 
obtaining a job.

The portfolio activity for this chapter is Delegating 
Football Duties at the University of Texas. Study the follow-
ing information and complete the exercises that follow.48

Athletics programs are big business for universities, 
and the prominence of athletics is no different at the 
University of Texas. Recently, Texas hired Charlie Strong 
as the new men’s football coach. Strong, who coached at 
the University of Louisville before joining Texas, has many 
duties as men’s football coach. Some of Strong’s responsi-
bilities include recruiting new players, designing offensive 
plays, and designing defensive plays. Strong will also have 
responsibilities off the football field, including meeting 
with key alumni and members of the local and national 
media.

As the new head coach at Texas, Strong has asked you 
to help him perform his job both efficiently and effectively. 
Specifically, Strong believes that he needs to delegate ef-
fectively, but he needs guidance in how to do so. In the 

 MyManagementLab: Writing Exercises
If your instructor has assigned this activity, go to mymanagementlab.com for  
the following assignments:

Assisted Grading Questions
9-15. Compare and contrast centralization versus decentralization. In your opinion,  

which is better for organizations?
9-16. What is acceptance of authority, and under which conditions will employees  

accept authority?
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Human Resource 
Management
T A R G E T  S K I L L

Human Resource Management Skill: the ability to take actions 
that increase the contributions of individuals within the 
organization

O B J E C T I V E S

To help build my human resource management skill, when studying 
this chapter, I will attempt to acquire:

1 An overall understanding of how appropriate human 
resources can be provided for the organization

2 An appreciation for the relationship among recruitment 
efforts, an open position, sources of human resources, 
and the law

3 Insights into the use of tests and assessment centers in 
employee selection

4 An understanding of how the training process operates

5 A concept of what performance appraisals are and how 
best they can be conducted

MyManagementLab®

Go to mymanagementlab.com to complete the problems marked with this icon  .

 MyManagementLab: Learn It
If your instructor has assigned this activity, go to mymanagementlab.com before 
 studying this chapter to take the Chapter Warm-Up and see what you already know.
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Cisco owes a great deal of its organizational performance 
over the years to its human resource strategy. Often, Cisco has 
acquired other companies mainly to gain their bright engi-
neers. Cisco also used other tactics to recruit new employees 
during the technology boom in the late 1990s. For example, 
Cisco used focus groups to learn what types of movies and 
websites the best and brightest potential employees favored. 
Then, Cisco programmed its website to recognize visitors 
from its chief rival, 3Com, and greet those visitors with a 

Cisco Recruits the Best Minds in . . . Cisco

John Chambers is the CEO of Cisco Systems, a company that manufactures and sells 
networking communications equipment to a wide array of customers in both the 
private and the public sectors. Throughout its history, Cisco’s sales have been known 

to grow more than 50 percent annually over five-year periods—an astronomical rate for any 
corporation, especially for a company as large as Cisco.

C H A L L E N G E  CA S E

special screen stating, “Welcome to Cisco; would you like 
a job?” Cisco figured that 3Com employees who were bold 
enough to visit its website were just the type of employees it 
needed.

Cisco has also increased its focus on hiring employees in 
other countries. Specifically, Cisco has concentrated intensely 
on recruiting and retaining employees in China. However, 
Cisco is not the only multinational company to recognize 
the importance of China’s supply of human resources—Cisco 
 competes with other companies such as Intel and IBM for 
these potential employees.

In recent years, Cisco’s growth has stalled with the slow-
down in the global economy. To cope with this slowing growth, 
Cisco has embarked on a strategy to fill positions with indi-
viduals from a novel source: Cisco. To do so, Cisco has intro-
duced “Talent Connection,” an internal career program and 
website that seeks qualified Cisco employees who might not be 
looking for a new job. According to the company, nearly half of 
Cisco’s 65,000 employees have created profiles on the website; 
some employees have even used the website to search for jobs. 
Mark Hamberlin, a Cisco vice president in human resources, 
says that the program has saved the company “several mil-
lions of dollars” in recruiting and training expenses and that 
employee satisfaction with career development has increased 
dramatically.

In short, Cisco continues to develop new human resource 
management practices to compete in today’s markets. As mar-
ket conditions change, though, John Chambers knows that 
Cisco’s human resource strategy is not yet a finished product. 
Instead, he understands that Cisco’s human resource strategy 
will also need to improve continuously to keep pace with the 
evolving global economy.1

THE HUMAN RESOURCE MANAGEMENT 
CHALLENGE
The Challenge Case discusses tactics that management 
at Cisco Systems has used to hire and retain its 
brightest employees. The task of hiring and retaining 
the right people—particularly top performers at senior 
levels in the organization—is part of managing human 
resources in any organization.2 This chapter explores 
the process of managing human resources within an 
organization, emphasizes how hiring and retaining 

Cisco Systems, maker of HealthPresence, has an 
ever-evolving human resource strategy that seeks 
top performers from competitors, from overseas 
markets, and from within the company itself.
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the right people is part of this process for managers at a company such as Cisco, 
discusses this process by first defining appropriate human resources, and then 
examines the steps to be followed in providing these resources.

DEFINING APPROPRIATE HUMAN 
RESOURCES
The phrase appropriate human resources refers to the individuals within the organization who 
make valuable contributions to management system goal attainment. These contributions result 
from their productivity in the positions they hold. The phrase inappropriate human resources 
refers to organization members who do not make valuable contributions to the attainment of 
management system objectives. For one reason or another, these individuals are ineffective in 
their jobs.

Productivity in all organizations is determined by how well human resources interact and 
work together to use all other management system resources. Such factors as background, age, 
job-related experience, and level of formal education all play a role in determining how appropri-
ate an individual is for the organization. Although the process of providing appropriate human 
resources for the organization is involved and is somewhat subjective, the following sections 
offer insights on how to increase the success of this process.

To provide appropriate human resources to fill both managerial and nonmanagerial open-
ings, managers follow four sequential steps:3

1. Recruitment
2. Selection
3. Training
4. Performance appraisal

Figure 10.1 illustrates these steps.

RECRUITMENT
Recruitment is the initial attraction and screening of the supply of prospective human resources 
available to fill a position. Its purpose is to narrow a large field of prospective employees to a 
relatively small group of individuals from which someone eventually will be hired. To be effec-
tive, recruiters must know the job they are trying to fill, where potential human resources can be 
located, and how the law influences recruiting efforts. What’s more, with advances in technology, 
recruiting continues to evolve and change. To maintain appropriate human resources, today’s 
managers must keep abreast of the trends.

Knowing the Job

Recruitment activities must begin with a thorough understanding of the position to be filled so 
that the broad range of potential employees can be narrowed appropriately. The technique com-
monly used to gain that understanding is known as job analysis. Basically, job analysis is aimed at 
determining a job description (the activities a job entails)—which was discussed in the previous 
chapter—and a job specification (the characteristics of the individual who should be hired for the 
job).4 Figure 10.2 shows the relationship of job analysis to job description and job specification.5

The U.S. Civil Service Commission has developed a procedure for performing a job analysis. 
As with all job analysis procedures, the Civil Service procedure uses information gathering as the 
primary means of determining what workers do and how and why they do it. Naturally, the qual-
ity of the job analysis depends on the accuracy of the information gathered. This information is 
used to develop both a job description and a job specification.6

STEP 1
Recruitment

STEP 2
Selection 

STEP 3
Training

STEP 4
Performance

Appraisal

FIGURE 10.1
Four steps to providing 
appropriate human resources 
for an organization
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Knowing Sources of Human Resources

Besides a thorough knowledge of the position the organization is trying to fill, recruiters must 
be able to pinpoint sources of human resources. The supply of individuals from which to recruit 
is continually changing, which means that at times, finding appropriate human resources will be 
much harder than at other times. Human resources specialists in organizations must continually 
monitor the labor market so that they know where to recruit appropriate people and what kinds 
of strategies and tactics to use to attract job applicants in a competitive marketplace.7

Sources of human resources available to fill a position can be generally categorized in two 
ways: sources inside the organization and sources outside the organization.

Sources Inside the Organization The pool of employees within the organization is 
one source of human resources. Some individuals who already work for the organization may be 
well qualified for an open position. Although existing personnel are sometimes moved laterally 
within an organization, most internal movements are promotions. Promotion from within has 
the advantages of building employee morale, encouraging employees to work harder in hopes of 
being promoted, and enticing employees to stay with the organization because of the possibility 
of future promotions. Companies such as Exxon and General Electric find it especially rewarding 
to train their managers for advancement within the organization.8

HUMAN RESOURCE INVENTORY
A human resource inventory consists of information about the characteristics of organization 
members. The focus is on past performance and future potential, and the objective is to keep man-
agement up to date about the possibilities for filling a position from within. This inventory should 
indicate which individuals in the organization would be appropriate for filling a position if it 
becomes available. In a classic article, Walter S. Wikstrom proposed that organizations keep three 
types of records that can be combined to maintain a useful human resource inventory.9 Although 
Wikstrom focused on filling managerial positions, slight modifications to his inventory forms 
would make his records equally useful for filling nonmanagerial positions. In order to make their 
human resource inventory system more efficient and effective, many organizations computerize 
records like the ones Wikstrom suggested.

The first of Wikstrom’s three types of records for a human resource inventory is the manage-
ment inventory card. The management inventory card in Figure 10.3 has been completed 
for a fictional manager named Mel Murray. It indicates Murray’s age, year of employment, 

JOB ANALYSIS
A process for obtaining
all pertinent job facts

A statement containing items
such as:
   Job title
   Location
   Job summary
   Duties
   Machines, tools, equipment
   Materials and forms used
   Supervision given or received
   Working conditions
   Hazards

JOB SPECIFICATIONJOB DESCRIPTION
A statement of the human 
qualifications necessary to do 
the job. Usually contains such
items as:
   Education
   Experience
   Training
   Judgment
   Initiative
   Physical effort
   Physical skills
   Responsibilities
   Communication skills
   Emotional characteristics
   Unusual sensory demands, 
      such as sight, smell, hearing

FIGURE 10.2
Relationship among job 
analysis, job description,  
and job specification
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present position and the length of time he has held it, performance ratings, strengths and 
weaknesses, the positions to which he might move, when he would be ready to assume these 
positions, and additional training he would need to fill the positions. In short, this card 
contains an organizational history of Murray and an indication of what positions he might 
hold in the future. (Note that Figures 10.3 through 10.5 depict a computerized version of 
Wikstrom’s human resource inventory system.)
Figure 10.4 shows Wikstrom’s second type of human resource inventory record—the posi-
tion replacement form. This record focuses on position-centered information rather than 
the people-centered information maintained on the management inventory card. Note that 
the form in Figure 10.4 indicates little about Murray but much about the two individuals who 
could replace him. The position replacement form is helpful in determining what would hap-
pen to Murray’s present position if Murray were selected to be moved within the organization 
or if he decided to leave the organization.
Wikstrom’s third human resource inventory record is the management manpower 
 replacement chart (see Figure 10.5). This chart presents a composite view of the individu-
als management considers significant for human resource planning. Note in Figure 10.5 how 
Murray’s performance rating and promotion potential can easily be compared with those 
of other employees when the company is trying to determine which individual would most 
appropriately fill a particular position.
The management inventory card, the position replacement form, and the management man-

power replacement chart are three separate record-keeping devices for a human resource inven-
tory. Each form furnishes different data on which to base a hiring-from-within decision. These 
forms help management answer the following questions:
1. What is the organizational history of an individual, and what potential does that person pos-

sess (management inventory card)?
2. If a position becomes vacant, who might be eligible to fill it (position replacement form)?
3. What are the merits of one individual being considered for a position compared to those of 

another individual under consideration (management manpower replacement chart)?

ON JOB
6 years

AGE
47

EMPLOYED
1992

WEAKNESSES
   Still does not always delegate as much as situation requires.
   Sometimes does not understand production problems.

EFFORTS TO IMPROVE
   Has greatly improved in delegating in last two years; also has 
   organized more effectively after taking a management course
   on own time and initiative.

COULD MOVE TO
   Vice President, Marketing

TRAINING NEEDED
   More exposure to problems of other divisions (attend top staff 
   conference?). Perhaps university program stressing staff role of 
   corporate marketing versus line sales.

TRAINING NEEDED
   Course in production management; some project working with
   production people; perhaps a good business game somewhere.

COULD MOVE TO
   Manager, House or Industrial Fans Division

NAME
   Murray, Mel

PRESENT POSITION
   Manager, Sales (House Fans Division)

PRESENT PERFORMANCE
   Outstanding—exceeded sales goal in spite of stiffer competition.

STRENGTHS
   Good planner—motivates subordinates very well—excellent 
   communication.

WHEN
2015

WHEN
2016
2017

FIGURE 10.3
Management inventory card
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POSITION

EMPLOYED:
  

SALARY
$44,500

SALARY
$39,500

Present Job
3 years

EMPLOYED:
  

SALARY
$38,500

Present Job
4 years

MAY MOVE
1 Year

AGE
39

Company
10 years

WHEN 
READY

Now

WHEN 
READY
2 years

AGE
36

Company
7 years

Manager, Sales (House Fans Division)

PERFORMANCE
   Outstanding

INCUMBENT
   Mel Murray

REPLACEMENT 1
   Earl Renfrew

PRESENT POSITION
   Field Sales Manager, House Fans

TRAINING NEEDED
   Special assignment to study market potential for air
   conditioners to provide forecasting experience.

REPLACEMENT 2
   Bernard Storey

PRESENT POSITION
   Promotion Manager, House Fans

TRAINING NEEDED
   Rotation to field sales.
   Marketing conference in fall.

FIGURE 10.4
Position replacement form

J. James
W. Long
G. Fritz

Present Performance Promotion Potential
Outstanding

48
37
37

Satisfactory Needs improvement Ready now Needs further
training

Questionable

M. Murray
E. Renfrew
B. Storey

47
39
36

R. Jarvis
C. Pitts
E. Combs

47 
40 
38

F. Goland
S. Ramos

42
38

C. Hood
W. Wicks
H. Ross

46
40
38

S. French
T. Smith
J. Jones

45
38
35

M. Piper 50

E. Farley
R. Jarvis
F. Goland

56
47
42

R. Jarvis 47

H. Grady
D. Hsu
E. Farley

PRESIDENT

63
55
56

S. Morrow
M. Murray
F. Goland

59
47
42

G. Sleight
C. Hood

60
46

C. Huser
A. Kyte

47
36

D. Hsu
J. James
R. Jarvis

55
48
47

K. Addison
C. Huser
S. French

60
47
45

Household Fans Division Industrial Fans Division (Proposed New Division)

VICE PRESIDENT 
FINANCE

VICE PRESIDENT 
MARKETING

EXECUTIVE 
VICE PRESIDENT

VICE PRESIDENT
PERSONNEL

MANAGER 
HOUSEHOLD FANS

MANAGER 
INDUSTRIAL FANS

MANAGER 
AIR CONDITIONING

MANAGER 
ACCOUNTING

MANAGER 
HUMAN RESOURCES

MANAGER 
ACCOUNTING

MANAGER 
HUMAN RESOURCES

MANAGER 
PRODUCTION

MANAGER 
SALES

MANAGER 
PRODUCTION

MANAGER 
SALES

FIGURE 10.5 Management manpower replacement chart
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Overall, Wikstrom’s human resource inventory system 
can serve as the foundation for succession planning in 
organizations. Succession planning is the process of deter-
mining who will follow whom in various organizational 
positions. Studies show that it will be among the top five 
challenges executives face in the future.10 Gene Diedrich, 
CEO of Moneta Group, has made succession planning a 
priority at his company.11 Several years ago, he realized that 
many of the company’s top employees would be retiring 
within a few years. To address this challenge, his company 
formalized a plan to select and mentor younger employ-
ees to eventually assume those roles, and today, many of 
those younger employees are assuming those roles. At 
companies like Moneta Group, computer software is avail-
able to aid managers in keeping track of the organization’s 
complex human resource inventories and in making better 
decisions about how employees can best be deployed and 
developed.12

Sources Outside the Organization

If a position cannot be filled by someone currently employed by the organization, management 
has available numerous sources of human resources outside the organization. These sources in-
clude the following:

1. Competitors—One often-tapped external source of human resources is competing organiza-
tions. Because of several advantages in luring human resources away from competitors, this 
type of piracy has become a common practice. Among the advantages are the following:

The individual knows the business.
The competitor will have paid for the individual’s training up to the time of hire.
The competing organization will probably be weakened somewhat by the loss of the individual.
 Once hired, the individual will be a valuable source of information about how to best 
compete with the other organization.

2. Employment agencies—Employment agencies help people find jobs and help organizations 
find job applicants. Such agencies can be either public or private. Public employment agen-
cies do not charge fees, whereas private ones collect a fee from either the person hired or the 
organization doing the hiring, once the hire has been finalized.

3. Readers of certain publications—Perhaps the most widely used external source of human 
resources is the readership of certain publications. To tap this source, recruiters simply place 
an advertisement in a suitable publication. The advertisement describes the open position in 
detail and announces that the particular organization is accepting applications from quali-
fied individuals. The type of position to be filled determines the type of publication in which 
the advertisement is placed. The objective is to advertise in a publication whose readers are 
likely to be interested in filling the position. An opening for a top-level executive might be 
advertised in the Wall Street Journal, a training director opening might be advertised in the 
Journal of Training and Development, and an educational opening might be advertised in the 
Chronicle of Higher Education.

4. Educational institutions—Many recruiters go directly to schools to interview students 
who will soon graduate. Liberal arts schools, business schools, engineering schools, junior 
colleges, and community colleges all have somewhat different human resources to offer. 
Recruiting efforts should thus focus on the schools with the highest probability of providing 
human resources appropriate for the open position.

To increase their hiring from educational institutions, Intel Corp. and 24 venture capital 
firms have created a $3.5 billion strategic alliance called “Invest in America.” The alliance has 
enlisted 18 technology firms, including Cisco Systems, eBay, Google, and Yahoo!, who have 
 committed to increase their hiring of college graduates. Offering more opportunities to recent 
graduates is one way U.S. businesses can help support the economy.13

GM’s new CEO, Mary Barra 
appears here. GM needed 
 succession planning to fill the 
shoes of her predecessor, Dan 
Akerson, when he retired, as 
well as a succession plan for 
who would fill Barra’s  previous 
role as senior VP for global 
product development.
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Knowing the Law

Legislation has had a major impact on modern organizational  recruitment practices. Managers 
need to be aware of the laws that govern recruitment efforts. The Civil Rights Act, passed in 1964 
and amended in 1972, created the Equal Employment Opportunity Commission (EEOC) to 
enforce federal laws prohibiting discrimination on the basis of race, color, religion, gender, dis-
ability, sexual orientation, national origin, and genetic information in recruitment, hiring, firing, 
layoffs, and all other employment practices. Such laws include the Pregnancy Discrimination 
Act,15 requiring the treatment of pregnancy as a medical disability; the Age Discrimination 
in Employment Act, prohibiting the arbitrary setting of age limits for job holders; and the 
Americans with Disabilities Act, prohibiting discrimination against individuals with mental or 
physical disabilities in the area of employment.

Equal opportunity legislation protects the right of a citizen to work and obtain a fair wage 
based primarily on merit and performance. The EEOC seeks to uphold this right by overseeing 
the employment practices of labor unions, private employers, educational institutions, and gov-
ernment bodies.

Affirmative Action In response to equal opportunity legislation, many organizations have 
established an affirmative action program.16 Literally, affirmative action means positive move-
ment: “In the area of equal employment opportunity, the basic purpose of positive movement or af-
firmative action is to eliminate barriers and increase opportunities for the purpose of increasing the 
utilization of  underutilized and/or disadvantaged individuals.”17 An organization can judge how 
much progress it is making toward eliminating such barriers by taking the following steps:
1. Determining how many minority and disadvantaged individuals it presently employs
2. Determining how many minority and disadvantaged individuals it should be employing 

 according to EEOC guidelines
3. Comparing the numbers obtained in steps 1 and 2

If the two numbers obtained in step 3 are nearly the same, the organization’s employment 
practices probably should be maintained; if they are not nearly the same, the organization should 
modify its employment practices accordingly.

Modern management writers recommend that managers follow the guidelines of affirma-
tive action not merely because they are mandated by law but also because of the characteristics of 
today’s labor supply.18 According to these writers, more than half of the U.S. workforce now con-
sists of minorities, immigrants, and women. Because the overall workforce is so diverse, it follows 
that employees in today’s organizations will also be more diverse than in the past. Thus, today’s 
managers face the challenge of forging a productive workforce out of an increasingly diverse labor 
pool, and this task is more formidable than simply complying with affirmative action laws.

On average, at the EU’s largest companies, only 
17.6  percent of board members are women, but com-
panies are actively recruiting qualified women for 
their boards. Some, such as the French food services 
company Sodexo and the British technology company 
Smiths Group, have selected American executives as 
a way to gain a greater understanding of the U.S. 
market.14

International companies need to be aware of the 
 human resource laws and regulations governing 

all the locations where they operate. In Europe, for 
 example, the parliament of the European Union has 
been  moving toward requiring that boards of directors 
be 40 percent female by 2020. Even without the EU re-
quirement, some individual nations impose their own 
quotas. In France, for example, corporate boards must 
have at least 20 percent women, and in Italy, boards 
needed to be one-third female by 2015.

European Companies Need Women on Their Boards

Tips for Managing around the Globe
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Diversity also includes diversity in age, and with the aging of America’s Baby Boom genera-
tion, recruiting managers are increasingly paying attention to real and perceived differences in 
the work values among younger and older generations of workers.19

SELECTION
The second major step involved in providing human resources for the organization is  selection—
choosing an individual to hire from all those who have been recruited. Selection, obviously, is 
dependent on the first step, recruitment.

Selection is represented as a series of stages through which job applicants must pass to be 
hired.20 Each stage reduces the total group of prospective employees until, finally, one individual 
is hired. Figure 10.6 lists the specific stages of the selection process, indicates reasons for elimi-
nating applicants at each stage, and illustrates how the group of potential employees is narrowed 
to the individual who ultimately is hired. Two tools often used in the selection process are testing 
and assessment centers.

Testing

Testing is examining human resources for qualities relevant to performing  available jobs. 
Although many different kinds of tests are available for organizational use, they generally can be 
divided into the following four categories:21

1. Aptitude tests—Tests of aptitude measure the potential of an individual to perform a task. 
Some aptitude tests measure general intelligence, whereas others measure special abilities, 
such as mechanical, clerical, or visual skills.22

2. Achievement tests—Tests that measure the level of skill or knowledge an individual pos-
sesses in a certain area are called achievement tests. This skill or knowledge may have been 
acquired through various training activities or through experience in the area. Examples of 
skill tests are typing and keyboarding tests.

3. Vocational interest tests—Tests of vocational interest attempt to measure an individual’s 
interest in performing various kinds of jobs. They are administered on the assumption that 
certain people perform jobs well because they find the job activities stimulating. The basic 
purpose of this type of test is to select for an open position the individual who finds most 
aspects of that position interesting.

4. Personality tests—Personality tests attempt to describe an individual’s personality dimen-
sions in such areas as emotional maturity, subjectivity, honesty, and objectivity. These tests 
can be used advantageously if the personality characteristics needed to do a particular job 
properly are well defined and if individuals possessing those characteristics can be identified 
and selected. Managers must be careful, however, not to expose themselves to legal prosecu-
tion by basing employment decisions on personality tests that are invalid and unreliable.23

STAGES OF THE SELECTION PROCESS

Preliminary screening from
    records, data sheets, etc.
Preliminary interview

Intelligence tests
Aptitude tests

Personality tests
Performance references

Diagnostic interview

Physical examination
Personal judgment

Lack of adequate educational and
    performance record
Obvious misfit from outward 
    appearance and conduct
Failure to meet minimum standards
Failure to have minimum necessary
    aptitude
Negative aspects of personality
Unfavorable or negative reports on
    past performance
Lack of necessary innate ability, 
    ambition, or other qualities
Physically unfit for job
Remaining candidate placed in 
    available position

Available potential personnel
from inside or outside company

Employee

REASONS FOR ELIMINATION

Rejection of
potential

employees

FIGURE 10.6 Summary of major factors in the selection process
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Testing Guidelines Several guidelines should be 
followed when tests are part of the selection process. First, 
care must be taken to ensure that the test being used is both 
valid and reliable. A test is valid if it measures what it is de-
signed to measure and is reliable if it measures accurately 
time after time.24 Second, test results should not be used as 
the sole basis of a hiring decision. People change over time, 
and someone who doesn’t score well on a particular test 
might still develop into a productive employee. Such factors 
as potential and desire to obtain a position should be assessed 
subjectively and considered along with test scores in the final 
selection decision. Third, care should be taken to ensure that 
tests are nondiscriminatory; many tests contain language 
or cultural biases that may discriminate against minorities, 
and the EEOC has the authority to prosecute organizations 
that use discriminatory testing practices. Finally, employers 
should acknowledge that such tests may increase applicants’ 
anxiety and cause them to worry about the potential effects 
of such testing.25

Assessment Centers

Another tool often used in employee selection is the assessment center. Although the assess-
ment center concept is discussed in this chapter primarily as an aid to selection, this concept 
is also used in such areas as human resource training and organization development. The first 
industrial use of the assessment center is usually credited to AT&T. Since AT&T’s initial efforts, 
the assessment center concept has expanded greatly, and today it is used not only to identify 
individuals from outside the organization who should be hired but also to identify individuals 
from inside the organization who should be promoted. Corporations that have used assessment 
centers extensively include J. C. Penney, Standard Oil of Ohio, and IBM.26

An assessment center is a program (not a place) in which participants engage in, and are 
evaluated on, a number of individual and group exercises constructed to simulate important 
activities at the organizational levels to which they aspire.27 These exercises can include such 
activities as participating in leaderless discussions, giving oral presentations, and leading a group 
in solving an assigned problem.28 The individuals performing the activities are observed by 
managers or trained observers, who evaluate the individuals’ abilities and potential. In general, 
participants are assessed according to job-related criteria such as oral communication, conflict 
resolution, leadership, persuasion, and problem solving.29

Tests of vocational interests 
try to measure a person’s 
 interest in performing a  variety 
of jobs. These applicants are 
testing their computer or 
 keyboarding skills.
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 MyManagementLab: Watch It, Save the Children
If your instructor has assigned this activity, go to mymanagementlab.com  
to watch a video case about the development organization Save the Children and answer 
the questions.

TRAINING
After recruitment and selection, the next step in providing appropriate human resources for the or-
ganization is training. Training is the process of developing qualities in human resources that will 
enable them to be more productive and thus contribute more to organizational goal attainment. 
The purpose of training is to increase the productivity of employees by influencing their behavior. 
Table 10.1 provides an overview of the types of training being offered by organizations today.

The training of individuals is essentially a four-step process:
1. Determining training needs
2. Designing the training program
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3. Administering the training program
4. Evaluating the training program

These steps are presented in Figure 10.7 and are described in the sections that follow.

Determining Training Needs

The first step of the training process is determining the organization’s training needs.30 Training 
needs are the information or skill areas of an individual or group that require further develop-
ment to increase the productivity of that individual or group. Only if training focuses on those 
needs can it be productive for the organization.

The training of organization members is typically a continuing activity. Even employees who 
have been with the organization for some time and who have undergone initial orientation and 
skills training need continued training to improve their skills.

Determining Needed Skills Several methods are available for determining on 
which skills to focus with established human resources. One method calls for evaluating the 
production process within the organization. Such factors as excessive numbers of rejected 
products, unmet deadlines, and high labor costs are clues to deficiencies in production-related 
expertise. Another method for determining training needs calls for getting direct feedback from 
employees on what they believe are the organization’s training needs. Organization members 
are often able to verbalize clearly and accurately exactly what types of training they require to 
do a better job. A third way of determining training needs involves looking into the future. If 
the manufacture of new products or the use of newly purchased equipment is foreseen, some 
type of corresponding training almost certainly will be needed.

For example, South Coast Health System in New Bedford, Massachusetts, recently adopted 
a paperless system shortly after a round of layoffs. For the remaining IT employees to be able to 
use the new system, management at South Coast recognized that they would need additional 
training. As a result, the company made a significant investment in outside training programs.31

TABLE 10.1  Management Training Topics for Police within the 
Alabama Department of Public Safety

-Organization Theory -Effective Communication

-Leadership -Hiring Practices

-Organizational Goals -Training Process

-Media Relations -Measuring Productivity

-Problem Solving -Employee Evaluations

-Decision Making -Discipline

-Time Management -Legal Aspects of Discipline and Termination

-Stress Management -Motivation

-Ethics and Integrity -Contingency Planning

STEP 1
Determining

training needs

STEP 4
Evaluating the

training program

STEP 2
Designing the

training program

STEP 3
Administering the
training program

FIGURE 10.7
Steps of the training process
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Designing the Training Program

Once training needs have been determined, a training program aimed at meeting those needs 
must be designed. Basically, designing a training program entails assembling various types of 
facts and activities that will meet the established training needs. Obviously, as training needs 
vary, so will the facts and activities designed to meet those needs.

Administering the Training Program

The next step in the training process is administering the training program—that is, actually 
training the individuals selected to participate in the program. Various techniques exist for both 
transmitting necessary information and developing needed skills in training programs, and sev-
eral of these techniques are discussed in the pages that follow.

Techniques for Transmitting Information Two techniques for transmitting in-
formation in training programs are lectures and programmed learning. Although it could be ar-
gued that these techniques develop skills in individuals as well as transmit information to them, 
they are primarily devices for the dissemination of information.

1. Lectures—Perhaps the most widely used technique for transmitting information in training 
programs is the lecture. The lecture is primarily a one-way communication situation in which 
an instructor orally presents information to a group of listeners. The instructor typically does 
most of the talking, and trainees participate primarily through listening and note taking.

An advantage of the lecture is that it allows the instructor to expose trainees to a maxi-
mum amount of information within a given time period. The lecture, however, has some 
serious disadvantages:32

The lecture generally consists of a one-way communication: The instructor presents 
information to a group of passive listeners. Thus, little or no opportunity exists to clarify 
meanings, to check on whether trainees really understand the lecture material, or to take 
into account the wide diversity of abilities, attitudes, and interests that may prevail among 
the trainees. Also, this format permits little or no opportunity for practice, reinforcement, 
knowledge of results, or overlearning. Ideally, the competent lecturer makes the material 
meaningful and intrinsically motivating to his or her listeners. However, whether most 
 lecturers achieve this goal is a moot question. These limitations, in turn, impose further 
limitations on the lecture’s actual content. A skillful lecturer may be fairly successful in trans-
mitting conceptual knowledge to a group of trainees who are ready to receive it; however, all 
the evidence available indicates that the nature of the lecture situation makes the lecture of 
minimal value in promoting attitudinal or behavioral change.

2. Programmed learning—Another commonly used technique for transmitting information 
in training programs is called programmed learning. Programmed learning is a technique 
for instructing without the presence or intervention of a human instructor.33 Small amounts 
of information that require responses are presented to individual trainees. The trainees de-
termine from comparing their responses to provided answers whether their understanding 
of the information is accurate. The types of questions posed to trainees vary from situation 
to situation but usually are multiple-choice, true/false, or fill-in-the-blank.

With advances in technology, some training professionals are developing new forms of 
programmed learning. Selected employers, for example, are incorporating the use of virtual-
world programs like Second Life into their training programs.34

Like the lecture method, programmed learning has both advantages and disadvantages. 
Among the advantages are that it can be computerized and thus students can learn at their own 
pace, know immediately whether they are right or wrong, and participate actively in the learning 
process. The primary disadvantage of this method is that no one is present to answer a confused 
learner’s questions.

Techniques for Developing Skills Techniques for developing skills in training 
programs can be divided into two broad categories: on the job and classroom. Techniques for 
developing skills on the job, referred to as on-the-job training, reflect a blend of job-related 
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knowledge and experience. These techniques include coaching, position rotation, and special 
project committees. Coaching is direct critiquing of how well an individual is performing a 
job.36 Position rotation involves moving an individual from job to job to enable the person to 
gain an understanding of the organization as a whole. Special project committees are vehicles in 
which a particular task is assigned to an individual to furnish him or her with experience in a 
particular area.37

Classroom techniques for developing skills also reflect a blend of job-related knowledge and 
experience. The skills addressed through these techniques can range from technical, such as com-
puter programming skills, to interpersonal, such as leadership skills. Specific classroom techniques 
aimed at developing skills include various types of management games and role-playing activities. 
The most common format of management games requires small groups of trainees to make and 
then evaluate various management decisions. The role-playing format typically involves acting out 
and then reflecting on some people-oriented problem that must be solved in the organization.

In contrast to the typical one-way communication of the lecturer, the skills instructor in 
the classroom encourages large amounts of discussion and interaction among trainees, develops 
an atmosphere in which trainees learn new behavior by carrying out various activities, clari-
fies related information, and facilitates learning by eliciting trainees’ job-related knowledge and 
experiences in applying that knowledge. The difference between the instructional role in infor-
mation dissemination and the instructional role in skill development is striking.38

Evaluating the Training Program

After the training program has been completed, management should evaluate its effectiveness.39 
Because training programs represent a considerable investment—costs include materials, trainer 
time, and production lost while employees are being trained rather than doing their jobs—a rea-
sonable return is essential.

Basically, management should evaluate the training program to determine whether it met 
the needs for which it was designed. Answers to questions such as the following help determine 
training program effectiveness:

1. Has the excessive rejection rate of products declined?
2. Are deadlines being met more regularly?
3. Are labor costs per unit produced decreasing?

tests indicate whether or not learners can navigate 
their way through the program. Usability is especially 
important when learners have limited experience 
with computers.

 Make sure that all training software satisfies the 
 company’s specific learning goals. A low-priced video 
lecture is no bargain if employees can’t apply the les-
son on the job.

 Make sure that the software includes interactive 
features, such as quizzes and simulations. These aid 
learners’ understanding and retention of the mate-
rial, and they provide the company with information 
about learners’ progress.

Training often uses computers. Delivering instruc-
tion on a computer can be less expensive and more 

convenient than classroom training as well as more en-
gaging than paper-and-pencil formats. Here are some 
ideas for making computer-based training effective:35

 Ensure that learners have access to the necessary 
hardware. Training for salespeople who carry mobile 
devices could be delivered over those devices. In 
other situations, learners might not own or work with 
computers; thus, they need a learning center and 
help using its computers.

 Before having learners use any training software, 
make sure it has been tested for usability. Usability 

Preparing for Computer-Based Training

Steps for Success
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If the answer to such questions is “yes,” the training program can be judged as at least some-
what successful, although perhaps its effectiveness could be enhanced through certain selective 
changes. If the answer is “no,” significant modification to the training program is warranted.

In a noteworthy survey of businesspeople, 50 percent of respondents thought their sales 
per year would be unaffected if training programs for experienced salespeople were halted.40 
Management needs to seek and scrutinize this kind of feedback to see whether present training 
programs should be discontinued, slightly modified, or drastically altered to make them more 
valuable to the organization. The results of the survey just mentioned indicate a need to make 
significant changes in sales training programs at the companies covered by the survey.

TABLE 10.2 Descriptions of Several Methods of Performance Appraisal

Appraisal Method Description

Rating scale Individuals appraising performance use a form containing several 
 employee qualities and characteristics to be evaluated (e.g., dependability, 
initiative, leadership). Each evaluated factor is rated on a continuum or 
scale ranging, for example, from 1 to 7.

Employee  
comparisons

Appraisers rank employees according to such factors as job 
 performance and value to the organization. Only one employee can 
occupy a particular ranking. This method is also known as a “forced 
distribution” or “forced ranking” system.43

Free-form essay Appraisers simply write down their impressions of employees in 
 paragraph form.

Critical-form essay Appraisers write down particularly good or bad events involving 
 employees as these events occur. Records of all documented events for 
any one employee are used to evaluate that person’s performance.

 MyManagementLab: Try It, Strategic Management
If your instructor has assigned this activity, go to mymanagementlab.com to try  
a  simulation exercise about a dairy business.

PERFORMANCE APPRAISAL
Even after individuals have been recruited, hired, and trained, the task of making them maximally 
productive within the organization is not finished. The fourth step in the process of providing ap-
propriate human resources for the organization is performance appraisal—the process of reviewing 
individuals’ past productive activities to evaluate the contributions they have made toward attaining 
management system objectives. Like training, performance appraisal—which is also called perfor-
mance review and performance evaluation—is a continuing activity that focuses on both established 
human resources within the organization and newcomers. Its main purpose is to furnish feedback to 
organization members about how they can become more productive and useful to the organization 
in its quest for quality.41 Table 10.2 describes several methods of performance appraisal.

Why Use Performance Appraisals?

Most U.S. firms engage in some type of performance appraisal. Douglas McGregor has suggested 
the following three reasons for using performance appraisals:42

1. They provide systematic judgments to support salary increases, promotions, transfers, and 
sometimes demotions or terminations.

2. They are a means of telling subordinates how they are doing and of suggesting needed 
changes in behavior, attitudes, skills, or job knowledge; they let subordinates know where 
they stand with the boss.

3. They furnish a useful basis for the coaching and counseling of individuals by superiors.
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Handling Performance Appraisals

If performance appraisals are not handled properly, their benefits to the organization will be 
minimal.45 Several guidelines can assist management in increasing the appropriateness with 
which  appraisals are conducted. The first guideline is that performance appraisals should focus 
on performance in the position the individual holds and the success with which the individual 
is attaining organizational objectives. Although conceptually separate, performance and objec-
tives should be inseparable topics of discussion during performance appraisals. The second 
guideline is that appraisals should focus on how well the individual is doing the job, not on the 
evaluator’s impression of the individual’s work habits. In other words, the appraisal should be 
an objective analysis of the employee’s performance rather than a subjective evaluation of the 
employee’s work habits.

The third guideline is that the appraisal should be acceptable to both the evaluator and the 
subject—that is, both should agree that it has benefit for the organization and the worker. The 
fourth and last guideline is that performance appraisals should provide a foundation on which to 
improve individuals’ productivity within the organization by making them better equipped to be 
productive.46

Potential Weaknesses  
of Performance Appraisals

To maximize the benefit of performance appraisals to the organization, managers must eliminate 
several potential weaknesses of the appraisal process, including the following pitfalls:47

1. Performance appraisals encourage employees to focus on short-term rewards rather than on 
issues that are important to the long-run success of the organization.

2. Individuals involved in performance appraisals view them as a reward–punishment process.
3. The emphasis of the performance appraisal is on completing paperwork rather than on cri-

tiquing the individual’s performance.
4. Individuals being evaluated view the process as unfair or biased.
5. Subordinates react negatively when evaluators offer unfavorable comments.

To eliminate these potential weaknesses, supervisors and employees should regard the 
performance appraisal process as an opportunity to increase the value of the employee’s con-
tributions through constructive feedback rather than as a means of rewarding or punishing the 
employee through positive or negative comments. In addition, paperwork should be viewed only 

the banking firm at the end of 2012, it was still strug-
gling to recover from the 2008 financial crisis. To pro-
mote improvement, Corbat issued his top executives 
“scorecards” with goals in five categories: capital, 
clients, controls, costs, and culture. The aim is for all 
executives throughout the company to be accountable 
for measurable performance in the same five areas. 
Performing well in all five areas is tough, but Corbat 
sees the scorecards as giving executives clarity about 
where they should focus their efforts.44

An important role of performance appraisals is to 
tell employees what they are doing well and what 

they need to improve. The more complex the job, the 
more challenging it is to determine what the apprais-
als should measure. Thus, performance measures for 
top executives can be especially tricky to determine. 
Appraisal tends to focus more on outcomes for the 
entire division or company than on specific behaviors.

At Citigroup, CEO Michael Corbat wants measure-
ment to be quantifiable and clear. When he joined 

For Citigroup Executives, It Is All about Numbers

Practical Challenge: Appraising Executives’ Performance
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as an aid in providing this feedback, not as an end in itself. Also, care should be taken to make 
appraisal feedback as tactful and objective as possible to minimize negative reactions.

In the spirit of continuous improvement, executives at Aetna changed the company’s per-
formance appraisal system. The former system, which was paper-based, required a great deal 
of time to carry out; as such, many managers did not have the time needed to appraise their 
employees properly. Aetna’s new system, however, uses technology that allows managers to con-
stantly assess their employees. At any time, managers can access a dashboard that allows them to 
assess employee skills, evaluate career growth, and suggest training needs. The new system seems 
to work: In a poll, 83 percent of Aetna’s employees reported that they now better understand how 
they contribute to the company’s goals. A few years earlier, less than 60 percent of the company’s 
employees understood their contributions.48

In hiring new employees for an organization like Cisco, 
management must be careful to emphasize not just 
hiring workers, but hiring the right workers. For Cisco, 

appropriate human resources are those people who will 
make valuable contributions to the attainment of the 
company’s organizational objectives. In hiring engineers, 
managers, salespeople, and administrative assistants, for 
example, management should hire only those people who 
will best help the organization become successful. In find-
ing the appropriate human resources, management at 
Cisco has to follow four basic steps: (1) recruitment, (2) 
selection, (3) training, and (4) performance appraisal.

Basically, recruitment would entail the initial screen-
ing of individuals available to fill open positions at Cisco. 
For  recruitment efforts to be successful, recruiters have to 
know the jobs they are trying to fill, where potential human 
resources can be located, and how the law influences recruit-
ing efforts.

Recruiters could acquire an understanding of open posi-
tions at a company such as Cisco by performing a job analysis. 
This job analysis would force them to determine the job de-
scription of each open position—the activities of an engineer, 
programmer, or salesperson, for example—and the job speci-
fication of the position, including the type of individual who 
should be hired to fill that position. A successful recruitment ef-
fort at Cisco would also require recruiters to know where to find 
the available human resources to fill open positions at Cisco. 
These sources may be found both within Cisco and outside it.

To ensure that Cisco maintains its position as one of the 
best technology companies in the world, management must 
plan for obtaining the needed appropriate human resources 
along with the other needed resources such as equipment and 
real estate. To do this, management must keep current on the 
possibilities of filling positions from within by maintaining 

some type of human resource inventory. This inventory can 
help management coordinate information about the organiza-
tional histories and potentials of various Cisco employees as 
well as the relative abilities of various Cisco employees to fill the 
necessary openings. Some of the sources of potential human 
resources outside Cisco that management should be aware of 
are competitors’ current employees, public and private employ-
ment agencies, the readership of industry-related publications, 
and various types of educational institutions. As mentioned in 
the case, Cisco went to great lengths to attract employees from 
3Com, one of its main competitors.

Cisco management must also be aware of how the law 
influences its recruitment efforts. Basically, the law says that 
Cisco’s recruitment practices cannot discriminate on the ba-
sis of race, color, religion, sex, or national origin. If recruit-
ment practices at Cisco were found to be discriminatory, 
the company would be subject to prosecution by the Equal 
Employment Opportunity Commission.

After the initial screenings of potential human resources, 
Cisco will be faced with the task of selecting the individuals 
from those who have been screened to be hired. Two tools that 
Cisco could use to help in this selection process are testing and 
assessment centers.

For example, after screening potential employees for posi-
tions at Cisco, management could use aptitude tests, achieve-
ment tests, vocational interest tests, or personality tests to see 
whether any of the screened individuals have the qualities nec-
essary to fill a specific job opening. In using these tests, how-
ever, management must make sure that the tests are both valid 
and reliable, that they are not the sole basis on which a selection 
decision is made, and that they are nondiscriminatory.

Cisco can also use assessment centers to simulate the 
tasks necessary to succeed at the jobs that need to be done. 
Individuals who perform well on these tasks will probably 
be more appropriate for the positions than those who per-
form poorly. The use of assessment centers might be particu-
larly appropriate for evaluating applicants for sales positions. 

CHALLENGE CASE SUMMARY
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the evaluation of any training program at Cisco should emphasize 
how to improve the program the next time it is implemented.

As mentioned in the case, Cisco historically has used acq-
uisitions to gain new employees. In these situations, management 
should try to learn as much as possible about the training programs 
employees went through at the acquired companies. Knowing the 
strengths and weakness of training programs at the other compa-
nies would help management at Cisco understand what further 
training, if any, these employees need to work effectively.

The last step of acquiring appropriate human resources at 
Cisco is performance appraisal, in which the contributions that 
Cisco employees make toward the attainment of management 
system objectives are evaluated. Because of Cisco’s rapid expan-
sion, employees will have various levels of experience at Cisco. 
As such, the performance appraisal process at Cisco should 
focus on new as well as established employees.

It would be difficult to imagine a Cisco employee who 
would not benefit from a properly conducted performance ap-
praisal. Such an appraisal would focus on activities on the job 
and the employee’s effectiveness in accomplishing job objec-
tives. Objective appraisals would provide Cisco employees with 
tactful, constructive criticism that should help them increase 
their productivity. Handled properly, Cisco’s appraisals would 
not be rewards or punishments in themselves but rather oppor-
tunities to increase employees’ value to the company. Objective 
analysis of performance in a company such as Cisco should 
help employees become more productive over time rather 
than function without guidance and perhaps proceed to the 
inevitable outcome of being fired. Overall, if these performance 
appraisal issues, as well as issues related to recruitment, selec-
tion, and training, are addressed at Cisco, management should 
be successful in providing appropriate human resources for the 
company.

Simulating this job would probably give management an excel-
lent idea of how prospective salespeople would actually interact 
with customers during sales presentations.

After hiring, Cisco must train the new employees—includ-
ing those who simply transferred to new positions within the 
company—to be productive organization members. To conduct 
effective training, Cisco must determine training needs, design 
a corresponding training program, and administer and evaluate 
the training program.

Designing a training program requires Cisco to assemble 
facts and activities that address specific company training 
needs. These needs include information or skill areas that 
must be developed in Cisco employees to make them pro-
ductive. After training needs at Cisco have been determined 
and programs have been designed to meet those needs, the 
programs must be administered. Administering training pro-
grams at Cisco might involve the lecture technique as well as 
the programmed learning technique to transmit the necessary 
information to trainees. To actually develop skills in trainees, 
Cisco could use on-the-job training methods such as coaching, 
position rotation, or special project committees. To develop 
skills in a classroom setting, Cisco could use instructional 
techniques such as role-playing activities. For example, sales-
people could be asked to deal with customers who have various 
needs and budgets. These situations then could be analyzed 
from the viewpoint of how to improve salespeople–customer 
relationships.

Once a Cisco training program has been completed, it must 
be evaluated to determine whether it met the training need for 
which it was designed. Training programs aimed at teaching 
specific skills such as computer programming would be much 
easier to evaluate than training programs aimed at teaching inter-
personal skills such as developing customer relations. Of course, 

 MyManagementLab: Assessing Your Management Skill
If your instructor has assigned this activity, go to mymanagementlab.com and decide 
what advice you would give a Cisco manager.

DEVELOPING MANAGEMENT SKILL This section is specially designed to help 
you develop management skills. An individual’s management skill is based on an 
understanding of management concepts and on the ability to apply those concepts in 
various organizational situations. The following activities are designed both to heighten 
your understanding of management concepts and to develop your ability to apply those 
concepts in a variety of organizational situations.
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CLASS PREPARATION AND PERSONAL STUDY
To help you prepare for class, perform the activities outlined in this section. Performing these activities will help you  
to significantly enhance your classroom performance.

Reflecting on Target Skill

On page 218, this chapter opens by presenting a target management skill along with a 
list of related objectives outlining knowledge and understanding that you should aim to 
acquire related to that skill. Review this target skill and the list of objectives to make sure 
that you’ve acquired all pertinent information within the chapter. If you do not feel that 
you’ve reached a particular objective(s), study related chapter coverage until you do.

Know Key Terms

Understanding the following key terms is critical to your preparing for class. Define each 
of these terms. Refer to the page(s) referenced after a term to check your definition or to 
gain further insight regarding the term.

 10-3. Describe the four main steps in the training process. 
In your opinion, how important is the training pro-
cess for organizations?

Know How Management Concepts Relate

This section comprises activities that will further sharpen your understanding of manage-
ment concepts. Answer essay questions as completely as possible.

appropriate human resources 220
recruitment 220
job analysis 220
job specification 220
human resource inventory 221
management inventory  

card 221
position replacement form 222

management manpower  
replacement chart 222

succession planning 224
Equal Employment Opportunity 

Commission (EEOC) 225
affirmative action program 225
selection 226
testing 226

assessment center 227
training 227
training needs 228
lecture 229
programmed learning 229
on-the-job training 229
performance appraisal 231

 10-1. Describe the four steps in the human resource man-
agement process. In your opinion, which step is 
most important? Explain.

 10-2. Compare and contrast the three types of records 
used to compile an organization’s human resource 
inventory.

MANAGEMENT SKILLS EXERCISES
Learning activities in this section are aimed at helping you develop your human resource management skills.

 Cases

Cisco Recruits the Best  
Minds in . . . Cisco

“Cisco Recruits the Best Minds in . . . Cisco” (p. 298) and its 
related Challenge Case Summary were written to help you better 
understand the management concepts contained in this chapter. 
Answer the following discussion questions about the Challenge 
Case to better see how your understanding of managing human 
resources can be applied in a company such as Cisco.

 10-4. How important to an organization such as Cisco is the 
training of employees? Explain.

 10-5. What actions besides training must an organization 
such as Cisco take to make employees as productive 
as possible?

 10-6. Based on the information in the case, what do you 
think is the biggest challenge for Cisco manage-
ment in successfully providing appropriate human 
resources for the organization? Explain.
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be visiting Raising Cane’s Facebook page if they were not 
already loyal fans of the chain. “It goes without saying,” said 
Graves, “that I get very excited as more and more people 
want to know about Raising Cane’s. I love seeing my dream 
and the dream of our crew, become a reality every day. It’s 
wonderful bringing great people together to grow some-
thing truly great.”50

Also, photos of employees and store locations can be 
found on the Facebook page. Caniacs—the very loyal fans 
of the restaurant—make comments on Facebook, praising 
both good food and great service. All of this serves to blend 
both marketing and recruiting in a seamless fashion. The 
idea is that if customers really enjoy the restaurant, they 
may also want to find a career there.

The chain posts videos on YouTube showcasing not only 
the menu offerings but also the opportunities to work at the 
restaurant. One such video is over a minute and a half long 
and gives a straightforward description of what it is like to 
work at Raising Cane’s. A casual dress code permitting jeans 
is emphasized, but so is the opportunity for employees to earn 
good incomes. Also, the video highlights career path opportu-
nities, including how one can start as a cashier or server and 
work one’s way to a general manager position. Overall, the 
YouTube video emphasizes the relaxed and fun working envi-
ronment of Raising Cane’s and gives specific instructions on 
how to apply for a variety of jobs with the chain.

Successful restaurateurs like Graves have realized the 
importance of social media, whether for marketing or for 
recruiting talent. Attracting the right candidates for jobs is 
critical, especially at a firm that relies so heavily on positive 
customer experiences. Fortunately, Graves’s enthusiasm 
permeates everything the company does—opening new 
locations, overseeing the marketing of the chain, and mak-
ing certain the best candidates are hired. “This isn’t my 
job,” said Graves. “It’s my passion.”51

Questions

 10-7. How important is social media such as Facebook, 
Twitter, and YouTube in attracting qualified candi-
dates for jobs? Explain.

 10-8. If a company were to rely exclusively on social 
media as a recruiting tool, what challenges would 
it encounter? What would you recommend to over-
come these challenges?

 10-9. Based on what you just read, is Raising Cane’s the 
kind of organization for which you would enjoy 
working? Why or why not?

How Raising Cane’s Uses Social Media 
to Attract Candidates

Read the case and answer the questions that follow. 
Studying this case will help you better understand how 
concepts  relating to recruiting can be applied in a company 
such as Raising Cane’s.

Recruiting new employees in the restaurant indus-
try has certainly changed in the last 5 to 10 years. Until 
recently, simply putting a “help wanted” sign on the front 
door was sufficient to garner candidates for everything 
from server and busboy to cook and general manager.

But recruiting opportunities are more challenging 
now, and one restaurant chain that has embraced the lat-
est forms of recruiting is Raising Cane’s Chicken Fingers. 
Founded by Todd Graves, the Louisiana-based company is 
named after Graves’s pet dog.

Graves’s story is that of the driven entrepreneur. His 
vision of a restaurant devoted to chicken fingers was met 
with disdain—even his college professor said it was a ter-
rible idea and gave his business plan the worst grade in the 
class. Graves, though, held on to his vision. Attempting to 
raise enough money to start his first restaurant, he took a 
job as a boilermaker in a refinery and even took on 20-hour 
workdays for a commercial fishery off the coast of Alaska. 
Finally, he had enough money and a business plan to con-
vince a lender to advance him the funds to open Raising 
Cane’s Chicken Fingers.

Today, the chain has nearly 100 stores. Keeping all 
those locations fully staffed is an ongoing endeavor, and as 
more locations are added to the chain, the recruiting effort 
becomes even more difficult.

Graves believes strongly that his restaurants need 
the type of employee he is seeking. He wants individuals 
who have fun while getting their jobs done. “The people 
who work behind the register and in the kitchen are a little 
crazy,” Graves acknowledged. “They love what they do for 
a living. They work hard and play hard. They take pride in 
what they do.”49

So how does a successful and growing restaurant 
chain recruit the best employees it can find? It uses many 
tactics, but its use of social media is among the most suc-
cessful in the industry. Utilizing Facebook, Twitter, and 
YouTube, the chain attempts to reach candidates through 
the venues the candidates use most often.

On Raising Cane’s Facebook page, individuals can read-
ily discover what job opportunities are available. This is 
an especially successful means of connecting with job 
candidates because most likely, those people would not 

Experiential Exercises

Determining Training Needs at Wal-Mart

Directions. Read the following scenario and then perform the 
listed activities. Your instructor may want you to perform the 
activities as an individual or within groups. Follow all of your 
instructor’s directions carefully.

Wal-Mart and Dell recently reached an agreement to sell 
Dell computers in Wal-Mart stores. However, top executives 
at Wal-Mart and Dell are somewhat concerned because most 

of Wal-Mart’s sales associates do not have any experience 
selling computers.

As such, Wal-Mart has contacted your group to help 
design the training program that will be used in all Wal-Mart 
locations. Specifically, the executives want you to determine 
the training needs, which is the first step in the training pro-
cess. Your group should describe the process you would use 
to determine these training needs. Assume that Wal-Mart 
and Dell will give you the resources necessary to implement 
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your process (i.e., access to employees, managers, etc.). 
Also, rely on your own experiences with purchasing and 
using personal computers to describe some of the training 
needs from a customer’s perspective.

You and Your Career

The beginning of this chapter distinguished between appro-
priate and inappropriate human resources and implied that 
employees should focus on demonstrating how they con-
tribute to the organization’s goals. The previous section sug-
gested that training can help employees improve their job 
skills. How might training influence whether your employer 
(or future employer) considers you an “appropriate” human 
resource? How might your view of the training process affect 
your performance as an employee?

Building Your Management  
Skills Portfolio

Your Management Skills Portfolio is a collection of activities 
specially designed to demonstrate your management knowl-
edge and skill. Be sure to save your work. Taking your printed 
portfolio to an employment interview could be helpful in 
obtaining a job.

The portfolio activity for this chapter is Designing a 
Human Resource Management Program at Room & Board. 
Study the information and complete the exercises that 
follow.52

Room & Board is a furniture retailer based in Minneapolis. 
Although the company operates only a limited number of 
locations, customers have flocked to Room & Board stores 
to purchase its sleek furniture. Because of customer demand, 
the company recently introduced an annual “catazine” and 
a website to fulfill online orders. As a result of the catazine’s 
and website’s success, a number of investors are encourag-
ing Room & Board’s founder, John Gabbert, to expand the 
store’s locations quickly.

Despite Room & Board’s success, Gabbert is somewhat 
concerned that a rapid expansion of the company will dam-
age the company’s human resources policies and procedures. 
Currently, the organization’s culture is excellent, and the rela-
tively flat organizational structure provides employees with 
high levels of authority and responsibility, which most find 

important. Moreover, the company encourages employees to 
work smarter, not harder, and to work only 40 hours per week.

Gabbert has asked you to provide an analysis of the 
human resources policies at Room & Board. In particular, he 
is interested in learning more about how growth will influence 
his small company’s human resource function. To help him 
better understand the situation, use the knowledge you have 
developed throughout this chapter to answer the questions.

 10-10. How will growth influence Room & Board’s recruit-
ment policies?

 10-11. How will growth influence Room & Board’s selection 
policies?

 10-12. How will growth influence Room & Board’s training 
policies?

 10-13. How will growth influence Room & Board’s perfor-
mance appraisal system?

 10-14. Write a job description for a sales associate position 
at Room & Board.

 MyManagementLab: Writing Exercises
If your instructor has assigned this activity, go to mymanagementlab.com for  
the following assignments:

Assisted Grading Questions
10-15. Review and describe the different types of tests that organizations might use  

in the selection process.
10-16. What are performance appraisals, and why are they important? Use an example 

from your life to illustrate either an effective or an ineffective performance 
appraisal.
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Changing Organizations
Stress, Conflict, and Virtuality

T A R G E T  S K I L L

Organizational Change Skill: the ability to modify an 
organization in order to enhance its contribution to 
reaching company goals

O B J E C T I V E S

To help build my organizational change skill, when studying this 
chapter, I will attempt to acquire:

1 Fundamental principles of changing an organization

2 Insights about factors to consider when changing an 
organization

3 An appreciation for the relationship between change and 
stress

4 Insights concerning how to handle conflict as a factor 
related to organizational change

5 Knowledge about virtuality as a vehicle for organizational 
change

MyManagementLab®

Go to mymanagementlab.com to complete the problems marked with this icon  .

 MyManagementLab: Learn It
If your instructor has assigned this activity, go to mymanagementlab.com before 
 studying this chapter to take the Chapter Warm-Up and see what you already know.
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Management thus determined that it was time to begin the 
switch to electronic health records. Such records could make 
health information easily available to the hospital’s profession-
als at the point of care, whether that was a doctor’s office or a 

How Huntington Hospital Introduced 
Electronic Health Records

Huntington Memorial Hospital, a 635-bed hospital located in Pasadena, California, 
has a mission expressed by the phrase “right care, right place, right time.” Fulfilling 
that mission requires highly qualified professionals with access to the most up-to-

date and accurate information on patients and treatment options. Huntington’s management 
realized that the traditional paper-based approach to record keeping did not adequately 
support that mission.

C H A L L E N G E  CA S E

patient’s bedside. It could help physicians manage the increas-
ing complexity of their work. Patient outcomes could improve, 
assuming the electronic records would give doctors faster access 
to lab results, imaging studies, and other documents.

Despite these advantages, the changeover from paper 
to electronic records can be a trying experience. Perhaps the 
highest hurdle is getting the professional staff members to 
adopt new ways of carrying out their work. Busy doctors, 
nurses, and therapists may not appreciate the added time re-
quired to learn a computer system. Working on a computer 
may feel especially awkward for those who have many years of 
experience using paper records.

Huntington’s administrators tackled the challenge by engag-
ing the doctors in the change process. They started by conduct-
ing a survey of the physicians to learn how they handled record 
keeping, what value they placed on existing technologies, and 
what challenges they faced with keeping records. Based on that 
feedback, the hospital determined that electronic medical re-
cords could offer physicians the most and the fastest advantages 
in the area of electronic prescription data. To choose a software 
vendor, Huntington invited doctors to participate in a “click-
off ” event in which they counted how many mouse clicks they 
needed to complete various tasks. This event helped Huntington 
select a program that the doctors would be most comfortable us-
ing while also engaging them in the change process.

Huntington contracted with a software company called 
Allscripts to develop its electronic health records system, which 
it named Huntington Health eConnect. The software is offered 
first to interested physicians in their practices as a pilot program. 
By starting first with the e-prescribing application, an application 
doctors can use to prescribe medicine to patients, the hospital 
eases the doctors into the use of computer technology. As each 
program gets up and running, it is expanded to other physicians.

One group of physicians that has embraced the program is 
the Huntington Medical Foundation (HMF), which brings to-
gether 60 physicians affiliated with Huntington Hospital. HMF 
was an early adopter of electronic medical records and uses the 
system to track physicians’ prescriptions, keep up with tests and 
procedures ordered, and transmit information to the hospital 
emergency room or to the specialists the patient is consulting. 
HMF’s chief executive officer credits the system for helping 
doctors reduce medication errors and improve patient care.1

Staff at Huntington Memorial Hospital keep and 
 access electronic health records to fulfill the hospital’s 
mission, “right care, right place, right time.”
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THE ORGANIZATIONAL CHANGE CHALLENGE
The Challenge Case illustrates the organizational change challenges that Huntington 
administrators must meet. Huntington administrators must constantly assess the 
condition of their organization and make appropriate organizational changes that 
enhance goal attainment. Recent changes at Huntington have focused on transitioning 
away from paper-based record keeping. Huntington administrators know, however, 
that the company will need to institute other types of changes in the future in order 
to maintain the company’s competitiveness. Managers who are faced with meeting 
organizational change challenges, such as those at Huntington, would find the 
major topics in this chapter useful and practical. These topics are (1) fundamentals 
of changing an organization, (2) factors to consider when changing an organization, 
(3) change and stress, (4) change and conflict, and (5) virtuality.

FUNDAMENTALS OF CHANGING  
AN ORGANIZATION
Thus far, the discussion in this “Organizing” section of the text has centered on the fundamentals 
of organizing; on authority, delegation, and responsibility; and on furnishing appropriate human 
resources for the organization. This chapter focuses on changing the organization.

Defining Changing an Organization

Changing an organization is the process of modifying an existing organization to increase orga-
nizational effectiveness—that is, the extent to which an organization accomplishes its objectives. 
These modifications can involve virtually any organizational segment, but they typically affect 
the lines of organizational authority, the levels of responsibility held by various organization 
members, and the established lines of organizational communication. Driven by new technology, 
expanding global opportunities, and the trend toward organizational streamlining, almost all 
modern organizations are changing in some way.2

The Importance of Change Most managers agree that if an organization is to 
thrive, it must change continually in response to significant developments in the environ-
ment, such as changing customer needs, technological breakthroughs, and new government 
regulations. The study of organizational change is extremely important because managers at all 
organizational levels are faced throughout their careers with the task of changing their organi-
zations. Managers who can determine appropriate changes and then implement such changes 
successfully enable their organizations to be more flexible and innovative.3 Because change is 
such a fundamental part of organizational existence, such managers are valuable to organiza-
tions of all kinds.4

Many managers consider change to be so critical to organizational success that they 
encourage employees to continually search for areas in which beneficial changes can be 
made. To take a classic example, General Motors has traditionally provided employees with 
a “think list” to encourage them to develop ideas for organizational change and to remind 
them that change is vital to the continued success of GM. The think list contains the following 
questions:5

1. Can a machine be used to do a better or faster job?
2. Can the fixture now in use be improved?
3. Can handling of materials for the machine be improved?
4. Can a special tool be used to combine the operations?
5. Can the quality of the part being produced be improved by changing the sequence of the 

operation?
6. Can the material used be cut or trimmed differently for greater economy or efficiency?
7. Can the operation be made safer?
8. Can paperwork regarding this job be eliminated?
9. Can established procedures be simplified?
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The recent changes at GM—brought about by its financial collapse, bankruptcy filing, and 
subsequent bailout by the U.S. government—demonstrate that organizations sometimes need to 
take radical steps to restructure, or “reengineer,” their operations in order to stay in business.6

Change Versus Stability

In addition to organizational change, some degree of stability is a prerequisite for long-term 
organizational success. Figure 11.1 presents a model developed by Hellriegel and Slocum that 
shows the relative importance of change and stability to organizational survival. Although these 
authors use the word adaptation in their model rather than change, the two terms are essentially 
synonymous.

The model stresses that organizational survival and growth are most probable when both 
stability and adaptation are high within the organization (number 3 on the model depicted 
in Figure 11.1). The organization without enough stability to complement change is at a defi-
nite disadvantage. When stability is low, the probability of organizational survival and growth 
declines. Change after change without regard for the essential role of stability typically results in 
confusion and employee stress.7

FACTORS TO CONSIDER WHEN 
CHANGING AN ORGANIZATION
How managers deal with the major factors that need to be considered when an organizational 
change is being made will largely determine the success of that change. The following factors 
should be considered whenever change is being contemplated: (1) the change agent, (2) deter-
mining what should be changed, (3) the kind of change to make, (4) individuals affected by the 
change, and (5) evaluation of the change.

Although the following sections discuss each of these factors individually, Figure 11.2 
makes the point that it is these factors’ collective influence that ultimately determines the success 
of a change.8

The Change Agent

Perhaps the most important factor that managers need to consider when changing an organiza-
tion is who will be the change agent—the individual inside or outside the organization who tries 
to modify the existing organizational situation.9 The change agent might be a self-designated 
manager within the organization or an outside consultant hired because of special expertise 
in a particular area. This individual might be responsible for making broad changes, such as 
altering the culture of the whole organization, or more narrow changes, such as designing and 

ADAPTATION

STABILITY

High

HighLow
Low

(1) (1) High death probability 
     (slow)
(2) High survival probability
(3) High survival and growth 
     probability
(4) Certainty of death (quick)
(5) Certainty of death (quick)

(2) (3)

(4) (5)

FIGURE 11.1
Adaptation, stability, 
and organizational survival
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implementing a new safety program or a new quality program.10 Although in some circum-
stances the change agent will not be a manager, the terms manager and change agent are used 
synonymously throughout this chapter.

Special skills are necessary to be successful as a change agent. Among them are the ability 
to determine how a change should be made, the skill to solve change-related problems, and the 
experience of using behavioral science tools to influence people appropriately during the change 
process.11 Perhaps the most overlooked skill of successful change agents, however, is the ability to 
determine how much change employees can withstand.12

Overall, managers should choose as change agents those employees who have the most 
expertise in all of these areas. A potentially beneficial change might not result in any advan-
tages for the organization if a person without expertise in these areas is designated as the 
change agent.

Determining What Should Be Changed

Another major factor managers need to consider is exactly what should be changed within the 
organization. In general, managers should make only those changes that will increase organiza-
tional effectiveness.

It has been generally accepted for many years that organizational effectiveness depends pri-
marily on activities centering around three classes of factors:

1. People
2. Structure
3. Technology

People factors are attitudes, leadership skills, communication skills, and all other charac-
teristics of the human resources within the organization; structural factors are organizational 
controls, such as policies and procedures; and technological factors are types of equipment or 
processes that assist organization members in the performance of their jobs.

For an organization to maximize its effectiveness, the appropriate people must be matched 
with the appropriate technology and the appropriate structure. Thus, people factors,  technological 
factors, and structural factors are not independent determinants of organizational effectiveness. 
Instead, as Figure 11.3 shows, organizational effectiveness is determined by the relationship 
among these three factors.

As an example of technological change, consider the situation faced by University Health 
System in San Antonio, Texas. The organization needed a data technology system that would 
allow clinical staff to operate more efficiently. Previously, staff at its University Hospital and 20 
off-site clinics had to manually input critical temperature data for refrigerated medications. With 
172 cold-storage facilities in the hospital alone, this hourly recording was not only subject to 
human error but also took valuable time away from patient care. By upgrading the organization’s 
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technology with special health-care software, University Health System was able to automate this 
process and many others, streamlining staff operations.13

The Kind of Change to Make

The kind of change to make is the third major factor that managers need to consider when they 
set out to change an organization. Most changes can be categorized as technological, structural, 
or people. Note that these three kinds of change correspond to the three main determinants of 
organizational effectiveness—each change is named for the determinant it emphasizes.

For example, technological change emphasizes modifying the level of technology in the man-
agement system. Because this kind of change so often involves outside experts and highly technical 
language, it is more profitable to discuss structural change and people change in detail in this text.

Structural Change Structural change emphasizes increasing organizational effective-
ness by changing the controls that influence organization members during the performance of 
their jobs. The following section further describes this approach and provides managers with 
insights regarding how to deal with structural change issues.

Describing Structural Change Structural change is change aimed at increas-
ing organizational effectiveness through modifications to the existing organizational structure. 
These modifications can take several forms:

1. Clarifying and defining jobs
2. Modifying organizational structure to fit the communication needs of the organization
3. Decentralizing the organization to reduce the cost of coordination, increase the controllabil-

ity of subunits, increase motivation, and gain greater flexibility

Although structural change must take into account people and technology in order to be 
successful, its primary focus is obviously on changing organizational structure. In general, man-
agers should choose to make structural changes within an organization if the information they 
have gathered indicates that the present structure is the main cause of organizational ineffective-
ness. The precise structural changes they choose to make will vary from situation to situation, of 
course. After changes to organizational structure have been made, management should conduct 
periodic reviews to make sure the changes are accomplishing their intended purposes.14

People Change Although successfully changing people factors necessarily involves some 
consideration of structure and technology, the primary emphasis is on people. The following 
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sections discuss people change and examine grid organization development, one commonly used 
means of changing organization members.

Describing People Change: Organization Development (OD) People 
change emphasizes increasing organizational effectiveness by changing certain characteristics of 
organization members such as their attitudes and leadership skills. In general, managers should 
attempt to make this kind of change when human resources are shown to be the main cause of 
organizational ineffectiveness.

The process of people change can be referred to as organization development (OD). 
Although OD focuses mainly on changing certain aspects of people, these changes are based on 
an overview of structure, technology, and all other organizational components.

Grid OD One traditionally used OD technique for changing people in organizations is 
called grid organization development (grid OD).15 The managerial grid, a theoretical model 
describing various managerial styles, is used as the foundation for grid OD. The managerial grid 
is based on the premise that various managerial styles can be described by means of two primary 
attitudes of the manager: concern for people and concern for production. Within this model, 
each attitude is placed on an axis, which is scaled 1 through 9 and is used to generate five mana-
gerial styles. Figure 11.4 shows the managerial grid, its five managerial styles, and the factors 
that characterize each of these styles.

THE IDEAL STYLE
The central theme of this managerial grid is that 9,9 management (as shown on the grid in 
Figure 11.4) is the ideal managerial style. Managers using this style have a high concern for both 
people and production. Managers using any other style have lesser degrees of concern for people 
or production and are thought to reduce organizational success accordingly. The purpose of grid 
OD is to change the thinking of organization managers so that they will adopt the 9,9 manage-
ment style.

CONCERN FOR PRODUCTION

1,1 MANAGEMENT
Exertion of minimum 
effort to get required
work done is appropriate
to sustain organization
membership

9,1 MANAGEMENT
Efficiency in operations
results from arranging
conditions of work in
such a way that human
elements interfere to a 
minimum degree

1,9 MANAGEMENT
Thoughtful attention to
needs of people for satisfying
relationships leads to a
comfortable, friendly
organization atmosphere
and work tempo

9,9 MANAGEMENT
Work accomplishment is
from committed people;
interdependence through
a “common stake” in
organization purpose
leads to relationships of
trust and respect
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MAIN TRAINING PHASES
How is a grid OD program conducted? The program has six main training phases that are used 
with all managers within the organization. The first two phases focus on acquainting managers 
with the managerial grid concept and assisting them in determining which managerial style they 
most commonly use. The last four phases of the grid OD program concentrate on encouraging 
managers to adopt the 9,9 management style and showing them how to use this style within their 
specific job situations. Emphasis throughout the program is on developing teamwork within the 
organization.

Some evidence suggests that grid OD is effective in enhancing profit, positively changing 
managerial behavior, and positively influencing managerial attitudes and values.16 However, grid 
OD will have to undergo more rigorous testing for an extended period of time before conclusive 
statements can be made about it.

The Status of Organization Development If the entire OD area is taken into 
consideration, changes that emphasize both people and the organization as a whole seem to have 
inherent strength. However, several commonly voiced weaknesses of OD efforts include the 
following:17

1. The effectiveness of an OD program is difficult to evaluate.
2. OD programs are generally too time-consuming.
3. OD objectives are commonly too vague.
4. The total costs of an OD program are difficult to gauge at the time the program starts.
5. OD programs are generally too expensive.

These weaknesses, however, should not eliminate OD from consideration but should instead 
indicate areas to perfect within it. Managers can improve the quality of their OD efforts by doing 
the following:18

1. Systematically tailoring OD programs to meet the specific needs of the organization
2. Continually demonstrating exactly how people should change their behavior
3. Conscientiously changing organizational reward systems so that organization members who 

change their behavior in ways suggested by the OD program are rewarded

Managers have been employing OD techniques for several decades, and broad and use-
ful applications of these techniques continue to be documented in more recent management 
literature.19 OD techniques are currently being applied not only to business organizations but 
also to many other types of organizations, such as religious organizations. Moreover, OD applica-
tions are being documented throughout the world, with use being reported in countries such as 
Hungary, Poland, and the United Kingdom.20

Individuals Affected by the 
Change

A fourth major factor to be considered by managers when 
changing an organization is the people who will be affected 
by the change. A good assessment of what to change and 
how to make the change will be wasted if organization 
members do not support the change. To increase the likeli-
hood of employee support, managers should be aware of the 
typical employee resistance to change and how this resis-
tance can be reduced.

Resistance to Change Resistance to change within 
an organization is as common as the need for change. After 
managers decide to make an organizational change, they 
typically meet with employee resistance that is targeted at 
preventing that change from occurring.21 The source of this 

Fear often causes employees 
to resist change.
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resistance from organization members is their fear of personal loss, such as a reduction in personal 
prestige, a disturbance of established social and working relationships, and personal failure because 
of their inability to carry out new job responsibilities.22

Reducing Resistance to Change To ensure the success of needed modifications, 
managers must be able to reduce the effects of the resistance that typically accompanies proposed 
change.23 Resistance can usually be reduced by following these guidelines:24

1. Avoid surprises—People need time to evaluate a proposed change before management im-
plements that change. Unless they are given time to evaluate and understand how the change 
will affect them, employees are likely to be automatically opposed to it. Whenever possible, 
therefore, individuals who will be affected by a change should be informed of the kind of 
change being considered and the probability that it will be adopted.

2. Promote genuine understanding—When fear of personal loss related to a proposed change 
is reduced, opposition to the change is also reduced. Most managers find ensuring that orga-
nization members thoroughly understand a proposed change is a major step in reducing this 
fear. Understanding may even generate enthusiastic support for the change if such under-
standing leads employees to focus on the individual gains that could materialize as a result 
of the change. People should be given information that will help them answer the following 
change-related questions they invariably will have:

Will I lose my job?
Will my old skills become obsolete?
Am I capable of producing effectively under the new system?
Will my power and prestige decline?
Will I be given more responsibility than I care to assume?
Will I have to work longer hours?
Will it force me to betray or desert my good friends?

3. Set the stage for change—Perhaps the most powerful tool for reducing resistance to change 
is management’s positive attitude toward the change. This attitude should be displayed 
openly by top and middle management as well as by lower management. In essence, man-
agement should convey that change is one of the basic prerequisites for a successful organi-
zation. Management should also strive to encourage change for increasing organizational 
effectiveness rather than for the sake of trying something new.

Storytelling—the sharing of anecdotes or personal narratives to create emotional con-
nections among work groups—is a useful communication technique that can help set the 
stage for organizational change. By breaking down barriers and resistance to change, sto-
rytelling also enables management to honor organizational traditions of the past and helps 
employees accept new ways of doing things.25

To encourage employees to have a positive attitude toward change, some portion of or-
ganizational rewards should be earmarked for those organization members who are most 
instrumental in implementing constructive change.

4. Make the change tentative—Resistance to change can also be reduced if the changes are 
made on a tentative basis. This approach establishes a trial period during which organiza-
tion members spend some time incorporating a proposed change into their work before 
voicing support or nonsupport of it. Tentative change is based on the assumption that a trial 
period during which organization members incorporate a change is the best way of reducing 
employees’ fears of personal loss. Judson has summarized the benefits of using the tentative 
approach:

Employees affected by the change are able to consider their reactions to the new situa-
tion before committing themselves irrevocably to it.
Those who will work with the change are able to acquire more facts on which to base their 
attitudes toward the change.
Those who had strong preconceptions about the change are in a better position to assess it 
with objectivity. Consequently, they may review and modify some of their preconceptions.
Those involved are less likely to regard the change as a threat.
Management is better able to evaluate the method of change and make any necessary 
modifications before carrying it out more fully.26
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Evaluation of the Change

As with all other managerial actions, managers should spend time evaluating the changes they 
want to make. The purpose of this evaluation is not only to gain insight into how the change it-
self might be modified to further increase its organizational effectiveness, but also to determine 
whether the steps taken to make the change should be modified to increase organizational effec-
tiveness the next time those steps are used.

According to Margulies and Wallace, making this evaluation may be difficult because the 
data from individual change programs may be unreliable.28 Nevertheless, managers must do 
their best to evaluate the desired change in order to increase the benefits the organization will 
gain from the change.29

Evaluation of change often involves watching for signs that indicate further change is 
 necessary. For example, if organization members continue to be oriented more to the past than to 
the future, if they adhere to the obligations of rituals more readily than they do to the  challenges 
of current problems, or if they pay greater allegiance to departmental goals than to overall com-
pany objectives, the probability is high that further change is necessary.

A word of caution is needed at this point. Although signs such as those listed in the preced-
ing paragraph generally indicate that further change is warranted, the decision to make additional 
changes should not be made solely on that basis. More objective information should be considered. 
In general, additional change is justified if that change will accomplish goals like increasing profit-
ability, raising job satisfaction, or contributing to the general welfare of society. Increasing customer 
satisfaction with products is also a commonly cited goal for initiating added organizational change.30

CHANGE AND STRESS
Whenever managers implement changes, they should be concerned about the stress the changes 
may be creating. If the stress is significant enough, it may well cancel out the improvement that 
was anticipated from the change. In fact, stress could result in the organization being less effec-
tive than it was before the change was implemented. This section defines stress and discusses the 
importance of studying and managing it.

Defining Stress

The bodily strain that an individual experiences as a result of coping with some environmen-
tal factor is stress.31 Hans Selye, an early authority on this subject, said stress constitutes the 
factors resulting in wear and tear on the body. In organizations, this wear and tear is caused 

to use. Rather than struggle to learn the system and 
wait for the bugs to be fixed, many representatives just 
stopped selling for Avon. Because Avon’s salespeople are 
not employees, the available methods for overcoming 
resistance were to provide help with using the new sys-
tem and to recruit new salespeople who were willing to 
learn the new system. Instead, the company abandoned 
plans to roll out the system worldwide, and its managers 
decided to find other ways to upgrade its order manage-
ment system.27

For a multinational corporation, rolling out a change 
worldwide is extremely complex, and the problems 

of resistance multiply. One way to make such a change 
is to try out the change in just one country and then 
apply the lessons learned from the experience when 
making the change elsewhere. This is what Avon did 
when it introduced a new software system for manag-
ing orders. The beauty products company launched the 
system in Canada, intending to gradually expand it to 
the global salesforce.

The resistance was immediate. Avon representatives, 
who work independently, found the new system hard 

Try Out Change in One Country First: Avon’s Experience

Tips for Managing around the Globe
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primarily by the body’s subconscious mobilization of energy 
whenever an individual is confronted with new organizational 
or work demands.32

The Importance of Studying 
Stress

The study of stress is important for several reasons:33

 Stress can have damaging psychological and physiological 
effects on employees’ health and on their contributions to 
organizational effectiveness. It can cause heart disease and 
also prevent employees from concentrating or making de-
cisions. Increased levels of stress have also been associated 
with adverse effects on family relationships,34 decreased 
productivity in the workplace, and increased psychiatric 
symptoms.35

Stress is a major cause of employee absenteeism and turnover. Certainly, such factors severely 
limit the potential success of an organization.
A stressed employee can affect the safety of other workers or even the public.
Stress represents a significant cost to organizations. Some estimates put the cost of 
 stress-related problems in the United States at $150 billion a year. For example, many 
 organizations spend a great deal of money treating stress-related employee problems 
through medical programs, and they must also absorb expensive legal fees when handling 
stress-related lawsuits.

Managing Stress in Organizations

Because stress is felt by virtually all employees in all organizations, insights about managing 
stress are valuable to all managers. This section is centers on the assumption that to appropriately 
manage employees’ stress in organizations, managers must understand how stress influences 
worker performance, identify where unhealthy stress exists in organizations, and help employees 
handle stress.

Understanding How Stress Influences Worker Performance To deal 
with stress among employees, managers must understand the relationship between the amount 
of stress felt by a worker and the worker’s performance. This relationship is shown in Figure 11.5. 
Note that extremely high and extremely low levels of stress tend to have negative effects on 
 production. Also note that although increasing stress tends to bolster worker performance up to 
a point (Point A in the figure), when the level of stress increases beyond that point, worker per-
formance will begin to deteriorate.

The strain of coping with 
heavy work demands causes 
stress-related wear and tear 
on the body.
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In sum, a certain amount of stress among employees is generally considered to be advanta-
geous for an organization because it tends to increase production. However, employees experi-
encing too much or too little stress is generally disadvantageous for the organization because it 
tends to decrease production.

Identifying Unhealthy Stress in Organizations Once managers under-
stand the impact of stress on performance, they must identify where stress exists within the 
 organization.37 After areas of stress have been pinpointed, managers must then determine 
whether the stress is at an appropriate level or is too high or too low. Because most stress-related 
organizational problems result from too much stress rather than too little, the remainder of this 
section focuses on how to relieve undesirably high levels of stress.

Managers often find it difficult to identify the people in the organization who are experienc-
ing detrimentally high levels of stress. This difficulty comes about partly because people respond 
to high stress levels in different ways and partly because physiological reactions to stress—such as 
high blood pressure, a pounding heart, and gastrointestinal disorders—are hard, if not impossible, 
for managers to observe and monitor.

Nevertheless, managers can learn to recognize several observable signs of undesirably high 
stress levels:38

Constant fatigue
Low energy
Moodiness
Increased aggression
Excessive use of alcohol
Temper outbursts
Compulsive eating
High levels of anxiety
Chronic worrying

A manager who observes one or more of these signs in employees should investigate to 
determine whether those exhibiting the signs are indeed under too much stress. If so, the man-
ager should try to help those employees handle their stress or should attempt to reduce stressors 
in the organization.39

Helping Employees Handle Stress A stressor is an environmental demand 
that causes people to feel stress. Stressors are common in situations where individuals are 

 Build ties to people who offer support and encour-
agement. Get coaching or training in how to handle 
stressful situations.

 Keep a positive attitude. For example, when notic-
ing a faster heartbeat and sweaty palms in a new 
 situation, think of them as signs of the excitement 
and energy of an important challenge, not as signs of 
fear in the face of a threat.

Experts on stress management and successful man-
agers realize that stress is a normal part of life 

and can even help us learn and motivate us to make 
changes for the better. Here are some of their ideas for 
making stress a positive force in the lives of managers 
and their employees:36

 Look for meaning in your work. Define what you do 
in terms of the benefits you provide to others. Use 
this perspective when talking to employees about the 
importance of what they do.

Managing Stress

Steps for Success



252 PART 4 Organizing

confronted by circumstances in which their usual behaviors are inappropriate or insufficient and 
where negative consequences are associated with the failure to deal properly with the situation. 
Organizational change characterized by continual layoffs or firings is an obvious stressor, but 
many other factors related to organizational policies, structure, physical conditions, and pro-
cesses can also act as stressors.40

A recent study identified workplace bullying as a stressor in the work lives of doctors in India 
and Malaysia. Workplace bullying refers to individuals being isolated or excluded socially and 
having their work efforts devalued. According to study results, workplace bullying is frequently 
experienced by junior doctors and leads to reduced job satisfaction, depression and anxiety, sick-
ness, and absence. Although this stressor may lead to positive outcomes, such as doctors feeling 
challenged and thereby increasing their productivity, this stressor might also lead to undesirable 
consequences like doctors having low morale and poor work performance, which can negatively 
affect patient care. Because workplace bullying is generally seen as having a negative effect on 
doctors, countries such as England, Sweden, Norway, and Finland have implemented programs 
to eliminate workplace bullying.

 MyManagementLab: Watch It, Organizational Change
If your instructor has assigned this activity, go to mymanagementlab.com to watch  
a video case about bullying at work and answer the questions.

Stress is seldom significantly reduced until the stressors causing it have been coped with sat-
isfactorily or withdrawn from the environment. For example, if too much organizational change 
is causing undesirably high levels of stress, management may be able to reduce that stress by 
improving organizational training aimed at preparing workers to deal with job demands result-
ing from the change. Management might also choose to reduce such stress by refraining from 
making further organizational changes for a while.41

Management can also adopt several strategies to help prevent the initial development of 
unwanted stressors in their organizations. Four such strategies follow:42

1. Create an organizational climate that is supportive of individuals—Organizations com-
monly evolve into large bureaucracies with formal, inflexible, impersonal climates. This 
environment leads to considerable job stress. Making the organizational environment less 
formal and more supportive of employee needs will help prevent the development of un-
wanted organizational stressors.

2. The implementation of stress management courses—Recent research has demonstrated 
that employees who participated in a stress management course were less depressed than 
employees who did not participate in the stress management course.43 The stress manage-
ment course involved a group session in which educational materials about coping strate-
gies and stress prevention were presented. An additional part of the stress management 
course involved teaching employees about the benefits of relaxation. Those employees who 
participated in the stress management course demonstrated a significant reduction in their 
depressive symptoms. Clearly, the implementation of a stress management course would be 
beneficial for the workplace.

3. Make jobs interesting—Routine jobs that do not allow employees some degree of free-
dom  often result in undesirable employee stress. A management focus on making jobs as 
 interesting as possible should help prevent the development of stressors related to routine, 
boring jobs.

4. Design and operate career counseling programs—Employees often experience consid-
erable stress when they do not know what their next career step might be or when they 
might realistically be able to take it. If management can show employees that next step and 
when it can realistically be achieved, it will discourage unwanted organizational stressors in 
this area.

IBM is an example of a company that for many years has focused on career planning for its 
employees as a vehicle for reducing employee stress.44 IBM has a corporation-wide program to 
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encourage supervisors to annually conduct voluntary career planning sessions with employees 
that result in one-page career action plans. Thus, IBM employees have a clear idea of where their 
careers are headed.

CHANGE AND CONFLICT45

Defining Conflict

Managers often encounter conflict as a result of planning and making organizational changes. 
As used here, conflict is defined as a struggle that results from opposing needs or feelings of 
two or more people. In the case of organizational change, conflict generally results from manag-
ers making changes that threaten employees or create competing views between employees and 
managers concerning when, how, or if a particular organizational change should be made. Note, 
however, that conflict sometimes results in a positive outcome for the organization. For example, 
a manager in conflict with a subordinate regarding how the subordinate’s job will change might 
garner good suggestions from the subordinate regarding how to improve the planned change. 
On the other hand, conflict sometimes results in a negative outcome for the organization. For 
example, the situation regarding conflict between manager and subordinate could destroy their 
work relationship and frustrate the employee to the point where he or she, in order to get back at 
the manager, finds ways to sabotage the success of the planned change.

Strategies for Settling Conflict

Fortunately for managers, several useful techniques are available for handling conflict. These 
techniques, depicted in Figure 11.6, include compromising, avoiding, forcing, and resolving. Each 
of these techniques is discussed in the following sections.

Compromising One conflict management strategy a manager can use is to compromise, 
which means the parties to the conflict settle on a solution that gives both of them part of what 
they wanted. Neither the manager nor the employees get exactly what they initially wanted. 
Instead, all parties agree to an organizational change that they presumably can accept.

Managers who choose to compromise generally feel that a solution completely acceptable 
to everyone would be difficult to reach and that they would rather not force someone to accept 
a completely unwanted choice. Compromise is generally appropriate to adopt as a conflict man-
agement technique if a planned change is relatively minor and the time in which to make the 
organizational change is somewhat limited.

Kelleher’s view of his company as being at war with its 
larger competitors. He expressed the company’s mis-
sion in terms that united his people in a cause where 
conflict (with competitors) was highly motivating. 
Southwest’s attitude toward conflict also is connected 
to its business strategy. Southwest’s low-cost, high-
efficiency strategy requires problem solving through 
innovation and close cooperation. When the company 
hires, it looks for individuals who demonstrate skill in 
respectfully sorting out conflicts with others.46

Experts including executive coach Judith Glaser and 
recruiting executive Theodore Dysart say that suc-

cessful managers do not run from conflict. Rather, they 
recognize when conflict may be a positive force and 
know how to handle it constructively. Some companies 
openly acknowledge the importance of these skills.

An example is Southwest Airlines. In training 
its managers, Southwest instructs them in how to 
encourage employees to debate ideas forcefully but 
respectfully. This value arose in part from founder Herb 

Southwest Airlines Embraces Positive Conflict

Practical Challenge: Managing Conflict
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When organizational change 
results in conflict and man-
agers settle it wisely, it can 
have a positive impact on the 
organization.

Avoiding Some managers use the avoiding technique as means to manage conflict. 
Avoiding is a conflict management technique whereby managers simply ignore the conflict. 
For example, if a sales manager finds that individuals in the human resources department are a 
continual source of conflict because they are inflexible and resist proposed changes, the manager 
might choose to avoid dealing with the department. The manager can opt to propose and imple-
ment desirable changes by dealing with others in the organization besides the human resource 
personnel.

This strategy makes sense if you assume that all conflict is bad. If you successfully avoid 
all conflicts, the work environment might seem positive on the surface. However, managers do 
often disagree with others in the organization, and sometimes people with opposing, conflicting 
viewpoints have important ideas to share. Managers should thus be selective in avoiding conflict. 
The avoiding technique is perhaps most appropriate when the potential conflict will not limit 
organizational goal attainment.

The avoiding technique should also be assessed in relation to the high level of workforce 
diversity that exists in most modern organizations. An employee’s point of view can often seem 
puzzling, irritating, or completely incorrect to a manager if the employee is of another race, age, 
or sex. Managers must work hard to understand people who are different and must give equal 
attention to the views of all employees, not just those the manager easily understands. Pretending 
that everyone views a situation the same way is inappropriate and may give some employees the 
belief that their manager is discriminating against them.

Managers must keep in mind that people from many non-Western cultures believe it is  
best to avoid conflicts, and they thus place a higher value on harmony than on confronta-
tion. Employees with such values are less likely than employees from Western cultures to 
become involved in conflict with a manager regarding an organizational change that is being   

implemented. To make sure that organizational change is designed  
and implemented most effectively and efficiently, a manager must 

ensure that employees know he or she wants to be informed of all 
 employees’ thoughts about how to improve organizational change.

Forcing Rather than avoid conflict, a manager may try 
a more direct approach to manage conflict. Forcing is a 

 technique for managing conflict in which managers use 
their authority to declare that conflict is ended. In essence, 
managers can declare this because they have the author-
ity to do so. For example, assume that a worker complains 
to a manager that a recently changed and implemented 
 procedure is unfair because the procedure does not al-
low the worker a fair share of overtime hours. Managers 
can force the acceptance of a change simply by declar-
ing, “I make the assignments, and your job is to do what 
you’re told.”
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The management of work teams also illustrates how managers can force an end to conflict. 
For example, assume that a manager is leading his employees in a project to reduce the time 
needed to deliver a product and that because of conflict within the team regarding what change 
should be made and how it should be made, the team is virtually deadlocked about what to do. 
In such situations, managers may simply force or dictate what organizational change needs to be 
made and how it should be made.

Forcing a solution is a relatively fast way to manage a conflict, and it may be the best 
approach in an emergency. However, forcing a solution can frustrate employees, and this frustra-
tion might lead to future management–employee conflict.

Resolving Perhaps the most direct—and sometimes the most difficult—way to manage 
conflict is to work out the difference(s) between managers and employees. This conflict manage-
ment strategy is called resolving. The manager initiates this technique by pinpointing differences 
related to organizational change that exist between managers and employees. Pinpointing these 
differences requires managers and employees to listen to others’ viewpoints in a sincere effort 
to understand rather than to argue. Next, managers and employees should identify the issues 
on which they agree and the ways they can both benefit from implementing the change. Both 
management and employees should examine their own thoughts honestly and carefully to reach 
a mutually agreed-upon change-related strategy.

Resolving is based on an assumption about the conflict that is somewhat different from the 
assumptions of other strategies for conflict management. The other techniques tend to assume 
managers and employees are in a win–lose conflict. In other words, the outcome of the conflict 
will be that one side wins (achieves a desired outcome) and the other side loses (does not achieve 
a desired outcome). In contrast, resolving assumes that many conflicts are win–win conflicts, in 
which the resolution can leave both management and employees achieving desirable outcomes 
and, correspondingly, can help the organization maximize organizational success.

 MyManagementLab: Try It, Change
If your instructor has assigned this activity, go to mymanagementlab.com to try  
a simulation exercise about a consumer goods business.

VIRTUALITY
One specific, commonplace type of organizational change being made in modern organizations 
throughout the world is the trend toward “virtuality.” Because this trend is significant and is 
expected to grow in use even more in the future, this section focuses on it by defining a virtual 
organization, discussing degrees of virtuality in organizations, and describing the virtual office.47

Defining a Virtual Organization

Overall, a virtual organization has the essence of a traditional organization but lacks some 
aspect of traditional boundaries and structure.48 Virtual organizations are also referred to as 
network organizations or modular corporations.49 In essence, managers extend beyond traditional 
boundaries and structure for the good of the organization by using developments in information 
technology. Perhaps the most prominent of these developments are the Internet and hardware 
and software tools that enable managers to go beyond traditional boundaries and structure more 
easily.50 Both large and small organizations can have virtual aspects.51

Degrees of Virtuality

Organizations can vary drastically in terms of their degrees of virtuality. Perhaps the company 
exhibiting the most extensive degree is known as the virtual corporation, an organization 
that extends significantly beyond the boundaries and structure of a traditional organization by 
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comprehensively “tying together” its stakeholders—employees, suppliers, and customers—via an 
elaborate system of e-mail and other Internet-related vehicles such as videoconferencing. This 
tying together allows all stakeholders to communicate and participate in helping the organization  
become more successful.

On the other hand, some organizations have much lesser degrees of virtuality. For example, 
some organizations limit their virtuality to virtual teams, groups of employees formed by man-
agers that extend beyond the boundaries and structure of traditional teams in that members in 
geographically dispersed locations “meet” via real-time messaging on an intranet or the Internet 
to discuss special or unanticipated organizational problems.52 As another example, organiza-
tions may limit their virtuality to virtual training, a training process that extends beyond the 
boundaries and structure of traditional training. Such training does so by, for example, instruct-
ing employees via Internet-assisted learning materials.53 The following sections discuss virtual 
offices, a popular type of virtuality being introduced into many organizations.

The Virtual Office

An exciting component of organization virtuality is the virtual office.54 The following sections 
discuss the definition of the term, various reasons for establishing a virtual office, and challenges 
of managing a virtual office.

Defining a Virtual Office A virtual office is a work arrangement that extends beyond 
the structure and boundaries of the traditional office arrangement. Specifics of the  arrangements 
vary from organization to organization but can be conceptualized using the alternative work 
 arrangements continuum shown in Figure 11.7. This continuum is based on the degree of 
worker mobility present within a particular virtual office, ranging from “occasional telecom-
muting” to “fully mobile.” The definitions of the alternative work arrangements shown on the 
continuum follow.

OCCASIONAL TELECOMMUTING
Workers have fixed, traditional offices and work schedules but occasionally work at home. In this 
situation, most are traditional workers in traditional office situations.

HOTELING
Workers come into the traditional office frequently, but because they are not always physically 
present, they are not allocated permanent office space. Instead, in advance of their arrival, these 
workers reserve a room or cubicle, sometimes called a “hotel room,” where they can receive and 
return telephone calls and link into a computer network.

TETHERED IN OFFICE
“Tethered” workers have some mobility but are expected to report in to the office on a regular 
basis. As an example, some tethered workers are expected to be at the office in the morning to 
each receive a cellular phone and a portable computer. Each worker returns the equipment to the 
office in the afternoon, sometimes accompanied by a meeting or progress report for the workday.

HOME-BASED, SOME MOBILITY
A home-based worker has no traditional office. The work space of this type of worker could be 
a kitchen table or a bedroom desk. A home-based worker may visit customers or go outside the 
home occasionally, but his or her work is mainly done via the telephone or computer inside the 

Occasional
telecommuting Hoteling Tethered in

office
Home-based,
some mobility Fully mobile

FIGURE 11.7 Continuum of alternative work arrangements
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home. Some companies support home-based workers by leasing office furniture, providing com-
puters, and procuring high-speed phone lines.

FULLY MOBILE
A worker who is fully mobile works out of a car. In essence, the car is an office containing equip-
ment such as a cellular phone, portable computer, and fax machine. This type of worker, typically 
field sales representatives or customer service specialists, is expected to be on the road or at work 
areas such as customer locations during the entire workday.

Reasons for Establishing a Virtual Office Managers design and implement 
virtual offices for many different reasons. Cost reduction, usually in the areas of real estate or 
rental costs, is the most commonly cited reason. Traditional office space needed for an organiza-
tion can be reduced by more than 50 percent by using virtual offices. Managers also use virtual 
offices to increase productivity. The history of some organizations shows that people work faster 
and are interrupted less when working at home. Third, firms establish virtual offices as part of re-
designing jobs to make employees more effective and efficient. For example, some organizations 
need to reduce the amount of time taken to address customer problems. Some managers meet 
this need by establishing fully mobile customer service employees. According to this rationale, 
fully mobile customer service employees have a better chance of quickly arriving at customer 
locations than do customer service employees in traditional offices and thereby have a better 
chance of solving problems quickly.

Challenges of Managing a Virtual Office Undoubtedly, managers face many 
new and different challenges when using the virtual office concept. For example, virtual offices 
make it more difficult to create a desired corporate culture. For employees, traditional offices 
represent a place for familiarity to develop among fellow workers and allow socialization in a 
purposefully designed corporate culture. Due simply to their lack of proximity, employees work-
ing in virtual offices are more difficult for managers to integrate into the fabric of the organiza-
tional culture. Another management challenge to using virtual offices is that such offices make it 
more difficult for managers to supervise these workers. An individual’s presence in a traditional 
office can give a manager constant feedback throughout the day concerning the worker’s com-
mitment and performance, whereas doing so in a virtual office situation is nearly impossible. 
Last, virtual offices make communication more difficult. Planned or unplanned face-to-face 
communication that takes place in a traditional office is essentially nonexistent in a virtual office. 
As a result, management may experience more difficulty gathering information that is relevant to 
employee attitudes and work concerns.

The information in this chapter furnishes several 
insights into how Huntington Memorial Hospital’s 
administrators should reach decisions about enact-

ing a change at the hospital. Such administrators should 
evaluate the change in relation to the degree that it better 
enables the hospital to fulfill its mission. Administrators 
should focus only on making changes that help the hospi-
tal to better accomplish its mission. If the hospital wants 
continued success over the long run, major changes will 
have to be made many times. In fact, appropriate change 

is so important to an organization that the administrators 
might want to consider initiating a program to encour-
age employees to submit their ideas on a continuing basis 
regarding how the hospital could continue to improve its 
performance. When considering possible changes, how-
ever, the administrators need to remember that some level 
of stability is also necessary if the hospital is to survive and 
serve the community over the long term.

In the Challenge Case, it was clear that there needed to be 
change agents in Huntington’s administration. Given the impact 

CHALLENGE CASE SUMMARY
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understand the change. In fact, the hospital has offered extensive 
training and has involved doctors in the evaluation process. 
Huntington’s administrators also could present a positive attitude 
about the change. If resistance is strong, administrators could 
say that the proposed change will be tentative until it is fully 
evaluated.

All changes at Huntington Hospital need to be evaluated 
after implementation to learn whether further organizational 
change is necessary and whether the change process used might 
be improved for the future. For example, the hospital could col-
lect data on doctors’ satisfaction, treatment costs, and patient 
outcomes to measure whether the system is improving financial 
performance and patients’ health. If not, further changes to the 
system might be necessary.

Huntington should be careful not to create too much stress 
in other organization members as a result of planned change. 
Such stress could be significant enough to eliminate any planned 
improvement at the hospital and could eventually result in em-
ployees having physical symptoms and the inability to make 
sound decisions. These stress impacts are especially detrimental 
in caregiving situations such as a hospital.

Although some additional stress on employees as a result of 
changes might improve the organization’s effectiveness, too much 
stress could have a negative impact on the care given to patients. 
Signs to look for include constant fatigue, increased aggression, 
temper outbursts, and chronic worrying.

If Huntington’s administrators determine that undesirably 
high levels of stress have resulted from implementing the elec-
tronic medical records, they should try to reduce the stress. They 
may be able to do so through training programs aimed at better 
equipping employees to execute the new job demands, or they 
may simply decide to slow the implementation rate of the change.

It would probably be wise for Huntington to take action to 
prevent unwanted, damaging stressors from developing as a result 
of planned change. To do so, the hospital could ensure that its 
organizational climate is supportive of individual needs and that 
jobs resulting from the planned change are as effective and as 
interesting as possible.

The administrators also should keep in mind that conflict is 
a usual by-product of planning and implementing organizational 
change. In handling this conflict, the administrators can com-
promise (settle on a modified solution that reflects a change in 
the ideas of all conflicting parties but that all parties find accept-
able), avoid (pretend that no conflict exists), force (demand that a 
change be made), or resolve (confront the problems causing the 
conflict and resolve them).

The introduction of electronic medical records is intended to 
improve both patient care outcomes and efficiency in the delivery 
of care. Sharing electronic information online also opens up the 
possibility of making use of virtual work arrangements. It is un-
likely that the hospital would become a virtual corporation, but it 
could establish virtual teams.

Huntington could choose among various options to have a 
virtual dimension. For example, it could set up a virtual office in 
which the billing department employees telecommute. Other op-
tions for a virtual office include workers “hoteling,” being tethered 
in the office, being home-based with some mobility, or being fully 

of electronic health records on all levels of the organization, in-
cluding its physicians, it was important that change agents existed 
at the highest as well as at the lower levels of the administration. 
These individuals needed to evaluate the overall advantages and 
disadvantages of converting each part of the paper-based record-
keeping system to an electronic record-keeping system and then 
to actually making the changes if advisable. Like the administra-
tors in the case, change agents must recognize that people affected 
by organizational change, like the physicians, should be involved 
in helping to make needed changes. Such involvement will help to 
lower the resistance to proposed changes and increase the com-
mitment to making the changes work.

In general, change agents must be able to use behavioral sci-
ence tools to influence organization members during the imple-
mentation of a planned change. For example, they must determine 
how much change an organization’s employees can withstand and 
perhaps implement each change gradually so that employees will 
not be overwhelmed. Huntington seemed to address these issues 
by identifying an appropriate type of electronic record to start 
with and by phasing in the system gradually. Overall, the ability to 
use behavioral science tools will help the change agent succeed in 
implementing needed change at an organization.

Huntington’s administrators can make many different types 
of changes. They can change technological factors, people factors, 
and structural factors to increase the organization’s effectiveness. 
Huntington’s record-keeping decisions discussed in the Challenge 
Case emphasized technological factors, but these decisions often 
have an impact on people and structure as well. For example, the 
hospital needs people to work with the software vendor and prob-
ably will need an information technology staff with the skill to 
keep the system working on a day-to-day basis. It will have to con-
tinue making training available as new people come on board and 
need to learn how to use the system. If the paper system was less 
efficient than the electronic one is, that implies there were people 
whose jobs involved managing the paper and moving it from 
place to place. If so, the hospital may need to eliminate such jobs 
in the future, and those who do manage the new flow of informa-
tion may require a different, perhaps more advanced, set of skills.

The complete changeover from paper to electronic medical 
records could radically change how the hospital carries out its 
mission. As a result, Huntington may find it useful to implement 
organization development (OD) to spur the people change that 
will be required. Alternatively, Huntington may use grid OD to 
modify management styles. Of course, the hospital could use both 
of these techniques to train the managers needed to ensure the 
organizational change succeeds.

Huntington’s administrators realize that even though they 
may formulate structural change that would benefit the organiza-
tion, any attempt to implement this change could prove unsuc-
cessful if the implementation does not appropriately consider 
the people affected by the change. For example, creating a new 
department to coordinate electronic patient record keeping might 
cause doctors and their staff to worry that using electronic records 
may interfere with their ability to deliver patient care in the ways 
they did in the past. As a result, they may subtly resist the change.

To overcome such resistance, Huntington could use strate-
gies such as giving employees enough time to fully evaluate and 
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workers would be an important step in integrating these workers 
into the culture and maintaining their continued presence. To 
create this communication, Huntington’s administrators could 
take steps that include establishing regular communication times 
with virtual workers, publishing an online newsletter aimed at 
helping the virtual workers deal with their precise problems, and 
having regular social events where virtual workers could meet 
and interact with one another and with the hospital’s on-location 
employees.

mobile. The rational for establishing this type of virtual office 
probably would include cost savings in rent and enhanced worker 
productivity.

As with any type of change, establishing a virtual dimension 
at Huntington Hospital would include a number of important 
challenges that would need to be overcome. Perhaps the most 
significant challenge would be appropriately integrating virtual 
employees into the hospital’s organizational culture. Building 
good communication among Huntington’s managers and virtual 

 MyManagementLab: Assessing Your Management Skill
If your instructor has assigned this activity, go to mymanagementlab.com and decide 
what advice you would give a Huntington Hospital manager.

DEVELOPING MANAGEMENT SKILL This section is specially designed to help you 
develop organizational change skills. An individual’s organizational change skill is based 
on an understanding of organizational change concepts and on the ability to apply 
those concepts in management situations. The following activities are designed both to 
heighten your understanding of organizational change fundamentals and to develop your 
ability to apply those concepts in various management situations.

CLASS PREPARATION AND PERSONAL STUDY
To help you prepare for class, perform the activities outlined in this section. Performing these activities will help you  
to significantly enhance your classroom performance.

Reflecting on Target Skill

On page 240, this chapter opens by presenting a target management skill along with a 
list of related objectives outlining knowledge and understanding that you should aim to 
acquire related to that skill. Review this target skill and the list of objectives to make sure 
that you’ve acquired all pertinent information within the chapter. If you do not feel that 
you’ve reached a particular objective(s), study related chapter coverage until you do.

Know Key Terms

Understanding the following key terms is critical to your preparing for class. Define each 
of these terms. Refer to the page(s) referenced after a term to check your definition or to 
gain further insight regarding the term.

changing an organization 242
change agent 243
people factors 244
structural factors 244
technological factors 244
technological  

change 245
structural change 245
people change 246

organization development  
(OD) 246

grid organization development  
(grid OD) 246

managerial grid 246
stress 249
stressor 251
workplace bullying 252
conflict 253

compromise 253
avoiding 254
forcing 254
resolving 255
virtual organization 255
virtual corporation 255
virtual teams 256
virtual training 256
virtual office 256
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 11-3. Discuss grid OD as a technique for changing people 
in organizations.

 11-1. What role should “organizational stability” play in 
the organizational change process?

 11-2. Discuss an example of how you might use “freezing, 
unfreezing, and refreezing” in making a specific orga-
nizational change.

Know How Management Concepts Relate

This section comprises activities that will further sharpen your understanding of manage-
ment concepts. Answer essay questions as completely as possible.

MANAGEMENT SKILLS EXERCISES
Learning activities in this section are aimed at helping you develop organizational change skills.

 Cases

How Huntington Hospital Introduced 
Electronic Health Records

“How Huntington Hospital Introduced Electronic Health 
Records” (p. 241) and its related Challenge Case Summary 
were written to help you better understand the manage-
ment concepts contained in this chapter. Answer the fol-
lowing discussion questions about the Challenge Case to 
better understand how concepts relating to organizational 
change and stress can be applied in a company such as 
Huntington.

 11-4. How difficult would it be for a lower-level administra-
tor to spearhead an effort to find new electronic appli-
cations for record keeping throughout Huntington and 
actually implement the changes? Explain.

 11-5. Do you think that employees at Huntington would 
tend to resist the efforts of this lower-level administra-
tor more than they would resist those of a higher-level 
administrator? Why or why not?

 11-6. What elements of the change process at Huntington 
described in the case might cause organization mem-
bers to experience stress? What could a change agent 
do to help alleviate this stress? Be specific.

Business Management Resource Group’s 
Virtual Offices

Read the case and answer the questions that follow. Studying 
this case will help you better understand how concepts relating 
to organizational change and virtuality can be applied in a com-
pany such as Business Management Resource Group (BMRG).

Business Management Resource Group (BMRG) is not 
your ordinary accounting firm. Typically, this kind of busi-
ness rents office space, which projects an image of stability 
and prosperity. There, accountants and support staff work 
together to meet with clients and prepare reports. BMRG, 
in contrast, does not operate out of a brick-and-mortar 
office. Instead, the Connecticut-based company’s two dozen 
employees operate in their own locations and keep in touch 
mainly online.

Although BMRG is prospering today, starting any 
business is full of challenges and stresses. The company’s 

founder, Jennifer Katrulya, initially worked out of her home 
and struggled to teach herself about computer hardware as 
technology advanced and her business grew. Despite having 
a background in accounting, not technology, she knew she 
needed a smoothly running computer system to meet her 
clients’ needs. Katrulya persevered, began hiring employees, 
and opened an office. She built BMRG into a successful firm 
that specializes in handling the controlling activities (over-
seeing all of a company’s accounting functions) at growing 
start-ups and midsized businesses across the United States 
and in several other countries. BMRG stores the data online 
so that clients can look up their financial data from wherever 
they are located.

Katrulya’s decision to go virtual followed developments 
in the firm’s growth. As investors referred businesses to 
BMRG, she needed employees in locations convenient to 
those clients. However, setting up an office for each new 
employee would have been expensive. Meanwhile, at the 
main office, some employees increasingly wanted to work 
from home. Katrulya also observed that more and more 
of the space she was renting was unoccupied. In addition, 
BMRG had been moving data and software online and even-
tually found the technology that made remote accounting 
painless. Virtual offices looked like a logical and practical 
next step.

Katrulya planned the transition to virtual offices to take 
place over a year. During that time, she shrank the com-
pany’s office space by half before eventually moving out. 
That way, until employees became comfortable with working 
from remote locations, they had the option to go into the 
offices occasionally. Even so, Katrulya encountered resis-
tance and conflict. She admits that she did not fully antici-
pate the human relations challenges of implementing this 
organizational change. Instead, she presented employees 
with her entire vision and expected them to be on board. 
However, several employees left, and by the end of the 
change process, only two of the staff members remained. 
BMRG has since rebuilt with employees who appreciate the 
work arrangement.

Running virtual offices poses some management chal-
lenges. Building team spirit is harder from remote locations. 
Katrulya addresses the problem by holding staff meetings 
at least twice a year and sending employees to conferences, 
where they can get better acquainted. Another challenge is 
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that some kinds of communication, such as performance 
feedback, are difficult to convey over a distance. Katrulya 
also must help her employees learn that it is acceptable—
even beneficial—to switch off work-related devices and 
take a break.

According to Katrulya, the shift to working from vir-
tual offices and sharing work online is saving BMRG more 
than $95,000 a year. Besides the savings, she says, the 
other major advantage of the arrangement is that BMRG 
can attract talented employees across the United States. 
In addition to the recruitment advantage, Katrulya views 
the financial savings as freeing up money to spend on 
 employees’ compensation and development.55

Questions

 11-7. The chapter discusses three classes of factors (people, 
structure, and technology) to consider when determin-
ing what should be changed. How has BMRG’s growth 
brought changes affecting each of these factors?

 11-8. How can Jennifer Katrulya help her employees man-
age the stress of working in a growing organization 
with virtual offices?

 11-9. If you had been advising Katrulya about her plans to 
set up virtual offices, what advice would you have 
given her for overcoming resistance to change and for 
meeting the challenges of managing virtual offices?

Experiential Exercises

Managing Florida’s Quarterback56

Directions. Read the following scenario and then perform the 
listed activities. Your instructor may want you to perform the 
activities as an individual or within groups. Follow all of your 
instructor’s directions carefully.

When the University of Florida football team defended 
its national championship title, Urban Meyer, the head coach 
at Florida, along with every Gator football fan, fully expected 
sophomore quarterback Tim Tebow to have an important 
role in this title defense. Tebow had been a high school All 
American who proved that he could both throw and run the 
football.

Observing preseason workouts, Meyer started to worry 
about Tebow. Tebow’s arm was often sore, which prohib-
ited him from throwing the football or forced him to sit out 
at practice. Meyer believed that Tebow’s baseball style of 
throwing the football was causing this soreness and decided 
that he wanted Tebow to change his passing style from his 
customary baseball passing style to the traditionally shorter, 
more compact football throwing style.

Questions

Your instructor will divide the class into small groups. Groups 
should answer the following questions.

 11-10. Should Meyer attempt to change Tebow’s throwing 
style? Why?

 11-11. List three reasons why Tebow might not want to 
change his style.

 11-12. List three reasons why Meyer might want to change 
Tebow’s style.

 11-13. Assuming that Meyer’s attempts to change Tebow’s 
style result in conflict between Meyer and Tebow, 
which conflict-handling technique(s) discussed in 
this chapter would you advise Meyer to adopt? 
Why?

Role Play

Think about your answers to the preceding questions and 
assume that Tebow is adamant about not changing his style. 
Half of the groups assigned by the instructor should be 

prepared to play the role of Tebow, and the other half should 
be prepared to play the role of Meyer. In this role-play situa-
tion, Meyer is having a meeting with Tebow to introduce the 
idea of Tebow changing his passing style. Meyer definitely 
wants Tebow to change; Tebow definitely does not want to 
change. Meyer has invited Tebow to his office and starts the 
conversation. The conversation might be recorded by the in-
structor for instructional replay.

You and Your Career

For the past 10 years, you have been working as a mid-level 
manager at Microsoft Corporation, which provides software 
products for various computing devices worldwide.57 Your 
career has been progressing nicely given the company’s 
traditional stance of developing new, revolutionary soft-
ware products. However, Microsoft’s competition has now 
become much more formidable, and you just found out 
that to continue its success, the company must now focus 
on developing software product groups, products that in-
teract and work well together, rather than simply develop-
ing independent software products. You have also heard 
that such a strategy will require the company to place 
higher value on managers who have internal collabora-
tion and customer service skills. The company is planning 
to reorganize by establishing departments geared toward 
developing the new product groups. The new departments 
will be held accountable, via each department’s profit and 
loss statement, for both developing and selling the new 
product groups. The next upward move in your career 
would be managing one of the newly formed departments 
in about two years. Would you modify your personal career 
plan given the recent plans for change at Microsoft? If not, 
why? If so, how?

Building Your Management  
Skills Portfolio

Your Management Skills Portfolio is a collection of activities 
specially designed to demonstrate your management knowl-
edge and skill. Be sure to save your work. Taking your printed 
portfolio to an employment interview could be helpful in 
obtaining a job.
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 11-14. What are four organizational changes you would 
like to make at Ericson?

 11-15. Why would you like to make each change?

 11-16. What is a stressor inherent in each of your pro-
posed changes that could affect worker productivity 
at Ericson?

 11-17. What will you do to try to eliminate the negative 
impact of each stressor?

The portfolio activity for this chapter is Managing 
Change-Related Stress. Read the following about the 
Ericson Manufacturing Company and answer the questions 
that follow.58

For more than 80 years, the Ericson Manufacturing 
Company has been an industry leader in manufacturing 
temporary electrical power products. The company has 
built a reputation of manufacturing safe, high-quality prod-
ucts. Products the company manufactures are varied and 
include electrical plugs, extension cords, and hand lamps.

For most of its nearly nine decades in business, man-
agement saw no need for extensive sales forecasting. 
Recently, however, Ericson’s business world began to 
change. Rising costs of the domestic materials used to 
make its products began to rise sharply. As a result of this 
price increase, the company began buying materials and 
parts from overseas vendors. Naturally, these parts and 
materials took longer to arrive than the same goods pur-
chased from domestic vendors. This delay in the delivery 
of materials and parts significantly disrupted Ericson’s 
customary production process and related work schedul-
ing of employees. Manufacturing began to be delayed 
and customer complaints began to increase significantly. 
Management soon found that as predicted delivery times 
from overseas vendors became more unreliable, ware-
house managers began to order more parts than necessary 
to keep extra on hand, just in case. Therefore, too much 
money was tied up in inventory, and the company was 
becoming less profitable.

Assume that you are the president of Ericson Manu-
facturing Company. You know that you must make some 
changes within the company and that you’ll need a well-
reasoned strategy to do so and also to minimize the nega-
tive effects of the employee stress related to the changes. 
Answering the following questions will help you develop 
this strategy.

Endnotes

 MyManagementLab: Writing Exercises
If your instructor has assigned this activity, go to mymanagementlab.com for  
the following assignments:

Assisted Grading Questions
11-18. List and explain five reasons why organizations should undergo change.
11-19. Why is handling conflict an important part of making an organizational change?
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Influencing and 
Communication
T A R G E T  S K I L L

Communication Skill: the ability to share information with 
other individuals

O B J E C T I V E S

To help build my communication skill, when studying this chapter,  
I will attempt to acquire:

1 A fundamental understanding of influencing

2 Insights about emotional intelligence

3 An understanding of how communication works

4 Hints for communicating in organizations

5 Useful ideas for encouraging organizational 
communication

MyManagementLab®

Go to mymanagementlab.com to complete the problems marked with this icon  .

 MyManagementLab: Learn It
If your instructor has assigned this activity, go to mymanagementlab.com before 
 studying this chapter to take the Chapter Warm-Up and see what you already know.
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How Evernote’s Phil Libin Keeps 
Communication Flowing

Phil Libin modestly submits himself as an example of a manager who has learned 
a lot about communicating with and influencing employees. After Libin and two 
other computer programmers started a business, the three founders realized that 

someone needed to focus full time on leading employees. Libin was, in his words, “the weakest 
programmer,” so he took over the management duties.1

C H A L L E N G E  CA S E

Today, as CEO of Evernote, Libin shows that he learned 
quickly. Evernote—which sells software that collects images 
of all kinds of notes and converts images of the notes into 
electronic data that users can search—is the third company 
Libin has started. He defines his role as focusing on company 
culture and eliminating the obstacles that hold employees back. 
He also aims to maintain the culture of a start-up by ensur-
ing that employees understand how their work contributes 
to the company’s larger vision. He reinforces those values by 
 making communication skills the top consideration in choos-
ing employees.

At the heart of Libin’s effort to foster a start-up culture 
is ensuring that communication flows without barriers. 
Employees are assigned to teams of up to eight workers, which 
is a small enough number for easy conversation. They gather 
for weekly meetings to learn what is new at the company. 
Managers do not get status symbols like private offices because 

private offices create physical barriers that discourage commu-
nication. Instead, everyone works in an open space. The com-
pany provides no phones on desks because ringing phones and 
phone conversations are noisy distractions. Instead, employees 
who want to call someone at another location can do so from a 
conference room, and employees who want to talk to others in 
the office can walk a few feet to talk face-to-face.

Another way Libin breaks down barriers and promotes com-
munication is with a program called Evernote Officer Training. 
Employees who choose to participate receive random assign-
ments to attend meetings outside those of their work teams. They 
are encouraged to participate actively in the meetings so that they 
have a deeper understanding of what the company is doing.

Libin also establishes the conditions for spontaneous con-
versations. After the company expanded from its headquarters 
in Mountain View, California, by adding an office in Austin, 
he had giant video screens installed on a wall of each location. 
A camera on each screen displays the room to employees at the 
other location. When employees see one another on screen, 
they can use microphones and speakers to chat. Libin can even 
start chats via a six-foot-tall robot he operates remotely when 
he is away from the office. He can move the robot around to 
visit employees’ desks and see what is happening. In addition, 
Libin sets standards for informal messages: Annoying notes 
like “Wash your dishes” in the break room are forbidden in fa-
vor of positive messages.

Effective communication and a commitment to excel-
lence are helping Evernote grow. It now has more than 
65 million users and hundreds of employees working in eight 
countries. The company has expanded from selling software 
to selling tangible products that help workers stay organized 
and productive. As Evernote continues to grow, Libin knows 
that his commitment to open communication will become 
only more important.2

THE COMMUNICATION CHALLENGE
As described in the Challenge Case, Evernote CEO Phil 
Libin understands the importance of information flow 
within an organization. According to the case, Libin sees 
open communication as a means of fostering employee 
commitment and innovation. This chapter focuses 
on the challenge of improving communication within 

Evernote is committed to open and timely  
communication to help create an organization  
employees can be proud of.
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organizations such as Evernote and offers some insights into how this challenge can 
be conquered. The chapter is divided into two main parts: fundamentals of influencing 
and fundamentals of communication.

FUNDAMENTALS OF INFLUENCING
The four basic managerial functions—planning, organizing, influencing, and controlling—were 
introduced in Chapter 1. Planning and organizing have already been discussed; influencing is the 
third of these basic functions covered in this text. A definition of influencing and a discussion of 
the influencing subsystem follow.

Defining Influencing

Influencing is the process of guiding the activities of organization members in appropriate 
 directions. Appropriate directions, of course, are those that lead to the attainment of management 
system objectives. Influencing thus involves focusing on organization members as people and 
dealing with such issues as morale, arbitration of conflicts, and the development of good working 
relationships.3 Influencing is a critical part of a manager’s job; in fact, the ability to influence oth-
ers is a primary determinant of a successful manager.4

The Influencing Subsystem

Like the planning and organizing functions, the influencing function can be viewed as a sub-
system within the overall management system (see Figure 12.1). The primary purpose of the 
influencing subsystem, as already stated, is to enhance the attainment of management sys-
tem objectives by guiding the activities of organization members in appropriate directions.5

Figure 12.2 shows the constituent parts of the influencing subsystem. The input of this sub-
system is composed of a portion of the total resources of the overall management system, and its 
output is appropriate organization member behavior. The process of the influencing subsystem 
involves the performance of six primary management activities:

1. Leading
2. Motivating
3. Considering groups
4. Communicating
5. Encouraging creativity and innovation
6. Building corporate culture

OVERALL
MANAGEMENT

SYSTEM
INFLUENCING

SUBSYSTEM

Output

Input

Process

Output

Input

Process

FIGURE 12.1
Relationship between overall 
management system and 
influencing subsystem
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Managers transform a portion of organizational resources into appropriate organization 
member behavior mainly by performing these activities.

As Figure 12.2 shows, leading, motivating, considering groups, building corporate cul-
ture, communicating, and encouraging creativity and innovation are interrelated. To some 
extent, managers accomplish each of these influencing activities by communicating with 
organization members. For example, managers can decide what kinds of leaders they need to 
be only after they first analyze the characteristics of the various groups with which they will 
interact and second determine how those groups can best be motivated. Then, regardless of 
the leadership strategy they adopt, their leading, motivating, and working with groups, for 
example, will be accomplished—at least partly—through communication with other organi-
zation members.

In fact, all management activities are accomplished at least partly through communication 
or communication-related endeavors. Because communication is used repeatedly by managers, 
the ability to communicate is often referred to as the fundamental management skill.

A recent survey of chief executives supports this notion that communication is the funda-
mental management skill. The results, which appear in Table 12.1, show that CEOs ranked oral 
and written communication skills first (along with interpersonal skills) among those that should 
be taught to management students.

PROCESS
(Influencing process)

Considering
groups

Motivating
Encouraging 

creativity
and innovation

A portion of the organization’s:

OUTPUT
Appropriate organization

member behavior

INPUT

1. People
2. Money
3. Raw materials
4. Machines

Building
corporate

culture
Leading

Communicating

FIGURE 12.2
The influencing subsystem
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TABLE 12.1 Chief Executives’ Ranking of Skills They Believe Should Be Taught to Management Students

Rank* Key Learning Area Frequency Indicated

1 Oral and written communication skills 25

1 Interpersonal skills 25

3 Financial/managerial accounting skills 22

4 Ability to think, be analytical, and make decisions 20

5 Strategic planning and goal setting—concern for long-term performance 13

6 Motivation and commitment to the firm—giving 110 percent 12

7 Understanding of economics 11

8 Management information systems and computer applications 9

8 Thorough knowledge of your business, culture, and overall environment 9

8 Marketing concept (the customer is king) and skills 9

11 Integrity 7

11 Knowledge of yourself: setting long- and short-term career objectives 7

13 Leadership skills 6

13 Understanding of the functional areas of the business 6

15 Time management: setting priorities—how to work smart, not long or hard 1

*1 is most important.

preparing these employees to take on influential roles 
such as helping their coworkers adapt to a change.

Cigna, for example, wanted to develop a global 
perspective among its workers and hoped influencers 
could help. Analysis of social networks in the insurance 
company pointed to a dozen employees who outdid 
others in connecting, communicating, and collaborat-
ing. Cigna has made a practice of using network analy-
sis to identify influencers in the businesses it acquires 
so that it can invite them to help their coworkers with 
the transition.7

Management experts are realizing that influence 
is not strictly tied to a manager’s position in an 

organization. Rather, an organization’s most influential 
people could include employees with valuable knowl-
edge and a willingness to teach that knowledge. A clue 
in finding these people is patterns of communication. 
If people frequently take their questions to a certain 
employee, that person could be especially influential. 
Businesses therefore have begun using surveys and 
data from internal social media to draw up networks 
of influence. Managers can build on this influence by 

How Cigna Is Tapping Influential Employees

Practical Challenge: Recognizing Influencers

EMOTIONAL INTELLIGENCE
Earlier sections defined influencing and the influencing system. Overall, this influencing func-
tion of management focuses on guiding people to accomplish goals. Emotional intelligence, a 
concept developed by Daniel Goleman, is growing in popularity and prominence among both 
managers and management scholars. Overall, Goleman’s concept enriches a discussion of influ-
encing by focusing on the specific skills that enable managers to become successful in guiding 
people toward goal accomplishment.6

Emotional intelligence is the capacity of people to recognize their own feelings and the feel-
ings of others, to motivate themselves, and to manage their own emotions as well as their emo-
tions in relationships with others. Overall, an individual’s emotional intelligence is characterized 
by self- awareness, self-motivation, self-regulation, empathy for others, and adeptness in building 
relationships.
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Studies highlight many interesting points regarding emotional intelligence. Some research 
indicates that managers with high levels of emotional intelligence are likely to be successful 
because they are likely to create an organization culture that is characterized by trust, learning, 
information sharing, and desirable risk taking. Other studies reveal that managers with high lev-
els of emotional intelligence are more interpersonally effective than are managers with low levels 
of emotional intelligence.8 Studies have also shown that managers with high levels of emotional 
intelligence are likely to be more satisfied in their jobs than are other managers, and that employ-
ees who work for managers with high levels of emotional intelligence are more satisfied with 
their jobs than are employees who work for managers with low levels of emotional intelligence. 
Ongoing studies reveal that a steady, five-year increase in emotional intelligence seems to be lev-
eling off, perhaps implying that more training in this area needs to take place.9

In some ways, research in the area of emotional intelligence has produced somewhat puz-
zling results. On the one hand, emotional intelligence research traditionally seems to indicate 
that managers with low levels of emotional intelligence are likely to be relatively unsuccessful 
because they are less likely to produce a positive work culture.10 On the other hand, another 
study suggests that the further an individual goes up the corporate ladder, the lower his or her 
emotional intelligence because some organizations promote employees based on their financial 
performance rather than their people skills.11

At first glance, the relationship between the traditional influencing function of management 
and Goleman’s emotional intelligence may be hard to identify. Upon inspecting the skills that 
Goleman outlines as being necessary to being an emotionally intelligent manager, however, the 
relationship becomes clearer. Figure 12.3 lists several of the skills of the emotionally intelligent 
manager. As you can see by inspecting Figure 12.3, the influencing section of this book and 
the concept of emotional intelligence both emphasize critical management concepts and skills 
in areas of motivation, communication, leadership, teamwork, creativity, and innovation—all 
important attributes in building positive psychological capital in an organization.12

Communication is discussed further in the rest of this chapter. Leading, motivating, and 
considering groups and teams, corporate culture, and creativity and innovation are discussed in 
Chapters 13, 14, 15, and 16 and in Appendix 3, respectively.

COMMUNICATION
Communication is the process of sharing information with other individuals. Information, 
as understood here, is any thought or idea that managers want to share with others. In gen-
eral, communication involves the process of one person projecting a message to one or more 
other people, which results in everyone arriving at a common understanding of the message. 
Because communication is a commonly used management skill and ability and is often cited 
as the skill most responsible for a manager’s success, prospective managers must learn how to 
 communicate.13 To help managers become better interpersonal communicators, new training 
techniques are constantly being developed and evaluated.14

Emotionally intelligent managers:

 1. Motivate others

 2. Focus on personal and organizational achievement

 3. Understand others

 4. Communicate efficiently and effectively

 5. Lead others

 6. Build successful teams

 7. Handle conflict appropriately

 8. Change organizations appropriately

 9. Manage diversity

 10. Manage creativity and innovation

FIGURE 12.3
Ten skills possessed by 
emotionally intelligent 
managers
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The communication activities of managers generally involve interpersonal communica-
tion—sharing information with other organization members.15 The following sections feature 
both the general topic of interpersonal communication and the more specific topic of interper-
sonal communication in organizations.

Interpersonal Communication

To be a successful interpersonal communicator, a manager must understand the following:

1. How interpersonal communication works
2. The relationship between feedback and interpersonal communication
3. The importance of verbal versus nonverbal interpersonal communication

How Interpersonal Communication Works Interpersonal communication is 
the process of transmitting information to others.16 To be complete, the process must have the 
following three basic elements:17

1. The source/encoder—The source/encoder is the person in the interpersonal communica-
tion situation who originates and encodes information to be shared with others. Encoding is 
putting information into a form that can be received and understood by another individual. 
Putting one’s thoughts into a letter is an example of encoding. Until information is encoded, 
it cannot be shared with others. (From here on, the source/encoder will be referred to simply 
as the source.)

2. The signal—Encoded information that the source intends to share constitutes a message. 
A message that has been transmitted from one person to another is called a signal.

3. The decoder/destination—The decoder/destination is the person or persons with whom 
the source is attempting to share information. This person receives the signal and decodes, 
or interprets, the message to determine its meaning. Decoding is the process of converting 
messages back into information. In all interpersonal communication situations, message 
meaning is the result of decoding. (From here on, the decoder/destination will be referred to 
simply as the destination.)

The classic work of Wilbur Schramm clarifies the role played by each of the three elements 
of the interpersonal communication process. As implied in Figure 12.4, the source determines 
what information to share, encodes that information in the form of a message, and then trans-
mits the message as a signal to the destination. The destination decodes the transmitted message 
to determine its meaning and then responds accordingly.

A manager who desires to assign the performance of a certain task to a subordinate would 
use the communication process in the following way: First, the manager would determine 
exactly what task he or she wants the subordinate to perform. Then the manager would encode 
and transmit to the subordinate a message that would accurately reflect this assignment. The 
message transmission itself could be as simple as the manager telling the subordinate what the 
new responsibilities include. Next, the subordinate would decode the message transmitted by the 
manager to ascertain its meaning and then respond to it appropriately.

Successful and Unsuccessful Interpersonal Communication Suc-
cess ful communication refers to an interpersonal communication situation in which the 
information the source intends to share with the destination and the meaning the destina-
tion  derives from the transmitted message are the same. Conversely, unsuccessful commu-
nication is an interpersonal communication situation in which the information the source 

DestinationSource SignalEncoder Decoder

FIGURE 12.4
Roles of the source, signal, 
and destination in the 
communication process
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intends to share with the destination and the meaning the destination derives from the trans-
mitted message are different.

To increase the probability that communication will be successful, the message must be 
encoded so that the source’s experience of the way a signal should be decoded is equivalent 
to the destination’s experience of the way it should be decoded. If these experiences match 
up, the probability is high that the destination will interpret the signal as intended by the 
source. Figure 12.5 illustrates these overlapping fields of experience that ensure successful 
communication.

Barriers to Successful Interpersonal Communication Factors that  decrease 
the probability that communication will be successful are called communication  barriers. A clear 
understanding of these barriers will help managers maximize their communication success. The 
following sections discuss both communication macrobarriers and communication microbarriers.

MACROBARRIERS
Communication macrobarriers are factors that hinder successful communication in a general 
communication situation.18 These factors relate primarily to the communication environment 
and to the larger world in which communication takes place. Some common macrobarriers in-
clude the following:19

1. The increasing need for information—Because society is changing constantly and rapidly, 
individuals have an increasingly greater need for information. This growing need tends to 
overload communication networks, thereby distorting communication. To minimize the 
effects of this barrier, managers should take steps to ensure that organization members are 
not overloaded with information. Only information critical to the performance of their jobs 
should be transmitted to them.

The White House is an example of an organization that regularly faces an increasing 
need for information from a variety of audiences, including the American public. After an 
evaluation of President Barack Obama’s first year in office, the White House staff decided to 
retool elements of its communication strategy to better meet increasing needs for informa-
tion that others might have. As a result of this evaluation, the White House staff decided to 
take specific steps to better meet such increasing needs—for example, staffers should be more 
aggressive in taking initiative in sending out information before it’s requested. In addition, 
they should provide speedier, more exact responses to information requests and help the 
president be more efficient when communicating with others.20

2. The need for increasingly complex information—Because of today’s rapid technological 
advances, most people are confronted with complex communication situations in their 
everyday lives. However, if managers take steps to emphasize simplicity in communica-
tion, the effects of this barrier can be lessened. Furnishing organization members with 
adequate training to deal with more technical areas is another strategy for overcoming 
this barrier.

3. The reality that people in the United States are increasingly coming into contact with 
people who use languages other than English—As U.S. business becomes more inter-
national in scope and as organization members travel more frequently, the need to know 
languages other than English increases. The potential communication barrier of this 

Destination

FIELD OF EXPERIENCE

FIELD OF EXPERIENCE

Source SignalEncoder Decoder

FIGURE 12.5
Overlapping fields of 
experience that ensure 
successful communication
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multilanguage situation is obvious. Moreover, people who deal with foreigners need to be 
familiar with not only their languages but also their cultures. Formal knowledge of a foreign 
language is of little value unless the individual also knows which words, phrases, and actions 
are culturally acceptable.22

4. The constant need to learn new concepts cutting down on the time available for com-
munication—Many managers feel pressured to learn new and important concepts that they 
did not need to know in the past. Learning about the intricacies of international business 
or computer usage, for example, takes up significant amounts of managerial time. Many 
managers also find that the increased demands that training employees makes on their time 
leaves them with little time to communicate with other organization members.

MICROBARRIERS
A communication microbarrier is a factor that hinders successful communication in a specific 
communication situation.23 This factor relates directly to such variables as the communication 
message, the source, and the destination. Among the microbarriers are the following:24

1. Source’s view of the destination—The source in any communication situation has a ten-
dency to view the destination in a specific way, and this view influences the messages sent. 
For example, individuals usually speak one way to people they think are informed about a 
subject and another way to those they believe are uninformed. The destination can sense the 
source’s attitudes, which often blocks successful communication. Managers should thus keep 
an open mind about the people with whom they communicate and be careful not to imply 
negative attitudes through their communication behaviors. Figure 12.6 lists several exam-
ples of negative attitudes or stereotypes that managers in our society might possess regard-
ing various types of employees. If managers possess such negative feelings about employees, 
those feelings will inevitably negatively impact the manner of managers’ communications 
with those employees and ultimately limit organizational success. Such negative attitudes or 
stereotypes have no place in the world of modern management.

2. Message interference—Stimuli that compete with the communication message for the at-
tention of the destination are called message interference, or noise. An example of message 
interference is a manager talking to a worker while the worker is trying to input data into a 
computer. The inputting of data is the message interference because it is competing with the 
manager’s communication message. Managers should attempt to communicate only when 
they have the total attention of the individuals with whom they wish to share information.

experience in production and another’s knowledge about 
a group of customers.

Lenovo, the China-based electronics company, has 
emphasized teaching managers about communicating 
across cultures. The company developed a manage-
ment training program that blends perspectives from 
both Eastern and Western cultures. Among the lessons 
is a communication pattern called See-Hear-Speak, 
in which managers learn to focus first on building 
a connection of trust, then on listening carefully in 
order to understand, and finally on delivering their 
messages.21

With greater international activity, cultural barri-
ers become more significant. Companies there-

fore must help managers break down those barriers. 
Managers with an understanding of different cultures 
can develop messages that invite the desired responses. 
For example, to invite ideas from employees of a culture 
that defers to authority, a manager might say, “I would 
appreciate hearing how you would approach this if you 
were in my position” or “I would like to work with you 
to identify any possible causes of breakdowns.” To invite 
contrasting perspectives, the manager could stress rel-
evant differences, such as one team member’s lengthy 

Overcoming Cultural Barriers: The Lenovo Example

Tips for Managing around the Globe
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3. Destination’s view of the source—Certain attitudes of the destination toward the source 
can also hinder successful communication. If, for example, a destination believes that the 
source has little credibility in the area about which the source is communicating, the des-
tination may filter out much of the source’s message and pay only slight attention to that 
part of the message actually received. Managers should attempt to consider the worth of 
messages transmitted to them independently of their personal attitudes toward the source. 
Many valuable ideas will escape them if they allow their personal feelings toward others to 
influence which messages they attend to.

4. Perception—Perception is an individual’s interpretation of a message. Different individuals 
may perceive the same message in different ways. The two primary factors that influence 
how a message is perceived are the destination’s education level and the destination’s amount 
of experience. To minimize the negative effects of this perceptual factor on interpersonal 
communication, managers should try to send messages with precise meanings. Ambiguous 
words generally tend to magnify negative perceptions. What’s more, trite or insincere mes-
sages are easy for employees to detect.26

5. Multimeaning words—Because many words in the English language have several mean-
ings, a destination may have difficulty deciding which meaning should be attached to the 
words of a message. A manager should not assume that a word means the same thing to all 
the people who use it.

A classic study by Lydia Strong substantiates this point. Strong concluded that for the 500 
most common words in the English language, there are 4,070 different dictionary definitions. On 
average, each of these words has more than eight usages. The word run is an example:27

Babe Ruth scored a run.
Did you ever see Jesse Owens run?
I have a run in my stocking.
There is a fine run of salmon this year.
Are you going to run this company or am I?
You have the run of the place.
What headline do you want to run?
There was a run on the bank today.
Did he run the ship aground?
I have to run [drive the car] downtown.
Who will run for president this year?
Joe flies the New York–Chicago run twice a week.
You know the kind of people they run around with.
The apples run large this year.
Please run my bathwater.

When encoding information, managers should be careful to define whenever possible the terms 
they are using, never use obscure meanings for words when designing messages, and strive to use 
words in the same way their destination uses them.

Employee Type Possible Negative Attitude Held

Women Women have weak math ability

Senior citizens Older people have bad memory

Gay men Gay men are dangerous to young children

Whites Whites are racists

Men Men are less capable than women in dealing with emotional issues

Black men Black men are more coordinated than white men

FIGURE 12.6
Examples of managers’ 
potentially negative attitudes 
toward employees25
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Feedback and Interpersonal Communication Feedback is the desti-
nation’s reaction to a message. Feedback can be used by the source to ensure successful 
communication. For example, if the destination’s message reaction is inappropriate, the 
source can conclude that communication was unsuccessful and that another message 
should be transmitted. If the destination’s message reaction is appropriate, the source 
can conclude that communication was successful (assuming, of course, that the appro-
priate reaction did not happen merely by chance). Because of its potentially high value, 
managers should encourage feedback whenever possible and evaluate it carefully.28

Gathering and Using Feedback Feedback can be either verbal or non-
verbal.29 To gather verbal feedback, the source can simply ask the destination per-
tinent message-related questions; the destination’s answers should indicate whether 
the message was perceived as intended. To gather nonverbal feedback, the source can 
observe the destination’s nonverbal response to a message.30 Say a manager has trans-
mitted a message to a subordinate, specifying new steps that must be taken in the nor-
mal performance of the subordinate’s job. The subordinate’s failure to follow the steps 
accurately constitutes nonverbal feedback telling the manager that the initial message 
needs to be clarified.

If managers discover that their communication effectiveness is relatively low 
over an extended period of time, they should assess the situation to determine 
how to improve their communication skills. It may be that their vocabulary is con-
fusing to their destinations. For example, a study conducted by Group Attitudes 
Corporation found that when managers used certain words repeatedly in commu-
nicating with steelworkers, the steelworkers usually became confused.31 Among the 
words causing confusion were accrue, contemplate, designate, detriment, magnitude, 
and subsequently.

Achieving Communication Effectiveness In general, managers can sharpen 
their communication skills by adhering to the following “10 commandments of good communi-
cation” as closely as possible:32

1. Seek to clarify your ideas before communicating—The more systematically you analyze 
the problem or idea to be communicated, the clearer it becomes. This is the first step toward 
effective communication. Many communications fail because of inadequate planning. Good 
planning must consider the goals and attitudes of those who will receive the communication 
and those who will be affected by it.

2. Examine the true purpose of each communication—Before you communicate, ask  yourself 
what you really want to accomplish with your message—obtain information, initiate action, 
change another person’s attitude? Identify your most important goal and then adapt your 
language, tone, and total approach to serve that specific objective. Don’t try to  accomplish 
too much with each communication. The sharper the focus of your message, the greater its 
chances of success.

3. Consider the total physical and human setting whenever you communicate—Meaning 
and intent are conveyed by more than words alone. Many other factors influence the overall 
impact of a communication, and managers must be sensitive to the total setting in which 
they communicate. Consider, for example, your sense of timing, or the circumstances under 
which you make an announcement or render a decision; the physical setting; whether you 
communicate in private or otherwise, for example, the social climate that pervades work 
relationships within your company or department and sets the tone of its communications; 
and custom and practice, or the degree to which your communication conforms to, or de-
parts from, the expectations of your audience. Be constantly aware of the total setting in 
which you communicate. Like all living things, communication must be capable of adapting 
to its environment.

4. Consult with others, when appropriate, in planning communications—Frequently, it is 
desirable or necessary to seek the participation of others in planning a communication or in 
developing the facts on which to base the communication. Such consultation often lends ad-
ditional insight and objectivity to your message. Moreover, those who have helped you plan 
your communication will give it their active support.

White House staffers are now 
more proactive and exact 
when dispensing information, 
which helps the president 
communicate more efficiently.
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5. Be mindful of the overtones while you communicate rather than merely the basic con-
tent of your message—Your tone of voice, your expression, and your apparent receptiveness 
to the responses of others have a significant effect on those you wish to reach. Frequently 
overlooked, these subtleties of communication often affect a listener’s reaction to a mes-
sage even more than its basic content. Similarly, your choice of language—particularly your 
awareness of the fine shades of meaning and emotion in the words you use—predetermines, 
in large part, the reactions of your listeners.

6. Take the opportunity, when it arises, to convey something of help or value to the 
 receiver—Consideration of the other person’s interests and needs—trying to look at 
things from the other person’s point of view—frequently points out opportunities to con-
vey something of immediate benefit or long-range value to the other person. Subordinates 
are most responsive to managers whose messages take the subordinates’ interests into 
account.

7. Follow up your communication—Your best efforts at communication may be wasted, and 
you may never know whether you have succeeded in expressing your true meaning and 
intent, if you do not follow up and evaluate how well your message was received. You can 
do this by asking questions, by encouraging the receiver to express his or her reactions, by 
following up on contacts, and by subsequently reviewing performance. Make certain that 
you get feedback for every important communication so that complete understanding and 
appropriate action result.

8. Communicate for tomorrow as well as today—Even though communications may be 
aimed primarily at meeting the demands of an immediate situation, they must be planned 
with the past in mind if they are to be viewed as consistent by the receiver. Most impor-
tantly, however, communications must be consistent with long-range interests and goals. For 
 example, it is not easy to communicate frankly on such matters as poor performance or the 
shortcomings of a loyal subordinate, but postponing disagreeable communications makes 
these matters more difficult in the long run and is actually unfair to your subordinates and 
your company.

9. Be sure your actions support your communications—In the final analysis, the most per-
suasive kind of communication is not what you say, but what you do. When your actions or 
attitudes contradict your words, others tend to discount what you have said. For every man-
ager, good supervisory practices—such as clear assignment of responsibility and authority, 
fair rewards for effort, and sound policy enforcement—communicate more than all the gifts 
of oratory.

10. Last, but by no means least, seek not only to be understood, but also to understand—be 
a good listener—When you start talking, you often cease to listen, or at least to be attuned 
to the other person’s unspoken reactions and attitudes. Even more serious is the occasional 
inattentiveness you may be guilty of when others are attempting to communicate with you. 
Listening is one of the most important, most difficult, and most neglected skills in com-
munication. It demands that you concentrat0e not only on the explicit meanings another 
person is expressing but also on the implicit meanings, unspoken words, and undertones 
that may be far more significant.

Verbal and Nonverbal Interpersonal Communication Interpersonal com-
munication is generally divided into two types: verbal and nonverbal. Up to this point, this chap-
ter has emphasized verbal communication—communication that uses either spoken or written 
words to share information with others.

Nonverbal communication is sharing information without using words to encode thoughts. 
Factors commonly used to encode thoughts in nonverbal communication are gestures, vocal 
tones, and facial expressions.33 However, in most interpersonal communication, verbal and non-
verbal communications are not mutually exclusive. Instead, the destination’s interpretation of a 
message is generally based both on the words contained in the message and on such nonverbal 
factors as the source’s gestures and facial expressions.

The Importance of Nonverbal Communication In an interpersonal com-
munication situation in which both verbal and nonverbal factors are present, nonverbal factors 
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may have more influence on the total effect of the message.35 Over two decades ago, Albert 
Mehrabian developed the following formula to indicate the relative contributions of verbal and 
nonverbal factors to the total effect of a message: total message impact = 0.07 words + 0.38 vocal 
tones + 0.55 facial expressions. Other nonverbal factors besides vocal tones that can influence 
the effect of a verbal message are facial expressions, gestures, gender, and dress. Managers who 
are aware of this great potential influence of nonverbal factors on the effect of their communica-
tions will use nonverbal message components to complement their verbal message components 
whenever possible.36

Nonverbal messages can also be used to add meaning to verbal messages. For instance, a 
head might be nodded or a voice toned to show either agreement or disagreement.

Managers must be especially careful when they are communicating that verbal and nonver-
bal factors do not present contradictory messages. For example, if the words of a message express 
approval while the nonverbal factors express disapproval, the result will be message ambiguity 
that leaves the destination frustrated.

Managers who are able to communicate successfully through a blend of verbal and non-
verbal communication are critical to the success of virtually every organization. In fact, the 
Darden Graduate School of Business at the University of Virginia commissioned a recent 
survey of corporate recruiters across the United States, and the survey revealed that the 
skill organizations most seek in prospective employees is facility at verbal and nonverbal 
communication.

INTERPERSONAL COMMUNICATION 
IN ORGANIZATIONS
To be effective communicators, managers must understand not only general interpersonal com-
munication concepts but also the characteristics of interpersonal communication within organi-
zations, or organizational communication. Organizational communication directly relates to 
the goals, functions, and structure of human organizations.37 To a large extent, organizational 
success is determined by the effectiveness of organizational communication.38

Although organizational communication was frequently referred to by early manage-
ment writers, the topic did not receive systematic study and attention until after World War II. 
From World War II through the 1950s, the discipline of organizational communication made 
significant advances in such areas as mathematical communication theory and behavioral 

 Keep in mind that looking into someone else’s eyes 
is a sign of confidence and strength. When the other 
person is comfortable, you can more easily commu-
nicate your message. In a disagreement, however, 
you might come across as aggressive, making things 
worse.

 Do not text while making eye contact, no matter how 
skilled you are with a mobile device’s keypad. You 
will not be able to concentrate, and the other person 
will conclude that you are not interested enough to 
give your full attention.

Making or avoiding eye contact can have a powerful 
impact on communication. In today’s world of text 

messaging, however, some employees need to relearn 
the art of effective eye contact. These tips can help:34

 Look into the other person’s eyes—but not for too 
long, or your interest turns into a stare. About five to 
seven seconds is typical in North America.

 If you are speaking to a group, make eye contact with 
as many group members as possible.

 Think of the mood of a friendly conversation and 
 relax your face so that your expression is pleasant, 
not frowning or glaring.

Communicating with Eye Contact

Steps for Success
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communication theory, and the emphasis on organizational communication has grown stronger 
in colleges of business throughout the nation since the 1970s.39 The following sections focus on 
three fundamental organizational communication topics: (1) formal organizational communica-
tion, (2) informal organizational communication, and (3) the encouragement of formal organi-
zational communication.

Formal Organizational Communication

In general, organizational communication that follows the lines of the organization chart is called 
formal organizational communication.40 As  discussed in Chapter 8, the organization chart depicts 
relationships among people and jobs and shows the formal channels of communication among them.

Types of Formal Organizational Communication The three basic types of 
formal organizational communication are downward, upward, and lateral.

1. Downward organizational communication is communication that flows from any point 
on an organization chart downward to another point on the organization chart. This type 
of formal organizational communication is associated primarily with the direction and 
control of employees. Job-related information that focuses on what activities are required, 
when they should be performed, and how they should be coordinated with other activities 
within the organization must be transmitted to employees. This downward communication 
typically includes a statement of organizational philosophy, management system objectives, 
position descriptions, and other written information relating to the importance, rationale, 
and interrelationships of various departments.

Downward communication thus refers to the messages that management delivers to em-
ployees. Such communication can have a significant impact on an organization’s productiv-
ity and, hence, its profitability. Thanks to technological advances, many organizations are 
able to leverage technology to enhance the communication that flows from management to 
the workforce. Consider, for example, Ericsson, a leading manufacturer of telecommunica-
tion equipment and a service provider. With a geographically dispersed workforce, Ericsson 
leadership sought an efficient way to communicate company news quickly and uniformly 
throughout the organization. Ericsson turned to audio podcasting as a way to deliver up-to-
the-minute information to its over 75,000 employees in the field. Podcasts have helped the 
company boost the effectiveness of its salesforce.41

2. Upward organizational communication is communication that flows from any point on 
an organization chart upward to another point on the organization chart.42 This type of 
organizational communication contains primarily the information managers need in order 
to evaluate the organizational area for which they are responsible and to determine whether 
something is going wrong within it. Techniques that managers commonly use to encourage 
upward organizational communication are informal discussions with employees, attitude 
surveys, the development and use of grievance procedures, suggestion systems, and an “open 
door” policy that invites employees to come in whenever they would like to talk to manage-
ment.43 Organizational modifications that are based on the feedback provided by upward 
organizational communication will enable a company to be more successful in the future.

3. Lateral organizational communication is communication that flows from any point on an 
organization chart horizontally to another point on the organization chart. Communication 
that flows across the organization usually focuses on coordinating the activities of various 
departments and developing new plans for future operating periods. Within the organiza-
tion, all departments are in communication with all other departments. Only through lateral 
communication can these departmental relationships be coordinated well enough to en-
hance the attainment of management system objectives.

Patterns of Formal Organizational Communication By its very nature, 
 organizational communication creates patterns of communication among organization mem-
bers. These patterns evolve from the repeated occurrence of various serial transmissions of 
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information. According to Haney, a serial transmission involves passing information from one 
individual to another in a series. It occurs under the following circumstances:44

A communicates a message to B; B then communicates A’s message (or rather his or her 
interpretation of A’s message) to C; C then communicates his or her interpretation of B’s in-
terpretation of A’s message to D; and so on. The originator and the ultimate recipient of the 
message are separated by middle people.

One obvious weakness of a serial transmission is that messages tend to become distorted 
as the length of the series increases. Research has shown that message details may be omitted, 
altered, or added in a serial transmission.

The potential inaccuracy of transmitted messages is not the only weakness of serial 
 transmissions. A classic article by Alex Bavelas and Dermot Barrett makes the case that serial 
transmissions can also influence morale, the emergence of a leader, the degree to which individu-
als involved in the transmissions are organized, and these individuals’ efficiency.45 Three basic 
organizational communication patterns and their corresponding effects on the variables just 
mentioned are shown in Figure 12.7.

 MyManagementLab: Watch It, Communication at Zifty.com
If your instructor has assigned this activity, go to mymanagementlab.com to watch  
a video case about Zifty.com and answer the questions.

SPEED Slow Fast Fast
ACCURACY Poor Good Good
ORGANIZATION No stable form 

of organization
Slowly emerging
but stable
organization

Almost immediate
and stable
organization

EMERGENCE
OF LEADER

None Marked Very pronounced

MORALE Very good Poor Very poor

FIGURE 12.7
Comparison of three 
patterns of organizational 
communication based on the 
variables of speed, accuracy, 
organization, emergence of 
leader, and morale

Informal Organizational Communication

Informal organizational communication does not follow the lines of the organization 
chart.46 Instead, this type of communication typically follows the pattern of personal relation-
ships among organization members: One friend communicates with another friend, regardless 
of their relative positions on the organization chart. Informal organizational communication 
networks generally exist because organization members have a desire for information that is 
not furnished through formal organizational communication.47 In times of economic down-
turn, for example, informal communication tends to increase because organization members 
are scavenging for information from almost anyone regarding how well the organization is do-
ing and if job cutbacks seem imminent.48
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To manage informal organizational communication appropriately, managers must strive to 
understand how this informal network operates in their organizations. For example, at Steelcase 
in Grand Rapids, Michigan, management conducted a study to better understand the informal 
communication that went on within the company. The study yielded valuable information: For 
instance, at Steelcase the days of standing around the water cooler to exchange the latest organi-
zational gossip or company news may be over. Only 1 percent of Steelcase employees go to the 
cooler to get something besides water. At Steelcase, informal communication conversations are 
more likely to take place in the office kitchen, at a coworker’s desk, or through e-mail.49

Patterns of Informal Organizational Communication The informal orga-
nizational communication network, or grapevine, has three main characteristics:

1. It springs up and is used irregularly within the organization.
2. It is not controlled by top executives, who may not even be able to influence it.
3. It exists largely to serve the self-interests of the people within it.

Understanding the grapevine is a prerequisite for a complete understanding of organiza-
tional communication. It has been estimated that 70 percent of all communication in organiza-
tions flows along the organizational grapevine. Not only do grapevines carry great amounts of 
communication, but they also carry it at rapid speeds. Employees commonly cite the company 
grapevine as the most reliable and credible source of information about company events.50

Like formal organizational communication, informal organizational communication uses 
serial transmissions. The difference is that it is more difficult for managers to identify the organi-
zation members involved in these informal transmissions than it is for managers to identify the 
members of the formal communication network. A classic article by Keith Davis that appeared 
in the Harvard Business Review has been a significant help to managers in understanding how 
organizational grapevines spring up and operate. Figure 12.8 sketches the four most common 
grapevine patterns as outlined by Davis. They are as follows:51

1. The single-strand grapevine—A tells B, who tells C, who tells D, and so on. This type of 
grapevine tends to distort messages more than any other.

2. The gossip grapevine—A informs everyone else on the grapevine.
3. The probability grapevine—A communicates randomly—for example, to F and D. F and D 

then continue to inform other grapevine members in the same way.
4. The cluster grapevine—A selects and tells C, D, and F. F selects and tells I and B, and B se-

lects and tells J. Information in this grapevine travels only to selected individuals.

DEALING WITH GRAPEVINES
Clearly, grapevines are a factor that managers must deal with because grapevines can, and often 
do, generate rumors that are detrimental to organizational success. Exactly how individual man-
agers should deal with the grapevine, of course, depends on the specific organizational situation 
in which they find themselves. For example, managers can use grapevines advantageously to 
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maximize information flow to employees. When employees have what they view as sufficient 
organizational information, their sense of belonging to the organization and their level of pro-
ductivity seem to increase. Some writers even argue that managers should encourage the devel-
opment of grapevines and strive to become grapevine members so that they can gain feedback 
that could be valuable in improving the organization.52

ENCOURAGING ORGANIZATIONAL 
COMMUNICATION
Because an organization acts only in the way its organizational communication directs it to act, 
organizational communication is often called the nervous system of the organization. Formal or-
ganizational communication is generally the more important type of communication within an 
organization, so managers should encourage its free flow.

One strategy for promoting formal organizational communication is to listen attentively to 
messages that come through formal channels. Listening shows organization members that the 
manager is interested in what subordinates have to say and encourages them to use formal com-
munication channels in subsequent situations. Table 12.2 presents some general guidelines for 
being a good listener.

The United Kingdom segment of McDonald’s offers a useful example of how to increase 
listening within a company. When faced with meeting a number of daunting organizational 

TABLE 12.2 Ten Commandments for Being a Good Listener

 1. Stop talking!

You cannot listen if you are talking.

Polonius (Hamlet): “Give every man thine ear, but few thy voice.”

 2. Put the talker at ease.

Help the talker feel free to talk.

This is often called establishing a permissive environment.

 3. Show the talker that you want to listen.

Look and act interested. Do not read your e-mail while he or she talks.

Listen to understand rather than to oppose.

 4. Remove distractions.

Do not doodle, tap, or shuffle papers.

Will it be quieter if you shut the door?

 5. Empathize with the talker.

Try to put yourself in the talker’s place so that you can see his or her point of view.

 6. Be patient.

Allow plenty of time. Do not interrupt the talker.

Do not head for the door to walk away.

 7. Hold your temper.

An angry person gets the wrong meaning from words.

 8. Go easy on argument and criticism.

This puts the talker on the defensive. He or she may “clam up” or get angry.

Do not argue: Even if you win, you lose.

 9. Ask questions.

This encourages the talker and shows you are listening.

It helps to develop points further.

10. Stop talking!

This is the first and the last commandment because all other commandments depend on it.

You just can’t do a good job of listening while you are talking. Nature gave us two ears 
but only one tongue, which is a gentle hint that we should listen more than we talk.



282 PART 5 Influencing 

challenges, U.K. CEO Peter Beresford instituted a program called Listening Campaign. Under 
the program, Beresford and his staff had face-to-face meetings with various stakeholder groups, 
including staff, customers, and investors. The purpose was to listen to stakeholders and gather 
input regarding the challenges Beresford faced. According to Beresford, the success of Listening 
Campaign was undeniable. Through listening, he achieved numerous benefits, including build-
ing more effective work teams, identifying organizational problems and their solutions, and 
implementing sound problem solutions.53

Some other strategies to encourage the flow of formal organizational communication are as 
follows:

 MyManagementLab: Try It, Communication
If your instructor has assigned this activity, go to mymanagementlab.com to try  
a simulation exercise about a chain of clothing stores.

Support the flow of clear and concise statements through formal communication channels. 
Receiving an ambiguous message through a formal organizational communication channel 
can discourage employees from using that channel again.
Take care to ensure that all organization members have free access to formal communication 
channels. Obviously, organization members cannot communicate formally within the orga-
nization if they don’t have access to the formal communication network.
Assign specific communication responsibilities to the staff personnel who could be of 
enormous help to line personnel in spreading important information throughout the 
organization.
Make sure that the leaders sending messages are trusted by the workforce. Interestingly, a 
recent study reported than less than 40 percent of employees have trust or confidence in their 
senior leadership.54

One of Evernote CEO Phil Libin’s primary respon-
sibilities is influencing—guiding the activities of 
Evernote employees to enhance the accomplish-

ment of organizational objectives. Libin could perform this 
function by leading such individuals as division managers 
or software engineers, by motivating them to do better 
jobs, by working well with various groups of employees, by 
 encouraging creativity and innovation, and by communicat-
ing successfully with employees.

Of all of these influencing activities, however, communicat-
ing should be especially important to Libin. Communication 
is the main tool through which Libin and his leadership team 
should, at least to some extent, accomplish their duties. As an 
example in the Challenge Case, his announcements at weekly 
all-employee meetings contribute to his goal of ensuring that 
employees understand how their work contributes to the com-
pany’s larger vision. Almost any impact (planning, organizing, or 

controlling) Libin plans to exert on Evernote will require him to 
communicate with other Evernote employees. In essence, Libin 
must be a good communicator if he is to be a successful manager 
at Evernote.

In discussing Phil Libin’s ability to communicate, we are 
actually discussing his ability to share ideas with other Evernote 
employees. For Libin to be a successful communicator, he must 
concentrate on the three essential elements of the communica-
tion process. The first element is the source—the individual who 
wishes to share information with another. For example, when 
Libin is sharing the company’s vision with employees, he is the 
source. The second element is the signal—the message transmit-
ted by Libin. The third element is the destination—in this exam-
ple, the Evernote employees with whom Libin wishes to share 
information. Libin should communicate with Evernote employees 
by determining what information he wants to share, encoding the 
information, and then transmitting the message. The employees 
will then interpret the message and respond accordingly. Libin’s 
communication is successful if subordinates interpret messages 
as he intends.

CHALLENGE CASE SUMMARY
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interpersonal communication as it takes place within the organi-
zation. The success of organizational communication at Evernote 
is an important factor in determining the company’s level of suc-
cess. Libin can communicate with his people in two basic ways: 
formally and informally.

In general, Libin’s formal communication should follow 
the lines on the organization chart. Libin can communicate 
downward to, for example, divisional managers or upward to, for 
example, Evernote’s board of directors. Libin’s downward com-
munication will commonly focus on the company’s vision and 
the activities subordinates are performing. His upward commu-
nication will usually illustrate how the company is performing. 
Because Libin is CEO and has no one else at the same level within 
the organization, he would not communicate laterally. He should, 
however, take steps to ensure that lateral communication does 
occur at other organizational levels in order to enhance planning 
and coordination at Evernote.

It is certain that an extensive grapevine exists at Evernote. 
Although the company grapevine must be dealt with, Libin may 
not be able to influence it significantly. Evernote employees, like 
employees at any other company, typically are involved in grape-
vines for self-interest and because the formal organization has not 
furnished them with the information they believe they need.

By developing various social relationships, Libin could con-
ceivably become part of the grapevine and obtain valuable feed-
back from it. Also, because grapevines generate rumors that could 
have a detrimental effect on Evernote’s success, Libin should try 
to ensure that personnel are given, through formal organization 
communication, all the information they need to do their jobs 
well, thereby reducing the need for a grapevine.

Because formal organizational communication is vitally impor-
tant to Evernote, Libin should try to encourage its flow as much as 
possible. By listening intently to messages that come to him over 
formal channels, supporting the flow of clear messages, and making 
sure that all Evernote employees have access to these channels, Libin 
can make sure that Evernote’s communication is the best it can be.

If Libin is to be a successful communicator, he must mini-
mize the impact of numerous communication barriers. These 
barriers include the following:

1. Evernote employees needing to have more information and 
more complex information to do their jobs

2. Message interference
3. Libin’s view of the destination as well as the destination’s 

view of Libin
4. The perceptual process of the people involved in the com-

munication attempt
5. Multimeaning words

The employees’ reactions to Libin’s messages can provide him 
with perhaps his most useful tool for making communication 
successful—feedback. When feedback does not seem appropriate, 
Libin should transmit another message to clarify the meaning of 
his first message. He must be alert to both verbal and nonverbal 
feedback. Over time, if feedback indicates that Libin is a relatively 
unsuccessful communicator, he should analyze the situation care-
fully to improve his communication effectiveness. He might find, 
for instance, that he is using vocabulary that is generally inap-
propriate for certain employees or that he is not following one or 
more of the 10 commandments of good communication.

In addition, Libin must remember that he can communicate 
without using words. His facial expressions, gestures, and even the 
tone of his voice convey things to people. Most of Libin’s commu-
nication situations involve both verbal and nonverbal messages 
to Evernote employees. Because the impact of a message may 
be generated mostly by its nonverbal components, Libin must 
be certain that his nonverbal messages complement his verbal 
messages. For example, with his use of a robot to visit employees’ 
work areas, as mentioned in the Challenge Case, Libin conveys 
the message that he wants employees to interact with him even 
when he is away from the office.

As CEO of Evernote, Phil Libin must strive to under-
stand the intricacies of organizational communication—that is, 

 MyManagementLab: Assessing Your Management Skill
If your instructor has assigned this activity, go to mymanagementlab.com and decide 
what advice you would give an Evernote manager.

DEVELOPING MANAGEMENT SKILL This section is specially designed to help 
you develop communication skills. An individual’s management skill is based on an 
understanding of management concepts and on the ability to apply those concepts in 
various organizational situations. The following activities are designed both to heighten 
your understanding of communication fundamentals and to develop your ability to apply 
those concepts in various management situations.

CLASS PREPARATION AND PERSONAL STUDY
To help you prepare for class, perform the activities outlined in this section. Performing these activities will help you  
to significantly enhance your classroom performance.
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 12-1. Discuss the significance of “field of experience” in 
communication.

 12-2. What is feedback and how should managers use it 
when communicating?

Reflecting on Target Skill

On page 265, this chapter opens by presenting a target management skill along with a 
list of related objectives outlining knowledge and understanding that you should aim to 
acquire related to that skill. Review this target skill and the list of objectives to make sure 
that you’ve acquired all pertinent information in the chapter. If you do not feel that you’ve 
reached a particular objective(s), study related chapter coverage until you do.

Know Key Terms

Understanding the following key terms is critical to your preparing for class. Define each 
of these terms. Refer to the page(s) referenced after a term to check your definition or to 
gain further insight regarding the term.

influencing 267
emotional intelligence 269
communication 270
source/encoder 271
message 271
signal 271
decoder/destination 271
successful communication 271

unsuccessful communication 271
communication macrobarrier 272
communication microbarrier 273
message interference 273
perception 274
feedback 275
verbal communication 276
nonverbal communication 276

organizational  
communication 277

formal organizational 
communication 278

serial transmission 279
informal organizational 

communication 279
grapevine 280

Know How Management Concepts Relate

This section comprises activities that will sharpen your understanding of communication 
concepts. Answer these essay questions as completely as possible.

 12-3. Draw three types of organizational grapevines and 
explain how communication effectiveness might be 
impacted by each type.

MANAGEMENT SKILLS EXERCISES
Learning activities in this section are aimed at helping you develop management skills.

 Cases

How Evernote’s Phil Libin Keeps 
Communication Flowing

“How Evernote’s Phil Libin Keeps Communication Flowing” 
(p. 265) and its related Challenge Case Summary were writ-
ten to help you better understand the management concepts 
contained in this chapter. Answer the following discussion 
questions about the Challenge Case to better see how your 
understanding of influencing and communication can be 
applied in a company like Evernote.

 12-4. List three problems that could have resulted at 
Evernote if Libin had been a poor communicator.

 12-5. Explain how the problems you listed in number 
1 could have been caused by Libin’s inability to 
communicate.

 12-6. Assuming that Libin is a good communicator, discuss 
three ways he is positively affecting Evernote because 
of his communication expertise.

Glimcher Focuses on Internal 
Communication

Read the case and answer the questions that follow. Studying 
this case will help you better understand how concepts relat-
ing to communication can be applied in an organization such 
as Glimcher Realty Trust.

It goes without saying that the real estate market has 
not been a booming industry for the last several years. For 
Columbus, Ohio–based Glimcher Realty Trust, it has been 
especially difficult. Primarily in the mall and shopping cen-
ter business, the company owns or manages 27 malls in 
15 states, including Ohio, California, Florida, and Pennsylvania 
(www.glimcher.com). But since 2008, the company has had a 
trying time with a weak economy, numerous foreclosures, a 
dropping stock price, and an ever-increasing debt.

Michael Glimcher, CEO of the company, needed to raise 
tens of millions of dollars to help alleviate the financial pres-
sures on the firm. Additionally, he knew that 2012 was going 

http://www.glimcher.com
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to be an especially tough year. He said that the year was 
“going to be about the balance sheet and strengthening 
the quality of our tenants” (Misonzhnik, 2012). After all, mall 
management companies make their money primarily from 
the tenants who occupy space in those malls, such as J. C. 
Penney, Macy’s, Gap, and other retailers. A full mall with 
satisfied tenants means more income for Glimcher. To get 
the millions of dollars needed for the company, his first step 
was not to go out and borrow even more money but instead 
to simply talk to his employees. With over 500 employees 
whose livelihoods depended upon the success of the com-
pany, what Glimcher did and said was very important. He 
needed to reassure them. “I made it very clear to every-
one,” he said. “We’re going to win here. We’re going to get 
through the issues we have to get through” (Scott, 2011).

In his communication to the employees, he detailed his 
plans. His laid out how the company would weather the cur-
rent economic storm and also move ahead. “We called a state-
of-the-company meeting and I outlined every issue we were 
dealing with and what we had to do to be a healthier com-
pany,” Glimcher said. “Here are the three or four most critical 
issues we have to correct. Here are the things we absolutely 
have to do, and when we do X, Y and Z, we’ll be in a much 
better place” (Scott, 2011). One of the things Glimcher had to 
consider was selling some of the mall properties to raise the 
funds. This meant that some of his employees who managed 
his properties might lose their jobs. “Rather than giving peo-
ple part of the story or half the story, we said, ‘Here’s exactly 
what’s going on,’” Glimcher said. “‘We might be selling your 
mall.’ Frankly, we needed the help of the team to market the 
asset so we could get people excited about it” (Scott, 2011).

That was a difficult task. Some of the employees knew 
that they might find themselves working even harder to 
get a property ready to sell to another company, which 
could easily mean the end of their employment, as the new 

company would not necessarily have a need for them. This is 
where Glimcher’s ability to communicate honestly with each 
employee was at its best. He believes that communicating 
with employees in a way that treats them as not only a mem-
ber of the team but also an important contributor to the team 
is vital to his company’s success. “If you yell at someone, 
are they going to feel good and want to do something for 
you? Or are they going to feel kind of down and think you’re 
a jerk? People who are treated nicely usually wind up doing 
better things. If I thought people were going to be a lot hap-
pier and we were going to make a lot more money because 
I could go around yelling at everybody, maybe I’d start doing 
that. I don’t believe that’s true” (Scott, 2011).

Ultimately, Glimcher did not have to sell off any of its 
properties. Cutting operational costs definitely helped. And 
additional funds were brought in through more real estate 
deals, including the management of the second-largest mall in 
Hawaii (www.glimcher.com). But the experience for Glimcher 
was important because it demonstrated that open, upfront 
communication with employees is absolutely critical. “If you 
treat people nicely and you genuinely care about them and 
you’re incredibly honest with them about what’s going on,” he 
said, “I think people really appreciate that” (Scott, 2011).55

Questions

 12-7. Using the 10 commandments of good communi-
cation described in this chapter, assess Michael 
Glimcher’s communication with his employees.

 12-8. What macrobarriers and microbarriers do you think 
might exist for Michael Glimcher in his communica-
tion with employees?

 12-9. Is Glimcher’s approach to communication a type of 
formal or informal organizational communication? 
Explain.

Experiential Exercises

Developing Nonverbal  
Communication Skills

Directions. Read the following scenario and then perform the 
listed activities. Your instructor may want you to perform the 
activities as an individual or within groups. Follow all of your 
instructor’s directions carefully.

The purpose of this exercise is to help you develop your 
nonverbal communication skills. Apply yourself as much as 
possible. The more you focus on the exercise, the greater 
your chances of developing your skill.

Procedure

1. Your instructor will divide the class into groups of 
approximately four members each.

2. Each group will have about 10 minutes to complete 
the following task via a group discussion: List as many 
advantages and disadvantages as you can regarding 
allowing illegal aliens or undocumented workers to 
remain in the United States.

3. Before discussion begins, each group will be given approxi-
mately five minutes so that members can work individually 
to (a) list two feelings they would like to project during 

the group discussion and (b) list corresponding nonverbal 
actions they will use to express those feelings. For exam-
ple, one feeling might be anger, and the related nonverbal 
action could be yelling words. Individuals should share 
their work with other group members.

4. Once members have finished their individual work in 
number 3, the instructor will signal for group discussion 
to begin.

5. After the discussion, the instructor will allow each group 
about five minutes so that individuals can talk about 
what feelings they think other individuals were trying to 
communicate. All should keep track of how many times 
their nonverbal messages were successful in communi-
cating their intended feelings.

6. The instructor will open discussion about the exercise 
by asking questions such as the following:

 a.  Were you successful in communicating nonver-
bally? Why?

 b.  Is it easy for you to communicate nonverbally? 
Why?

 c.  What did you learn from this exercise about 
increasing your managerial skill of communicating 
nonverbally?

http://www.glimcher.com
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maintaining internal communications is no longer appro-
priate because it no longer meets Ericsson’s ambitions for 
global best practices in all areas of the business. As part of 
rebuilding internal communications, all the publishing ac-
tivities were outsourced to an external agency. A new area 
for significant investment in management’s program is to 
improve internal communications by improving manag-
ers’ interpersonal communication skills. Further, manage-
ment wants the company’s communication environment 
to change from one where internal communication focuses 
more on news flow to one where communication focuses 
on helping management achieve organizational goals.

Assuming that you have the primary responsibility 
at Ericsson for building this new communication environ-
ment, answer the following questions.

What four goals would you set for building the new 
communication environment at Ericsson?

 12-10. 

 12-11. 

 12-12. 

 12-13. 

Explain what each goal would contribute toward establish-
ing the new environment that supports reaching organiza-
tional goals.

 12-14. 

 12-15. 

 12-16. 

 12-17. 

List a primary step you would take in trying to achieve 
each goal.

 12-18. 

 12-19. 

 12-20. 

 12-21. 

How long do you think it would take to establish the new 
communication environment at Ericsson? Why? Explain fully.

 12-22. 

 12-23. 

 12-24. 

 12-25. 

You and Your Career56

John Black is a production supervisor in a low-tech toy 
company that produces wooden cars and boats for children 
2–4 years of age. John supervises 25 employees and has 
been performing well in this same job for five years. On 
personal reflection, John wants to be promoted but doesn’t 
think he’ll be offered a promotion in the foreseeable future. 
However, John doesn’t really understand why. He has 24/7 
e-mail access and is “always on” via his wireless technol-
ogy device. In fact, John is something of a legend at the 
company because he is always on his BlackBerry. John 
not only has conversations through his BlackBerry but 
also does quite a bit of text messaging. John has always 
believed that because of the efficiency involved, elec-
tronic means of communication are better than face-to-face 
communication.

Could John’s personal philosophy about communica-
tion affect his career? If yes, why? If no, why not? If you 
were John, what personal philosophy about communica-
tion would you have to maximize not only your job success 
but also your career success?

Building Your Management  
Skills Portfolio

Your Management Skills Portfolio is a collection of activi-
ties specially designed to demonstrate your management 
knowledge and skill. Be sure to save your work. Taking your 
printed portfolio to an employment interview could be 
helpful in obtaining a job.

The portfolio activity for this chapter is Developing a 
New Communication Environment.57 Read the following 
about Ericsson and answer the questions that follow.

Ericsson, headquartered in Stockholm, Sweden, is a 
world-leading provider of telecommunications equipment, 
with more than 1,000 networks in 140 countries. Forty 
percent of all mobile calls are made through Ericsson’s 
systems. Ericsson has about 75,000 employees and is one 
of only a few companies that offer worldwide solutions for 
all major mobile communication networks. A recent joint 
venture with Sony has enabled Ericsson to offer a wide 
range of mobile devices, including cell phones and related 
equipment. The company’s portfolio, which contains more 
than 20,000 patents, is evidence of its successful research 
efforts and its goal to be on the cutting edge of technology.

Over the years, Ericsson has invested heavily in main-
taining its internal communications. Traditionally, the ma-
jority of this investment has been in the area of print 
and electronic publishing devices. Recently, however, 
management indicated that this investment approach for 

 MyManagementLab: Writing Exercises
If your instructor has assigned this activity, go to mymanagementlab.com for  
the following assignments:

Assisted Grading Questions
12-26. How can managers encourage the flow of formal communication in organizations?
12-27. What is “emotional intelligence” and how does it relate to influencing people in 

organizations?
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Leadership
T A R G E T  S K I L L

Leadership Skill: the ability to direct the behavior of others 
toward the accomplishment of objectives

O B J E C T I V E S

To help build my leadership skill, when studying this chapter, I will 
attempt to acquire:

1 A working definition of leadership

2 An understanding of early approaches to leadership

3 An appreciation for more recent approaches to leadership

4 Insights into how leaders should make decisions

5 Hints on how leaders change organizations

6 An understanding of how leaders should coach

7 An appreciation for emerging leadership concepts

MyManagementLab®

Go to mymanagementlab.com to complete the problems marked with this icon  .

 MyManagementLab: Learn It
If your instructor has assigned this activity, go to mymanagementlab.com before 
 studying this chapter to take the Chapter Warm-Up and see what you already know.
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Iwata Faces Many Different Issues  
at Nintendo

His business card may say “President,” but if you ask Nintendo’s Satoru Iwata where 
his loyalties lie, he will tell you this: In his mind, he’s a game developer—and in his 
heart, he’s still a gamer.

C H A L L E N G E  CA S E

Iwata taught himself how to program while in high school, 
designing games and playing them with his friends. In college, 
he landed a part-time job designing games at HAL Laboratory, 
a firm that developed computer peripherals. (The company was 
named after the mythic “HAL” in the film 2001.) After gradua-
tion, Iwata joined HAL full time and rose through the ranks.

However, HAL filed for bankruptcy in 1992, only to be 
rescued by a client for whom it had designed many video 
games—Nintendo. As part of the restructuring plan, the 
33-year-old Iwata became HAL’s president. In the next seven 
years, Iwata turned his company around.

Iwata joined Nintendo in 2000 and became president in 
2002. Rather than compete directly with companies like Sony 

and Microsoft, Iwata made the decision to broaden the video 
game market to attract people who did not already play video 
games. Iwata implemented that strategy with the introduc-
tion of the Wii console, a product with broad-based family 
appeal and dozens of applications. Not only did Wii create 
new  opportunities for Nintendo and generate unprecedented 
growth, but it also sold a record 7.8 million units in year one. 
Another Nintendo product, the DS handheld game machine, 
contributed to the company’s revenues.

Even then, however, Iwata was concerned. It would be 
easy, he realized, for complacency to set in. He wanted to keep 
the company hungry and humble.

Iwata’s concerns may have been prophetic. With 
 declining sales of the DS and a price cut on the Wii, in 2009 
Nintendo posted a 41 percent decline in profits—its first 
decline in four years. Despite its worsening performance, 
however, BusinessWeek named Nintendo the world’s best 
company for 2009, calling the Wii “the true disrupter of the 
entertainment industry” and citing Nintendo’s commitment 
to innovation even in the face of declining sales and con-
sumer confidence.

Some industry observers say Nintendo was unable to 
keep pace with its revenue growth, leading to overworked 
developers. Since then, rather than hire additional employees, 
Nintendo has addressed the staffing issues by outsourcing 
some of its less important software projects.

Its latest innovation, the 3-DS handheld game, delivers 
3-D imagery without the need for special glasses. The 3-DS 
competes with Sony’s PlayStation Portable and Apple’s iPad in 
the portable game player market.1

As a leader, Iwata has faced many different issues over 
the years—turning around an organization, moving from one 
company to another, sparking innovation, handling company 
growth, creating humility within a corporate culture, and han-
dling declining profits. Iwata made dealing with these issues 
look easy. It was not.

THE LEADERSHIP CHALLENGE
The Challenge Case reviews how Satoru Iwata turned 
around a bankrupt company before becoming president 
of Nintendo, and then presided over record growth 
at Nintendo before its most recent financial decline. 
The information in the chapter would be helpful to an 
individual such as Iwata as the basis for developing a 
useful leadership strategy to achieve success in such 

President Satoru Iwata led Nintendo to expand  
its target market and grow its profits with the  
Wii console and with the 3-DS below.
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circumstances. Often, leaders can learn as much, if not more, from their mistakes 
as from their successes. The chapter discusses (1) how to define leadership, (2) the 
difference between a leader and a manager, (3) the trait approach to leadership, (4) 
the situational approach to leadership, (5) leadership today, and (6) current topics in 
leadership.

DEFINING LEADERSHIP
Leadership is the process of directing the behavior of others toward the accomplishment of an 
objective. Directing, in this sense, means causing individuals to act in a certain way or to follow 
a particular course of action. Ideally, this course is perfectly consistent with such factors as estab-
lished organizational policies, procedures, and job descriptions. The central theme of leadership 
is getting things accomplished through people.2

As indicated in Chapter 12, leadership is one of the four main interdependent activities of 
the influencing subsystem and is accomplished, at least to some extent, by communicating with 
others. It is extremely important that managers have a thorough understanding of what leader-
ship entails. Leadership has always been considered a prerequisite for organizational success; 
today, given the increased capability afforded by enhanced communication technology and the 
rise of international business, leadership is more important than ever before.3

Leader Versus Manager

Leading is not the same as managing. Many executives fail to grasp the difference between the 
two and therefore labor under a misapprehension about how to carry out their organizational 
duties. Although some managers are leaders and some leaders are managers, leading and manag-
ing are not identical activities.4 According to Theodore Levitt, management consists of:

the rational assessment of a situation and the systematic selection of goals and purposes 
(what is to be done); the systematic development of strategies to achieve these goals; the 
marshalling of the required resources; the rational design, organization, direction, and con-
trol of the activities required to attain the selected purposes; and, finally, the motivating and 
rewarding of people to do the work.5

Leadership, as one of the four primary activities of the influencing function, is a sub-
set of  management. Managing is much broader in scope than is leading and focuses on 
 nonbehavioral as well as behavioral issues. In contrast, leading emphasizes mainly behavioral 
issues. Figure 13.1 makes the point that although not all managers are leaders, the most effec-
tive managers over the long term are leaders.

Merely possessing management skills is no longer sufficient for success as an executive in 
the business world. Modern executives need to understand the difference between managing and 
leading and know how to combine the two roles to achieve organizational success. A manager 
makes sure that a job gets done, and a leader cares about and focuses on the people who do the 
job. Combining management and leadership, therefore, requires demonstrating a calculated and 
logical focus on organizational processes (management) along with a genuine concern for work-
ers as people (leadership).6

Leaders
who are not

managers

Managers
who are not

leaders

LeadersManagers who
 are also leaders

Managers
FIGURE 13.1
The most effective managers 
over the long term are also 
leaders
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EARLY APPROACHES  
TO LEADERSHIP
The Trait Approach to Leadership

The trait approach to leadership is based on early leadership research that assumed a good 
leader is born, not made. Primarily, this research attempted to describe successful leaders as pre-
cisely as possible. The reasoning was that if a complete profile of the traits of a successful leader 
could be drawn, it would be fairly easy to identify the individuals who should and should not be 
placed in leadership positions.7

Many of the early studies that attempted to summarize the traits of successful leaders were 
documented. One of these summaries concluded that successful leaders tend to possess the fol-
lowing characteristics:8

1. Intelligence, including judgment and verbal ability
2. Past achievement in scholarship and athletics
3. Emotional maturity and stability
4. Dependability, persistence, and a drive for continuing achievement
5. The skill to participate socially and adapt to various groups
6. A desire for status and socioeconomic position

Evaluations of these trait studies, however, have concluded that their findings are inconsistent. 
One researcher said that 50 years of study have failed to produce one personality trait or set of 
qualities that can be used consistently to differentiate leaders from nonleaders.9 Still, research-
ers continue to examine the issue. A recent study by Frank Walter and Helka Bruch analyzes 
the phenomenon of the charismatic leader and identifies some traits inherent in such  lead-
ers.10 Thus far, however, research has failed to definitively articulate a trait or combination of 
traits that indicate an individual will be a successful leader. Leadership is apparently a much 
more complex issue.

Contemporary management writers and practitioners generally agree that leadership ability 
cannot be explained by an individual’s traits or inherited characteristics. They believe, rather, that 
individuals can be trained to be good leaders. In other words, leaders are made, not born.11 That 
is why thousands of employees each year are sent to leadership training programs.12

Companies are finding that the benefits of building leadership talent include not only 
enhancing company success but also gaining an advantage in attracting the best college graduates 
as new hires.

Behavioral Approaches to Leadership

The failure to identify predictive leadership traits led researchers in this area to turn to other 
variables to explain leadership success. Rather than looking at traits leaders should possess, the 
behavioral approach looked at what good leaders do. Are they concerned with getting a task 
done, for instance, or do they concentrate on keeping their followers happy and maintaining 
high morale?

Two major studies were conducted to identify leadership behavior, one by the Bureau of 
Business Research at Ohio State University (referred to as the OSU studies), and the other by the 
University of Michigan (referred to as the Michigan studies).

The OSU Studies The OSU studies concluded that leaders exhibit two main types of 
behavior:

Structure behavior is any leadership activity that delineates the relationship between the 
leader and the leader’s followers or establishes well-defined procedures that the followers 
should adhere to in performing their jobs. Overall, structure behavior limits the self- guidance 
of followers in the performance of their tasks, but although it can be relatively firm, it is never 
rude or malicious.

Structure behavior can be useful to leaders as a means of minimizing follower activity 
that does not significantly contribute to organizational goal attainment. Leaders must be 
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careful, however, not to go overboard and discourage follower activity that will contribute to 
organizational goal attainment.

Consideration behavior is leadership behavior that reflects friendship, mutual trust, respect, 
and warmth in the relationship between leader and followers. This type of behavior generally 
aims to develop and maintain a good relationship between the leader and the followers.

Research by consulting firm Lore International Institute reveals that, to succeed in the workplace, 
it’s important for leaders to demonstrate trustworthiness, honesty, and an ability to collaborate. 
According to the findings, leaders can “kill” trust between themselves and workers by being 
(1) credit hogs and taking credit for the good ideas of others, (2) lone rangers and working mostly 
by themselves and not closely with other workers, (3) egomaniacs and believing that success will 
come only through the efforts of management as opposed to those of workers, or (4) mules and 
being stubborn and inflexible.13

The OSU studies resulted in a model that depicts four fundamental leadership styles. 
A   leadership style is the behavior a leader exhibits while guiding organization members in 
appropriate directions.14 Each of the four leadership styles depicted in Figure 13.2 is a different 
combination of structure behavior and consideration behavior. For example, the high-structure/
low-consideration leadership style emphasizes structure behavior and deemphasizes consider-
ation behavior.

The OSU studies made a significant contribution to our understanding of leadership, and 
the central ideas generated by these studies still serve as the basis for modern leadership thought 
and research.15

The Michigan Studies About the same time the OSU leadership studies were being 
 carried out, researchers at the University of Michigan, led by Rensis Likert, were also conducting 
a series of historically significant leadership studies.16 After analyzing information based on inter-
views with leaders and followers (i.e., managers and subordinates), the Michigan studies pinpointed 
two basic types of leader behavior: job-centered behavior and employee-centered behavior.

Job-centered behavior is leader behavior that focuses primarily on the work a subordinate 
is doing. The job-centered leader is interested in the job a subordinate is doing and in how well 
the subordinate is performing that job.

Employee-centered behavior is leader behavior that focuses primarily on subordinates as 
people. The employee-centered leader is attentive to the personal needs of subordinates and is 
interested in building cooperative work teams that are satisfying to subordinates and advanta-
geous for the organization. Considerable research has been focused on this relationship and its 
outcomes, which are sometimes referred to as the Pygmalion effect, a phenomenon in which the 
more leaders believe their subordinates can achieve, the more the subordinates do achieve.17

The results of the OSU studies and the Michigan studies are similar. Both research efforts indi-
cate two primary dimensions of leader behavior: a work dimension (structure behavior/job-centered 
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behavior) and a people dimension (consideration behavior/employee-centered behavior). The fol-
lowing sections focus on determining which of these two primary dimensions of leader behavior is 
more advisable for a manager to adopt.

Effectiveness of Various Leadership Styles An early investigation of high 
school superintendents concluded that desirable leadership behavior is associated with strong 
leader emphasis on both structure and consideration and that undesirable leadership behavior 
is associated with weak leader emphasis on both dimensions. Similarly, the managerial grid 
 described in Chapter 11 implies that the most effective leadership style is characterized by a high 
level of consideration and an effective structure. Results of a more recent study indicate that sub-
ordinates always prefer a high level of consideration.18

Comparing Styles One should be cautious, however, about concluding that any 
single leadership style is more effective than any other. Leadership situations are so varied that 
 pronouncing one leadership style as the most effective is an oversimplification. In fact, a suc-
cessful leadership style for managers in one situation may prove ineffective in another situation. 
Recognizing the need to link leadership styles to appropriate situations, A. K. Korman noted, 
in a classic article, that a worthwhile contribution to leadership literature would be a rationale 
for systematically linking appropriate styles with various situations in order to ensure effective 
leadership.19 The life cycle theory of leadership, which is covered in the next section, provides 
such a rationale.

MORE RECENT APPROACHES  
TO LEADERSHIP
Leadership studies have shifted emphasis from the trait approach to the situational approach, 
which suggests that leadership style must be appropriately matched to the situation the leader 
faces. The more modern situational approach to leadership is based on the assumption that 
each instance of leadership is different and therefore requires a unique combination of leaders, 
followers, and leadership situations.20

This interaction is commonly expressed in formula form: SL = f (L, F, S), where SL is 
 successful leadership; f stands for function of; and L, F, and S are, respectively, the leader, the 
follower, and the situation.21 Translated, this formula says that successful leadership is a function 
of a leader, a follower, and a situation that are appropriate for one another.

of effective leadership that are prized in different cultures. 
Researchers Caroline Rook and Anupam Agrawal recently 
identified striking differences between the leadership 
skills cultivated in Eastern cultures and in Western cul-
tures. Among other observations, they found that lead-
ers in Southeast Asia are skilled at visioning, or uniting 
followers behind a compelling strategy. On the other 
hand, leaders in Eastern European countries are skilled 
at empowering employees and encouraging them to per-
severe. Leaders who want to succeed in another culture 
likely would benefit from cultivating the qualities that 
particular culture seems to prefer.22

One force shaping differences among leaders is 
that they come from different cultures. For ex-

ample, in a culture that values respect for elders and 
maintaining harmony, young managers are less likely 
to display the kind of assertiveness that Westerners 
associated with leadership. However, these quali-
ties are typical of many Asian cultures, which may 
explain why international organizations based in the 
West have been slow to place Asian managers in top 
positions.

Experts in international leadership emphasize the 
importance of learning about the different components 

Leadership Perceptions Vary by Culture, Say Researchers

Tips for Managing around the Globe
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The Life Cycle Theory of Leadership

The life cycle theory of leadership is a rationale for linking leadership styles with various situ-
ations to ensure effective leadership. This theory posits essentially the same two types of leader-
ship behavior as the OSU leadership studies do, but it calls them “task” and “relationships” rather 
than, respectively, “structure” and “consideration.”

The life cycle theory is based on the relationship among follower maturity, leader task 
behavior, and leader relationship behavior. In general terms, according to this theory, leadership 
style should reflect the maturity level of the followers. Maturity is defined as the ability of fol-
lowers to perform their jobs independently, to assume additional responsibilities, and to desire 
to achieve success. The more of each of these characteristics followers possess, the more mature 
they are said to be. (Maturity here is not necessarily linked to chronological age.)

Figure 13.3 illustrates the life cycle theory of leadership model. The curved line indicates the 
maturity level of the followers: Maturity level increases as the maturity curve runs from right to 
left. In more specific terms, the theory indicates that effective leadership behavior should shift as 
follows:23 (1) high-task/low-relationships behavior to (2) high-task/high-relationships behavior 
to (3) high-relationships/low-task behavior to (4) low-task/low-relationships behavior, as one’s 
followers progress from immaturity to maturity. In sum, a manager’s leadership style will be 
effective only if it is appropriate for the maturity level of the followers.

Some exceptions apply to the general philosophy of the life cycle theory. For example, if 
there is a short-term deadline to meet, a leader may find it necessary to accelerate production 
through a high-task/low-relationships style rather than through a low-task/low-relationships 
style, even if the followers are mature. A high-task/low-relationships leadership style carried out 
over the long term with such followers, though, would typically result in a poor working relation-
ship between leader and subordinates.

Applying Life Cycle Theory Following is an example of how the life cycle theory ap-
plies to a leadership situation:

A man has just been hired as a salesperson in a men’s clothing store. At first, this indi-
vidual is extremely immature—that is, unable to solve task-related problems independently. 
According to the life cycle theory, the appropriate style for leading this salesperson at his 
level of maturity is high-task/low-relationships—that is, the leader should tell the salesper-
son  exactly what should be done and how to do it. The salesperson should be shown how to 
make change and charge sales and how to handle merchandise returns. The leader should 
also  begin laying the groundwork for developing a personal relationship with the salesper-
son. Too much relationship behavior at this point, however, should be avoided because it can 
 easily be misinterpreted as permissiveness.
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As time passes and the salesperson gains some job-related maturity, the appropriate style for 
leading him would be high-task/high-relationships. Although the salesperson’s maturity has 
increased somewhat, the leader still needs to watch him closely because he requires guidance 
and direction at times. The main difference between this leadership style and the first one is 
the amount of relationship behavior displayed by the leader. Building on the groundwork laid 
during the period of the first leadership style, the leader can now start to encourage an atmo-
sphere of mutual trust, respect, and friendliness between the salesperson and her.
As more time passes and the salesperson’s maturity level increases still further, the appropri-
ate style for leading this individual will become high relationships/low task. The leader can 
now deemphasize task behavior because the salesperson is of above-average maturity in his 
job and is capable of independently solving most job-related problems. The leader would 
continue to develop a relationship with her follower.
Once the salesperson’s maturity level reaches its maximum, the appropriate style for leading him 
is low task/low relationships. Again, the leader deemphasizes task behavior because the follower 
is thoroughly familiar with the job. Now, however, the leader can also deemphasize relationship 
behavior because she has fully established a good working relationship with the follower. At this 
point, task behavior is seldom needed, and relationship behavior is used primarily to nurture 
the good working rapport that has developed between the leader and the follower. The salesper-
son, then, is left to do his job without close supervision, knowing that he has a positive working 
relationship with a leader who can be approached for guidance whenever necessary.

The life cycle approach more than likely owes its acceptance to its intuitive appeal. Although 
at first glance it appears to be a useful leadership concept, managers should bear in mind that 
little scientific investigation has been conducted to verify its worth, and therefore it should be 
applied with caution.24

Fiedler’s Contingency Theory

Situational theories of leadership such as the life cycle theory are based on the concept of leader 
flexibility—the idea that successful leaders must change their leadership styles as they encounter 
different situations. Can any leader be so flexible as to span all major leadership styles? The an-
swer to this question is that some leaders can be that flexible, and some cannot.

Unfortunately, numerous obstacles get in the way of leader flexibility. One obstacle is that a 
leadership style is sometimes so ingrained in a leader that it takes years for the leader’s style to 
even approach flexibility. Another obstacle is that some leaders have experienced such success in 
a basically static situation that they believe developing a flexible style is unnecessary. Yet another 
obstacle is the widely held notion that, in order for leaders to be considered successful in a new 
role, they need to generate “quick wins.” This focus on making a significant contribution to the 
organization soon after assuming the leadership role actually impedes a leader’s ability to be flex-
ible and exhibit his or her true style.25

Changing the Organization to Fit the Leader One strategy, proposed by Fred 
Fiedler, for overcoming these obstacles is changing the organizational situation to fit the leader’s 
style, rather than changing the leader’s style to fit the organizational situation.26 Applying this 
idea to the life cycle theory of leadership, an organization may find it easier to shift leaders to 
situations appropriate for their leadership styles than to expect those leaders to change styles as 
situations change. After all, it would probably take three to five years to train a manager to effec-
tively use a concept such as life cycle theory, whereas changing the situation that the leader faces 
can be done quickly simply by exercising organizational authority.

According to Fiedler’s contingency theory of leadership, leader–member relations,27 task 
structure, and the position power of the leader are the three primary factors that should be con-
sidered when moving leaders into situations appropriate for their leadership styles:

Leader–member relations is the degree to which the leader feels accepted by the followers.
Task structure is the degree to which the goals—the work to be done—and other situational 
factors are outlined clearly.
Position power is determined by the extent to which the leader has control over the rewards 
and punishments followers receive.
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How these three factors can be arranged in eight different combinations, called octants, is 
presented in Table 13.1.

Figure 13.4 shows how effective leadership varies among the eight octants. From an 
 organizational viewpoint, this figure implies that management should attempt to match 
 permissive, passive, and considerate leaders with situations reflecting the middle of the contin-
uum, containing the octants 4, 5, 6, and 7. It also implies that management should try to match 
controlling, active, and structuring leaders with the extremes of this continuum.

Fiedler suggests some actions that can be taken to modify the leadership situation. They are 
as follows:28

1. In some organizations, we can change the individual’s task assignment. We may assign to 
one leader the structured tasks that have implicit or explicit instructions telling him what 
to do and how to do it, and we may assign to another the tasks that are nebulous and vague. 
The former are the typical production tasks; the latter are exemplified by committee work, 
by the development of policy, and by tasks that require creativity.

2. We can change the leader’s position power. We not only can give him a higher rank and 
corresponding recognition, but we also can modify his position power by giving him sub-
ordinates who are equal to him in rank and prestige or subordinates who are two or three 
ranks below him. We can give him subordinates who are experts in their specialties or 
subordinates who depend on the leader for guidance and instruction. The leader can give 
the final say in all decisions affecting his group, or we can require that he make decisions in 

Leader–Member
Relations

Permissive,
passive,
considerate
leadership

Controlling,
active,
structuring
leadership

TASK 
STRUCTURE STRUCTURED UNSTRUCTURED STRUCTURED UNSTRUCTURED

Leader–Position
Power

Good

Strong

Good

Strong

Poor

Strong

Poor

Weak

Poor

Strong

Poor

Weak

Good

Weak

Good

Weak

TABLE 13.1  Eight Combinations, or Octants, of Three Factors: Leader–Member 
Relations, Task Structure, and Leader Position Power

Octant Leader–Member Relations Task Structure Leader Position Power

I Good High Strong

II Good High Weak

III Good Weak Strong

IV Good Weak Weak

V Moderately poor High Strong

VI Moderately poor High Weak

VII Moderately poor Weak Strong

VIII Moderately poor Weak Weak

FIGURE 13.4
How effective leadership  
style varies with Fiedler’s 
eight octants
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consultation with his subordinates, or even that he obtain their concurrence. We can chan-
nel all directives, communications, and information about organizational plans through the 
leader alone, giving him expert power, or we can provide these communications concur-
rently to all his subordinates.

3. We can change the leader–member relations in this group. The leader can work with groups 
whose members are very similar to him in attitude, opinion, technical background, race, and 
cultural background, or we can assign him subordinates with whom he differs in any one or 
several of these important aspects. Finally, we can assign the leader to a group in which the 
members have a tradition of getting along well with their supervisors or to a group that has a 
history and tradition of conflict.

Fiedler’s work certainly helps destroy the myths about one best leadership style and that leaders 
are born, not made. Further, his work supports the theory that almost every manager in an orga-
nization can be a successful leader if placed in a situation appropriate to that person’s leadership 
style. This matching of leadership style to the situation, of course, assumes that someone in the 
organization has the ability to assess the characteristics of the organization’s leaders and other 
important organizational variables and then to bring the two together accordingly.

Fiedler’s model, like all theoretical models, also has its limitations; even though it may not 
provide concrete answers, it does emphasize the importance of situational variables in determin-
ing leadership effectiveness. As noted earlier, it may actually be easier to change the leadership 
situation or move the leader to a more favorable situation than to try to change the leader’s style.29

The Path–Goal Theory of Leadership

The path–goal theory of leadership suggests that the primary activities of a leader are to make 
desirable and achievable rewards available to organization members who attain organizational 
goals and to clarify the kinds of behavior that must be performed to earn those rewards.30 The 
leader outlines the goals that followers should aim for and clarifies the path that followers should 
take to achieve those goals and earn the rewards contingent on doing so.31 Overall, the path–goal 
theory maintains that managers can facilitate job performance by showing employees how their 
performance directly affects their receiving desired rewards.

Leadership Behavior According to the path–goal theory of leadership, lead-
ers exhibit four primary types of behavior:

1. Directive behavior—Directive behavior is aimed at telling followers what to do 
and how to do it. The leader indicates what performance goals exist and precisely 
what must be done to achieve them.

2. Supportive behavior—Supportive behavior is aimed at being friendly with follow-
ers and showing interest in them as human beings. Through supportive behavior, 
the leader demonstrates sensitivity to the personal needs of followers.

3. Participative behavior—Participative behavior is aimed at seeking suggestions 
from followers regarding business operations to the extent that followers are in-
volved in making important organizational decisions. Followers often help deter-
mine the rewards that will be available to them in the organization and what they 
must do to earn those rewards.

4. Achievement behavior—Achievement behavior is aimed at setting challenging 
goals for followers to reach and expressing and demonstrating confidence that they 
will measure up to the challenge. This leader behavior focuses on making goals dif-
ficult enough that employees will find achieving them challenging, but not so diffi-
cult that employees will view them as impossible and give up trying to achieve them.

Adapting Behavior to Situations As with other situational theories of 
leadership, the path–goal theory proposes that leaders will be successful if they appro-
priately match these four types of behavior to the situations they face. For example, if 
inexperienced followers do not have a thorough understanding of a job, a manager may 
appropriately use more directive behavior to develop this understanding and ensure 

Ursula Burns, CEO of Xerox, 
has called herself “chief 
storyteller”—someone who 
offers a compelling description 
of where the company is 
headed and what it can 
achieve. This is an example of 
achievement behavior in the 
path-goal theory of leadership.
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that serious job-related problems are avoided. For more experienced followers, who have a more 
complete understanding of a job, directive behavior would probably be inappropriate and might 
create interpersonal problems between leader and followers.

If jobs are highly structured, with little room for employee interpretation of how the work 
should be done, directive behavior is less appropriate than when much room is provided for 
employees to determine how the work gets done. When followers are deriving much per-
sonal satisfaction and encouragement from work and enjoy the support of other members of 
their work group, supportive behavior by the leader is not as important as it is when follow-
ers are gaining little or no satisfaction from their work or from personal relationships in the 
work group.

The primary focus of the path–goal theory of leadership is on how leaders can increase 
employee effort and productivity by clarifying performance goals and the path to be taken to 
achieve those goals. This theory of leadership has gained increasing acceptance in recent years. 
In fact, research suggests that the path–goal theory is highly promising for enhancing employee 
commitment to achieving organizational goals and thereby increasing the probability that orga-
nizations will be successful. It should be pointed out, however, that the research done on this 
model has been conducted mostly on its parts rather than on the complete model.32

 MyManagementLab: Try It, Strategic Management
If your instructor has assigned this activity, go to mymanagementlab.com to try  
a simulation exercise about a chain of clothing stores.

A SPECIAL SITUATION: HOW 
LEADERS MAKE DECISIONS
The Tannenbaum and Schmidt  
Leadership Continuum

Because one of the most important tasks of a leader is making sound decisions, all practical and 
legitimate leadership thinking emphasizes decision making. Tannenbaum and Schmidt, who 
wrote one of the first and perhaps most-often-quoted articles on the situational approach to lead-
ership, discuss situations in which a leader makes decisions.33 Figure 13.5 presents their model 
of leadership behavior.

This model is actually a continuum, or range, of leadership behavior available to managers 
when they are making decisions. Note that each type of decision-making behavior depicted in the 
figure has both a corresponding degree of authority used by the manager and a related amount of 

BOSS-CENTERED LEADERSHIP SUBORDINATE-CENTERED LEADERSHIP

Manager 
makes
decision
and 
announces
it

Manager 
“sells”
decision

Manager 
presents
ideas and
invites
questions

Manager 
presents
tentative 
decision
subject to
change

Manager 
presents
problem,
gets
suggestions,
makes
decision

Manager 
defines 
limits;
asks group
to make
decision

Manager 
permits
subordinates
to function
within
limits
defined by
superior

Use of authority
by the manager

Area of freedom
for subordinates

FIGURE 13.5 Continuum of leadership behavior that emphasizes decision making
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freedom available to subordinates. Management behavior, at the extreme left of the model, charac-
terizes the leader who makes decisions by maintaining high levels of control and allowing subordi-
nates little freedom. Behavior at the extreme right characterizes the leader who makes decisions by 
exercising little control and allowing subordinates much freedom and self-direction. Behavior in 
between the extremes reflects graduations in leadership from autocratic to democratic.

Managers displaying leadership behavior toward the right side of the model are more demo-
cratic and are called subordinate-centered leaders. Those displaying leadership behavior toward 
the left side of the model are more autocratic and are called boss-centered leaders.

Each type of leadership behavior in this model is explained in more detail in the following list:

1. The manager makes the decision and announces it—This behavior is characterized by the 
manager (a) identifying a problem, (b) analyzing various alternatives available to solve it, 
(c) choosing the alternative that will be used to solve it, and (d) requiring followers to imple-
ment the chosen alternative. The manager may or may not use coercion, but the followers 
have no opportunity to participate directly in the decision-making process.

2. The manager “sells” the decision—The manager identifies the problem and independently 
arrives at a decision. Rather than announce the decision to subordinates for implementation, 
however, the manager tries to persuade subordinates to accept the decision.

3. The manager presents ideas and invites questions—Here, the manager makes the decision 
and attempts to gain acceptance through persuasion. One additional step is taken, however: 
Subordinates are invited to ask questions about the decision.

4. The manager presents a tentative decision that is subject to change—The manager allows 
subordinates to have some part in the decision-making process but retains the responsibility for 
identifying and diagnosing the problem. The manager then arrives at a tentative decision that is 
subject to change on the basis of subordinate input. The final decision is made by the manager.

5. The manager presents the problem, gets suggestions, and then makes the decision—This 
leadership activity is the first of those described thus far that allows subordinates the oppor-
tunity to offer solutions before the manager does. The manager, however, is still the one who 
identifies the problem.

6. The manager defines the limits and asks the group to make a decision—In this type of 
leadership behavior, the manager first defines the problem and sets the boundaries within 
which a decision must be made. The manager then enters into a partnership with subordi-
nates to arrive at an appropriate decision. The danger here is that if the group of subordi-
nates does not perceive that the manager genuinely desires a serious group decision-making 
effort, it will tend to arrive at conclusions that reflect what it thinks the manager wants 
rather than what the group actually wants and believes is feasible.

7. The manager permits the group to make decisions within prescribed limits—Here, the 
manager becomes an equal member of a problem-solving group. The entire group identifies 
and assesses the problem, develops possible solutions, and chooses an alternative to be imple-
mented. Everyone within the group understands that the group’s decision will be implemented.

Determining How to Make Decisions as a Leader The true value of the 
model developed by Tannenbaum and Schmidt lies in its use for making practical and desirable 
decisions. According to these authors, the three primary factors, or forces, that influence a man-
ager’s determination of which leadership behavior to use in making decisions are as follows:

1. Forces in the Manager—Managers should be aware of four forces within themselves that in-
fluence their determination of how to make decisions as a leader. The first force is the man-
ager’s values, such as the relative importance to the manager of organizational efficiency, 
personal growth, the growth of subordinates, and company profits. For example, a manager 
who values subordinate growth highly will probably want to give group members the valu-
able experience of making a decision even though he or she could make the decision much 
more quickly and efficiently alone.

The second influencing force is level of confidence in subordinates. In general, the more 
confidence a manager has in his or her subordinates, the more likely it is that the manager’s 
decision-making style will be democratic, or subordinate-centered. The reverse is also true: 
The less confidence a manager has in subordinates, the more likely it is that the manager’s 
decision-making style will be autocratic, or boss-centered.
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The third influencing force within the manager is personal leadership strengths. Some 
managers are more effective at issuing orders than leading group discussions, and vice versa. 
Managers must be able to recognize their own leadership strengths and capitalize on them.

The fourth influencing force within the manager is tolerance for ambiguity. The move 
from a boss-centered style to a subordinate-centered style means some loss of certainty about 
how problems will be solved. A manager who is disturbed by this loss of certainty will find it 
extremely difficult to be successful as a subordinate-centered leader.

2. Forces in Subordinates—A manager also should be aware of forces within subordinates 
that influence the manager’s determination of how to make decisions as a leader.34 To lead 
successfully, the manager needs to keep in mind that subordinates are both somewhat dif-
ferent and somewhat alike and that any cookbook approach to leading all subordinates is 
therefore impossible. Generally speaking, however, managers can increase their leadership 
success by allowing subordinates more freedom in making decisions when:

The subordinates have a relatively high need for independence (people differ greatly in 
the amount of direction they desire).
They have a readiness to assume responsibility for decision making (some see additional 
responsibility as a tribute to their abilities; others see it as someone above them “passing 
the buck”).
They have a relatively high tolerance for ambiguity (some employees prefer to be given 
clear-cut directives; others crave a greater degree of freedom).
They are interested in the problem and believe solving it is important.
They understand and identify with the organization’s goals.
They have the necessary knowledge and experience to deal with the problem.
They have learned to expect to share in decision making (people who have come to ex-
pect strong leadership and then are suddenly told to participate more fully in decision 
making are often upset by this new experience; conversely, people who have enjoyed 
a considerable amount of freedom usually resent the boss who assumes full decision- 
making  powers).

If subordinates do not have these characteristics, the manager should probably assume a 
more autocratic, or boss-centered, approach to making decisions.

3. Forces in the Situation—The last group of forces that influence a manager’s determination 
of how to make decisions as a leader are forces in the leadership situation. The first such situ-
ational force is the type of organization in which the leader works. Organizational factors, in-
cluding the size of working groups and their geographic distribution, are especially important 
influences on leadership style. Extremely large work groups or wide geographic separations of 
work groups, for example, could make a subordinate-centered leadership style impractical.

The second situational force is the effectiveness of a group. To gauge this force, managers 
should evaluate such issues as the experience of group members in working together and the 
degree of confidence they have in their abilities to solve problems as a group. As a general 
rule, managers should assign decision-making responsibilities only to effective work groups.

The third situational force is the problem to be solved. Before deciding to act as a sub-
ordinate-centered leader, a manager should be sure the group has the expertise necessary 
to make a decision about the problem in question. If it does not, the manager should move 
toward more boss-centered leadership.

The fourth situational force is the time available to make a decision. As a general guide-
line, the less time available, the more impractical it is to assign decision making to a group 
because a group typically takes more time than an individual to reach a decision.

As the situational approach to leadership implies, managers will be successful decision makers 
only if the method they use to make decisions appropriately reflects the leader, the followers, and 
the situation.

 MyManagementLab: Watch It, Red Frog Events
If your instructor has assigned this activity, go to mymanagementlab.com to watch  
a video case about Red Frog Events and answer the questions.
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Determining How to Make Decisions as a Leader: An Update Tannen-
baum and Schmidt’s 1957 article on leadership decision making was so widely accepted that the two 
authors were invited by Harvard Business Review in the 1970s to update their original work.35 In this 
update, they warn that in modern organizations, the relationship among forces within the manager, 
subordinates, and situation has become more complex and more interrelated since the 1950s, which 
obviously makes it harder for managers to determine how to lead.

The update also points out that new organizational environments have to be considered 
when determining how to lead. For example, such factors as affirmative action and pollution 
control—which hardly figured into managers’ decision making in the 1950s—have become sig-
nificant influences on the decision making of leaders since the 1970s.

The Vroom–Yetton–Jago Model

Another major decision-focused theory of leadership that has gained widespread attention was 
first developed in 1973 and then refined and expanded in 1988.36 This theory, which we will call 
the Vroom–Yetton–Jago (VYJ) model of leadership after its three major contributors, focuses 
on how much participation to allow subordinates in the decision-making process. The VYJ 
model is built on two important premises:

1. Organizational decisions should be of high quality (should have a beneficial impact on 
performance).

2. Subordinates should accept and be committed to organizational decisions that are made.

Decision Styles The VYJ model suggests five different decision styles or ways that lead-
ers make decisions. These styles range from autocratic (the leader makes the decision) to consul-
tative (the leader makes the decision after interacting with the followers) to group-focused (the 
manager meets with the group, and the group makes the decision). All five decision styles within 
the VYJ model are described in Figure 13.6.

Using the Model The VYJ model, presented in Figure 13.7, is a method for determin-
ing when a leader should use which decision style. As you can see, the model is a type of deci-
sion tree. To determine which decision style to use in a particular situation, the leader starts at 
the left of the decision tree by stating the organizational problem being addressed. Then the 
leader asks a series of questions about the problem as determined by the structure of the deci-
sion tree until he or she arrives at the decision style appropriate for the situation at the far right 
side of the model.

Consider, for example, the bottom path of the decision tree. After stating an organizational 
problem, the leader determines that a decision related to that problem has a low-quality require-
ment, that it is important for subordinates be committed to the decision, and that it is uncertain 

DECISION STYLE DEFINITION

AI

A = autocratic; C = consultative; G = group

AII

Manager makes the decision alone.

Manager asks for information from subordinates but 
    makes the decision alone. Subordinates may or may 
    not be informed about what the situation is.

CI Manager shares the situation with individual subordinates
    and asks for information and evaluation. Subordinates
    do not meet as a group, and the manager alone makes
    the decision.

CII Manager and subordinates meet as a group to discuss the
    situation, but the manager makes the decision.

GII Manager and subordinates meet as a group to discuss the
    situation, and the group makes the decision.

FIGURE 13.6
The five decision styles 
available to a leader according 
to the Vroom–Yetton–Jago 
Model
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whether a decision made solely by the leader will be committed to by subordinates. In this situa-
tion, the model suggests that the leader use the GII decision—that is, the leader should meet with 
the group to discuss the situation and then allow the group to make the decision.

The VYJ model seems promising. Research on an earlier version of this model yielded 
some evidence that managerial decisions consistent with the model are more successful than are 
managerial decisions inconsistent with the model.37 The model is rather complex, however, and 
therefore is difficult for practicing managers to apply.38

LEADERS CHANGING 
ORGANIZATIONS
Transformational leadership is leadership that inspires organizational success by profoundly 
affecting followers’ beliefs in what an organization should be as well as their values, such as 
justice and integrity.39 This style of leadership creates a sense of duty within an organiza-
tion,  encourages new ways of handling problems, and promotes learning for all organization 
 members.40 Transformational leadership is closely related to concepts such as charismatic leader-
ship and inspirational leadership.
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Bennett Cohen and Jerry Greenfield, cofounders of the iconic Ben & Jerry’s ice cream brand, 
are an example of transformational leaders. From the outset, profitability was only one of their 
goals. They were equally interested in creating an enterprise that operated in environmentally 
responsible ways and gave back to the communities in which it did business. According to 
Greenfield, “We measured our success not just by how much money we made, but by how much 
we contributed to the community.”41

Perhaps transformational leadership is receiving more attention nowadays because of the 
dramatic changes many organizations are going through and the critical importance of trans-
formational leadership in successfully “transforming” or changing organizations. In fact, recent 
studies have found evidence linking certain traits—hope, optimism, and resiliency—to the suc-
cess of transformational leaders.42

The Tasks of Transformational Leaders

Transformational leaders perform several important tasks. First, they raise followers’ aware-
ness of organizational issues and their consequences. Organization members must  understand 
an organization’s high-priority issues and what will happen if those issues are not successfully 
resolved. Second, transformational leaders create a vision of what the organization should be, 
build commitment to that vision throughout the organization, and facilitate organizational 
changes that support the vision. In sum, transformational leadership is consistent with the 
strategy developed through an organization’s strategic management process.43

Managers of the future will continue to face the challenge of significantly changing their 
organizations, primarily because of the accelerating trend toward positioning organizations to be 
more competitive in a global business environment. Therefore, transformational leadership will 
probably get increasing attention in the leadership literature. Although the practical appeal of 
and interest in this style of leadership are strong, more research is needed to develop insights into 
how managers can become successful transformational leaders.

LEADERS COACHING OTHERS
Coaching is leadership that instructs followers on how to meet the specific organizational chal-
lenges they face.44 Operating like an athletic coach, the coaching leader identifies inappropriate 
behavior in followers and suggests how they might correct that behavior.45 The increasing use of 
teams has elevated the importance of coaching in today’s organizations, and recent research has 

an open mind. Take into account your vision’s impact 
on other people.

Regularly communicate the vision. Express your 
ideas with the conviction you developed when you 
crafted the vision with others. Communicate your 
belief in your vision through actions as well as 
words.

Empower employees to act on the vision creatively. 
Give them opportunities to share how they are sup-
porting the transformation.

Prepare for resistance to change. Have plans for 
 responding to criticism and building support.

Even without following a formal model of transfor-
mational leadership, managers can behave in ways 

associated with transformational leaders. Writers on 
leadership have offered the following ideas for becom-
ing a transformational leader:46

Before advocating change, make sure you are clear 
about the goal. Define it with words that paint a 
 picture or tell a story about achieving something for 
the common good. Keep developing that story or 
word picture until you can tell it in a compelling way.
Seek out a variety of experts to help develop a 
r ealistic but inspirational vision. Listen to them with 

Becoming a Transformational Leader

Steps for Success
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begun to identify the leader’s role in fostering a team’s success.47 Characteristics of an effective 
coach are presented in Table 13.2.

Coaching Behavior

A successful coaching leader is characterized by many different kinds of behavior. Among these 
behaviors are the following:

Listens closely—The coaching leader tries to discover the facts in what is said and the feel-
ings and emotions behind what is said. Such a leader is careful to really listen and not fall into 
the trap of immediately rebutting statements made by followers.
Gives emotional support—The coaching leader gives followers personal encouragement.48 
Such encouragement should constantly be aimed at motivating them to do their best to meet 
the high demands of successful organizations.
Shows by example what constitutes appropriate behavior—The coaching leader shows 
followers, for instance, how to handle an employee problem or a production glitch. By 
demonstrating expertise, the coaching leader earns the trust and respect of followers.

Each of the above leadership concepts focus on a different but critical situation that leaders 
face: making decisions, changing organizations, and coaching others. Each concept has received 
notable attention in recent management literature. Leaders should not choose one of these 
concepts as the prime determinant of how they lead. Instead, leaders should internalize all of 
these concepts so that they can make better decisions, change organizations, and coach others as 
related leadership challenges arise.

TABLE 13.2 Characteristics of an Effective Coach

Trait, Attitude, or Behavior Action Plan for Improvement

 1.  Empathy (putting self in 
other person’s shoes)

Sample: Will listen and try to understand person’s point of view.

Your own:

 2. Listening skill Sample: Will concentrate extra hard on listening.

Your own:

 3.  Insight into people (ability 
to size them up)

Sample: Will jot down observations about people on first  
meeting, then verify in the future.

Your own:

 4. Diplomacy and tact Sample: Will study book of etiquette.

Your own:

 5. Patience toward people Sample: Will practice staying calm when someone makes a 
mistake.

Your own:

 6.  Concern for welfare of 
people

Sample: When interacting with another person, will ask myself,  
“How can this person’s interests best be served?”

Your own:

  7.  Minimum hostility toward 
people

Sample: Will often ask myself, “Why am I angry at this person?”

Your own:

 8.  Self-confidence and  
emotional stability

Sample: Will attempt to have at least one personal success 
each week.

Your own:

 9.  Noncompetitiveness with 
team members

Sample: Will keep reminding myself that all boats rise with  
the same tide.

Your own:

10. Enthusiasm for people Sample: Will search for the good in each person.

Your own:
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LEADERSHIP: EMERGING 
CONCEPTS FOR MODERN TIMES
Leaders in today’s organizations have been confronting many situations rarely encoun-
tered by organizational leaders of the past.49 Never before have managers faced such 
tremendous aftershocks of economic hard times as well as ethical meltdowns of com-
panies like Enron, WorldCom, and Adelphia. Today’s leaders are often called upon to 
make unprecedented, massive personnel cuts in order to eliminate unnecessary levels 
of organizations and thereby lower labor expenses, to create work teams to enhance 
organizational decision making and workflow, to reengineer work so that organization 
members will be more efficient and effective, and to initiate programs designed to im-
prove the overall quality of organizational functioning.

Naturally, leadership approaches are emerging to handle these new, nontraditional 
situations. Overall, these emerging approaches emphasize leaders concentrating on get-
ting employees involved in the organization and giving them the freedom to use their 
abilities as they think best. This emerging leadership approaches depend, to a great 
degree, on a great amount of trust between managers and employees.50 Figure 13.8 
contrasts the “soul” of emerging leadership approaches with the “mind” of the manager. 
The following sections discuss servant leadership, Level 5 leadership, and authentic 
leadership as examples of leadership approaches that focus on more modern problems 
and the situations facing managers today.

Servant Leadership

Servant leadership is an approach to leading in which leaders view their primary role 
as helping followers in their quests to satisfy personal needs, aspirations, and interests.51 

Servant leaders see pursuit of their own personal needs, aspirations, and interests as secondary 
to their followers’ pursuits of these factors.52 Overall, servant leaders place high value on service 
to others over their own self-interests53 and see their main responsibility as caring for the human 
resources of the organizations.54 Servant leaders maintain that human resources are the most 
valuable resources in organizations and constantly strive to transform their followers into wiser 
and more autonomous individuals. Logically, the result of wiser and more autonomous followers 
is more successful organizations.

Some industry observers would characterize Tony Hsieh as a servant leader because his 
focus on building organizations emphasizes helping followers to be more effective in fulfilling 
their personal needs, aspirations, and interests. Hsieh, the CEO of Zappos.com, a leading online 
retailer, believes a healthy work environment is the most important attribute of a successful busi-
ness. Early in his career, Hsieh built a successful company, but as it grew, he found it increasingly 
difficult to enjoy his work. The problem, he determined, was that employees were not engaged 
or truly interested in their work. As a result, Hsieh became progressively more dissatisfied with 
his own company. In his next company, Zappos.com, Hsieh focused on building a work environ-
ment that made employees feel so good about their careers and their daily contributions that they 
were delighted to come to work.55
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FIGURE 13.8
Characteristics of the 
emerging leader versus 
characteristics of the manager

San Antonio Spurs’ coach, 
Gregg Popovich, demonstrates 
some of his effective  coaching 
skills by his patience and 
 appropriate behavior on the 
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Servant leaders possess several distinctive characteristics that, when taken together, better 
enable servant leaders to help followers pursue their needs, aspirations, and interests.56 As a few 
of the more notable of these characteristics, servant leaders are:57

. . . good listeners. Listening is a critical characteristic of servant leaders. The ability to listen 
carefully to follower comments, for example, helps the servant leader more accurately define 
the critical factors of follower needs, aspirations, and interests and thereby more effectively 
assist followers in their quests to achieve these factors. Without such an accurate definition, 
the servant leader’s task of helping followers achieve these factors would be virtually hopeless. 
Overall, listening provides servant leaders with the feedback they can use to better serve their 
followers.

. . . persuasive. Seldom do servant leaders use their authority to mandate that their follow-
ers take certain actions. Instead, servant leaders focus on convincing followers of activity 
that should be performed. Such persuasive ability enables servant leaders to ensure that fol-
lowers act appropriately but without creating the resentment between leader and followers 
that typically develops when a leader mandates activity without accepting follower input.

. . . aware of their surroundings. Servant leaders are keenly aware of organizational sur-
roundings. As such, servant leaders know what factors might create barriers in followers’ 
quests to pursue their needs, interests, and aspirations and take action to eliminate those bar-
riers. Servant leaders help followers deal with such barriers by furnishing critical ideas and 
information regarding formidable organizational challenges.58

. . . empathetic. Empathy is the intellectual identification with the feelings, thoughts, or at-
titudes of another. Being empathetic helps servant leaders to better relate to followers when 
helping them solve problems. Servant leaders understand the situations in which followers 
find themselves and are thereby better equipped to assist them in their pursuit of interests, 
aspirations, and needs.

. . . stewards. A steward is defined as an individual who is entrusted with managing the affairs 
of another. Overall, servant leaders see themselves as being entrusted with managing the 
human assets of an organization and with the responsibility to help organization members 
maximize their potentials. Servant leaders are committed to developing the human assets 
that are instrumental in achieving organizational success.

Undeniably, servant leadership has gained increasing and significant popularity in recent 
decades. The notion of servant leadership, however, is not new. Servant leadership was first 
introduced by Christianity’s founder, Jesus Christ, and has been practiced by monarchs for more 
than 1,000 years.59 Some of the growing popularity of the servant leadership concept can prob-
ably be attributed to the intuitive attractiveness of the concept.60 For example, some management 
theorists believe that servant leadership’s focus on empowerment, sense of community, and shar-
ing of authority suggests that servant leadership is likely a theory with significant potential for 
enhancing organizational success.61

Recent research has analyzed the relationship between servant leadership and personality 
characteristics.62 For example, one study assessed whether a relationship between one’s abil-
ity to be a servant leader and personality traits such as agreeableness could be identified.63 
Agreeableness has been defined in this context as someone who is altruistic, generous, and eager 
to help others. The results of this study indicated that the managers who were rated by their 
employees as servant leaders were also highly agreeable people. In addition, servant leaders dem-
onstrated admirable values such as empathy, integrity, and competence. Although some research 
has been done in this area, additional research aimed at more precisely defining the worth of 
servant leadership theory to practicing managers is advisable.

Level 5 Leadership

In 2001, Jim Collins wrote a book called Good to Great. The book quickly gained both attention 
and notoriety.64 The purpose of the book was to report the results of a five-year study conducted 
by Collins in which he studied 1,435 Fortune 500 companies. The study focused on answering 
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to have a hardworking mother for a role model and 
to have taken a job at a “great company,” one that 
focused on her abilities, not her race or gender. In 
that climate, Burns fearlessly took on challenges. In 
her executive role, she communicates the vision of a 
company that enables businesses to automate all the 
processes involved in managing their documents. In 
addition, she conveys the excitement of being part of 
a larger global trend in which innovations that improve 
efficiency and effectiveness are transforming the world 
for the better.65

Ursula Burns made a career out of leadership at 
Xerox. She joined the technology company as a 

summer intern while earning her degree in mechani-
cal engineering, and she has never left. Burns took 
on increasing responsibility as she successfully led 
employees engaged in planning, research, product de-
velopment, and corporate restructuring.

Today, as Xerox’s chief executive, Burns demon-
strates the personal humility and professional will 
associated with Level 5 leadership. In reflecting on her 
impressive career, Burns notes that she was fortunate 

How Ursula Burns, Xerox CEO, Meets the Leadership Challenge

Practical Challenge: Leading for Greatness

two questions: Can an organization become great, and if so how? Greatness was defined as a 
company being able to average a cumulative stock return that was 6.9 times higher than that 
of the general stock market for 15 years.66 Of all the companies studied, only 11 were able to 
achieve greatness.

So, how did these companies achieve greatness? Collins concluded that the one thing all 
11 companies had in common was Level 5 leaders. Level 5 leadership is an approach to lead-
ership that blends personal humility with an intense will to build long-range organizational 
success.

Basically, personal humility means being modest or unassuming when it comes to citing 
personal accomplishments. Such leaders do not seek public praise and never boast. Instead, Level 
5 leaders have a tendency to give credit to others when things go right and to blame themselves 
when things go wrong. These leaders are not egocentric and are even seen as shy at times. Such 
leaders do not try to gain the personal notoriety or celebrity that might accrue to them because of 
the positions they hold. In short, these leaders are ambitious about achieving company success, 
not individual success.

Professional will is a strong and unwavering commitment to do whatever is necessary to 
build long-term company success. Level 5 leaders set the standards for maintaining long-term 
company success. They know what is necessary to meet such standards and are resolute in doing 
what is necessary, no matter how difficult.67

According to Collins’s research, Level 5 leaders are catalysts for spurring organizations 
toward achieving greatness. As Figure 13.9 shows, there are four other levels of leadership pin-
pointed by the research. Although Level 5 is the most effective level in spurring an organization 
from good to great performance, leaders at the other four levels can produce high levels of suc-
cess, but not high enough to achieve greatness as defined by the study.

Authentic Leadership

Authentic leadership is leadership that entails leaders who are deeply aware of their own and 
others’ moral perspectives and who are confident, hopeful, optimistic, resilient, and of high 
moral character.68 Authentic leaders are clear on their personal moral beliefs and values, make 
them known to others, and use them as the basis for action.69
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LEVEL 1

LEVEL  2

LEVEL  3

LEVEL  4

LEVEL  5

EFFECTIVE LEADER
Catalyzes commitment to and
vigorous pursuit of a clear and 

compelling vision, stimulating higher 
performance standards.

COMPETENT MANAGER
Organizes people and resources toward

the effective and efficient pursuit of 
predetermined objectives.

CONTRIBUTING TEAM MEMBER
Contributes individual capabilities to the achievement of 

group objectives and works effectively with others 
in a group setting.

HIGHLY CAPABLE INDIVIDUAL
Makes productive contributions through talent, knowledge, skills, 

and good work habits.

LEVEL 5 HIERARCHY

LEVEL 5
EXECUTIVE

Builds enduring
greatness through

a  paradoxical blend
of personal humility
and professional will.

FIGURE 13.9 Level 5 Hierarchy

Authentic leaders also have moral courage. Moral courage is the strength to take actions 
that are consistent with moral beliefs despite pressures, either inside or outside of the organiza-
tion, to do otherwise. Much has been written about leaders bowing to pressures to make profits 
in the short run and taking action that is inconsistent with their moral beliefs. Moral courage 
enables leaders to stand up for their moral beliefs, disregard pressures to do otherwise, and take 
actions consistent with those beliefs.70

It is reasonable to question the validity of the authentic leadership concept simply because 
it is relatively new and, as a result, does not have a large body of research exploring its merits. 
However, do not overlook the potentially positive impact of authentic leadership on organiza-
tional success. For example, one report indicates that authentic leadership is a worthwhile vehicle 
for creating healthy work environments for practicing nurses as well as other groups throughout 
the health-care industry.71
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As noted in the preceding material, managers such 
as Satoru Iwata, president of Nintendo, should 
understand that leadership activities  involve 

 directing the behavior of organization members so 
that the company will achieve success. Managers also 
should understand that leading and managing are not 
the same thing. Managing involves planning, organizing, 
 influencing, and controlling, whereas leading is perform-
ing an activity that is part of the influencing function of 
management. To maximize long-term success, managers 
should strive to be both managers and leaders.

In assessing their leadership abilities, managers such 
as Iwata should not fall into the trap of trying to increase 
 leadership success by changing personal traits or attitudes to 
mirror those of successful leaders they might know. Studies 
based on the trait approach to leadership indicate that merely 
changing their characteristics will not guarantee leadership 
success.

Such managers should see behavioral approaches to lead-
ership as being much more useful than the trait approach. The 
OSU leadership studies furnish a manager with insights on 
leadership behavior in general situations. According to these 
studies, managers can exhibit two general types of leadership 
behavior: structure and consideration. Managers are using 
structure behavior when they tell personnel what to do—for 
example, when managers tell them exactly how to design new 
ink-jet cartridges for HP printers. In contrast, they are using 
consideration behavior when they attempt to develop a kinder 
rapport with their employees by discussing their concerns and 
developing friendships with them.

Of course, depending on how much managers emphasize 
these two behaviors, their leadership styles can reflect a combi-
nation of structure and consideration ranging from high struc-
ture/low consideration to low structure/high consideration. 
For example, if managers stress giving orders to employees 
and deemphasize developing relationships with them, they are 
exhibiting high structure/low consideration. If they emphasize 
a good rapport with their employees and allow them to func-
tion mostly independently, their leadership styles would be 
termed low structure/high consideration.

The situational approach to leadership affords more 
insights than does the trait approach on how managers like 
Iwata can help their companies achieve success. The situational 
approach suggests that successful leadership is determined by 
the appropriateness of a combination of three factors: (1) the 
manager as a leader, (2) the manager’s employees as followers, 
and (3) the situations within the company the manager faces. 
Each of these factors plays a significant role in determining 
whether managers are successful leaders.

Although no single leadership style is more effective than 
any other in all situations, the life cycle theory of leadership 
provides managers with a strategy for using various styles in 
various situations. According to this theory, managers should 
make their style consistent primarily with the maturity lev-
els of the organization members they are leading. As follow-
ers progress from immaturity to maturity, managers’ lead-
ership styles should shift systematically from (1) high-task/
low- relationships behavior to (2) high-task/high-relationships 
behavior to (3) high-relationships/low-task behavior to (4) low-
task/low-relationships behavior.

The life cycle theory also says that managers should 
be flexible enough to behave as required according to the 
situations they encounter at their organizations. If manag-
ers find it extremely difficult to be flexible, however, they 
should attempt to structure their situations in order to make 
them appropriate for their style. As suggested by Fiedler, if 
a manager’s leadership style is high task in nature, he or she 
generally will be a more successful leader in situations best 
described by octants 1, 2, 3, and 8 in Table 13.1 and in Figure 
13.4. If, however, a manager’s leadership style is more rela-
tionship oriented, he or she will probably be a more success-
ful leader in situations representative of octants 4, 5, 6, and 
7. Overall, Fiedler’s work provides managers with insights on 
how to change situations so that they will be appropriate for 
their own leadership styles.

The path–goal theory of leadership suggests that in lead-
ing, managers should clarify what rewards are available to 
followers in the organization and how those rewards can be 
earned and eliminate barriers that could prohibit followers 
from earning the rewards. Managers can use directive  behavior, 
supportive behavior, participative behavior, and achievement 
behavior in implementing the path–goal theory.

One of the most important activities managers perform as 
leaders is making decisions. They can make decisions in any 
number of ways, ranging from authoritarian to democratic. As 
described in the Challenge Case, Iwata made the decision not 
to compete directly with Microsoft and Sony in the existing 
marketplace. Instead, he attacked by introducing an innovative 
product, the Wii console, whose introduction arguably trans-
formed the nature of video entertainment. Iwata could have 
authoritatively made the decision to compete via the Wii with-
out consulting any employees. Alternatively, he could have used 
a subordinate-centered style by defining broad competition 
limits within which Nintendo could compete and then allowing 
employees to make the final decision on how to compete within 
those limits. Most likely, Iwata was less extreme in his decision 
making in that his leadership behavior probably fell in the mid-
dle of the continuum. For example, he most likely suggested 
to the appropriate Nintendo personnel the type of competi-
tive tactics Nintendo needed and asked them to develop ideas 
accordingly. Next, Iwata probably made his decision about how 

CHALLENGE CASE SUMMARY
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Based on the preceding information, perhaps Iwata could 
be characterized as a transformational leader, one who inspires 
followers to seriously focus on achieving organizational objec-
tives. As a transformational leader, Iwata would encourage new 
ideas, create a sense of duty, and encourage employees to learn 
and grow. As Nintendo experienced significant growth, the 
importance of its transformational leader increased.

Other popular leadership styles also offer managers such 
as Iwata insights about how to be a successful leader. As a 
coaching leader, Iwata would focus on instructing followers 
how to meet the special challenges they face, such as expan-
sion through global acquisition. In the role of coaching leader, 
he would listen closely, give emotional support, and show by 
example what should be done. As a servant leader, Iwata would 
help followers satisfy their personal needs, aspirations, and 
interests. Skills like being a good listener, being persuasive, 
and being aware of his surroundings would help Iwata become 
a successful servant leader at Nintendo. Following Level 5 
leadership, Iwata would display humility and a strong will to 
achieve company objectives. Last, to enhance his success at 
Nintendo, Iwata should focus on being an authentic leader. 
Authentic leaders possess high moral courage: the strength to 
take action consistent with moral beliefs despite pressure to do 
otherwise.

Overall, managers must keep in mind that these leadership 
approaches are aimed at getting people involved in an organiza-
tion and giving them the freedom to use their abilities as they 
think best. Certainly, leaders are always free to choose bits and 
pieces from any of these approaches in order to craft a personal 
leadership style that best fits their personal needs. However, 
leaders must always keep in mind that regardless of the type of 
leaders they are, they must earn and maintain the trust of their 
followers if they are to be successful in the long run.

the company should compete by reflecting on his ideas and on 
the ideas of other organization members.

In trying to decide exactly how to make decisions as lead-
ers, managers should consider forces in themselves as manag-
ers, forces in their subordinates, and forces in the specific orga-
nizational situations they face. Forces within managers include 
their own ideas about how to lead and their levels of confidence 
in the employees they are leading. If managers believe that they 
are more knowledgeable than their staff about achieving acqui-
sition success, they will likely make boss-centered decisions 
about what steps to take to create acquisition success. Forces 
within subordinates, such as the need for independence, the 
readiness to assume responsibility, and the knowledge of and 
interest in the issues to be decided, also affect managers’ deci-
sions as leaders. If a manager’s staff is relatively independent 
and responsible and its members feel strongly about acquisition 
success and how it should be achieved, then the manager would 
be more inclined to allow his or her employees more freedom 
in deciding how to achieve that acquisition success.

Forces within the company include the number of people 
making decisions and the problem to be solved. For example, 
if a manager’s staff is small, he or she will be more likely to 
use a democratic decision-making style, allowing his or her 
employees to become involved in such decisions as how to best 
achieve acquisition success. Managers will also be likely to use 
a subordinate-centered leadership style if their employees are 
knowledgeable about what makes a company successful. The 
VYJ model says that managers should try to make decisions 
in such a fashion that the quality of decisions is enhanced 
and followers are committed to the decisions. Managers can 
try to ensure that such decisions are made by matching their 
decision-making style (autocratic, consultative, or group) to the 
particular situation they face.

 MyManagementLab: Assessing Your Management Skill
If your instructor has assigned this activity, go to mymanagementlab.com and decide 
what advice you would give a Nintendo manager.

DEVELOPING MANAGEMENT SKILL This section is specially designed to help 
you develop management skills. An individual’s management skill is based on an 
understanding of management concepts and on the ability to apply those concepts in 
various organizational situations. The following activities are designed both to heighten 
your understanding of leadership fundamentals and to develop your ability to apply those 
concepts in a variety of organizational situations.
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Know Key Terms

Understanding the following key terms is critical to your preparing for class. Define each 
of these terms. Refer to the page(s) referenced after a term to check your definition or to 
gain further insight regarding the term.

leadership  291
trait approach to leadership  292
structure behavior  292
consideration behavior  293
leadership style  293
job-centered behavior  293
employee-centered behavior  293
situational approach to  

leadership  294
life cycle theory of leadership  295
leader flexibility  296

contingency theory  
of leadership  296

leader–member relations  296
task structure  296
position power  296
path–goal theory of  

leadership  298
directive behavior  298
supportive behavior  298
participative behavior  298
achievement behavior  298

Vroom–Yetton–Jago (VYJ) model  
of leadership  302

transformational  
leadership  303

coaching  304
servant leadership  306
Level 5 leadership  308
personal humility  308
professional will  308
authentic leadership  308
moral courage  309

Know How Management Concepts Relate

This section comprises activities that will further sharpen your understanding of manage-
ment concepts. Answer essay questions as completely as possible.

 13-1. Is it important for you as a manager to understand 
the difference between leadership and management? 
Explain fully.

 13-2. Draw and explain the life cycle model of leadership. 
Would this model be useful to you as a manager? Why 
or why not?

 13-3. Would it be easy for you to be a “servant leader”? 
Why or why not?

MANAGEMENT SKILLS EXERCISES
Learning activities in this section are aimed at helping you develop management skills.

 Cases

Iwata Faces Many Different Issues  
at Nintendo

“Iwata Faces Many Different Issues at Nintendo” (p. 290) and 
its related Challenge Case Summary were written to help 
you better understand the management concepts contained 
in this chapter. Answer the following discussion questions 
about the Challenge Case to further enrich your understand-
ing of chapter content.

 13-4. List and define five activities that Iwata might have 
performed as a leader while fostering Nintendo’s 
growth as outlined in the Challenge Case.

 13-5. Do you feel that Iwata should use more of a boss-
centered or a subordinate-centered leadership style in 
leading at Nintendo? Why?

 13-6. If you were Iwata, would understanding the transfor-
mational and Level 5 leadership styles be valuable to 
you in leading Nintendo employees? Explain fully.

Reflecting on Target Skill

On page 289, this chapter opens by presenting a target management skill along with a 
list of related objectives outlining knowledge and understanding that you should aim to 
acquire related to that skill. Review this target skill and the list of objectives to make sure 
that you’ve acquired all pertinent information within the chapter. If you do not feel that 
you’ve reached a particular objective(s), study related chapter coverage until you do.

CLASS PREPARATION AND PERSONAL STUDY
To help you to prepare for class, perform the activities outlined in this section. Performing these activities will help  
ou to significantly enhance your classroom performance.
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Jeff Bezos Is the Force of Nature  
behind Amazon

Read the case and answer the questions that follow. Studying 
this case will help you better understand how concepts relating 
to leadership can be applied in a company such as Amazon.

Jeff Bezos is a giant in management. Forbes magazine 
recently named him its top CEO based on the performance 
of the company he founded, online retailer Amazon. Bezos 
started Amazon a few years after earning a degree in com-
puter science and electrical engineering. Not satisfied with 
applying his analytic skills to finance, he started an online 
bookstore, incorporating the business in 1994 and launching 
the website in 1995. Today, Amazon is a retailing monster, 
with more than 20 million products and revenues of $48 bil-
lion. It also is a company built on 14 leadership principles 
that reflect the character of the company’s founder.

Topmost in Bezos’s mind as a business leader is his 
passion for pleasing customers. In a famous gesture, Bezos 
requires that in meetings, an empty chair be placed at the 
table to represent the customer, the invisible presence every-
one must be most concerned about. Even if a service that 
delights customers costs money—say, sturdier boxes that 
customers can reuse—Bezos will forge ahead. He even has a 
publicly available email address, jeff@amazon.com, so that 
he can learn directly what customers love and hate. When he 
receives a complaint, he is apt to forward it to Amazon man-
agers, adding as his only comment a question mark, implic-
itly demanding an investigation and explanation. Employees 
know they have just a few hours to resolve the problem and 
report their solution.

In addition, Bezos insists that decisions be firmly 
grounded in data. At weekly meetings, managers must eval-
uate their performance based strictly on data related to the 
company’s 500 quantitative goals, 80 percent of which are 
related to customer satisfaction. In decision making, because 
the data will inevitably point to the best answer, Bezos does 
not shy from confrontation. He expects employees to argue 
their positions, on the assumption that the best ideas will 
become evident. As one of Amazon’s leadership principles 
state, “Leaders have conviction and are tenacious. They do 
not compromise for the sake of social cohesion.” Therefore, 

the employees who succeed at Amazon are the ones who 
thrive on conflict.

Another of Bezos’s values, frugality, partly derives from 
Amazon’s start-up experience. The company was not prof-
itable for years, and many observers doubted it would 
survive, with its strategy of charging prices below costs. 
Survival required limiting any expenses not connected to 
making customers happy. In contrast to tech companies that 
keep employees happy with fun amenities, Amazon gives 
employees desks made out of doors and charges them for 
snacks. However, the basis for forcing employees to be fru-
gal is not just to help the company earn a profit; it is also to 
enable the company to continue pleasing customers with the 
best prices.

Bezos is notoriously demanding. If employees let cus-
tomers down or fail to live up to his high standards, he is 
blunt—even rude—in his assessment (reported comments 
include “Are you lazy or just incompetent?” and “If I hear 
that idea again, I’m gonna have to kill myself”). If his harsh 
comments hurt employees’ feelings, well, that is not a major 
concern of his because the goal is to make customers happy. 
However, employees observe that when Bezos says an idea 
is bad, his own idea almost always is the better one, even in 
functions outside his expertise. The demands he places on 
others inspire them to continually improve, innovate, and 
make a difference.

Under Bezos’s leadership, Amazon has continued to 
grow and eat into one product category after another. 
Most remarkably, that growth is not at the cost of great 
service. In the University of Michigan’s American Customer 
Satisfaction Index, Amazon lands in the top spot for retailing 
year after year.72

Questions

 13-7. Which theory of leadership do you think best describes 
Jeff Bezos’s contribution to Amazon’s performance? 
Describe how it applies.

 13-8. Does Bezos create an environment in which you could 
contribute effectively as a manager? Explain.

 13-9. Do you think Bezos is a better leader or a better 
 manager? Explain.

Experiential Exercises

Making a Decision at Wendy’s73

Directions. Read the following scenario and then perform the 
listed activities. Your instructor may want you to perform the 
activities as an individual or within groups. Follow all of your 
instructor’s directions carefully.

According to Jack Schuessler, Wendy’s CEO, manage-
ment is considering whether or not to begin offering the 
breakfast menu that was discontinued about 20 years ago. 
Schuessler did indicate, however, that if offered, Wendy’s 
breakfast menu would need to be significantly different 
from the sausage-and-biscuits or egg-on-an-English-muffin 
 approach offered by competitors.

Some individuals support Schuessler’s new breakfast 
menu idea. Some believe that the best opportunity for 
Wendy’s to improve profitability is to introduce breakfast. In 

addition, Wendy’s owns Tim Horton’s, a chain dominant in 
Canada but sparsely located in the United States, that knows 
the breakfast business. Wendy’s should be able to use the 
knowledge and experience at Tim Horton’s to help in intro-
ducing a new, successful breakfast menu.

The competition in the fast-food breakfast segment is 
heavy. McDonald’s, the nation’s largest restaurant chain, 
began offering breakfast in the 1970s and is the market 
leader in the morning sales period. Burger King reportedly 
is testing new breakfast sandwiches and platters. In addition, 
California-based Carl’s Jr. recently introduced a breakfast 
burger topped with a fried egg at its 1,000 restaurants.

Although offering breakfast at Wendy’s could improve 
sales by making use of the restaurant during the hours it is 
currently empty, the company has found that breakfast can be 
disastrous if not done correctly. According to Schuessler, when 

mailto:jeff@amazon.com


314 PART 5 Influencing 

How would you find out if other potential employers offer 
similar programs? Name another topic you would like to see 
covered in Sacramento’s leadership development program 
and explain its significance.

Building Your Management  
Skills Portfolio

Your Management Skills Portfolio is a collection of activities 
specially designed to demonstrate your management knowl-
edge and skill. Be sure to save your work. Taking your printed 
portfolio to an employment interview could be helpful in 
obtaining a job.

The portfolio activity for this chapter is Leadership Skill 
in a Special Situation.75 Read the highlight about Martha 
Stewart and answer the questions that follow.

Homemaking icon Martha Stewart strolled outdoors 
with her dog and fed her horses, hours after returning from 
prison to the multimillion-dollar estate. Stewart’s release 
came one day shy of the one-year anniversary of her convic-
tion in New York on charges stemming from her 2001 sale of 
nearly 4,000 shares of the biotechnology company ImClone 
Systems Inc. She was convicted of obstructing justice and 
 lying to the government.

For the next five months, Stewart had to wear an elec-
tronic anklet so that authorities could track her every move. 
But she was allowed to receive her $900,000 salary again 
and could leave home for up to 48 hours a week to work, 
shop, or run other approved errands.

Leaving the women’s prison in Alderson, West Virginia, 
shortly after midnight on a Friday, Stewart flew in a private 
jet to the Westchester County airport and then was driven 
to the 61-hectare (153-acre) estate in Katonah, 65 kilometers 
(40 miles) north of midtown Manhattan.

Stewart hoped to turn around the fortunes of her com-
pany, Martha Stewart Living, which produces everything from 
television shows and magazines to bed sheets and bakeware. 
In 2004, the company suffered a loss and its revenues sagged, 
but the stock price rose considerably during her prison stint 
because investors bet on a Stewart comeback. Stewart’s con-
tract with her company said her salary, which was suspended 
while she was behind bars, would be reinstated during home 
detention. While in home confinement, Stewart was free to 
entertain colleagues, neighbors, friends, and relatives as long 
as they weren’t criminals. (Convicted felons aren’t allowed to 
consort with other convicted felons.)

Activity 1

Circle the option that best reflects your opinion about Martha 
Stewart’s leadership situation at Martha Stewart Living:

Martha Stewart’s background as a convicted felon would 
present special leadership challenges that she would have to 
overcome.
1. Definitely
2. Probably Will
3. Maybe
4. Probably Won’t
5. Definitely Not

Wendy’s offered breakfast between 1983 and 1985, breakfast 
was not a profitable activity. The restaurant operated inap-
propriately, and thus the breakfast offered was expensive, 
it wasn’t portable, service was too slow, and offering break-
fast took away some of the focus on the company’s burger 
business.

Learning Activity
Your instructor will divide the class into small groups and 
ask each group to arrive at a consensus in answering the fol-
lowing questions.

 13-10. Assume you are Jack Schuessler. As a leader at 
Wendy’s, how would you make the decision regard-
ing whether to introduce breakfast?
a. Simply make the decision and announce it.
b.  Make the decision but try to convince others it’s 

best.
c.  Present a tentative decision subject to change 

based on input.
d.  Present the dilemma and ask for input before 

making the decision.
e. Allow a group to make the decision.

 13-11. Explain your answer to question 1. Be sure to focus 
on why you chose the option you did as well as why 
you did not choose the other options.

 13-12. As a leader, would you find making this decision at 
Wendy’s challenging? Why or why not?

You and Your Career74

You have just graduated from college and are interested in a 
career in government. In looking for your first job, you find 
out that the city manager’s office of the City of Sacramento, 
California, has recently begun to recognize the significant 
retirement projections among its Baby Boomer employees. 
According to the city manager, to deal with the impending 
retirements, Sacramento’s city government will start de-
signing and offering leadership development programs to 
its  employees. The programs will focus on helping young 
leaders understand how various parts of city government 
operate as well as helping them develop a broad network of 
relationships within city government as a whole.

Would this information about Sacramento’s city govern-
ment raise or lower your interest in working there? Explain. 
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Motivation
T A R G E T  S K I L L

Motivation Skill: the ability to create organizational 
situations in which individuals performing organizational 
activities are simultaneously satisfying personal needs 
and helping the organization attain its goals

O B J E C T I V E S

To help build my motivation skill, when studying this chapter,  
I will attempt to acquire:

1 A useful definition of motivation

2 Insights about the process theories of motivation

3 Practical ideas related to the content theories of 
motivation

4 An understanding of the importance of motivating 
organization members

5 Insights about specific strategies for motivating 
organization members

MyManagementLab®

Go to mymanagementlab.com to complete the problems marked with this icon  .

 MyManagementLab: Learn It
If your instructor has assigned this activity, go to mymanagementlab.com before 
 studying this chapter to take the Chapter Warm-Up and see what you already know.
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whatever it takes to get employees excited about their work. 
She even gets her team of executives to dance in front of all 
the employees once a month at the beginning of what she 
calls Tribute meetings. The Tribute meetings highlight the 
 accomplishments of employees who have delivered exceptional 
service or reached milestones with the company. One by one, 
the honored employees sit next to Camaraza in her “Oprah 
chairs,” where she interviews them in front of everyone in 
order to share how they have lived out American Express’s 
 values. The Tribute event wraps up with games and prizes that 
let  employees cheer for their teammates.

At American Express, caring for employees extends to 
concern for their physical as well as their emotional health. 
The World Service Center includes a workout center that is 
staffed with trainers and stocked with weights and also of-
fers fitness classes. Emergency child care is available on-site. 
According to Camaraza, the resulting decline in absenteeism 
paid for the cost of the child-care center in 15 months.

In addition, American Express’s commitment to a di-
verse workforce is reflected in its recognition as the Anita 
Borg Top Company for Technical Women and a rank-
ing in the DiversityInc Top 50 Companies for Diversity. 
Reasons given for earning this recognition include the 
company’s highly  flexible work schedules, its commitment 
to  recruiting and  developing female employees, and its wide 
variety of  employee networks that support employee needs, 
focusing on the  religious practices of Christians, Jews, and 
Muslims.

According to Lisa Telfer, director of business planning at 
the World Service Center, Camaraza “literally works at making 
people feel welcomed and wonderful.”1

THE MOTIVATION CHALLENGE
Doria Camaraza, senior vice president of American 
Express, focuses on implementing programs that 
motivate employees. According to the Challenge 
Case, Camaraza motivates employees through Tribute 
meetings, benefits that fit employees’ needs, and 
rewards and feedback. Camaraza knows, however, that 
if she is to be successful in motivating employees, she 

For an example of the way American Express treats its em-
ployees, consider American Express’s World Service Center, a 
3,000-employee call center located in Fort Lauderdale, Florida. 
Employees there handle calls from customers with lost cards, 
billing questions, and problems related to their accounts. 
Within the industry, such call centers commonly have high 
turnover. In addition, many such call centers have developed 
reputations for poor customer service. However, the World 
Service Center’s employees have helped American Express earn 
the top J. D. Power & Associates score for customer satisfaction 
among credit card companies five years in a row.

The senior vice president and general manager of the 
World Service Center is Doria Camaraza, and she will do 

American Express Taps the Full  
Potential of Its Employees

American Express has an impressively low rate of employee turnover—7 percent 
among full-time employees and not much higher for part-timers. But the company 
doesn’t just keep employees on the payroll; it also gets them fully engaged in serving 

customers. Managers go out of their way to show employees that their work matters, to get 
them excited about their work, and to provide them with the training and resources they need 
to perform at a beneficial level.

C H A L L E N G E  CA S E

To motivate employees, American Express holds 
meetings to celebrate employee success and  
offers benefits that reduce absenteeism and  
support diversity.
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must focus on people issues and satisfying changing employee needs. The material in 
this chapter provides insights into why managers such as Camaraza should focus on 
motivating workers and how managers might do so. Major topics in this chapter are 
(1) the motivation process and (2) motivating organization members.

To be successful in working with subordinates, managers need to acquire a 
thorough understanding of the motivation process. To that end, the definition of 
motivation, various motivation models, and theories of people’s needs are the main 
discussion topics in this section of the chapter.

DEFINING MOTIVATION
Motivation is the inner state that causes an individual to behave in a way that ensures the 
 accomplishment of some goal.2 In other words, motivation explains why people act as they do.3 
The better a manager understands organization members’ behavior, the more able that manager 
will be in influencing subordinates’ behavior to make it work toward the accomplishment of or-
ganizational objectives. Because productivity is a result of the behavior of organization members, 
motivating organization members is the key to reaching organizational goals.4

Several motivation theories have been proposed over the years. Most of these theories can 
be categorized into two basic types: process theories and content theories. A process theory 
of motivation is an explanation of motivation that emphasizes how individuals are motivated. 
Process theories focus, essentially, on the steps that occur when an individual is motivated. 
A content theory of motivation is an explanation of motivation that emphasizes people’s inter-
nal characteristics. Content theories focus on understanding what needs people have and how 
those needs can be satisfied. For years, industrial and organizational (I/O) psychologists have 
worked to integrate the many theories of motivation and identify where each has an effect in the 
motivation process.5

The following sections discuss important process and content theories of motivation and 
establish a relationship between them that should prove useful to managers in motivating orga-
nization members.

PROCESS THEORIES OF MOTIVATION
Four important theories describe how motivation occurs:

1. Needs-goal theory
2. Vroom expectancy theory
3. Equity theory
4. Porter–Lawler theory

These theories build on one another to furnish a description of the motivation process that 
begins at a relatively simple and easily understood level and culminates at a somewhat more 
intricate and realistic level.

The Needs-Goal Theory of Motivation

The needs-goal theory of motivation, diagrammed in Figure 14.1, is the most fundamental 
of the motivation theories discussed in this chapter. As the figure indicates, motivation begins 
with an individual feeling a need. This need is then transformed into behavior directed at 

Goal-
supportive
behavior

Feedback

Felt need

Goal behavior

FIGURE 14.1
The needs-goal theory  
of motivation
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supporting, or allowing, the performance of goal behavior to reduce the felt need. Theoretically, 
goal-supportive behavior and goal behavior continue until the felt need has been significantly 
reduced.

When an individual feels hunger, for example, this need is typically first transformed into 
behavior directed at supporting the performance of the goal behavior of eating. This supportive 
behavior could include such activities as buying, cooking, and serving food. The goal-supportive 
behaviors and the goal behavior itself—eating—generally continue until the individual’s hunger 
substantially subsides. When the individual experiences hunger again, however, the entire cycle 
is repeated.

Washington Nationals pitcher Ron Villone provides an example of the needs-goal theory of 
motivation. When Villone was with the New York Yankees, he heard an interesting statistic: If his 
team made the playoffs that year, they would be the only team to have reached the postseason 
both that year and the preceding year. Instead of relishing the glory, Villone immediately started 
thinking about the playoff team he would face, the strengths and weaknesses of its hitters, and 
how he might pitch to each one’s weakness. Villone was thus demonstrating a strong need to per-
form well as a pitcher. Because of this need, he started performing goal-supportive activities that 
included planning how to pitch to each hitter. Once in a game situation, Villone’s goal  behavior—
that is, how players would hit his pitches—would be the feedback that determined whether he 
satisfied his felt need.

Goal setting can play a prominent role in influencing motivation. For more than 30 years, 
researchers have provided evidence suggesting that compared to individuals who don’t set goals, 
individuals who set goals have an easier time focusing on activities relevant to those goals and 
avoiding distractions that prevent them from reaching those goals.

A team of researchers examined the role of goal setting while studying the performance of 
undergraduate students struggling with their grades. This is an important context to study, as 
almost 25 percent of students who start undergraduate programs never graduate. The research-
ers recruited 85 students who were struggling with their grades. Over the course of a semester, 
half of those students went through a goal-setting program, which helped them identify personal 
goals and derive strategies for reaching those goals. The other students were placed in a control 
group and did not participate in this goal-setting program (these students were instead asked to 
complete a number of tasks that were unrelated to goal setting).

After approximately 16 weeks, the researchers examined the performance of the students in 
both groups. Do you think that there was a difference between the two groups of students? Why 
or why not?6

The Role of Individual Needs If managers are to have any success in motivating 
employees, they must understand the personal needs of those employees. When managers offer 
rewards that are not relevant to employees’ personal needs, the employees will not be motivated. 
For example, if a top executive is already extremely well paid, more money is not likely to be an 
effective motivator. What is required is a more meaningful incentive—perhaps a higher-level title 
or an offer of partnership in the firm. Managers must be familiar with the needs their employees 
have and offer them rewards that can satisfy those needs.7

The Vroom Expectancy Theory of Motivation

In reality, the motivation process is more complex than presumed by the needs-goal theory. The 
Vroom expectancy theory of motivation encompasses some of these complexities.8 Like the 
needs-goal theory, the Vroom expectancy theory is based on the premise that felt needs cause 
human behavior. However, the Vroom theory also addresses the issue of motivation strength—
an individual’s degree of desire to perform a behavior. As this desire increases or decreases, moti-
vation strength fluctuates correspondingly.

Motivation and Perceptions Vroom’s expectancy theory is shown in equation form 
in Figure 14.2. According to this equation, motivation strength is determined by the perceived 
value of the result of performing a behavior and the perceived probability that the behavior per-
formed will cause the result to materialize. As both of these factors increase, so does motivation 
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strength, or the desire to perform the behavior. People tend to perform behaviors that maximize 
their personal rewards over the long term.

To see how Vroom’s theory applies to human behavior, suppose a college student has been 
offered a summer job painting three houses at the rate of $200 per house. Assuming the student 
needs money, her motivation strength, or desire, to paint the houses will be determined by two 
major factors: her perception of the value of $600 and her perception of the probability that she 
can actually paint the houses satisfactorily and receive the $600. As the student’s perceived value 
of the $600 reward and perceived probability that she can paint the houses increase, the student’s 
motivation strength to paint the houses will also increase.

Equity Theory of Motivation

Equity theory, the work of J. Stacy Adams, looks at an individual’s perceived fairness of an em-
ployment situation and finds that perceived inequities can lead to changes in behavior. Adams 
found that when individuals believe they have been treated unfairly in comparison with their 
coworkers, they will react in one of the following ways to try to right the inequity:9

1. Some will change their work outputs to better match the rewards they are receiving. If they 
believe they are being paid too little, they will decrease their work outputs; if they believe 
they are being paid more than their coworkers, they will increase their work outputs to 
match their rewards.

2. Some will try to change the compensation they receive for their work by asking for a raise or 
by taking legal action.

3. If attempts to change the actual inequality are unsuccessful, some will try to change their 
own perceptions of the inequality. They may do this by distorting the status of their jobs or 
by rationalizing away the inequity.

4. Some will leave the situation rather than try to change it. People who feel they are being 
treated unfairly on the job may decide to quit that job rather than endure the inequity.

Perceptions of inequities can arise in any number of management situations—among them, 
work assignments, promotions, ratings reports, and office assignments—but they occur most 
often in the area of pay. However, all of these issues are emotionally charged because they all 
pertain to people’s feelings of self-worth. What is a minor inequity in the mind of a manager can 
loom as extremely important in the mind of an employee. Therefore, effective managers strive to 
deal with equity issues because the steps workers are prone to take to balance the scales are often 
far from beneficial to the organization.

For example, after American Airlines employees and union workers took pay cuts and 
made other concessions worth more than $1.6 million, they learned that American had 
awarded bonuses totaling $21 million to company executives. Representatives of the Transport 
Workers Union soon presented American Airlines Chief Executive Gerard J. Arpey with a peti-
tion bearing 17,000 signatures protesting the company’s executive compensation practices. The 
perceived inequity between the concessions made by nonmanagers and the bonuses awarded 
to managers is the kind of issue that can lead to business disruptions like work slowdowns and 
strikes.10

Motivation
strength = xPerceived value of result

of performing behavior
Perceived probability that

result will materialize

 MyManagementLab: Try It, Motivation
If your instructor has assigned this activity, go to mymanagementlab.com to try  
a simulation exercise about a chain of clothing stores.

FIGURE 14.2
Vroom’s expectancy theory  
of motivation in equation  
form
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The Porter–Lawler Theory of Motivation

Porter and Lawler developed a motivation theory that provides a more complete description of 
the motivation process than do either the needs-goal theory or the Vroom expectancy theory.11 
Still, the Porter–Lawler theory of motivation (see Figure 14.3) is consistent with those two 
theories in that it accepts the premises that felt needs cause human behavior and that the effort 
 expended to accomplish a task is determined by the perceived value of the rewards that will 
 result from finishing the task and the probability that those rewards will materialize.

In addition, the Porter–Lawler motivation theory stresses three other characteristics of the 
motivation process:

1. The perceived value of a reward is determined by both intrinsic and extrinsic rewards that 
result in need satisfaction when a task is accomplished. An intrinsic reward comes directly 
from performing the task, whereas an extrinsic reward is extraneous to the task.12 For ex-
ample, when a manager counsels a subordinate about a personal problem, the manager may 
get an intrinsic reward in the form of personal satisfaction at helping another individual. In 
addition to this intrinsic reward, however, the manager receives an extrinsic reward in the 
form of the overall salary the manager is paid.13

2. The extent to which an individual effectively accomplishes a task is determined primarily 
by two variables: the individual’s perception of what is required to perform the task and the 
individual’s ability to perform the task. Effectiveness at accomplishing a task increases as the 
perception of what is required to perform the task becomes more accurate and the ability to 
perform the task increases.

3. The perceived fairness of rewards influences the amount of satisfaction produced by those 
rewards. The more equitable an individual perceives the rewards to be, the greater the satis-
faction the individual will experience as a result of receiving the rewards.

CONTENT THEORIES OF  
MOTIVATION: HUMAN NEEDS
The motivation theories discussed thus far imply that an understanding of motivation is based 
on an understanding of human needs. Some evidence indicates that most people have strong 
needs for self-respect, respect from others, promotion, and psychological growth.14 Although 
identifying all human needs is impossible, several theories have been developed to help manag-
ers better understand these needs:

1. Maslow’s hierarchy of needs
2. Alderfer’s ERG theory
3. Argyris’s maturity-immaturity continuum
4. McClelland’s acquired needs theory

Value of
rewards

Perceived
effort–reward

probability

Ability to do a
specified task

Perceived
equitable
rewards

Effort Satisfaction

Perception of
task required

Extrinsic
rewards

Performance
accomplishment

Intrinsic
rewards

FIGURE 14.3 The Porter–Lawler theory of motivation
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Maslow’s Hierarchy of Needs

Perhaps the most widely accepted description of human needs is the hierarchy of needs con-
cept developed by Abraham Maslow.15 Maslow states that human beings possess the five basic 
needs described here and theorizes that these five basic needs can be arranged in a hierarchy of 
 importance—the order in which individuals generally strive to satisfy them.16 The needs and 
their relative positions in the hierarchy of importance are shown in Figure 14.4.

The physiological need relates to the normal functioning of the body. Physiological needs in-
clude the desires for water, food, rest, sex, and air. Until these needs are met, a significant por-
tion of an individual’s behavior will be aimed at satisfying them. Once the needs are satisfied, 
however, behavior is aimed at satisfying the needs on the next level of Maslow’s hierarchy.
The security or safety need relates to an individual’s desire to be free from harm, including 
both bodily and economic disaster. Traditionally, management has best helped employees 
satisfy their physiological and  security needs by providing adequate wages or salaries, which 
employees use to purchase such things as food and housing.
The social need includes the desire for love, companionship, and friendship. Social needs 
reflect a person’s desire to be accepted by others. As they are satisfied, behavior shifts to satis-
fying esteem needs.
The esteem need is concerned with the desire for respect. Esteem needs are generally divided 
into two categories: self-respect and respect from others. Once esteem needs are satisfied, the 
individual moves to the pinnacle of the hierarchy and emphasizes satisfying self-actualization 
needs.
The self-actualization need refers to the desire to maximize whatever potential an individual 
possesses. For example, in the nonprofit setting of a public high school, a principal who seeks 
to satisfy self-actualization needs would strive to become the best principal possible. Self-
actualization needs occupy the highest level of Maslow’s hierarchy.17

The traditional concerns about Maslow’s hierarchy are that it has no research base, that it 
may not accurately reflect basic human needs, and that it is questionable whether human needs 
can be neatly arranged in such a hierarchy. Nevertheless, Maslow’s hierarchy is probably the most 
popular conceptualization of human needs to date, and it continues to be positively discussed 
in management literature.18 Still, the concerns expressed about it should remind managers to 
look upon Maslow’s hierarchy more as a subjective statement than as an objective description of 
human needs.19

Alderfer’s ERG Theory

Clayton Alderfer responded to some of the criticisms of Maslow’s work by conducting his own 
study of human needs.20 He identified three basic categories of needs:

1. Existence need—the need for physical well-being
2. Relatedness need—the need for satisfying interpersonal relationships
3. Growth need—the need for continuing personal growth and development

Physiological needs

Security needs

Social needs

Esteem needs

Self-actualization
needsSEQUENCE OF

SATISFACTION

FIGURE 14.4
Maslow’s hierarchy of needs
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The first letters of these three needs form the acronym ERG, which is how the theory is 
now known.

Alderfer’s ERG theory is similar to Maslow’s theory except in three major respects. First, 
Alderfer identified only three orders of human needs, compared to Maslow’s five orders. Second, 
in contrast to Maslow, Alderfer found that people sometimes activate their higher-level needs 
before they have completely satisfied all of their lower-level needs. Third, Alderfer concluded 
that movement in his hierarchy of human needs is not always upward. For instance—and this is 
reflected in his frustration-regression principle—he found that a worker frustrated by his failure to 
satisfy an upper-level need might regress by trying to fulfill an already satisfied lower-level need.

Alderfer’s work, in conjunction with Maslow’s, has implications for management. Employees 
frustrated by work that fails to provide opportunities for growth or development on the job 
might concentrate their energies on trying to make more money, thus regressing to a lower 
level of needs. To counteract such regression, management might use job enrichment strategies 
designed to help people meet their higher-order needs.

Argyris’s Maturity-Immaturity Continuum

Argyris’s maturity-immaturity continuum also furnishes insights into human needs.22 This 
continuum concept focuses on the personal and natural development of people to explain 
 human needs. According to Chris Argyris, as people naturally progress from immaturity to 
 maturity, they move:

1. From a state of passivity as an infant to a state of increasing activity as an adult
2. From a state of dependence on others as an infant to a state of relative independence as an adult
3. From being capable of behaving in only a few ways as an infant to being capable of behaving 

in many different ways as an adult
4. From having erratic, casual, shallow, and quickly dropped interests as an infant to having 

deeper, more lasting interests as an adult
5. From having a short-time perspective as an infant to having a much longer-time perspective 

as an adult
6. From being in a subordinate position as an infant to aspiring to occupy an equal or superor-

dinate position as an adult
7. From a lack of self-awareness as an infant to awareness and control over self as an adult

According to Argyris’s continuum, then, as individuals mature, they have increasing needs for 
more activity, enjoy a state of relative independence, behave in many different ways, have deeper 
and more lasting interests, are capable of considering a relatively long-time perspective, occupy 

a sign of respect. In the Little Improvements from 
Everyone (LIFE) program, workers can submit ideas 
for saving money or generating revenues. If manage-
ment approves the idea and the employees implement 
it, the employees’ names are entered into a drawing 
for gift cards, and their contributions are recognized 
at quarterly employee meetings. Management also 
chooses some employees to take part in a career devel-
opment program. These employees carry out projects 
and interact with senior managers, thus enhancing 
their promotion opportunities as they develop skills.21

Maslow’s and Alderfer’s models suggest that em-
ployees strive to meet different needs at different 

times. Thus, reward systems that meet a variety of needs 
are likelier to motivate more employees over longer 
time periods. For example, giving cash bonuses to team 
members for a team accomplishment and doing so in a 
ceremony could meet relatedness and existence needs.

Seco Tools, based in Troy, Michigan, has developed 
reward programs that can satisfy more than one need 
category. When employees make an exceptional con-
tribution, managers may nominate them for awards, 

Rewards That Motivate at Seco Tools

Practical Challenge: Developing Rewards
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Argyris’s continuum sees 
needs shifting as we become 
more mature. What changes  
in your needs do you observe 
as you become more  
independent, gain self-control, 
and develop a longer-term 
perspective?
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an equal position vis-à-vis other mature individuals, and have more awareness of 
themselves and control over their own destinies. Note that, unlike Maslow’s needs, 
Argyris’s needs are not arranged in a hierarchy. Like Maslow’s hierarchy, however, 

Argyris’s continuum is primarily a subjective explanation of human needs.

McClelland’s Acquired Needs Theory

Another theory about human needs, called McClelland’s acquired needs theory, 
focuses on the needs that people acquire through their life experiences. This 
theory, formulated by David C. McClelland in the 1960s, emphasizes three of the 
many needs human beings develop in their lifetimes:

1.  Need for achievement (nAch)—the desire to do something better or 
more efficiently than it has ever been done before

2.  Need for power (nPower)—the desire to control, influence, or be re-
sponsible for others

3.  Need for affiliation (nAff)—the desire to maintain close, friendly, per-
sonal relationships

  The individual’s early life experiences determine which of these needs will be highly 
developed and therefore will dominate the personality.

Bob Crane, entrepreneurial founder of C. Crane, is an example of an individual motivated by the 
need for achievement. Crane’s dream is to save the world energy, and he works to achieve that dream 
by inventing energy-saving devices that are better and more efficient than any previous devices. His 
latest product, the GeoBulb, is an LED light bulb that uses half the energy of a fluorescent bulb, con-
tains no lead or mercury, and will last 30,000 hours or up to 10 years. Crane’s not in it for the money. 
As he puts it, “It’s 100% altruistic, and we hope that we’ll get paid in time.” Although the company 
hasn’t made Crane a wealthy man, he says working toward his goal makes him happy.”23

McClelland’s studies of these three acquired human needs have significant implications for 
management.

Need for Achievement McClelland claims that in some businesspeople, the need to 
achieve is so strong that it is more motivating than the quest for profits. To maximize their satisfac-
tion, individuals with significant achievement needs set goals for themselves that are challenging 
yet achievable. Although such people are willing to assume risk, they assess it carefully because they 
do not want to fail. Therefore, they will avoid tasks that involve too much risk. People with a small 
need for achievement, on the other hand, generally avoid challenges, responsibilities, and risk.

Need for Power People with a significant need for power are greatly motivated to influ-
ence others and to assume responsibility for subordinates’ behavior. They are likely to seek ad-
vancement and to take on work activities that have increasing amounts of responsibility in order 
to earn that advancement. Power-oriented managers are comfortable in competitive situations 
and enjoy their decision-making roles.

Need for Affiliation Managers with a significant need for affiliation have a cooperative, 
team-centered managerial style. They prefer to influence subordinates to complete their tasks 
through team efforts. The danger is that managers with a significant need for affiliation can lose 
their effectiveness if this need for social approval and friendship interferes with their willingness 
to make managerial decisions.24

IMPORTANCE OF MOTIVATING 
ORGANIZATION MEMBERS
People are motivated to perform behavior that satisfies their personal needs. Therefore, from a 
managerial viewpoint, motivation is the process of furnishing organization members with the 
opportunities to satisfy their needs by performing productive behavior within the organization. 
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In reality, managers do not motivate people. Rather, they create environments in which organiza-
tion members motivate themselves.25

As discussed in Chapter 12, motivation is one of the four primary interrelated activities of 
the influencing function performed by managers to guide the behavior of organization members 
toward the attainment of organizational objectives. Figure 14.5 makes the point that unsatisfied 
needs can lead organization members to perform either appropriate or inappropriate behavior. 
Successful managers minimize inappropriate behavior and maximize appropriate behavior 
among subordinates, thus raising the probability that productivity will increase and lowering the 
probability that it will decrease.

STRATEGIES FOR MOTIVATING 
ORGANIZATION MEMBERS
Managers have various strategies at their disposal for motivating organization members. Each 
strategy is aimed at satisfying subordinates’ needs (consistent with the descriptions of human 
needs in Maslow’s hierarchy, Alderfer’s ERG theory, Argyris’s maturity-immaturity continuum, 
and McClelland’s acquired needs theory) through appropriate organizational behavior. These 
managerial motivation strategies are as follows:

1. Managerial communication
2. Theory X–Theory Y
3. Job design
4. Behavior modification
5. Likert’s management systems
6. Monetary incentives
7. Nonmonetary incentives

These strategies are discussed in the sections that follow.
Throughout the discussion, it is important to remember that no single strategy will always 

be more effective for a manager than any other. Most managers find that some combination of 
these strategies is most effective in the organization setting.

Managerial Communication

Perhaps the most basic motivation strategy that managers can use is to communicate well with or-
ganization members. Effective manager–subordinate communication can satisfy such basic human 
needs as recognition, a sense of belonging, and security. For example, such a simple managerial 

Feedback
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action as attempting to become better acquainted with subordinates can contribute substantially to 
the satisfaction of each of these three needs. For another example, a message praising a subordinate 
for a job well done can help satisfy the subordinate’s recognition and security needs.

As a general rule, managers should strive to communicate often with other organization 
members, not only because communication is the primary means of conducting organizational 
activities but also because communication is a basic tool for satisfying the human needs of orga-
nization members.27

Theory X–Theory Y

Another motivation strategy involves managers’ assumptions about human nature. Douglas 
McGregor identified two sets of assumptions: Theory X involves negative assumptions about 
people that McGregor believes managers often use as the basis for dealing with their subordinates 
(e.g., the average person has an inherent dislike of work and will avoid it whenever he or she can). 
Theory Y represents positive assumptions about people that McGregor believes managers should 
strive to use (e.g., people will exercise self-direction and self-control in meeting their objectives).28

The Theory X/Theory Y debate should resonate for managers across many work settings.29 
McGregor implies that managers who use Theory X assumptions are “bad” and that those who 
use Theory Y assumptions are “good.”30 William Reddin, however, argues that production might 
be increased by using either Theory X or Theory Y assumptions, depending on the situation the 
manager faces: “Is there not a strong argument for the position that any theory may have desirable 
outcomes if appropriately used?” The problem is that McGregor considered only the ineffective 
application of Theory X and the effective application of Theory Y. Reddin thus proposes a Theory 
Z—an effectiveness dimension that implies that managers who use either Theory X or Theory Y 
assumptions when dealing with people can be successful, depending on their situation.31

The basic rationale for using Theory Y rather than Theory X in most situations is that mana-
gerial activities that reflect Theory Y assumptions generally are more successful in satisfying the 
human needs of most organization members than are managerial activities that reflect Theory 
X assumptions. Therefore, activities based on Theory Y assumptions are more apt to motivate 
organization members than are activities based on Theory X assumptions.32

Job Design A third strategy that managers can use to motivate organization members 
involves designing the jobs that organization members perform. The following sections discuss 
earlier and more recent job design strategies.

a series of experiments. Groups of subjects read mes-
sages about the value of either independence  (taking 
charge, being unique) or interdependence  (working 
together, adapting to others). Then they were asked 
to tackle a challenge. White subjects who heard the 
 message about interdependence persevered less, which 
suggests they were less motivated. In contrast, students 
of Asian heritage—from families whose cultures more 
often stress interdependence—did not show a drop-off 
in motivation. Apparently, for many white Americans, 
“Do it for the team” is less motivational than “Be all you 
can be.”26

As managers strive to engage in motivational com-
munication with employees, they may stress 

themes linking employees’ actions to desired rewards: 
for example, that salespeople who meet a goal will 
earn a bonus or that employees who work late to solve 
a problem will be heroes for saving the company’s 
reputation as a good business. However, cultural dif-
ferences suggest that not every message will resonate 
equally with employees from different parts of the 
world.

To test that idea on a set of Americans with different 
ethnic backgrounds, three Stanford psychologists set up 

Communicating Rewards That Align with Values

Tips for Managing around the Globe
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EARLIER JOB DESIGN STRATEGIES
A movement has long existed in American business to make jobs simpler and more special-
ized to increase worker productivity. The idea behind this movement is to make workers more 
productive by enabling them to be more efficient. Perhaps the best example of a job design 
inspired by this movement is the automobile assembly line. The negative result of work sim-
plification and specialization, however, is job boredom. As jobs become simpler and more spe-
cialized, they typically become more boring and less satisfying to workers, and, consequently, 
p roductivity suffers.

JOB ROTATION
The first major attempt to overcome job boredom was job rotation—moving workers from job 
to job rather than requiring them to perform only one simple and specialized job over the long 
term.33 For example, a gardener would do more than just mow lawns; he might also trim bushes, 
rake grass, and sweep sidewalks.

Although job rotation programs have been known to increase organizational profitabil-
ity, most of them are ineffective as motivation strategies because, over time, people become 
bored with all the jobs they are rotated into.34 Job rotation programs, however, are often 
effective for achieving other organizational objectives, such as training, because they give 
individuals an overview of how the various units of the organization function. Job rotation 
can also be an effective procedure for reducing absenteeism—a significant problem in some 
organizations.35

JOB ENLARGEMENT
Another strategy developed to overcome the boredom of doing very simple and specialized jobs 
is job enlargement, or increasing the number of operations an individual performs in order 
to enhance the individual’s satisfaction with work. According to the job enlargement concept, 
the gardener’s job would become more satisfying as such activities as trimming bushes, raking 
grass, and sweeping sidewalks were added to his initial activity of mowing grass. Although some 
research supports the contention that job enlargement does make jobs more satisfying, other 
 research does not.36 Still, job enlargement programs are more successful at increasing job satis-
faction than are job rotation programs.

A number of other job design strategies have evolved since the development of job rota-
tion and job enlargement programs. Two of these more recent strategies are job enrichment and 
flextime.

JOB ENRICHMENT
Frederick Herzberg concluded from his research that the degrees of satisfaction and dissatisfac-
tion organization members feel as a result of performing a job are two different variables deter-
mined by two different sets of items.37 The items that influence the degree of job dissatisfaction 
are called hygiene, or maintenance, factors, whereas those that influence the degree of job 
 satisfaction are called motivating factors (motivators). Hygiene factors relate to the work en-
vironment, and motivating factors relate to the work itself. The items that make up Herzberg’s 
hygiene and motivating factors are presented in Table 14.1.

TABLE 14.1 Herzberg’s Hygiene Factors and Motivators

Dissatisfaction: Hygiene or Maintenance Factors Satisfaction: Motivating Factors

1. Company policy and administration 1. Opportunity for achievement

2. Supervision 2. Opportunity for recognition

3. Relationship with supervisor 3. Work itself

4. Relationship with peers 4. Responsibility

5. Working conditions 5. Working conditions

6. Salary 6. Personal growth

7. Relationship with subordinates
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Physiological needs

Needs that hygiene factors generally satisfy

Security needs

Social needs

Esteem needs

Self-actualization
needs

Needs that motivating factors generally satisfy

FIGURE 14.6
Needs in Maslow’s hierarchy 
of needs that desirable 
hygiene and motivating 
factors generally satisfy

Many nurses are strongly  
motivated by a sense of  
purpose—that they are  
contributing to people’s health 
and well-being.

Herzberg believes that when the hygiene factors of a particular job situation are 
undesirable, organization members will become dissatisfied. Making these factors 
more desirable—for example, by increasing salary—will rarely motivate people to do 
a better job, but it will keep them from becoming dissatisfied. In contrast, when the 
motivating factors of a particular job situation are compelling, employees usually are 
motivated to do a better job. People tend to be more motivated and productive as more 
motivators are built into their job situations. During periods of economic recession or 
high unemployment, many workers are dissatisfied, either because they are doing the 
work of several people as the result of layoffs in their organization or because they feel 
“trapped” by a boring job they cannot afford to leave because of the difficulty of find-
ing a new one.38

The process of incorporating motivators into a job situation is called job enrich-
ment.39 Early reports indicated that companies such as Texas Instruments and Volvo 
had notable success in motivating organization members through job enrichment 
programs. More recent reports, even though they continue to support the value of job 
enrichment, indicate that for a job enrichment program to be successful, it must be 
carefully designed and administered.40

Many management theorists espouse views that seem consistent with Herzberg’s 
hygiene factor–motivator concept. David Pink, for example, believes that pay in itself is not a 
motivator. Instead, Pink claims that motivation comes from three different sources: autonomy 
(the ability to direct one’s own life), mastery (continuous improvement at something an indi-
vidual regards as important), and purpose (to contribute to something larger than one’s self).41

Job Enrichment and Productivity Herzberg’s overall conclusions are that the 
most productive organization members are those involved in work situations that have both 
desirable hygiene and motivating factors. The needs in Maslow’s hierarchy that desirable hygiene 
factors and motivating factors generally satisfy are shown in Figure 14.6. Esteem needs can be 
satisfied by both types of factors. An example of esteem needs satisfied by a hygiene factor is a 
private parking space—a status symbol and a working condition evidencing the employee’s im-
portance to the organization. An example of esteem needs satisfied by a motivating factor is an 
award given for outstanding performance—a public recognition of a job well done that displays 
the employee’s value to the organization.

FLEXTIME
Another more recent job design strategy for motivating organization members is based on a con-
cept called flextime.42 Perhaps the most common traditional characteristic of work in the United 
States is that jobs are performed within a fixed, eight-hour workday. However, this tradition has 
recently been challenged. Faced with motivation problems and excessive absenteeism, many 
managers have turned to scheduling innovations as a possible solution.43

The main purpose of these scheduling innovations is not to reduce the total number of work 
hours but rather to give workers greater flexibility in scheduling their work hours. The main thrust 
of flextime, or a flexible working hours program, is that it allows workers to complete their jobs 
within a workweek of a normal number of hours that they schedule themselves.44 The choices of 
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starting and finishing times can be as flexible as the organizational situation allows. To ensure that 
flexibility does not become counterproductive within the organization, however, many flextime 
programs stipulate a core period of the day during which all employees must be on the job.

Advantages of Flextime Various kinds of organizational studies have indicated 
that flextime programs have some positive organizational effects. Douglas Fleuter, for example, 
reported that flextime contributes to greater job satisfaction, which typically results in greater 
productivity. Other researchers conclude that flextime programs can result in higher levels of 
motivation in workers. Because organization members generally consider flextime programs 
desirable, when recruiting qualified new employees, organizations that have such programs can 
usually better compete with organizations that don’t offer flextime. (A listing of the advantages 
and disadvantages of flextime programs appears in Table 14.2.) Although many well-known 
companies, such as Scott Paper, Sun Oil, and Samsonite, have adopted flextime programs,45 more 
research is needed before flextime’s true worth can be conclusively assessed.

Behavior Modification

A fourth strategy that managers can use to motivate organization members is based on a concept 
known as behavior modification. As stated by B. F. Skinner, the Harvard psychologist considered 
by many to be the father of behavioral psychology, behavior modification focuses on encourag-
ing appropriate behavior by controlling the consequences of that behavior.46 According to the 
law of effect, behavior that is rewarded tends to be repeated, whereas behavior that is punished 
tends to be eliminated.

Although behavior modification programs typically involve the administration of both 
rewards and punishments, it is rewards that are generally emphasized because they are more 
effective than punishments in influencing behavior. Obviously, the main theme of behavior 
modification is not new.

Reinforcement Behavior modification theory asserts that if managers want to modify 
subordinates’ behavior, they must ensure that appropriate consequences occur as a result of that 
behavior. Positive reinforcement is a reward that consists of a desirable consequence of behav-
ior, and negative reinforcement is a reward that consists of the elimination of an undesirable 
consequence of behavior.47

If arriving at work on time is positively reinforced, or rewarded, the probability increases 
that a worker will arrive on time more often.48 If arriving late for work causes a worker to experi-
ence some undesirable outcome, such as a verbal reprimand, that worker will be negatively rein-
forced when this outcome is eliminated by on-time arrival. According to behavior modification 

TABLE 14.2 Advantages and Disadvantages of Using Flextime Programs

Advantages Disadvantages

Improved employee attitude and morale

Accommodation of working parents

Decreased tardiness

Fewer commuting problems—workers can avoid  
congested streets and highways

Accommodation of those who wish to arrive at work  
before normal workday interruptions begin

Increased production

Facilitation of employees’ scheduling of medical, dental, 
and other types of appointments

Accommodation of leisure-time activities of employees

Decreased absenteeism

Decreased turnover

Lack of supervision during some hours of work

Key people unavailable at certain times

Understaffing at times

Problem of accommodating employees whose output is 
the input for other employees

Employee abuse of flextime program

Difficulty in planning work schedules

Problem of keeping track of hours worked or accumulated

Inability to schedule meetings at convenient times

Inability to coordinate projects



332 PART 5 Influencing 

theory, positive reinforcement and negative reinforcement are both rewards that increase the 
likelihood that a behavior will continue.

Punishment Punishment is the presentation of an undesirable behavior consequence 
or the removal of a desirable behavior consequence that decreases the likelihood the behavior 
will continue. To use our earlier example, a manager could punish employees for arriving late 
for work by exposing them to some undesirable consequence, such as verbal reprimand, or by 
removing a desirable consequence, such as their wages for the amount of time they are late.49 
Although punishment would probably quickly convince most workers to come to work on time, 
it might also have undesirable side effects, such as high absenteeism and turnover, if it is empha-
sized over the long term.50

 MyManagementLab: Watch It, Motivation at CH2M Hill
If your instructor has assigned this activity, go to mymanagementlab.com to watch  
a video case about global engineering firm CH2M Hill and answer the questions.

Applying Behavior Modification Behavior modification programs have been ap-
plied both successfully and unsuccessfully in a number of organizations. Management at Emery 
Worldwide, for example, found that an effective feedback system is crucial to making a behavior 
modification program successful.51 This feedback system should be aimed at keeping employees 
informed of the relationship between various behaviors and their consequences.

Other ingredients of successful behavior modification programs include the following:52

1. Giving different kinds of rewards to different workers according to the quality of their 
performances

2. Telling workers that what they are doing is wrong
3. Punishing workers privately to avoid embarrassing them in front of others
4. Always giving out rewards and punishments that are earned to emphasize that management 

is serious about its behavior modification efforts.

The behavior modification concept is also applied to cost control in organizations, with 
the objective of encouraging employees to be more cost conscious. Under this type of behavior 
modification program, employees are compensated in a manner that rewards cost control and 
cost reduction and penalizes cost acceleration.53

Recently, managers have added a component to the behavior modification process that 
identifies the role of cognition in workplace behavior.54 More specifically, when tackling prob-
lems such as an inappropriate corporate culture, managers may recognize a need to change the 
way employees think about the corporate culture in addition to the way they behave. Cognitive 
behavior modification programs are best implemented by an outside expert consultant who can 
identify negative cognitive and behavioral processes. However, even though these programs have 
demonstrated much promise, further empirical analysis is necessary to solidify their place in the 
corporate environment.

Likert’s Management Systems

Another strategy that managers can use to motivate organization members is based on the work 
of Rensis Likert, a noted management scholar.56 After studying several types and sizes of orga-
nizations, Likert concluded that management styles in organizations can be categorized into the 
following systems:

System 1—This style of management is characterized by a lack of confidence or trust in sub-
ordinates. Subordinates do not feel free to discuss their jobs with superiors and are motivated 
by fear, threats, punishments, and occasional rewards. Information flow in the organization 
is directed primarily downward; upward communication is viewed with great suspicion. The 
bulk of all decision making is done at the top of the organization.
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System 2—This style of management is characterized by a condescending, master-to-
servant–style confidence and trust in subordinates. Subordinates do not feel free to discuss 
their jobs with superiors and are motivated by rewards and actual or potential punishments. 
Information flows mostly downward; upward communication may or may not be viewed 
with suspicion. Although policies are made primarily at the top of the organization, decisions 
within a prescribed framework are made at lower levels.
System 3—This style of management is characterized by substantial, though not complete, 
confidence in subordinates. Subordinates feel fairly free to discuss their jobs with superiors and 
are motivated by rewards, occasional punishments, and some involvement. Information flows 
both upward and downward in the organization. Upward communication is often accepted, 
though at times it may be viewed with suspicion. Although broad policies and general deci-
sions are made at the top of the organization, more specific decisions are made at lower levels.
System 4—This style of management is characterized by complete trust and confidence in 
subordinates. Subordinates feel completely free to discuss their jobs with superiors and are 
motivated by such factors as economic rewards, which are based on a compensation system 
developed through employee participation and involvement in goal setting. Information 
flows upward, downward, and horizontally. Upward communication is generally accepted—
but even when it is not, employees’ questions are answered candidly. Decision making is 
spread widely throughout the organization and is well coordinated.

Styles, Systems, and Productivity Likert has suggested that as management style 
moves from system 1 to system 4, the human needs of individuals within the organization tend to 
be more effectively satisfied over the long term. Thus, an organization that moves toward system 
4 tends to become more productive over the long term.

Figure 14.7 illustrates the comparative long- and short-term effects of both system 1 and 
system 4 on organizational production. Managers may increase production in the short term by 
using a system 1 management style because motivation by fear, threat, and punishment is gener-
ally effective in the short run. Over the long run, however, this style usually causes production to 
decrease, primarily because of the long-term dissatisfaction of organization members’ needs and 
the poor working relationships between managers and subordinates.

Conversely, managers who initiate a system 4 management style will probably face some 
decline in production initially but will see an increase in production over the long term. The 
short-term decline occurs because organization members must adapt to the new system that 
management is implementing. The production increase over the long term materializes as a 

divide up projects into smaller tasks so that you can 
 acknowledge “small wins” as the group progresses.
Deliver rewards for desired performance as soon as 
possible after the behavior occurs.
Model the desired behavior, including a positive 
 attitude. It tends to be contagious.
Add to the appeal of the work itself by empowering 
employees to make decisions, giving them a chance 
to show their accomplishments, and bringing them 
together for positive social interaction.
Emphasize the company’s mission and how employ-
ees can contribute to doing something significant.

Psychologists continue to study motivation in gen-
eral and in the workplace. The field of study offers 

some practical guidance for managers trying to moti-
vate their people:55

Ask employees what is important to them. Tailor 
 rewards to what employees want. Public recognition, 
for example, would be welcome to some but embar-
rassing for others.
Begin frequently recognizing an employee’s 
 achievements soon after he or she starts at the 
company so that the employee quickly establishes a 
pattern of using the desired behaviors. For a group, 

Making Motivation Work

Steps for Success
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result of organization members’ adjustment to the new system, greater satisfaction of their needs, 
and good working relationships that develop between managers and subordinates.

This long-term production increase under system 4 can also be related to decision-making 
 differences in the two management systems. Because the decisions reached in system 4 are more 
likely to be thoroughly understood by organization members than are decisions reached in system 1, 
decision implementation is more likely to be efficient and effective in system 4 than in system 1.

Monetary Incentives

A number of firms make a wide range of money-based compensation programs available to 
their employees as a form of motivation. For instance, employee stock ownership plans (ESOPs) 
motivate employees to boost production by offering them shares of company stock as a benefit. 
Managers are commonly given stock bonuses as an incentive to think more like an owner and 
ultimately do a better job of building a successful organization. Other incentive plans include 
lump-sum bonuses—one-time cash payments—and gain-sharing, a plan under which members 
of a team receive a bonus when their team exceeds a goal. All of these plans link pay closely to 
performance.57 Many organizations have found that by putting more of their employees’ pay at 
risk, they can peg more of their total wage costs to sales, which makes expenses more control-
lable in a downturn.58 Whatever approach a monetary incentive program takes, it is important 
that it be accompanied by communication to all employees, describing the organization’s busi-
ness goals and explaining how employees’ behavior contributes to accomplishing those goals.59

Comarco CEO Sam Inman found an innovative way to use monetary incentives to inspire 
motivation among his employees: He eliminated the annual review and automatic pay raises. 
Instead, Inman now distributes awards and raises on a random basis, after an employee has 
achieved a goal or delivered a project. Employees of Comarco, the maker of universal charge 
adapters, have also received on-the-spot rewards like gift certificates, plane tickets, and vacations 
for jobs well done.60

Nonmonetary Incentives

A firm can also use nonmonetary means to keep its employees committed and motivated. For 
instance, some companies have a policy of promoting from within. They go through an elaborate 
process of advertising jobs internally before going outside the company to fill vacancies. Another 
nonmonetary incentive emphasizes quality, on the theory that most workers are unhappy when 
they know their work goes toward producing a shoddy product.61

Short term

Production

Long term
TIME

SYSTEM 1

SYSTEM 4

Production

FIGURE 14.7
Comparative long-term 
and short-term effects of 
system 1 and system 4 on 
organizational production
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Motivation is an inner state that causes individuals 
to act in certain ways that ensure the accom-
plishment of a goal. Doria Camaraza seems to 

have a thorough understanding of the motivation process. 
She focuses on influencing the behavior of her employ-
ees in order to enhance the success of the World Service 
Center at American Express. Camaraza encourages em-
ployees to be enthusiastic and committed to extraordinary 
customer service. Her focus on motivation is as valuable a 
tool in maintaining American Express’s image as is a pre-
mium credit card.

To motivate employees at American Express, Camaraza must 
keep five principles of human motivation clearly in mind: (1) 
Felt needs cause behavior aimed at reducing those needs. (2) The 
degree of desire to perform a particular behavior is determined 
by an individual’s perceived value of the result of performing 
the behavior and the perceived probability that the behavior will 
cause the result to materialize. (3) The perceived value of the 
reward for a particular behavior is determined by both intrinsic 
and extrinsic rewards that result in need satisfaction when the 
behavior is accomplished. (4) Individuals can effectively accom-
plish a task only if they understand what the task requires and 
have the ability to perform the task. (5) The perceived fairness of 
a reward influences the degree of satisfaction generated when the 
reward is received.

Doria Camaraza undoubtedly understands the basic motiva-
tion principle that felt needs cause behavior. Before managers can 
have maximum impact on employees’ motivation, they must meet 
the more complex challenge of being thoroughly familiar with the 
various individual human needs of their employees. According 
to Maslow, people generally possess physiological needs, security 
needs, social needs, esteem needs, and self-actualization needs 
arranged in a hierarchy of importance. Argyris suggests that 
as people mature, they have increasing needs for activity, inde-
pendence, flexibility, deeper interests, analyses of longer-time 
perspectives, a position of equality with other mature individu-
als, and control over personal destinies. McClelland believes that 
the need for achievement—the desire to do something better 
or more efficiently than it has been done before—is a powerful 
human need. At American Express, compensation and benefits 
can enable employees to meet their physiological and security 
needs as well as their needs for independence. The focus on cus-
tomer service, including the Tribute events, can target social and 
esteem needs and can even contribute to a sense of achievement. 
American Express’s diversity policies can satisfy esteem needs and 
address the desire for a position of equality.

Once a manager understands that felt needs cause behav-
ior and is aware of people’s different types of needs, he or she is 
ready to apply this information to motivating employees. From 
Camaraza’s viewpoint, motivating employees means furnishing 

them with opportunities to satisfy their human needs by per-
forming their jobs. This notion is especially important because 
successful motivation tends to increase employee productivity. If 
Camaraza does not furnish her employees with opportunities to 
satisfy their human needs while working, low morale will prob-
ably eventually develop. Signs of this low morale might be only 
a few employees initiating creative approaches to customer ser-
vice, people avoiding the confrontation of tough situations, and 
employees resisting innovation.

What does the preceding information recommend that 
Camaraza actually do to motivate employees? One approach, 
which Camaraza already uses, is to take time to communicate 
with her workers. Manager–employee communication can help 
satisfy employee needs for recognition, belonging, and security. 
Another of Camaraza’s strategies might be based on McGregor’s 
Theory X–Theory Y concept. In following this concept, Camaraza 
should assume that work is as natural as play; that employees can 
be self-directed in accomplishing goals; that granting rewards 
encourages the achievement of objectives; that employees seek 
and accept responsibility; and that most employees are creative, 
ingenious, and imaginative. By adopting these assumptions, 
Camaraza can be more inclined to allow employees more free-
dom in the workplace and thereby open up many opportunities 
for employees to satisfy many of the needs defined by Maslow, 
Argyris, and McClelland.

Doria Camaraza could use two major job design strategies 
to motivate her employees at American Express. With job enrich-
ment, Camaraza can incorporate into jobs motivating factors 
such as opportunities for achievement, recognition, and personal 
growth. Giving employees the latitude to go beyond standard 
procedures in resolving customer problems, and then publicly 
acknowledging their successes, is one way that Camaraza enriches 
jobs at the call center. However, for maximum success, employ-
ees need to have positive attitudes toward the hygiene factors at 
American Express, including company policy and administration, 
supervision, salary, and working conditions.

The second job design strategy that Camaraza can—and 
does—use to motivate her employees is flextime. With flextime, 
American Express employees have some freedom in scheduling 
the beginning and ending of their workdays. However, flextime 
may be limited by organizational factors such as the urgency of a 
particular project or the availability of employees at times when 
customers are calling.

Doria Camaraza can apply behavior modification to her 
situation at American Express by rewarding appropriate employee 
behavior and punishing inappropriate employee behavior. 
Punishment has to be used carefully, however. If used continually, 
the working relationship between Camaraza and her employees 
could be destroyed. For the behavior modification program to 
succeed, Camaraza has to furnish employees with feedback on 
which behaviors are appropriate and which are inappropriate, 
give workers different rewards depending on the quality of their 
performance, tell workers what they are doing wrong, punish 

CHALLENGE CASE SUMMARY
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has to involve many employees. Camaraza can use the principle 
of supportive relationships as the basis for her system 4 manage-
ment style.

No single strategy mentioned in this chapter for motivating 
organization members will necessarily be more valuable to man-
agers such as Camaraza than any of the other mentioned strate-
gies. In reality, Camaraza will probably find that a combination of 
all of these strategies is most useful in motivating her employees 
to maintain American Express’s reputation as a top provider of 
high-quality customer service.

workers only in private, and consistently give rewards and pun-
ishments when earned.

To use Likert’s system 4 management style to motivate 
employees over the long term, Camaraza has to demonstrate 
complete confidence in her workers and encourage them to feel 
completely free to discuss problems with her. In addition, com-
munication among the managers and employees at the World 
Service Center has to flow freely in all directions within the 
organizational structure, with upward communication discussed 
candidly. Camaraza’s decision-making process under system 4 

 MyManagementLab: Assessing Your Management Skill
If your instructor has assigned this activity, go to mymanagementlab.com and decide 
what advice you would give an American Express manager.

DEVELOPING MANAGEMENT SKILL This section is specially designed to help 
you develop management skills. An individual’s management skill is based on an 
understanding of management concepts and on the ability to apply those concepts in 
various organizational situations. The following activities are designed both to heighten 
your understanding of motivation concepts and to develop your ability to apply those 
concepts in a variety of organizational situations.

CLASS PREPARATION AND PERSONAL STUDY
To help you prepare for class, perform the activities outlined in this section. Performing these activities will help  
you to significantly enhance your classroom performance.

Reflecting on Target Skill

On page 318, this chapter opens by presenting a target management skill along with a 
list of related objectives outlining knowledge and understanding that you should aim to 
acquire related to that skill. Review this target skill and the list of objectives to make sure 
that you’ve acquired all pertinent information within the chapter. If you do not feel that 
you’ve reached a particular objective(s), study related chapter coverage until you do.

Know Key Terms

Understanding the following key terms is critical to your preparing for class. Define each 
of these terms. Refer to the page(s) referenced after a term to check your definition or to 
gain further insight regarding the term.

motivation  320
process theory of motivation  320
content theory of motivation  320
needs-goal theory  320
Vroom expectancy theory  321
motivation strength  321
equity theory  322
Porter–Lawler theory  323

intrinsic reward  323
extrinsic reward  323
physiological need  324
security or safety need  324
social need  324
esteem need  324
self-actualization need  324
existence need  324

relatedness need  324
growth need  324
Alderfer’s ERG theory  325
Argyris’s maturity-immaturity  

continuum  325
McClelland’s acquired needs theory  

326
need for achievement (nAch)  326



 CHAPTER 14 Motivation 337

Know How Management Concepts Relate

This section comprises activities that will further sharpen your understanding of manage-
ment concepts. Answer essay questions as completely as possible.

 14-1. Describe your maturity level according to Argyris’s 
maturity-immaturity continuum. What insights about 
your human needs does this description give you?

 14-2. Discuss your personal opinion about how to use 
positive reinforcement, negative reinforcement, and 

punishment in motivating organization members. 
Which of the three do you think is the most impor-
tant ingredient of behavior modification? Explain.

MANAGEMENT SKILLS EXERCISES
Learning activities in this section are aimed at helping you develop management skills.

 Cases

American Express Taps the Full Potential 
of Its Employees

“American Express Taps the Full Potential of Its Employees” 
(p. 319) and its related Challenge Case Summary were written 
to help you understand the management concepts contained 
in this chapter. Answer the following discussion questions 
about the Challenge Case to explore how motivation concepts 
can be applied in an organization such as American Express.

 14-3. Do you think it would be unusual for a manager such 
as Doria Camaraza to spend a significant portion of 
her time motivating her workforce? Explain.

 14-4. Which of the needs on Maslow’s hierarchy of needs 
could delivering exceptional customer service at the 
World Service Center satisfy? Why? If you have omit-
ted one or more of the needs, explain why the deliv-
ery of exceptional customer service would not satisfy 
those needs.

 14-5. Is it possible for Camaraza’s efforts to succeed in moti-
vating workers yet be detrimental to organizational 
success? Explain.

Motivation at United Way

Read the case and answer the questions that follow. Studying 
this case will help you better understand how concepts relat-
ing to motivation can be applied in an organization such as 
the United Way.

The United Way is a nonprofit organization that has been 
around since 1887. Founded to help charities raise funds, the 
United Way also provides grants and coordinates emergency 
relief services. It is one of the largest nonprofit agencies in 
the United States, with about 1,300 local organizations and a 
reach covering 46 countries.62

In a difficult economic climate, nonprofits such as the 
United Way—as well as the charities they support—have 
found themselves in a trying situation. Donations to all kinds 
of charitable organizations have dropped precipitously. As 
people have less discretionary money available, they use 
what they have for their own needs and, therefore, give less 
to charities. Simultaneously, more people desperately need 
assistance from others to make ends meet. In a recent year, 
the United Way experienced a 68 percent increase in the 
number of requests for basic needs.63 This is a clear indica-
tion that individuals and families have been hit hard by the 
recession. With this increase in need and a decrease in dona-
tions, the organization is experiencing an incredible strain.

So how does a manager motivate employees and volun-
teers during tough economic environments?

Keeping a large staff of full-time employees as well as 
tens of thousands of volunteers motivated is not an easy 
task even in the best of times. Furthermore, for an organiza-
tion that relies on the passion and dedication of those asso-
ciated with it, motivation becomes even more challenging 
when financial incentives are out of the question. So, the 
United Way had to find the means to motivate its staff in a 
way that was also financially responsible. What it discovered 
was that training employees and volunteers could be a key 
method of enriching professional lives. With 9,300 employ-
ees and countless volunteers, tackling this in an effective 
manner is challenging, but vital. Heidi Kotzian, director of 
marketing and national events at the United Way, said the 
organization “will succeed only if our staff has the tools and 
knowledge they need to effect change.”64 Thus, training not 
only keeps people associated with the organization excited 
about their roles within the United Way but also facilitates 
ongoing organizational performance.

Traditionally, training and development of employees 
is an area of an organization’s budget that gets slashed in 
economic downturns. Broad-stroked budget cuts are the 

need for power (nPower)  326
need for affiliation (nAff)  326
Theory X  328
Theory Y  328
Theory Z  328

job rotation  329
job enlargement  329
hygiene, or maintenance, factors  329
motivating factors (motivators)  329
job enrichment  330

flextime  330
behavior modification  331
positive reinforcement  331
negative reinforcement  331
punishment  332
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norm when both nonprofit and for-profit entities attempt to 
keep costs to a minimum. Often, training is seen as a luxury 
expense and is put on the back burner until the economic 
situation improves.

But the United Way is taking a different approach by 
stepping up its training efforts. Working with the market-
ing team, the training function was revamped and treated 
like a “brand”—something that could be readily recognized 
by employees and even eagerly sought out by those same 
employees. A catalog consisting of 34 pages of training oppor-
tunities is marketed to every employee in the organization.

Feedback from employee participants in various train-
ing sessions provides continuous improvement. The orga-
nization can determine what works and what doesn’t. It 
also  collects data on what training and development skills 
employees desire to learn. This is important because meet-
ing the needs of the staff is vital for maintaining motivation. 
For volunteers who do not receive a salary or wage but 
devote sometimes countless hours of their time, maintaining 
a high degree of motivation is essential.

For Kotzian, the results speak for themselves. The orga-
nization has seen increased efficiencies and also more team-
work and improved communication. “We have seen a boost 
internally,” she said, “from those recognizing the benefits 
of reaching local United Way staff through learning courses 
and events.”65

Questions

 14-6. Which theory of motivation do you think is most appli-
cable in describing the United Way’s use of training? 
Explain.

 14-7. With a very limited budget, what other nonmonetary 
incentives can you identify to maintain employees’ 
commitment to the United Way?

 14-8. Thinking solely about the United Way’s volunteers, 
how would you motivate them, given that they are 
unpaid but still have a strong dedication to the work 
they do?
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Experiential Exercises

Analyzing Study Results

Directions. Read the following scenario and then perform the 
listed activities. Your instructor may want you to perform the 
activities as an individual or within groups. Follow all of your 
instructor’s directions carefully.

You are part of a special task force established by the 
human resources department of a farm equipment manu-
facturing company in the Midwest. The company has 2,200 
employees, 405 of whom are managers at various organiza-
tional levels. Your task force’s assignment is to analyze the 
results of a survey recently completed by managers within 
the company and to recommend whatever action, if any, 
might be necessary, given your opinions about the survey 
results.

The following chart summarizes the results of the sur-
vey, which concerned managers’ beliefs about the amount 

of information they receive from others in the company 
 regarding how well they are doing their jobs, their job duties, 
 organizational policies, pay and benefits, and how technol-
ogy changes within the company affect their jobs. According 
to survey results, managers believe they need more informa-
tion in all areas to do their jobs properly.

Activity

Your instructor will divide your class into small groups and 
appoint a discussion leader for each group. Assume the role 
of the task force and answer the following questions. After 
discussion has completed, your instructor will lead the class 
in a discussion regarding the opinions of all groups.

 14-9. Do you believe the results are having a negative effect 
within the company on the level of managers’ com-
mitment to attaining organizational success? Explain.
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 14-10. Given the survey results and Maslow’s hierarchy 
of needs, discuss the extent to which you believe 
managers’ personal needs are being met within the 
organization. Explain.

 14-11. Given your thoughts about questions 1 and 2, what 
action (if any) would you recommend be taken to 
improve the level of organizational success? Explain. 
Be as specific as possible.

You and Your Career

Information in this chapter implies that punishment can be an 
effective tool in managing employee behavior. Eric Mangini, 
former manager of the New York Jets football team, had a 
team that committed few mistakes in games.66 As evidence, 
the Jets ranked number three in the league in fewest penal-
ties and number two in lowest penalty yardage assessed. 
How did the coach accomplish this feat? Mangini reinforced 
his message of playing smart by having players run extra, 
penalty laps for practice infractions that fell under the cat-
egory of penalties. One player, Rashad Washington, believed 
the punishment laps had a lot to do with the penalty-free 
nature of the team. He believed that the punishment laps had 
an impact because during practice, players seriously focused 
on avoiding penalties that would require running laps, and 
this focus carried forward to playing penalty-free games.

 14-12. Would you want a manager to help build your career 
by using such punishment tactics on you? Explain.

 14-13. As a manager, would you use punishment to help 
build the careers of your employees? Explain.

 14-14. List two advantages and two disadvantages of using 
punishment to build the careers of others.

Building Your Management 
Skills Portfolio

Your Management Skills Portfolio is a collection of activities spe-
cially designed to demonstrate your management knowledge 
and skill. Be sure to save your work. Taking your printed portfolio 
to an employment interview could be helpful in obtaining a job.

The portfolio activity for this chapter is Motivating Workers 
at Honda of America. Read the following about Honda of 
America and answer the questions that follow.

In 1977, Honda, a Japanese company, announced plans 
to build a motorcycle manufacturing plant in the United 
States near Marysville, Ohio, and in 1980 announced plans 
to build an automobile manufacturing facility in the same 
area. Ever since the company made these announcements, 
Honda’s history has been nothing but impressive. To empha-
size this success, the Marysville Auto Plant now produces 
the Accord Coupe for export to Japan. Honda of America has 
become a leading auto exporter in the United States, and 
the motorcycle plant has produced its one-millionth unit of 
the Gold Wing motorcycle. Many maintain that the following 
belief statement, which appears prominently on the Honda 
of America website, is a primary reason for the company’s 
success: “Why do people want to work for Honda? How does 
Honda achieve industry-leading quality year after year, mak-
ing extremely complex products such as cars, trucks, motor-
cycles, and engines? The answer is in Honda’s foundation 

principle—the tenant upon which all the other Honda phi-
losophies are based. It’s called Respect for the Individual.”

Founders Soichiro Honda and Takeo Fujisawa believed in 
creating a workforce in which each member’s ideas received 
the full consideration and respect of the group. People are 
diverse and that’s a good thing, Mr. Honda believed, because 
diversity of thought, skills, background, and experiences can 
enrich the workplace and the product, if the differences are 
allowed to generate ideas.

In order for the associates’ best ideas to come forward, 
they must feel valued and comfortable speaking up and in-
teracting with their work groups. That’s where respect comes 
in. Only in an atmosphere of maximized respect and inclu-
sion can a workforce reach its highest levels of achievement.

Activities

You have just been contacted to interview for the top 
management position at Honda of America. You would be 
responsible for both automobile and motorcycle manufac-
turing. Before you visit the Marysville facility for a series of 
face-to-face interviews, however, you have been asked to 
answer the following questions related to your own beliefs 
about how managers should handle people. Answer the fol-
lowing questions in preparation for your trip to Marysville.

 14-15. What role do you think the individual needs of peo-
ple play in building a successful company?

 14-16. What insights do you have about creating employee 
commitment to the success of Honda of America?

 14-17. Do you believe that maintaining fair pay in Honda’s 
Marysville plant is important? Why?

 14-18. What is your personal philosophy about using “job 
design” as a tool for motivating Honda of America 
employees?

 14-19. What management style would you use at Honda of 
America? Discuss its short- and long-term implica-
tions for production levels.
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 MyManagementLab: Writing Exercises

If your instructor has assigned this activity, go to mymanagementlab.com for  
the following  assignments: 

Assisted Grading Questions
14-20. Write out the equation for the expectancy theory of motivation. How can  

you use this equation to improve your motivation skill? Be specific.
14-21. Is Maslow’s hierarchy of needs useful to managers? Why?
14-22. Which strategy for motivating organization members presented in the chapter 

would you find easiest to implement? Why? Which would you find most difficult  
to use? Why?
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Groups and Teams
T A R G E T  S K I L L

Team Skill: the ability to manage a collection of 
people so that they influence one another toward the 
accomplishment of an organizational objective(s)

O B J E C T I V E S

To help build my team skill, when studying this chapter,  
I will attempt to acquire:

1 A definition of the term group as used in the context of 
management

2 A thorough understanding of the different kinds of groups 
that exist in organizations

3 Knowledge of how to manage work groups

4 An understanding of how the term team is used in the 
context of organizations

5 Insights about the stages of team development

MyManagementLab®

Go to mymanagementlab.com to complete the problems marked with this icon  .

 MyManagementLab: Learn It
If your instructor has assigned this activity, go to mymanagementlab.com before 
 studying this chapter to take the Chapter Warm-Up and see what you already know.
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Better Teamwork Makes Numerica  
Credit Union a Winner

When Carla Altepeter took the position of chief executive officer of Numerica 
Credit Union, she saw some significant problems. At Numerica—which 
serves borrowers and savers in a region that includes Spokane, Washington, 

and northern Idaho—employees below the top-management level did not understand the 
organization’s goals or have a voice in decision making. This lack of communication isolated 
individuals, and they did not function as a team. Projects then fell behind as the individual 
charged with project management struggled to keep track of all the work. In addition, 
employees directed their energy toward fixing problems rather than pleasing customers. These 
problems ultimately showed up in Numerica’s business performance: Its growth lagged behind 
that of its competitors.

C H A L L E N G E  CA S E

system shows employees how each of them functions as part of 
something bigger.

The COL system has been especially helpful for projects 
that span the credit union’s different departments. In a single 
year, Numerica could be carrying out more than a dozen proj-
ects that bring together employees from different departments 
and levels of the organization. For example, the credit union’s 
facilities team recently coordinated a project to remodel one of 
Numerica’s branches. Altepeter notes that collaboration across 
departments can take extra time but results in higher-quality 
outcomes. In the case of the branch remodeling, use of the 
COL system helped the team finish on time and under budget 
because from the beginning, everyone involved understood the 
project’s scope and goals.

Reward programs also help Numerica meet its goals 
for improving how employees collaborate. Along with their 
pay and benefits, employees can earn rewards for behavior 
that supports the credit union’s values and performance.  
A recognition program called STAR (which stands for Service, 
Teamwork, Accountability, and Reflect, learn, and grow) 
 acknowledges employees who do what the company refers to 
as “good deeds.”

All this attention to how employees work together has 
paid off for Numerica. In the two years after Altepeter became 
CEO, the credit union saw its loans to customers jump by 
21 percent the first year and by another 19 percent the follow-
ing year. Return on assets (a basic measure of financial per-
formance for a credit union) also was exceeding goals. Out of 
the 16 performance measures Altepeter has been tracking, she 
recently noted that nine are significantly exceeding their goals, 
and only one is falling short.1H
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Numerica successfully remodeled a branch loca-
tion by collaborating together across departments. 
Collaboration can take extra time but usually results 
in higher-quality outcomes.

Altepeter decided that Numerica’s employees needed to 
be better connected with the information that would help 
them collaborate on achieving shared goals. She brought in 
a software company to set up a system called Connections 
Online (COL). With COL, every employee can look up the 
credit union’s strategy and see all of the goals that are aimed 
at  carrying out that strategy. They can see what projects are 
under way, who is working on them, and what the status is. 
Besides  making project management more efficient, the COL 
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THE TEAM CHALLENGE
The Challenge Case highlights the important role that teams play in the success 
of Numerica Credit Union. The material in this chapter should help managers, such 
as those at Numerica, gain insights about how to successfully manage teams. 
This chapter (1) defines groups, (2) discusses the kinds of groups that exist in 
organizations, (3) explains what steps managers should take to manage groups 
appropriately, and (4) explains team management.

The previous chapters in Part 5 dealt with three primary activities of the 
influencing function: communication, leadership, and motivation. This chapter focuses 
on managing teams, the last major influencing activity to be discussed in this text. 
As with the other three activities, managing teams requires guiding the behavior of 
organization members in ways that increase the probability of reaching organizational 
objectives.

GROUPS
To deal with groups appropriately, managers must have a thorough understanding of the nature 
of groups in organizations.2 As used in management-related discussions, a group is not simply 
a gathering of people. Rather, it is “any number of people who (1) interact with one another, 
(2) are psychologically aware of one another, and (3) perceive themselves to be a group.”3 Groups 
are characterized by frequent communication among members over time and a small enough 
size to permit each member to communicate with all other members on a face-to-face basis. As a 
result of this communication, each group member influences and is influenced by all other group 
members.

The study of groups should be important to managers because the most common ingredient 
of all organizations is people, and the most common technique for accomplishing work through 
people is dividing them into work groups. In a classic article, Cartwright and Lippitt list four 
additional reasons why managers should study groups:4

1. Groups exist in all kinds of organizations.
2. Groups inevitably form in all facets of organizational existence.
3. Groups can cause either desirable or undesirable consequences within the organization.
4. An understanding of groups can help managers increase the probability that the groups with 

which they work will cause desirable consequences within the organization.5

KINDS OF GROUPS  
IN ORGANIZATIONS
Organizational groups are typically divided into two basic types: formal and informal.

Formal Groups

A formal group is a group that exists within an organization by virtue of management decree to 
perform tasks that enhance the attainment of organizational objectives.6 Figure 15.1 is an orga-
nization chart showing a formal group. Placing organization members in such areas as marketing 
departments, personnel departments, and production departments is an example of establishing 
formal groups.

Actually, organizations are made up of a number of formal groups that exist at various orga-
nizational levels. The coordination of and communication among these groups is the responsibil-
ity of managers, or supervisors, commonly called “linking pins.”

Formal groups are also clearly defined and structured. The next sections discuss the basic 
kinds of formal groups, examples of formal groups as they exist in organizations, and the four 
stages of formal group development.
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Kinds of Formal Groups Formal groups are commonly divided into command groups 
and task groups. A command group is a formal group that is outlined in the chain of command 
on an organization chart. Command groups typically handle routine organizational activities.

A task group is a formal group of organization members who interact with one another to 
accomplish most of the organization’s nonroutine tasks. Although task groups are usually made 
up of members of the same organizational level, they can consist of people from different levels 
in the organizational hierarchy.7 For example, a manager might establish a task group to consider 
the feasibility of manufacturing a new product and include representatives from various levels of 
such organizational areas as production, market research, and sales.8

Examples of Formal Groups Two formal groups that are often established in 
 organizations are committees and work teams. Committees are the more traditional formal 
group; work teams have only recently gained acceptance and support in U.S. organizations. 
The part of this text dealing with the managerial function of organizing emphasized command 
groups; however, the examples here emphasize task groups.

Committees A committee is a group of individuals charged with performing a type of 
specific activity and is usually classified as a task group. From a managerial viewpoint, commit-
tees are established for four major reasons:9

1. To allow organization members to exchange ideas
2. To generate suggestions and recommendations that can be offered to other organizational units
3. To develop new ideas for solving existing organizational problems
4. To assist in the development of organizational policies.

Committees exist in virtually all organizations and at all organizational levels. As Figure 15.2 
suggests, however, the larger the organization, the greater the probability that it will use 
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A successful committee has 
clear goals and authority  
along with a size of about  
5 to 10 members.

committees on a regular basis. The following two sections discuss why managers should use 
committees and what makes a committee successful.

WHY MANAGERS SHOULD USE COMMITTEES
Managers generally agree that committees have several uses in organizations:

Committees can improve the quality of decision making. As more people become 
 involved in making a decision, the strengths and weaknesses of various alternatives tend 
to be discussed in greater detail, and the chances of reaching a higher-quality decision 
increase.
Committees encourage the expression of honest opinions. Committee members feel pro-
tected enough to say what they really think because the group output of a committee cannot 
be associated with any one member of that group.
Committees also tend to increase organization members’ participation in decision making 
and thereby enhance the chances of widespread support of decisions. Another result of this 
increased participation is that committee members satisfy their social or self-esteem needs 
through committee work.
Finally, committees ensure the representation of important groups in the decision-making 
process. Managers must choose committee members wisely, however, in order to achieve 
appropriate representation, for if a committee does not adequately represent various interest 
groups, any decision it comes to may well be counter to the interests of an important organi-
zational group.

Committees are often used to recruit new organization members. Consider, for example, 
the case of Red Robin Gourmet Burgers, a national chain of casual dining restaurants. Two 
activist investor groups that own nearly 8 percent of Red Robin stock filed a complaint with the 
Securities and Exchange Commission over the performances of the board and the company’s 
chief executive. The company later announced several changes to its board structure. In addi-
tion, the board of directors agreed to form a search committee to identify a new chief executive. 
The search committee consisted of the board chair and three new directors approved by the 
investor groups.10

Although executives vary somewhat in their enthusiasm about using committees in orga-
nizations, a study reported by McLeod and Jones concludes that most executives favor using 
committees. The executives who took part in this study said they got significantly more infor-
mation from organizational sources other than committees but found the information from 
committees to be more valuable than the information from any other source. Nevertheless, 
some top executives express only qualified support for using committees as work groups, and 
others have negative feelings toward committees. Still, the executives who feel positively about 

committees or who display qualified acceptance of them 
in general outnumber those who look upon committees 
negatively.

WHAT MAKES COMMITTEES SUCCESSFUL
Although committees have become an accepted management 
tool, managerial action taken to establish and run them is a 
major variable in determining their degree of success.

procedural steps Several procedural steps can be 
taken to increase the probability that a committee will be 
successful:11

  The committee’s goals should be clearly defined, prefer-
ably in writing, to focus the committee’s activities and 
reduce the time members devote to discussing just what 
it is the committee is supposed to be doing.

  The committee’s authority should be specified. Is it 
merely to investigate, advise, and recommend, or is it 
authorized to implement its decisions?C
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The optimum size of the committee should be determined. With fewer than 5 members, the 
advantages of group work may be diminished. With more than 10 or 15 members, the com-
mittee may become unwieldy. Although the optimal size varies with the circumstances, the 
ideal number of committee members for most tasks seems to be from 5 to 10.
A chairperson should be selected on the basis of his or her ability to run an efficient 
 meeting—that is, the ability to keep committee members from getting bogged down in irrel-
evancies and to see to it that the necessary paperwork gets done.
Appointing a permanent secretary to handle communications is often useful.
The agenda and all supporting material for the meeting should be distributed before the 
meeting takes place. When members have a chance to study each item beforehand, they are 
likely to stick to the point and be prepared to make informed contributions.
Meetings should start on time, and their ending time should be announced at the outset.

people-oriented guidelines In addition to these procedural steps, managers can follow 
a number of more people-oriented guidelines to increase the probability that a committee will 
succeed. In particular, a manager can raise the quality of committee discussions by doing the 
following:12

Rephrasing ideas already expressed—This rephrasing ensures that the manager as well as 
the other people on the committee clearly understand what has been said.
Bringing all members into active participation—Every committee member is a potential 
source of useful information, so the manager should serve as a catalyst to spark individual 
participation whenever appropriate.
Stimulating further thought by members—The manager should encourage committee 
members to think ideas through carefully and thoroughly, for only this type of analysis will 
generate high-quality committee output.

groupthink Managers should also help the committee avoid a phenomenon called “group-
think.” Groupthink is the mode of thinking that group members engage in when the desire for 
agreement so dominates the group that it overrides the need to realistically appraise alternative 
solutions.13 Groups tend to slip into groupthink when their members become overly concerned 
about being too harsh when critiquing one another’s ideas and lose their objectivity.14 Such 
groups tend to seek complete support on every issue in order to avoid conflicts that might endan-
ger the “we-feeling” atmosphere.15

Groupthink, a term initially established by Irving Janis, occurs in five stages. The first stage, 
antecedents, describes what precursors are associated with the development of groupthink. For 
example, a group with a high level of cohesiveness is likely to be susceptible to groupthink. The 
second stage, concurrence seeking, occurs when a group member agrees with the entire group’s 
position even though the group member privately opposes the entire group’s position. The third 
stage, symptoms of groupthink, occurs as group members feel pressured to conform and censor 
their own ideas. The fourth stage, decision-making defects, occurs when group members fail to 
make effective decisions. An example of decision-making defects involves a group not collecting 
the needed information to make an effective decision. The fifth stage, poor decision outcomes, 
occurs when the group performs poorly.

Often, managers subconsciously rely on the people they know best as a sounding board for 
decision making and look to their own small group of friends or colleagues in the workplace to 
help them analyze situations. Their regular interaction with this “informal network” may bias their 
thinking and create its own type of groupthink. Managers must be aware of how this phenomenon 
can affect their decisions. Specifically, they need to recognize the different types and stages of 
groupthink so that they can identify them and rectify them objectively in the workplace.16

 MyManagementLab: Watch It, Group Behavior at CH2M Hill
If your instructor has assigned this activity, go to mymanagementlab.com to watch  
a video case about the engineering firm CH2M Hill and answer the questions.
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Work Teams A work team is another example of a task group used in organizations. 
Contemporary work teams in the United States evolved from the problem-solving teams—based 
on Japanese-style quality circles—that were widely adopted in the 1970s.17 Problem-solving 
teams consist of 5 to 12 volunteer members from different areas of the department who meet 
weekly to discuss ways to improve quality and efficiency.

SPECIAL-PURPOSE AND SELF-MANAGED TEAMS
Special-purpose teams evolved in the early to middle 1980s from problem-solving teams. The 
typical special-purpose team consists of workers and union representatives meeting together to 
collaborate on operational decisions at all levels. The aim is to create an atmosphere conducive to 
quality and productivity improvements.

Special-purpose teams laid the foundation for the self-managed work teams that arose in 
the 1990s, and it is these teams that appear to be the wave of the future. Self-managed teams 
consist of 5 to 15 employees who work together to produce an entire product. Members learn 
all the tasks required to produce the product and rotate from job to job. Self-managed teams 
even take over such managerial duties as scheduling work and vacations and ordering materials. 
Because these work teams give employees so much control over their jobs, they represent a fun-
damental change in how work is organized. (Self-managed teams will be discussed in some detail 
later in this chapter.)

Employing work teams allows a firm to draw on the talents and creativity of all its employ-
ees, not just a few maverick inventors or top executives, to make important decisions. As prod-
uct quality becomes more and more important in the business world, companies will need to 
rely more and more on the team approach to stay competitive. Consider the situation at Yellow 
Freight Systems, a shipping company whose management was intent on giving its customers 
excellent service. To address this concern, management established a work team made up of 
employees from many different parts of the company, including marketing, sales, operations, and 
human resources. The overall task of the work team was to run the excellence-in-service cam-
paign that management had initiated.18

Stages of Formal Group Development Another requirement for successfully 
managing formal groups is understanding the stages of formal group development. In a classic 
book, Bernard Bass suggested that group development is a four-stage process that unfolds as the 
group learns how to use its resources.19 Although these stages may not occur sequentially, for the 
purpose of clarity, the discussion that follows will assume that they do.

The Acceptance Stage It is common for members of a new group to mistrust one 
another somewhat initially. The acceptance stage is reached only after this initial mistrust 
dwindles and the group has been transformed into one characterized by mutual trust and 
acceptance.

The Communication and Decision-Making Stage Once they have passed 
through the acceptance stage, group members are better able to communicate frankly with one 
another. This frank communication provides the basis for establishing and using an effective 
group decision-making mechanism.

The Group Solidarity Stage Group solidarity comes naturally as the mutual accep-
tance of group members increases and communication and decision making continue within the 
group. At this stage, members become more involved in group activities and cooperate, rather 
than compete, with one another. In addition, members find belonging to the group extremely 
satisfying and are committed to enhancing the group’s overall success.

The Group Control Stage A natural result of group solidarity is group control. In this 
stage, group members attempt to maximize the group’s success by matching individual abilities 
with group activities and by assisting one another. Flexibility and informality usually characterize 
this stage.
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As a group passes through each of these four stages, it generally becomes more mature and 
effective—and therefore more productive. The group that reaches maximum maturity and effec-
tiveness is characterized by the following traits in its members:

Members function as a unit—The group works as a team. Members do not disturb one 
 another to the point of interfering with their collaboration.
Members participate effectively in group effort—Members work hard when there is some-
thing to do. They seldom loaf, even when they have the opportunity to do so.
Members are oriented toward a single goal—Group members work for the common pur-
pose; they do not waste group resources by moving in different directions.
Members have the equipment, tools, and skills necessary to attain the group’s goals—Members 
are taught the various parts of their jobs by experts and strive to acquire whatever resources they 
need to attain group objectives.
Members ask and receive suggestions, opinions, and information from one another—A mem-
ber who is uncertain about something stops working and asks another member for informa-
tion. Group members generally talk to one another openly and frequently.

Informal Groups

Informal groups, the second major kind of group that can exist within an organization, are 
groups that develop naturally as people interact. An informal group is defined as a collection of 
individuals whose common work experiences result in the development of a system of interper-
sonal relations that extend beyond those established by management.21

As Figure 15.3 shows, informal group structures can deviate significantly from formal 
group structures. As is true of Supervisor A in the figure, an organization member can belong to 
more than one informal group at the same time. In contrast to formal groups, informal groups 
are not highly structured in procedure and, although generally they are not formally recognized 
by management, some organizations have seen the value of integrating informal groups into their 
corporate structure.22

The next sections discuss the following subjects:

1. The various kinds of informal groups that exist in organizations
2. The benefits people usually reap from belonging to informal groups

Kinds of Informal Groups Informal groups are divided into two general types: 
interest groups and friendship groups. An interest group is an informal group that gains and 

single, specialized job. This gives group members a 
broader perspective on the company’s goals, a bet-
ter understanding of its customers or products, and 
a greater ability to understand their coworkers in the 
group.

Encourage disagreement as long as it is respect-
ful and the team unites to implement its  
decisions.

Be a role model for contributing to the group, treat-
ing others respectfully, and especially listening to 
other people’s ideas.

Whether you are a manager or the nonmanage-
ment leader of a group, you can help the group 

progress toward greater maturity. Here are some ideas 
from several business writers for doing so:20

Give the group meaningful goals. Employees will be 
more committed to the group if they see that it does 
something important.
Provide the group with the resources it needs to 
achieve its goals.
Cross-train employees—that is, teach them to carry 
out tasks and make decisions related to more than a 

Leading Group Development

Steps for Success
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maintains membership primarily because of a common concern members have about a specific 
issue. An example is a group of workers pressing management for better pay or working condi-
tions. Once the interest or concern that instigated the formation of the informal group has been 
eliminated, the group will probably disband.

As its name implies, a friendship group is an informal group that forms in organizations 
because of the personal affiliation members have with one another. Such personal factors as rec-
reational interests, race, gender, and religion serve as foundations for friendship groups. As with 
interest groups, the membership of friendship groups tends to change over time. In this case, 
however, membership changes as friendships dissolve or new friendships are made.

Benefits of Informal Group Membership Informal groups tend to develop in 
organizations because of various benefits the group members obtain from belonging to the group:23

1.  Perpetuation of social and cultural values that group members consider 
important

2.  Status and social satisfaction that people might not enjoy without group 
membership

3. Increased ease of communication among group members
4. Increased desirability of the overall work environment

These benefits may be one reason that employees who are on fixed shifts or 
who continually work with the same groups tend to be more satisfied with their 
work than are employees whose shifts are continually changing.

MANAGING WORK GROUPS
To manage work groups effectively, managers must simultaneously consider the 
effects of both formal and informal group factors on organizational productivity. 
This consideration requires two steps:

1. Determining group existence
2. Understanding the evolution of informal groups

Determining Group Existence

The most important step managers need to take when managing work groups 
is to determine who the groups’ members are and what informal groups exist 
within the organization.

Sociometry is an analytical tool managers can use to make these determina-
tions. They can also use sociometry to get information about the internal work-
ings of an informal group, including the identity of the group leader, the relative 
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FIGURE 15.3 Three informal groups that deviate significantly from formal groups within the organization

Workers who interact on the 
job often discover common 
interests that encourage the 
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status of group members, and the group’s communication networks.24 This information on infor-
mal groups, combined with an understanding of the established formal groups shown on the 
organization chart, will give managers a complete picture of the organization’s group structure.

Sociometric Analysis The procedure for performing a sociometric analysis in an 
organization is quite basic: Various organization members simply are asked, through either an 
interview or a questionnaire, to name several other organization members with whom they like 
to spend free time. A sociogram is then constructed to summarize the informal relationships 
among group members. Sociograms are diagrams that visually link individuals within the popu-
lation queried according to the number of times they were chosen and whether the choice was 
reciprocated.

Applying the Sociogram Model Figure 15.4 shows two sample sociograms based 
on a classic study of two groups of boys in a summer camp—the Bulldogs and the Red Devils. 
An analysis of these sociograms leads to several interesting conclusions. First, more boys within 
the Bulldogs than within the Red Devils were chosen as being desirable to spend time with. The 
implication is that the Bulldogs are a closer-knit informal group than the Red Devils. Second, the 
greater the number of times an individual was chosen, the more likely it is that the individual is 
the group leader. Thus, individuals C and E in Figure 15.4 are probably Bulldog leaders, and indi-
viduals L and S are probably Red Devil leaders. Third, communication between L and most other 
Red Devil members is likely to occur directly, whereas communication between C and other 
Bulldogs is likely to pass through other group members.

Sociometric analysis can give managers many useful insights concerning the informal 
groups within their organization. Managers who do not want to perform a formal sociometric 
analysis can at least casually gather information on what form a sociogram might take in a par-
ticular situation. They can pick up this information through ordinary conversations with other 
organization members as well as through observations of how various organization members 
interact with one another.
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Understanding the Evolution  
of Informal Groups

As we have seen, the first prerequisite for managing groups effectively is knowing what groups 
exist within an organization and what characterizes the membership of those groups. The second 
prerequisite is understanding how informal groups evolve. This understanding will give manag-
ers some insights on how to encourage the development of appropriate informal groups—that is, 
groups that support the attainment of organizational objectives and whose members maintain 
good relationships with formal work groups.

The Homans Model Perhaps the most widely accepted framework for explaining the 
evolution of informal groups was developed by George Homans.25 Figure 15.5 broadly sum-
marizes his theory. According to Homans, the informal group is established to provide satisfac-
tion and growth for its members. At the same time, the sentiments, interactions, and activities 
that emerge within an informal group result from the sentiments, interactions, and activities 
that  already exist within a formal group. Given these two premises, it follows that feedback on 
the functioning of the informal group can give managers ideas about how to modify the formal 
group in order to increase the probability that informal group members will achieve the satisfac-
tion and growth they desire. The ultimate consequence will be reinforcing the solidarity and 
productiveness of the formal group—to the advantage of the organization.

Applying the Homans Model To see what Homans’s concept involves, suppose that 
12 factory workers are members of a formal work group that manufactures toasters. According 
to Homans, as these workers interact to assemble toasters, they might discover common personal 
interests that encourage the evolution of one or more informal groups that would maximize the 
satisfaction and growth of their members. Once established, these informal groups will probably 
resist changes in the formal work group that threaten the satisfaction and growth of the informal 
groups’ members. On the other hand, modifications in the formal work group that enhance the 
satisfaction and growth of the informal groups’ members will tend to be welcomed.

TEAMS
The preceding sections of this chapter discussed groups—what they are, what kinds exist in 
 organizations, and how such groups should be managed. This section focuses on a special type of 
group: teams. It covers the following topics:
1. Differences between groups and teams
2. Types of teams that exist in organizations
3. Stages of development that teams go through
4. What constitutes an effective team
5. Relationship between trust and team effectiveness

Groups Versus Teams

The terms group and team are not synonymous. As we have seen, a group consists of any number 
of people who interact with one another, are psychologically aware of one another, and think 
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of themselves as a group. A team is a group whose members influence one another toward the 
 accomplishment of an organizational objective(s).

Not all groups in organizations are teams, but all teams are groups. A group qualifies as a 
team only if its members focus on helping one another accomplish organizational objectives.26 
In today’s quickly changing business environment, teams have emerged as a requirement for suc-
cess.27 Therefore, good managers constantly try to help groups become teams.

A team-building exercise is a training tool for helping transform a group into a team. For 
Ken Keller, the owner of Renaissance Executive Forums, it meant taking his group to a Sonoma, 
California, vineyard; dividing people into teams; and challenging them to create their own wine. 
Team members had to collaborate to come up with a wine from the basic ingredients provided 
and then design a label and a marketing strategy. Keller says team-building exercises work 
because they require a group to focus on an unfamiliar task and work together to achieve a goal.28

The questions of how teams plan, set goals, and make decisions continue to be the subjects 
of much field research.29 The following part of the chapter provides insights on how managers 
can facilitate the evolution of groups into teams.

Types of Teams in Organizations

Organizational teams take many different forms. The following sections discuss three types of 
teams commonly found in today’s organizations: problem-solving teams, self-managed teams, 
and cross-functional teams.

Problem-Solving Teams Management confronts many different organizational prob-
lems daily. Examples are production systems that are not manufacturing products at the desired 
levels of quality, workers who appear to be listless and uninvolved, and managers who are basing 
their decisions on inaccurate information.

For assistance in solving such formidable problems, management commonly establishes 
special teams. A team set up to help eliminate a specified problem within the organization is 
called a problem-solving team.30 The typical problem-solving team has 5 to 12 members and is 
formed to discuss ways to improve quality in all phases of the organization, to make organiza-
tional processes more efficient, or to improve the overall work environment.31

After the problem-solving team reaches a consensus, it makes recommendations to man-
agement about how to deal with the specified problem. Management may respond to the team’s 
recommendations by implementing them in their entirety, by modifying and then implementing 

department or unit. Each team member has two min-
utes in which to raise and discuss any information that 
he or she thinks needs attention. If the issue cannot be 
resolved within two minutes, the team leaders resolve it 
outside the huddle.

At Lawrence, the huddles started with teams in 
the emergency room and one medical/surgical unit. 
These teams quickly began improving performance 
and patient satisfaction. For example, to correct the 
problem of medication orders not being filled, they 
introduced an electronic system for processing pre-
scriptions that eliminated most delays.33

In Bronxville, New York, Lawrence Hospital Center 
set up problem-solving teams to improve patient 

care. The 195-bed hospital adopted a method called 
the Organizational Huddle Process. In research, this 
method has been shown to improve information shar-
ing, employee empowerment, and a sense of commu-
nity and accountability.32

Applied to hospitals, organizational huddles involve 
having nursing managers or supervisors for a particular 
department or unit bring together teams of staff mem-
bers and support employees. These teams meet two or 
three times a week to identify and solve problems in the 

In the Huddle with Lawrence Hospital Center Teams

Practical Challenge: Solving Problems as a Team
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them, or by requesting further information to assess them. Once the problem that management 
asked the problem-solving team to address has been solved, the team is generally disbanded.

Self-Managed Teams The self-managed team, sometimes called a self-managed work 
group or a self-directed team, is a team that plans, organizes, influences, and controls its own work 
situation with only minimal intervention and direction from management.34 This creative team 
design involves a highly integrated group of several skilled individuals who are cross-trained and 
have the responsibility and authority to perform a specified activity.

Activities typically carried out by management in a traditional work setting—creating work 
schedules, establishing work pace and breaks, developing vacation schedules, evaluating perfor-
mance, determining the level of salary increases and rewards received by individual workers, and 
ordering materials to be used in the production process—are instead carried out by members 
of the self-managed team. Generally responsible for whole tasks as opposed to “parts” of a job, 
the self-managed team is an important way of structuring, managing, and rewarding work.35 
Because these teams require only minimum management attention, they free managers to pursue 
other management activities such as strategic planning.

Reports of successful self-managed work teams are plentiful.36 These teams are growing in 
popularity because today’s business environment seems to require such work teams to solve com-
plex problems independently, because American workers have come to expect more freedom in 
the workplace, and because the speed of technological change demands that employees be able to 
adapt quickly. Recent studies seem to suggest that the collective behavior of a self-managed team 
can make it more effective than the individual efforts of its team members.37

Not all self-managed teams are successful, however. To ensure the success of a self-managed 
team, the manager should carefully select and properly train its members.38

Cross-Functional Teams A cross-functional team is a work team composed of peo-
ple from different functional areas of the organization—marketing, finance, human resources, 
and operations, for example—who are all focused on a specified objective.39 Cross-functional 
teams may or may not be self-managed, although self-managed teams are generally cross-
functional. Because cross-functional team members are from different departments within the 
organization, the team possesses the expertise to coordinate all the department activities within 
the organization that affect its own work.40

Some examples of cross-functional teams are teams established to choose and implement 
new technologies throughout an organization, teams formed to improve marketing effectiveness 
within the organization, and teams established to control product costs.41

This section discussed three types of teams that exist in organizations: problem-solving, 
self-directed, and cross-functional. It should be noted here that managers can establish various 
combinations of these three types of teams. Figure 15.6 illustrates some possible combina-
tions that managers could create. For example, a in the figure represents a team that is problem 
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Possible team types based  
on various combinations of 
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and cross-functional teams
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solving, self-directed, and cross-functional, and b represents one that is problem solving but 
neither cross-functional nor self-directed. Before establishing a team, managers should carefully 
study their own unique organizational situation and then set up the type of team that best suits 
that situation.

STAGES OF TEAM DEVELOPMENT
More and more modern managers are using work teams to accomplish organizational tasks. Simply 
establishing such a team, however, does not guarantee that it will be productive. In fact, managers 
should be patient when an established work team is not initially productive, because teams generally 
need to pass through several developmental stages before they become productive. Managers must 
also understand this developmental process so that they can facilitate it. The following sections dis-
cuss the various stages a team usually must pass through before it becomes fully productive.42

Forming

Forming is the first stage of the team development process. During this stage, members of the 
newly formed team become oriented to the team and acquainted with one another. This period is 
also characterized by exploring issues related to the members’ new job situations, such as what is 
expected of them, who has what kind of authority within the team, what kinds of people are team 
members, and what skills team members possess.

The forming stage of team development is usually characterized by uncertainty and stress. 
Recognizing that team members are struggling to adjust to their new work situations and to one 
another, managers should be tolerant of lengthy, informal discussions exploring team specifics 
and not regard these discussions as time wasters. The newly formed team must be allowed an 
exploratory period so that it will become truly productive.

Storming

After a team has formed, it begins to storm. Storming, the second stage of the team development 
process, is characterized by conflict and disagreement as team members become more assertive 
in clarifying their individual roles. During this stage, the team seems to lack unity because mem-
bers are continually challenging the way the team functions.

To help the team progress beyond storming, managers should encourage team members to 
feel free to disagree with any team issues and to discuss their own views fully and honestly. Most 
of all, managers should urge team members to arrive at agreements that will help the team reach 
its objective(s).

Norming

When the storming stage ends, norming begins. Norming, the third stage of the team develop-
ment process, is characterized by agreement among team members on roles, rules, and accept-
able behavior while working on the team. Conflicts generated during the storming stage are 
resolved in this stage.

Managers should encourage teams that have entered the norming stage to progress toward 
developing team norms and values that will be instrumental in building a successful organiza-
tion. The process of determining what behavior is acceptable and what behavior is not acceptable 
within the team is critical to the work team’s future productivity.

Performing

The fourth stage of the team development process is performing. At this stage, the team fully fo-
cuses on solving organizational problems and on meeting assigned challenges. The team is now 
productive: After successfully passing through the earlier stages of team development, the team 
knows itself and has settled on team roles, expectations, and norms.
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During this stage, managers should regularly acknowledge the team’s accomplishments 
because productive team behavior must be reinforced in order to enhance the probability that it 
will continue in the future.

Adjourning

The fifth, and last, stage of the team development process is known as  adjourning. Now the team 
is finishing its job and preparing to disband. Normally, this stage occurs only in teams estab-
lished to accomplish some special purpose in a limited time period. Special committees and task 
groups are examples of such teams. During the adjourning stage, team members are generally 
disappointed that the team is being broken up because disbandment means the loss of personally 
satisfying relationships and/or an enjoyable work situation.

During this phase of team development, managers should recognize team members’ dis-
appointment and sense of loss as normal and assure them that other challenging and exciting 
organizational opportunities await them. It is important that management then do everything 
necessary to integrate these people into new teams or other areas of the organization.

Although some work teams do not pass through every one of the development stages just 
described, understanding the stages of forming, storming, norming, performing, and adjourn-
ing will give managers many useful insights into how to build productive work teams. Above all, 
managers must realize that new teams are different from mature teams and that they are respon-
sible for building whatever team they are in charge of into a mature, productive work team.43

Team Effectiveness

Earlier in this chapter, teams were defined as groups of people who influence one another to 
reach organizational targets. It is easy to see why effective teams are critical to organizational 
success. Effective teams are those that come up with innovative ideas, accomplish their goals, and 
adapt to change when necessary.44 Their individual members are highly committed both to the 
team and to organizational goals. Such teams are highly valued by upper management and rec-
ognized and rewarded for their accomplishments.45 Recent research suggests that a substantial 
amount of mutual trust within a team can have a positive effect on the team’s performance and 
result in even more rewards from management.46

Figure 15.7 identifies the characteristics of an effective team. Note the figure’s implications 
of the steps managers need to take to build effective work teams in organizations. People-related 
steps include the following:47

1. Trying to make the team’s work satisfying
2. Developing mutual trust among team members and between the team and management
3. Building good communication—from management to the team as well as within the team
4. Minimizing unresolved conflicts and power struggles within the team
5. Dealing effectively with threats toward and within the team
6. Building the perception that the jobs of team members are secure

Organization-related steps that managers can take to build effective work teams include the 
following:

1. Building a stable overall organization or company structure that team members view as secure
2. Becoming involved in team events and demonstrating interest in team progress and 

functioning
3. Properly rewarding and recognizing teams for their accomplishments
4. Setting stable goals and priorities for the team

 MyManagementLab: Try It, Teams
If your instructor has assigned this activity, go to mymanagementlab.com to try  
a simulation exercise about a beauty products company.
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Finally, Figure 15.7 implies that managers can build effective work teams by taking six task-
related steps:

1. Developing clear objectives, directions, and project plans for the team
2. Providing proper technical direction and leadership for the team
3. Establishing autonomy for the team and challenging work within the team
4. Appointing experienced and qualified team personnel
5. Encouraging team involvement
6. Building visibility within the organization for the team’s work

Modern managers must focus on building the effectiveness of not only domestic teams but 
also global teams. In the past, the effectiveness of a global team depended chiefly on a company 
having staff and factories on the ground in various countries and corporate headquarters carefully 
and methodically coordinating their activities. Today, however, the challenge is much different. 
Globally dispersed teams must be built into highly effective, sometimes even self-managed teams. 
Because of the ever-changing and fast-moving nature of competition, workers spread across the 
globe must be able to communicate and collaborate instantly. Fortunately for modern managers, 
the Internet is available to enable such collaboration. Managers must remember, however, that the 
availability of the Internet does not guarantee that global teams will be effective. The appropriate 
use of the Internet by global teams, however, can be a significant contributor to their effectiveness.

Trust and Effective Teams

Probably the most fundamental ingredient of effective teams is trust. Trust is believing in the reli-
ability, ability, and integrity of another. Unless team members trust one another, the team leader, 
and management, managers may well find that creating an effective work team is impossible.48

Today the concern is that management is not inspiring the kind of trust that is essential to 
team effectiveness. The lack of trust within a team is likely to discourage team members from 
contributing and participating in the growth of a creative, productive team.49 In addition, subor-
dinates’ trust in their managers is critically low, and employee opinion polls indicate that it may 
well decline even further in the future. Without trust in its manager, it seems that a team would 
have only marginal interest in forging productive working relationships.

As an example of a manager communicating often with team members to build trust, 
consider Burberry president Angela Ahrendts. Burberry, the quintessential British fash-
ion house, offers British fashion elegance throughout the world. Ahrendts has become 
known as a people-oriented manager and communicates often with members of her team. 

PEOPLE-RELATED FACTORS
• Personal work satisfaction
• Mutual trust and team spirit
• Good communication
• Low unresolved conflict and power struggle
• Low threat, fail-safe, good job security

ORGANIZATION-RELATED FACTORS
• Organizational stability and job security
• Involved, interested, supportive management
• Proper rewards and recognition of 
   accomplishments
• Stable goals and priorities

EFFECTIVE TEAM
PERFORMANCE
• Innovative ideas
• Goal(s) accomplished
• Adaptable to change
• High personal/team
   commitment
• Rated highly by upper
   management

TASK-RELATED FACTORS
• Clear objectives, directions, and project plans
• Proper technical direction and leadership
• Autonomy and professionally challenging work
• Experienced and qualified project/team personnel
• Team involvement and project visibility

FIGURE 15.7
Factors contributing to team 
effectiveness
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According to Stacey Cartwright, the company’s chief financial officer, Ahrendts is collab-
orative, likes to gather her team around her, and seems energized by the debates within the 
team. Ahrendts obviously knows that such communication with her team will almost cer-
tainly help build trust within the team, which should significantly contribute to team—and 
company—success.51

Management urgently needs to focus on reversing this trend.52 Managers can use a number 
of different strategies to build trust within groups.53

Communicate often to team members —This is a fundamental strategy. Keeping team 
members informed of organizational news, explaining why certain decisions have been 
made, and sharing information about organizational operations are examples of how manag-
ers should communicate to team members.
Show respect for team members—Managers need to show team members that they are 
highly valued. They can demonstrate their respect for team members by delegating tasks 
to them, listening intently to feedback from the group, and appropriately acting on that 
feedback.
Be fair to team members—Team members must receive the rewards they have earned. 
Managers must therefore conduct fair performance appraisals and objectively allocate and 
distribute rewards. It should go without saying that showing favoritism in this area sows mis-
trust and resentment.
Be predictable—Managers must be consistent in their actions. Team members should 
usually be able to forecast what decisions management will make before those decisions 
are made. Moreover, managers must live up to the commitments made to team members. 
Managers whose decisions are inconsistent and who fail to live up to the commitments 
they’ve made will not be trusted by their teams.
Demonstrate competence—To build team trust, managers must show team members that 
they are able to diagnose organizational problems and have the skill to implement solutions 
to those problems. Team members tend to trust managers they perceive as competent and 
distrust those they perceive as incompetent.

Researchers have identified ways to establish trust 
in teams with an international membership. First, team 
leaders should recognize that some ways in which 
teams develop, such as by getting acquainted and being 
assigned roles, may not naturally take place when cowork-
ers are dispersed. Therefore, at the beginning, leaders 
should hold discussions to define roles, responsibilities, 
and norms, including expectations for when team mem-
bers should be available. Team leaders should also ask 
members to describe their strengths and personal values 
so that leaders can learn how everyone can contribute to 
the team. Finally, team leaders should try to bring team 
members to the same location at least occasionally so 
that team members can build relationships face-to-face.50

Trust plays a key role in the effectiveness of glob-
ally dispersed teams just as it does in teams at a 

single location. But developing trust can be difficult 
for a global team, given employees’ physical and 
cultural differences. A Swedish project manager of 
multinational teams had difficulty discerning whether 
individuals understood their assignments; she han-
dled the problem by emailing summaries of every 
meeting to them. A Lebanese project manager was 
amazed to discover that several members of his team 
were meeting for weekly breakfasts. When he realized 
how much the time spent together strengthened their 
trust and ability to work together, he saw it as a wise 
investment.

Establishing Trust in International Teams

Tips for Managing around the Globe
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For managers to be able to manage work, they need 
to understand the definition of the term group, and 
they need to understand that several types of groups 

exist in organizations. A group at Numerica Credit Union 
or any other organization is any number of people who 
interact, who are psychologically aware of each other, and 
who perceive themselves as a group. An organization such as 
Numerica is made up of formal groups, the groups that ap-
pear on its organization chart, such as the marketing depart-
ment. Managers of groups act as the “linking pins” among 
departments. The ability of Numerica managers to coordi-
nate and communicate with these groups and their success in 
dealing with their own departments are certainly important 
factors in the future success of the organization as a whole.

At times, managers at Numerica, from Carla Altepeter on 
down, can form new groups to handle some of their less routine 
challenges. For example, management could form a task group 
by choosing two people from each of several departments and 
getting them together to plan and implement the remodeling of a 
company branch. As with any other organization, Numerica also 
has to consider informal groups (those that do not appear on the 
organization chart). More discussion on informal groups will fol-
low later in this Challenge Case Summary.

Numerica management could decide to form a committee 
to achieve some specific goal. For example, a committee might be 
formed to investigate how to enhance the quality of service deliv-
ered to new credit union members, which could allow various 
departments to exchange quality improvement ideas and generate 
related suggestions for management to consider. Such a com-
mittee could improve Numerica decision making in general by 
encouraging honest feedback from employees about quality issues 
in the organization. It could also be used to get fresh ideas about 
enhancing service quality and to encourage Numerica employees 
to participate more diligently in improving the quality of services 
offered by the credit union. This approach would help ensure that 
all appropriate departments are represented in important qual-
ity decisions so that when Numerica takes action to improve the 
quality of its new-member services, for example, every important 
angle would be considered, including service design, implementa-
tion, marketing, customer service, and so on.

In managing such a quality committee at Numerica, manage-
ment should encourage the members to take certain steps to help 
the committee be successful because a poorly run committee wastes 
everyone’s time. For example, the committee should develop a clear 
definition of its goals and the limits of its authority: Is it merely 
going to come up with quality improvement ideas, or should it also 
take the initial steps toward implementing those ideas?

In addition, the quality committee should not have too few 
or too many members. Issues such as appointing a secretary to 

handle communications and appointing a chairperson who is 
people oriented must be addressed. Such a committee needs 
someone who can rephrase ideas clearly to ensure that everyone 
understands the ideas and someone who can encourage members 
to participate and think about the issues while avoiding “group-
think”: Original ideas should be generated by the committee 
members, not a unanimous opinion that the members agree to 
just because they are trying to avoid conflict.

Managers in organizations such as Numerica must be patient 
and understand that it will take some time for a new group to 
develop into a productive working unit. The members of any new 
work group must start by trusting and accepting one another and 
then begin communicating and exchanging ideas. Once accep-
tance and communication increase, group solidarity and control 
come naturally. Then the group members will get involved, coop-
erate, and try to maximize the group’s success.

With the quality committee that is being used as an example, 
Numerica management must be patient and let it mature before 
expecting maximum effectiveness and productivity. If given time 
to develop, the group will function as a unit, members will par-
ticipate willingly and effectively, and the group will reach valuable 
decisions about what needs to be done to improve the quality of 
services that Numerica offers.

Issues regarding informal groups could affect the success 
of work groups at Numerica Credit Union. Employee groups 
form at times because of certain commonalities. For example, 
minority employees could get together as a group to increase 
the opportunities for their professional growth at Numerica. 
Employees also form friendship groups, which ease communi-
cation and provide feelings of satisfaction in a company. In gen-
eral, such informal groups can improve the work environment 
for everyone involved, so it can be advantageous for manage-
ment to encourage their development.

Perhaps Numerica management could accelerate the 
development of a quality committee into a productive unit by 
including individuals who already know and trust one another 
because of their membership in one or more informal groups 
at Numerica. For example, some members of the newly formed 
quality committee might know and trust one another immedi-
ately as a result of their belonging to the company’s bowling or 
softball team. Under such circumstances, the trust developed 
among employees through past informal group affiliations could 
help the formal quality committee develop into a productive 
group more quickly.

For a company such as Numerica to be successful, managers 
must be able to consider how formal and informal groups affect orga-
nizational productivity, and they need to determine what informal 
groups exist, know who the group members are, and understand how 
these groups form. Armed with this information, Numerica manage-
ment can strive to make their work groups more effective.

One way management can get information about the groups at 
Numerica is to use sociometry. A questionnaire asking employees 
with whom they spend time can be designed, and a sociogram 

CHALLENGE CASE SUMMARY
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increase the cohesiveness of a work group might include allow-
ing members to take breaks together or rewarding informal 
group members for a job well done.

Group norms, or behaviors required within the informal 
group, are a third factor that affects the productivity of for-
mal group behavior. Because these norms ultimately affect 
profitability, managers must be aware of them and understand 
how to influence them within the formal group structure. For 
example, assume that a smaller informal group of workers 
within Numerica’s lending department normally maintains the 
quality of loans by focusing mainly on weeding out applicants 
with marginal credit ratings. However, because of this quality 
norm, the informal group members are focusing too much on 
minimizing risk and not enough on providing great service. 
Management could try to improve this situation by giving 
bonuses to the group members who meet service as well as risk 
management goals. The combination of criteria for rewards 
would probably increase the formal group’s productivity while 
encouraging a positive norm within the informal group.

Status within informal groups also affects work group pro-
ductivity. For example, if Numerica managers want to increase 
a group’s productivity, management should try to encourage the 
informal group’s leaders as well as the group’s formal supervisor. 
Chances are that a targeted group will become more productive if 
its high-status members support that objective.

Overall, if the company wants to maximize work group 
effectiveness, management must remember both the formal and 
informal dimensions of its work groups while considering the 
four main factors that influence work group productivity.

can then be constructed to summarize this information. Managers 
could also do a more casual analysis by simply talking to their 
employees and observing how they interact with one another.

Managers in an organization such as Numerica should try 
to understand how informal groups evolve and should be aware 
that an organization’s formal structure influences how informal 
groups develop within it. For example, assume that in one depart-
ment at Numerica, 15 people work on lending. Many of them are 
interested in sports, have become friends because of this common 
interest, and work well together as a result. If a manager needed 
to make some changes in this department, he or she should try 
to accommodate such informal friendship groups in order to 
keep these employees satisfied with their jobs. Only with very 
good reason should a manager of such a department damage the 
existence of the productive friendship group by transferring any 
group members out of the lending department.

Managers in an organization such as Numerica Credit Union 
should keep in mind the four major factors that influence work 
group effectiveness. First, the size of the work group can be 
important to its productivity. For example, a 20-person quality 
committee would probably be too large and would hamper the 
group’s effectiveness. Remember also, however, that managers 
should consider informal groups before making changes in group 
size. The quality committee could end up being less productive 
without one or more of its respected members than it would be if 
it were slightly too large.

Another important factor that influences work group 
effectiveness is group cohesiveness; a more cohesive group will 
tend to be more effective than a less cohesive group. Ways to 

 MyManagementLab: Assessing Your Management Skill
If your instructor has assigned this activity, go to mymanagementlab.com and decide 
what advice you would give a Numerica Credit Union manager.

DEVELOPING MANAGEMENT SKILL This section is specially designed to help you 
develop team skills. An individual’s team skill is based on an understanding of team 
concepts and on the ability to apply those concepts in various organizational situations. The 
following activities are designed both to heighten your understanding of team concepts 
and to develop your ability to apply those concepts in a variety of organizational situations.

CLASS PREPARATION AND PERSONAL STUDY
To help you prepare for class, perform the activities outlined in this section. Performing these activities will help you  
to significantly enhance your classroom performance.

Reflecting on Target Skill

On page 342, this chapter opens by presenting a target management skill along with a 
list of related objectives outlining knowledge and understanding that you should aim to 
acquire related to that skill. Review this target skill and the list of objectives to make sure 
that you’ve acquired all pertinent information within this chapter. If you do not feel that 
you’ve reached a particular objective(s), study related chapter coverage until you do.
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trio of restaurant brands—KFC, Pizza Hut, and Taco Bell—into 
the world’s largest restaurant company, measured in terms 
of locations.

Novak says the company’s strength comes from the 
value it places on teamwork. He notes that as a manager, he 
is driven to win, adding, “You can’t win without people.” In 
Novak’s experience, success requires a team effort.

According to Novak, the origin of his focus on teams 
came when he was manager of bottling operations for 
PepsiCo, which then owned the restaurants that now make 
up Yum Brands. Meeting with route salesmen, Novak asked 
a series of questions about their work, and they repeat-
edly pointed out one of their coworkers as the expert. The 
man was in tears, hearing for the first time, after decades 
of service, that he was so well respected. Novak deter-
mined that he would never let a person’s contributions go 
unrecognized.

From Pepsi Bottling, Novak moved to the top posi-
tion at KFC, which had been unprofitable for years. Novak 
realized that to replace the bitterness he saw between 
headquarters and owners of the franchise restaurants, he 
needed to change the company’s spirit. His goal was to 
establish the qualities of a great team: people determined 
to win, to compete, and also to have some fun. From that 
vision came the idea for the Rubber Chicken Award. As 
Novak met with his managers and visited his restaurants, 
whenever he heard about someone doing great work, he 
would personally hand over a rubber chicken with a per-
sonal message of thanks.

Know Key Terms

Understanding the following key terms is critical to your preparing for class. Define each 
of these terms. Refer to the page(s) referenced after a term to check your  definition or to 
gain further insight regarding the term.

group  344
formal group  344
command group  345
task group  345
committee  345
groupthink  347
work team  348

informal group  349
interest group  349
friendship group  350
sociometry  350
sociogram  351
team  353
problem-solving team  353

self-managed team  354
cross-functional team  354
forming  355
storming  355
norming  355
performing  355
adjourning  356

Know How Management Concepts Relate

This section comprises activities that will sharpen your understanding of team concepts. 
Answer essay questions as completely as possible.

 15-1. What is the difference between a group and a team?
 15-2. As a manager, would you ever create a team 

that is both problem solving and cross-functional? 
Explain.

 15-3. What signs would you look for as a manager that indi-
cate a team in your organization is “storming”? What 
would you do if the team was indeed  “storming”? 
Why?

MANAGEMENT SKILLS EXERCISES
Learning activities in this section are aimed at helping you develop management skills.

 Cases

Better Teamwork Makes Numerica 
Credit Union a Winner

“Better Teamwork Makes Numerica Credit Union a Winner” 
(p. 343) and its related Challenge Case Summary were writ-
ten to help you better understand the management concepts 
contained in this chapter. Answer the following discussion 
questions about the Challenge Case to better understand 
how concepts relating to groups and teams can be applied in 
a company such as Numerica.

 15-4. Describe the characteristics of an effective work team 
at Numerica Credit Union.

 15-5. As a manager at Numerica, what steps would you take 
to turn a work group into an effective team? Explain 
the importance of each step.

How Yum Brands Fosters Team Spirit

Read the case and answer the questions that follow. Studying 
this case will help you better understand how concepts relat-
ing to team building can be applied in a company such as 
Yum Brands.

A reporter for Fortune magazine recently said David 
Novak “may be the business world’s ultimate team builder.”54 
Novak, chief executive officer of Yum Brands, is credited with 
delivering extraordinary growth and profits in the tough 
business of fast-food restaurants. Yum Brands has built its 
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Today, Novak acknowledges that the job of team build-
ing is a work in progress. In particular, he says, the company 
has not yet fully spread its culture of teamwork into every 
one if its 40,000 restaurants around the world. But as long as 
Novak is CEO, building teams will be his passion.55

Questions

 15-6. Consider the salesmen David Novak managed for 
Pepsi Bottling. How would you decide whether to 
characterize these employees as a group or a team?

 15-7. If you were in charge of managing a Yum Brands res-
taurant division, how would you ensure that an effec-
tive team emerges? How would you help build trust 
among the employees who work together in your 
division?

 15-8. What challenges do you think might exist in develop-
ing teamwork at franchise restaurants? How would 
you overcome those challenges?

The Rubber Chicken Award became the first example of 
what is now the most famous outward sign of team build-
ing at Yum Brands: enthusiastic recognition of employee 
performance. Every restaurant division has its own version 
of the award, and every leader has developed a personal 
award. Each is delivered with a personal, handwritten mes-
sage of appreciation. But these awards are just one facet of 
the team-driven culture. The company has stated its values 
in a written document called “How We Win Together.” These 
values assert that “everyone has the potential to make a 
difference” and that employees should engage in “take the 
hill teamwork,” including open discussion aimed at smart 
actions. Also, managers participate in a leadership develop-
ment program called Taking People with You. Despite the 
name, the program does not start with rewarding others 
but with knowing oneself—how one thinks about and treats 
others. As managers come to understand themselves bet-
ter, they begin thinking about the most effective ways to 
communicate, lead, and recognize the performance of their 
team members.

Experiential Exercises

Planning Your Team Development 
Program

Directions. Your instructor will divide your class into small 
groups of about five and appoint a discussion leader for each 
group. Each group is to evaluate the Mountain Top Game that 
appears here as a team-building activity. Decide whether you 
would use the activity as a real manager trying to build a real 
team in your organization. You would be the instructor or the 
person actually administering the game. Be sure to explain 
why the group does or does not believe that the exercise 
would be useful. After all the groups have finished their dis-
cussions, the instructor will lead a discussion of the entire 
class focused on the conclusions of the small groups.

Mountain Top Game56

Objective:
For group members to work together for the good of the 
group

Group Size:
8 to 15 is ideal

Materials:
A rope hanging from the ceiling (i.e., gym climbing rope)
Rope or other boundary marker
2 coffee cans or similar height blocks or cans
1 pole, stick, or piece of pipe about 1 inch in diameter

Procedure for Administering the Game:
Set up the two coffee cans with a pole set horizontally across 
them about 3 or 4 feet to one side of the rope. On the other 
side of the rope, use a different piece of rope to make a circle 
that the whole group can stand in. For added challenge make 
the circle small so the group must work together to stand in 

it without falling out of the boundary. This circle should be 
about 3 to 4 feet from the rope as well.

Set this activity up by telling a story that requires the 
group to get from a cliff to a mountain top some distance 
away. Starting behind the “cliff” (pole) they must get a hold 
of the climbing rope without stepping off the “cliff.” Once they 
have the rope, they must swing across to the other side and 
land on the “mountain” (the rope circle). Only one person 
may go across at a time. If anyone steps out of the boundary, 
knocks the pole off of the cans, or touches the ground, the 
group must start over. For safety reasons, the leader should 
stand near the climbing rope to catch anyone who falls.

Possible Questions for Leading  
Discussion after the Game:
 1. How did the group come up with a plan?
 2. How did the order that you were in factor into the plan?
 3. How did you ensure your teammates were safe during 

this activity?
 4. How would this activity have been different if there was a 

real cliff and a real mountain top?
 5. Would you trust your teammates if it were real? Why or 

why not?
 6. How can you build trust as a team?

Variations:
Give group members things to carry with them to the 
mountain for an added challenge.
Set up a low platform for the group to stand on in place of 
the circle.

You and Your Career57

The Randstad Group is one of the largest temporary and 
contract staffing organizations in the world. The company 
has subsidiaries in Europe, North America, and Asia, with 
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portfolio to an employment interview could be helpful in 
obtaining a job.

The portfolio activity for this chapter is Using Committees 
and Teams in Accomplishing Florida Hospital’s Mission. Read 
the following about Florida Hospital and answer the ques-
tions that follow.58

Florida Hospital, a Christian-based Adventist Health 
System hospital, is an acute-care health-care system with 
3,025 beds throughout central Florida. Florida Hospital 
treats more than 1 million patients each year. In fact, 
the Florida Hospital system is the busiest system in the 
country. For the last six years, U.S. News & World Report 
has recognized Florida Hospital as one of “America’s Best 
Hospitals.”

Florida Hospital offers a wide range of health ser-
vices for the entire family, including many nationally and 
internationally recognized programs in cardiology, cancer, 
diabetes, and digestive health. Because Florida Hospital 
performs more complex cardiac procedures than any other 
facility in the country, MSNBC selected Florida Hospital 
as the premier focus of their hour-long special, “Heart 
Hospital.”

Florida Hospital’s mission statement appears in Exhibit 1.

about 13,000 employees total. On average, the company 
places about 250,000 people in other companies every day. 
The company is trying to win the loyalty of its own young 
employees by pairing them in two-person teams with older, 
more experienced employees. Every new sales agent is as-
signed a partner to work with until their business has grown 
to a certain size, which usually takes a few years. Neither 
person is “the boss.” Each employee is expected to teach the 
other. Then they both start over again with someone who has 
just joined the company. The company’s motto is “Nobody 
should be alone.”

Would you like to start your career in this program? Why 
or why not? As an experienced employee, would you like to 
be involved in this program about mid-career? Why or why 
not? Why do you think the company instituted this program?

Building Your Management  
Skills Portfolio

Your Management Skills Portfolio is a collection of activities 
specially designed to demonstrate your management knowl-
edge and skill. Be sure to save your work. Taking your printed 

EXHIBIT 1 Florida Hospital Mission Statement

To Our Patients

Our first responsibility as a Christian hospital is to extend the healing ministry of Christ to all patients 
who come to us. We endeavor to deliver high-quality service, showing concern for patients’ emotional 
and  spiritual needs, as well as their physical condition. It is our desire to serve patients promptly, with 
 consideration and dignity.

To Our Employees

We are responsible to our employees and depend upon their teamwork. We show concern for the whole 
person, respecting each worker’s individuality and listening to each one’s concerns and suggestions. We 
pay fair wages and offer clean and safe working conditions. We provide opportunities for our employees’ 
 professional growth and development.

To Our Medical Staff

We are responsible to the doctors who are the leaders of the medical team. We provide them with a 
 professional environment, state-of-the-art medical facilities and equipment, and trained support staff. We 
strive to process their requests for patient care accurately and in a timely manner.

To Our Community

We are responsible to our community both as an organization and as individuals. We must be a strong 
 corporate citizen with interests in the total community welfare, not just those aspects in which we have a 
business interest. We maintain and use our buildings and grounds to enhance the interest of the community.

To Our Future

We are responsible for the future success and security of our institution’s resources. We protect our  financial 
investments through responsible fiscal management, strategic planning, and effective marketing. We 
 cultivate and protect the preferred patronage of patients, doctors, and businesses.

To Our Religious Heritage

In response to the Seventh-Day Adventist faith and heritage upon which Florida Hospital is built, we   
celebrate the healing ministry of our Lord, encourage preventive health-care practices, respect the  
seventh-day  Sabbath, and observe high moral and ethical standards.

To Our God

We are responsible to communicate through caring service that God is a loving, gracious, and protecting 
Father who places infinite value on every individual and is worthy of our admiration, affection, and willing 
commitment.
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Procedure 3:

Value of Procedure 3:

Procedure 4:

Value of Procedure 4:

 15-11. Outline what you would say to the committee to en-
courage it to function as a team rather than as a group.

 15-12. Would you make the committee aware of the stages 
of team development? Explain.

 15-13. How would you help the committee members de-
velop trust in one another? Be as specific as possible.

Learning Activity

Assume that you are the president of Florida Hospital and 
have decided to establish a hospital-wide committee to 
monitor and ensure the accomplishment of the hospital’s 
mission. Answer the following questions to indicate how 
you would form this committee and mold it into an effective 
work team.

 15-9. What reason(s) could you use to explain to your 
employees why you are instituting this committee at 
Florida Hospital?

 15-10. List four procedures you will have the committee fol-
low as it does its work. Be sure to explain the value 
of each procedure.

Procedure 1:

Value of Procedure 1:

Procedure 2:

Value of Procedure 2:

 MyManagementLab: Writing Exercises

If your instructor has assigned this activity, go to mymanagementlab.com for  
the following assignments: 
Assisted Grading Questions
15-14. What are the differences between formal and informal groups? Explain how  

you would manage each type of group to help an organization achieve success.
15-15. What is the role of trust in building effective teams? As a manager, how would 

you build trust within a team?
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Managing Organization 
Culture
T A R G E T  S K I L L

Organization Culture Skill: the ability to establish a set 
of shared values of organization members regarding 
the functioning and existence of their organization to 
enhance the probability of organizational success

O B J E C T I V E S

To help build my organization culture skill, when studying this 
chapter, I will attempt to acquire:

1 An understanding of the term organization culture

2 Knowledge about the functions of organization culture

3 An appreciation for various types of cultures that can 
exist in organizations

4 Thoughts about how to build a high-performance 
organization culture

5 Tactics for keeping an organization culture alive and well

MyManagementLab®

Go to mymanagementlab.com to complete the problems marked with this icon  .

 MyManagementLab: Learn It
If your instructor has assigned this activity, go to mymanagementlab.com before 
 studying this chapter to take the Chapter Warm-Up and see what you already know.
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Zappos Doesn’t Sell Shoes—It  
“Delivers WOW”

Given the multitude of ways in which consumers can buy shoes, how did Zappos 
grow from a struggling start-up into a billion-dollar company in less than a decade? 
Managers took on the goal of extraordinary service and made it the cornerstone of 

an entire way of doing business—in effect, a corporate culture.

C H A L L E N G E  CA S E

The manager credited with making Zappos an icon of 
culture is CEO Tony Hsieh. Hsieh started as an investor in 
Zappos. As the company grew, founder Nick Swinmurn hired 
Hsieh as chief executive. The new CEO was determined to 
avoid repeating his earlier experience of building a company he 
did not enjoy working for.

Instead, Hsieh preaches and models his vision of “deliver-
ing WOW”—going so far beyond customers’ expectations that 
they exclaim in surprise. Hsieh uses the same kind of approach 
with employees. He placed delivering WOW at the head of 
10 corporate values, which also include “embrace and drive 
change, create fun and a little weirdness, and pursue growth 
and learning.” In pursuit of this last value, the company set up 
a Zappos Family Library, from which employees can borrow 
books on ideas for strengthening the company’s culture. Hsieh 
also hired David Vik to serve as a “coach” developing talent 
and reinforcing the culture.

Vik set up a throne in his office, and whenever an em-
ployee visits, he or she sits in the throne. This is Vik’s way of 

indicating that he sees employees’ potential for greatness. The 
throne is only one of many cultural symbols. Support for “fun 
and a little weirdness” is as diverse as a petting zoo, employee 
karaoke, and doughnut-eating contests. To build relationships 
and show that everyone is valued, a Face Game greets employ-
ees whenever they log into the computer system. The game 
presents a photo of an employee’s face and asks for the person’s 
name. It responds to whatever name is entered by providing 
information about that employee.

Maintaining this culture extends to leadership and goals. 
To amaze customers requires creative decisions. Hsieh’s leader-
ship style involves pointing out issues and letting employees 
develop their own solutions. He sees himself mainly as the 
keeper of the Zappos vision. The company also challenges 
 employees to make at least one weekly improvement in how 
the company delivers on its core values.

Today, Zappos’s vision has been rephrased slightly as 
“delivering happiness.” If that sounds less exciting than 
 “delivering WOW,” it may represent the challenge of main-
taining such a distinct culture. Vik notes that companies lose 
their positive culture when they stop talking about who they 
are and begin letting their cultural values become diluted. 
Zappos was purchased in 2009 by Amazon, which promised 
to let Hsieh continue running the business in his distinctive 
way. It remains to be seen whether he can maintain the fun-
loving Zappos culture as part of Amazon, although at least 
Amazon shares Hsieh’s single-minded dedication to customer 
service.1

THE ORGANIZATION CULTURE 
CHALLENGE
The Challenge Case illustrates the organization culture 
challenges that Zappos must meet. The remaining 
material in this chapter explains corporate culture 
concepts and helps develop the corresponding 
corporate culture skill that you will need to meet such 
challenges throughout your career. After studying 
chapter concepts, read the Challenge Case Summary 
at the end of the chapter to help you relate chapter 
content to meeting corporate culture challenges at 
Zappos.Ja
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Zappos’s corporate values include, “embrace and drive change, 
create fun and a little weirdness, and pursue growth and 
 learning.” The fun-loving culture helps employees to feel valued.
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FUNDAMENTALS OF ORGANIZATION 
CULTURE
This first section is an introduction to the concept of organization culture. Major topics in this 
section focus on defining organization culture and discussing the importance of organization 
culture. Overall, this section explains what organization culture is and indicates why managing 
organization culture is a critical component of a manager’s job.

Defining Organization Culture

Organization culture is a set of values that organization members share regarding the func-
tioning and existence of their organization. The actual characteristics of a particular culture are 
often difficult to define. Even employees in the same organization may describe their culture 
differently. In part, these different descriptions might reflect their individual experiences and the 
meanings ascribed to those experiences.2

Organization culture is not established all at once by a manager but, rather, develops slowly 
over time. Basically, organization culture can be thought of as the personality of the organization 
and a description of how the organization functions. As such, organization culture has dimen-
sions such as organizational rituals, special language, norms, and habits. An organization’s cul-
ture can be characterized by describing such dimensions. When management understands the 
significance of all such dimensions, it can use the dimensions to develop an organization culture 
that is beneficial to the firm.3

At times, organization culture may seem to include an almost endless list of considerations, 
and managers can become frustrated trying to accurately define their organization’s cultures. To 
help define a culture, research suggests that managers ask a few basic questions:4

1. Do people innovate and take risks?
2. Are people attentive to detail?
3. Are people focused on the outcomes of what they do?
4. Is the organization sensitive to people?
5. Do people function as a team?
6. Are people in the organization aggressive?
7. Are people focused on maintaining the status quo?

Although discussions regarding organization culture seem to assume that only one culture 
exists within an organization, in fact, many subcultures can exist within an organization. An 
organization subculture is a mini-culture within an organization that can reflect the values and 
beliefs of a specific segment of the organization that is formed along lines such as established 
departments or geographic regions. Managers must be aware of the subcultures that exist and 
know how to manage them because subcultures can negatively or positively affect management 
efforts, such as organizational planning.5 In managing organization culture, managers some-
times have a tendency to manage only the dominant organization culture, the shared values 
about organizational functioning held by the majority of organization members.6 In managing 
organization culture, it’s normally advisable for managers to consider the characteristics and 
potential influence of the organization’s dominant culture as well as those of the subcultures.

The Importance of Organization Culture

Understanding and managing organization culture have become extremely important issues 
in order for modern managers to achieve organizational success. According to Michael Porter, 
a professor at Harvard Business School, organization culture is such an important issue that 
managers should not only take it seriously as a sound idea but should also embed it into organi-
zational strategy to help build a competitive advantage.7 Many management writers believe that 
an important prerequisite to organizational success is a manager’s thorough understanding of 
organization culture concepts. Only through such an understanding can a manager begin to have 
an impact on encouraging the behavior of organization members that will lead to organizational 
success.8
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FUNCTIONS OF ORGANIZATION 
CULTURE
What purpose does organization culture play in an organization? In general terms, organiza-
tion culture influences the behavior of everyone within an organization and, if carefully crafted, 
can have a significant, positive impact on organizational success.10 Organization culture influ-
ences the way people carry out organizational processes and can create immense pressure on 
organization members to act in ways consistent with the culture. As a result,  organization cul-
ture should reflect the values that are conducive to organizational goal attainment.

In more specific terms, organization culture has a variety of functions within an organiza-
tion. First, organization culture can enhance organizational productivity. Organization members 
often become more productive as organization culture increases the emphasis on such factors as 
rewarding performance and setting goals.11 Second, organization culture can serve as a compo-
nent of organizational strategy.12 Following this line of reasoning, competitive advantage arises 
from complex combinations of tangible as well as intangible resources. One such intangible 
resource is a culture that enhances organizational success. Third, organization culture provides 
a rationale for staffing.13 That is, management must make sure that new hires are appropriate 
for the organization’s culture. The employment interview is an ideal opportunity for managers 
to assess whether applicants might fit in the organization culture and for applicants to assess 
whether the organization culture is a good fit for their personal needs and aspirations. During 
the interview, employers look for clues to issues such as an applicant’s work ethic and personality, 
while job seekers want to learn more about company culture issues, including the allocation of 
rewards and promotions. Last, organization culture can act as a guideline for making operational 
decisions. Given an explicit organization culture, organization members tend to make decisions 
that are consistent with the values embedded in that culture.

Overall, organization culture functions to influence organization members to act in ways 
that are consistent with the accepted values of the organization. To assist organization members 
in identifying these beliefs and values, many organizations establish a code of conduct. A code of 
conduct is a document that reflects the core values of an organization and suggests how organi-
zation members should act in relation to those values.

Once established, a code of conduct may at times need to be changed. For example, although 
a code of conduct was already in place at Austin, Texas–based Tocquigny, the interactive ad 
agency suffered an embarrassing lapse involving Twitter. An unhappy prospective client con-
fronted the chief executive: He had read that her agency was also courting one of his competitors. 
Hurriedly, Tocquigny amended the social media guidelines in its code of conduct to include an 
admonition about respecting the firm’s confidential and proprietary information. The agency 
also established a measure of control by assigning to one person the responsibility for posting.14

the United States. The company’s website states its core 
values of “putting people first, pursuing excellence, 
embracing change, acting with integrity and serving our 
world.” It backs up these general values with specific guid-
ance in a Business Conduct Guide. This guide explains 
that acting with integrity encompasses specific behaviors 
in such areas as honest communication and fair treatment 
of others. It also explains that managers are expected to 
model this behavior and indicates where to go for addi-
tional help with these issues.9

Defining expectations for employee behavior is es-
pecially complicated for an international company. 

Employees come from different national or regional 
cultures and may have very different assumptions 
about what behavior is appropriate in a business. 
A clear and specific code of conduct can prevent 
misunderstandings.

A good example comes from the Marriott Inter-
national hotel chain, which has properties in 72 countries 
and has recently been concentrating on growth outside 

Marriott International’s Code of Conduct

Tips for Managing around the Globe
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Managers must remember, however, that simply possessing a code of conduct does not 
guarantee that the organization’s members will follow that code. Overall, management must not 
only work to establish a code of conduct within the organization but also take steps to ensure that 
behavior that follows the code is rewarded.

TYPES OF ORGANIZATION CULTURE
Based on the preceding discussion, we see that organization culture is made up of several differ-
ent factors. Needless to say, putting all of these factors together into a meaningful rationale that 
describes a culture can be difficult and frustrating for managers.

Fortunately, a model developed by Cameron and Quinn called the Competing Values 
Framework presents a rationale that managers can use to categorize organization cultures.15 The 
Competing Values Framework appears in Figure 16.1. According to the model, cultures differ 
with respect to two sets of opposite values. The first set of opposite values is organizational flexi-
bility and discretion versus organizational stability, order, and control. The second set of opposite 
values is an internal organizational focus versus an external organizational focus. Depending on 
how a culture incorporates various combinations of the competing values represented by these 
two dimensions, cultures are divided into four types:

1. Clan Culture. As shown in Figure 16.1, clan culture is an organization culture characterized 
by a strong internal focus with a high degree of flexibility and discretion. The clan culture 
derives its name from the fact that this organization culture seems much like that of a family. 
This culture includes activities that reflect shared values and goals, cohesion among organi-
zation members, teamwork, and organization commitment to employees.

The culture at Southwest Airlines is often used as an example of a clan culture. The fol-
lowing excerpt of a recent Thanksgiving Day message from Southwest Airlines president 
Colleen Barrett shows the emphasis of the Southwest culture on internal focus, flexibility, 
shared values and goals, and a strong commitment to employees:

As a Company, we are blessed to have 33,000-plus Employees who continually amaze 
me with their ability to live the Southwest Way. In an industry where change doesn’t 
happen gradually, it happens overnight—if you are lucky to have that much advance 
notice—our People adapt to change faster than a chameleon. Unlike chameleons, when 
Southwest Employees adapt, they never change their true colors. Their Warrior Spirit, 
Servant’s Heart, and Fun-LUVing attitude are part of my Thanksgiving blessings.16

In a clan culture, leaders are seen more as mentors and perhaps even parent figures than 
as bosses. However, as in any family, relationship issues can crop up, particularly involving 
mentoring.17

2. Adhocracy Culture. Adhocracy culture is an organization culture characterized by flexibility 
and discretion along with an external focus. As illustrated in Figure 16.1, an adhocracy is a 
culture reflecting an organization with a simple structure or a lack of structure. In  essence, 
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FIGURE 16.1
The Competing Values 
Framework model depicts four 
different kinds of organization 
culture.18
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adhocracy is the opposite of bureaucracy. Within the adhocracy culture, one will find few 
rules or procedures. Instead, this culture is characterized by a creative workplace where 
people are entrepreneurial, taking risks to achieve success.

Google’s organization culture has often been used as an example of an adhocracy cul-
ture. The following quote depicts the Google corporate culture as reflecting adhocracy 
characteristics:

Though growing rapidly, Google still maintains a small company feel. At the 
Googleplex headquarters almost everyone eats in the Google café (known as “Charlie’s 
Place”), sitting at whatever table has an opening and enjoying conversations with 
Googlers from all different departments. Topics range from the trivial to the technical, 
and whether the discussion is about computer games or encryption or ad serving soft-
ware, it’s not surprising to hear someone say, “That’s a product I helped develop before 
I came to Google.”

Google’s emphasis on innovation and on its commitment to cost containment means that 
each employee is a hands-on contributor. There’s little in the way of corporate  hierarchy, 
and everyone wears several hats. For example, the international webmaster who creates 
Google’s holiday logos spent a week translating the entire site into Korean. The chief opera-
tions  engineer is also a licensed neurosurgeon. Because everyone realizes that he or she is an 
equally important part of Google’s success, no one hesitates to skate over a corporate officer 
during roller hockey.19

3. Hierarchy Culture. Figure 16.1 shows that hierarchy culture is an organization culture 
characterized by an internal focus along with an emphasis on stability and control. The 
workplace with this type of culture is formal and structured. Leaders tend to focus on coor-
dination and organization. Individuals within the workplace are concerned about efficiency, 
and formal rules and policies govern how people operate.

McDonald’s restaurants are commonly given as an example of a hierarchy culture. The 
typical McDonald’s restaurant has young employees with little significant experience and 
produces standardized products for customers. Restaurant success is built on efficient and 
quick food production. French fries are cooked for an established period, and hamburgers 
are topped with exact amounts of toppings like mustard and ketchup. Employees are thor-
oughly trained in the production rules, which cover all facets of restaurant operations, and 
management closely monitors employee behavior to make sure that the rules are precisely 
executed.

4. Market Culture. As indicated in Figure 16.1, market culture is an organization culture that 
reflects values that emphasize stability and control along with an external focus. An orga-
nization with a market culture is oriented toward all stakeholders in the market, not just 
 customers. As such, this culture emphasizes relationships with all constituencies, including 
customers, suppliers, contractors, government regulators, and unions. Leaders in this cul-
ture tend to be hard-driving. In addition, the organization focuses on winning and empha-
sizes achieving ambitious goals and outpacing the competition.20

General Electric is often used as an example of a company with a market culture. The company 
operates under the premise that if any of its subsidiaries is not number one or two in market 
sales, the subsidiary will be sold. As a result of this premise, the company has sold more than 300 
businesses over the last few decades. This organization culture is highly competitive and has a 
“results or else” mentality.

Research tells us that competent managers in each of these four organization cultures tend 
to act in different ways.21 Figure 16.2 lists each type of culture and shows the corresponding 
activities that competent managers within each of these cultures tend to emphasize. Studying this 
figure carefully will provide insights concerning how managers operating in each culture might 
act to increase the effectiveness of that culture.

 MyManagementLab: Watch It, Organizational Culture at Createasphere
If your instructor has assigned this activity, go to mymanagementlab.com to watch  
a video case about Createasphere and answer the questions.



 CHAPTER 16 Managing Organization Culture 373

BUILDING A HIGH-PERFORMANCE 
ORGANIZATION CULTURE
The development of culture within an organization is inevitable. In all organizations, culture can 
develop naturally over time as organization members interact with one another. Under these 
circumstances, the culture that develops may or may not facilitate or enhance organizational 
performance. On the other hand, the establishment and growth of a culture within an organiza-
tion can be influenced by specific actions that management takes. Under these circumstances, 
the culture that develops will generally have a higher probability of encouraging effective perfor-
mance within the organization than if the culture is left to develop naturally over time as organi-
zation members interact.

Figure 16.3 summarizes the steps managers can take to help create an organization culture 
that yields high performance.23 Each of the steps is discussed here:

1. Lead as Champion. Leaders in organizations must champion the organization climate. As such, 
leaders throughout the organization must explain repeatedly why the practices that help build 
organization culture are necessary and how such practices will benefit the organization. If the 
practices are new, leaders must convince organization members that the change is necessary.

2. Link Work to Organizational Mission. The purpose of an organizational mission is to clarify 
the purpose(s) of the organization. The mission statement helps employees understand why 
their organization exists. Helping employees understand how their work contributes to ac-
complishing the organizational mission is critical. Such understanding emphasizes the great 
importance of employee efforts to the success of the organization and helps them develop a 
sense of pride in their jobs and the work they do. If employees understand how their efforts 
result in the accomplishment of the organizational mission, commitment to working hard so 
that the mission can be accomplished will normally follow.

3. Track and Talk about Performance. All organization members should constantly be thinking 
about their individual performance. What is excellent performance? How can performance be 
improved? Why is excellent performance necessary? Why should organization members strive 

CULTURE TYPE ACTIVITIES MANAGERS TEND TO PERFORM

The Hierarchy Culture ... Make sure employees know exactly what is expected of them.
... Standardize policies and procedures so employees know exactly

how to get work accomplished.
... Include in employee orientation a focus on tradition, values, and 

vision of the organization.
... Give employees regular feedback on how well they are 

performing jobs.
... Establish a monitoring system that shows how well employees 

are performing jobs.

The Market Culture ... Make sure everyone can name their three most critical customers.
... Accept only world-class quality in products and services.
... Give customers what they want the first time.
... Track how competitors are performing.
... Understand the keys to your competitors’ success.

The Clan Culture ... Establish a clear goal for the work team.
... Establish specific work targets with deadlines that the team can 

accomplish.
... Empower others to perform.
... Coach and counsel employees.
... Celebrate the successes of work teams and individuals.

The Adhocracy Culture ... Hold people accountable for generating innovative ideas.
... Talk to people about their new ideas and what they expect the 

results of ideas could be.
... Reward those who come up with new ways to perform work.
... Establish vehicles for trying out new ideas.
... Make continuous improvement a feature of the workplace.

FIGURE 16.2
Four types of culture and 
the corresponding activities 
managers can take to make 
them successful22
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to be outstanding performers? Performance, by managers and nonmanagers alike, should be 
defined and tracked to monitor how suitably individuals are performing. As performance is 
tracked, corrective action should be taken, if necessary, to foster performance improvement. 
Also, employees generally like to know how well the organization as a whole is performing. 
When organization members receive regular communication regarding the performance of 
the entire organization, they tend to stay focused on contributing to that performance.

4. Build a Hierarchy of Objectives. As discussed earlier, a hierarchy of objectives is a set of ob-
jectives wherein the overall objectives of the organization are divided into subobjectives for 
all sections and levels of the organization. As objectives at lower levels of the organization 
are accomplished, they contribute to the attainment of objectives at the next-higher level. 
Although defining objectives at lower levels may be difficult, the effort used to develop the 
hierarchy will be well spent. Even employees at the lowest organizational levels will generally 
be more focused on performance when they see the cascading set of objectives in the hier-
archy of objectives. Throughout the organization, objectives should be challenging and have 
obvious rewards to be earned when the objectives are reached.

5. Invest in Talent. Certain employees will have more talent to perform a job than others. As 
such, these talented individuals have a greater capacity for performance. Talented employees 
generally demand higher wages in the labor market than others. Management must recognize 
that although talented employees may be more expensive to hire and retain, such employees 
are normally an effective means to achieve better organizational performance. In addition, 
managers must do whatever they can to retain talented employees once they are hired.

In addition to hiring individuals with the appropriate talent to improve organization-
al performance, management can invest in developing the talents of current employees. 
Through training, for example, management can focus on developing organization mem-
bers’ abilities in order to improve organizational performance. Organizations that invest in 
and maintain employees’ work abilities send the message to all organization members that 
excellent performance is a top priority.

Invest
in

Talent

Recognize
and Reward

Hold
Managers

Accountable

Build
Organizational
Commitment

Track and
Talk about

Performance

Link
Work to
Mission

Lead
as

Champion

Build Hierarchy
of

Objectives

High-Performance
Organization

Culture

FIGURE 16.3
Steps managers can take to 
build a high-performance 
organization culture
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6. Recognize and Reward. Management needs to help employees learn to be high performers. 
As such, appropriate performance behavior needs to be reinforced or rewarded. Because 
research tells us that reinforced behavior tends to be repeated, as management reinforces 
appropriate performance, appropriate performance will tend to be repeated. Reinforcement 
can be monetary or nonmonetary. In certain instances, a simple, nonmonetary certificate in 
recognition of excellent performance can be as powerful a reinforcement as a monetary cash 
bonus. Recognition and reward practices within any organization should periodically be 
evaluated for possible improvement.

7. Hold Managers Accountable. The performance of managers should be tracked, with job-re-
lated progress being communicated to them both formally and informally. Maintaining this 
performance contributes to ensuring the success of a manager’s area of responsibility, which 
in turn contributes to the performance and success of the organization as a whole. Managers 
should understand what is necessary for employees to be high performers and advise, coach, 
and counsel them about how to improve their performance and reach performance goals. 
Given the critical contribution that employee performance makes to organizational success, 
managers should be held accountable for supervising that performance.

8. Build Organizational Commitment. Organizational commitment can be defined as the 
dedication of organization members to uphold the values of the organization and to make 
worthwhile contributions to fulfilling the organizational purpose. Research indicates that 
one way to build organizational commitment is to maintain an organizational focus on 
providing excellent customer service. Such a focus seems to result in higher job satisfaction, 
which, in turn, seems to help build stronger organizational commitment.25 Overall, this 
increased commitment to the organization seems to increase employees’ desire to remain in 
the organization and to focus on providing quality goods and services. Foundation studies in 
this area indicate that organizational commitment serves as a “psychological bond” that in-
fluences individuals to act in ways that are consistent with the interests of the organization.26

KEEPING ORGANIZATION  
CULTURE ALIVE AND WELL
Given the critical contributions that organization culture makes to organizational success, manag-
ers must keep organization culture alive and well in their organizations. Important steps in this 
process include establishing a vision of organization culture, building and maintaining organization 

For example, an equity committee gathers each 
partner’s evaluations of him- or herself and the 
other partners. The committee considers how each 
partner has contributed—not necessarily in billable 
hours, but perhaps in other ways—and sets rewards 
accordingly. When hiring, Butler Snow’s interviewers 
make it a point to discuss the team culture and select 
candidates who value teamwork. The training of new 
attorneys examines and reinforces the culture’s val-
ues. Clients love how the law firm’s teamwork pro-
duces the best work for a fair price, and Butler 
Snow has enjoyed growth through the recession and 
beyond.24

A few years ago, when the financial crisis and reces-
sion were drying up work at organizations that 

serve business clients, one law firm saw opportunity. 
Butler, Snow, O’Mara, Stevens & Cannada, based in 
Memphis, decided to position itself as a lower-priced 
alternative to big-city firms in the north. The strategy re-
quired a culture unlike that of the typical law firm, where 
lawyers advance by bringing in clients and racking up 
hours billed and compete with one another to handle 
the most cases. At Butler Snow, however, the culture 
stresses teamwork, with clients directed to whichever 
lawyers can do the best work at the fairest cost.

To achieve this culture, Butler Snow measures 
and rewards contributions to the firm’s performance. 

Butler Snow’s Team-Oriented Culture Supports High Performance

Practical Challenge: Building a High-Performance Culture
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culture through artifacts, integrating new employees within organization culture, and maintaining 
the health of organization culture. Each of these steps is discussed in the following sections.

Establishing a Vision of Organization Culture

Managing organization culture usually begins by establishing a vision of what the culture of an 
organization should be. In essence, this vision becomes a target at which management aims. 
Without such a target, management will not have a benchmark for modifying and improving the 
organization culture over time.

Management should first reflect on what type of culture would be appropriate, given the 
organization’s specific circumstances. Because of the complexity of circumstances in most mod-
ern organizations, most such cultures tend to be multidimensional. Managers should strive to 
establish the dimensions in their own culture that will best contribute to accomplishing the orga-
nizational mission. Dimensions commonly observed in modern organization cultures include 
focusing on quality, ethics, innovation, spirituality, diversity, and customers. Bear in mind that not 
all organization cultures contain all of these dimensions; instead, managers tend to decide which 
dimension(s) will best help enhance organizational success and then take steps to include that 
dimension as a major feature of organization culture. Each of these dimensions is discussed here.

Quality Dimension The quality dimension of organization culture is an element of 
organization culture that focuses on making sure a product, in the opinion of the customer, 
does what it is supposed to do. Organizations with such a culture tend to focus on communi-
cating to customers their focus on quality and explaining how quality processes operate within 
the organization. Management generally hopes to benefit from such cultural emphasis by earn-
ing customer loyalty and repeat purchases because of customer satisfaction with products or 
services. An example of an organization with a strong quality dimension in its organization 
culture is KB Home, a home builder that operates mainly in 18 states in the southwest and 
southeast parts of the United States. KB Home uses its website to communicate to customers 
its focus on quality. At KB Home, the quality of the houses it produces is especially important: 

The company has a “100% Satisfied Pledge,” which offers home buyers 10 
quality construction checkpoints.

Ethics Dimension The ethics dimension of organization culture 
is a facet of organization culture that focuses on making sure that an organi-
zation emphasizes not only what is good for the organization but also what 
is good for other human beings. Until recently, an ethics dimension has been 
unwisely ignored.27

Ethics training is arguably the most commonly used method for devel-
oping the ethics dimension of organization culture.28 This training normally 
focuses on developing a common understanding throughout the organiza-
tion of the role ethics plays in organizational operations. However, ethics 
training does not guarantee that employees will choose the ethical behavior 
in every situation. Such training will, however, start a useful dialogue about 
correct and incorrect behavior in various organizational situations. In 
essence, ethics training is designed to give employees a usable framework for 
ethical reasoning that will help them make ethical choices in various organi-
zational situations after training ends.

What can managers do to increase the probability that ethics training influ-
ences organization members to act ethically over time? First, after ethics training 
concludes, management can provide employees with a means for making ethi-
cal queries anonymously. Some organizations provide a hotline that employees 
can call to get advice about ethical dilemmas. Management can also try to make 
sure that organization members act ethically after ethics training concludes by 
establishing methods for reviewing the topics covered in ethics training. For 
example, a company can use its intranet, publish brochures, and even use screen 
savers to continually remind employees about the issues covered in ethics train-
ing. Another tactic management can use is to promote employees who behave 

Ethisphere magazine named 
Starbucks one of its World’s 
Most Ethical Companies. A 
Starbucks manager claims 
treating employees right pro-
vides an environment where 
they treat others right, and 
ethical values include doing 
good both in the sense of 
providing communities with a 
gathering place and perform-
ing acts of community service.
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ethically. Rewarding past ethical behavior is a powerful way to increase the probability that organiza-
tion members will act ethically in the future.

Innovation Dimension The innovation dimension of organization culture is an 
aspect of organization culture that encourages the application of new ideas to improve organi-
zational processes, products, or services. Innovation is a major source of organizational change 
and improvement. However, once an innovation dimension is established, management cannot 
assume it will continue to exist as time passes. An innovation dimension of organization culture 
can become significantly weakened or even disappear if it is not properly nurtured.

The 3M Company is known for producing thousands of imaginative products, which 
emerge from a culture widely regarded as innovative and creative. By its nature, invention is 
commonly a disorderly and inefficient process. Historically, 3M has allowed researchers to spend 
years testing products with little regard for the efficiency of the process.

Consider the invention of the Post-it note. The 3M inventor, Art Fry, fiddled with the idea 
for several years before the product went into full production in 1980. But then, management 
began making changes to the culture to emphasize efficiency. What the company didn’t realize 
was that, in emphasizing efficiency, innovation was being squeezed out. Once 3M management 
realized that this innovation focus was being damaged, it took steps to somewhat deemphasize 
the focus on efficiency and to spend more on research and development in an effort to reinvigo-
rate its culture of innovation, long considered to be the lifeblood of the company.29

Spirituality Dimension The spirituality dimension of organization culture is an as-
pect of organization culture that encourages organization members to integrate spiritual life and 
work life. A spiritual awakening seems to be occurring in the American workplace, and many 
managers are encouraging the development of this trend.30 Managers seem to be doing so be-
cause of their belief that a spiritually humanistic work environment is beneficial for both employ-
ees and the organization. According to the logic of such managers, a spiritually reflective work 
environment will be personally satisfying to organization members, who will thereby become 
more productive and creative. On the other hand, such managers tend to believe that a workplace 
without a spiritual dimension will normally result in unsatisfied organization members, who will 
become frustrated and thereby consistently absent from the workplace.31 Organization cultures 
that have a spiritual dimension typically do not focus on one specific type of spiritual belief or re-
ligion but instead emphasize the acceptance of whatever spiritual focus an organization member 
might possess. In emphasizing a spiritual focus, organizations create opportunities for spiritually 
based activities such as offering prayer, performing meditation, reading sacred texts, listening to 
worship music, and having objects in the workplace as reminders of one’s spiritual beliefs.

Diversity Dimension The diversity dimension of organization culture is a compo-
nent of organization culture that encourages the existence of basic human differences among or-
ganization members. Such differences can be in ethnicity, religion, physical ability, and/or sexual 
orientation. The diversity dimension is a mainstay of modern organization culture primarily 
because managers are anxious to reap diversity-related advantages such as an increased number 
of perspectives on how to solve problems and how to better relate to diverse customers.

Toyota’s American division recently concluded that its corporate culture lacks diversity.32 
Organization members as a group were thought to be too homogeneous, thereby depriving man-
agement of the benefits of a diverse workforce. To solve this problem, Toyota is trying to make 
the population of organization members more diverse by hiring people from other industries 
and companies. These hirings, however, are being done carefully. Management does not want 
these new employees ruining its present and otherwise healthy corporate culture.

Customer Dimension The customer dimension of organization culture is a facet of 
organization culture that focuses on catering to the needs of those individuals who buy the goods 
or services the organization produces. One recent survey indicates that 80 percent of executives 
believe they are doing an excellent job of serving customers, whereas only 8 percent of their cus-
tomers agree.33 Perhaps because of such survey results along with the realization of the calamity 
that such results could cause in organizations, many managers are strengthening their organiza-
tion culture’s focus on customers.
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Some organizations, however, are well known for their enduring commitment to customer 
satisfaction, have achieved much success because of it, and are expected to continue benefiting 
from it in the future. For example, many believe that Apple’s success over the years is primar-
ily due to its enduring commitment to know what customers want even before customers 
know it  themselves. As another example, General Electric CEO Jeffrey Immelt has initiated 
“dreaming sessions” to brainstorm with key customers and develop a forward-looking view of 
customer needs.

Building and Maintaining Organization  
Culture Through Artifacts

A cultural artifact is a dimension of an organization that helps to describe and reinforce the 
culture—or the beliefs, values, and norms—in which an artifact exists. As organization culture 
changes over time, cultural artifacts can also change because what the artifacts represent, how 
they appear, how they are used, and why they are used are no longer pertinent in the new culture. 
Several cultural artifacts commonly used by modern managers are discussed here.34

Values At the heart of any organization’s culture, by definition, are its values. From a societal 
viewpoint, a value is a person’s or social group’s belief in which they have an emotional invest-
ment. In society, values can be “for” something, such as excellent health care for all of society, or 
“against” something, such as violence among society members. In organizations as well, values 
can be for things, such as hiring talented workers, rewarding excellent performance, and devel-
oping leadership skills, or against things, such as polluting the environment, discriminating in 
hiring practices, and maintaining the status quo.

Organizational values are reflected in organizational characteristics, including strategy, 
structure, and processes. Values are also reflected in the way leaders lead as well as in organiza-
tional rules, reward systems, policies, and procedures. More and more, modern managers are 
crafting values statements to clearly communicate cultural values held throughout the organiza-
tion. A values statement is a formally drafted document that summarizes the primary values 
within the culture of a specific organization. A values statement gives managers the opportunity 
to effectively and efficiently communicate the values that drive the organization and thereby help 
increase the probability that appropriate values will influence organization member behavior. 
Figure 16.4 contains a statement of values for Microsoft.

Social psychologist Michael O’Malley studies organization culture and, in his spare time, 
practices beekeeping. Indulging in his hobby has led O’Malley to study the habits of bees and, in 
his book The Wisdom of Bees: What the Hive Can Teach Business about Leadership, to apply those 
habits to management practices in building organizational values. For example, O’Malley says 
that older bees in the hive “mentor” younger bees. Culture is also important to the hive’s overall 
productivity and well-being, and when colonies from two hives occasionally merge, an “encul-
turation” process goes on to ensure the success of the merger.35

Organizational Myths An organizational myth is a popular belief or story that 
has become associated with a person or institution and is considered to illustrate an orga-
nization culture ideal. Myths are used to explain organizational beginnings or other events 
that are of great significance to the organization. Myths stimulate organization members to 
do a good job and provide the logic for actions taken. The events reported in myths never 

Our Values 

As a company, and as individuals, we value integrity, honesty, openness, personal excellence, 
constructive self-criticism, continual self-improvement, and mutual respect. We are 
committed to our customers and partners and have a passion for technology. We take on 
big challenges, and pride ourselves on seeing them through. We hold ourselves accountable 
to our customers, shareholders, partners, and employees by honoring our commitments, 
providing results, and striving for the highest quality. 

FIGURE 16.4
Statement of Values for 
Microsoft36
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actually happened, but they nevertheless serve as an inspi-
rational foundation for behavior. Organizational myths are 
commonly perpetuated in organizations to enhance organiza-
tion member pride in belonging and overall commitment to 
the organization.

One of the most famous myths in business history centers 
on Lee Iacocca and how he “saved” Chrysler Corporation 
from bankruptcy.37 Iacocca took over as chairman of Chrysler 
Corporation in 1979. At that time, Chrysler was in serious 
crisis. The company was losing money, had acquired unprofit-
able companies, and was producing low-quality products that 
necessitated huge, expensive product recalls. Iacocca took 
bold, nontraditional actions to save the company: He negoti-
ated government backing of the company, took charismatic 
personal ads to the marketplace asking for customer support, 
and negotiated significant concessions with the United Auto 
Workers Union to dodge bankruptcy. Word began to quickly 
spread that Iacocca had single-handedly saved the company, 
which of course was not true. Many people were involved in 
saving Chrysler. However, the myth of Iacocca saving the company single-handedly helped 
create the Chrysler cultural value of trust and support for Chrysler leadership.

Organizational Sagas An organizational saga is a narrative describing the adven-
tures of a heroic individual or family significantly linked to an organization’s past or present. 
In general, the purpose of a saga is to identify and perpetuate the organization’s shared values. 
Organizational sagas usually reveal important historical facts such as early pioneers and prod-
ucts, past triumphs and failures, and the leaders who founded or transformed the company.

Mary Kay Ash was the founder of Mary Kay Cosmetics and one of the most successful 
entrepreneurs in the history of the United States. Information on the website of the company she 
founded describes a saga related to Mary Kay Cosmetics’s company history. This information 
serves as an inspiration to all organization members because it lets them know that significant suc-
cess is obtainable by all within the company through hard work, dedication, and self-confidence.

Managers at all levels can become involved in organizational storytelling, the act of passing 
along organizational myths and sagas to other organization members. From the example of Mary 
Kay Ash, it is obvious that modern managers can tell stories not only via word of mouth but also 
via the Internet.

Mary Kay Cosmetics builds 
its company culture through 
inspirational stories, including 
that of founder Mary Kay Ash; 
organizational ceremonies; 
and rewards, including autos 
for top-selling representatives.
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Focus each story on one main point, such as a cul-
tural value. Keep the story brief and on topic. Even a 
story that is only 30 seconds long can be powerful.

Organize the story into three parts. First, give the 
context, introducing the characters and the  problem 
they faced. Next, as you tell how the characters 
struggled to resolve the context, let tension build to 
a climax. End with a conclusion that suggests the 
 response you are looking for in your employees, 
such as putting customers first.

Stick to stories with messages you sincerely believe in.

Organizational sagas are important cultural arti-
facts, and influential managers can tell a good 

story. Here are some ideas for developing storytelling 
skills:38

When you choose key points and identify facts that 
support those points, also think of events in your 
 audience’s or your own life that reinforce each point.
Pick examples that are relevant to your audience. 
For examples from your own life, choose stories that 
make you seem relatable—say, stories about your 
mistakes, your foibles, or obstacles you have faced.

Telling a Company’s Stories

Steps for Success
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Organizational Language The language used in organizations often indicates the 
organization’s shared values. Some companies reveal how they view the competition by repeat-
edly using phrases such as “Let’s be #1 in the marketplace” or how they feel about technology by 
repeatedly using phrases such as “Win through technology.” Still other organizations repeatedly 
use the phrase “The customer is king” to emphasize how they feel about customer satisfaction. 
The language used at Walt Disney Companies reflects organizational values that are particularly 
noteworthy. At Walt Disney, rather than being called an employee, everyone is called a “member 
of the cast.” This terminology emphasizes that rather than simply working, organization mem-
bers should think of themselves as always being on stage and always needing to give customers 
the best performance possible. Many companies use slogans internally and externally through 
advertising to convey important organizational values. Figure 16.5 presents several well-known 
slogans and the companies that use them to convey important organizational values.

Organizational Symbols An organizational symbol is an object that has mean-
ing beyond its intrinsic content. Symbols provide a road map indicating what is important in a 
particular organization. Some companies use impressive buildings to convey company strength. 
Other companies use logos, flags, and coats of arms to convey the importance they place on cer-
tain ideas or events. As examples, Prudential Life Insurance Company uses the Rock of Gibraltar 
to symbolize the company’s dependability, strength, and unwavering commitment to its custom-
ers, and McDonald’s uses the clown Ronald McDonald to symbolize the child-friendliness and 
fun available at McDonald’s restaurants.

Organizational Ceremonies An organizational ceremony is a formal activity con-
ducted on important organizational occasions. Such occasions could include openings of new 
stores, anniversary dates of when employees were hired, and employee promotions. Perhaps one 
of the most well-known organizational ceremonies is the ceremony celebrating successful sales 
campaigns at Mary Kay Cosmetics. At the company’s sales celebrations, everything—not just the 
decorations but also the sales prizes, including the automobiles awarded—has a significance.

Organizational Rewards Rewards modify behavior in some way in most organiza-
tions.39 Some rewards come from within the organization and can include compensation, satisfy-
ing work, and verbal recognition. Rewards can also come from outside the organization and can 
include comments from customers, competitors, and suppliers. Management should continually 
identify and reward those individuals who uphold the values of the organization. Rewarding 
people for engaging in behavior that reflects the important values of the organization culture is 
critical in increasing the probability of organizational success.

COMPANY SLOGAN VALUE REFLECTED

Maytag “The dependability people” Maytag products are durable.
Petland “Petland Pets Make Life Better!” Petland pets improve lives.
Allstate Insurance Co. “You’re In Good Hands With Allstate” Allstate takes care of its customers. 
Staples “That was easy” Staples solves problems easily.
Wal-Mart “Always low prices. Always.” Wal-Mart has low prices every day.

FIGURE 16.5
Well-known companies, their 
slogans, and the values these 
slogans reflect

 MyManagementLab: Try It, Organizational Culture
If your instructor has assigned this activity, go to mymanagementlab.com to try  
a simulation exercise about two textbook publishers.

Integrating New Employees  
into the Organization Culture

The previous section discussed how to keep organization culture alive and well through the use of 
cultural artifacts. This section focuses on how to keep organization culture alive and well by ap-
propriately integrating newly hired organization members into the existing organization culture.
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Organizational socialization is the process by which management can appropriately inte-
grate new employees into the organization’s culture.40 As the U.S. economy improves, it is likely 
that employers will need to integrate more new employees. During periods of uncertainty and 
layoffs, employees who still have jobs tend to “stay put” even if they are dissatisfied with their 
positions. However, as the economy improves, those same employees will begin to leave their 
jobs, thus requiring employers to recruit new employees.41 The illustration in Figure 16.6 pres-
ents the recommended steps for a socialization process and how the steps relate to one another. 
The following material discusses the process as a whole as well as each step in more detail.

As shown in Figure 16.6, the organizational socialization process can begin by carefully 
planning the organization’s recruitment process. As part of this planning, management should 
determine what types of individual characteristics would best fit into the organization culture. 
Such characteristics might include an individual’s determination to be successful in the job, com-
mitment to personal ethics, and levels of self-confidence and competitiveness. After such best-fit 
characteristics have been determined, management should use the recruitment process to iden-
tify the individuals possessing those characteristics. Naturally, after management has made this 
identification, purposeful steps should be taken to hire those individuals.

Once individuals possessing the best-fit characteristics are hired, management should con-
tinue the socialization process (step 2) by carefully crafting meaningful experiences for them 
during the first four to six weeks of the new recruits’ presence within the organization. In this 
situation, experiences are meaningful if they expose the new hires to the important organiza-
tional culture values and emphasize the importance of the new individuals’ commitment to those 
values. Such values might include the importance of tackling challenging work, the openness to 
training for handling new situations, and the importance of functioning as a team member. Such 
initial experiences can also involve new recruits observing and practicing new jobs with input 
from established organization members.

Once the individuals with the appropriate personal characteristics have been hired and have 
taken part in meaningful activities during the first four to six weeks of their employment, man-
agement should continue with their socialization by exposing them to appropriate role models 
(step 3). Management should focus on pairing new recruits with role models who possess the 
characteristics that would be valuable for the new recruits to develop themselves. The role mod-
els should exemplify cultural values such as being productive, highly motivated, and loyal to the 
organization and having significant trust in management.42

As the next step in the organizational socialization process, management should help new 
recruits understand various facets of the organization’s informal structure and how it comple-
ments the formal structure. Helping new recruits become members of the informal groups 
that uphold important organizational values should be especially important to management. 
Likewise, ignoring the informal focus in the organizational socialization process could result in 
new recruits unknowingly aligning themselves with the less productive facets of the organization’s 
informal structure and thereby limit the new recruits’ contributions to organizational success.

In the final step of the organizational socialization process, management must evaluate the 
cultural fit of the new recruits. New recruits are generally considered new for about one year. 
During new recruits’ first year in the organization, management must keep in mind that they will 
make mistakes and struggle to appropriately adapt to the organization culture. This struggle to fit 
in with the organizational culture can be frustrating for new recruits and lead to premature turn-
over if not handled sensitively by management. New recruits must be able to practice new tasks, 
at times employing trial and error, without fear of punishment or failure.

Step 1 Step 2 Step 3 Step 4 Step 5

Recruit
New

Employees

Provide
Initial Work
Experiences

Provide
Role

Models

Define
Informal

Organization

Evaluate
Cultural

Fit

FIGURE 16.6 Possible steps of a socialization process
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With more than 2,500 attorneys in its offices on four continents, Jones Day is one of the 
world’s largest law firms. Like most large firms, it has a set of qualities it looks for when recruit-
ing new lawyers. For example, candidates must not exhibit a sense of entitlement or appear 
too focused on personal success. Also, because of its collaborative culture, the firm rules out 
 candidates who seem likely to compete with their colleagues or are too interested in their peers’ 
performance. Jones Day also has what is called a “closed” compensation system, and even its 
partners are not privy to information about the salaries of their peers. Although this kind of 
secrecy may be highly unusual in other businesses, it seems to be accepted within the firm’s 
culture. What’s more, it doesn’t appear to adversely affect the firm’s success: Unlike many of its 
competitors, Jones Day did not lay off lawyers during the recent global recession.43

Management must also remember that not all recruits are suitable for the organization cul-
ture and that some recruits may need to be weeded out to make room for other new recruits who 
may be a better fit. This weeding out can take place by moving poor performers either out of the 
organization or to jobs with less critical roles. As this weeding-out process occurs, management 
should reflect on any possible mistakes made during the organizational socialization process of 
the recruits and come up with ideas on how to improve the process so that such mistakes will not 
be made in the future.

Maintaining the Health of Organization 
Culture

Arguably, the most important step that management can take to maximize the success of an or-
ganization is to create a healthy culture within that organization. A healthy organization culture 
is an organization culture that facilitates the achievement of the organization’s mission and objec-
tives. An unhealthy organization culture is an organization culture that does not facilitate the 
achievement of the organization’s mission and objectives.

Managers must continually analyze the symptoms or signs related to the health of the 
 organization and take action to build and maintain a healthy organization culture. A healthy orga-
nization culture is usually people oriented and includes the characteristics listed in Figure 16.7. 

1. Openness and humility from top to bottom of the organization
Arrogance kills off learning and growth by blinding us to our own weaknesses. Strength
comes out of receptivity and the willingness to learn from others.

2. An environment of accountability and personal responsibility
Denial, blame, and excuses harden relationships and intensify conflict. Successful teams 
hold each other accountable and willingly accept personal responsibility.

3. Freedom for risk-taking within appropriate limits
Both extremes—an excessive, reckless risk-taking and a stifling, fearful control—threaten
any organization. Freedom to risk new ideas flourishes best within appropriate limits.

4. A fierce commitment to “do it right”
Mediocrity is easy; excellence is hard work, and there are many temptations for shortcuts.
A search for excellence always inspires both inside and outside an organization.

5. A willingness to tolerate and learn from mistakes
Punishing honest mistakes stifles creativity. Learning from mistakes encourages healthy
experimentation and converts negatives into positives.

6. Unquestioned integrity and consistency
Dishonesty and inconsistency undermine trust. Organizations and relationships thrive on
clarity, transparency, honesty, and reliable follow-through.

7. A pursuit of collaboration, integration, and holistic thinking
Turf wars and narrow thinking are deadly. Drawing together the best ideas and practices,
integrating the best people into collaborative teams, multiplies organizational strength.

8. Courage and persistence in the face of difficulty
The playing field is not always level, or life fair, but healthy cultures remain both realistic
about the challenges they face and unintimidated and undeterred by difficulty.

FIGURE 16.7
Eight characteristics of a 
healthy organization culture44
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A manager should keep the characteristics of a healthy organization climate in mind and focus 
on maintaining and building organization culture health whenever possible. For example, if man-
agers believe that organization culture is healthy, they should take steps to improve this health 
wherever possible. Even though an organization culture might be considered healthy, increasing 
the cultural focus on risk taking or on excellence in job performance might make the culture 
even healthier. On the other hand, a manager might believe that his or her organization culture is 
unhealthy. In such a case, the manager must determine what factors are making the organization 
culture unhealthy, take steps to eliminate those factors, and introduce ingredients into the culture 
that will make it healthy.

That was the strategy implemented by Jonathan Ciano when he became CEO of Uchumi 
Supermarkets in Kenya, Africa. Soon after joining the company, Ciano saw obvious signs that 
organization culture was unhealthy. Staff theft and unregulated procurement systems led to record 
debt and uncertainty regarding the company’s sustainability. To change the unhealthy culture into 
a healthy one, the new CEO confronted the issues of theft and uncontrolled procurement and also 
initiated a culture in which employees are able to think for themselves on behalf of the company. 
As a result, Uchumi employees are now making independent judgments and decisions.45

If Ciano’s steps to make organization culture healthier are successful, he will see signs such 
as organization members fixing mistakes rather than rationalizing them, and new ideas and 
information will start to flow freely within the company. On the other hand, if the organization 
culture does not become healthier, the CEO will see signs such as employees blaming others 
when mistakes occur.

In order for Tony Hsieh, the Zappos chief executive of-
ficer mentioned in the Challenge Case, to maintain a 
culture emphasizing customer service that exceeds ex-

pectations, he must understand the fundamental concepts 
of organization culture. He must also realize that in build-
ing this focus, he is actually attempting to build shared 
values within Zappos so that organization members view 
“delivering WOW” as a critical organizational activity. 
Ultimately, building and maintaining such a customer 
service culture at Zappos could help the company stay 
popular and profitable in the demanding retail industry. 
This culture can serve such useful and valuable functions 
at Zappos as enhancing company productivity, becoming 
part of the company’s strategy for success, and providing a 
rationale for adding new staff.

However, Hsieh’s organization culture challenges extend 
beyond the issue of customer service. It may be worthwhile for 
Hsieh to determine what type of overall organization culture he 
would like to see at Zappos. Options include establishing a clan 
culture, an adhocracy culture, a hierarchy culture, or a market 
culture. In making this determination, Hsieh should consider the 
challenges facing Zappos and anticipate which culture or combi-
nation of cultures would best help Zappos meet these challenges.

For a retailer such as Zappos, maintaining customer loyalty 
is one of the greatest challenges. As Hsieh continues his efforts to 

ensure that Zappos stands out because of its exceptional service, he 
should continue maintaining an organization culture that encour-
ages high performance. To create a high-performance culture, 
Hsieh must lead as a champion. That is, he must explain repeat-
edly why organization culture values such as delivering happiness, 
creating fun, and embracing change are critical for Zappos’s suc-
cess. He must also take steps to encourage organization members 
to act in ways that are consistent with the organization’s cultural 
values. To create this high-performance culture, Hsieh should 
additionally focus on linking work to Zappos’s mission and rec-
ognize and reward individuals whose actions are consistent with 
the company’s mission. In building a high-performance culture, 
Hsieh should take actions that include investing in outstand-
ing talent, holding managers accountable for their actions, and 
increasing organization members’ commitment to Zappos.

Besides establishing a customer service dimension of 
Zappos’s organization culture, Hsieh must plan on keeping the 
culture alive and well. Keeping the culture alive and well actu-
ally starts with Hsieh envisioning exactly what the culture should 
be. Without such a vision, he will be unable to tweak the culture 
over time to keep it consistent with this vision. In addition to a 
customer dimension, Hsieh’s vision of the culture could include a 
combination of dimensions focusing on areas such as quality, eth-
ics, innovation, spirituality, and diversity.

Once the vision of Zappos’s culture is complete in Hsieh’s 
mind, the process of keeping that culture alive and well should 
probably focus on Hsieh choosing the artifacts he would like 
to use to establish and maintain the organization culture. Such 
artifacts already include a values statement outlining Zappos’s key 

CHALLENGE CASE SUMMARY
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long run. Steps that Hsieh can take to appropriately socialize new 
organization members into Zappos’s culture include carefully 
p lanning the company’s recruitment process, providing meaning-
ful experiences at Zappos once individuals are hired, exposing 
newcomers to appropriate Zappos role models, and weeding out 
organization members when they do not seem to be fitting well 
into the company’s culture. Overall, Hsieh must focus on estab-
lishing a healthy organization culture at Zappos, a culture that 
facilitates the achievement of the company’s goals.

organization culture values. Other artifacts could be the develop-
ment of organizational myths and sagas, which can be used to 
perpetuate cultural values; special language and ceremonies to 
bring key ingredients of Zappos’s cultural values to life; and orga-
nization rewards that reinforce and encourage the behavior that is 
consistent with organization culture.

Bringing new organization members into Zappos’s culture 
is an important matter. Socializing new individuals into the cul-
ture will help ensure that the culture stays alive and well over the 
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 MyManagementLab: Assessing Your Management Skill
If your instructor has assigned this activity, go to mymanagementlab.com and decide 
what advice you would give a Zappos manager.

DEVELOPING MANAGEMENT SKILL This section is specially designed to help you 
develop organization culture skills. An individual’s organization culture skill is based on an 
understanding of organization culture concepts and on the ability to apply those concepts 
in various organizational situations. The following activities are designed both to heighten 
your understanding of organization culture concepts and to develop your ability to apply 
those concepts in a variety of organizational situations.

CLASS PREPARATION AND PERSONAL STUDY
To help you prepare for class, perform the activities outlined in this section. Performing these activities will help  
you to significantly enhance your classroom performance.

Reflecting on Target Skill

On page 367, this chapter opens by presenting a target management skill along with a 
list of related objectives outlining knowledge and understanding that you should aim to 
acquire related to that skill. Review this target skill and the list of objectives to make sure 
that you’ve acquired all pertinent information within the chapter. If you do not feel that 
you’ve reached a particular objective(s), study related chapter coverage until you do.

Know Key Terms

Understanding the following key terms is critical to your preparing for class. Define each 
of these terms. Refer to the page(s) referenced after a term to check your definition or to 
gain further insight regarding the term.
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establish and maintain this vision. Be sure to explain 
why you chose each artifact.

 16-3. List three challenges a manager might face in appro-
priately socializing new employees into an organiza-
tion culture. What advice would you give managers 
for how to meet these challenges?
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organizational socialization  381
healthy organization culture  382
unhealthy organization culture  382

Know How Management Concepts Relate

This section comprises activities that will further sharpen your understanding of  
management concepts. Answer essay questions as completely as possible.

 16-1. Explain the advantages and disadvantages of having 
a clan culture within an organization. As a manager, 
would this culture be hard for you to establish? Why 
or why not?

 16-2. Assume that you are a professor teaching a manage-
ment course. What vision would you have for the 
course culture? List three artifacts you would use to 

MANAGEMENT SKILLS EXERCISES
Learning activities in this section are aimed at helping you develop management skills.

 Cases

Zappos Doesn’t Sell Shoes—It  
“Delivers WOW”

“Zappos Doesn’t Sell Shoes—It ‘Delivers WOW’” (p. 368) and 
its related Challenge Case Summary were written to help 
you better understand the management concepts contained 
in this chapter. Answer the following discussion questions 
about the Challenge Case to better understand how concepts 
relating to organization culture be applied in a company such 
as Zappos.

 16-4. When Tony Hsieh came on board at Zappos, what first 
step would you have advised him to take to establish 
the customer-focused organization culture? Why is 
this the first step you would have recommended?

 16-5. Based on the information provided, including Hsieh’s 
vision for Zappos, which type of culture—a clan, 
 market, hierarchy, or adhocracy culture—is the most 
appropriate for the company? Why?

 16-6. Discuss how you would ensure that Zappos’s organi-
zation culture remains a high-performance culture.

Testing the Health of Goldman  
Sachs’s Culture

Read the case and answer the questions that follow. Studying 
this case will help you better understand how concepts relat-
ing to organization culture can be applied in a company such 
as Goldman Sachs.

When the real estate bubble, financial crisis, and major 
recession triggered waves of home foreclosures and lay-
offs, many saw investment banks as the villains. Among 
the supposed bad guys was Goldman Sachs, which recently 
settled with the Securities and Exchange Commission for 
$550 million. However, defenders—including CEO Lloyd 

Blankfein—have pointed out that Goldman’s strong culture 
enabled it to weather the storm and continue to lure great 
employees and prominent customers.

If Goldman’s culture is so great, how did the firm get 
caught up in the financial collapse at all? One explanation 
is that several forces caused management to drift away 
from upholding its traditional values. The investment bank 
was founded more than 140 years ago. Growth during the 
1970s prompted the firm to lay out in writing its princi-
ples for business conduct. Today, the 14 principles, starting 
with “Our clients’ interests always come first,” appear on 
Goldman’s website and are handed out to all new employ-
ees. But for a time, Goldman struggled to compete while 
putting clients first. Deregulation brought more firms into 
investment banking, and larger banks were willing to take 
risks that Goldman had avoided taking. When those risks 
were profitable, Goldman looked bad if it did not play. In 
addition, growth itself was a challenge because taking on 
more clients meant being less selective in choosing those 
clients.

Nevertheless, Goldman has remained a desirable employer. 
The firm hires less than 3 percent of those who apply to be 
analysts or associates—jobs that involve working 70 or more 
hours per week. In addition, Goldman has landed a spot on 
Fortune magazine’s list of great places to work every year 
since 1998, when the magazine started publishing the list. 
Because the rankings are based on feedback from employees, 
at least some employees must love Goldman. Their reasons 
could be the six- and seven-figure earnings common of jobs 
in the financial industry or perhaps perks such as the on-site 
health club and lectures by celebrities. But what employ-
ees consistently tell Fortune is that they primarily value the 
chance to be part of an elite team in a close-knit working com-
munity where their ideas are valued. They are also making 
major investment decisions that keep capitalism operating 
globally.
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Artifacts of a prosperity-valuing culture abound at 
Goldman’s headquarters in Manhattan. Like elegant attire, 
the building itself is a model of understated luxury, with no 
logo on the outside. Employees converge away from public 
view in the 11th-floor Sky Lobby, which features a beautiful 
coffee bar intended to promote informal communication. 
A spiral staircase leads from the Sky Lobby down a floor 
to the fitness center, which charges a monthly fee. The caf-
eteria not only is unsubsidized but also adjusts prices based 
on demand, just like the prices of financial securities are 
adjusted. Goldman assumes that its employees would rather 
take their compensation in dollars and decide what to buy—
say, lunch at the cafeteria or in one of the restaurants the 
firm lured to the block.

As Goldman moves forward, it is trying to reinforce the 
healthiest aspects of its culture and to fix where it has drifted 
away from those aspects. In selecting employees, recruiters 

continue to focus on teamwork skills, such as flexibility and 
communication. At the same time, the firm has crafted addi-
tional rules for limiting risks and has rolled out a training 
program to help employees apply the values of making ethi-
cal, client-focused decisions.46

Questions

 16-7. How would you define the organization culture of 
Goldman Sachs? Is it an environment where you 
would enjoy working?

 16-8. Using the Competing Values Framework, what type of 
culture exists at Goldman Sachs? Why do you think so?

 16-9. What advice would you give Goldman’s management 
for maintaining a healthy culture, especially regarding 
the ethics and customer dimensions of its culture?

Experiential Exercises

Exploring the Values of New Recruits

Directions. Read the following scenario and then perform the 
listed activities. Your instructor may want you to perform the 
activities as an individual or within groups. Follow all of your 
instructor’s directions carefully.

You are the head of the human resources department at 
a major real estate investment company that is involved in 
buying and selling commercial real estate around the world. 
You have a new job opening, and next week you will be 
going to the Kelly School of Business at Indiana University 
to interview graduating students who might fill this posi-
tion. Today you are meeting with a small group of human 
resource personnel to develop a plan for discovering during 
the job interviews the personal values that prospective job 
applicants have. You and your team understand that discov-
ering such values is an important part of the organizational 
socialization process.

Directions. Your instructor will divide your class into 
small groups and designate who will be the head of human 
resources. This individual will lead the group in develop-
ing its plan. Later in the class, your instructor might ask 
someone from each group to actually conduct the planned 
employment interview with someone outside the group. This 
interview might be recorded and replayed in class for special 
discussion and learning opportunities.

You and Your Career

You are looking for a job and see an opening that piques 
your interest. You like the position and are qualified for it. In 
preparing for your employment interview, you decide to ask 
three questions about the organization’s culture that will be 
vital to you in assessing the likelihood of your career flour-
ishing with the company. List the three questions that you 
believe would help you assess the degree of career success 
you might have with the company. Explain why you would 
ask each question.

Building Your Management  
Skills Portfolio

Your Management Skills Portfolio is a collection of activities 
specially designed to demonstrate your management knowl-
edge and skill. Be sure to save your work. Taking your printed 
portfolio to an employment interview could be helpful in 
obtaining a job.

The portfolio activity for this chapter is Establishing 
Organization Culture at Eden’s Fresh Company. Read the fol-
lowing about Eden’s Fresh Company and perform the skills 
activities that follow.

Sales Executive Opening

Opening: Chicago Sales Executive

Company: Real Estate Sales Worldwide, 215 employees

Salary: USD 50,000/year

Benefits: Medical, Dental, Vision, 401(k), and Vacation

Industry: Real Estate

Location: Chicago, IL

Status: Full Time, Employee

Career: No Experience Necessary

Education Required: Bachelor’s Degree

Expectations of Employee: Team-oriented individual will be 
successful in direct sales, will possess time management skills, 
will contribute to overall marketing plan, will provide innovative 
ideas, and will increase sales volume in slow periods.

Essential Job Duties Include: Soliciting new real estate buyers 
in the local market, following furnished sales leads, designing 
and executing strategies to meet sales goals, analyzing market 
trends, attending networking events, attending trade shows, 
scheduling property tours with customers, making sales presen-
tations, and scheduling meetings with customers.
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Brian Certo had just graduated from Rollins College with 
an MBA. Rather than entering the job market, he decided to 
open Eden’s Fresh Company, a fast casual restaurant special-
izing in salads and wraps in Winter Park, Florida.

Brian began planning for the opening of Eden’s by 
producing a spreadsheet reflecting all projected costs and 
anticipated revenues. After developing a spreadsheet busi-
ness model that seemed workable, Brian began taking steps 
to start his restaurant. His first step was to recruit a partner, 
Colin Knight, who had just graduated from the University of 
Florida. Together, Brian and Colin acquired funding, selected 
and renovated a site, interviewed and chose suppliers, 
designed the restaurant’s décor, and purchased appropriate 
equipment and furnishings. As one of the final steps, they 
hired eight employees and began training them.

Skills Activities

Assume that you are opening Eden’s. The last part of your 
planning is to design and implement the organization culture 
that you would like to exist within the restaurant. Perform 
the organization culture planning tasks that follow:

 16-10. Write a paragraph describing the type of organiza-
tion culture you would like to establish at Eden’s. Be 
sure to include all of the values that you would like 
to exist.

 16-11. List and discuss in detail five cultural artifacts you 
would use to implement and maintain the values 
included in your organization culture vision.

Artifact 1:

What organization culture value does this artifact 
emphasize and how?

Artifact 2:

What organization culture value does this artifact 
emphasize and how?

Artifact 3:

What organization culture value does this artifact 
emphasize and how?

Artifact 4:

What organization culture value does this artifact 
emphasize and how?

Artifact 5:

What organization culture value does this artifact 
emphasize and how?
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 MyManagementLab: Writing Exercises

If your instructor has assigned this activity, go to mymanagementlab.com for  
the following assignments: 

Assisted Grading Questions
16-12. Define organization culture and explain why organization culture skill is valuable  

to managers.
16-13. How would you turn an unhealthy organization culture into a healthy one?  

Be as specific as possible.
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MyManagementLab®

Go to mymanagementlab.com to complete the problems marked with this icon  .

Controlling, Information, 
and Technology
T A R G E T  S K I L L

Controlling Skill: the ability to use information and 
technology to ensure that an event occurs as it was 
planned to occur

O B J E C T I V E S

To help build my controlling skill, when studying this chapter,  
I will attempt to acquire:

1 A definition of control

2 A thorough understanding of the controlling process

3 Insights into the relationship between power and control

4 An understanding of the role of information in the control 
process

5 An appreciation of the importance of an information 
system (IS) to an organization

 MyManagementLab: Learn It
If your instructor has assigned this activity, go to mymanagementlab.com before 
 studying this chapter to take the Chapter Warm-Up and see what you already know.
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Sperry Van Ness addressed the market challenges by using 
technology to better control its inventory, which, the company 
hoped, would spur sales. It recently became one of the first 
organizations in the commercial real estate industry to adopt a 
mobile marketing platform called Qonnect.mobi. Through the 
use of two-dimensional barcodes, Qonnect enables Sperry Van 
Ness to manage its commercial property listings. By  scanning 
the barcodes with a smartphone, users can gain immediate, 
handheld access to Sperry Van Ness’s commercial listings 
around the world, which include comprehensive information 
about each property, along with images, video, and more.

The Sperry Van Ness office in Chicago was the first to 
 implement the new technology, using it to market 13,000 
square feet of restaurant and retail space in a luxury high-rise 
development in Chicago’s trendy Fulton River district.

Here’s how the process works: As soon as the contract is 
signed, the Sperry Van Ness broker uses Qonnect to list the 
property. The listing becomes available instantaneously via 
mobile phone to brokers and investors, who can access all the 
information they might need about the property.

During a challenging economy, quick turnaround is an 
even more critical factor in real estate. For that reason, the 
Qonnect platform represents a competitive advantage for 
Sperry Van Ness. Said company president and CEO Kevin 
Maggiacomo, “This new mobile marketing platform is a result 
of our efforts to improve our efficiencies in marketing our 
listings.”1

THE CONTROLLING CHALLENGE
According to the Challenge Case, issues at Sperry Van 
Ness involve maintaining and improving the speed of 
operations, internal communication, and communication 
with clients and prospective clients. The management 
function called control can help professionals at Sperry 
Van Ness and other organizations improve such issues, 
and the material in this chapter explains why these 
activities are considered controlling. The following 
material also elaborates on the control function as a 
whole. Major topics in this chapter are (1) fundamentals 
of controlling, (2) power and control, (3) information, and 
(4) information systems.

Sperry Van Ness was founded in 1987 in Irvine, 
California, and since that time the organization has grown rap-
idly. Today, its nearly 1,000 real estate professionals work in the 
more than 150 Sperry Van Ness locations in the United States 
and overseas. The company offers a full range of real estate 
services, including brokerage, consulting, asset management, 
property management, leasing, accelerated marketing, and 
auction services.

The recent global economic downturn had a chilling ef-
fect on the real estate market. For nearly two years, commercial 
lending in the United States slowed almost to a stop, creating 
a weak market with more sellers anxious to unload proper-
ties than buyers interested in purchasing those properties. A 
construction boom that ended with the downturn resulted in a 
glut of office and commercial space, much of it standing vacant 
while builders attempted to recoup their investments.

Sperry Van Ness: Harnessing Technology  
for Business Success

Companies that handle inventory often rely on information-gathering systems to 
help them with the controlling process. For commercial real estate brokerage firms, 
“inventory” consists of real estate listings. Commercial real estate brokerage Sperry 

Van Ness uses the power of wireless technology to track inventory and maintain its competitive 
position.
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With the adoption of the mobile  marketing platform 
Qonnect, Sperry Van Ness can  communicate new 
commercial real estate listings instantaneously, 
which could improve sales.
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THE FUNDAMENTALS  
OF CONTROLLING
As the scale and complexity of modern organizations grow, so does the problem of control in 
organizations. Prospective managers, therefore, need a working knowledge of the essentials of 
the controlling function.2 To this end, the following sections provide a definition of control, a 
definition of the process of controlling, and a discussion of the various types of control that can 
be used in organizations.

Defining Control

Stated simply, control entails ensuring that an event occurs as it was planned to occur.3 As im-
plied by this definition, planning and control are virtually inseparable functions.4 In fact, these 
two functions have been called the Siamese twins of management.5

Murphy’s Law is a lighthearted adage that makes the serious point that managers should 
continually control—that is, they should check to see that organizational activities and processes 
are going as planned. According to Murphy’s Law, anything that can go wrong will go wrong.6 
This law reminds managers to remain alert for possible problems because even if a management 
system appears to be operating well, it might actually be eroding under the surface. Therefore, 
managers must always seek feedback on how the system is performing and must make corrective 
changes whenever warranted.

Controlling is the process managers go through to control. According to Robert Mockler, 
controlling is

a systematic effort by business management to compare performance to predetermined 
standards, plans, or objectives to determine whether performance is in line with these stan-
dards and presumably to take any remedial action required to see that human and other cor-
porate resources are being used in the most effective and efficient way possible in achieving 
corporate objectives.7

For example, production workers generally have daily production goals. At the end of each 
working day, the number of units produced by each worker is recorded so that weekly produc-
tion levels can be determined. If these weekly totals are significantly below weekly goals, the 
supervisor must take corrective action to ensure that actual production levels equal planned pro-
duction levels. If, on the other hand, production goals are being met, the supervisor should allow 
work to continue as it has in the past.8

The following sections discuss the controlling subsystem and provide more details about the 
control process itself.

The Controlling Subsystem

As with the planning, organizing, and influencing functions described in earlier chapters, con-
trolling can be viewed as a subsystem of the overall management system. The purpose of this 
subsystem is to help managers enhance the success of the overall management system through 
effective controlling. Figure 17.1 shows the specific components of the controlling subsystem.

THE CONTROLLING PROCESS
As Figure 17.2 illustrates, three main steps are in the controlling process:
1. Measuring performance
2. Comparing measured performance to standards
3. Taking corrective action

Measuring Performance

Before managers can determine what must be done to make an organization more effective and effi-
cient, they must measure current organizational performance.9 However, before they can take such 
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a measurement, they must establish some unit of measure that gauges performance and observe the 
quantity of this unit as generated by the  employee whose performance is being measured.10

How to Measure. A manager who wants to measure the performance of five janitors, for 
example, first must establish units of measure that represent janitorial performance—such 
as the number of floors swept, the number of windows washed, or the number of lightbulbs 
changed. After designating these units of measure, the manager has to determine the num-
ber of each of these units accomplished by each janitor. The process of determining both the 
units of measure and the number of units associated with each janitor furnishes the manager 
with a measure of janitorial performance.
What to Measure. Managers must always keep in mind that a wide range of organizational 
activities can be measured as part of the control process. For example, the amounts and 
types of inventory on hand are commonly measured to control inventory, whereas the qual-
ity of goods and services being produced is commonly measured to control product quality. 
Performance measurements can relate as well to various effects of production, such as the 
degree to which a particular manufacturing process pollutes the atmosphere.
The degree of difficulty in measuring various types of organizational performance, of 

course, is determined primarily by the activity being measured. For example, it is far more dif-
ficult to measure the performance of a highway maintenance worker than it is to measure the 
performance of a student enrolled in a college-level management course.

Comparing Measured Performance  
to Standards

Once managers have taken a measure of organizational performance, their next step in con-
trolling is to compare this measure against some standard. A standard is the level of activity 

Objectives
The controller (or comptroller) is responsible for all accounting activities within the organization.

Functions
1. General accounting—Maintain the company’s accounting books, accounting records, and

forms.

a. Preparing balance sheets, income statements, and other statements and reports
b. Giving the president interim reports on operations for the recent quarter and fiscal year

to date
c. Supervising the preparation and filing of reports to the SEC

2. Budgeting—Prepare a budget outlining the company’s future operations and cash
requirements.

3. Cost accounting—Determine the cost to manufacture a product and prepare internal
reports for management of the processing divisions.

a. Developing standard costs
b. Accumulating actual cost data
c. Preparing reports that compare standard costs to actual costs and highlight unfavor-

able differences

4. Performance reporting—Identify individuals in the organization who control activities and
prepare reports to show how well or how poorly they perform.

5. Data processing—Assist in the analysis and design of a computer-based information
system. Frequently, the data-processing department is under the controller, and the con-
troller is involved in management of that department as well as other communications
equipment.

6. Other duties—Other duties that may be assigned to the controller by the president or by
corporate bylaws include:

a. Tax planning and reporting
b. Service departments such as mailing, telephone, janitors, and filing
c. Forecasting
d. Corporate social relations and obligations

FIGURE 17.1
Specific components  
of the controlling subsystem
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established to serve as a model for evaluating organizational performance.11 The performance 
evaluated can be that of the organization as a whole or that of some individuals working within 
the organization.12 In essence, standards are the yardsticks that determine whether organiza-
tional performance is  adequate or inadequate.13

Studying operations at General Electric (GE) will give us some insights into the different 
kinds of standards managers can establish. GE has established the following standards:

1. Profitability standards—In general, these standards indicate how much money GE would 
like to make as profit over a given period—that is, its return on investment. Increasingly, 
GE is using computerized preventive maintenance on its equipment to help maintain prof-
itability standards. Such maintenance programs have reduced labor costs and equipment 
 downtime and have thereby helped raise company profits.

2. Market position standards—These standards indicate the share of total sales in a particular 
market that GE would like to have relative to that of its competitors. GE market position 
standards were set by company chairman John F. Welch, Jr., in 1988, when he announced 
that henceforth, any product his company offers must achieve the highest or second-highest 
market share compared to similar products offered by competitors, or that product will be 
eliminated or sold to another firm.

3. Productivity standards—How much various segments of the organization should produce is 
the focus of these standards. Management at GE has found that one of the best ways to convince 
organization members to commit themselves to increasing company productivity is simply to 
treat them with dignity and make them feel part of the GE team.

4. Product leadership standards—GE intends to assume a leading position in product inno-
vation in its field. Product leadership standards indicate what must be done to attain such a 
position. Reflecting this interest in innovation, GE has pioneered the development of synthetic 
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FIGURE 17.2 The controlling subsystem
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diamonds for industrial use. In fact, GE is considered 
the leader in this area, having recently discovered a 
method for making synthetic diamonds at a purity 
of 99.9 percent. In all probability, such diamonds will 
eventually be used as a component of super-high-speed 
computers.

5. Personnel development standards—Standards in this 
area include the type of training programs that GE 
personnel should undergo in order to properly expand 
their skill sets. GE’s commitment to sophisticated train-
ing technology indicates the seriousness with which 
the company takes personnel development standards. 
Company training sessions are commonly supported 
by sophisticated technology such as large-screen pro-
jection systems, computer-generated visual aids, com-
bined video and computer presentations, and laser 
videos.

6. Employee attitudes standards—These standards indi-
cate what types of attitudes GE managers should strive 
to inculcate in GE employees. Like many other companies today, GE is trying to create in its 
employees positive attitudes toward product quality.

7. Social responsibility standards—GE recognizes its responsibility to make contributions to 
society. Standards in this area outline the levels and types of contributions management be-
lieves GE should make. One recent activity that reflects GE’s social responsibility standards is 
the renovation of San Diego’s Vincent de Paul Joan Kroc center for the homeless, which was 
accomplished by work teams made up of GE employees. These teams painted, cleaned, and 
remodeled a building to create a better facility for some of San Diego’s disadvantaged citizens.

8. Standards reflecting the relative balance between short- and long-range goals—These 
standards express the relative emphasis that should be placed on attaining various short- and 
long-range goals. GE recognizes that short-range goals exist to enhance the probability that 
long-range goals will be attained.

Successful managers pinpoint all the important areas of organizational performance and estab-
lish corresponding standards in each area.14 Managers at American Airlines, for example, have 
set two specific standards for appropriate performance of its airport ticket offices: (1) At least 95 
percent of the posted flight arrival times should be accurate, meaning that actual arrival times do 
not deviate more than 15 minutes from the posted times, and (2) at least 85 percent of customers 
coming to the airport ticket counter should not have to wait more than 5 minutes to be serviced.

Taking Corrective Action 

After actual performance has been measured and compared with established performance stan-
dards, the next step in the controlling process is to take corrective action, if necessary. Corrective 
action is managerial activity aimed at bringing organizational performance up to the level of per-
formance standards.15 In other words, corrective action focuses on correcting the organizational 
mistakes that are hindering organizational performance. Before taking any corrective action, 
however, managers should make sure that the standards they are using were properly established 
and that their measurements of organizational performance are valid and reliable.16

Recognizing Problems. At first glance, it seems a fairly simple proposition that a manager 
should take corrective action to eliminate a problem—any factor within an organization 
that is a barrier to organizational goal attainment.17 In practice, however, it often proves dif-
ficult to pinpoint the problem that is causing some undesirable organizational effect. Let us 
suppose that a performance measurement indicates that a certain worker is not adequately 
passing on critical information to fellow workers. If the manager is satisfied that the com-
munication standards are appropriate and that the performance measurement information is 
both valid and reliable, the manager should take corrective action to eliminate the problem 
causing this substandard performance.

Performance standards for  
an airline would include  
on-time arrivals, wait times for 
service at the ticket counter, 
productivity, and customer 
satisfaction scores. Can you 
think of other standards that 
might apply?
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Recognizing Symptoms. What exactly is the problem causing substandard communication 
in this situation? Is it that the worker is not communicating adequately simply because he or 
she doesn’t want to communicate? Is it that the job makes communication difficult? Is it that 
the worker does not have the necessary training to communicate in an appropriate  manner? 
Before attempting to take corrective action, the manager must determine whether the 
worker’s failure to communicate is a problem in itself or is a symptom—a sign that a problem 
exists.18 For example, the worker’s failure to communicate adequately could be a symptom of 
inappropriate job design or a cumbersome organizational structure.

Once the problem has been properly identified, corrective action can focus on one or 
more of the three primary management functions of planning, organizing, and influencing. 
That is, corrective action can include such activities as modifying past plans to make them 
more suitable for future organizational endeavors, making an existing organizational struc-
ture more suitable for existing plans and objectives, or restructuring an incentive program 
to ensure that efficient producers are rewarded more than inefficient producers. Note that 
because planning, organizing, and influencing are closely related, it is likely that the corrective 
action taken in one area will necessitate some corresponding action in one or both of the other 
two areas.

Many organizations use technology to help support their controlling activities. At discount 
retailer Stein Mart, for example, store managers use Oracle Retail, a suite of merchandising 
and planning tools, to help them minimize merchandising errors and take necessary corrective 
action. Stein Mart management recently purchased and implemented the Oracle system to help 
the company carry out its goals of delivering fresh merchandise to every store and gaining a thor-
ough understanding of its unique customer base.19

 MyManagementLab: Watch It, Zane’s Cycles
If your instructor has assigned this activity, go to mymanagementlab.com to  
watch a video and answer the questions about how a bicycle shop meets standards for 
customer service.

POWER AND CONTROL
To control successfully, managers must understand not only the control process but also how 
organization members relate to it. Up to this point, the chapter has emphasized the nonhuman 
variables of controlling. This section focuses on power, perhaps the most important human-
related variable in the control process. The following sections present a definition of power, 
elaborate on the total power of managers, and list the steps managers can take to increase their 
power over other organization members.

A Definition of Power

Perhaps the two most-often-confused terms in management are power and authority. Authority 
was defined in Chapter 11 as the right to command or give orders. The extent to which an indi-
vidual is able to influence others so that they respond to orders is called power.20 The greater this 
ability, the more power an individual is said to have.

Power and control are closely related. To illustrate, after comparing actual performance with 
planned performance and determining that corrective action is necessary, a manager usually 
gives orders to implement this action. Although the orders are issued by virtue of the manager’s 
organizational authority, they may or may not be followed precisely, depending on how much 
power the manager has over the individuals to whom the orders are addressed.

Business and management scholar and Stanford University professor Jeffrey Pfeffer claims 
that managers must learn how to wield power in order to advance their organization’s agenda. 
In fact, he says, many highly competent professionals have floundered in management careers 
because they are uncomfortable with using power.21 In the following sections, we describe the 
different types of power and the steps managers may take to increase their power.
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Total Power of a Manager

The total power a manager possesses is made up of two different kinds of power: position 
power and personal power. Position power is power derived from the organizational position 
a manager holds.22 In general, a manager moving from lower-level management to upper-level 
management accrues more position power. Personal power is power derived from a manager’s 
relationships with others.23

Steps for Increasing Total Power

Managers can increase their total power by enhancing either their position power or their per-
sonal power, or both. Position power is generally enhanced by a move to a higher organizational 
position, but most managers have little personal control over when they will move up in an or-
ganization. Managers do, however, have substantial control over the amount of personal power 
they hold over other organization members. John P. Kotter stresses the importance of developing 
personal power:

To be able to plan, organize, budget, staff, control, and evaluate, managers need some con-
trol over the many people on whom they are dependent. Trying to control others solely by 
directing them and on the basis of the power associated with one’s position simply will not 
work—first, because managers are always dependent on some people over whom they have 
no formal authority, and second, because virtually no one in modern organizations will pas-
sively accept and completely obey a constant stream of orders from someone just because he 
or she is the “boss.”24

To increase personal power, a manager should attempt to develop the following attitudes and 
beliefs in other organization members:25

1. A sense of obligation toward the manager—If a manager succeeds in developing this sense 
of obligation, other organization members will allow the manager to influence them to a 
certain extent. The basic strategy suggested for creating this sense of obligation is to do per-
sonal favors for people.

2. A belief that the manager possesses a significant level of expertise within the 
 organization—In general, a manager’s personal power increases as organization members 
perceive that the manager’s level of expertise is significant. To raise perceptions of their 
 expertise, managers must quietly make their notable achievements visible to others and cre-
ate a successful track record and a solid professional reputation.

multicultural group: Colleagues interpret their polite-
ness as a lack of good ideas.

Managers can address differences by learning which 
tactics are valued in the cultures of their organizations 
and developing skill in those tactics. In addition, for orga-
nizations to benefit from all managers’ ideas, they must 
identify their managers’ unspoken expectations about 
power. Leaders accustomed to arguing about ideas might 
also create channels for ideas to develop through the 
calmer influence tactics of consultation and collaboration 
in networks built on trust and position in the hierarchy.26

Across cultures, effective use of power means suc-
cessfully influencing others and using tactics that 

others consider appropriate. But global organizations 
are realizing that different cultures understand power 
differently. The influence tactic most often used and 
 respected across cultures is rational persuasion— 
arguing that an idea is supported by facts and logic. 
However, in cultures that value group harmony over 
individuality, such as many Asian cultures, forcefully 
arguing for an idea is considered rude. Managers from 
these cultures thus operate at a disadvantage in a 

Exercising Power across Cultures

Tips for Managing around the Globe
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3. A sense of identification with the manager—The manager can strive to develop this iden-
tification by behaving in ways that other organization members respect and by espousing 
the goals, values, and ideals that the organization members commonly hold. The following 
passage illustrates how a certain sales manager took steps to increase the degree to which his 
subordinates identified with him:

One vice president of sales in a moderate-sized manufacturing company was reputed to be 
so much in control of his sales force that he could get them to respond to new and different 
marketing programs in a third of the time taken by the company’s best competitors. His 
power over his employees was based primarily on their strong identification with him and 
what he stood for. Immigrating to the United States at age seventeen, this person worked 
his way up “from nothing.” When made a sales manager in 1965, he began recruiting other 
young immigrants and sons of immigrants from his former country. When made vice 
president of sales in 1970, he continued to do so. In 1975, 85 percent of his sales force was 
made up of people whom he hired directly or who were hired by others he brought.27

4. The perception that they are dependent on the manager—The main strategy here is to 
clearly convey the amount of authority the manager has over organizational resources—not 
only those necessary for organization members to do their jobs, but also those that organiza-
tion members personally receive in such forms as salaries and bonuses. This strategy is aptly 
reflected in the managerial version of the Golden Rule: “He who has the gold makes the rules.”

Making Controlling Successful

In addition to avoiding the potential barriers to successful controlling mentioned in the previous 
section, managers can perform certain activities to make the control process more effective. To 
increase the quality of the controlling subsystem, managers should make sure that controlling 
activities take all of the following factors into account.

Specific Organizational Activities Being Focused On Managers should 
make sure that the various facets of the control process are appropriate to the control activ-
ity under consideration. For example, standards and measurements concerning a line worker’s 
productivity are much different from standards and measurements concerning a vice president’s 
productivity. Controlling ingredients related to the productivity of these individuals, therefore, 
must be different if the control process is to be applied successfully.

Different Kinds of Organizational Goals Control can be used for such dif-
ferent purposes as standardizing performance, protecting organizational assets from theft and 
waste, and standardizing product quality.28 Managers should remember that the control process 
can be applied to many different facets of organizational life and that, if the organization will 
 receive maximum benefit from controlling, each of these facets must be emphasized.

Timely Corrective Action Some amount of time will necessarily elapse as managers 
gather control-related information, develop necessary reports based on this information, and 
decide what corrective action should be taken to eliminate a problem. However, managers should 
take the corrective action as promptly as possible and before the situation depicted by the gath-
ered information changes. Unless corrective actions are timely, the organizational advantage of 
taking those actions may not materialize.

Communication of the Mechanics of the Control Process Managers 
should also take steps to ensure that people know exactly what information is required for a 
particular control process, how that information is to be gathered and used to compile various 
reports, what the purposes of the various reports actually are, and what corrective actions are 
appropriate, given the information in those reports. The lesson here is simple: For control to 
be successful, all individuals involved in controlling must have a working knowledge of how the 
control process operates.29
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ESSENTIALS OF INFORMATION
As mentioned in the previous sections, controlling is the process of making things happen as 
planned. Of course, managers cannot make things happen as planned if they lack information on 
the manner in which various events in the organization occur. The remainder of this chapter dis-
cusses the fundamental principles of handling information in an organization by first presenting 
the essentials of information and then examining both information technology and information 
systems (IS).

The process of developing information begins with gathering some type of facts or 
 statistics, called data. Once gathered, data typically are analyzed. In general terms, informa-
tion refers to details about a project or the set of conclusions derived from data analysis. In 
 management terms, however, information refers to the set of conclusions derived from the 
analysis of data that relate to the operation of an organization. Before a project commences, 
then, it is important for team members to reach agreement on what the term information 
will mean to them. In this way, they will be assured of operating from a point of mutual 
understanding.30

As examples illustrating the relationship between data and information, managers gather 
data regarding pay rates that individuals receive within certain industries to collect information 
about how to develop competitive pay rates, data regarding hazardous-materials accidents to 
gain information about how to improve worker safety, and data regarding customer demograph-
ics to gain information about product demand in the future.31 Large organizations often use 
information systems to help them spot market trends and respond quickly and efficiently.32 In 
addition, many successful organizations are using the power of information systems to change 
the way they approach innovation.33

The information that managers receive heavily influences managerial decision making, 
which in turn determines the activities that will be performed within the organization, which 
ultimately determines the eventual success or failure of the organization. Some management 
writers consider information to be of such fundamental importance to the management pro-
cess that they define management as the process of converting information into action through 
decision making.34 The next sections discuss the factors that influence the value of information 
and how to evaluate information.

Factors Influencing the 
Value of Information

Some information is more valuable than other informa-
tion.35 The value of information is defined in terms of the 
benefit that can accrue to an organization through the use 
of that information.36 The greater this benefit, the more 
valuable the information.

Four primary factors determine the value of information:

1. Information appropriateness
2. Information quality
3. Information timeliness
4. Information quantity

In general, management should encourage the gen-
eration, distribution, and use of organizational information 
that is appropriate, of high quality, timely, and of sufficient 
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quantity. Following this guideline will not necessarily guarantee that sound decisions are made, 
but it will ensure that the resources necessary to make sound decisions are available.37 Each 
of  the factors that determines information value is discussed in more detail in the paragraphs 
that follow.

Information Appropriateness Information appropriateness is defined in terms of 
how relevant the information is to the decision-making situation the manager faces. If the infor-
mation is quite relevant, then it is said to be appropriate. Generally, as the appropriateness of the 
information increases, so does the value of that information.

Figure 17.3 presents the characteristics of the information that is appropriate for the follow-
ing common decision-making situations:38

1. Operational control
2. Management control
3. Strategic planning

Operational Control, Management Control, and Strategic Planning 
Decisions Operational control decisions relate to ensuring that specific organizational tasks 
are carried out effectively and efficiently. Management control decisions relate to obtaining and 
effectively and efficiently using the organizational resources necessary to reach organizational 
objectives. Strategic planning decisions relate to determining organizational objectives and desig-
nating the corresponding actions necessary to reach those objectives.

As Figure 17.3 shows, the characteristics of appropriate information change as managers 
shift from making operational control decisions to making management control decisions to 
making strategic planning decisions. Strategic planning decision makers need information that 
focuses on the relationship of the organization to its external environment, emphasizes the future, 
is wide in scope, and presents a broad view. The appropriate information for this type of decision 
is generally not completely current, but tends to be more historical in nature. In addition, this 
information does not need to be completely accurate because strategic decisions tend to be char-
acterized by some subjectivity and focus on areas that are difficult to measure, such as customer 
satisfaction.

The information appropriate for making operational control decisions has dramatically dif-
ferent characteristics from those of the information appropriate for making strategic planning 
decisions. Operational control decision makers need information that focuses, for the most part, 
on the internal organizational environment, emphasizes the performance history of the organiza-
tion, and is well defined, narrow in scope, and detailed. In addition, the appropriate information 
for this type of decision is both extremely current and extremely accurate.

The information appropriate for making management control decisions generally has char-
acteristics that fall somewhere between the extremes of appropriate operational control informa-
tion and appropriate strategic planning information.

CHARACTERISTICS
OF INFORMATION

Source

Scope

Level of aggregation

Time horizon

Currency

Required accuracy

Frequency of use

OPERATIONAL
CONTROL

Largely internal

Well defined, narrow

Detailed

Historical

Extremely current

High

Very frequent

MANAGEMENT
CONTROL

STRATEGIC
PLANNING

External

Very wide

Aggregate

Future

Quite old/historical

Low

Infrequent

FIGURE 17.3
Characteristics of the 
information that is 
appropriate for decisions 
related to operational 
control, management control, 
and strategic planning
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Information Quality The second primary factor that determines the value of infor-
mation is information quality—the degree to which information represents reality. The more 
closely information represents reality, the higher the quality and the greater the value of that 
information. In general, the higher the quality of information available to managers, the better 
equipped managers are to make appropriate decisions and the greater the probability that the 
organization will be successful over the long term.

Perhaps the most significant factor in producing poor-quality information is data 
 contamination. Inaccurate data gathering can result in information that is of low quality and is 
thus a poor representation of reality.39

Information Timeliness Information timeliness, the third primary factor that deter-
mines the value of information, is the extent to which the receipt of information allows decisions to 
be made and action to be taken so that the organization can gain some benefit from possessing the 
information. Information received by managers at the point when it can be used to the organiza-
tion’s advantage is said to be timely.

For example, a product may be selling poorly because its established market price is signifi-
cantly higher than the price of competitive products. If management receives this information 
after the product has been discontinued, the information will be untimely. If, however, manage-
ment receives it soon enough to be able to adjust the selling price of the product and thereby 
significantly increase sales, it will be timely.

Information Quantity The fourth and final determinant of the value of informa-
tion is information quantity—the amount of decision-related information managers possess. 
Before making a decision, managers should assess the quantity of information they possess 
that  relates to the decision being made. If this quantity is judged to be insufficient, more 
 information should be gathered before managers make the decision. If the amount of infor-
mation is judged to be as complete as necessary, managers can feel justified in making the 
decision.

Note that there is such a thing as too much information. According to Rick Feldcamp of 
Century Life of America, information overload—too much information to consider  properly—
can make managers afraid to make decisions and can result in important decisions going 
unmade. Information overload, commonly referred to as “paralysis by analysis,” is generally con-
sidered the major cause of indecision in organizations.”40

historical data, help airlines schedule maintenance 
 before parts fail.

However, working with this large volume of data 
poses challenges. An organization can overwhelm manag-
ers with a flood of unusable statistics. To make the most of 
big data, companies need a business goal for the informa-
tion-analyzing project, not just a notion of sifting through 
data. Also, the information-analyzing project should deliver 
the information in a format that managers can understand. 
Presenting information in graphs, maps, meaningful col-
ors, and other visual aids makes it more usable.41

The Internet and powerful computers let companies 
gather previously unimaginable amounts of data 

and analyze it to guide their decisions. This practice, 
known as “big data,” helps managers make better- 
informed decisions. Raytheon and Harley-Davidson 
use computers in their factories to measure every 
detail of production activities. If a machine fails to turn 
a screw the correct number of times or the tempera-
ture in a painting booth varies from specifications, an 
 error message triggers a correction. GE Aviation pro-
vides aircraft with sensors whose data, combined with 

Getting a Handle on “Big Data”

Steps for Success
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Evaluating Information

Evaluating information is the process of determining whether the acquisition of specific infor-
mation is justified. As with all evaluations of this kind, the primary concern of management 
should be to weigh the dollar value of the benefit gained from using some quantity of informa-
tion against the cost of generating that information.

Identifying and Evaluating Data According to the flowchart in Figure 17.4, 
the first major step in evaluating organizational information is to ascertain the value of that 
 information by pinpointing the data to be analyzed and then determining the expected value or 
return to be gained from obtaining perfect information based on these data. Then this expected 
value is reduced by the amount of benefit that will not be realized because of the deficiencies and 
inaccuracies expected to appear in the information.

Evaluating the Cost of Data Next, the expected value of the organizational infor-
mation is compared with the expected cost of obtaining that information. If the expected cost 

Start

Select data to be evaluated

Estimate expected value of perfect
information (complete and accurate,

with maximum utilities)

Discount for:
1. Deficiencies and inaccuracies (estimate

expected value of information)
2. Missing utilities (problems in form, timing,

and location) to yield actual value of 
information

Compare value with cost of information

Does
actual value of

information exceed
its costs?

Acquire information

Stop or repeat for next data

— or —

1. Increase value by decreasing inaccuracy
or increasing utilities

2. Reduce cost by increasing inaccuracy
or reducing utilities

Wish to
continue? Stop

Yes

NoNo

Yes

FIGURE 17.4 Flowchart of main activities in evaluating information
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does not exceed the expected value, the information should be gathered. If it does exceed the 
expected value, managers must either increase the information’s expected value or decrease its 
expected cost before the information gathering can be justified. If neither of these objectives is 
possible, management cannot justify gathering the information.

THE INFORMATION SYSTEM (IS)
Technology consists of any type of equipment or process that organization members use in 
the performance of their work. This definition includes tools as old as a blacksmith’s anvil and 
tools as new and innovative as virtual reality. This section discusses one segment of technology, 
information technology (IT), which is technology such as computers and telecommunication 
devices that focuses on the use of information in the performance of work.

An information system (IS) is a network of applications established within an organization 
to provide managers with the information that will assist them in decision making.42 The follow-
ing, more complete definition of an IS was developed by the Management Information System 
Committee of the Financial Executives Institute:

A system designed to provide selected decision-oriented information needed by manage-
ment to plan, control, and evaluate the activities of the corporation. It is designed within a 
framework that emphasizes profit planning, performance planning, and control at all levels. 
It contemplates the ultimate integration of required business information subsystems, both 
financial and nonfinancial, within the company.43

The typical IS is a formally established organizational network that gives managers  continual 
access to vital information. For example, the IS normally provides managers with ongoing 
reports relevant to significant organizational activities such as sales, worker productivity, 
and labor turnover. Based on information they gain via an IS, managers make decisions that 
are aimed at improving organizational performance. Because the typical IS is characterized 
by computer usage, managers can use an IS to gain online access to company records and 
condensed information in the form of summaries and reports. Overall, the IS is a planned, 
systematic mechanism for providing managers with relevant information in a systematic 
fashion.44

The title of the specific organization member responsible for developing and maintaining 
an IS varies from organization to organization. In smaller organizations, a president or vice 
president may have this responsibility. In larger organizations, an individual with a title such as 
“director of information systems” or “chief information officer (CIO)” may be solely responsible 
for appropriately managing an entire IS department. The term IS manager is used in the sections 
that follow to indicate the person within an organization who has the primary responsibility 
for managing the IS. The term IS personnel is used to indicate the nonmanagement individu-
als within an organization who possess the primary responsibility for actually operating the IS. 
Examples of nonmanagement individuals are computer operators and computer programmers. 
The sections that follow describe an IS more fully and outline the steps managers should take to 
establish an IS.

Describing the IS

The IS is perhaps best described by a summary of the steps necessary to properly operate it45 and 
by a discussion of the different kinds of information various managers need to make job-related 
decisions.

Operating the IS IS personnel generally need to perform six sequential steps to properly 
operate an IS.46 Figure 17.5 summarizes the steps and indicates the order in which they are per-
formed. The first step is to determine what information is needed within the organization, when 
it will be needed, and in what form it will be needed. Because the basic purpose of the IS is to 
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assist management in making decisions, one way to begin determining management information 
needs is to analyze the following:

1. Decision areas in which management makes decisions
2. Specific decisions within these decision areas that management must actually make
3. Alternatives that must be evaluated in order to make these specific decisions

Determining information
needs

STEP 1

Determining and
gathering appropriate data

STEP 2

Summarizing data

STEP 3

Analyzing data

STEP 4

Transmitting
information

STEP 5

Using the
information

STEP 6

FIGURE 17.5
The six steps necessary to 
operate an IS properly in order 
of their performance

a fee. Thus, a company that sponsors an event can 
determine how many people are talking about the 
brand and sharing pictures of the event and whether 
comments are favorable or unfavorable. Other data 
users are devising specific applications. For example, 
a sports apparel company used the volume of tweets 
about individual athletes to decide how many of each 
athlete’s jersey to make. Law enforcement agencies 
have begun tracking keywords on Twitter and other 
social media to engage in “predictive policing,” which 
sends extra units to patrol areas where, the data sug-
gest, crime might be likely to occur.47

Besides analyzing data generated by an organiza-
tion itself, such as purchases and sales, information 

systems can analyze data from outside sources. One 
source attracting attention is social media, where people 
express their opinions on all manner of subjects, includ-
ing businesses and their products. Managers can find 
out, for example, whether people have noticed a new 
advertisement or hold a favorable opinion of a brand.

Popular social media platforms are helping com-
panies learn people’s opinions. Twitter, for example, 
treats its records of users’ 140-character messages 
as a giant database that it will search and analyze for 

Twitter Feeds Businesses’ Needs

Practical Challenge: Using Data from Social Media
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For example, insights regarding what information management needs in a particular orga-
nization can be gleaned by understanding that management makes decisions in the area of plant 
and equipment, that a specific decision related to this area involves acquiring new equipment, 
and that two alternatives relating to this decision that must be evaluated are buying newly devel-
oped, high-technology equipment versus buying more standard equipment that has been around 
for some time in the industry.

The second major step in operating the IS is pinpointing and collecting data that will yield 
needed organizational information. This step is just as important as determining the informa-
tion needs of the organization. If the collected data do not relate appropriately to the information 
needs, it will be impossible to generate the needed information.

After information needs of the organization have been determined and appropriate data 
have been pinpointed and gathered, summarizing the data and analyzing the data are, respec-
tively, the third and fourth steps that IS personnel generally should take to properly operate an IS. 
It is in the performance of these steps that IS personnel find computer assistance to be the most 
beneficial.

The fifth and sixth steps, respectively, are transmitting the information generated by the data 
analysis to the appropriate managers and getting those managers to actually use the information. 
The performance of these last two steps results in managerial decision making. Although each of 
the six steps is necessary for an IS to run properly, the time spent on performing each step will 
naturally vary from organization to organization.

Different Managers Need Different Kinds of Information For maxi-
mum benefit, an IS must collect relevant data, transform that data into appropriate information, 
and transmit that information to the appropriate managers. However, appropriate informa-
tion for one manager within an organization may not be appropriate information for another 
manager. Robert G. Murdick suggests that the degree of appropriateness of IS information for a 
manager depends on the activities for which the manager will use the information, the organi-
zational objectives assigned to the manager, and the level of management at which the manager 
functions.48 All of these factors are closely related. Murdick’s thoughts on this matter are best 
summarized as shown in Figure 17.6. As you can see from this figure, because the overall job 
situations of top managers, middle managers, and first-line managers are significantly different, 
the kinds of information these managers need to satisfactorily perform their jobs are also signifi-
cantly different.

Managing Information Systems

The effectiveness of an organization’s IS depends largely on the ability of individuals within the 
organization to properly manage the IS. Three activities that improve IS effectiveness are manag-
ing user satisfaction, managing the IS workforce, and managing IS security. To the extent that 
employees are able to manage these activities, organizations will reap rewards in the form of IS 
effectiveness.

Just as different managers may require different kinds of information, not all information 
systems are appropriate for all organizations. For example, for-profit firms gauge their success 
in terms of profitability: Do they make more money than they spend? Although nonprofits 
and government entities also track how their organizations use their funds, they evaluate their 
performance using different criteria, such as how well their stakeholders are served. To support 
the operations of nonprofits and government agencies, Sage North America developed its MIP 
Fund Accounting financial management software. Sage’s recent introduction of HR modules that 
complement the software system enables users to automate their human resources activities with 
employee self-service, payroll, and tax compliance capabilities.49

Managing User Satisfaction50 One of the most important determinants of IS 
 effectiveness is the degree to which employees, or users, are satisfied with the IS. The degree 
of user satisfaction with the IS is determined by two main factors: (1) the quality of the IS and 
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(2) the quality of the information. The quality of the IS refers to its ease of use. If a company’s 
employees consider an IS easy to use, that IS would be labeled a high-quality IS. The quality of 
information, on the other hand, measures the degree to which the information produced by the 
IS is accurate and in a format required by the user. Taken together, then, users are satisfied with 
an IS when the IS is of high quality and provides high-quality information.

User satisfaction is important because of its direct influence on IS effectiveness. When 
users are satisfied with an IS, they will integrate the IS throughout their work routines and will 
become increasingly dependent on the IS. As users become increasingly dependent on the IS 
and  increasingly integrate the IS into their routines, the IS becomes increasingly effective. These 
 relationships are depicted in Figure 17.7.

Managing the IS Workforce In recent years, executives have faced various obstacles 
in managing the IS workforce. During the economic and technological boom of the late 1990s, 
executives faced tremendous hurdles in terms of hiring and retaining IS employees.51 Compared 
to other professionals during that period, IS professionals were considered more difficult to hire 
and retain because the economic and technological boom created a multitude of job prospects 
for IS professionals. Moreover, executives found it quite expensive to replace the IS professionals 
who left; some estimates suggest that the cost of replacing an IS employee is 1 to 2.5 times his or 
her annual salary.52

In more recent years, however, companies have started to use workers in other countries to 
staff their IS departments—and many expect this trend to continue.53 One survey indicated that 
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vice president
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resources
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data and trends, 
summary reports
of operations,
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problems, forecasts

Corporate objectives,
policies, constraints,
decisions on
strategic plans,
decisions on
control of the
total company

2. Middle
management

Middle managers in
such areas as market-
ing, production, and
finance

Allocation of
resources to
assigned tasks,
establishment of
plans to meet
operating
objectives,
control of
operations
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FIGURE 17.6 Appropriate IS information under various sets of organizational circumstances
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almost half of firms outsource work to workers in other countries to reap the cost advantages.54 
Specifically, the cost of IS employees in other countries is much less than the cost of IS employees 
in the United States. This issue of lower costs partly explains why EDS, a Texas-based firm that 
offers its clients IT-based solutions, employs about 1,000 IS workers in India but expects this 
number to increase to nearly 20,000 in the near future.

Despite the cost advantages associated with these overseas workers, this practice creates 
other problems, such as integrating domestic and nondomestic workforces, managing several 
languages and cultures, and defining global work expectations. In addition, U.S. firms might 
face a backlash from their U.S. customers who view the practice of outsourcing IS work to other 
countries as unpatriotic.

Managing IS Security As corporations rely more heavily on information  systems, 
they become more susceptible to security issues involving these systems. In particular, 
 companies might lose valuable financial, employee, or 
customer data due to security breaches involving IS. In 
addition, companies become increasingly  vulnerable 
to viruses, worms, and Trojan horses  designed to 
 paralyze information systems. As technology contin-
ues to change rapidly, it becomes more difficult for 
IS  employees to prevent and eliminate these security 
threats.

In response to the increasing threat of secu-
rity issues to information systems, private and public 
organizations around the world came together in 
1992 to form the International Information Security 
Foundation. This committee produced a document 
known as the Generally Accepted System Security 
Principles (GASSP), which  includes a set of best 
practices for IS managers.55 The best practices listed 
within the GASSP provide a good starting point for 
managers when they are attempting to prevent secu-
rity threats. Table 17.1 provides an overview of some 
of the broad principles outlined in the GASSP.

User
satisfaction

IS
effectiveness

IS
quality

Information
quality

FIGURE 17.7
A model of IS effectiveness

The increasing use of mobile 
devices introduces a new se-
curity risk: Compared with the 
desktop and larger computers 
of the past, these devices are 
easily stolen, and if they con-
tain private information unpro-
tected by strong passwords, 
thieves can steal private data 
as well as the hardware.
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TABLE 17.1 GASSP’s Key Principles for Maintaining Information Security

Accountability principle Organizations must clearly define and acknowledge information 
security accountability and responsibility.

Ethics principle Organizations should use information and execute information  
security in an ethical manner.

Timeliness principle Organizations should act in a timely manner to prevent or respond 
to breaches of and threats to information systems.

Assessment principle Organizations should periodically assess the risks to information 
and information systems.

Equity principle Management shall respect the rights of all employees when setting 
policy regarding security measures.

The information in this chapter supports the notion 
that the efficient use of technology actually should 
be categorized as a control problem. Control is 

making things happen at Sperry Van Ness in the way they 
were planned to happen. Going one step further, the pro-
cess of controlling is the action that management takes to 
control. Ideally, this process at Sperry Van Ness, as within 
any company, would include a determination of company 
plans, standards, and objectives so that steps can be taken 
to eliminate the company characteristics that cause devia-
tion from these factors.

In theory, Sperry Van Ness management should view con-
trolling activities within the company as a subsystem of the 
organization’s overall management system. For management to 
achieve organizational control, the controlling subsystem requires 
a portion of the people, money, and other resources available 
within the company.

The process portion of the controlling subsystem at Sperry 
Van Ness involves three steps:

1. Measuring the performance levels of various selling units
2. Comparing these performance levels to predetermined 

performance standards for these units
3. Taking any corrective action necessary to make sure that 

actual performance levels are consistent with planned per-
formance levels

Based on information in the Challenge Case, one area in 
which management should emphasize standards is desired profit-
ability. Management is initiating a new set of processes to ensure 
that Sperry Van Ness and its real estate advisors in the field are 
working with the same information.

As the company gathers more information and considers 
potential corrective actions, management must be certain that 
each action is aimed at organizational problems rather than 

at symptoms of problems. For Sperry Van Ness’s management 
to be successful in controlling, managers have to be aware not 
only of the intricacies of the control process itself but also of 
how to deal with people as they relate to the control process. 
With regard to people and control, managers must consider the 
amount of power they hold over organization members.

The total amount of power that Sperry Van Ness manage-
ment possesses comes from the positions they hold and from 
their personal relationships with other organization members. 
For example, the top managers already have more position 
power than any other managers in the organization. Therefore, 
to increase their total power, the top managers would need to 
develop their personal power. Top management might attempt 
to expand their personal power by developing the following:

1. A sense of obligation in other organization members 
 toward top managers

2. The belief in other organization members that top man-
agement has a significant level of task-related expertise

3. A sense of identification that other organization members 
have with top management

4. The perception in organization members that they are 
 dependent on top management

Information at Sperry Van Ness can be defined as conclu-
sions derived from the analysis of data relating to the way in 
which the company operates. The case implies that managers 
at Sperry Van Ness will be better able to make sound decisions, 
including better control decisions, because of the successful 
data handling achieved by its information system. One impor-
tant factor in evaluating the overall worth of Sperry Van Ness’s 
information-handling system would be the overall impact that 
the system has on the value of the information that company 
managers receive. A manager such as Kevin Maggiacomo 
must see that investing in reasonably priced technology can 
enhance the value of the information he receives and improve 
the appropriateness of his decisions. That is, investments in 
improving information system components can enhance the 

CHALLENGE CASE SUMMARY
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Assume that Maggiacomo has just decided to establish a 
new IS. Sperry Van Ness, like any other company, would proba-
bly gain significantly by carefully planning the way in which its 
IS should be established. For example, perhaps the answers to 
the following questions, which might arise during the planning 
stage of Sperry Van Ness’s IS, would be useful: Is an appropriate 
computer-based system being acquired and integrated? Does 
the company need new IS personnel, or will current personnel 
require further training to operate the new IS? Will managers 
need additional training to operate the new IS?

As far as the design and implementation stages of Sperry 
Van Ness’s new IS, Maggiacomo should seek answers to such 
questions as: How do we design the new IS based on manage-
rial decision making? How can we ensure that the new IS, as 
designed and implemented, will actually exist and be functional?

Maggiacomo, as well as IS personnel, should continually 
try to improve the new IS. All users of the IS should be aware 
of the symptoms of an inadequate IS and should constantly 
attempt to pinpoint and eliminate corresponding weaknesses. 
Suggestions for improving the new IS could include: (1) build-
ing additional cooperation between IS managers, IS personnel, 
and line managers; (2) stressing that the purpose of the IS is to 
provide managers with decision-related information; (3) using 
cost–benefit analysis to evaluate IS activities; and (4) ensuring 
that the IS operates in a people-conscious manner.

appropriateness, quality, timeliness, and quantity of informa-
tion that Maggiacomo can use to make decisions. Maggiacomo 
must also believe and act on the notion that making invest-
ments in technology will significantly improve his decisions.

For a company such as Sperry Van Ness to get maximum 
benefit from computer assistance, management must appro-
priately build each main ingredient of its IS. The IS is the orga-
nizational network established to provide managers with the 
information that helps them make job-related decisions. Such a 
system would normally necessitate the use of several IS person-
nel who would help determine information needs at the com-
pany, help determine and collect appropriate Sperry Van Ness 
data, summarize and analyze these data, transmit analyzed data 
to appropriate Sperry Van Ness managers, and generally help 
managers interpret received IS information.

To make sure managers receive appropriate information, 
Sperry Van Ness’s IS personnel must appreciate that different 
managers need different kinds of information. As an example, 
a top manager would normally need information that sum-
marizes trends in consumer tastes, competitor moves, and 
productivity and costs related to various organizational units. 
Middle managers would need information that focuses more 
on specific operating units within the company, such as details 
regarding the performance of a specific office. Lower-level 
managers would normally need information about sales goals.

 MyManagementLab: Assessing Your Management Skill
If your instructor has assigned this activity, go to mymanagementlab.com and decide 
what advice you would give a Sperry Van Ness manager.

DEVELOPING MANAGEMENT SKILL This section is specially designed to help 
you develop management skills. An individual’s management skill is based on an 
understanding of management concepts and on the ability to apply those concepts in 
various organizational situations. The following activities are designed both to heighten 
your understanding of controlling concepts and to help you gain facility in applying these 
concepts in various management situations.

CLASS PREPARATION AND PERSONAL STUDY
To help you prepare for class, perform the activities outlined in this section. Performing these activities will help  
you to significantly enhance your classroom performance.

Reflecting on Target Skill

On page 390, this chapter opens by presenting a target management skill along with 
 related objectives outlining knowledge and understanding that you should aim to acquire 
related to that skill. Review this target skill and the list of objectives to make sure that 
you’ve acquired all pertinent information within the chapter. If you do not feel that you’ve 
reached a particular objective(s), study related chapter coverage until you do.
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 17-3. Describe the six steps involved with information sys-
tem performance.

Know Key Terms

Understanding the following key terms is critical to your understanding of chapter mate-
rial. Define each of these terms. Refer to the page(s) referenced after a term to check your 
definition or to gain further insight regarding the term. 

control 392
controlling 392
standard 393
corrective action 395
problem 395
symptom 396
power 396

total power 397
position power 397
personal power 397
data 399
information 399
information  

appropriateness 400

information quality 401
information timeliness 401
information quantity 401
technology 403
information technology  

(IT) 403
information system (IS) 403

Know How Management Concepts Relate

This section comprises activities that will further sharpen your understanding of manage-
ment concepts. Answer essay questions as completely as possible.

 17-1. Describe the three main steps in the controlling process.
 17-2. What is the difference between a problem and a 

symptom? Use an example to support your response.

MANAGEMENT SKILLS EXERCISES
Learning activities in this section are aimed at helping you develop management skills.

 Cases

Sperry Van Ness: Harnessing  
Technology for Business Success

“Sperry Van Ness: Harnessing Technology for Business 
Success” (p. 391) and its related Challenge Case Summary 
were written to help you better understand the management 
concepts contained in this chapter. Answer the following 
discussion questions about this Challenge Case to further 
enrich your understanding of chapter content.

 17-4. List three decisions that an improved IS could help 
Sperry Van Ness president and CEO Kevin Maggiacomo 
make. For each decision, describe the data that must 
be in the database to provide such help.

 17-5. The main steps of the controlling process are measur-
ing performance, comparing performance to standards, 
and taking corrective action. Discuss the possible role 
in each of these steps of an IS at Sperry Van Ness.

 17-6. In addition to commercial real estate, some of Sperry 
Van Ness’s chief competitors handle residential real 
estate. Because of this additional area of operation, do 
you think Sperry Van Ness’s IS should differ from that 
of its competitors? Why or why not?

Serge Blanco Tackles RFID

Read the case and answer the questions that follow. Studying 
this case will help you better understand how concepts relat-
ing to controlling through RFID technology can be applied in 
an organization such as Serge Blanco.

The world of consumer products retailing is definitely 
changing. With ever more purchases being made online and 
an increasing number of purchases being made through 
mobile devices, how we shop today is very different from 
how we shopped just a few years ago. But not only are our 
shopping methods changing; retailers are also altering how 
the supply of goods gets from manufacturer to store shelves. 
Most dramatically is the rise in use of radio-frequency iden-
tification (RFID).

An RFID is any device that uses radio frequencies to 
provide data. Typically very small—about the size of a pin-
head—an RFID differs from a bar code in that it doesn’t have 
to be physically lined up with the electronic reader. The data 
emitted is read by a device that may be several feet away. 
Examples include toll road RFIDs for cars, tracking devices 
on products, and implants in pets and livestock. As a form 
of control, RFIDs permit companies to keep a more precise 
track of inventory. For example, companies that institute 
RFID technology have seen accuracy rates for inventory 
counts well above 95 percent (Napolitano, 2012). A number 
of retailers, such as Wal-Mart, J. C. Penney, Banana Republic, 
and Macy’s, have started using RFIDs (Kay, 2010).

One manufacturing and retailing firm that has jumped 
head-on into RFID technology is Serge Blanco. The French 
apparel manufacturer, named in 1992 after an international 
rugby star, originally focused on luxury men’s wear but now 
also makes clothes for infants and women (Speer, 2011). 
The company has grown tremendously since its start-up 
days, and today, its stores are located throughout Europe, 
the Middle East, Africa, and Russia. Additionally, they move 
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more than 2 million items through their supply chain 
each year (Albright, 2010). With such a high volume, they 
decided to implement RFID technology in 100 percent of 
their products, even if some of the retailers they supply are 
not currently using RFID readers.

The reason for the shift was that Serge Blanco 
 discovered that there were times when discrepancies 
existed between what was on the sales floor and what 
was in their computer system. In addition, bottlenecks 
emerged in the manufacturing and distribution processes, 
thereby costing the company money (Speer, 2011). So, the 
company made the switch to RFID technology, and things 
have improved greatly. “Now 100% of our products are 
identified with a unique ID number,” said Mathieu Pradier, 
vice president of operations for Serge Blanco. “RFID 
brings us a lot of new item-level information about our 
merchandise. For example, when we read the RFID tags at 
receiving, we have exact visibility into the incoming stock, 
we can identify any shipping mistakes by the supplier, 
and we can measure the productivity level of our staff” 
(Albright, 2010).

In addition to improving Serge Blanco’s inventory 
control, the company has enhanced operations through 
more efficient staffing. According to Pradier, “Previously, 
in a busy day of receiving goods, with 10 men we were 
able to receive 25,000 items, and with the new system 
we needed only two people and received 35,000 items” 
(Speer, 2011). In addition, the RFID technology has helped 
improve operations at the store level by providing impor-
tant retail data that would not have been gathered prior 
to implementing the system. “In the stores,” Pradier said, 
“we expect it will give us real-time information about 
our inventory, sales, and shrink. Fitting rooms have also 
been equipped with RFID stations, enabling our staff to 
accurately access the conversion rates of products that 

customers try on versus the ones they actually purchase” 
(Speer, 2011).

RFID technology is often viewed as a more effec-
tive means of control than bar codes for several reasons. 
First, literally hundreds of RFID chips can be read at once, 
whereas typically, only one bar code can be read at a 
time. Second, the chip can be placed anywhere in or on an 
object; it doesn’t have to be visible. And finally, the cost 
of RFID chips and the software associated with them has 
dropped dramatically as improvements in the technology 
have advanced. For all kinds of companies, the future of 
RFID is wide open. Some applications include obvious 
ones such as preventing theft, but the technology can also 
be used for safeguarding pharmaceuticals to reduce coun-
terfeiting, instructing robots in manufacturing plants, and 
helping magazine publishers understand how long an issue 
is read (“RFID for What?”).

For Serge Blanco, the technology has greatly improved 
its business; sales are now topping $40 million per year. 
As Pradier said, “Our objective was to really optimize the 
distribution channel, and this has been achieved. We have 
reduced entry and exit times by almost tenfold, which 
means that we are now ready for business growth of 
40 percent to 50 percent. . . . RFID is not a passing fashion. 
It’s a real solution” (Speer, 2011).56

Questions

 17-7. How valuable is the information gathered by RFID 
technology to a manufacturer/retailer like Serge 
Blanco?

 17-8. How can RFID technology help with the controlling 
function of management?

 17-9. How can RFIDs help with strategic planning in an 
organization?

Experiential Exercises

Working with Information

Directions. Read the following scenario and then perform the 
listed activities. Your instructor may want you to perform the 
activities as an individual or within groups. Follow all of your 
instructor’s directions carefully.

Perhaps the most crucial aspect of an information system 
is determining what information a given organization needs 
to operate effectively. When an organization understands 
what information is needed, leaders can design an informa-
tion system that will allow them to collect this information 
efficiently. In this exercise, your group should choose a local 
restaurant and then assume that you are the top management 
team for this restaurant. With this restaurant in mind, deter-
mine the primary pieces of information you need to ensure 
that the restaurant operates effectively. If possible, group 
these different pieces of information into logical categories.

You and Your Career

In the previous sections we provided an overview of the 
controlling process, which involves measuring performance, 
comparing performance to standards, and taking corrective 

action if necessary. During your career in both management 
and nonmanagement roles, you will deal with performance 
standards. How have standards played a role in your life 
so far? Examples might include your academic career, your 
current or previous employment, or even extracurricular 
activities such as participation in sports. Until now, who has 
defined the standards that apply to you, and what role have 
you played in this process? How might your familiarity with 
standards influence your career in the future?

Building Your Management  
Skills Portfolio

Your Management Skills Portfolio is a collection of activities 
specially designed to demonstrate your management knowl-
edge and skill. Be sure to save your work. Taking your printed 
portfolio to an employment interview could be helpful in 
obtaining a job.

The portfolio activity for this chapter is Controlling at 
Bank of America. Study the information and complete the 
exercises that follow.

Bank of America provides a number of financial services 
to corporations and individuals. One of Bank of America’s 
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b.  What information sources would you use to 
 develop these standards?

 17-12. The final step in the controlling process involves 
taking corrective actions if necessary.

a.  What types of corrective actions would you take 
to help control the performance of the financial 
planners?

b.  How would you determine whether corrective 
actions are necessary?

primary activities involves providing advisory services to 
individual investors. To provide these services, financial 
planners work with clients and provide advice regarding 
potential investment decisions. In exchange for this advice, 
the financial planners earn money for the company based 
on commissions and other fees. Financial planners at Bank 
of America each work with different numbers of clients, and 
these clients vary dramatically in terms of their total assets.

Brian Moynihan, Bank of America’s CEO, has contacted 
you to help him think of ways to improve the performance 
of the many financial planners working for the company. 
His specific task for you involves making the controlling 
process relevant to these financial planners. Answer the 
following questions as they pertain to Bank of America. 
Visiting the company’s website (www.bankofamerica.com) 
might help as you think about this process.

 17-10. The first step in the controlling process involves mea-
suring performance. If you were Brian Moynihan, 
how would you measure the performance of the 
financial planners? Be specific.

 17-11. The second step in the controlling process entails 
comparing measured performance to standards.

a.  What types of standards would you develop to 
help assess the performance of these financial 
planners?
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Production and Control
T A R G E T  S K I L L

Production Skill: the ability to transform organizational 
 resources into products

O B J E C T I V E S

To help build my production skill, when studying this chapter,  
I will attempt to acquire:

1 An understanding of production and productivity

2 An appreciation for the relationship between quality  
and productivity

3 Insights into the role of operations management 
concepts in the workplace

4 An understanding of how operations control procedures 
can be used to control production

5 Insights into operations control tools and how they evolve 
into a continual improvement approach to production 
management and control

MyManagementLab®

Go to mymanagementlab.com to complete the problems marked with this icon  .

 MyManagementLab: Learn It
If your instructor has assigned this activity, go to mymanagementlab.com before 
 studying this chapter to take the Chapter Warm-Up and see what you already know.
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Rather than build a new facility each time a new product 
launches, 3M’s management searches for the existing capacity 
to make the product while also investigating whether the prod-
uct will sell. Adding new product lines to an existing facility 
can make that facility more efficient by minimizing idle time 
on production lines. However, the total cost of production 
is higher when materials and components must be shipped 
hundreds of miles to complete the production process. When 
supply lines are long, the company also pays for keeping extra 
inventories of raw materials.

Under Woodworth’s leadership, 3M is implementing a new 
effort to lower costs. To this end, 3M has established a commit-
tee that is responsible for identifying which products’ supply 
chains have the most potential for improvement. The com-
mittee’s goals include shortening the average cycle time by 25 
percent; methods for reducing cycle time include eliminating 
unnecessary steps and carrying out more of the steps at loca-
tions that are near one another. To help this effort, 3M turned 
to a firm called Expert Choice to provide consulting services 
and decision-making software.

As a result of these initiatives, 3M is trimming cycle 
times by arranging production processes in fewer, larger 
facilities—“superhubs” that can make dozens of products 
serving a particular geographic region. So far, 3M has estab-
lished 10 such hubs and is planning 6 more. The Minnesota 
hub now makes Command hooks as well as Scotch tape, 
Nexcare bandages, and other products. Producing the hooks 
in one location has cut the cycle time to one-third of what 
it was. Using Expert Choice’s software has streamlined the 
decision-making process itself, and choosing a supplier or a 
production location, which once took months, now can be 
completed in weeks.1

THE PRODUCTION CHALLENGE
The Challenge Case describes the changes 3M is 
implementing to improve productivity. Specifically, it 
explains the changes that 3M is making in its production 
processes to reduce cycle times. This chapter is 
designed to help managers in companies such as 3M 
increase productivity.

Woodworth is finding that he has his work cut out 
for him. Many of 3M’s production processes are lengthy 
and complex. For example, the previous 100-day process 
for making Command self-adhesive picture hooks started 
with the preparation of the adhesive at a Missouri factory. 
The  adhesive was then shipped to Indiana, where it was 
 applied to a foam backing. The foam was then transported 
to Minnesota, where a contractor printed labels on it and 
cut it into the needed sizes. Finally, a contractor based in 
Wisconsin packaged the strips of adhesive along with plastic 
hooks in blister packs.

The main reason production processes have been so com-
plex is that 3M has taken a cautious approach to expansion. 

Better Production Planning Saves  
Money for 3M

John Woodworth, senior vice president for supply chain operations at 3M Company, has 
an enormous challenge. The Minnesota-based manufacturer produces about 65,000 
different products in 214 factories located in 41 different countries. Those products are as 

varied as Scotch tape, Post-it notes, asthma inhalers, films for coating solar-energy panels, laptop 
computer screens, and television screens. With sales growing slowly in the current economy, 
Woodworth hopes to cut costs by looking for ways to make products as efficiently as possible.

C H A L L E N G E  CA S E

3M seeks to increase its productivity by  improving 
production processes, which will reduce cycle 
times and lower costs.
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This chapter emphasizes the fundamentals of production control—ensuring that 
an organization produces goods and services as planned. The primary discussion 
topics in the chapter are (1) production, (2) operations management, (3) operations 
control, and (4) selected operations control tools.

PRODUCTION AND PRODUCTIVITY
To reach organizational goals, all managers must plan, organize, influence, and control in order 
to produce some type of goods or services. Naturally, these goods and services vary significantly 
from organization to organization. This section of the chapter defines production and productiv-
ity and discusses the relationship among quality, productivity, and automation.

Defining Production

Production is the transformation of organizational resources into products.2 In this definition, 
organizational resources are all the assets available to a manager to generate products; transforma-
tion is the set of steps necessary to change these resources into products; and products are various 
goods or services aimed at meeting human needs. Inputs at a manufacturing firm, for example, 
include raw materials, purchased parts, production workers, and even schedules. The transfor-
mation process encompasses the preparation of customer orders, the design of various products, 
the procurement of raw materials, and the production, assembly, and (perhaps) warehousing of 
products. Outputs, of course, consist of products appropriate for customer use.

“Production” occurs at service organizations as well. Inputs at a hospital, for instance, 
 include ambulances; rooms; employees (doctors, nurses, administrators, receptionists); sup-
plies (medicines, bandages, food); and (as at a manufacturer) funds, schedules, and records. 
The transformation process might begin with transporting patients to the facility and end 
with discharging them. In between, the hospital attends to patients’ needs (nursing and feed-
ing them, administering their medication, recording their progress). The output in this case is 
health care.

Productivity

Productivity is an important consideration when designing, evaluating, and improving modern 
production systems.3 We can define productivity as the relationship between the total amount of 
goods or services being produced (output) and the organizational resources needed to produce 
them (input). This relationship is usually expressed by the following equation:4

productivity =  
outputs
inputs

The higher the value of the ratio of outputs to inputs, the higher the productivity of the 
operation.

Managers should continually strive to improve their production processes.5 As an example, 
Duke Energy committed to investing $1 billion over five years in smart grid technology. The 
new technology promises to save energy, lower operating costs, and reduce the world’s carbon 
footprint. Under the plan, Duke is replacing conventional electric meters with digital meters that 
allow remote meter reading, connections, and disconnections.6

It is no secret that over the past several years, workers in the United States have been among 
the world’s most productive.7 Some of the more traditional strategies for increasing productivity 
are as follows:8

1. Improving the effectiveness of the organizational workforce through training
2. Improving the production process through automation
3. Improving product design to make products easier to assemble
4. Improving the production facility by purchasing more modern equipment
5. Improving the quality of the workers hired to fill open positions
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Intel is an example of an organization that has taken steps to improve worker productivity by 
changing the way it designs offices.9 Although Intel was initially credited with the popularization 
of cubicles, Intel executives have reconsidered the costs and benefits of cubicle arrangements, 
which block worker visibility while failing to reduce noise. Intel is now testing alternative office 
arrangements in several locations. One such arrangement involves providing large tables that 
employees can sit around in groups with notebook computers. Intel is hopeful that this arrange-
ment will help to boost both morale and productivity.

QUALITY AND PRODUCTIVITY
Quality can be defined as how well a product does what it is intended to do—how closely it satis-
fies the specifications to which it was built.10 In a broad sense, quality is the degree of excellence on 
which products or services can be ranked on the basis of selected features or characteristics. It is 
customers who determine this ranking and also define quality in terms of appearance, performance, 
availability, flexibility, and reliability.11 Product quality determines an organization’s reputation.

 MyManagementLab: Watch It, Blackbird Guitars
If your instructor has assigned this activity, go to mymanagementlab.com to watch 
a video and answer the questions about how a guitar company’s production process 
 supports its commitment to high quality.

During the last decade or so, managerial thinking about the relationship between quality 
and productivity has changed drastically. Many earlier managers chose to achieve higher levels of 
productivity simply by producing a greater number of products given some fixed level of avail-
able resources. They saw no relationship between improving quality and increasing productivity. 
Quite the contrary: They viewed quality improvement as a controlling activity that took place 
toward the end of the production process and largely consisted of rejecting a number of finished 
products that were too obviously flawed to offer them to customers. Under this approach, quality 
improvement efforts were generally believed to lower productivity.

Focus on Continual Improvement

Management theorists have more recently discovered that concentrating on improving product 
quality throughout all phases of a production process actually improves the productivity of the 
manufacturing system.12 U.S. companies were far behind the Japanese in making this discovery. 
As early as 1948, Japanese companies observed that continual improvements in product quality 
throughout the production process typically resulted in improved productivity. How does this 
improvement happen? According to Dr. W. Edwards Deming, a world-renowned quality expert, 
a serious and consistent focus on quality typically reduces nonproductive variables such as the 
reworking of products, production mistakes, delays and production snags, and inefficient use of 
time and materials.

Deming believed that for continual improvement to become a way of life in an organization, 
managers need to understand their company and its operations. Most managers feel that they do 
know their company and its operations; but when they begin drawing flowcharts, they discover 
that their understanding of strategy, systems, and processes is far from complete. Deming recom-
mended that managers question every aspect of an operation and involve workers in discussion 
before taking action to improve operations. He maintained that a manager who earnestly focuses on 
improving product quality throughout all phases of a production process will initiate a set of chain 
reactions that benefit not only the organization but also the society in which the organization exists.

Focus on Quality and Integrated Operations

Deming’s flow diagram for improving product quality (see Figure 18.1) contains a complete set 
of organizational variables. It establishes the customer as part of the   process and introduces 
the idea of continually refining the knowledge, design, and inputs of the process to constantly 
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increase customer satisfaction. The diagram shows the operations process as an integrated whole, 
from the first input to the actual use of the finished product; thus, a problem at the beginning of 
the process will affect the entire process as well as the end product. Deming’s diagram eliminates 
barriers between the company and the customer, between the customer and the suppliers, and 
between the company and its employees. Because the process is unified, the greater the harmony 
among all its components, the better the results will be.

An organization’s interpretation of quality is expressed in its strategies. If a company does 
not incorporate quality into its strategic plan, customers may look for other solutions.

Wal-Mart’s continuous focus on “everyday low prices” has led some consumers to equate the 
retailer with low quality.14 Because of these perceptions, Wal-Mart’s sales growth decreased when 
some Wal-Mart customers started shopping at stores such as Target, which is associated with 

bloodstream infections from central lines have fallen by 
42 percent.

Continual improvement is also helping to lower costs. 
The 108 Wisconsin hospitals that are working with the 
Association estimate that they have saved $45.6 million 
so far, mainly by preventing readmissions and reducing 
infections. Hospitals’ reputations as well as their bot-
tom lines are at stake: Since 2005, Medicare has been 
reporting quality measures online (at hospitalcompare 
.hhs.gov). More recently, the Association has been issuing 
bonuses and penalties based on hospitals’ quality perfor-
mance and readmission rates.13

More than a hundred Wisconsin hospitals have been 
working with the Wisconsin Hospital Association 

to improve outcomes for patients. Hospital administra-
tors (managers) collaborate with doctors and employees 
to identify areas for improvement, such as decreasing 
the number of patients being readmitted because they 
experience problems after a hospital stay and decreas-
ing the occurrence of infections associated with hospital-
ization. These teams develop safety checklists, improved 
procedures, and better methods for communication with 
patients. In the first year and a half of the program, 
 readmissions have fallen by more than 20 percent, and 

At Wisconsin Hospitals, Costs Fall as Quality Rises

Practical Challenge: Continual Improvement

Suppliers of 
materials and
equipment

Design and
redesign

Consumer 
research

Consumers

Distribution

Production,
assembly,
inspection

Tests of processes,
machines,

methods, costs

Receipt 
and test of
materials

FIGURE 18.1
Deming’s flow diagram  
for improving product quality
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higher quality. The following sections elaborate on the relationship between quality and produc-
tion by discussing quality assurance and quality circles as part of organizational strategy.

Quality Assurance Quality assurance is an operations process involving a broad group 
of activities aimed at achieving an organization’s quality objectives.15 Quality assurance is a con-
tinuum of activities that starts when quality standards are set and ends when quality goods and 
services are delivered to the customer. Although the precise activities involved in quality assur-
ance vary from organization to organization, activities such as determining the safest system for 
delivering goods to customers and maintaining the quality of parts or materials purchased from 
suppliers are parts of most quality assurance efforts.16

Statistical Quality Control Statistical quality control is a much narrower concept 
than is quality assurance. Statistical quality control is the process used to determine how many 
products should be inspected to calculate a probability that the total number of products will 
meet organizational quality standards. An effective quality assurance strategy reduces the need 
for quality control and subsequent corrective actions.

“No Rejects” Philosophy Quality assurance works best when management adopts a 
“no rejects” philosophy. Unfortunately, such a philosophy is not economically feasible for most 
mass-produced products. What is possible is training employees to approach production with 
a “do not make the same mistake” mind-set. Mistakes are costly because detecting defective 
 products in the final quality control inspection is expensive. Emphasizing quality in the early 
stages—during product and process design—will reduce rejects and production costs.

Quality Circles One trend in U.S. organizations is to involve all company employees in 
quality control by soliciting their ideas for judging and maintaining product quality. This trend 
developed from a successful Japanese control system known as quality circles. Although many U.S. 
corporations are now moving beyond the concept of the quality circle to that of the work team, as 
discussed in Chapter 15, many ideas generated from quality circles continue to be valid.17

A quality circle is a small group of workers that meets to discuss quality-related problems 
in a particular project and to communicate their solutions to these problems to management 
directly at a formal presentation session.18 Figure 18.2 shows the quality circle problem-solving 
process.

Most quality circles operate in a similar manner. The circle usually has fewer than eight 
members, and the circle leader is not necessarily the members’ supervisor. Members may be 
workers on the project and/or outsiders. The focus is on operational problems rather than on 
interpersonal ones. The problems discussed in the quality circle may be assigned by management 
or uncovered by the group itself.

Automation

The preceding section discussed the relationship between quality and productivity in organizations. 
This section introduces the topic of automation, which shows signs of increasing organizational 
productivity in a revolutionary way.19

Automation is defined as the replacement of human effort by electromechanical devices 
in such operations as welding, materials handling, design, drafting, and decision making. It 
 includes robots—mechanical devices built to perform repetitive tasks efficiently—and robotics, 
which is the study of the development and use of robots.

Over the past 20 years, a host of advanced manufacturing systems have been devel-
oped and implemented to support operations. Most of these automated systems combine 
 hardware— industrial robots and computers—and software. The goals of automation include 
reduced inventories, higher productivity, and faster billing and product distribution cycles.

Amazon is an example of a company using automation to increase productivity. The com-
pany recently purchased Kiva Systems, a manufacturer of robots designed to improve warehouse 
productivity. When an order is placed, these robots search Amazon’s warehouses for the items 
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purchased by the consumer and take the items to the Amazon employee tasked with fulfilling the 
order. These robots eliminate the need for employees to expend effort on retrieving the merchan-
dise. Investors expect these robots to reduce order fulfillment costs by approximately 30 percent, 
for a potential annual savings of nearly $1 billion for Amazon.20

Strategies, Systems, and Processes

According to Kemper and Yehudai, an effective and efficient operations manager is skilled not 
only in management, production, and productivity but also in strategies, systems, and processes. 
A strategy is a plan of action. A system is a particular linking of organizational components that 
facilitates carrying out a process. A process is a flow of interrelated events toward a goal, pur-
pose, or end. Strategies create interlocking systems and processes when they are comprehensive, 
 functional, and dynamic—that is, when they designate responsibility and provide criteria for 
measuring output.21

Determining
target date
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Completing
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FIGURE 18.2 The quality circle problem-solving process
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OPERATIONS MANAGEMENT
Operations management deals with managing the production of goods and services in organi-
zations. The sections that follow define operations management and discuss various strategies 
 managers can use to make production activities more effective and efficient.

Defining Operations Management

According to Chase and Aquilano, operations management is the performance of manage-
rial activities that involve selecting, designing, operating, controlling, and updating production 
systems.22 Figure 18.3 describes these activities and categorizes them as either periodic or con-
tinual. The distinction between periodic activities and continual activities is one of the relative 
frequency of their performance: Periodic activities are performed from time to time, whereas 
continual activities are performed essentially without interruption.

Operations Management Considerations

Overall, operations management is the systematic direction and control of the operations pro-
cesses that transform resources into finished goods and services.23 This concept conveys three 
key notions:

Operations management involves managers—people who get things done by working with or 
through other people.
Operations management takes place within the context of the objectives and policies that 
drive the organization’s strategic plans.
The criteria for judging the actions taken as a result of operations management are standards 
for effectiveness and efficiency.

Effectiveness is the degree to which managers attain organizational objectives: “doing the 
right things.” Efficiency is the degree to which organizational resources contribute to produc-
tivity: “doing things right.” A review of organizational performance based on these standards is 
 essential to enhancing the success of any organization.

A few years ago, a researcher studied how workers at a Domino’s Pizza restaurant placed 
pepperoni on a pizza to keep it from sliding into the center when the pizza was put into the 

OPERATIONS MANAGEMENT
ACTIVITIES

Selecting products, 
processes, equipment, 
and workforce

SELECTING DESIGNING

Periodic Continual

Designing products, 
processes, equipment, 
jobs, methods, wage
payments, and operating
and control systems

UPDATING
Revising the production 
system in light of new 
products and processes, 
technological breakthroughs,
shifts in demand, new 
managerial techniques, 
research findings, and 
failures in existing products, 
processes, or operating and 
control systems

OPERATING,
CONTROLLING

Setting production levels 
and scheduling production
and workforce, managing
inventory, and overseeing
quality assurance programs

FIGURE 18.3 Major activities performed to manage production
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oven. Their technique was widely shared among Domino’s franchises and helped ensure greater 
operational efficiency. The sharing of best practices is one way that an organization can ensure 
enhanced productivity.24

Operations strategies—capacity, location, product, process, layout, and human resources—
are specific plans of action designed to ensure that resources are obtained and used effectively 
and efficiently. An operational strategy is implemented by people who get things done with and 
through people. The strategy is achieved in the context of the objectives and policies derived 
from the organization’s strategic plan.

Capacity Strategy Capacity strategy is a plan of action aimed at providing an  organization 
with the right facilities to produce the needed output at the right time. The output capacity of the 
organization determines its ability to meet future demands for goods and services. Insufficient 
capacity results in a loss of sales, which, in turn, affects profits. Excess capacity results in higher pro-
duction costs. A strategy that aims for optimal capacity, in which quantity and  timing are in balance, 
provides an excellent basis for minimizing operating costs and maximizing profits.

Capacity flexibility enables a company to deliver its goods and services to its customers more 
quickly than its competitors do. This component of capacity strategy involves having flexible 
plants and processes, extensively trained employees, and easy and economical access to external 
capacity, such as suppliers.

Managers use capacity strategy to balance the costs of overcapacity and undercapacity. 
The difficulty of accurately forecasting long-term demand makes this balancing task risky. 
Modifying long-range capacity decisions while in production is both hard and costly. In a 
highly competitive environment, construction of a new high-tech facility might take longer 
than the life cycle of the product. Correcting overcapacity by closing a plant saddles manage-
ment with high economic costs and even higher social costs—such as lost jobs, which devastate 
both employees and the community in which the plant operates—that will have a long-term, 
adverse effect on the firm.

The traditional concept of economies of scale led management to construct large plants that 
tried to do everything. The more modern concept of the focused facility has shown management 
that better performance can be achieved in specialized plants that concentrate on fewer tasks and 
are therefore smaller.

Five Steps in Capacity Decisions Managers are more likely to make sound strate-
gic capacity decisions if they adhere to the following five-step process:

1. Measure the capacity of currently available facilities.
2. Estimate future capacity needs on the basis of demand forecasts.
3. Compare future capacity needs and available capacity to determine whether capacity must 

be increased or decreased.
4. Identify ways to accommodate long-range capacity changes (expansion or reduction).
5. Select the best alternative based on quantitative and qualitative evaluations.

Location Strategy Location strategy is a plan of action that provides an organiza-
tion with a competitive location for its headquarters, manufacturing, services, and distribution 
 activities.25 A competitive location results in lower transportation and communication costs 
among the various facilities. These costs—which can run as high as 20 to 30 percent of a prod-
uct’s selling price—greatly affect the volume of sales and the amount of profit generated by the 
particular product. Many other quantitative and qualitative factors are important when formu-
lating location strategy.

Factors in a Competitive Location A successful location strategy requires a com-
pany to consider the following major factors in its location study:

Nearness to market and distribution centers
Nearness to vendors and resources
Requirements of federal, state, and local governments
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The character of direct competition
The degree of interaction with the rest of the corporation
The quality and quantity of labor pools
The environmental attractiveness of the area
Taxes and financing requirements
Existing and potential transportation
The quality of utilities and services

The dynamic nature of these factors could make what is a competitive location today an 
 undesirable location in five years.

Product Strategy Product strategy is an operational plan of action outlining which 
goods and services an organization will produce and market.27 Product strategy is the main 
component of an organization’s operations strategy—in fact, it is the link between the operations 
strategy and the other functional strategies, especially marketing and research and development. 
In essence, product, marketing, and research and development strategies must fit together if 
management is to be able to build an effective overall operations strategy. A business’s product 
and operations strategies should take into account the strengths and weaknesses of operations, 
which are primarily internal, as well as those of functional areas that are concerned more with 
external opportunities and threats.

Cooperation and coordination among its marketing, operations, and research and develop-
ment departments from the inception of a new product are strongly beneficial to a company. 
At the very least, cooperation and coordination ensure a smooth transition from research and 
development to production because operations people will be able to contribute to the quality of 
the total product, rather than merely attempting to improve the quality of its components. Even 
the most sophisticated product can be designed so that it is relatively simple to produce, thus 
reducing the number of units that must be scrapped or reworked during production as well as 
the need for highly trained and highly paid employees. All of these strategies lower production 
costs and, hence, increase a product’s price competitiveness or profits or both.

Process Strategy Process strategy is a plan of action outlining the means and  methods an 
organization will use to transform resources into goods and services. Materials, labor,  information, 
equipment, and managerial skills are the resources that must be transformed. A competitive pro-
cess strategy will ensure the most efficient and effective use of these organizational resources.

offers Volkswagen an attractive location. Its wages are 
low, workers in industrial regions are experienced and 
productive, and the North American Free Trade Agreement 
eliminates tariffs on goods sold in the United States and 
Canada. Therefore, Volkswagen has been expanding pro-
duction at its huge, high-tech factory in Puebla, Mexico. 
It also located a factory in Chattanooga, Tennessee, 
attracted in part by a $577 million subsidy from the state. 
Volkswagen hopes that expanding production in Puebla 
and Chattanooga will help it sell a million vehicles a year 
in the United States.26

As international companies consider the major fac-
tors of a location decision, they often find that 

certain countries offer an advantage over others. For 
example, low labor costs and taxes might make a 
 country appealing, but only if companies also have 
 access to skilled workers and reasonable transportation 
costs. Managers must therefore weigh the total costs 
and benefits.

In doing so, Germany-based Volkswagen has deter-
mined that to sell in America’s large marketplace, it should 
increase its manufacturing in North America. Mexico 

Choosing a Factory Location: Volkswagen Picks North America

Tips for Managing around the Globe



 CHAPTER 18 Production and Control 425

Types of Processes All manufacturing pro-
cesses may be grouped into three different types. The 
first type is the continuous process, a product-oriented, 
high-volume, low-variety process used, for example, in 
producing chemicals, beer, and petroleum products. The 
second type is the repetitive process, a product-oriented 
production process that uses modules to produce items in 
large lots. This mass-production or assembly-line process 
is characteristic of the auto and appliance industries.

The third type of manufacturing process is used to 
produce small lots of custom-designed products such as 
furniture. This high-variety, low-volume system, com-
monly known as the job-shop process, includes the pro-
duction of one-of-a-kind items as well as unit production. 
Spaceship and weapons systems production are considered 
job-shop activities.

Organizations commonly employ more than one type 
of manufacturing process at the same time and in the same 
facility.

Process strategy is directly linked to product strat-
egy. The decision to select a particular process strategy 
is often the result of external market opportunities or 
threats. The corporation decides what it wants to produce 
and then selects a process strategy to produce it. The 
product takes center stage, and the process becomes a function of the product.

The function of process strategy is to determine what equipment will be used, what main-
tenance will be necessary, and what level of automation will be most effective and  efficient. 
The type of employees and the level of employee skills needed depend on the process strategy 
chosen.

Layout Strategy Layout strategy is a plan of action that outlines the location and flow 
of all organizational resources around, into, and within production and service facilities. A cost-
effective and cost-efficient layout strategy minimizes the expenses of processing, transporting, 
and storing materials throughout the production and service cycles.

Layout strategy—which is usually the last part of operations strategy to be formulated—is 
closely linked, either directly or indirectly, with all the other components of operations strategy: 
capacity, location, product, process, and human resources. It must target capacity and process 
 requirements. It must satisfy the organization’s product design, quality, and quantity requirements. 
It must target facility and location requirements. Finally, to be effective, the layout strategy must be 
compatible with the organization’s established quality of work life.

A layout is the overall arrangement of equipment, work areas, service areas, and storage 
areas within a facility that produces goods or provides services.28 Three basic types of layouts are 
used for manufacturing facilities:

1. A product layout is designed to accommodate high production volumes, highly specialized 
equipment, and narrow employee skills. It is appropriate for organizations that produce and 
service a limited number of different products. It is not appropriate for an organization that 
experiences constant or frequent changes of products.

2. A process (functional) layout is a layout pattern that groups together similar types of 
equipment. It is appropriate for organizations involved in a large number of different tasks. 
It best serves companies whose production volumes are low, whose equipment is multipur-
pose, and whose employees’ skills are broad.

3. The fixed-position layout is one in which the product is stationary while resources flow. It 
is appropriate for organizations involved in a large number of different tasks that require low 
volumes, multipurpose equipment, and broad employee skills. A group technology layout is a 
product layout cell within a larger process layout. It benefits organizations that require both 
types of layouts.

A continuous process such 
as this is an efficient way to 
 produce in high volumes with 
low variety.
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Figure 18.4 illustrates the three basic layout patterns. Actually, most manufacturing facili-
ties are a combination of two or more different types of layouts. Various techniques are avail-
able to assist management in designing an efficient and effective layout that meets the required 
specifications.

Human Resources Strategy Human resources is the term used for individuals 
 engaged in any of an organization’s activities. Two human resource imperatives are as follows:

1. It is essential to optimize individual, group, and organizational effectiveness.
2. It is essential to enhance the quality of organizational life.

A human resources strategy is an operational plan to use an organization’s human 
 resources effectively and efficiently while maintaining or improving the quality of work life.29 
As discussed in Chapter 12, human resource management is about employees, who are the 
best means of enhancing organizational effectiveness. Whereas financial management attempts 
to increase organizational effectiveness through the allocation and conservation of financial 
resources, human resource management (personnel management) attempts to increase organi-
zational effectiveness through such factors as the establishment of personnel policies, education 
and training, and procedures.

Chrysler Corporation recently adapted its human resources strategy after its acquisition 
by Italian automaker Fiat. Specifically, Chrysler hired 600 engineers—200 of them with a back-
ground in quality processes—to help fill the supply pipeline with vehicles. Working from a clean 
slate, Chrysler identified skilled designers who could adapt the Fiat platforms to cars and trucks 
to be marketed under brands such as Chrysler, Dodge, Jeep, and Ram.30

Operational Tools in Human Resources Strategy Operations management 
attempts to increase organizational effectiveness by employing the methods used in the manu-
facturing and service processes. Human resources, one important factor of operations, must be 
compatible with operations tasks.

Labor force planning is the primary focus of the operations human resources strategy. It is 
an operational plan for hiring the right employees for a job and training them to be productive, 

PROCESS LAYOUT IN
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which is a lengthy and costly process. A human resources strategy must be founded on fair treat-
ment and trust, and the employee, not operations, must take center stage. However, the recent 
economic decline had a significant impact on the workforce, with widespread layoffs and many 
jobs moved offshore. As the economy continues to recover, the process of strategic workforce 
planning is more critical than ever and forces employers to revisit some of their conventional 
assumptions about hiring.31

Job design is an operational plan that determines who will do a specific job and how and 
where the job will be done. The goal of job design is to facilitate productivity. Successful job 
design takes efficiency and behavior into account; it also guarantees that working conditions 
are safe and that the health of employees will not be jeopardized in the short or the long run. 
When executed effectively, job design sets the stage for a successful recruitment and retention 
program.32

Work methods analysis is an operational tool used to improve productivity and ensure the 
safety of workers. It can be performed for new or existing jobs. Motion-study techniques are 
another set of operational tools used to improve productivity.

Work measurement methods are operational tools used to establish labor standards. These 
standards are useful for planning, control, productivity improvements, costing and pricing, bid-
ding, compensation, motivation, and financial incentives. In measuring organizational charac-
teristics (e.g., pricing, quality), managers must ensure that their methods are compatible with the 
organization’s objectives.33

OPERATIONS CONTROL
Once a decision has been made to design an operational plan of action, resource allocations are 
considered. After management has decided on a functional operations strategy by using market-
ing and financial plans of action, it determines what specific tasks are necessary to accomplish 
functional objectives. This process is known as operations control.

Operations control is defined as making sure that operations activities are carried out as 
planned. The major components of operations control are just-in-time inventory control, main-
tenance control, cost control, budgetary control, ratio analysis, and materials control. Each of 
these components is discussed in detail in the following sections.

Just-in-Time Inventory Control

Just-in-time (JIT) inventory control is a technique for reducing inventories to a minimum by 
arranging for production components to be delivered to the production facility “just in time” for 
them to be used.34 The concept, developed primarily by the Toyota Motor Company of Japan, is 
also called “zero inventory” or kanban—the latter a Japanese term referring to purchasing raw 
materials by using a special ordering form.35

JIT is based on the management philosophy that products should be manufactured only 
when customers need them and only in the quantities customers require in order to minimize 
the amounts of raw materials and finished goods inventories manufacturers keep on hand. It also 
emphasizes maintaining organizational operations by using only the resources that are absolutely 
necessary to meet customer demand.

Although the concept of JIT was developed primarily in Japan, its use has spread throughout 
the world. Several studies have demonstrated that manufacturing companies in the United States 
have decreased their inventories over time. More recently, other research finds that manufactur-
ers in China, currently a hotbed of manufacturing used by companies around the world, are also 
reducing their inventories.36

Best Conditions for JIT JIT works best in companies that manufacture relatively 
standardized products that experience consistent demand. Such companies can confidently 
 order materials from suppliers and assemble products in small, continuous batches. The result 
is a smooth, consistent flow of purchased materials and assembled products, with little inven-
tory buildup.

However, JIT is not the best choice for every organization. Companies that manufacture 
nonstandardized products that experience sporadic or seasonal demand generally face more 
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irregular purchases of raw materials from suppliers, more uneven production cycles, and greater 
accumulations of inventory.37

Advantages of JIT When successfully implemented, JIT enhances organizational per-
formance in several important ways. First, it reduces the unnecessary labor expenses generated 
by manufacturing products that are not sold. Second, it minimizes the tying up of monetary 
resources in purchases of production-related materials that do not result in timely sales. Third, it 
helps management hold down inventory expenses, particularly storage and handling costs. Better 
inventory management and control of labor costs, in fact, are the two most commonly cited ben-
efits of JIT.

Characteristics of JIT Experience indicates that successful JIT programs have certain 
common characteristics:38

1. Closeness of suppliers—Manufacturers using JIT find it beneficial to use raw materials 
suppliers who are based only a short distance from them. When a company is ordering 
smaller quantities of raw materials at a time, suppliers must sometimes be asked to make 
one or more deliveries per day. Short distances make multiple deliveries per day feasible. 
Nonetheless, relying on one large supplier may present disadvantages as well. For example, 
an earthquake once caused one of Toyota’s piston suppliers to temporarily suspend its opera-
tions. Because the automaker practices JIT, the resulting shortage of pistons caused a delay 
in the delivery of about 55,000 vehicles.39

2. High quality of materials purchased from suppliers—Manufacturers using JIT find it 
especially difficult to overcome problems caused by defective materials. Because they keep 
their materials inventory small, defective materials purchased from a supplier may force 
them to discontinue the production process until another delivery from the supplier can be 
arranged. Such production slowdowns can be disadvantageous, causing late delivery to cus-
tomers or lost sales.

3. Well-organized receiving and handling of materials purchased from suppliers—
Companies using JIT must be able to receive and handle raw materials effectively and ef-
ficiently. Materials must be available for the production process where and when they are 
needed because if they are not, extra costs will be built into the production process.

4. Strong management commitment—Management must be strongly committed to the con-
cept of JIT. The system takes time and effort to plan, install, and improve—and is therefore 
expensive to implement. Management must be willing to commit funds to initiate the JIT 
system and support it once it is functioning.

Maintenance Control

Maintenance control is aimed at keeping an organization’s facility and equipment functioning at 
predetermined work levels. In the planning stage, managers must select a strategy that will direct 
personnel to fix equipment either before it malfunctions or after it malfunctions. The first strat-
egy is referred to as a pure-preventive maintenance policy—machine adjustments, lubrication, 
cleaning, parts replacement, painting, and needed repairs and overhauls are done regularly, be-
fore facilities or machines malfunction. At the other end of the maintenance control continuum 
is the pure-breakdown (repair) policy, which decrees that facilities and equipment be fixed only 
after they malfunction.

Most organizations implement a maintenance strategy somewhere in the middle of the 
maintenance continuum. Management usually tries to select a level and frequency of mainte-
nance that minimize the cost of both preventive maintenance and breakdowns (repair). Because 
no level of preventive maintenance can eliminate breakdowns altogether, repair will always be a 
necessary activity.

Whether management decides on a pure-preventive or a pure-breakdown policy, or on 
something in between, the prerequisite for a successful maintenance program is the availability 
of maintenance parts and supplies or replacement (standby) equipment. Some organizations 
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choose to keep standby machines to protect themselves from the consequences of breakdowns. 
Plants that use special-purpose equipment are more likely to invest in standby equipment than 
are those that use general-purpose equipment.

Cost Control

Cost control is wide-ranging control aimed at keeping organizational costs at planned levels.40 
Because cost control relates to all organizational costs, it is involved in activities in all organiza-
tional areas, such as research and development, operations, marketing, and finance. If an orga-
nization is to be successful, costs in all organizational areas must be controlled. Cost control is 
therefore an important responsibility of all managers in an organization.

Operations activities are cost intensive—perhaps the most cost intensive of all organiza-
tional activities—so when significant cost savings are realized in organizations, they are generally 
realized at the operations level.

Operations managers are responsible for the overall control of the cost of goods or services 
sold. Producing goods and services at or below planned cost levels is their principal objective, so 
operations managers are commonly evaluated primarily on their cost control activities. When 
operations costs are consistently above planned levels, the organization may need to change its 
operations management.

Stages in Cost Control The general cost control process has four stages:

1. Establishing standard or planned cost amounts
2. Measuring actual costs incurred
3. Comparing planned costs to incurred costs
4. Making changes to reduce actual costs to planned costs when necessary

When following these stages for specific operations cost control, the operations manager 
must first establish planned costs or cost standards for operations activities such as labor, mate-
rials, and overhead. Next, the operations manager must actually measure or calculate the costs 
incurred for these activities. Third, the operations manager must compare actual operations 
costs to planned operations costs and, fourth, take steps to reduce actual operations costs to 
planned levels if necessary.

Budgetary Control

As described in Chapter 9, a budget is a single-use financial plan that covers a specified length of 
time. An organization’s budget is its financial plan outlining how funds in a given period will be 
obtained and spent.

In addition to being a financial plan, however, a budget can be the basis for budgetary 
control—that is, for ensuring that income and expenses occur as planned. As managers gather 
information on actual receipts and expenditures within an operating period, they may uncover 
significant deviations from budgeted amounts. If so, they should develop and implement a con-
trol strategy aimed at bringing actual performance in line with planned performance. This effort, 
of course, assumes that the plan contained in the budget is appropriate for the organization. The 
following sections discuss some potential pitfalls of budgets and human relations considerations 
that may make a budget inappropriate.

Potential Pitfalls of Budgets To maximize the benefits of using budgets, managers 
must avoid several potential pitfalls. Among these pitfalls are the following:

1. Placing too much emphasis on relatively insignificant organizational expenses—In 
preparing and implementing a budget, managers should allocate more time for dealing 
with significant organizational expenses and less time for dealing with relatively insig-
nificant organizational expenses. For example, the amount of time managers spend on 
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developing and implementing a budget for labor costs typically should be much greater 
than the amount of time they spend on developing and implementing a budget for office 
supplies.

2. Increasing budgeted expenses year after year without adequate information—It does 
not necessarily follow that items contained in last year’s budget should be increased this 
year. Perhaps the best-known method for overcoming this potential pitfall is zero-base 
 budgeting.42 Zero-base budgeting is a planning and budgeting process that requires manag-
ers to justify their entire budget request in detail rather than simply refer to budget amounts 
established in previous years.

Some management theorists believe that zero-base budgeting is a better management 
tool than traditional budgeting—which simply starts with the budget amount established 
in the prior year—because it emphasizes focused identification and control of each budget 
item. It is unlikely, however, that this tool will be implemented successfully unless man-
agement adequately explains what zero-base budgeting is and how it is to be used in the 
organization. One of the earliest and most commonly cited successes in implementing a 
zero-base budgeting program took place in the Department of Agriculture’s Office of Budget 
and Finance.

3. Ignoring the fact that budgets must be changed periodically—Managers should recognize 
that such factors as costs of materials, newly developed technology, and product demand 
change constantly and that budgets must be reviewed and modified periodically in response 
to those changes.

A special type of budget called a variable budget is sometimes used to determine automat-
ically when such changes in budgets are needed. A variable budget, also known as a flexible 
 budget, outlines the levels of resources to be allocated for each organizational activity accord-
ing to the level of production within the organization. It follows, then, that a variable budget 
automatically indicates an increase in the amount of resources allocated for various organi-
zational activities when production levels go up and a decrease when production goes down.

Human Relations Considerations in Using Budgets Many managers  believe 
that although budgets are valuable planning and control tools, they can result in major human rela-
tions problems in an organization. A classic article by Chris Argyris, for example, shows how bud-
gets can create pressures that unite workers against management, cause harmful conflict between 
management and factory workers, and create tensions that result in worker inefficiency and worker 

Whenever unexpected changes occur, such as  
a big new client or a hike in the price of a key 
 material, review the impact on expenses and 
 earnings.

Keep track of the budget’s accuracy as well as the 
company’s performance. If some numbers are 
frequently too high or too low, take that pattern into 
account for future budgeting.

Share budget information with employees, and 
teach them how their actions affect the numbers.  
Tie rewards to meeting or beating the budgeted 
numbers.

Advisers from the Small Business Administration 
and private-sector consultants agree that for a 

budget to be useful in operations control, managers 
must actively use budgets. Here are some ways to 
make budgetary controls effective:41

Review the budget every month. In light of actual 
performance, decide whether revenue forecasts and 
budgeted expenses still seem realistic. Change any 
unrealistic numbers.
For every line in the budget, be sure someone has 
the authority and responsibility to monitor that 
 number and update performance data.

Controlling with a Budget

Steps for Success
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aggression against management.43 If such problems are severe enough, a budget may result in more 
harm than good to an organization.44

Reducing Human Relations Problems Several strategies have been suggested 
to minimize the human relations problems caused by budgets. The most-often-recommended 
 strategy is to design and implement appropriate human relations training programs for finance 
personnel, accounting personnel, production supervisors, and all other key people involved in the 
formulation and use of budgets. These training programs should emphasize both the advantages 
and the disadvantages of applying pressure on people through budgets and the possible results of 
using budgets to imply that an organization member is a success or a failure at his or her job.

Ratio Analysis

Another type of control uses ratio analysis.45 A ratio is a relationship between two numbers that 
is calculated by dividing one number into the other. Ratio analysis is the process of generating 
information that summarizes the financial position of an organization through the calculation 
of ratios based on various financial measures that appear on the organization’s balance sheet and 
income statements.

The ratios available to managers for controlling organizations, shown in Table 18.1, can be 
divided into four categories:

1. Profitability ratios
2. Liquidity ratios
3. Activity ratios
4. Leverage ratios

Using Ratios to Control Organizations Managers should use ratio analysis in 
three ways to control an organization:46

Managers should evaluate all ratios simultaneously. This strategy ensures that managers 
will develop and implement a control strategy that is appropriate for the organization as a 
whole rather than a control strategy that suits only one phase or segment of the organization.
Managers should compare computed values for ratios in a specific organization with the 
values of industry averages for those ratios. (The values of industry averages for the ratios 
can be obtained from Dunn & Bradstreet; Robert Morris Associates, a national associa-
tion of bank loan officers; the Federal Trade Commission; and the Securities and Exchange 
Commission.) Managers increase the probability that they will formulate and implement 
appropriate control strategies when they compare their financial situations to those of 
competitors.
Managers’ use of ratios should incorporate trend analysis. Managers must remember 
that any set of ratio values is actually only a determination of the relationships that existed 
in a specified time period (often a year). To employ ratio analysis to maximum advantage, 

TABLE 18.1 Four Categories of Ratios

Type Example Calculation Interpretation

Profitability Return on investment (ROI)  
Profit after taxes

Total assets
Productivity of assets

Liquidity Current ratio
Current assets

Current liabilities
Short-term solvency

Activity Inventory turnover  
Sales

Inventory
Efficiency of inventory 
management

Leverage Debt ratio  
Total debt

Total assets
How a company finances itself
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they need to accumulate ratio values for several successive time periods in order to uncover 
specific organizational trends. Once these trends are revealed, managers can formulate and 
implement appropriate strategies for dealing with those trends.

Materials Control

Materials control is an operations control activity that determines the flow of materials from ven-
dors through an operations system to customers. The achievement of desired levels of product cost, 
quality, availability, dependability, and flexibility heavily depends on the effective and efficient flow 
of materials. Materials management activities can be broadly organized into six groups or functions: 
purchasing, receiving, inventorying, floor controlling, trafficking, and shipping and distributing.

Procurement of Materials More than 50 percent of the expenditures of a typical 
manufacturing company are for the procurement of materials, including raw materials, parts, 
subassemblies, and supplies. This procurement is the responsibility of the purchasing depart-
ment. Actually, purchases of production materials are largely automated and linked to a re-
sources requirement planning system. Purchases of all other materials, however, are based on 
requisitions from users. The purchasing department’s job does not end with the placement of an 
order; order follow-up is just as crucial.

Receiving, Shipping, and Trafficking Receiving activities include unloading, 
identifying, inspecting, reporting, and storing inbound shipments. Shipping and distribution 
activities are similar and may include preparing documents, packaging, labeling, loading, and 
directing outbound shipments to customers and to distribution centers. Shipping and receiving 
are sometimes organized as one unit.

A traffic manager’s main responsibilities are selecting the transportation mode, coordinating 
the arrival and departure of shipments, and auditing freight bills.

Inventory and Shop-Floor Control Inventory control activities ensure the con-
tinuous availability of purchased materials. Work-in-process and finished-goods inventories are 
inventory control subsystems. Inventory control specifies what, when, and how much to buy. 
Held inventories buffer the organization against a variety of uncertainties that can disrupt supply, 
but because holding inventory is costly, an optimal inventory control policy provides a predeter-
mined level of certainty of supply at the lowest possible cost.

Shop-floor control activities include input/output control, scheduling, sequencing, routing, 
dispatching, and expediting.

Although many materials management activities can be programmed, the human factor 
is key to a competitive performance. Skilled and motivated employees are therefore crucial to 
 successful materials control.

OPERATIONS CONTROL TOOLS
In addition to understanding production, operations management, and operations control, 
managers need to be aware of various operations control tools that are useful in an operations 
facility. A control tool is a specific procedure or technique that presents pertinent organizational 
information in a way that helps managers and workers develop and implement an appropriate 
control strategy. That is, a control tool aids managers and workers in pinpointing the organi-
zational strengths and weaknesses on which a useful control strategy must focus. This section 
discusses specific control tools for day-to-day operations as well as for longer-run operations.

Using Control Tools to Control Organizations

Continual improvement of operations is a practical, not a theoretical, managerial concern. It is, 
essentially, the development and use of better methods. Different types of organizations have 
different goals and strategies, but all organizations struggle daily to find better ways of doing 
things. This goal of continual improvement applies not just to money-making enterprises but 
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also to organizations that have other missions. Because organizational 
leaders are continually changing systems and personal styles of man-
agement, everyone within the organization is continually learning to 
live with change.

Inspection

Traditionally, managers believed that if you wanted good-quality 
products, you hired many inspectors to make sure an operation was 
producing at the desired quality level. These inspectors examined 
and graded finished products or components, parts, or services at any 
stage of operation by measuring, tasting, touching, weighing, disas-
sembling, destroying, and testing. The goal of inspection was to detect 
unacceptable quality levels before a bad product or service reached a 
customer. Whenever a lot of defects were found, management blamed 
the workers and hired more inspectors.

To Inspect or Not to Inspect Today, managers know 
that inspection cannot catch problems built into the system. The 
traditional inspection process does not result in improvement and 
does not guarantee quality. In fact, according to Deming, inspection 
is a limited, grossly overused, and often misused tool. He recom-
mended that management stop relying on mass inspection to achieve quality and advocated 
instead either 100 percent inspection in those cases where defect-free work is impossible or no 
inspection at all where the level of defects is acceptably small.

Management by Exception

Management by exception is a control technique that allows only significant deviations 
 between planned and actual performance to be brought to a manager’s attention. Management 
by exception is based on the exception principle, a management principle that appeared in early 
management literature.47 This principle recommends that subordinates handle all routine 
 organizational matters, leaving managers free to deal with nonroutine, or exceptional, organi-
zational issues.

Establishing Rules Some organizations rely on subordinates or managers to detect the 
significant deviations between standards and performance that signal exceptional issues. Other 
organizations establish rules to ensure that exceptional issues surface as a matter of normal 
operating procedure. Setting rules must be done carefully to ensure that all true deviations are 
brought to the manager’s attention.

Two examples of rules based on the exception principle are the following:48

1. A department manager must immediately inform the plant manager if actual weekly labor 
costs exceed estimated weekly labor costs by more than 15 percent.

2. A department manager must immediately inform the plant manager if actual dollars spent 
plus estimated dollars to be spent on a special project exceed the funds approved for the 
project by more than 10 percent.

Although these two rules happen to focus on production-related expenditures, detecting and 
reporting significant rules deviations can be established in virtually any organizational area.

If appropriately administered, the management-by-exception control technique ensures the 
best use of managers’ time. Because only significant issues are brought to managers’ attention, 
the possibility that managers will spend their valuable time working on relatively insignificant 
issues is automatically eliminated.

Of course, the significant issues brought to managers’ attention could be organizational 
strengths as well as organizational weaknesses. Obviously, managers should try to reinforce the 
first and eliminate the second.

To prevent low quality  product 
from reaching the market, 
companies should have a solid 
quality assurance program in 
place.
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Management by Objectives

In management by objectives, which was discussed in Chapter 7, the manager assigns a specific 
set of objectives and action plans to workers and then rewards those workers on the basis of how 
close they come to reaching their goals. This control technique has been implemented in corpo-
rations that are intent on using an employee-participative means to improve productivity.

Break-Even Analysis

Another production-related control tool commonly used by managers is break-even analysis. 
Break-even analysis is the process of generating information that summarizes various levels of 
profit or loss associated with various levels of production. The next sections discuss three facets 
of this control tool: basic ingredients of break-even analysis, types of break-even analysis avail-
able to managers, and the relationship between break-even analysis and controlling.49

Basic Ingredients of Break-Even Analysis Break-even analysis typically  involves 
reflection, discussion, reasoning, and decision making relative to the following seven major aspects 
of production:

1. Fixed costs—A fixed cost is an expense incurred by the organization regardless of the 
number of products produced. Some examples are real estate taxes, upkeep to the exterior 
of a business building, and interest expenses on money borrowed to finance the purchase of 
equipment.

2. Variable costs—An expense that fluctuates with the number of products produced is a 
 variable cost. Examples are costs of packaging a product, costs of materials needed to make 
the product, and costs associated with packing products to prepare them for shipping.

3. Total cost—The total cost is simply the sum of the fixed and the variable costs associated 
with production.

4. Total revenue—Total revenue is all sales dollars accumulated from selling manufactured 
products or services. Naturally, total revenue increases as more products are sold.

5. Profit—Profit is defined as the amount of total revenue that exceeds the total costs of pro-
ducing the products sold.

6. Loss—Loss is the amount of the total costs of producing a product that exceeds the total 
revenue gained from selling the product.

7. Break-even point—The break-even point is the level of production at which the total rev-
enue of an organization equals its total costs—that is, the point at which the organization is 
generating only enough revenue to cover its costs. The company is neither gaining a profit 
nor incurring a loss.

Types of Break-Even Analysis Two somewhat different procedures can be used 
to determine the same break-even point for an organization: algebraic break-even analysis and 
graphic break-even analysis.

Algebraic Break-Even Analysis The following simple formula is commonly used 
to determine the level of production at which an organization breaks even:

BE =  FC
P -  VC

where
BE = the level of production at which the firm breaks even
FC = total fixed costs of production
 P = price at which each individual unit is sold to customers
VC = variable costs associated with each product manufactured and sold

In using this formula to calculate a break-even point, two sequential steps must be followed. 
First, the variable costs associated with producing each unit must be subtracted from the price at 
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which each unit will sell. The purpose of this calculation is to determine how much of the selling 
price of each unit sold can go toward covering total fixed costs incurred from producing all units. 
Second, the remainder calculated in the first step must be divided into total fixed costs. The pur-
pose of this calculation is to determine how many units must be produced and sold to cover fixed 
costs. This number of units is the break-even point for the organization.

Say a book publisher faces the fixed and variable costs per paperback book presented in 
Table 18.2. If the publisher wants to sell each book for $12, the break-even point could be calcu-
lated as follows:

 BE =   $88, 800
$12 -  $6

 BE =   $88, 800
$6

BE =  14, 800 copies

This calculation indicates that if expenses and selling price remain stable, the book publisher 
will incur a loss if book sales are fewer than 14,800 copies, will break even if book sales equal 
14,800 copies, and will make a profit if book sales exceed 14,800 copies.

Graphic Break-Even Analysis Graphic break-even analysis entails the construction 
of a graph showing all the critical elements in a break-even analysis. Figure 18.5 is such a graph 
for the book publisher. Note that in a break-even graph, the total revenue line starts at zero.
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Loss incurred
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Total revenue
($12 per book)

Break-even point
(14,800 copies
produced and sold)

Variable costs
($6 per unit over
fixed costs)*

Fixed costs
($88,800)

TABLE 18.2 Fixed Costs and Variable Costs for a Book Publisher

Fixed Costs (Yearly Basis) Variable Costs per Book Sold

1. Real estate taxes on property $1,000 1. Printing $2.00

2. Interest on loan to purchase equipment 5,000 2. Artwork 1.00

3. Building maintenance 2,000 3. Sales commission .50

4. Insurance 800 4. Author royalties 1.50

5. Salaried labor 80,000 5. Binding 1.00

Total fixed costs $88,800 Total variable costs per book $6.00

FIGURE 18.5
Break-even analysis for  
a book publisher
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Advantages of Using the Algebraic and Graphic Break-Even Methods 
Both the algebraic and the graphic methods of break-even analysis for the book publisher result 
in the same break-even point—14,800 books produced and sold—but the processes used to 
 arrive at this point are quite different.

Which break-even method managers should use is usually determined by the situation they 
face. For a manager who desires a quick yet accurate determination of a break-even point, the 
algebraic method generally suffices. For a manager who wants a more complete picture of the 
cumulative relationships among the break-even point, fixed costs, and escalating variable costs, 
the graphic break-even method is more useful. For example, the book publisher could quickly 
and easily see from Figure 18.5 the cumulative relationships of fixed costs, escalating variable 
costs, and potential profit and loss associated with various levels of production.

Control and Break-Even Analysis Break-even analysis is a useful control tool 
because it helps managers understand the relationships among fixed costs, variable costs,  total 
costs, and profit and loss within an organization. Once these relationships are understood, 
managers can take steps to modify one or more of the variables to reduce the deviation between 
planned and actual profit levels.50

Increasing costs or decreasing selling prices has the overall effect of increasing the number 
of units an organization must produce and sell to break even. Conversely, the managerial strat-
egy for decreasing the number of products an organization must produce and sell to break even 
entails lowering or stabilizing fixed and variable costs or increasing the selling price of each unit. 
The exact break-even control strategy a particular manager should develop and implement is 
dictated primarily by that manager’s specific organizational situation.

Other Broad Operations Control Tools

Some of the best-known and most commonly used operations control tools are discussed in the 
following sections. The primary purpose of these tools is to control the production of organiza-
tional goods and services.51

Decision Tree Analysis Decision tree analysis, as you recall from Chapter 8, is a 
statistical and graphical, multiphased decision-making technique that contains a series of steps 
showing the sequence and interdependence of decisions. Decision trees allow a decision maker 
to deal with uncertain events by determining the relative expected value of each alternative 
course of action. The probabilities of different possible events are known, as are the monetary 
payoffs that would result from a particular alternative and a particular event. Decision trees are 
best suited to situations in which capacity decisions involve several capacity expansion alterna-
tives and the selection of the alternative with the highest expected profit or the lowest expected 
cost is necessary.

Process Control Statistical process control, known as process control, is a technique 
that assists in monitoring production processes. Production processes must be monitored con-
tinually to ensure that the quality of their output is acceptable. The earlier the detection of a 
faulty production process occurs, the better. If detection occurs late in the production process, 
the company may find parts that do not meet quality standards, and scrapping or reworking 
these units is a costly proposition. If a production process results in unstable performance or is 
completely out of control, corrective action must be taken. Process control can be implemented 
with the aid of graphical charts known as control charts.

Value Analysis Value analysis is a cost control and cost reduction technique that helps 
managers control operations by focusing primarily on material costs. The goal of this analysis, 
which is performed by examining all the parts and materials and their functions, is to reduce 
costs by using cheaper components and materials in such a way that product quality or appeal 
is not affected. Simplification of parts—which lowers production costs—is also a goal of value 
analysis. Value analysis can result not only in cost savings but also in an improved product.
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Value analysis requires a team effort. This team, if not company-wide, should at least include 
personnel from operations, purchasing, engineering, and marketing.

Computer-Aided Design Computer-aided design (CAD) systems include several 
automated design technologies. Computer graphics is used to design geometric specifications for 
parts, whereas computer-aided engineering (CAE) is employed to evaluate and perform engineer-
ing analyses on a part. CAD also includes technologies used in process design. CAD functions to 
ensure the quality of a product by guaranteeing not only the quality of parts in the product but 
also the appropriateness of the product’s design.

Computer-Aided Manufacturing Computer-aided manufacturing (CAM)  employs 
computers to plan and program equipment used in the production and inspection of manufactured 
items. Linking CAM and CAD processes through a computer is especially beneficial when produc-
tion processes must be altered, because when CAD and CAM systems can share information easily, 
design changes can be implemented in a short period of time.

Increasing productivity at 3M, as described in the 
Challenge Case, is mainly a matter of integrating res-
ources such as people, equipment, and materials to 

reduce cycle times.

Because the level of productivity at 3M was far from ideal, 
management, under the leadership of former CEO George 
Buckley and Senior Vice President John Woodworth, decided that 
the company had to lower its operating costs through improved 
productivity. The cost savings would enable profits to continue 
growing even during periods of sluggish sales. Basic methods of 
improving productivity included shortening supply chains and 
improving energy efficiency. Other ways to improve productivity 
at 3M could include more effective training programs and more 
selective hiring decisions.

To maintain and improve product quality even as it improves 
efficiency, 3M’s management could establish a quality assurance 
program that continually monitors components and finished 
products to ensure they are at acceptable levels. Quality circles 
could be established to involve employees in the effort to improve 
product and process quality. Automation also could improve the 
efficiency as well as the quality of manufacturing processes at 
3M. Decision support software from Expert Choice has already 
automated the process of making production and supply chain 
decisions, and now the decisions are made faster and according to 
agreed-upon criteria.

In attempting to reduce the time it takes to complete the 
 production and delivery of each product, 3M’s management, 
under the direction of Jim Welsh, is involved in operations 
management. The issues mentioned in the Challenge Case per-
tain to the “periodic updating” segment of operations man-
agement  activities—selecting processes to improve, designing 

more efficient processes, and updating the production system to 
shorten cycle times, lower transportation and inventory costs, and 
improve energy efficiency. The periodic updating at 3M should 
focus on the appropriate use of company resources such as fac-
tories, inventory, and employees who have ideas for greater effi-
ciency. Once established, new operations procedures at 3M must 
be continually monitored by management for both effectiveness 
(“doing the right things”) and efficiency (“doing things right”).

Factors that 3M’s management must consider when making 
operations decisions include capacity strategy, making sure that 
the company has appropriate resources to perform needed func-
tions at appropriate times; location strategy, making sure that 3M’s 
resources are appropriately positioned for work when the work 
must be performed; product strategy, making sure that appropri-
ate products are targeted and provided; process strategy, making 
sure that 3M is employing appropriate steps in producing its 
products; layout strategy, making sure that the flow of raw materi-
als and components is desirable; and human resources strategy, 
making sure that 3M has appropriate people to make its products.

Operations control activities can help 3M’s management 
ensure that production is carried out as planned. Just-in-time 
inventory control, for example, would ensure that enough raw 
materials are in place and available just when they are needed 
for the next step in a production process. In contrast, putting 
money into large surpluses of an adhesive would needlessly tie up 
company resources and reduce profitability. Maintenance control 
would ensure that the equipment needed to produce a product 
line is operating at a desirable level. Cost control would ensure that 
3M is not producing its products too expensively. Budgetary con-
trol would focus on acquiring company resources and using them 
to make products as stipulated by 3M’s financial plan.

Operations control at 3M can also include ratio analysis, or 
determining relationships among various factors on 3M’s income 

CHALLENGE CASE SUMMARY
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Another control tool that 3M’s management might find 
highly useful is break-even analysis. Break-even analysis would 
furnish management with information about the various levels 
of profit or loss associated with various levels of revenue. To 
use this tool, 3M would have to determine the total fixed costs 
necessary to operate each manufacturing facility, the price at 
which its products are sold, and the variable costs associated 
with making each type of product.

For example, if management wanted to determine how many 
stethoscopes have to be sold before the company breaks even on 
making them, it could arrive at the break-even point algebraically 
by following three steps. First, all fixed costs attributable to mak-
ing the stethoscopes—for example, rent for the factory where 
they are assembled—would be totaled. Second, all the variable 
costs of making the stethoscopes would be totaled, and from this 
total, management would subtract the revenue from selling the 
stethoscopes. Variable costs include the pay for the workers who 
make the stethoscopes as well as the costs of all raw materials and 
components purchased from contractors. Finally, the answer cal-
culated in step 2 would be divided into the answer derived in step 
1, and this figure would tell management how many stethoscopes 
must be sold at the projected revenue level to break even.

An alternative way that 3M’s management could determine 
the break-even point would be by constructing a graph showing 
fixed costs, variable costs, and revenue per stethoscope. Such a 
graph would probably give managers a more useful picture than 
the algebraic method would for formulating profit-oriented pro-
duction plans for the product line and the facility.

Broader operations tools that are highly useful to managers 
exercising the control function include decision tree analysis, 
process control, value analysis, computer-aided design (CAD), 
and computer-aided manufacturing (CAM). Decision tree anal-
ysis, which supports complex decision making, could be a com-
ponent of decision-making software such as the software that 
3M acquired for improving its production decisions. Process 
control and value analysis would be important for ensuring 
that 3M is maintaining its quality standards and managing its 
materials costs. CAD is a basic tool that 3M’s engineers could 
use to design products that perform as intended, and it is likely 
to be linked to CAM in the locations where 3M’s processes are 
automated.

statement and balance sheet to arrive at a good indication of 
the company’s financial position. Through ratio analysis, 3M’s 
management could monitor factors such as inventory levels, pro-
duction volume, and production costs to determine their overall 
impact on company profitability, liquidity, and leverage. To assess 
the impact on the financial condition of the company of produc-
ing various products at various locations, 3M’s management could 
track ratios over time to discern trends.

Finally, operations control at 3M would need to include 
materials control to ensure that materials purchased from sup-
pliers are flowing appropriately from vendors to manufacturing 
plants and are meeting production requirements. For example, 
the goal of monitoring the adhesives or packaging provided by 
a contractor would be to ensure that these products are meeting 
the company’s specifications and quality standards, as well as 
arriving on schedule and in the quantities ordered.

Several useful production control tools are available to 3M’s 
management to ensure that products are made efficiently and 
effectively. First, management can have products sampled and 
inspected to determine which, if any, should be improved and 
how to improve them. Second, 3M can use management by 
exception to control product quality and costs. In this case, 3M’s 
workers would correct minor defects and bring only exceptional 
matters to management’s attention. To successfully use manage-
ment by exception at 3M, it would be necessary to implement 
some carefully designed rules. One such rule might be that when 
5 percent or more of components arrive late from a vendor, the 
inventory problem must be reported to a plant manager. The 
manager would then work with the vendor to resolve the delivery 
problem or find a more reliable vendor.

As an alternative, 3M might prefer to use management by 
objectives to control efficiency. For example, management has 
set objectives for reducing cycle time and improving energy 
efficiency at the corporate level. Each business unit leader has 
objectives for improving cycle times and energy efficiency in the 
business unit. With management by objectives, each level of man-
agers and employees at 3M should also have objectives to meet 
that contribute to those overall objectives. If the objectives are 
worthwhile and realistic, even if some of 3M’s employees are not 
reaching them consistently, then management would take steps to 
ensure that they are met.

 MyManagementLab: Assessing Your Management Skill
If your instructor has assigned this activity, go to mymanagementlab.com and decide 
what advice you would give a 3M manager.

DEVELOPING MANAGEMENT SKILL This section is specially designed to help 
you develop management skills. An individual’s management skill is based on an 
understanding of management concepts and on the ability to apply those concepts in 
various organizational situations. The following activities are designed both to heighten 
your understanding of management concepts and to develop your ability to apply those 
concepts in a variety of organizational situations.
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Know How Management Concepts Relate

This section comprises activities that will sharpen your understanding of management 
concepts. Answer essay questions as completely as possible.

CLASS PREPARATION AND PERSONAL STUDY
To help you prepare for class, perform the activities outlined in this section. Performing these activities  
will help you to significantly enhance your classroom performance.

Reflecting on Target Skill

On page 415, this chapter opens by presenting a target management skill along with 
a list of related objectives outlining knowledge and understanding that you should 
aim to acquire related to that skill. Review this target skill and the list of objectives to 
make sure that you’ve acquired all pertinent information within the chapter. If you do 
not feel that you’ve reached a particular objective(s), study related chapter coverage 
 until you do.

Know Key Terms

Understanding the following key terms is critical to your preparing for class. Define each  
of these terms. Refer to the page(s) referenced after a term to check your definition or to 
gain further insight regarding the term. 

production 417
productivity 417
quality 418
quality assurance 420
statistical quality control 420
quality circle 420
automation 420
robotics 420
operations management 422
effectiveness 422
efficiency 422
capacity strategy 423
location strategy 423
product strategy 424
process strategy 424
layout strategy 425
layout 425
product layout 425
process (functional  

layout) 425

fixed-position layout 425
human resources  

strategy 426
labor force planning 426
job design 427
work methods analysis 427
motion-study  

techniques 427
work measurement  

methods 427
operations control 427
just-in-time (JIT inventory 

control) 427
pure-preventive maintenance 

policy 428
pure-breakdown (repair  

policy) 428
budget 429
zero-base budgeting 430
variable budget 430

ratio analysis 431
materials control 432
control tool 432
management by  

exception 433
break-even analysis 434
fixed cost 434
variable cost 434
total cost 434
total revenue 434
profit 434
loss 434
break-even point 434
decision tree analysis 436
process control 436
value analysis 436
computer-aided design  

(CAD) 437
computer-aided manufacturing 

(CAM) 437

 18-1. Describe the relationship between quality and pro- 
ductivity.

 18-2. Define capacity strategy and describe the five steps 
involved in making capacity decisions.

 18-3. Compare and contrast the following operations con-
trols: maintenance control, cost control, budgetary 
control, and ratio analysis.
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restaurant patrons. In the fast-food industry, 99-cent and 
dollar menus have become a mainstay for value-conscious 
consumers. Although it would not have been prudent for 
Michael’s on East to offer one-dollar steaks and lobsters, it 
could still borrow from the fast-food industry’s pricing strate-
gies. “We took a value approach to combat food costs,” said 
Massa. A few years ago, the restaurant offered a three-course 
dinner for $25 and a two-course lunch for $15. “It was so suc-
cessful,” Massa said, “that we made it a regular part of our 
operation.” The first summer Michael’s on East attempted this 
strategy, it sold 2,000 more meals than it had the previous 
summer.54

Another way Massa is controlling his costs is through 
portion size. “Instead of serving our normal eight- to nine-
ounce slab of swordfish, we’ll do six ounces, cut into medal-
lions,” he said.55 When served, customers don’t notice the 
very slight difference in the size of the entrée.

Even the curried chicken—a best seller at the restau-
rant—has received Massa’s cost-trimming attention. For 
Michael’s on East, the chicken costs the restaurant only 
$2 to serve, but by pairing it with delicious but lower-cost 
side dishes, the profit margin increases. “If we can sell 120 
of those at a food cost of 25 percent,” Massa calculated, 
“that’s how we’re going about reducing our food cost—
by having some of our lead sellers be our value menu 
selections.”56

Traditional menu items such as steak have also been 
carefully reevaluated. When Massa realized that the restau-
rant could not cut portion size or price, he devised the unique 
compromise of offering just the steak with no sides. Called 
simply “steak on a plate,” if a customer wants a baked potato 
or other side, he or she can purchase it à la carte. “We wor-
ried customers would balk at not getting their potato and 
vegetable, but they didn’t skip a beat.”57

It would probably have been easier to gradually slash 
menu prices by 10 or even 20 percent and try to make up the 
lost profit margin through increased volume. But restaurants 
such as Michaels on East have a particular image to uphold, 
and a drastic drop in price sometimes conveys a loss of qual-
ity in the mind of the customer. Massa also could have opted 
for cheaper ingredients and lesser-quality steaks and fish, 
but patrons very likely would have detected the difference. 
Instead, Massa’s approach of maintaining very high-quality 
raw ingredients and combining them with a value approach 
to the menu has enabled the restaurant to continue its suc-
cess in a tough economic climate.

Questions

 18-7. How would you evaluate Massa’s cost control stra tegies?
 18-8. What potential challenges do you see in Massa’s cost 

control strategies? How would you recommend over-
coming those challenges?

 18-9. If you were Massa, what other cost controls would 
you try to implement?

Better Production Planning  
Saves Money for 3M

“Better Production Planning Saves Money for 3M” (p. 416) 
and its related Challenge Case Summary were written to help 
you better understand the management concepts contained in 
this chapter. Answer the following discussion questions about 
the Challenge Case to explore how your  understanding of pro-
duction and control can be applied in a company such as 3M.

 18-4. Why is 3M Company attempting to raise its productiv-
ity? From your knowledge of how products are manu-
factured, in what other ways do you think 3M could 
increase its productivity?

 18-5. List three concepts discussed in this chapter that 
could help 3M’s management increase productivity. 
Be sure to explain how each concept could help.

 18-6. Which concept listed in question 2 do you think would 
have the greatest impact on increasing productivity? 
Explain fully.

How Michael’s on East Maintains  
Cost Controls

Read the case and answer the questions that follow. Studying 
this case will help you better understand how concepts relat-
ing to cost controls can be applied in a company such as 
Michael’s on East.

Just as the recent recession impacted many consumers’ 
wallets, it also directly affected the businesses that rely on 
the discretionary income of those very consumers. The res-
taurant industry has certainly been no exception. Americans 
curbed their penchant for dining out or traded down to 
lower-priced restaurant options. For higher-end restaurants, 
the loss of business has been devastating.

Enter Al Massa.
Massa is executive chef of the Florida-based restaurant 

Michael’s on East. Menu items include veal chops, racks of 
lamb, Cornish game hens, filet mignon, lobster, salmon, sea 
bass, and swordfish. The elegant dining room, complete with 
piano bar, has become known as Sarasota, Florida’s “gastro-
nomic sanctuary.”52 It is a place to enjoy a fine dinner with an 
equally fine glass of wine.

But Massa had a difficult challenge on his hands: main-
taining a high-quality menu of offerings while controlling 
rising costs. It was not easy. Loyal customers of the restau-
rant had come to expect a certain degree of excellence in the 
menu but were reluctant to continue paying the prices they 
had in previous years. Slashing prices, however, was not the 
answer. And sacrificing the quality of ingredients was also 
not an option. “The idea isn’t to just cut costs, it’s to build 
sales,” Massa said.53

The true difficulty lay in crafting a menu that exhib-
ited quality but was still sensitive to the cost concerns of 

 Cases

MANAGEMENT SKILLS EXERCISES
Learning activities in this section are aimed at helping you develop management skills.
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portfolio to an employment interview could be helpful in 
obtaining a job.

The portfolio activity for this chapter is Improving 
Production and Control at Nissan. Study the information and 
complete the exercises that follow.

In recent years, Nissan—a car manufacturer based in 
Japan—has established a positive reputation with respect 
to the quality of its cars. Much of this reputation is based on 
the company’s CEO, Carlos Ghosn, and the strategies and 
tactics he has employed as the CEO. Ghosn is largely respon-
sible for the improved reputation of both Nissan and Infiniti, 
which is one of Nissan’s subsidiaries.

Ghosn believes strongly that a significant factor in the 
company’s success is its production and control processes. 
In fact, he believes so strongly in this idea that he plans to 
distribute to all new employees a 500-word memo high-
lighting the benefits of Nissan’s production and control 
processes. As Ghosn’s personal assistant, your task is to pre-
pare a first draft of this memo. This memo should include an 
overview of the importance of productivity and quality and 
the relationship between these two concepts. In addition, the 
memo should contain brief descriptions of some techniques 
that Nissan might use to increase quality.

Remember that the audience for this memo—new 
employees—knows little about production and control. Your 
task is to communicate these ideas in a way that this audi-
ence will understand.

Experiential Exercises

Defining Management by Exception

Directions. Read the following scenario and then perform the 
listed activities. Your instructor may want you to perform the 
activities as an individual or within groups. Follow all of your 
instructor’s directions carefully.

The owner of a small business in your community has 
contacted your group for help with his organization. The owner 
recently encountered the term management by exception in a 
magazine article, but he is not sure what it means or how orga-
nizations implement this practice. Your assignment involves 
searching the Internet for examples of how companies imple-
ment management by exception. Prepare a five-minute pre-
sentation that defines this term and includes examples of how 
organizations use management by exception.

You and Your Career

This chapter highlights the role of productivity—the relation-
ship between outputs produced and the inputs needed to 
produce them—in determining organizational success. Given 
the importance of productivity, organizations continuously 
strive to hire productive employees. In addition, when facing 
difficult choices about laying off workers, organizations seek 
to retain their most productive employees. Given the impor-
tance of this topic, then, it will be important for you to stress 
to future employers your productivity. Think about your cur-
rent job (or a past job). How would you define productivity in 
this job? Would you describe yourself as “productive” in that 
job? Why or why not? Can you identify any factors that help 
or diminish your productivity? Explain how this experience 
might improve your productivity in future jobs.

Building Your Management  
Skills Portfolio

Your Management Skills Portfolio is a collection of activities 
specially designed to demonstrate your management knowl-
edge and skill. Be sure to save your work. Taking your printed 

 MyManagementLab: Writing Exercises
If your instructor has assigned this activity, go to mymanagementlab.com for  
the following assignments:

Assisted Grading Questions
18-10. Describe the advantages and disadvantages associated with just-in-time  

inventory control.
18-11. What is operations management?

http://news.3m.com/leadership/ceo-and-corporate-officers/john-k-
woodworth, accessed May 16, 2012; 3M Newsroom, “3M Performance,” 
http://solutions.3m.com/wps/portal/3M/en_US/3M-Company/
Information/Profile/Performance/, accessed May 16, 2012; 3M 
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Managing
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Comprehensive Management Skill: the ability to collectively 
apply concepts from various major management 
approaches to perform a manager’s job
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To help build my comprehensive management skill, when studying 
this appendix, I will attempt to acquire:

1 An understanding of the classical approach to 
management

2 Knowledge about the behavioral approach to 
management

3 Insights about the management science approach to 
management

4 Information about the contingency approach to 
management

5 An understanding of the system approach to 
management

6 Knowledge about the learning organization approach to 
management

 MyManagementLab: Learn It
If your instructor has assigned this activity, go to mymanagementlab.com before 
 studying this chapter to take the Chapter Warm-Up and see what you already know.
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systems and set up formal financial methods and controls to 
help the company function more efficiently.

Today, Ford technology has entered the twenty-first 
 century. Under the leadership of Ford’s current CEO, Alan 
Mulally, Ford is using computer technology and analytic 
tools to predict consumer preferences and precisely schedule 
 production to meet that demand. Mulally also demonstrates 
modern thinking in the way he manages people: He sees his 
role as creating an environment in which everyone focuses on 
“moving the organization forward.” Employees are empowered 
to act when they see a problem. This includes management 
 negotiating with union representatives to find ways to make 
 facilities work more efficiently rather than simply closing un-
profitable operations. In this environment, employees share in 
the organization’s successes. Ford recently reported strong earn-
ings for the year and announced that employees would receive a 
record profit-sharing payment of more than $8,000 each.1

THE COMPREHENSIVE MANAGEMENT 
SKILL CHALLENGE
The Challenge Case illustrates many different 
comprehensive management skill challenges that 
Ford Motor Company’s management must strive to 
overcome. For Ford to be successful, management 
must collectively apply insights from the classical, 
behavioral, management science, contingency, systems, 
and learning organization approaches to managing. 
The remaining material in this appendix explains these 
approaches and helps you develop your comprehensive 
management skill. After studying appendix concepts, 
read the Challenge Case Summary at the end of the  
appendix to gain insights about using comprehensive 
management skill at Ford.

Chapter 1 focused primarily on defining 
management. This appendix presents various 
approaches to analyzing and reacting to management 
situations, each characterized by a different method of 
analysis and a different type of recommended action.

But Ford saw more than a production process; he saw 
a new approach to managing workers. He used the effi-
ciency gained from the assembly line to make working for 
the company more attractive so that workers would be less 
likely to quit. He more than doubled wages to $5 per day and 
shortened the nine-hour workday by an hour. He also set up 
training facilities where workers could learn to manage their 
money. Besides improving employee relations, these efforts 
made it possible for Ford’s workers to become Ford customers 
as well.

Years later, the founder’s son, Henry Ford II, also intro-
duced management innovations. During World War II, the 
need to move people and materials around the world to win 
the war fueled the innovation of applying analytic methods 
to management problems. After the war, Ford brought the 
creators of the government’s management information system 
to his company so that they could apply their methods there. 
These “whiz kids” studied Ford’s informal record-keeping 

How Management Innovation Keeps Ford 
Moving Ahead

Ever since Ford Motor Company’s early years, innovative management has given the 
company a competitive edge. Ford introduced the Model T in 1908; it quickly became 
popular, but building it was expensive and slow. Because workers brought parts to a 

chassis remaining in one spot, it took more than 12 hours to put together each car. Henry Ford 
decided to set up the work differently: The chassis would be pulled along the floor to the parts 
and the workers. By 1914, improvements to the moving assembly line had trimmed the assembly 
time to 93 minutes per car.
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Ford continues to move ahead under the leadership 
of CEO, Alan Mulally, by using twenty-first century 
technology and modern thinking in the management 
of its employees.
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Over the years, a variety of different approaches to management have been 
developed, along with wide-ranging discussions of what each approach entails. In 
an attempt to simplify the discussion of the field of management without sacrificing 
significant information, Donnelly, Gibson, and Ivancevich combined the ideas of 
Koontz, O’Donnell, and Weihrich with those of Haynes and Massie and categorized 
three basic approaches to management:2

1. Classical approach
2. Behavioral approach
3. Management science approach

The following sections build on the work of Donnelly, Gibson, and Ivancevich 
in presenting the classical, behavioral, and management science approaches to 
analyzing the management task. The contingency approach is discussed as a fourth 
primary approach, whereas the system approach is presented as a recent trend in 
management thinking. The learning organization approach is continually evolving and is 
discussed as the newest way to analyze management.

THE CLASSICAL APPROACH
The classical approach to management was the product of the first concentrated effort to 
 develop a body of management thought. In fact, the management writers who participated in 
this effort are considered the pioneers of management study. The classical approach recommends 
that managers continually strive to increase organizational efficiency to increase production. 
Although the fundamentals of this approach were developed some time ago, contemporary 
managers are just as concerned as their predecessors were with finding the “one best way” to get 
the job done. As an illustration of this continuing concern, notable management theorists see 
striking similarities between the concepts of scientific management developed many years ago 
and the more current management philosophy of incorporating quality into all aspects of orga-
nizational operations.3

For discussion purposes, the classical approach to management can be broken down into 
two distinct areas. The first area, lower-level management analysis, consists primarily of the 
work of Frederick W. Taylor, Frank and Lillian Gilbreth, and Henry L. Gantt. These individuals 
studied mainly the jobs of workers at lower levels of an organization. The second area, compre-
hensive analysis of management, concerns the management function as a whole. The primary 
contributor to this area was Henri Fayol. Figure A1.1 illustrates the two distinct areas in the 
classical approach.

Classical
approach to

management

Lower-level
management

analysis

MAJOR
CONTRIBUTORS

Frederick W. Taylor
Frank and Lillian Gilbreth

Henry L. Gantt

MAJOR
CONTRIBUTOR

Henri Fayol

Comprehensive
analysis of

management

FIGURE A1.1
Division of the classical 
approach to management 
into two areas and the major 
contributors to each area
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Lower-Level Management Analysis

Lower-level management analysis concentrates on the “one best way” to perform a task; that is, 
it investigates how a task situation can be structured to get the highest production from work-
ers. The process of finding this “one best way” has become known as the scientific method of 
management, or simply scientific management. Although the techniques of scientific managers 
could conceivably be applied to management at all levels, the research, research applications, and 
illustrations relate mostly to lower-level managers. The work of Frederick W. Taylor, Frank and 
Lillian Gilbreth, and Henry L. Gantt is summarized in the sections that follow.

Frederick W. Taylor (1856–1915) Because of the significance of his contribu-
tions, Frederick W. Taylor is commonly called the “father of scientific management.” His primary 
goal was to increase worker efficiency by scientifically designing jobs. His basic premise was 
that every job has one best way to be done and that this way should be discovered and put into 
operation.4

WORK AT BETHLEHEM STEEL CO.
Perhaps the best way to illustrate Taylor’s scientific method and his management philosophy is to 
describe how he modified the job of employees whose sole responsibility was shoveling materi-
als at Bethlehem Steel Company.5 During the modification process, Taylor made the assumption 
that any worker’s job could be reduced to a science. To construct the “science of shoveling,” he 
obtained answers—through observation and experimentation—to the following questions:

1. Will a first-class worker do more work per day with a shovelful of 5, 10, 15, 20, 30, or 40 
pounds?

2. What kinds of shovels work best with which materials?
3. How quickly can a shovel be pushed into a pile of materials and pulled out properly loaded?
4. How much time is required to swing a shovel backward and throw the load a given horizon-

tal distance at a given height?

As Taylor formulated answers to these questions, he developed insights on how to increase 
the total amount of materials shoveled per day. He increased worker efficiency by matching 
shovel size with such factors as the size of the worker, the weight of the materials, and the height 
and distance the materials were to be thrown. By the end of the third year after Taylor’s shoveling 
efficiency plan had been implemented, records at Bethlehem Steel showed that the total number 
of shovelers needed was reduced from about 600 to 140, the average number of tons shoveled 
per worker per day rose from 16 to 59, the average earnings per worker per day increased from 
$1.15 to $1.88, and the average cost of handling a long ton (2,240 pounds) dropped from $0.072 
to $0.033—all in all, an impressive demonstration of the applicability of scientific management to 
the task of shoveling.6

Although Taylor’s approach had a significant impact on productivity, his ideas were unpopu-
lar with unions and their workers, who feared that the reengineering of their jobs would ulti-
mately lead to fewer workers being needed. In addition, the heightened emphasis on productivity 
led to a lessening of quality.7

However, managers continue to seek ways to improve organizational efficiency and produc-
tivity. For example, consulting firm Pace Productivity uses Taylor-like efficiency studies within 
its own organization. Using a Timecorder, the company’s proprietary handheld electronic device, 
employees track their own time by pushing buttons associated with precoded work activities. 
When an employee presses a new button, time for the previous activity stops being recorded and 
time for the new activity begins being recorded. The Timecorder tracks how many times each 
activity occurs as well as how much time is cumulatively spent on each activity. Managers receive 
summary reports showing how many times work activities are performed and the time spent on 
the work activities and suggesting, based on the results, ways to improve worker efficiency.

Frank Gilbreth (1868–1924) and Lillian Gilbreth (1878–1972) The 
Gilbreths were also significant contributors to the scientific method. As a point of interest, the 
Gilbreths focused on handicapped as well as nonhandicapped workers.8 Like other contributors 
to the scientific method, the Gilbreths subscribed to the idea of finding and then using the one 
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best way to perform a job. The primary investigative tool in the Gilbreths’ research was motion 
study, which consists of reducing each job to the most basic movements possible. Motion analy-
sis is used today primarily to establish job performance standards. Each movement, or motion, 
that is used to do a job is studied to determine how much time the movement takes and how 
necessary it is to performing the job. Inefficient or unnecessary motions are pinpointed and 
eliminated.10 In performing a motion study, the Gilbreths considered the work environment, 
the motion itself, and behavior variables concerning the worker. Table A1.1 shows many factors 
from each of the categories the Gilbreths analyzed.

However, the gathering of detailed data about 
employee activities alarms some people. For example, 
a forklift driver in a Unified Grocers warehouse com-
plained that he has felt that the company has treated 
him like a “human machine” ever since the company, in 
an effort to speed up work, began measuring his move-
ments throughout the warehouse. Managers should thus 
consider workers’ concerns. One way to address their 
concerns is inform employees that only the patterns 
detected, not individual employee’s actions, are looked 
at. That was Bank of America’s approach; it used the 
results to redesign its work areas, not to reward and pun-
ish individuals.9

Electronics technology can help improve productiv-
ity. Applying the sensor technology that tracks the 

location of a mobile phone, companies have asked their 
employees to wear sensors while working. Researchers 
combine the data with performance measures to learn 
what behaviors are associated with high productiv-
ity. At Bank of America, a study showed that the most 
productive workers interact often with their team mem-
bers. Also, a statistical method called “social network 
analysis” can map out patterns of communication. The 
data show who the go-to employees are—and where 
people are lowering productivity by blocking the flow 
of information.

Tracking Sensors Take Work Measurement to a New Level

Practical Challenge: Improving Productivity

TABLE A1.1 Sample Variables Considered in Analyzing Motions

Worker Variables

1. Anatomy

2. Brawn

3. Contentment

4. Habits

5. Health

Environmental Variables

1. Work clothes

2. Heat

3. Materials quality

4. Tools

5. Lighting

Work Motion Requirements of Job

1. Acceleration requirements

2. Automation available

3. Inertia to overcome

4. Speed necessary

5. Combinations of motions required
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Frank Gilbreth was born in Maine in 1868. After high school graduation, he qualified to 
enroll at the Massachusetts Institute of Technology but decided to work for a construction busi-
ness in Boston instead.11 He started as a bricklayer’s apprentice and advanced to general super-
intendent. His experience as an apprentice bricklayer led him to do motion studies of bricklay-
ing. He found that bricklayers could increase their output significantly by concentrating on 
performing some motions and eliminating others. Table A1.2 shows a simplified portion of the 
results of one of Gilbreth’s bricklaying motion studies. For each bricklaying motion, Gilbreth 
indicated whether it should be omitted for the sake of efficiency and why. He reduced the five 
motions per brick listed under “The Wrong Way” to the one motion per brick listed under “The 
Right Way.” Overall, Gilbreth’s bricklaying motion studies resulted in reducing the number of 
motions necessary to lay a brick by approximately 70 percent, consequently tripling bricklaying 
production.

Lillian Gilbreth, who began as her husband’s collaborator, earned two doctorates and was 
awarded numerous honorary degrees. After Frank’s death, she continued his research while 
raising their 12 children and becoming the first woman professor at Purdue University. Lillian 
Gilbreth’s work extended to applying the scientific method to the role of the homemaker and to 
the handicapped.12

Much of the Gilbreths’ work has broad application for how to design jobs today. However, 
the Gilbreths were also among the first to consider the employee as a productivity factor. For 
example, Frank Gilbreth recognized that for motion studies to best impact jobs, managers need 
to communicate with employees about their jobs and develop their job-related skills.13

Henry L. Gantt (1861–1919) The third major contributor to the scientific manage-
ment approach was Henry L. Gantt. He, too, was interested in increasing worker efficiency. Gantt 
attributed unsatisfactory or ineffective tasks and piece rates (incentive pay for each product piece 
an individual produces) primarily to the fact that these tasks and rates were set according to what 
had been done by workers in the past or to someone’s opinion of what workers could do. According 
to Gantt, exact scientific knowledge of what a worker could do should be substituted for opinion. 
He considered task measurement and determination to be the role of scientific management.

Gantt’s management philosophy is encapsulated in his statement that “the essential differences 
between the best system of today and those of the past are the manner in which tasks are ‘sched-
uled’ and the manner in which their performance is rewarded.”14 Using this rationale, he sought to 
improve systems or organizations through task-scheduling innovation and rewarding innovation.

TABLE A1.2 Partial Results for One of Frank Gilbreth’s Bricklaying Motion Studies

Operation No. The Wrong Way The Right Way
Pick and Dip Method: The Exterior 4 Inches 
(Laying to the Line)

1 Step for mortar Omit On the scaffold, the inside edge of the mortar box 
should be plumb with the inside edge of the stock 
platform. On the floor, the inside edge of the  mortar 
box should be 21 inches from the wall.  Mortar 
boxes should never be more than 4 feet apart.

2 Reach for mortar Reach for mortar Do not bend any more than absolutely necessary 
to reach mortar with a straight arm.

3 Work up mortar Omit Provide mortar of the right consistency.  Examine 
sand screen and keep it in repair so that no 
pebbles can get through. Keep tender on scaffold 
to temper up and keep mortar worked upright.

4 Step for brick Omit If tubs are kept 4 feet apart, no stepping for brick 
will be necessary on scaffold. On the floor, keep 
brick in a pile not nearer than 1 foot or more than 
4 feet 6 inches from wall.

5 Reach for brick Included in 2 Brick must be reached for at the same time the 
mortar is reached for, and picked up at exactly the 
same time the mortar is picked up. If it is not picked 
up at the same time, allowance must be made for 
operation.
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SCHEDULING INNOVATION
The Gantt chart, the primary scheduling device that Gantt developed, is still the scheduling tool 
most commonly used by modern managers.15 Basically, this chart provides managers with an 
easily understood summary of what work was scheduled for specific time periods, how much of 
this work has been completed, and by whom it was done.16

Special computer software such as MacSchedule has been developed to help today’s manag-
ers more efficiently and effectively apply the concept of the Gantt chart.17 MacSchedule allows 
managers to easily monitor complicated and detailed scheduling issues such as the number of 
units planned for production during a specified period, when work is to begin and be completed, 
and the percentage of work that was actually completed during a specific period. (The Gantt 
chart is covered in much more detail in Chapter 7.)

REWARDING INNOVATION
Gantt was more aware of the human side of production than either Taylor or the Gilbreths were. 
He wrote that “the taskmaster (manager) of the past was practically a slave driver, whose princi-
pal function was to force workmen to do that which they had no desire to do, or interest in doing. 
The task setter of today under any reputable system of management is not a driver. When he asks 
the workmen to perform tasks, he makes it to their interest to accomplish them, and is careful 
not to ask what is impossible or unreasonable.”18

In contrast to Taylor, who pioneered a piece-rate system under which workers were paid 
according to the amount they produced and who advocated the use of wage-incentive plans, 
Gantt developed a system wherein workers could earn a bonus in addition to the piece rate if 
they exceeded their daily production quota. Gantt, then, believed in worker compensation that 
corresponds not only to production (through the piece-rate system) but also to overproduction 
(through the bonus system).

Comprehensive Analysis of Management

Whereas scientific managers emphasize job design when approaching the study of management, 
managers who embrace the comprehensive view—the second area of the classical approach—are 
concerned with the entire range of managerial performance.

Among the well-known contributors to the comprehensive view are Chester Barnard,19 
Alvin Brown, Henry Dennison, Luther Gulick and Lyndall Urwick, J. D. Mooney and A. C. 
Reiley, and Oliver Sheldon.20 Perhaps the most notable contributor, however, was Henri Fayol. 
His book General and Industrial Management presents a management philosophy that still 
guides many managers today.21

Henri Fayol (1841–1925) Because of his writings on the elements and general prin-
ciples of management, Henri Fayol is usually regarded as the pioneer of administrative theory. 
The elements of management he outlined—planning, organizing, commanding, coordinating, 
and  control—are still considered worthwhile divisions under which to study, analyze, and effect 
the management process.22 (Note the close correspondence between Fayol’s elements of manage-
ment and the management functions discussed in Chapter 1—planning, organizing, influencing, 
controlling.)

The general principles of management suggested by Fayol, still considered useful in 
 contemporary management practice, are presented here in the order developed by Fayol and are 
accompanied by corresponding defining themes:23

 1. Division of work—Work should be divided among individuals and groups to ensure that 
effort and attention are focused on specific portions of the task. Fayol presented work spe-
cialization as the best way to use the human resources of an organization.

 2. Authority—The concepts of authority and responsibility are closely related. Fayol defined 
authority as the right to give orders and the power to exact obedience. Responsibility involves 
being accountable and is therefore naturally associated with authority. Therefore, whoever 
assumes authority also assumes responsibility.

 3. Discipline—A successful organization requires the common effort of all workers. Penalties 
should be applied judiciously to encourage this common effort.
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 4. Unity of command—Workers should receive orders from 
only one manager.

 5. Unity of direction—The entire organization should be 
moving toward a common objective and in a common 
direction.

 6. Subordination of individual interests to the general 
 interests—The interests of one person should not take pri-
ority over the interests of the organization as a whole.

 7. Remuneration—Many variables, such as cost of living, 
supply of qualified personnel, general business conditions, 
and success of the business, should be considered when 
determining a worker’s rate of pay.

 8. Centralization—Fayol defined centralization as lowering 
the importance of the subordinate role. Decentralization is 
increasing that importance. The degree to which central-
ization or decentralization should be adopted depends on 
the specific organization in which a manager is working.

 9. Scalar chain—Managers in hierarchies are part of a chain-
like authority scale. Each manager, from the first-line supervisor to the president, possesses 
certain amounts of authority. The president possesses the most authority; the first-line 
supervisor, the least. Lower-level managers should always keep upper-level managers in-
formed of their work activities. The existence of a scalar chain and the adherence to it are 
necessary if an organization is to be successful.

10. Order—For the sake of efficiency and coordination, all materials and people related to a 
specific kind of work should be assigned to the same general location in the organization.

11. Equity—All employees should be treated as equally as possible.
12. Stability of tenure of personnel—Retaining productive employees should always be a high 

priority of management. Recruitment and selection costs, as well as increased product-reject 
rates, are usually associated with hiring new workers.

13. Initiative—Management should take steps to encourage worker initiative, which is defined 
as new or additional work activity undertaken through self-direction.

14. Esprit de corps—Management should encourage harmony and general good feelings 
among employees.24

Fayol’s general principles of management cover a broad range of topics, but organiza-
tional efficiency, the correct handling of people, and appropriate management actions are the 
three general themes he stressed. With the writings of Fayol, the study of management as an 
immense, comprehensive activity began to receive more attention. Some modern management 
researchers seem to believe, however, that Fayol’s work has not received as much acclaim as it 
deserves.25

Limitations of the Classical Approach

Contributors to the classical approach felt encouraged to write about their managerial experi-
ences largely because of the success they enjoyed. Structuring work to be more efficient and 
 defining the manager’s role more precisely yielded significant improvements in productivity, 
which individuals such as Taylor and Fayol were quick to document.

The classical approach, however, does not adequately incorporate human variables. People 
today do not seem to be as influenced by bonuses as people were in the nineteenth century. It is 
generally agreed that critical interpersonal areas, such as conflict, communication, leadership, 
and motivation, are shortchanged in the classical approach.

THE BEHAVIORAL APPROACH
The behavioral approach to management emphasizes increasing production through an 
understanding of people. According to proponents of this approach, if managers understand 
their people and adapt their organizations to those people, organizational success will usually 
follow.

These firefighters are working 
toward a common objective to 
safely rescue the people from 
inside this car at an accident 
site.
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The Hawthorne Studies

The behavioral approach is usually described as beginning with a series of studies conducted 
between 1924 and 1932 that investigated the behavior and attitudes of the workers at the 
Hawthorne (Chicago) Works of the Western Electric Company.26 Accounts of the Hawthorne 
Studies are usually divided into two phases: the relay assembly test room experiments and the 
bank wiring observation room experiment. The following sections discuss both of these phases.

The Relay Assembly Test Room Experiments The relay assembly test room 
experiments originally had a scientific management orientation. The experimenters believed that 
if they studied productivity long enough and under a large enough variety of working conditions 
(including variations in weather conditions, temperature, rest periods, work hours, and humid-
ity), they would discover the working conditions that maximized production. The initial purpose 
of the relay assembly test room experiments was to determine the relationship between intensity 
of lighting and worker efficiency, as measured by worker output. Two groups of female employ-
ees were used as subjects. The light intensity for one group was varied, whereas the light intensity 
for the other group was held constant.

The results of the experiments surprised the researchers: No matter what conditions 
employees were exposed to, their production increased. Because the researchers found no con-
sistent relationship between productivity and lighting intensity, they undertook an extensive 
interviewing campaign to determine why the subjects’ production increased under all lighting 
conditions. The following are the main reasons, as formulated from the interviews:

1. The subjects found working in the test room enjoyable.
2. The new supervisory relationship during the experiment allowed the subjects to work freely, 

without fear.
3. The subjects realized that they were taking part in an important and interesting study.
4. The subjects seemed to become friendly as a group.

The experimenters concluded that human factors within organizations could significantly 
influence production. More research was needed, however, to evaluate the potential impact of 
this human component in organizations.

The Bank Wiring Observation Room Experiment The purpose of the 
bank wiring observation room experiment was to analyze social relationships in a work group. 
Specifically, the study focused on the effect of group piecework incentives on a group of men 
who assembled terminal banks for use in telephone exchanges. The group piecework incentive 
system dictated that the harder the group worked as a whole, the more pay each member of the 
group would receive.

The experimenters believed that the study would show that the members of the work group 
would pressure one another to work harder so that each group member would receive more pay. 
To their surprise, the experimenters found the opposite: The work group pressured the faster 
workers to slow down their work rates. Instead of pressuring the men whose work rates would 
have decreased individual salaries, the group pressured the men whose work rates would have 
increased individual salaries. Evidently, the men were more interested in preserving work group 
solidarity than in making more money. The researchers concluded that social groups in organi-
zations could effectively exert enough pressure to influence individuals to disregard monetary 
incentives.27

Recognizing the Human Variable

Taken together, the series of studies conducted at the Hawthorne plant gave management  thinkers 
a new direction for research. Obviously, after the studies showed that the human  variable could 
either increase or decrease production dramatically, the human variable in the organization 
needed much more analysis. Managers began to realize that they needed to understand this influ-
ence so that they could maximize its positive effects and minimize its negative effects. This attempt 
to understand people is still a major force in today’s organizational research.28 The Hawthorne 
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study results helped managers see that understanding what motivates employees is a crucial part 
of being a manager.30 More current behavioral findings and their implications for management are 
discussed in greater detail in Chapters 12 through 16.

The Human Relations Movement

The Hawthorne Studies sparked the human relations movement, a people-oriented approach to 
management in which the interaction of people in organizations is studied to judge its impact on 
organizational success. The ultimate objective of this approach is to enhance organizational suc-
cess by encouraging appropriate relationships among people. To put it simply, when  management 
stimulates high productivity and worker commitment to the organization and its goals, human 
relations are said to be effective; when management supports low productivity and uncommitted 
workers, human relations are said to be ineffective. Human relations skill is defined as the abil-
ity to work with people in a way that enhances organizational success.

The human relations movement has made some important contributions to the study and 
practice of management. Advocates of this approach to management have continually stressed 
the need to use compassionate methods when managing people. Abraham Maslow, perhaps 
the best-known contributor to the human relations movement, believed that managers must 
understand the physiological, safety, social, esteem, and self-actualization needs of organization 
members. Douglas McGregor, another important contributor to the movement, emphasized a 
management philosophy built on the views that people can be self-directed, accept responsibil-
ity, and consider work to be as natural as play.31 The ideas of both Maslow and McGregor are 
discussed thoroughly in Chapter 17. As a result of the tireless efforts of theorists such as Maslow 
and McGregor, modern managers better understand the human component in organizations and 
how to appropriately work with it to enhance organizational success.

Consistent with the human relations movement, SAS is dedicated to building a human-
oriented work environment. Leaders at SAS, the world’s largest privately held software company, 
believe that employees represent the company’s most significant asset. SAS works to maintain 
this asset by providing generous benefits like subsidized cafeterias and daycare, a free health 
clinic for employees and their families, and a recreation and fitness center that boasts a pool, 
a sauna, and massage facilities. By placing trust in its employees, SAS generates employee loy-
alty, productivity, and commitment. For 13 consecutive years, the company has been named to 
Fortune magazine’s list of “100 Best Companies to Work For.”32

shape how that person understands your expecta-
tions and ideas. For example, when Mike Critelli was 
chief executive of Pitney Bowes, he inspired employ-
ees by identifying the “little gestures” they appreci-
ated most.

 Read widely, especially good-quality writing. Recent 
research found that after subjects read passages 
from literary greats, they did a better job of interpret-
ing facial expressions than before they had read the 
passages. This type of literature challenges readers 
to understand complex characters. Think of it as an 
empathy workout.

Learning to recognize and respect another person’s 
point of view is an important skill in management—

and in life. Management experts and researchers offer 
the following ideas for improving your ability to under-
stand others:29

 Become a better listener. When another person is 
talking, set aside your thoughts about how you 
will respond. Instead, focus on understanding the 
 speaker’s words, tone, and other signals.

 Apply your listening skills to learn about the other 
 person’s assumptions and experiences. These will 

Understanding Employees

Steps for Success
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THE MANAGEMENT SCIENCE 
APPROACH
Churchman, Ackoff, and Arnoff define the management science, or operations research (OR), 
approach as (1) an application of the scientific method to problems arising in the operation of a 
 system and (2) the solution of these problems by solving mathematical equations representing the 
system.33 The management science approach suggests that managers can best improve their orga-
nizations by using the scientific method and mathematical techniques to solve operational problems.

The Beginning of the Management  
Science Approach

The management science, or operations research, approach can be traced to World War II, an 
era in which leading scientists were asked to help solve complex operational problems in the 
military.34 The scientists were organized into teams that eventually became known as operations 
 research (OR) groups. One OR group, for example, was asked to determine which gun sights 
would best stop German attacks on the British mainland. The term management science was 
actually coined by researchers in a UCLA–RAND academic complex featuring academic and 
industry researchers working together to solve operations problems.35

These early OR groups typically included physicists and other “hard” scientists who used the 
problem-solving method with which they had the most experience: the scientific method. The 
scientific method dictates that scientists:

1. Systematically observe the system whose behavior must be explained to solve the problem.
2. Use these specific observations to construct a generalized framework (a model) that is con-

sistent with the specific observations and from which the consequences of changing the 
system can be predicted.

3. Use the model to deduce how the system will behave under conditions that have not been 
observed but that could be observed if the changes were made.

4. Finally, test the model by performing an experiment on the actual system to see whether the 
effects of the changes predicted using the model actually  occur when the changes are made.36

The OR groups proved successful at using the scientific 
method to solve the military’s operational problems.

Management Science Today

After World War II, America again became interested in 
manufacturing and selling products. The success of the OR 
groups in the military had been so obvious that manag-
ers were eager to try management science techniques in an 
industrial environment. After all, managers also have to deal 
with complicated operational problems.

By 1955, the management science approach to solving 
industrial problems had proved effective. Many people saw 
great promise in refining its techniques and analytical tools, 
and managers and universities pursued these refinements.

By 1965, the management science approach was being 
used in many companies and applied to many diverse man-
agement problems, such as production scheduling, plant 
location, and product packaging.

 MyManagementLab: Try It, Strategic Management
If your instructor has assigned this activity, go to mymanagementlab.com to try  
a simulation exercise about a dairy business.

Since World War II, large 
companies have used 
the management science 
approach to solve logistical 
or operational problems. 
Now, with advances in 
technology, companies of all 
sizes use this approach in 
their decision making.
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In the 1980s, surveys indicated that management science techniques were used extensively 
in large, complex organizations. Smaller organizations, however, had not yet fully realized the 
benefits of using these techniques.

The widespread use of computers in the workplace and the introduction of the Internet 
have had a significant impact on organizations’ use of management science techniques. In the 
twenty-first century, managers in organizations of all sizes now have ready access to a wealth 
of tools and other resources that enable them to easily apply the principles of management 
 science to their companies. Not only has the introduction of technology transformed how busi-
nesses operate, but it also enables leadership to automate and organize their company’s systems 
for greater consistency—and allows them to use the power of technology to aid in their deci-
sion making.37

Characteristics of Management  
Science Applications

Four primary characteristics are usually present in situations in which management science tech-
niques are applied.38 First, the management problems studied are so complicated that managers 
need help analyzing a large number of variables. Management science techniques increase the ef-
fectiveness of the managers’ decision making in such a situation. Second, a management science 
application generally uses economic implications as guidelines for making a particular decision, 
perhaps because management science techniques are best suited for analyzing quantifiable fac-
tors such as sales, expenses, and units of production.

Third, the use of mathematical models to investigate a decision situation is typical in man-
agement science applications. Models constructed to represent reality are used to determine how 
the real-world situation might be improved. The fourth characteristic of a management science 
application is the use of computers. The great complexity of managerial problems and the sophis-
ticated mathematical analysis of problem-related information required are two factors that make 
computers especially valuable to the management science analyst.

Today, managers use such management science tools as inventory control models, network 
models, and probability models to aid them in the decision-making process. Other parts of this 
text outline some of these models in greater detail and illustrate their applications to manage-
ment decision making. Because management science thought is still evolving, increasingly 
sophisticated analytical techniques can be expected in the future.

THE CONTINGENCY APPROACH
In simple terms, the contingency approach to management emphasizes that what managers 
do in practice depends on, or is contingent upon, a given set of circumstances—a situation.39 
In essence, this approach emphasizes “if–then” relationships: “If ” this situational variable exists, 
“then” a manager probably would take this particular action. For example, if a manager has a 
group of inexperienced subordinates, then the contingency approach would recommend that he 
or she lead in a different fashion than if the subordinates were experienced.40

In general, the contingency approach attempts to identify the conditions or situations in 
which various management methods have the best chance of success.41 This approach is based 
on the premise that, although there probably is no one best way to solve a management problem 
in all organizations, there probably is one best way to solve any given management problem in 
any one organization. Perhaps the main challenges of using the contingency approach are the 
following:

1. Perceiving organizational situations as they actually exist
2. Choosing the management tactics best suited to those situations
3. Competently implementing those tactics

The notion of a contingency approach to management is not novel. It has become a popu-
lar discussion topic for contemporary management thinkers. The general consensus of their 
writings is that if managers are to apply management concepts, principles, and techniques 
successfully, they must consider the realities of the specific organizational circumstances they 
face.42
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THE SYSTEM APPROACH
The system approach to management is based on general system theory. Ludwig von 
Bertalanffy, a scientist who worked mainly in physics and biology, is recognized as the founder 
of general system theory.43 The main premise of the theory is that to fully understand the opera-
tion of an entity, the entity must be viewed as a system. A system is a number of interdependent 
parts functioning as a whole for some purpose. For example, according to general system theory, 
to fully understand the operations of the human body, one must understand the workings of its 
interdependent parts (ears, eyes, and brain). General system theory integrates the knowledge of 
various specialized fields so that the system as a whole can be better understood.

Types of Systems

According to von Bertalanffy, the two basic types of systems are closed systems and open sys-
tems. A closed system is not influenced by, and does not interact with, its environment. Such 
a system is mostly mechanical and has predetermined motions or activities that must be per-
formed regardless of the environment. A clock is an example of a closed system. Regardless of its 
environment, a clock’s wheels, gears, and other parts must function in a predetermined way if the 
clock as a whole is to exist and serve its purpose. The other type of system, the open system, is 
continually interacting with its environment. A plant is an example of an open system. Constant 
interactions with the environment influence the plant’s state of existence and its future. In fact, 
the environment determines whether or not the plant will live.

Systems and “Wholeness”

The concept of “wholeness” is important in general system analysis. The system must be viewed 
as a whole and modifiable only through changes in its parts. Before modifications of the parts 
can be made for the overall benefit of the system, however, a thorough knowledge of how each 
part functions and the interrelationships among the parts must be present. L. Thomas Hopkins 
suggested the following six guidelines for anyone conducting system analysis:44

1. The whole should be the main focus of analysis, with the parts receiving secondary attention.
2. Integration is the key variable in wholeness analysis. It is defined as the interrelatedness of 

the many parts within the whole.
3. Possible modifications in each part should be weighed in relation to possible effects on every 

other part.
4. Each part has some role to perform so that the whole can accomplish its purpose.
5. The nature of the part and its function is determined by its position in the whole.
6. All analysis starts with the existence of the whole. The parts and their interrelationships 

should then evolve to best suit the purpose of the whole.

Because the system approach to management is based on general system theory, analysis of 
the management situation as a system is stressed. The following sections present the parts of the 
management system and recommend information that can be used to analyze such a system.

The Management System

As with all systems, the management system is composed of a number of parts that function 
interdependently to achieve a purpose. The main parts of the management system are organiza-
tional input, organizational process, and organizational output. As discussed in Chapter 1, these 

 MyManagementLab: Watch It, Being a Manager at Campus MovieFest
If your instructor has assigned this activity, go to mymanagementlab.com to watch  
a video case about Campus MovieFest and answer the questions.
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parts consist of organizational resources, the production process, and finished goods, respectively. 
The parts represent a combination that exists to achieve organizational objectives, whatever they 
may be.

The management system is an open system—that is, one that interacts with its environment 
(see Figure A1.2). Environmental factors with which the management system interacts include 
the government, suppliers, customers, and competitors. Each of these factors represents a poten-
tial environmental influence that could significantly change the future of the management system.

Needless to say, tracking an environmental factor like customer opinion can be very time-
consuming. The challenge of a hotel manager, for example, to accurately track what customers 
and others are saying about the hotel seems almost impossible to do. To help overcome this chal-
lenge, hotel managers can use a tool called ReviewPro to compile customer opinions. ReviewPro 
is a Web-based reputation management service for the hotel industry that organizes, tracks, and 
analyzes hotel reviews and other hotel-related comments on the Internet from a wide array of 
sites, including Facebook and Twitter. Overall, using a tool like ReviewPro helps hotel managers 
make better decisions about how to improve customer satisfaction.45

The critical importance of managers knowing and understanding their customers is perhaps 
best illustrated by the constant struggle supermarket managers face in knowing and understand-
ing their customers. Supermarket managers fight for the business of a national population that is 
growing by less than 1 percent per year. Survival requires that they know their customers better 
than the competition does. That is why many food retailers conduct market research to uncover 
customer attitudes about different kinds of foods and stores. Armed with a thorough under-
standing of their customers that was gained from this type of research, they hope to win business 
from competitors who are not benefiting from the insights made possible by such research.46

Information for Management System Analysis

As noted earlier, general system theory supports the use of information from many specialized 
disciplines to better understand a system. Information from any discipline that can increase the 
understanding of management system operations enhances the success of that system. Although 
this statement is a fairly sweeping one, managers can get this wide-ranging information by using 
the first three approaches to management outlined in this appendix. Thus, the information used 
to discuss the management system in this text comes from three primary sources:

1. Classical approach to management
2. Behavioral approach to management
3. Management science approach to management

The use of these three sources of information to analyze the management system is referred 
to as triangular management. Figure A1.3 presents the triangular management model. The 
three sources of information depicted in the model are not meant to represent all the information 
that can be used to analyze the management system. Rather, these three types of management-
related information are probably the most useful in this analysis.

A synthesis of classically based information, behaviorally based information, and  management 
science–based information is critical to the effective use of the management system. This infor-
mation is integrated and presented in various parts of this book. These parts discuss management 
systems and planning (Chapters 5–7), organizing (Chapters 8–11), influencing (Chapters 12–16), 
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FIGURE A1.2
The open management 
system
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and controlling (Chapters 17–18). In addition, a specific part of the text focuses on the modern 
challenges that managers face when managing management systems (Chapters 2–4). To deepen 
your understanding of the management system even further, the following topics are discussed in 
detail: entrepreneurship (Appendix 2) and creativity and innovation (Appendix 3).

LEARNING ORGANIZATION:  
A NEW APPROACH?
The preceding material in this appendix provides a history of management by discussing several 
different approaches to management. Each approach developed over a number of years and fo-
cused on the particular needs of the organizations at the time.

In more recent times, managers seem to be searching for new approaches to management.47 
Fueling this search is a range of issues modern managers face that their historical counterparts 
did not. These issues include a concern about the competitive decline of Western firms, the 
accelerating pace of technological change, the sophistication of customers, and the increasing 
emphasis on globalization.

A new approach to management that is evolving to handle this new range of issues can be 
called the learning organization approach. A learning organization is an organization that does 
well in creating, acquiring, and transferring knowledge and in modifying its behavior to reflect 
new knowledge.48 Learning organizations emphasize systematic problem solving, experiment-
ing with new ideas, learning from experience and past history, learning from the experiences of 
others, and transferring knowledge rapidly throughout the organization. Managers attempting to 
build a learning organization must create an environment conducive to learning and encourage 
the exchange of information among all organization members.49 Honda, Corning, and General 
Electric are successful learning organizations.

The learning organization represents a specific, new management paradigm, or fundamen-
tal way of viewing and contemplating management. Peter Senge started serious discussions of 
learning organizations with his book The Fifth Discipline: The Art & Practice of the Learning 
Organization.50 Senge, his colleagues at MIT, and many others have made significant progress in 
developing the learning organization concept. According to Senge, building a learning organiza-
tion entails building five features within an organization:

1. Systems thinking—Every organization member understands his or her own job and how 
the jobs fit together to provide final products to the customer.

Output

ENVIRONMENT

Input

Process

FIGURE A1.3 The triangular management model
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2. Shared vision—All organization members have a common view of the purpose of the 
 organization and a sincere commitment to accomplish the purpose.

3. Challenging of mental models—Organization members routinely challenge the way 
 business is done and the thought processes people use to solve organizational problems.

4. Team learning—Organization members work together, develop solutions to new problems 
together, and apply the solutions together. Working as teams rather than as individuals will 
help organizations gather collective force to achieve organizational goals.

5. Personal mastery—All organization members are committed to gaining a deep and rich 
understanding of their work. Such an understanding will help organizations successfully 
overcome important challenges that confront them.

Overall, managers attempting to build learning organizations face many different challenges. 
One such challenge involves ensuring that an organization changes as necessary. Changes in the 
external environment, like an increasingly global marketplace, rapid technological advances, and 
growing pressure to do more with less, all require managers to implement needed changes as 
they build their learning organizations.52

Her program, called iFundIT, invites information tech-
nology (IT) employees to submit ideas for improving 
IBM’s internal activities. Every IT employee receives 
up to $2,000 to spend on any of the projects that seem 
promising. Following the example of “crowdfunding” 
websites such as Kickstarter and Indiegogo, any proj-
ect that attracts a minimum level of funds ($25,000) 
is approved for development. Among more than 150 
winning ideas are an app for using IBM’s social media 
network to manage projects and a method for tracking 
how employees are using the company’s apps.51

IBM would meet most definitions of a learning orga-
nization. The global technology and consulting com-

pany relies on constant innovation to fulfill its mission 
to help clients build information systems that enable 
them to meet their goals. IBM relies on its 400,000 
employees in over 170 countries to share their technol-
ogy and business expertise to generate meaningful 
solutions.

Françoise LeGoues, who heads IBM’s CIO Lab, 
devised an engaging way to encourage creativity and 
the transfer of knowledge across national borders. 

IBM’s “Crowded” Learning Environment

Tips for Managing around the Globe

As you learned in the Challenge Case at the begin-
ning of this appendix, a large company such as 
Ford Motor Company is involved in many differ-

ent kinds of activities. Managing such an enterprise is a 
complex process. Over the years, scientists and observers 
of management have proposed various ways to under-
stand what managers can and should do to help their 
organizations achieve their goals. Considering this history 
of management theory can suggest practical ideas for how 
Ford’s managers can help their company succeed in a chal-
lenging environment.

The classical approach to management recommends that 
managers continually strive to increase organizational efficiency 
and production, so it would likely be of great use to CEO Alan 
Mulally in his quest to improve efficiency at Ford. At the lower 
level, scientific management seeks to identify the one best way to 
perform tasks as efficiently as possible. It may involve the selec-
tion of tools and the design of tasks that will allow workers to pro-
duce the maximum amount they can without sacrificing safety 
and quality. Applications of scientific management may include 
motion studies, scheduling charts, and rewards for innovation.

Another classical approach involves the comprehensive 
analysis of management, notably the work of Henri Fayol. 
Fayol defined the manager’s job as a combination of planning, 

CHALLENGE CASE SUMMARY
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CLASS PREPARATION AND PERSONAL STUDY
To help you prepare for class, perform the activities outlined in this section. Performing these activities  
will help you to significantly enhance your classroom performance.

Reflecting on Target Skill

On page 444, this appendix opens by presenting a target management skill along with a 
list of related objectives outlining knowledge and understanding that you should aim to 
acquire related to that skill. Review this target skill and the list of objectives to make sure 
that you’ve acquired all pertinent information within the appendix. If you do not feel that 
you’ve reached a particular objective(s), study related appendix coverage until you do.

organizing, commanding, and controlling. He also specified 
many principles of effective management—for example, that 
work should be divided so that individuals can specialize and 
that authority should be delegated along with the responsibility 
for completing tasks.

Most modern organizations, including Ford, would be inter-
ested in the behavioral approach to management, which empha-
sizes increasing production through an understanding of people. 
It requires the application of human relations skill, or the ability 
to work with people in a way that enhances organizational suc-
cess. This approach stresses the importance of treating people 
humanely and motivating them by setting up a rewarding work 
environment in which employees care about achieving work-
related goals. For example, Douglas McGregor emphasized his 
finding that employees can be self-directed, accept responsibility, 
and consider work as natural as play.

The management science approach suggests that managers 
can best improve the organization by using the scientific method 
and mathematical techniques to solve operational problems by 
observing the system, constructing a model of it, deducing how 
the system will behave under new conditions, and testing the 
model with experiments. Today’s widespread availability of com-
puters makes management science techniques readily available. 
Popular applications include inventory control and probability 
models for decision making. Ford uses such methods to make 
complex decisions such as which features to include in the vehicles 
it manufactures each week and which new products to introduce.

 MyManagementLab: Assessing Your Management Skill
If your instructor has assigned this activity, go to mymanagementlab.com and decide 
what advice you would give a Ford manager.

DEVELOPING MANAGEMENT SKILL This section is specially designed to help 
you develop management skills. An individual’s management skill is based on an 
understanding of management concepts and on the ability to apply those concepts in 
various organizational situations. The following activities are designed both to heighten 
your understanding of management concepts and to develop your ability to apply those 
concepts in a variety of organizational situations.

The contingency approach to management emphasizes that 
what managers do in practice depends on the circumstances in 
which managers are acting. It reminds managers that they must 
consider practical realities when deciding how to act. At Ford, if 
Alan Mulally expects management and workers to be partners in 
operating plants efficiently, he has to consider practicalities such 
as costs and union members’ willingness to change work rules. 
For example, if it is possible to operate profitably and if union 
representatives trust the process, then Mulally can move forward 
with his plan to assemble vehicles in the United States.

The system approach to management regards each organi-
zation as a system in which interdependent parts function as a 
whole. A business is an open system because it continually inter-
acts with its environment. When managers such as Mulally want 
to make a change in their department or company, they need to 
consider the impact of the change on all parts of the system. A 
change in product design, for example, will affect the materials 
that need to be ordered, the way the product is produced, and 
customers’ opinions of the product, among many other elements 
of the Ford “system.”

A new approach to management is the learning organization 
approach. A learning organization excels at creating, acquiring, and 
transferring knowledge and in modifying behavior to reflect new 
knowledge. For Ford to be a learning organization, its management 
needs to build systems thinking, create a shared vision, challenge 
the organization’s mental models, cultivate team learning, and get 
all employees committed to personal mastery of their work.
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Know Key Terms

Understanding the following key terms is critical to your understanding of appendix 
 material. Define each of these terms. Refer to the page(s) referenced after a term to check 
your definition or to gain further insight regarding the term.

classical approach to  
management  446

scientific management  447
motion study  448
behavioral approach to  

management  451
human relations movement  453

human relations skill  453
management science  

approach  454
contingency approach to  

management  455
system approach to  

management  456

system  456
closed system  456
open system  456
management system  456
triangular management  457
learning organization  458

Know How Management Concepts Relate

This section comprises activities that will further sharpen your understanding of 
 management concepts. Answer these essay questions as completely as possible.

 A1-1. How will you be able to use the classical approach to 
management in your job as a manager?

 A1-2. How does Henri Fayol’s contribution to manage-
ment differ from the contributions of Frank and Lillian 
Gilbreth?

 A1-3. Discuss the triangular management model as a tool 
for organizing how a manager should think about the 
management process.

MANAGEMENT SKILLS EXERCISES
Learning activities in this section are aimed at helping you develop comprehensive management skills.

 Cases

How Management Innovation Keeps 
Ford Moving Ahead

“How Management Innovation Keeps Ford Moving Ahead” 
(p. 00) and its related Challenge Case Summary were written 
to help you understand the management concepts contained 
in this appendix. Answer the following discussion questions 
about the introductory case to explore how fundamental 
management concepts can be applied to a company such as 
Ford Motor Company.

 A1-4. Which of the approaches to management discussed 
in this appendix has each of Ford’s CEOs (Henry Ford, 
Henry Ford II, and Alan Mulally) seemed to emphasize 
the most in his work as a manager? Explain.

 A1-5. Which of the approaches to management discussed 
in this appendix has each of Ford’s CEOs seemed to 
emphasize the least in his work as a manager? Explain.

 A1-6. Mulally has a reputation as a successful manager. 
What advice would you give him so that he can 
become an even more successful manager at Ford?

Managing UPS in an Internet Economy

Read the following case and answer the questions that fol-
low. Studying this case will help you better understand how 
the history of an organization affects its current strategy. This 
case examines UPS.

By evolving along with shipping needs, UPS has come 
far from its 1907 origin as a Seattle messenger service 
run by a pair of teenagers with bicycles. Its evolution is 
reflected in its name changes: from American Messenger 
Company to Merchants Parcel Delivery to United Parcel 
Service to UPS. During that time, the company has shifted 
from running errands to placing delivery workers in stores; 
from serving just Seattle to acquiring other businesses 
and expanding its service to locations across the United 
States and around the world; from carrying single orders 
on bicycles to shipping by truck and air; and from provid-
ing transportation alone to helping companies plan the best 
ways to fulfill orders.

Today UPS is a multibillion-dollar global business with 
a reputation for highly efficient, reliable service. Maintaining 
those qualities while growing rapidly is difficult. UPS’s man-
agers tackle the challenge by using meticulous planning, 
advanced technology, and strict rules. Technology took on 
a prominent role at UPS in the 1990s when people began 
ordering products online, and sellers turned to UPS to 
deliver those orders. UPS then introduced its handheld com-
puter, the Delivery Information Acquisition Device, which 
all drivers carry to transmit up-to-the-minute information 
about deliveries and to receive notices of changes in pickup 
schedules and traffic problems to avoid. Next, the company 
installed GPS sensors on delivery trucks to ensure that work-
ers follow predetermined routes and schedules. UPS has 
recently begun rolling out a computer system that analyzes 
data and calculates the most efficient route for each driver 
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Packages arrived in droves at the sorting facility—too many, 
in fact, to be accommodated inside the facility—and some 
Christmas gifts did not arrive on time after all.

These holiday shipping problems were costly. Between 
the extra resources needed to meet the demand and the 
refunds paid for the missed deadlines, UPS’s costs out-
weighed the revenues from the extra deliveries. Managers, 
however, are determined to improve the company’s planning 
and are looking at all options, including improved tracking 
systems, stricter terms for retailers, and an expansion of 
warehouse facilities.53

Questions

 A1-7. Assume you are a UPS manager responsible for a 
warehouse or for deliveries in a specific region. Based 
on the description of UPS, which of Henri Fayol’s 14 
principles of management would be most pertinent to 
you? Why?

 A1-8. How can the systems approach to management help 
Scott Abell in his role as peak planning manager?

 A1-9. What do you imagine it was like to work at UPS in 
1950? How do you think working conditions have 
changed at UPS since then?

on each day. Even a savings of just one mile per day, spread 
across all the drivers, would generate yearly savings of 
$50 million.

Work requirements also have a prominent role at UPS: 
Drivers must follow 340 rules to ensure that they deliver effi-
cient, polite service, and the company expects them to use 
time and fuel efficiently without sacrificing customer service. 
However, the company does consider employee motivation. 
For example, the people behind UPS’s new routing system 
involved drivers in the planning process.

This need for control was severely tested during the hol-
iday shopping season of December 2013. Scott Abell, UPS’s 
peak planning manager, and his team of 11 planners spent 
most of that year forecasting package volume and figuring 
out how to get packages to homes by Christmas Eve, even if 
bad weather disrupted transportation. (In 2004, for example, 
damage from an ice storm in Louisville, home of the cen-
tral sorting facility, required that packages be loaded by 
hand. Abell and his team worked alongside the warehouse 
employees to get the job done.) Abell determined that UPS 
was prepared, but then several online retailers began offer-
ing next-day delivery on purchases made up until 11 p.m. 
on December 23. That promotion drove the number of pack-
ages to be about double what Abell’s team had forecasted. 

Experiential Exercises

Analyzing a Golf Swing

Directions. Read the following scenario and then perform the 
listed activities. Your instructor may want you to perform the 
activities as an individual or within groups. Follow all of your 
instructor’s directions carefully.

Frank and Lillian Gilbreth recommended improving 
worker efficiency and effectiveness by searching for the one 
best way to perform work tasks. To discover this one best 
way, the Gilbreths would perform motion studies, which 
would pinpoint the best behaviors to use. For example, as 
a result of one of the Gilbreths’ motion studies, the number 
of motions needed to lay brick was reduced from 12 to 2. 
Obviously, the effectiveness and efficiency of bricklayers 
were significantly increased as a result of the motion study.

To gain some experience in performing a motion study, 
find two photos on the Internet, one photo showing profes-
sional golfer Phil Mickelson’s golf swing and follow-through 
and the other photo showing an amateur’s golf swing and 
follow-through.

Activity 1: Compare Phil Mickelson’s swing and follow-
through to those of the amateur. How are they the same? 
How are they different? Refer to specific behaviors in your 
comparison.

Activity 2: What advice would you give the amateur for 
improving his or her success in golf?

Activity 3: What are the strengths and the limitations of 
your motion study results?

You and Your Career

You have just heard about an opening for a job as a time 
study specialist in a company that manufactures plumb-
ing tools.54 Your main job would be to figure out how hard 

people should be working—that is, how many activities of 
various sorts they should be performing per hour. Using a 
stopwatch and a computer, you would evaluate what people 
do during a typical workday and then make suggestions to 
their supervisors for how the employees can improve their 
activities. Although you would probably enjoy seeing how 
a piece of scrap metal is molded into a finished tool, you 
might not  enjoy pushing people to work harder because of 
the results of your studies. The salary and benefits seem fine 
to you. You’ve been with the company for two years and think 
that eventually you’d like to be president of this company. 
Would you take the job? Why? Why not?

Building Your Management  
Skills Portfolio

Your Management Skills Portfolio is a collection of activi-
ties specially designed to demonstrate your management 
knowledge and skill. Be sure to save your work. Taking your 
printed portfolio to an employment interview could be help-
ful in obtaining a job.

The portfolio activity for this appendix is Comprehensive 
Management Skills at Crocs. Read the following about 
Crocs, Inc., and perform the activities that follow.

Crocs, Inc., started when three Boulder, Colorado, residents 
decided to develop and market an innovative type of footwear 
called Crocs™ shoes. Although originally intended as a boat-
ing/outdoor shoe because of its slip-resistant, nonmarking sole, 
by 2003 Crocs had become a bona fide phenomenon, univer-
sally accepted as an all-purpose shoe for comfort and fashion.

During 2003–2004, the Crocs company focused on 
accommodating remarkable growth while maintaining con-
trol of the expansion. The company expanded its product 
line, added warehouses and shipping programs to provide 
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nonmarking, slip resistant, and odor resistant. Ergonomically 
certified, the company’s shoes provide arch support and cir-
culation nubs that are designed to stimulate the feet while 
one works. Crocs, Inc., claims that its shoes improve health, 
safety, and overall well-being in the workplace.

Activity 1

You have just been appointed the new president of Crocs, 
Inc. To be successful in this position, you will need to apply 
insights from many different approaches to management 
as well as your comprehensive management skills. Fill out 
the following form to help organize your thoughts about 
how to examine Crocs, Inc., from a comprehensive man-
agement skill perspective.

speedy assembly and delivery, and hired a senior manage-
ment team. Today, Crocs are available all over the world 
and on the Internet, as the company continues to signifi-
cantly expand all aspects of its business.

Despite its rapid success, Crocs, Inc., has held onto its 
core values. The company remains committed to making 
a lightweight, comfortable, slip-resistant, fashionable, and 
functional shoe that can be produced quickly and sold at an 
affordable price.

Crocs, Inc., has also developed products that focus on 
the needs of employees in specific industries. For example, 
the company offers specialized footwear products that meet 
the needs of workers in the health-care, hospitality, res-
taurant, and transportation industries. The stylish closed-
toe designs, which are made from patented material, are 

Planning Issues to Inspect
Approach to Management Issues to Be Examined at Crocs, Inc.

Behavioral Approach 
(managing by focusing on 
people)

Do employees get along with management?

 1. 

2. 

3. 

4. 

Systems Approach  
(managing by  viewing the  
organization as a whole)

What major parts of Crocs, Inc., function together to 
achieve goals?

 1. 

2. 

3. 

4. 

Classical Approach  
(managing by  finding the “one 
best way” to do jobs)

Do people have the right tools to perform their jobs?

 1. 

2. 

3. 

4. 

Activity 2

Assuming that you have gathered the information requested 
in Activity 1, explain how the triangular management model 
would help you organize your thoughts on enabling Crocs, 
Inc., to maximize its success.
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MyManagementLab®

Go to mymanagementlab.com to complete the problems marked with this icon  .

Management and 
Entrepreneurship: Handling 
Start-Ups and New Ventures
T A R G E T  S K I L L

Entrepreneurship Skill: involves the identification, evaluation, 
and exploitation of opportunities

O B J E C T I V E S

To help build my entrepreneurship skill, when studying this 
appendix, I will attempt to acquire:

1 An understanding of the three stages of entrepreneurship

2 An overall appreciation for the opportunity concept and 
an understanding of the primary types of entrepreneurial 
opportunities

3 An understanding of how to identify opportunities

4 Insights regarding the key components of opportunity 
evaluation

5 An appreciation for the role of opportunity exploitation in 
the entrepreneurship process

6 Insights regarding the various types of financing available 
to entrepreneurs

7 An appreciation for how existing organizations use 
corporate entrepreneurship

8 An understanding of and appreciation for the role of 
social entrepreneurship in society

 MyManagementLab: Learn It
If your instructor has assigned this activity, go to mymanagementlab.com before 
 studying this chapter to take the Chapter Warm-Up and see what you already know.
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of them. In 1965, he took on a partner, Tom Frost, whose back-
ground was aeronautical engineering. The two partners formed 
Chouinard Equipment, a precursor of Patagonia, and together 
redesigned many climbing tools. Within five years, Chouinard 
Equipment was the largest U.S. supplier of climbing equipment.

As their business flourished, however, the partners became 
concerned about the equipment’s impact on the environment. 
The constant hammering of pitons into rock was damaging 
the rock. So Chouinard and Frost introduced an alternative to 
their main product: aluminum chocks that could be wedged 
into rock more gently. Orders for chocks began to pour in. 
Also around this time, the partners added clothing to their 
product line. As the product mix expanded, the owners chose 
Patagonia as their brand’s name because it conjures up images 
of beautiful, exotic locales.

Patagonia borrowed money from banks as it needed funds 
to grow. However, in 1991, a recession caused consumers to 
cut back on high-quality recreational clothing. The company’s 
lenders were also struggling, and the bank called in the loan, 
meaning it was time for Patagonia to pay up. To do so, the 
company had to lay off one-fifth of its workforce. Even with 
that action, however, it was difficult for the partners to find 
enough money to pay off the loan. They could have raised 
money by selling shares and bringing in new owners to pay off 
the loan, but because they wanted to retain their independent 
control, they found other ways to pay off the loan themselves.

Today Patagonia is owned by Chouinard, his wife, and 
their children. It continues to prosper and is known worldwide 
for its commitment to protecting the environment. Recently, in 
response to Chouinard’s concern that global fishing practices 
are depleting fish populations, the company started a sustain-
ably operated salmon fishery. Chouinard, now in his seventies, 
still regularly visits headquarters to review designs for new 
products. He told a reporter, “I hang onto Patagonia because 
it’s my resource to do something good.”1

THE ENTREPRENEURSHIP CHALLENGE
The Challenge Case illustrates the different 
entrepreneurship challenges that Patagonia has 
had to overcome. The remaining material in this  

As a teenager, Chouinard started climbing and joined 
the Southern California Falconry Club. He became dissatis-
fied with some of the climbing hardware, called pitons and 
chocks, that is inserted into the rock and left there. In 1957, he 
taught himself the trade of blacksmithing so that he could de-
velop pitons made of harder metal that could be reused. Soon, 
Chouinard was asked to sell them, so he set up a shop in his 
parents’ backyard. Eventually, the demand for Chouinard’s pi-
tons increased to the point that he needed help making enough 

Patagonia’s Idealistic Entrepreneur

Customers know Patagonia as a high-quality source of clothing designed for outdoor 
activities such as rock climbing, hiking, and fly fishing. What customers may not 
realize, however, is that these characteristics are all expressions of the values of 

Patagonia’s founder, Yvon Chouinard. Patagonia today embraces the “minimalist style” and 
love of nature shared by the climbers and surfers who shopped at the company in its early days. 
Patagonia demonstrates how a capable, committed individual can establish a business that not 
only sells products but also carries on and expands its founder’s vision.

C H A L L E N G E  CA S E

Patagonia is as committed today to protecting 
the environment as it was when Yvon Chouinard 
launched the company in 1957.
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appendix explains entrepreneurship concepts and helps develop the corresponding 
entrepreneurship skill you will need to meet such challenges throughout your career. 
After studying the appendix concepts, read the Challenge Case Summary at the end 
of the  appendix to help you relate appendix content to meeting entrepreneurship 
challenges at Patagonia.

FUNDAMENTALS OF 
ENTREPRENEURSHIP
Entrepreneurship can be defined in a variety of ways. Most people believe that entrepreneurship 
entails an individual starting a new business to make money, but the meaning of the term is 
actually much broader. For our purposes, entrepreneurship refers to the identification, evalu-
ation, and exploitation of opportunities.2 Figure A2.1 illustrates this process. Opportunities, in 
a general sense, are appropriate or favorable occasions.3 In the entrepreneurship sense, though, 
the definition of opportunity is slightly different. Specifically, an entrepreneurial opportunity 
is an occasion to bring into existence new products and services that allow outputs to be sold 
at a price greater than their cost of production.4 In other words, entrepreneurial opportunities 
 exist when individuals are able to sell new products and services at a price that produces a profit.

Although entrepreneurship has a wide-ranging definition, the process still involves start-
ing new businesses. Understanding entrepreneurship is important; one survey reports that, on 
average, 460,000 people start new businesses in the United States each month.5 Other studies 
suggest that somewhere between 20 and 50 percent of all individuals engage in entrepreneur-
ial  behaviors.6 Despite these new businesses, evidence also suggests that entrepreneurs find it 
difficult to keep their businesses going. Research reports, for example, that 34 percent of new 
businesses do not make it past the first two years, 50 percent do not make it past four years, and 
60 percent do not make it past six years.7 Table A2.1 displays the results of studies examining the 
failure rates of some new businesses.

Consistent with our framework, an entrepreneur is an individual who identifies, evaluates, 
and exploits opportunities. Many associate the term entrepreneur with one individual start-
ing a new business, but research suggests that approximately 75 percent of new organizations 
are started by entrepreneurial teams.8 In other words, many entrepreneurs work with other 
people when identifying, evaluating, and exploiting entrepreneurial opportunities. Research also 
 suggests that organizations started by entrepreneurial teams tend to perform better than those 
started by individual entrepreneurs working by themselves.9 Many attribute this “team advan-
tage” to the combination of diverse skills, experiences, and relationships of the entrepreneurial 
team members.10 In addition, as new organizations develop, they require leaders with new skills. 
Consequently, assembling a team makes it easier for entrepreneurs to add team members with 
these new skills as the venture expands.11

It is clear that entrepreneurship represents an important piece of society. Taken together, then, 
these high business formation rates and high failure rates suggest that understanding the funda-
mentals of entrepreneurship is an important activity. In the following sections, we highlight the 
primary issues that pertain to identifying, evaluating, and exploiting entrepreneurial opportunities.

TYPES OF OPPORTUNITIES
In his classic formulation of entrepreneurial opportunities, Schumpeter described five different 
types.12 First, opportunities arise from the creation of new products or services. When a new 
type of medical device is created, for example, an opportunity exists in the form of convincing 

Opportunity
Identification

Opportunity
Evaluation

Opportunity
Exploitation

FIGURE A2.1
Stages of the 
entrepreneurship process
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doctors to use the new device in their practices. The invention of the heart stent became an 
 entrepreneurial opportunity for companies like Boston Scientific and Abbott Laboratories. Stents 
help doctors open a patient’s arteries and keep them open, which in some cases enables the 
 patient to avoid open-heart surgery altogether. Today, an estimated 1 million Americans per year 
undergo the stent procedure.14

Second, opportunities arise from the discovery of new geographical markets in which new 
customers will appreciate the new product or service. As an example, suppose an individual has 
the exclusive rights to produce and distribute within the United States action figures based on a 
popular movie. After saturating the domestic market, the individual might begin to distribute the 
action figures in China. This scenario would represent an opportunity arising from the discovery 
of a new geographical market.

Third, opportunities may arise from the creation or discovery of new raw materials or 
after discovering alternative uses for existing raw materials. For example, ethanol, which can be 
 produced from corn, represents a new use for corn. Although farmers typically sell corn to the 
manufacturers of food products, ethanol provides farmers with another use for the corn they grow.

Fourth, opportunities may emerge from the discovery of new methods of production. 
According to Schumpeter, new methods of production allow entrepreneurs to produce goods 
or services at lower costs, which allows the entrepreneurs to satisfy the needs of customers more 
effectively. Finally, opportunities may arise from new methods of organizing. The emergence 
of the Internet provides an example of such an opportunity. Specifically, the Internet allows 
entrepreneurs to reach consumers without the need of bricks-and-mortar retail locations.15 For 
example, the Internet allows Netflix to offer customers a new way to rent DVDs and video games. 
Instead of driving to a retail outlet like Blockbuster, Netflix users order their DVDs and video 
games online.

In sum, then, five different types of opportunities arise from the creation of new products 
or services, the discovery of new geographical markets, the discovery of new raw materials, 
the discovery of new methods of production, and the discovery of new methods of organizing. 
Table A2.2 summarizes and provides examples of each of these different types of opportunities. 
In the following sections, we describe in detail how entrepreneurs identify, evaluate, and exploit 
these opportunities.

OPPORTUNITY 
IDENTIFICATION
Although an opportunity may exist, entrepreneurs will not be 
able to take advantage of it unless they are first able to identify the 
opportunity. Research suggests, though, that opportunities do not 
appear in a standard form and that individuals differ in their abili-
ties to identify opportunities.16 Intuitively, these differences in 
discernment are a good thing: If all individuals were equally able 
to identify opportunities, then they might all rush to exploit the 
same opportunities.

Which factors help determine whether individuals are able 
to identify opportunities? In the remainder of this section, we 
describe four such factors: entrepreneurial alertness, information 
asymmetry, social networks, and the ability to establish means–
ends relationships.

TABLE A2.1 A Summary of Entrepreneurial Failure Rates13

Operation Failure Rate

New Restaurants Approximately 51% of new restaurants fail within the first 5 years.

New Businesses Approximately 60% of new businesses fail within the first 6 years.

New Chemical Plants Approximately 80% of new chemical plants fail within the first 10 years.

One of Entrepreneur 
 magazine’s “7 Most Powerful 
Women to Watch in 2014,” 
Leila Janah who is recognized  
for developing a new method 
of organizing.
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First, individuals vary in terms of entrepreneurial alertness, which refers to an individual’s 
ability to notice and be sensitive to new information about objects, incidents, and patterns of 
behavior in the environment.17 When individuals have high levels of entrepreneurial alertness, 
they are likely to identify potential entrepreneurial opportunities. In contrast, when individuals 
have low levels of entrepreneurial alertness, they are likely to dismiss or ignore new information 
and overlook potential opportunities.

Entrepreneurial alertness helped Pennsylvania farmers Amos and Jacob Miller identify a 
valuable opportunity. Years ago, from conversations with their customers, 32-year-old Amos 
and his dad, Jacob, spotted a trend in the making: Americans’ interest in nutrient-dense food 
was growing. As a result, the Millers began expanding their farm’s product line to include such 
foods—for example, grass-fed beef, milk-fed pork, and fermented vegetables. At a time when 
it’s become more difficult to make a living from farming, Miller Farm revenues have topped 
$1.8 million. The key: recognizing a trend and acting on it.18

Second, individuals vary in terms of the information to which they have access, which is 
known as information asymmetry. This variation in information involves both new informa-
tion and old information, and no two people share all of this information at the same time.19 
Two individuals, for example, may have access to new market information regarding a potential 
entrepreneurial opportunity; however, only one of these individuals has access to additional 
information suggesting that other people are already moving to exploit this opportunity. As such, 
only one of these individuals will correctly identify this opportunity.

Third, individuals vary in terms of their social networks, which represent individuals’ pat-
terns of social relationships. Some individuals have extended social networks (i.e., many social 
relationships), whereas other individuals have narrow social networks (i.e., few social relation-
ships). Research suggests that individuals with extended networks are more likely to identify 
potential entrepreneurial opportunities than are those with narrow social networks.20 Moreover, 
the type of social network may influence opportunity identification. An individual with entre-
preneurial family members, for example, may be better able to identify opportunities than an 
individual with family members who are not entrepreneurial.21

Fourth, individuals vary in terms of their abilities to assess means–ends relationships. In this 
context, the ability to assess means–ends relationships refers to understanding how to turn a new 
technology into a product or service that will be desired by consumers. For example, individuals 
may have access to technology but be unable to understand the potential commercial applica-
tions associated with the technology. When individuals are unable to see these associations, they 
are unable to identify the opportunity. In an effort to help establish these means–ends relation-
ships, several universities are working with individuals and researchers to identify the commer-
cial applications associated with new technologies.22

Taken together, these different factors influence opportunity identification. Figure A2.2 
summarizes these different factors.

OPPORTUNITY EVALUATION
In the previous section, we discussed opportunity identification, which is the first step of the 
entrepreneurship process. In this section, we discuss the second stage of this process: oppor-
tunity evaluation. Opportunity evaluation occurs when an entrepreneur decides whether he or 
she has just a good idea or a viable opportunity that will provide the desired outcomes.23 The 
evaluation step is “where the rubber meets the road,” and it often presents a challenge. When 

TABLE A2.2 Types of Opportunities

Operation Example

New Product or Service Nintendo developing and marketing the Wii gaming system

New Geographical Markets Citibank providing services in China

New Raw Materials or New  
Uses for Raw Materials

Under Armour using microfiber-based materials to make 
sports apparel

New Method of Production Tyson Chicken raising chickens without antibiotics

New Method of Organizing Amazon.com using the Internet to sell books
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evaluating opportunities, entrepreneurs must be honest with themselves.24 If they are not, they 
may purposely ignore or accidentally overlook important factors that will limit the potential suc-
cess of the opportunity.

To evaluate ideas, entrepreneurs will often engage in feasibility analysis, which is analysis 
that helps entrepreneurs understand whether an idea is practical.25 In such an analysis, entre-
preneurs study customer demands, the structure of the industry, and the entrepreneur’s ability 
to provide the new product or service. Although entrepreneurs have many ideas, not all of them 
are feasible; this analysis helps them to better understand the likelihood that they will be able to 
secure the resources required to make their ideas a reality.

Even if an idea is feasible, opportunities are associated with some risk. One of the central 
factors that entrepreneurs examine in the evaluation stage is the opportunity’s entrepreneurial 
risk, which is the likelihood and magnitude of the opportunity’s downside loss. In this context, 
downside loss refers to the resources (i.e., money, relationships, etc.) that the entrepreneur could 
lose if the opportunity does not succeed. All else being equal, entrepreneurs are more likely to 
pursue opportunities with low levels of entrepreneurial risk and less likely to pursue opportuni-
ties with high levels of entrepreneurial risk.

Entrepreneurial alertness

Opportunity Identif ication

Information asymmetry

Social networks

Identification of means–ends
relationships

FIGURE A2.2
Determinants of opportunity 
identification

 Identify a group of people you expect to be 
 interested, and send them an e-mail describing the 
product/concept. Ask them to let you know whether it 
appeals to them.

 Offer samples of a new product and invite reactions.
 Set up a booth at a trade show. Pay attention to 

 visitors’ questions and their reactions to your 
 product and marketing materials.

Entrepreneurs can reduce the risks of starting a 
business by testing their ideas before pursuing a 

full-scale business. Joe Demin, for example, thought 
the hammocks he saw in Thailand were excellent, and 
he wanted to sell them in the United States. But before 
he quit his job, he tried selling a few of the hammocks 
at craft fairs in his hometown. The experience helped 
him develop a workable plan for his new business, 
Yellow Leaf Hammocks.

Experienced entrepreneurs offer the following tips 
for testing business concepts.26

Testing Business Ideas

Steps for Success
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Research suggests that two factors may adversely influence the accuracy of an entre-
preneur’s risk perceptions.27 First, an entrepreneur’s belief in the law of small numbers 
decreases the risk that he or she perceives with an opportunity. The law of small numbers 
refers to individuals relying on small samples of information to guide their decisions. 
Because small samples are more likely to provide encouraging information (i.e., the success 
stories of other entrepreneurs) and less likely to provide discouraging information (i.e., sto-
ries of the failures of other entrepreneurs), small samples of information tend to be biased 
positively. Such beliefs tend to be common among entrepreneurs because most entrepre-
neurs do not have access to large amounts of information.28 As such, the extent to which 
individuals (perhaps subconsciously) believe in the accuracy of the law of small numbers 
helps determine whether they are likely to obtain biased information and thus associate low 
levels of risk with their ideas.

Second, the control that an entrepreneur feels with respect to the opportunity’s out-
come may influence perceptions of the idea’s risk. Illusion of control exists when entrepre-
neurs overestimate the extent to which they can control the outcome of an opportunity.29 
The outcomes of some opportunities rely more on luck than on entrepreneurial skill. In 
these situations, believing that one can control the outcomes is unwise.

Taking these two factors together, when entrepreneurs evaluate opportunities, they 
need to pay careful attention to entrepreneurial risk—and savvy entrepreneurs work to 
reduce risk before investing substantial amounts of capital.30 It is important that entrepre-
neurs do not fall victim to a belief in the law of small numbers or the illusion of control 
when evaluating opportunities because these two factors may negatively influence the accu-
racy of risk perceptions. In the following section, we discuss the final stage of the entrepre-
neurship process: opportunity exploitation.

OPPORTUNITY EXPLOITATION
The third step in the entrepreneurship process involves exploiting an opportunity. Exploitation 
refers to the activities and investments that are committed to gain returns from the new product 
or service arising from the opportunity.31 Simply stated, exploitation occurs when an entre-
preneur (or group of entrepreneurs) decides that an opportunity is worth pursuing. When an 
entrepreneur decides that customers would highly value a new product, exploitation entails all of 
those activities (i.e., marketing, production, etc.) needed to sell the new product to consumers.

Entrepreneur Bryan Green successfully exploited an opportunity he identified. Unlike many 
Americans, Green has always enjoyed exercising. Realizing that Americans, in general, are out of 
shape was the opportunity and the impetus Green needed to launch Advantage Fitness Products, 
a company that designs, supplies, and services fitness facilities worldwide. Green designs home 
gyms for celebrities as well as for professional teams like the San Francisco 49ers and the New 
York Mets. Green says that once he exploited his opportunity, the keys to his success were to “stay 
flexible and execute flawlessly.”32

Facebook founder Mark 
Zuckerberg is one of the most 
successful entrepreneurs 
of the twenty-first century. 
Other people had developed 
ideas for social networks, but 
Zuckerberg outdid them in 
exploiting the opportunity.

M
an

do
ga

 M
ed

ia
/A

la
m

y

 MyManagementLab: Watch It, Entrepreneurship at Boston Boxing  
and Fitness
If your instructor has assigned this activity, go to mymanagementlab.com to watch  
a video case about Boston Boxing and Fitness and answer the questions.

Several factors can help entrepreneurs decide whether they should exploit an opportunity.33 
First, entrepreneurs are more likely to exploit an opportunity when they believe that customers 
will value their new product or service. When customers value a new product or service, they 
provide market demand. This market demand, in turn, helps entrepreneurs earn the resources 
(i.e., profits) necessary to support the opportunity exploitation.

Second, entrepreneurs are more likely to exploit an opportunity when they perceive that 
they have the support of important stakeholders. Stakeholders are groups such as employees, 
suppliers, investors, and other suppliers of capital (i.e., banks) who directly or indirectly influ-
ence organizational performance. When entrepreneurs perceive that these groups will provide 
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support, entrepreneurs are more likely to exploit the opportunity. This tendency makes sense 
intuitively because these stakeholders will help ensure the success of the entrepreneur pursuing 
the opportunity. Conversely, it will likely prove difficult for entrepreneurs to succeed if they do 
not have the support of important stakeholders.

Finally, entrepreneurs are more likely to exploit opportunities when they perceive that 
their management team is capable. Qualified management teams bring resources (i.e., ability, 
 knowledge, information) to the opportunity that are likely to enhance the prospects of the oppor-
tunity.34 In contrast, when entrepreneurs feel that their management teams are incapable, they are 
less likely to exploit the opportunity because they will not feel that they have access to the neces-
sary resources to ensure high levels of organizational success.

In sum, several factors influence an entrepreneur’s ability to exploit opportunities. Figure A2.3 
summarizes these factors.

FINANCING EXPLOITATION
When entrepreneurs decide that an opportunity is worth exploiting, they often lack the  capital 
(i.e., money) needed to exploit the opportunity. Although some entrepreneurs fund their 
 operations with their own money or with credit cards, most entrepreneurs require at least some 
external money to fund their operations. In this section, we review three primary sources of 
 external capital for entrepreneurs: angel investors, venture capitalists, and bank financing.

Angel investors are wealthy individuals who provide capital to new companies.35 Angel 
investors may include an entrepreneur’s family and friends, but angel investors are also private 
individuals who did not know the entrepreneur prior to funding the opportunity. Angel investors 
have existed for centuries—in fact, in 1903, five angel investors helped Henry Ford launch his 
auto company with a total of $41,500. Within 15 years, those angels’ investments were worth a 
whopping $145 million!36 Today, approximately 140,000 angel investors provide about $9 billion 
in capital to nearly 25,000 new ventures each year.37

Venture capitalists are firms that raise money from investors and then use this money 
to make investments in new firms. Many prominent companies such as Intel and Microsoft 
received investments from venture capitalists in their early days. The companies then used these 
funds to help acquire the resources (i.e., employees, equipment, etc.) that eventually made them 

Customer value
of product or

service

Stakeholder
support

Opportunity
Exploitation

Capable
management team

FIGURE A2.3
Factors influencing 
opportunity exploitation
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the companies they are today. Although the use of venture capital in the United States peaked at 
about $100 billion during the dot-com frenzy of 1998 to 2000, the venture capital industry today 
totals nearly $18 billion.38

It is important to note that both angel investors and venture capitalists provide money to 
entrepreneurs and in return receive a portion of the firm’s equity. In other words, in return for 
their investment (money) in the entrepreneur’s firm, the entrepreneur gives them partial own-
ership of the firm. As such, when the entrepreneur’s firm does well and increases in value, the 
investors’ investments also increase in value. Likewise, when the entrepreneur’s firm does poorly 
and decreases in value, the investors’ investments also decrease in value.

Although similar, angel investors and venture capitalists differ in a number of significant 
ways. In contrast to angel investors, venture capitalists make fewer investments, but those invest-
ments are often larger than the investments made by angel investors. In fact, the average invest-
ment of venture capitalists is approximately $4 million, whereas the average investment of angel 
investors is about $75,000.39 In addition, venture capitalists typically focus on a small number 
of industries, whereas angel investors tend not to focus on particular industries. Finally, venture 
capitalists typically invest in firms after they’ve passed the initial, start-up stage. In other words, 
angel investors typically provide the initial financing to start-up ventures, and venture capitalists 
provide additional capital as the new venture becomes established.

In sum, angel investors and venture capitalists are sources that entrepreneurs may use to 
fund new ventures. Whether an entrepreneur obtains funding from an angel investor or from a 
venture capital firm, however, it is important to note that such relationships present specific chal-
lenges and must be entered into with caution.40

Bank financing occurs when an entrepreneur obtains financing from a financial institution 
in the form of a loan. It is important to note that unlike angel investors or venture capitalists, 
banks are not investors. Instead, banks make loans to entrepreneurs and in return expect repay-
ment of the loans with interest. As such, banks are not concerned with the long-term potential 
for returns. Instead, they are more interested in ensuring that the entrepreneur’s opportunity 
survives long enough to ensure loan repayment. In other words, investors typically seek risk, but 
banks are likely to minimize risk.

CORPORATE ENTREPRENEURSHIP
Until now, we have focused on entrepreneurial opportunities pursued by individuals or teams of 
individuals. It is important to note, though, that existing corporations can also identify, evaluate, 
and exploit opportunities. Corporate entrepreneurship, which is the name of such activities, is 

Meanwhile, a few states have permitted crowdfund-
ing on a local scale and by state residents. One com-
pany taking advantage of this opportunity is Bohemian 
Guitars. The Georgia start-up, which makes guitars from 
oilcans, could not get a bank loan but raised more than 
$100,000 from crowdfunding. Entrepreneurs consider-
ing this tactic must publicize the business actively in 
order to gain a large number of backers. They also need 
to communicate with their many investors to maintain 
enthusiasm about the business.41

While venture capitalists grab headlines, many 
entrepreneurs get by with their own resources, 

plus funds from their social networks. Now “crowd-
funding” may expand those networks. The idea started 
with Kickstarter and similar websites seeking dona-
tions. Entrepreneurs using these networks hope that 
people will be willing to invest in a business they like, 
in exchange for a share of the profits. However, the 
Securities and Exchange Commission regulates invest-
ments and wants to ensure that crowdfunding does 
not defraud anyone. The SEC has thus been developing 
rules allowing companies to raise up to $1 million a 
year from crowdfunding.

Bohemian Guitars Tests the Waters of “Crowdfunding”

Practical Challenge: Raising Funds
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the process in which an individual or group of individuals in an existing corporation creates a 
new organization or instigates renewal or innovation within that corporation.42 Although cor-
porate entrepreneurship often involves establishing new organizations, these new organizations 
leverage the parent corporation’s assets, market position, or other resources.43 In other words, 
when corporate entrepreneurship results in new companies, these new companies often continue 
to work closely with the parent company.

It is important to recognize that corporate entrepreneurship does not necessarily require 
creating a new organization. Corporate entrepreneurship, for example, also involves creating 
new products, services, or technologies. At 3M, engineers can spend as much as 15 percent of 
their time on projects of their own design. The company believes that this flexibility provides 
the motivation engineers need to innovate successfully, possibly leading to new products or 
 services—or new organizations altogether.44

Corporate entrepreneurship can be classified into four general types.45 First, sustained 
regeneration occurs when firms develop new cultures, processes, or structures to support new 
product innovations in current markets as well as introduce existing products into new markets. 
Sustained regeneration is the most frequently used type of corporate entrepreneurship.

Second, organizational rejuvenation involves improving a firm’s ability to execute  strategies 
and focuses on new processes instead of new products. GE, for instance, successfully rejuvenated 
itself by changing policies and procedures within the company to support innovation.

Third, strategic renewal occurs when a firm attempts to alter its own competitive strategy. 
Unlike introducing a new product or service, strategic renewal occurs when the firm tries to 
offer a brand-new competitive strategy. Of course, it remains quite difficult for a firm to change 
strategies. Wal-Mart, for example, is facing tremendous difficulties in trying to alter its strategy 
to focus on more affluent customers.46

Fourth, domain definition occurs when a firm proactively seeks to create a product market 
position that competitors have not recognized. When pursuing domain definition, firms hope 
to become the first entrant in a market segment. In such situations, firms will enjoy the benefits 
of having no competitors. Amazon.com, for example, was one of the first companies to realize 
the potential of selling books online. It is important to note, though, that first movers do not 
always succeed. Apple’s Newton, for example, was the first personal digital assistant (PDA), but 
this product no longer exists. Moreover, Apple’s iPod was not the first digital music player on the 
market, but today, the iPod dominates the marketplace.

In sum, there are several general types of corporate entrepreneurship. Despite its impor-
tance, not every organization can support corporate entrepreneurship. The success of corpo-
rate entrepreneurship efforts will depend on many factors, including an organization’s culture, 
 practices, and even tolerance level for uncertainty.47

 MyManagementLab: Try It, Entrepreneurship, Creativity, and Innovation
If your instructor has assigned this activity, go to mymanagementlab.com to try  
a simulation exercise about a clothing business.

SOCIAL ENTREPRENEURSHIP
The discussion of entrepreneurship so far in this appendix has involved individuals or corpora-
tions that pursue entrepreneurial opportunities for the purposes of generating sales and profits, 
which we call commercial entrepreneurship. In recent years, researchers have begun to exam-
ine entrepreneurship in a social context. Social entrepreneurship involves the recognition, 
evaluation, and exploitation of opportunities that create social value as opposed to personal or 
shareholder wealth.48 In this context, social value refers to the basic, long-standing needs of soci-
ety and has little to do with profits. Basic, long-standing needs might include providing water, 
food, and shelter to individuals in need. “Social value” might also refer to more specific needs 
such as providing playground equipment to needy school districts or Seeing Eye dogs for those 
who are blind. Recent reports suggest that the growth in nonprofit organizations has increased at 
a faster pace than the growth of new businesses.49

Muhammad Yunus, an economist turned social entrepreneur, launched one of the world’s 
most successful nonprofits: Grameen Bank, a microfinance organization. Yunus launched 
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Grameen when he realized that small loans can make a huge difference in the life of an 
entrepreneur in an underdeveloped country. Grameen Bank advances microloans—and 
relatively low interest rates—because it is more interested in improving lives than in 
making money. The winner of the 2006 Nobel Peace Prize, Yunus has also received the 
Presidential Medal of Freedom, the highest civilian honor in the United States, which is 
awarded to those whose work has changed the world.50

How Do Commercial and Social 
Entrepreneurship Differ?

Although the two concepts have some similarities, substantive differences distinguish 
commercial entrepreneurship from social entrepreneurship. In the remainder of this 
section, we detail three differences with respect to mission, resources, and performance 
measurement.

Perhaps the most fundamental difference between commercial and social entrepre-
neurship involves the entrepreneur’s mission or purpose. The purpose of commercial 
entrepreneurship is to create profits, whereas the purpose of social entrepreneurship 
is to create value for the public. Despite this difference in focus, it is important to note 
that social entrepreneurs cannot totally ignore issues surrounding sales and costs. If 
social entrepreneurs did ignore such important concepts, they likely would not have the 
money needed to continue their pursuit of social value. As such, even though the goal of 
social entrepreneurship does not involve profits, social entrepreneurs still need to moni-
tor profit-oriented measures, including revenues and costs. In this sense, then, profits 
remain somewhat important, but social value dominates the goal structure of social 
entrepreneurs.51

A second primary distinction between commercial and social entrepreneurship 
involves the availability of resources such as funding and employees. Unlike commercial entre-
preneurs, social entrepreneurs face many difficulties attracting capital from angel investors, 
venture capitalists, and banks. Instead, most social entrepreneurs rely on donations as sources 
of funding. Also, social entrepreneurs frequently face difficulties in hiring and compensating 
employees. Because social entrepreneurs often do not have the capital necessary to pay attractive 
salaries, they usually must focus on hiring people who share the organization’s purpose. Such 
people tend to be willing to work for low salaries. In fact, many social entrepreneurs rely on vol-
unteers to help their organizations fulfill their missions.

Muhammad Yunus launched 
Grameen Bank to make 
loans to entrepreneurs in 
underdeveloped countries.
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Back home, Frank worked with other MIT students 
to design a lightweight, low-maintenance, solar-pow-
ered cooker. Its shining panels, which look like a satellite 
dish, concentrate the sun’s rays to create a hot center 
for cooking. The cooker also can be used for heating 
and for converting heat to electricity. Frank partnered 
with Catlin Powers—a Harvard graduate student in envi-
ronmental health who was investigating the air-quality 
problems in the same region—to start a business called 
One Earth Designs. The company has so far sold thou-
sands of cookers, has expanded into 18 countries, and 
is developing a model suitable for disaster relief.52

Social entrepreneurship opens up tremendous 
opportunities globally because so many unmet 

needs exist all over the world. Creative thinkers with a 
passion to do good can apply their talents by traveling 
and observing what people struggle with. Scot Frank 
was a Massachusetts Institute of Technology student 
doing an internship in China when he discovered that 
rural residents of the Himalayan plateau cook and heat 
their homes with wood and dung. These fuels not only 
add to air pollution but also create dangerous fumes 
indoors. Frank decided to apply his engineering skills 
to improve their cooking methods.

Taking a Global View of Opportunities: One Earth Designs

Tips for Managing around the Globe
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Commercial and social entrepreneurship also differ in terms of performance measures. 
Commercial entrepreneurs, for example, focus on quantitative measures such as profits, share-
holder wealth, revenues, and costs. In contrast, social entrepreneurs focus on performance 
measures that are not related to money. For example, although a soup kitchen needs to monitor 
costs, its primary performance measure would be the number of meals served. In addition, a free 
meal may improve the emotional state of someone who is homeless, an outcome that is difficult 
to quantify.

Success Factors in Social Entrepreneurship

Although the topic of social entrepreneurship is fairly new from a research perspective, some 
studies have looked at the factors that influence the performance of social entrepreneurs.53 In 
the remainder of this section, we discuss three factors that influence the performance of social 
entrepreneurs: their networks of relationships, their capital bases, and the public’s acceptance of 
the new venture.

Previously in this appendix, we described the importance of entrepreneurs’ social networks. 
These networks are also important for social entrepreneurs. Large networks provide social entre-
preneurs with potential sources of capital to fund their social missions. In addition, large social 
networks can help social entrepreneurs identify potential employees and volunteers. In sum, 
large social networks improve the success of social entrepreneurs.

Similar to commercial entrepreneurship, an organization’s capital base is important for social 
entrepreneurs. In fact, capital is perhaps even more important for social entrepreneurs because 
they do not have access to the venture capital and bank financing available to  commercial 
entrepreneurs. Consequently, the capital raised through donations and other funding sources is 
extremely important for the success of social entrepreneurs.

Finally, the acceptance of a particular social entrepreneur’s social values influences the  success 
of his or her organization. When a large segment of society supports a social entrepreneur’s cause, 
the social entrepreneur is likely to obtain the funds and employees or volunteers needed for suc-
cess. In contrast, when only a small segment of society supports the social entrepreneur’s cause, it 
is more difficult for the entrepreneur to obtain the necessary resources. For example, the National 
Association of Parents of the Visually Impaired Children in Israel faced difficulties  raising the nec-
essary resources because so few members of society found the organization  worthy of support.54

The Challenge Case describes how Yvon Chouinard 
turned his ideas for climbing equipment and apparel 
into a well-respected, socially responsible business. 

The story of Patagonia provides an example of how entre-
preneurship can fundamentally change an industry as well 
as the way people think about running a business respon-
sibly. Chouinard saw the way rock climbing was carried 
out and thought of better ways to perform it. This kind 
of thinking led him to an opportunity that other climbers 
valued. Satisfying the resulting demand then turned out to 
be profitable. Accurate identification of an opportunity is 
not a guarantee of success, however, because research sug-
gests that most new businesses fail.

According to Schumpeter’s classic formulation of oppor-
tunities, Patagonia has thrived because it seizes on opportu-
nities arising from new raw materials and methods of pro-
duction that use new synthetic fabrics, organic cotton, and 
eco-friendly facilities and processes. The company’s reputation 
for excellent quality and commitment to the environment has 
driven demand for Patagonia’s goods despite their premium 
prices.

In starting Patagonia, Chouinard proceeded through the 
three steps of the entrepreneurial process. He identified an 
opportunity when he realized that climbing gear was wasteful 
because the original pitons could be used only once. Next, he 
evaluated the opportunity after he realized that he could teach 
himself to make a superior product and later saw that he could 
sell that product profitably to other climbers. A full evaluation 
likely included figuring out whether the idea was practical, 

CHALLENGE CASE SUMMARY
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gathering information on what others in the industry were 
doing, and deciding whether his hardware could compete with 
the products already available. Finally, he exploited the oppor-
tunity by setting up a small workshop, selling his products out 
of his car, taking on a partner, and publishing a catalog as his 
business expanded.

As Chouinard proceeded through these undertakings, he 
needed to understand the entrepreneurial risk associated with 
adding each new product line. If customers had not bought 
the pitons, the rugby shirts, or the innovative, company-
designed apparel, the time and money he had already invested 
in the business would have been wasted. The potential loss for 
Chouinard would have been dramatically different from that 
of starting a new company to compete with Lowe’s and Home 
Depot, for example. If a new company wanted to compete with 
those home improvement retailers, it would need to purchase 
or lease buildings throughout the world to sell its products. In 
addition, it would need to purchase all the necessary inven-
tory to stock the shelves in those stores. Patagonia, in contrast, 
started with one product line and added lines one at a time. 
It also expanded distribution gradually, from the informal 
arrangement in the back of Chouinard’s truck to a catalog, to 
physical stores, and to today’s online retailing.

Even with these modest beginnings, Chouinard needed 
financing. As the company grew, it turned to bank loans to 
pay for the company’s expansion. Later, when sales declined, 
Chouinard came face-to-face with the risks of borrowing. He 
had to enact significant layoffs and struggled to avoid losing 
control of the company by selling it or bringing in investors. 
Chouinard wanted to maintain control as the owner of the 
business so that he could continue to pursue sustainability 
along with profits. Therefore, he decided that loans were not an 
acceptable means of financing that he would seek.

Because of Chouinard’s commitment to sustainability, 
Patagonia remains a paragon of social entrepreneurship. The 
company’s values indicate that it intends to continue recog-
nizing, evaluating, and exploiting opportunities that create 
social value rather than wealth. This commitment means that 
although profits are necessary to keep the company operating, 
they are not the only measure of success. Concern for social 
measures of success will make it harder for Patagonia to attract 
investors, but the owner’s goals do not include attracting out-
side investment. Rather, Chouinard is interested in whether 
people will be able to continue enjoying the beauty of the natu-
ral world for generations to come, just as he did when he was a 
teenage rock climber in California.

 MyManagementLab: Assessing Your Management Skill
If your instructor has assigned this activity, go to mymanagementlab.com and decide 
what advice you would give a Patagonia manager.

DEVELOPING MANAGEMENT SKILL This section is specially designed to help 
you develop management skills. An individual’s management skill is based on an 
 understanding of management concepts and on the ability to apply those concepts in 
various organizational situations. The following activities are designed both to heighten 
your understanding of management concepts and to develop your ability to apply those 
concepts in a variety of organizational situations.

CLASS PREPARATION AND PERSONAL STUDY
To help you prepare for class, perform the activities outlined in this section. Performing these activities will  
help you significantly enhance your classroom performance.

Reflecting on Target Skill

On page 466, this appendix opens by presenting a target management skill along with a 
list of related objectives outlining knowledge and understanding that you should aim to 
acquire related to that skill. Review this target skill and the list of objectives to make sure 
that you’ve acquired all pertinent information within the appendix. If you do not feel that 
you’ve reached a particular objective(s), study related appendix coverage until you do.
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entrepreneurship  468
entrepreneurial opportunity  468
entrepreneur  468
entrepreneurial alertness  470
information asymmetry  470
social network  470
feasibility analysis  471
entrepreneurial risk  471

downside loss  471
law of small numbers  472
illusion of control  472
exploitation  472
angel investors  473
venture capitalists  473
bank financing  474
corporate entrepreneurship  474

sustained regeneration  475
organizational rejuvenation  475
strategic renewal  475
domain definition  475
commercial entrepreneurship  475
social entrepreneurship  475
social value  475

Know Key Terms

Understanding the following key terms is critical to your understanding of appendix 
 material. Define each of these terms. Refer to the page(s) referenced after a term to check 
your definition or to gain further insight regarding the term.

Know How Management Concepts Relate

This section comprises activities that will further sharpen your understanding of 
 management concepts. Answer these essay questions as completely as possible.

 A2-1. Describe the differences between opportunity identi-
fication and opportunity exploitation.

 A2-2. Describe the main components of social entrepre-
neurship, and describe how social entrepreneurship 
differs from commercial entrepreneurship.

 A2-3. Describe the different types of corporate entrepre-
neurship and provide examples of each.

MANAGEMENT SKILLS EXERCISES
Learning activities in this section are aimed at helping you to develop global management skills.

 Cases

Patagonia’s Idealistic Entrepreneur

“Patagonia’s Idealistic Entrepreneur” (p. 000) and its related 
Challenge Case Summary were written to help you under-
stand the management concepts contained in this appen-
dix. Answer the following discussion questions about the 
Challenge Case to explore how principles of entrepreneur-
ship can be applied to a company such as Patagonia.

 A2-4. Do you think Patagonia will be able to maintain its 
entrepreneurial culture in spite of its growth and 
increased size? Why or why not?

 A2-5. In your opinion, what were the key factors in determin-
ing Yvon Chouinard’s success in founding Patagonia?

 A2-6. As you look toward the future, what do you think 
 represents a bigger threat to Patagonia: established 
companies like Columbia Sportswear or smaller, entre-
preneurial companies? Explain.

How Part-Time Work Became  
a $40 Million Business Called Drybar

Read the case and answer the questions that follow. Studying 
this case will help you better understand how concepts relat-
ing to entrepreneurship can be applied in a company such as 
Drybar.

After her children were born, Alli Webb wanted to work 
part time. She decided to apply her training and experience 
as a hairstylist to offer services in clients’ homes. Her addi-
tional background in publicity would help her build the busi-
ness by word of mouth. Webb also identified an opportunity: 
She would focus on providing only “blowouts,” washing and 
blow-drying the client’s hair. This method delivers a great 
look at a lower cost—and at a lower price for the client—than 
having hair dyed, cut, or permed. People loved the idea, and 
soon Webb had more jobs than she could handle on her 
own, although she now admits that the earnings barely cov-
ered her costs.

Still, Webb persevered; the toughest management chal-
lenge was finding enough money to keep up with the growth 
in demand. Her first step in expansion was to form a corpo-
ration, Drybar Holdings, and open a shop in Brentwood, an 
upscale part of Los Angeles. Webb and her husband tapped 
into their own savings and approached Webb’s brother, 
Michael Landau, about investing $250,000. They determined 
that for the idea to succeed, the salon would need to attract at 
least 20 to 30 customers per day. In fact, within the first few 
hours of opening, the salon was booked solid for six weeks. 
Landau was on board, and additional family and friends later 
invested a total of $1 million in the business. The company’s 
continued success then attracted $2.5 million from angel 
investors and later $21 million from a private-equity firm. 
With that funding, Drybar has grown to 32 salons, $40 million 
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experience from Yahoo! and leadership of a marketing firm 
to the role of Drybar CEO) could not run a multimillion-dollar 
business on their own. Drybar therefore hired John Heffner, 
whose experience in consumer goods includes a position as 
president of OPI Products, a maker of nail care products, to 
be Drybar’s new CEO.

However, Drybar’s success has led to a new kind of risk: 
Others see the intense demand for the blowout procedure, 
so competitors, including chains such as Blo and DreamDry, 
are entering the market. Webb’s strategy is to continue focus-
ing on high-quality service to maintain the advantage of 
being the first to enter the business.55

Questions

 A2-7. What kind of opportunity did Alli Webb identify? How 
did entrepreneurial alertness, information asymmetry, 
and social networks shape her success?

 A2-8. What kinds of entrepreneurial risks has Webb faced? 
How will greater competition affect the level of risk?

 A2-9. What role has financing played in Drybar’s success? 
What other sources of financing could Webb and her 
management team consider?

in annual revenues, and 2,000 employees, including stylists—
a departure from most salons, where stylists are independent 
contractors. On average, each salon provides 60 to 100 blow-
outs every day, with many repeat customers who have dis-
covered what an affordable luxury a 40-minute, $40 blowout 
can be. The high number of blowouts helps make each shop 
more profitable than a traditional hair salon would be.

Now that Drybar is a big company, Webb’s role has 
changed. Whereas she first built her business on her skill 
as a stylist, she now uses that knowledge to establish and 
monitor standards for her employees. She also established 
detailed requirements for the design of each salon and the 
ways stylists should interact with their customers. One fea-
ture of a Drybar blowout, for example, involves clients sitting 
so that they face away from the mirrors. When the blow-
drying is done, the stylist whirls the client’s chair around so 
that the client has the thrill of seeing the finished hairdo in all 
its glory. Webb also led the creation of a line of Drybar hair 
care products, using feedback from her stylists to guide the 
products’ development. Managing the business has affected 
Drybar’s other founders as well. Webb, her husband (who 
used his advertising experience to become the company’s 
creative director), and her brother (who applied his business 

Experiential Exercises

Identifying a Social Entrepreneurship 
Opportunity

Directions. Read the following scenario and then perform the 
listed activities. Your instructor may want you to perform the 
activities as an individual or within groups. Follow all of your 
instructor’s directions carefully.

The president of your university has contacted your 
group in an effort to improve its outreach programs. In 
particular, the president would like your group to make a 
short presentation describing the concept of social entre-
preneurship. In addition, the president would like your 
group to identify three potential social entrepreneurship 
opportunities that your university can evaluate and poten-
tially exploit. These opportunities might involve only the 
local community or might also apply to other portions of the 
country or world.

You and Your Career

Earlier in the appendix, we mentioned that many new 
businesses begin operations each day. Think about the 
role of entrepreneurship in your career. Have you given 
any thought to owning your own business one day? If you 
had not previously thought about becoming an entrepre-
neur, do the concepts in this appendix help you identify 
potential entrepreneurial opportunities? How do the risks 
of being an entrepreneur compare to the risks of being a 
manager in a large company? Finally, if you are planning 
to interview for a position in an established company, do 
you think your entrepreneurial ambitions might influence 

the company’s perceptions of you as a potential employee? 
Why or why not?

Building Your Management  
Skills Portfolio

Your Management Skills Portfolio is a collection of activities 
specially designed to demonstrate your management knowl-
edge and skill. Be sure to save your work. Taking your printed 
portfolio to an employment interview could be helpful in 
obtaining a job.

The portfolio activity for this appendix is Serving Up 
Drinks at BK. Study the information given here and complete 
the exercises that follow.56

Top management at Burger King has contacted you to 
help them enhance their business. In particular, executives at 
Burger King worry that the company’s focus on food means 
that it is not making as many profits as it could if it increased 
sales of drinks.

Given the success of companies such as Starbucks, 
some of Burger King’s competitors, such as McDonald’s, 
are changing their menus to compete more effectively with 
Starbucks. McDonald’s claims that its new line of espresso 
drinks represents the most significant menu change for the 
company since it started serving breakfast in the 1970s. Sonic 
has also started selling coffee-based beverages in addition to 
the many shakes and fruit slushes already on the menu.

Burger King would like you to identify, evaluate, and 
form methods of exploitation for the company regarding 
selling drinks. Answer the following questions pertaining to 
the entrepreneurship process.
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 A2-12. How do you suggest that Burger King exploit this 
 opportunity? Does the company have enough money 
to easily follow your suggestion(s), or should the 
company pursue financing options? (Use the compa-
ny’s website to obtain more information if necessary.)

 A2-10. Identify a specific opportunity in the marketplace 
reg arding drinks. It could be a new drink, a new line 
of drinks, a new type of retail outlet, or another type 
of opportunity.

 A2-11. Evaluate this opportunity using feasibility analysis. 
In particular, focus on how customers might re-
spond to the new opportunity, indicate how industry 
competitors are already exploiting this opportunity, 
and describe Burger King’s ability to exploit this 
opportunity.
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MyManagementLab®

Go to mymanagementlab.com to complete the problems marked with this icon  .

Encouraging Creativity 
and Innovation

 MyManagementLab: Learn It
If your instructor has assigned this activity, go to mymanagementlab.com before 
 studying this chapter to take the Chapter Warm-Up and see what you already know.

T A R G E T  S K I L L

Creativity and Innovation Skill: the ability to generate  
original ideas or new perspectives on existing ideas  
and to take steps to implement these new ideas

O B J E C T I V E S

To help build my creativity and innovation skill, when studying this 
appendix, I will attempt to acquire:

1 A definition of creativity and an awareness of its 
importance in organizations

2 Guidelines on how to increase creativity in organizations

3 A definition of innovation and an understanding of the 
relationship between creativity and innovation

4 An awareness of the innovation process

5 An understanding of total quality as a base for spawning 
creative ideas
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explained how companies could dramatically improve their 
performance by systematically pursuing excellence in seven 
different categories of management. Companies were invited to 
apply to win a state contest called the Missouri Quality Award, 
an offshoot of the federal government program called the 
Baldrige Award.

Potterfield was impressed by the systematic approach, but 
he was also busy. He thus handed the stack of requirements 
to his company’s brand-new quality manager and told him 
to  apply for the award. Examiners visited the company and 
offered their feedback, which Potterfield ignored. Not surpris-
ingly, MidwayUSA did not win an award that year, nor the 
next year, when the company repeated the same process.

What led the way to organizational transformation was a 
change in Potterfield’s attitude. While on vacation, he  realized 
that if MidwayUSA was going to change, he would have 
to lead the effort. When he returned to work, he seriously 
 studied the award criteria and then taught his management 
staff what he had learned. He announced to all the employees 
that they would help the company win a Missouri Quality 
Award in two years and a national Baldrige Award the year 
after that.

The company then established and distributed a written 
mission statement, goals, and a code of conduct. Because these 
quality awards stress high-quality communication, Potterfield 
posted definitions, processes, and progress reports around the 
facility. After a rigorous auditing process, MidwayUSA did in 
fact improve its processes so much that it won both quality 
awards as planned.

However, these successes hardly spell the end of the 
company’s innovation. The goal of every process is to achieve 
best practices, which MidwayUSA defines as “the highest 
sustainable level of performance which we judge ourselves 
against.” Achieving the highest standards and becoming the 
best requires constant improvement and ongoing study of how 
other high-performance companies function. Supervisor Eric 
Ellingson has high praise for the arrangement: “Management 
empowers employees to solve problems, encourages us to 
continuously improve the processes, and provides us with the 
latest technology,” all of which is aimed at serving  customers. 
Ellingson concludes, “It makes me proud to be a part of 
the team.”1

Potterfield first began to enjoy guns and shooting on 
 hunting trips with his father while growing up in rural 
Missouri. He continued learning about guns and ammunition 
during college (where he studied accounting) and through 
his service in the U.S. Air Force. After his service ended, he 
opened his gun shop. Working with a locksmith and  being 
aided by advice from his engineer brother, he was soon 
 devising creative ways to produce various kinds of ammunition 
and ammunition cases that otherwise didn’t exist. Over time, 
the store’s inventory shifted away from guns themselves to 
items for reloading, repairing, and customizing them.

This emphasis on product innovation increased the com-
pany’s growth, but Potterfield was inspired to pursue a new 
kind of innovation when he attended a meeting of a group 
called the Excellence in Missouri Foundation. Presenters 

MidwayUSA Hits the Target  
with Innovation Aimed at Quality

Larry Potterfield’s love of hunting led him to open a gun shop in Columbia, Missouri. 
Through hard work and some popular product ideas, he built a base of loyal customers, 
which now includes online shoppers. Then he set his sights even higher, deciding that 

his company, MidwayUSA, would apply creative thinking to improve its business processes until 
it became the “best-run business in America.”

C H A L L E N G E  CA S E

Founder Larry Potterfield developed creative ways 
to lead innovation efforts at MidwayUSA, which 
resulted in the company’s winning several coveted 
quality awards.
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THE CREATIVITY AND INNOVATION CHALLENGE
The Challenge Case discusses how MidwayUSA has used innovation to help it 
win awards and become more profitable. The case also points out that company 
management is faced with the challenge of generating creative ways to deal with an 
emerging revenue environment. This appendix discusses concepts to help managers 
such as those at Midway USA find creative ways to meet such organizational 
challenges. Topics covered are (1) creativity, (2) innovation, and (3) total quality 
management as a catalyst for creativity and innovation.

CREATIVITY
This appendix begins with a focus on creativity. Defining creativity, the importance of creativity 
in organizations, creativity in individuals, and increasing creativity in organizations are discussed 
in the following sections.

Defining Creativity

Creativity is the ability to generate original ideas or new perspectives on existing ideas.2 In 
 today’s society, the term creativity often sparks thoughts of the arts and literature of highly 
 original contributions such as Michelangelo’s work on the figure of David and Herman Melville’s 
Billy Budd.

Although how best to define creativity from a management viewpoint may be somewhat 
controversial, creativity in organizations does indeed relate to generating original ideas or new 
perspectives on existing ideas.3 Originality or newness, however, is not enough when analyzing 
creativity from an organizational perspective; an idea must also be useful and actionable. Overall, 
an idea must have a desirable impact on how organizational goals are accomplished. That is, an 
idea must be evaluated on whether it has a positive impact on critical organizational factors such 
as productivity, communication, coordination, or product quality.

Creativity in Organizations

Creativity involves seeing issues from different angles and breaking away from old rules and 
norms, which bind us to traditional methods of accomplishing tasks. Creativity, on the other 
hand, allows us to be diverse and helps us find new answers and solutions to problems, both old 
and new.4

The relationship between breaking away from old rules and norms for accomplishing tasks 
and meeting critical organizational challenges is obvious. For example, many managers face the 
daily challenge of motivating organization members and, as a result, are constantly searching for 
new ways to encourage employees to be more committed to their work. Additionally, managers 
often face the challenge of dealing more effectively with competitors and, thus, are frequently 
searching for new ways to increase the quality of their products or to develop new and more 
competitive products. Overall, meeting the challenges of motivating organization members or 
dealing more effectively with competitors is necessary to ensure organizational success. Because 
creativity is the source of new ideas on how to meet such challenges, managers should view cre-
ativity as a vital element in ensuring the success of their organization.

CREATIVITY IN INDIVIDUALS
Within each individual, creativity is a function of three components. These components are 
 expertise, creative thinking skills, and motivation. Figure A3.1 illustrates these three compo-
nents and depicts how, when they overlap, they result in creativity.

Expertise, as depicted in Figure A3.1, is everything that an individual knows and can do 
in the broad domain of his or her work. This knowledge pertains to work-related techniques 
and procedures as well as to a thorough understanding of overall work circumstances. Take, for 
example, a produce worker in a supermarket. Her expertise includes the basic abilities of trim-
ming and cleaning fresh fruits and vegetables, constructing appealing displays that encourage 
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customers to buy the produce, and building customer relations. As with all organization mem-
bers, the abilities of this produce worker can be acquired through formal education, experience, 
and interactions with peers and other professionals.

Creative thinking is the capacity to combine existing ideas together in new arrangements. 
Overall, creative thinking determines how flexibly and imaginatively individuals approach 
 problems. For example, the produce worker will tend to be more creative if she feels comfortable 
disagreeing with people about how the produce department presently functions. Such disagree-
ment will often result in new thoughts about how to improve the department, such as how to 
keep produce fresher for longer periods. In addition, she will tend to have more creative suc-
cess if she keeps persevering to deal with and solve department problems, such as buying new 
technology to keep produce cool, rather than always looking for quick solutions. This continual 
attention to problems will afford the produce worker the vigilance necessary to generate creative 
solutions to complex organizational problems.

Motivation, as depicted in Figure A3.1, refers to an individual’s need or passion to be cre-
ative. If an individual feels a need to be creative, that individual is more likely to be creative. 
Expertise and creative thinking are the individual’s raw materials for being creative, but only 

Expertise
Creative

     thinking
          skills

Motivation

Creativity

FIGURE A3.1
The three components  
of creativity

workplaces, vehicles, and trees into mountains of debris. 
The UNDP paid local people to carry the trash away, sort 
through it, and develop creative ways to reuse it. In so 
doing, it created jobs and enabled the founding of new 
businesses. Tim Walsh—a former chemical engineer, cur-
rent environmental consultant, and volunteer project man-
ager with UNDP—sees potential everywhere. By training 
carpenters, UNDP enables them to salvage timber and 
produce lumber from uprooted trees to make furniture. 
Providing equipment such as a shredder, an extruder, and a 
blow molder allows people to recycle plastic trash to make 
bags, string, buckets, and more.5

In ordinary circumstances, managers might struggle 
to spark employees’ creativity. In a disaster, how-

ever, conditions provide more than enough motiva-
tion to spark creativity. The challenge then becomes 
locating resources. The United Nations Development 
Program (UNDP) helped meet that challenge by sup-
porting reconstruction after the 2004 tsunami that 
killed 170,000 in Indonesia and the 2013 typhoon that 
killed thousands in the Philippines and left 4 million 
homeless.

Along with needing food, water, and shelter, survi-
vors faced a huge problem: The storm had turned homes, 

UN Development Program Backs Creative Responses to Crises

Practical Challenge: Enabling Creativity
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motivation will determine whether that individual will actually be creative. An individual can 
be driven to be creative either extrinsically, through organizational rewards and punishments, or 
intrinsically, through personal interest and passion related to a situation.

Activision CEO Bobby Kotick is an example of an individual who is driven, both extrinsi-
cally and intrinsically, to succeed. A video game enthusiast since childhood, Kotick bought 
video game company Activision when it was called Mediagenic. He not only restored the com-
pany’s original name but also restored its culture to one that rewards game developers for their 
creativity and diligence. Although Activision grows by acquiring other video game developers, 
it strives to nurture and preserve the unique culture of each acquired company and its talented 
workforce.6

People are usually most creative when they are motivated by personal interest, satisfaction, 
and the challenge of the work. Continuing with our supermarket example, the produce worker 
might have the expertise and critical thinking necessary to be creative, but she will probably not 
be creative unless she is so motivated. Generally, the produce worker will be more motivated to 
be creative if she is personally interested in the supermarket’s problems, tends to be personally 
satisfied by solving these problems, and sees solving the problems as challenging.

INCREASING CREATIVITY  
IN ORGANIZATIONS
As discussed, creativity is a critical ingredient for meeting challenges in organizations of all types. 
Accordingly, managers should conscientiously take specific actions aimed at building creativity 
in organizations. To encourage creativity in organizations, managers can take the steps discussed 
in the following sections.7

Challenge Workers Of all of the steps managers can take to stimulate creativity, perhaps 
the most effective is providing organization members with an appropriate level of job-related 
challenge. When people feel appropriately challenged, they seem to almost naturally search for 
new creative ideas to help perform a job in an improved way. However, people should not be 
placed in jobs that are too simple or too difficult for them. If organization members have jobs 
that stretch their abilities too little, they can easily become bored on the job and distracted from 
being creative. If a job stretches worker abilities too much, workers can feel overwhelmed and 
are therefore not inclined to generate creative solutions to job-related problems. Managers must 
strive to understand both organization members and their jobs in order to make sure that work-
ers are challenged at the level that encourages creative solutions for meeting job challenges.

Establish Worker Autonomy People tend to be more creative in their jobs when 
they have some freedom to affect the process they have to use to perform their jobs. This  freedom 
should not be provided, of course, unless organization members have a clear understanding of the 
work goals to be accomplished. Without such understanding, organization member  creativity will 
lack the internal guidance needed to promote organizational success. Overall, creativity is used to 
the best advantage of organizations when members understand the work goals to be  accomplished 
and can exercise some freedom in determining the best ways to accomplish those goals.

Afford Time for Accomplishing Work Having appro priate amounts of time 
is commonly discussed as a critical resource for fueling creativity in organization members. 
Without enough time in which to perform a job appropriately, organization members might be 
so engaged in performing the job that generating creative solutions to job-related problems is 
reduced. Managers who issue unnecessarily tight deadlines to push organization members to 
reach greater levels of production can cause employees to feel simultaneously overly managed 
and helpless in terms of being creative.

In the past, many managers believed that organization members usually generate their 
best creative ideas when operating under tight time constraints. Based on this belief, manag-
ers imposed tight deadlines as a tactic for encouraging creativity in organizations. More recent 
research, however, suggests that time pressures can actually affect creativity in different ways, 
depending on other organizational conditions.8
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The time pressure/creativity matrix presented in Figure A3.2 illustrates that managers can 
either encourage or discourage the likelihood of creative thinking in organizations, depending on 
how high time pressure and low time pressure are combined with various organizational  factors. 
According to this matrix, given the condition of low time pressure, the likelihood of  creativity 
in an organization might be low if workers feel they’re on autopilot and get little encouragement 
from management to be creative. Under the same low time pressure condition, however, the like-
lihood of creativity in an organization might be high if people feel they’re on an expedition and 
thereby are characterized by having creativity geared toward exploring ideas.

High time pressure is also examined in Figure A3.2. Given the high time pressure condition, 
the likelihood of creativity in an organization might be high if people feel they’re on a mission 
to discover solutions to job-related problems. Under the same high time pressure condition, 
 however, the likelihood of creativity in an organization might be low if people feel they’re on a 
treadmill and commonly experience extensive last-minute changes to schedules and plans.

Establish Diverse Work Groups Work groups that are characterized by members 
with a diversity of perspectives and backgrounds tend to be more creative than groups character-
ized by members who have similar backgrounds and perspectives. Diversity by itself, however, 
is simply not enough. To complement this diversity, members of a work group should be excited 
about accomplishing the group’s work goal(s), be willing to help each other through difficult 
 periods and setbacks, and recognize and respect the differences among the unique knowledge 
and perspectives that group members possess.9

Creative thinking under low time pressure is 
more likely when people feel as if they are on 
an expedition. They

eative thinking that is more 
oriented toward generating or exploring 
ideas than identifying problems.

than with a group.

Creative thinking under extreme time 
pressure is more likely when people feel as if 
they are on a mission. They

part of the da y are 
undisturbed or pr

ve that they are doing important work 
and report feeling positiv  
and involved in the work.

eative thinking that is equally 
oriented toward identifying problems and 
generating or exploring ideas.

Time Pressure
Low High

Low

High

Creative thinking under low time pressure is 
unlikely when people feel as if they are on 
autopilot. They

om senior 
eative.

ve mor
with groups rather than with individuals.

e work overall.

Creative thinking under extreme time 
pressure is unlikely when people feel as if 
they are on a treadmill. They

orkday, 
with many differ

ork they are 
doing is important.

e pressed for time than when they 
are "on a mission" even though they work 
the same number of hours.

ve mor
with groups rather than with individuals.

Likelihood
of Creative
Thinking

FIGURE A3.2 Time pressure/creativity matrix
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Personally Encourage Workers As with any other desirable behavior in orga-
nizations, managers should personally encourage organization members to be creative. Such 
encouragement may take many different forms and range from a verbal “thank you,” to award-
ing a Creative Achievement Certificate of Appreciation, or to holding a creativity appreciation 
luncheon.

Because managers are extremely busy and under constant pressure to achieve results, they 
can be easily distracted from personally encouraging creativity. Organization members often 
find their work challenging and interesting and demonstrate creativity in the short run with-
out much personal encouragement from management. To sustain creativity in organization 
members over the long run, however, encouragement from management is vital. Such encour-
agement lets organization members know that creativity is important to the organization and 
assures them that management values creative efforts, even those that ultimately prove to be 
unsuccessful.10

Establish Systems Support To complement the personal encouragement, organiza-
tional systems and procedures should noticeably support organization member creativity.11 Such 
organizational support clearly indicates that organization member creativity is highly valued. 
Organizational procedures that promote information sharing and collaboration as related to 
solving organizational problems are examples of this support. Additionally, research suggests 
that managers who are trustworthy and provide employees with developmental feedback help 
increase employee creativity.12

The Coca-Cola Company is often cited for building organizational systems that support 
employee creativity. At Coca-Cola, being creative is considered an everyday activity, not an activ-
ity initiated by a new program or focused on only from time to time. Instead, creativity is a con-
stant focus that is supported throughout the very structure of the company, including in the way 
organization members interact during meetings and problem-solving collaboration.13

Hire and Retain Creative People As one last tactic for increasing creativity in 
organizations, managers can attempt to hire and retain organization members who are creative. 
Although this tactic may sound simple, it can be difficult to implement, because identifying 
people who are creative can be a formidable challenge. However, retaining creative employees is 
particularly important given research suggesting that individuals’ social structures can influence 
their creativity.14 In other words, it may help to surround creative employees with other creative 
employees. To help managers identify creative people, Figure A3.3 contains a list of characteris-
tics that creative people tend to possess.

Creative people tend to be...

...free-spirited ...open to new opportunities

...unorthodox ...flexible decision makers

...quiet ...open to taking risk

...introverted ...persistent

...emotional ...tolerant of ambiguity

...challenging reality ...perceptive

...outrageous ...willing to grow

...intuitive ...willing to change

...playful ...tolerant of criticism

...humorous ...moderately concerned with failure

...different ...trying new things

FIGURE A3.3
Characteristics of creative 
people
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INNOVATION AND CREATIVITY
The second major appendix segment builds on the topic of creativity by discussing  innovation. 
The discussion focuses on defining innovation, linking innovation and creativity, and the 
 innovation process.

Defining Innovation

The term innovation can be defined in several different ways.15 From a management viewpoint, 
innovation is the process of applying a new idea to the improvement of organizational processes, 
products, or services. Innovation is critical to the long-run success of virtually any organization. 
Used correctly, the “collective intelligence” of an organization has the power to spark innova-
tion.16 On the other hand, without innovation, organizations tend to become less competitive 
and less desirable to customers as well as to organization members, and organizations that do not 
innovate tend to fail.17 Many management theorists believe that innovation can fuel the prosper-
ity, not only of organizations, but also of nations.18 To this end, Amazon.com reports that over 300 
hardcover and 1,000 paperback books with “innovation” in their titles were published in 2011.19

There is no doubt, though, that innovation starts with employees. In fact, a recent long-
term study of new product development in two organizations states that social networks with 
strong relationships and active participation in decision making help foster innovation.20 As 
Arthur Levinson, chairman and chief executive officer of Genentech, one of the world’s leading 
biotechnology companies, has said, “If you want an innovative environment, hire innovative 
people, listen to them tell you what they want, and do it.”21 Such attitudes toward innovation help 
to explain why 43 percent of executives in a recent poll stated that their corporation has a chief 
innovation officer in place.22

Amazon is known as one of the world’s most innovative companies because of its ability to 
diversify and develop in creative ways. Founded in 1994 as an online bookseller, Amazon soon 
expanded its product line well beyond books. Today, customers can order electronics, office sup-
plies, toys, and a host of other merchandise—even groceries and automotive supplies—from the 
Amazon website. The company has also broadened and diversified its products and services. Its 
offerings include the Kindle 2 e-reader, an MP3 store, extensive cloud computing services, data 
storage and computing services, and more.23

Table A3.1 lists the top 10 most innovative companies in the world.

TABLE A3.1  The Top 10 Most Innovative Companies24

 1. Salesforce.com

 2. Amazon.com

 3. Intuitive Surgical

 4. Tencent Holdings

 5. Apple

 6. Hindustan Unilever

 7. Google

 8. Natura Cosmetics

 9. Bharat Heavy Electricals

10. Monsanto

 MyManagementLab: Watch It, Creativity and Innovation at iRobot
If your instructor has assigned this activity, go to mymanagementlab.com to  
watch a video case about iRobot, inventor of the Roomba vacuum cleaner, and answer  
the questions.
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Linking Innovation  
and Creativity

Confusion often exists in organizations over the relation-
ship between innovation and creativity.25 Basically, inno-
vation involves turning a new idea into new or improved 
processes, products, or services that promote the attainment 
of organizational goals. The ideas on which innovation is 
based come from creativity in the organization. Innovation 
is the process of turning those ideas into something tangible 
that benefits the organization. An organization that is cre-
ative but not innovative has a fertile source of good ideas, 
but lacks the ability to make the those ideas tangible. An 
organization that is innovative but not creative has the abil-
ity to turn ideas into tangible benefits, but lacks good ideas 
in the first place. Figure A3.4 illustrates that organizations 
can be either creative or innovative and makes the point 
that managers should strive to build organizations that are 
a source of sound ideas and that are also capable of turning 
the ideas into tangible benefits for the organization.

THE INNOVATION PROCESS
Innovation process is defined as the steps managers take to implement creative ideas. In real-
ity, the number of steps that specific implementations require is often debatable. Such steps can 
range from straightforward steps, such as issuing specific orders to production supervisors, to 
complicated steps that might include determining the potential value of an innovation under 
consideration. To make managing the innovation process more practical, however, managers can 
visualize the process as having five main steps: inventing, developing, diffusing, integrating, and 
monitoring. Each step is discussed here.26

STEP 1: Inventing. Inventing is that step of the innovation process that establishes a new idea 
that could help the organization be more successful. The innovation process begins 

Creative
and

innovative
organizations

Organizations
that are

innovative
but not
creative

Organizations
that are
creative
but not

innovative

Generates
sound
ideas
for 

improvement

Turns
sound

ideas into
tangible
benefit

Creative Organization Innovative OrganizationFIGURE A3.4
Managers should strive 
to build organizations 
that are both creative and 
innovative

Innovation is the process of 
turning creative ideas into 
something tangible. Chief 
Innovation Officer, Aaron 
Chavez, pictured here on the 
left, is shown with a sample of 
the t-shirts Sevenly sells. Their 
creative idea is that the shirts 
are only on sale for seven days 
each and help fund charities.
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with the determination of some new idea. Consistent with the previous section of this 
appendix, creativity leads to such ideas within organizations. Such ideas naturally vary 
from organization to organization but usually fall into one of the following categories: 
technology, product, process, and management.27

  Technology ideas focus on invention that enhances the use of technology within 
organizations. Technology ideas can cover a wide array of topics and include ideas 
such as employing barcoding to better manage inventory or using videoconferenc-
ing to help organization members across the globe communicate more effectively.

  Product ideas focus on invention that develops new products or services or en-
hances existing products or services. Such ideas can include issues related to pricing 
products, promoting products in the marketplace, distributing products, packaging 
products, and advertising products.

  Process ideas focus on inventions that improve a manufacturing process. Examples 
of process ideas include incorporating robotics to make a manufacturing process 
more efficient and redesigning work stations to make workers more productive.

  Management ideas focus on invention relating to the way in which the organization 
is managed. These ideas involve management as a whole and center on improving 
human resource management, redesigning organizational structure, changing orga-
nizational leadership, or refining competitive strategy.

An interesting example of introducing a new product involves the distribution of 
television shows and movies.28 Netflix, a company that started in 1997 as a mail-order 
distributor of DVDs to consumers, progressed to deliver television shows and movies 
digitally through Internet streaming. Recently, Netflix started producing its own tele-
vision shows available exclusively to Netflix subscribers. This production process has 
shown to be a new feat for Netflix, with House of Cards, one of its first shows, winning 
both critical acclaim and prominent awards.

STEP 2: Developing. Developing is that step of the innovation process that makes a new idea 
practical. After being established in step 1, an idea must next be developed, or made 
practical as a vehicle for enhancing organizational success. Some creative ideas defy 
practicality and should never be pursued.29 On the other hand, some ideas are practi-
cal and can be focused on diverse areas such as improving cell phone service to attract 
more customers,30 adding attractions to a theme park to make it more competitive,31 

 Here are some tips for running a hackathon to pro-
mote inventing:32

 Define a clear mission for the event.
 Reserve a space with plenty of electrical outlets. 

Order generous quantities of coffee, soft drinks, and 
snacks.

 Involve technical and business experts as well 
as sponsors who will encourage and finance the 
 hackers so that they can develop ideas with  
potential.

 Market the event to hackers, including students. 
Mention the free food and prizes as well as resources 
such as coaching and potential investors.

Among its other meanings, hacking can refer to 
clever and often rapid writing of software and mod-

ification of devices by passionate experts in comput-
ers and other technologies. Some organizations have 
harnessed this creative activity by hosting or sponsor-
ing hackathons—competitive events where teams are 
challenged to hack their way to the best solution in 
the course of an evening or weekend. For example, 
Massachusetts Institute of Technology recently hosted 
a hackathon to develop ideas for improving health care 
delivery. In one night, teams of doctors, computer pro-
grammers, engineers, and researchers developed ideas 
for sharing images and improving diagnoses.

Inviting Inventions at a Hackathon

Steps for Success
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or better training to conquer the hurdle of getting professionals both comfortable and 
effective with operating newly purchased equipment.33

3M Company, formerly known as Minnesota Mining and Manufacturing 
Company, has become world famous for developing new ideas. Perhaps the most well-
known 3M innovation is the Post-it note. 3M may very well have achieved this fame 
through its formal, simple, and well-established company policy that helps ensure that 
every idea that deserves to be developed is indeed developed. This policy encourages 
employees to see whether managers in other parts of the company will help develop a 
new idea after the employee’s immediate boss has rejected it.34

Netflix’s new idea for producing a new drama illustrates step 1 of the innovation 
process. Step 2 of the innovation process indicates that this new idea must now become 
practical. In essence, management must now determine feasible methods for produc-
ing the new dramatic series. In the case of Netflix, this process includes determining 
where the show will be filmed, which actors will star in the show, and who will direct 
the actors.

STEP 3: Diffusing. Diffusing is that step of the innovation process that puts a new idea to use 
by end users or customers. Step 3 of the innovation process takes place after an idea 
has been established (step 1) and developed (step 2). If the idea is for an improvement 
to an organizational process, organization members who would be affected by the idea 
would explore using the idea to test its utility and worth. If the idea is for establishing 
a new product, perhaps certain customers would be given a prototype to test the ulti-
mate utility and worth of the product.

In the Netflix example, the idea for producing a new dramatic series was estab-
lished, and the new series became practical in innovation process steps 1 and 2, respec-
tively. In step 3, customers would actually be shown the first episodes of the series to 
determine the show’s utility and worth to customers. If customer feedback was nega-
tive at this point, Netflix might wish to discontinue the idea or take additional time to 
improve it. If customer feedback was positive, Netflix would probably proceed to the 
next step of the innovation process.

STEP 4: Integrating. Integrating is that step of the innovation process that establishes an 
invention as a permanent part of the organization. If the invention focuses on a new 
organizational process, for example, management takes steps to make the new process 
standard operating procedure within the organization. If the invention focuses on 
a new product, management takes steps to start manufacturing and selling the new 
product to the marketplace.In the example of relating Netflix’s new dramatic series to 
the innovation process, the idea for the series has been established and developed or 
made practical, and customers have verified the desirable value and worth of the series. 
Now, in step 4, Netflix management integrates the idea or makes the dramatic series an 
established component of the company’s product line. In essence, management takes 
appropriate steps to allow customers to view the new show.

STEP 5: Monitoring. Monitoring is that step of the innovation process in which a 
newly implemented idea is tracked to determine if and when the idea should be 
 improved or terminated. Management monitors newly implemented ideas to make 
sure that the contributions to organizational success generated by the ideas con-
tinue to accrue. As long as the implemented ideas continue to contribute to orga-
nizational success, the useful lives of those ideas will continue. When new ideas 
cease to make a contribution to organizational success, however, the ideas should 
be improved or terminated.

At this stage of the innovation process in the Netflix example, the idea for the 
camera was established, was made practical for use, customers endorsed the idea, and 
the show is now available for streaming. Now Netflix must monitor the contribution 
the show makes to organizational success and improve or discontinue it when the con-
tribution becomes unacceptable. Figure A3.5 summarizes the major steps of the inno-
vation process discussed here and shows how the Netflix example relates to each step.

This stage of the innovation process often includes reverse innovation, which 
involves taking a concept or a product created for a very specific use and extend-
ing it to a new, often larger, audience. For example, General Electric announced 
that it would introduce two of its medical devices, formerly sold only in emerging 
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markets, in the United States. The company’s $1,000 handheld electrocardiogram 
device was originally created for physicians who practice in rural areas of India. 
Its portable, PC-based ultrasound machine was created for use in rural China. By 
selling these products in the United States, not only will GE will not only realize a 
profit but will also make health care more affordable.35

CATALYST FOR CREATIVITY AND 
INNOVATION: TOTAL QUALITY 
MANAGEMENT
As discussed earlier, creativity spawns new ideas that promote organizational success, and in-
novation makes those ideas a reality. As also discussed earlier, organization member expertise is 
normally a significant catalyst in spawning new, creative ideas.

This section presents critical insights into building expertise in total quality management 
(TQM) in both managers and nonmanagers in organizations. This expertise is intended as a well-
spring of new, creative, quality-oriented ideas that promote organizational success. Major topics 
discussed are the essentials of total quality management and creative ideas based on TQM expertise.

Essentials of Total Quality Management

This section outlines the fundamental principles of total quality management. Topics include 
defining TQM, the importance of quality in organizations, established quality awards, and the 
quality improvement process.

Defining Total Quality Management Quality is defined as how well a product 
does what it is supposed to do—how closely and reliably it satisfies the specifications to which it 
was built. Quality is presented as the degree of excellence on which products or services can be 
ranked on the basis of selected features.

Total quality management (TQM) is the continuous process of involving all organiza-
tion members in ensuring that every activity related to the production of goods or services has 
an appropriate role in establishing product quality.36 In other words, all organization members 
should emphasize the appropriate performance of activities throughout the company to maintain 
the quality of products offered by the company. Under the TQM concept, organization members 
work both individually and collectively to maintain the quality of the products offered to the 
marketplace.

Although the TQM movement actually began in the United States, its establishment, devel-
opment, and growth throughout the world are largely credited to the Japanese. The Japanese 
believe that a TQM program should be company-wide and must include the cooperation of all 
people within a company. Top managers, middle managers, supervisors, and workers throughout 
the company must work together to ensure that all phases of company operations appropriately 
affect product quality. These company operations include areas such as market research, research 
and development, product planning, design, production, purchasing, vendor management, 
manufacturing, inspection, sales, after-sales customer care, financial control, personnel adminis-
tration, and company training and education.

Step 1: 
Inventing

Netflix management 
establishes idea to 
produce new 
dramatic series

Step 2: 
Developing

Netflix management 
makes dramatic 
series a practical 
concept

Step 3: 
Diffusing

Netflix customers 
explore the utility 
of the new dramatic 
series

Step 4: 
Integrating

Netflix begins 
distributing new 
series to customers

Step 5: 
Monitoring

Netflix management 
monitors the new 
series to determine 
whether it must be 
improved or 
discontinued

FIGURE A3.5 How steps of the innovation process relate to Netflix
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The Importance of Quality Many managers and management theorists warn that 
U.S. organizations that don’t produce high-quality products will soon be unable to compete in 
the world marketplace. A 1990 book by Armand V. Feigenbaum stated the problem succinctly:

Quality. Remember it? American manufacturing has slumped a long way from the glory 
days of the 1950s and 1960s when “Made in the U.S.A.” proudly stood for the best that in-
dustry could turn out. . . . While the Japanese were developing remarkably higher standards 
for a whole host of products, from consumer electronics to cars and machine tools, many 
U.S. managers were smugly dozing at the switch. Now, aside from aerospace and agriculture, 
there are few markets left where the U.S. carries its own weight in international trade. For 
American industry, the message is simple: Get Better or Get Beat.37

Producing high-quality products is not an end in itself. Rather, successfully offering high-
quality goods and services to the marketplace typically results in three important ends for the 
organization: a positive company image, lower costs and higher market share, and decreased 
product liability costs.

POSITIVE COMPANY IMAGE
A reputation for high-quality products creates a positive image for an organization, and organi-
zations gain many advantages from having such an image: A positive image helps a firm recruit 
valuable new employees, accelerate sales of its new products, and obtain needed loans from 
financial institutions. To summarize, high-quality products generally result in a positive com-
pany image, which in turn leads to numerous organizational benefits.38

LOWER COSTS AND HIGHER MARKET SHARE
Activities that support product quality also benefit the organization by yielding lower costs and 
greater market share. Figure A3.6 illustrates this point. As shown in the top half of this figure, 
greater market share or gain in product sales is a direct result of customer perception of im-
proved product quality. As shown in the bottom half of the figure, organizational activities that 
contribute to product quality result in such benefits as increased productivity, lower rework and 
scrap costs, and lower warranty costs, which in turn result in lower manufacturing costs and 
lower costs of servicing products after they are sold. Figure A3.6 also makes the important point 
that both greater market share and lower costs attributed to high quality usually result in greater 
organizational profits.

DECREASED PRODUCT LIABILITY COSTS
Product manufacturers are increasingly facing costly legal suits over damages caused by faulty prod-
ucts. More and more frequently, organizations that design and produce faulty products are being 

complex product, so the way to be the best is to ensure 
that every tire meets specifications. Michelin ensures 
this by giving quality control workers an unusually high 
degree of control over manufacturing. If they identify 
any defects, production stops until employees fix the 
problem. Production employees, too, are authorized 
to halt production if they see anything going wrong. 
Its commitment to quality enables Michelin to earn top 
ratings for its tires, and consumers are willing to pay a 
premium of as much as 20 percent to own the brand.39

For a multinational company, a significant challenge 
is appealing to customers from different cultures. 

One strategy that makes sense in any language is to 
offer a measurably superior level of quality. In the tire 
industry, that is the approach taken by Michelin, which 
has factories in 17 countries and sells 14 percent of the 
world’s tires.

According to Pete Selleck, president of Michelin’s 
operations in North America, Michelin offers this level 
of quality by stressing consistency. Tires are not a 

Michelin’s Quality Advantage

Tips for Managing around the Globe
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held liable in the courts for damages resulting from the use of such products. To take one dramatic 
example, Pfizer, a company that develops mechanical heart valves, recently settled an estimated 
180 lawsuits by heart-implant patients claiming that the valves used in their implants were faulty.40 
Successful TQM efforts typically result in improved products and product performance, and the 
typical result of improved products and product performance is lower product liability costs.

Established Quality Awards Recognizing all these benefits of quality, U.S. com-
panies have placed significant emphasis on manufacturing high-quality products. Several 
major awards have been established in the United States and abroad to acknowledge those 
 organizations that produce exceptionally high-quality products and services. The most presti-
gious  international award is the Deming Award, established in Japan in honor of W. Edwards 
Deming, who introduced Japanese firms to statistical quality control and quality improve-
ment techniques after World War II. The most widely known award in the United States is the 
Malcolm Baldrige National Quality Award, which is awarded by the American Society of Quality 
and Control and was established in 1988.41

As these examples suggest, quality is an increasingly important element in an organization’s 
ability to compete in today’s global marketplace.

THE QUALITY IMPROVEMENT 
PROCESS
Two approaches may be taken to improve quality. The first approach, advocated by most of the 
quality experts, can be described as “incremental improvement”—or improving one thing at a 
time. Actually, many incremental improvements may be undertaken simultaneously throughout 
an organization; for example, in 1982 Toyota averaged instituting 5,000 improvements per day.

Improved 
performance,

features,
reliability, etc.

Improved reputation
for quality (due to

increasing
advertising, etc.)

Increased
market
share

Experience-based
scale economics

Increased
profits

Higher
prices

I. MARKET GAINS

Improved 
reliability

or
conformance

Lower rework
and scrap costs

Increased
productivity

Lower warranty
and product
liability costs

Lower
service
costs

Lower
manufacturing

costs

Increased
profits

II. COST SAVINGS

FIGURE A3.6 TQM typically results in greater market share and lower costs
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The second approach, advocated by Michael Hammer, consists of completely reengineer-
ing a process.42 This approach requires starting with a clean slate in which management looks at 
operations and asks, “If we were to start over today, how would we do this?”

Each approach is discussed in detail in the following sections.

The Incremental Improvement Process Researchers and consultants have 
 advocated a variety of incremental approaches to achieving excellent quality in products and pro-
cesses. Despite their differences, almost all of these plans have remarkable similarities. Although a 
specific improvement process may not precisely follow the order given in Figure A3.7, most such 
processes at least approximate it.

STEP 1: An area of improvement is chosen, which often is called the improvement “theme”—
Either management or an improvement team may choose the theme. Examples are:

 Reduction in production cycle time
  Increase in the percentage of nondefective units produced
  Reduction in the variability of raw material going into production
  Increase in on-time deliveries
  Reduction in machine downtime
   Reduction in employee absenteeism

Many other examples are possible, of course, but these suffice to make the point 
that an improvement objective must be chosen.

Consider a pizza company whose delivery business is lagging behind that of its 
competitors, chiefly because of slow deliveries. The improvement theme in this case 
might be a reduction in delivery time (i.e., cycle time).

STEP 2: If a quality improvement team has not already been organized, one is organized—
Members of this team might include:

 One or more associates directly responsible for the work being done
  One or more customers receiving the benefits of the work

Choose an area
of improvement

Step 1

Perform analysis
of current

performance

Step 4

Organize a quality
improvement team

Step 2
Management

implements the
improvements

Step 6

Perform pilot
study

Step 5
Identify

“benchmarks”

Step 3

FIGURE A3.7
The incremental approach  
to improving quality



 APPENDIX 3 Encouraging Creativity and Innovation 499

   One or more suppliers providing input into the 
work

  A member of management
   Perhaps one or more experts in areas rele-

vant to solving the problem and making the 
improvement

For the pizza delivery company, the team might 
include two pizza builders, a driver, a university 
student customer, a local resident customer, and a 
store manager.

STEP 3: The team “benchmarks” the best performers—
that is, identifies how much improvement is 
required to match the best performance—For 
example, the pizza company may discover in this 
step that the benchmark (i.e., the fastest average 
time between the moment an order is taken and 
the moment of front-door delivery) established 
by a competitor is 20 minutes.

Suppose the company’s current average delivery performance is 35 minutes. That 
leaves a minimum possible improvement of 15 minutes on average.

STEP 4: The team performs an analysis to find out how current performance can be 
 improved to meet, or beat, the benchmark—Factors to be analyzed here include 
 potential problems related to equipment, materials, work methods, people, and the 
 environment, such as legal constraints, physical conditions, and weather. To return 
to the pizza delivery company, suppose the team discovered that the pizza-building 
 process could be shortened by 4 minutes. Also suppose they found an average lag of 
5 minutes between the time a pizza is ready and the time the delivery van picks it up. 
Finally, suppose the team discovered that a different oven could shorten cooking time 
by 7 minutes. Total potential savings in delivery time, then, would be 16 minutes—
which would beat the benchmark by 1 minute.

The common phrase “Necessity is the mother of invention” serves as a reminder 
that, in some cases, constraints—both within and outside an organization—can actu-
ally provide the impetus for innovation.43

STEP 5: The team performs a pilot study to test the selected remedies to the problem—In 
the pizza case, suppose the team conducted a pilot program for a month, during which 
time the new pizza-building process was implemented, a new driver and a new van 
were added, and a new oven was rented. At the end of the month, suppose the actual 
improvement was 17 minutes on average.

The question then becomes, “Is the  improvement worth the cost?” In this case, 
the improved pizza-building process is  improving other customer service, thereby 
 increasing the company’s overall sales  capacity. By beating the benchmark, the com-
pany can now establish a new delivery system standard—a significant marketing 
 advantage. Suppose, then, that a cost–benefit study favors the changes.

STEP 6: Management implements the improvements—Making many such incremental 
improvements can greatly enhance a company’s competitiveness. Of course, as 
more and more companies achieve increasingly better quality, the market will 
become more and more demanding. The key, therefore, is to continually improve 
both product and process.

Reengineering Improvements Hammer argues that significant improvement req-
uires “breaking away from . . . outdated rules and . . . assumptions.” Improvement basically demands 
a complete rethinking of operations. He, too, recommends that management organize a team 
representing the functional units involved in the process to be reengineered as well as units that 
depend on the process.

One important reason for reengineering instead of attempting incremental improvements is 
the need to integrate computerized production and information systems. This change is expen-
sive and is difficult to accomplish piecemeal through an incremental approach.

Teams of employees who 
are directly responsible 
for how work is done are 
well positioned to make 
continuous, incremental 
improvements in quality.
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Hammer outlines seven principles of reengineering:

Principle 1: Organize around outcomes, not tasks—Traditionally, work has been organized 
around different tasks, such as sawing, typing, assembling, and supervising. This first prin-
ciple of reengineering instead has one person or team perform all the steps in an identified 
process. The person or team would be responsible for the outcome of the total process.
Principle 2: Have those who use the output of the process perform the process—For 
 example, a production department may do its own purchasing and even its own cost 
 accounting. This principle requires a broader range of expertise from individuals and teams 
as well as a greater integration of activities.
Principle 3: Subsume information-processing work into the real work that produces the 
information—Computer technology now makes it possible for a work process to process 
information simultaneously. For example, scanners at checkout counters in grocery stores 
both process customer purchases and update accounting and inventory records at the same 
time.
Principle 4: Treat geographically dispersed resources as though they were centralized— 
Hammer uses Hewlett-Packard as an example of how this principle works: Each of the 
 company’s 50 manufacturing units had its own purchasing department, which prevented 
the company from achieving the benefits of scale discounts. Rather than centralize purchas-
ing, which would have reduced the responsiveness to local manufacturing needs, Hewlett-
Packard introduced a corporate unit to coordinate local purchases so that scale discounts can 
be gained. That way, local purchasing units retain their decentralized authority and preserve 
their local responsiveness.
Principle 5: Link parallel activities instead of integrating their results—Several pro-
cesses are often required to produce products and services. Too often, though, compa-
nies segregate these processes so that the product comes together only at the final stage. 
Meanwhile, problems that occur in one or more processes may not become apparent until 
the final step, at which point it is too late to fix the problem. It is better, Hammer says, to 
coordinate the various processes so that problems are avoided recognized and taken care of 
right away.
Principle 6: Put the decision point where the work is performed and build control into 
the process—Even though traditional bureaucracies separate decision authority from the 
work, this principle suggests that the people doing the work are the ones who should make 
the decisions about that work. The salesperson should have the authority and responsibility 
to approve credit, for example. This principle saves time and allows the organization to re-
spond more effectively and efficiently to customer needs.

Some managers worry that this principle will reduce control over the process. However, 
control can be built into the process. In the example just cited, the criteria for credit approval 
can be built into a computer program so that the salesperson has guidance for every credit 
decision.
Principle 7: Capture information once and at the source—Computerized online databases 
help make this principle achievable. It is now easy to collect information when it originates 
and then to store it and send it to those who need it.

Reengineering allows major improvements to be made all at once. Although reengineering 
can be an expensive way to improve quality, today’s rapidly changing markets sometimes demand 
such a drastic response—even and especially when firms experience poor performance.44

Creative Ideas Based on TQM Expertise

Expertise in TQM—understanding TQM principles—can serve as a foundation for generating 
creative ideas in organizations. Indeed, the number of creative ideas that can be spawned by 
TQM expertise seems limitless. Keep in mind, however, that an idea that may seem new and 
creative in one organization may not be new and creative in another because it has already been 
considered.
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The following sections discuss several possible ideas for organizations based on the work of 
Philip B. Crosby and W. Edwards Deming, two internationally acclaimed quality experts.45

Possible Creative Ideas Based on Crosby’s Work Philip B. Crosby is known 
throughout the world as an expert in the area of quality and is considered a pioneer of the quality 
movement in the United States.46 His work provides managers with valuable insights on how to 
achieve product quality. According to Crosby, organizational integrity, systems, communications, 
operations, and policies must all be consistent with the goal of achieving product quality before 
significant progress in reaching product quality can be made and maintained. Several possible cre-
ative ideas based on Crosby’s work for achieving quality in organizations are listed in Figure A3.8.

Possible Creative Ideas Based on Deming’s Work W. Edwards Deming, 
who originally trained as a statistician and began teaching statistical quality control in Japan 
shortly after World War II, is recognized internationally as a primary contributor to Japanese 
quality improvement programs. Deming advocated that the way to achieve product quality 
is continuously to improve the design of a product and the process used to manufacture it.47 
According to Deming, management has the primary responsibility for achieving product qual-
ity. Several possible creative ideas based on Deming’s work for achieving quality in organiza-
tions are listed in Figure A3.9.

  1. Publish quality goals for all workers so they know exactly what they are expected 
to do.

  2. Use product inspections to improve the manufacturing process and to reduce costs.

  3. Choose your suppliers on the basis of how they can support your quality goals.

  4. Train for maintaining quality.

  5. Drive out fear of reporting mistakes.

  6. Build teams (not just individuals) that focus on quality.

  7. Eliminate production processes based simply on producing a quota.

  8. Create production processes based upon learning how to improve the processes.

  9. Build pride for maintaining quality.

10. Encourage self-development of workers as more useful players in maintaining quality.

FIGURE A3.9
Possible creative ideas for 
enhancing organizational 
success based on Deming’s 
thoughts about TQM

  1. Dedicate the quality management function to measuring conformance to requirements 
and reporting any differences accurately.

  2. Continually inform all employees about the progress of quality improvement and 
related successes.

  3. Begin each management meeting with a factual and financial review of quality.

  4. Create relevant policies on quality management that are clear and unambiguous.

  5. Educate suppliers to ensure that they will deliver quality materials in a dependable 
fashion.

  6. Dedicate top management to having customers receive products as promised.

  7. Dedicate all managers to getting jobs done correctly the first time.

  8. Develop communication systems that allow employees to inform management 
immediately about any observed deviations from quality.

  9. Develop communications systems that allow managers to respond immediately to       
quality issues.

10. Establish an organizational bias toward handling quality issues immediately.

FIGURE A3.8
Possible creative ideas for 
enhancing organizational 
success based on Crosby’s 
thoughts about TQM
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The Challenge Case points out that MidwayUSA has 
been faced with finding creative ways to  deliver 
ever-improving quality. In essence, founder Larry 

Potterfield and his management team must seek original 
ideas or ideas based on existing conditions at MidwayUSA 
that will help to meet this challenge. The ideas must be not 
only original but also useful and actionable. That is, the 
ideas must help MidwayUSA become more  productive, 
communicate more effectively, achieve better coordi-
nation, and improve customer and employee satisfac-
tion. Such ideas are important because they will help 
MidwayUSA break away from old rules and norms about 
accomplishing tasks. At MidwayUSA, the expertise, moti-
vation level, and creative thinking skills of the organization 
members will be the foundation on which creative ideas 
will be conceived.

Information in this appendix provides insights to Potterfield 
and his managers regarding how to encourage creativity within 
the company. For example, managers at MidwayUSA can 
encourage creativity by making sure workers are challenged 
just enough. Although workers’ abilities should be stretched, 
demands on workers should not overwhelm them and result in 
their giving up on being creative. Also, managers should make 
sure that workers have an appropriate level of freedom in their 
jobs. Workers who have such freedom are prone to experiment 
somewhat to find creative solutions to job challenges.

One of the most important steps MidwayUSA manag-
ers can take to encourage creativity in organization members 
is to manage time pressure carefully. Depending on whether 
MidwayUSA organization members feel they’re on autopilot, 
on an expedition, on a mission, or on a treadmill, time pressure 
might encourage or discourage creativity. MidwayUSA manag-
ers must therefore find the right combination of time pressure 
and other organizational conditions to make sure that creativity 
is encouraged within the company.

MidwayUSA management should focus not only on search-
ing for creative ideas but also on innovating, or putting those 
ideas into action. As an example, assume that to shorten the time 
it takes to fill orders, MidwayUSA has decided to set up a new 
computerized system for order processing. Computerized order 
processing would indeed be creative—a new, useful, actionable 
idea. This idea is not a product idea (an invention that focuses on 
developing new products) but is rather a process improvement. 
After generating the new process idea, MidwayUSA’s managers 
must develop the idea, or make it serviceable. This includes ideas 
for whether to develop the order-processing software in-house, 
hire someone to develop it, or buy existing software, along with 
plans for training employees how to use the system. Once the 
idea is made serviceable, it must be diffused. The company might 

train one or a few people in how to use the new system, and then 
those people could train and support other users. Once the new 
system is integrated into the organization, it must be monitored 
to make sure it continues to contribute to organizational success.

MidwayUSA management has learned that expertise 
in total quality management—in this case, developed in the 
course of meeting state and national award criteria—can serve 
as a stimulus for generating creative ideas within the company. 
Applying TQM requires that managers educate themselves 
and other organization members about what this commitment 
entails. All members of MidwayUSA should know that prod-
uct and service quality and adherence to specifications for the 
company’s processes must be maintained. For every process 
through which the company serves customers—by answering 
phones, maintaining the website, keeping an adequate stock of 
merchandise, filling orders, and so on—there must be specifi-
cations for high-quality performance. MidwayUSA organiza-
tion members should realize that TQM needs to be a continu-
ous process that involves everyone within the company, from 
Larry Potterfield to the newest warehouse worker.

MidwayUSA has much to gain from maintaining high-
quality service. High quality gives the company a positive image 
both inside and outside the organization. Such an image can 
be especially valuable when an organization is trying to recruit 
new and talented management. High quality can also reduce 
costs associated with errors and waste and help the company 
gain market share. Last, MidwayUSA’s high quality can decrease 
liability costs; for example, good safety processes can reduce 
liability associated with injuries, and accurate compliance with 
gun laws can prevent liability for mistakes in that area. To 
maximize the benefit of high product quality, MidwayUSA has 
applied for and won the Malcolm Baldrige Award.

MidwayUSA’s managers can deliberate on continuing 
to improve quality either incrementally or through reengi-
neering. Incremental involvement would focus on improving 
MidwayUSA’s quality slowly and over time. It could involve 
steps such as targeting one process at MidwayUSA for improve-
ment, establishing a quality improvement team to effect desired 
improvements, identifying benchmarks or standards for quality, 
comparing current operations with the benchmarks, and per-
forming a pilot study to see whether formulated improvement 
activities are effective and efficient. Improvements that deliver 
the desired results would become normal operating procedure. 
Reengineering improvement would focus on improving quality 
through more drastic improvement in the nearer term.

MidwayUSA’s managers can study the work of Crosby and 
Deming to gain possible new ideas for implementing and main-
taining the company’s quality improvement process. Such ideas 
might include building an organization culture that has a bias 
for handling quality issues quickly and thoroughly, dedicat-
ing top management to having customers receive all products 
as promised, and training organization members in how to 
improve process quality.

CHALLENGE CASE SUMMARY
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Reflecting on Target Skill

On page 484, this appendix opens by presenting a target management skill along with 
a list of related objectives outlining knowledge and understanding that you should aim 
to acquire related to that skill. Review this target skill and the list of objectives to make 
sure that you’ve acquired all pertinent information within the appendix. If you do not 
feel that you’ve reached a particular objective(s), study related appendix coverage until 
you do.

Know Key Terms

Understanding the following key terms is critical to your preparing for class. Define each 
of these terms. Refer to the page(s) referenced after a term to check your definition or to 
gain further insight regarding the term.

 MyManagementLab: Assessing Your Management Skill
If your instructor has assigned this activity, go to mymanagementlab.com and decide 
what advice you would give a MidwayUSA manager.

DEVELOPING MANAGEMENT SKILL This section is specially designed to help 
you develop management skills. An individual’s management skill is based on an 
 understanding of management concepts and on the ability to apply those concepts in 
various organizational situations. The following activities are designed both to heighten 
your understanding of management concepts and to develop your ability to apply those 
concepts in a variety of organizational situations.

CLASS PREPARATION AND PERSONAL STUDY
To help you prepare for class, perform the activities outlined in this section. Performing these activities will  
help you significantly enhance your classroom performance.

creativity  486
innovation  491
innovation process  492
inventing  492

developing  493
diffusing  494
integrating  494
monitoring  494

quality  495
total quality management  

(TQM)  495

 A3.3. Describe the five steps of the innovation process.

Know How Management Concepts Relate

This section comprises activities that will further sharpen your understanding of  
management concepts. Answer essay questions as completely as possible.

 A3.1. Define and describe the relationships among exper-
tise, creative thinking skills, motivation, and creativity.

 A3.2. Explain the differences between creativity and inno- 
vation.
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MidwayUSA Hits the Target with 
Innovation Aimed at Quality

“MidwayUSA Hits the Target with Innovation Aimed at 
Quality” (p. 485) and its related Challenge Case Summary 
were written to help you understand the management con-
cepts contained in this appendix. Answer the following dis-
cussion questions about the Challenge Case to explore how 
the concepts of creativity and innovation can be applied in a 
company such as MidwayUSA.

 A3.4. Is creativity or innovation more important to Midway-
USA’s management in addressing the desire to 
improve process quality? Explain fully.

 A3.5. If you were Larry Potterfield, what are two organiza-
tional systems that you could establish to encourage 
organization member creativity? Be as specific as pos-
sible. Why are these systems important to the future 
success of MidwayUSA?

 A3.6. List three creative ideas based on your TQM exper-
tise that, if implemented, would ensure MidwayUSA’s 
future success. Be sure to explain how each idea 
would contribute to that success.

Inventables Sells Innovation

Read the case and answer the questions that follow. Studying 
this case will help you better understand how concepts 
relating to innovation can be applied in a company such as 
Inventables.

Today’s organization relies heavily on innovation. 
Developing new products, finding efficient means to deliver 
services to customers, or simply improving manufacturing 
processes are all innovative practices sought by companies. 
But one firm has crafted a business out of innovation itself.

Inventables, a Chicago-based company, helps other 
firms solve problems in a very unique way. Inventables 
connects sellers of innovative materials and technologies 
to businesses. The firm does not actually manufacture any-
thing. It simply provides a venue for creative marketers and 
engineers to reach out to inventors.

When the company started in 2003, Inventables mailed 
a huge package of items to big-name companies like Nike, 
BMW, Boeing, Motorola, and Procter & Gamble. The idea 
was to inspire the creative teams at these firms to use 
new-to-the-market ideas. These businesses eagerly paid the 
$63,000 subscription fee to garner these packages from 
Inventables. However, that business model has changed. 
Now, companies simply visit the Inventables website and 
see what’s available.

Cofounded by college buddies Zach Kaplan and Keith 
Schacht, the company has grown to become an interna-
tional venture with “technology hunters” who scour the 
world for undiscovered innovations. Some of these ideas 
could almost be thought of as science fiction. For example, 
Inventables has a textured glass that changes color as the 

temperature changes. It also represents a steel foil that is 
transparent. Or how about a surface coating that is resis-
tant to ice, corrosion, and bacteria, or a substance that 
looks like glass and breaks like glass but feels like rubber? 
These ideas and  hundreds more are available through 
Inventables.48

The application of each new idea may not be readily 
apparent, but that’s part of Inventables’ charm: Give  companies 
material and technologies, and let the creative process hap-
pen. “The unexpected property expands your understanding 
of what’s possible,” said Kaplan, the CEO of the company.49

On Inventables’ website, one can view—free of charge—
many of the innovative products the company has found. 
Savvy inventors who want a wider audience are encour-
aged to approach the Inventables team and have their ideas 
showcased on the website. These inventors pay only when 
they decide to pursue a lead generated through the site. 
In other words, Inventables serves as a clearinghouse for 
ideas and does not profit from the actual sale of those ideas. 
According to Kaplan, “We’re really creating the platform to 
get people communicating. We create a common language 
and increase the chance that the exchange will be worth the 
user’s time.”50

An example of a company that has benefited from a 
partnership with Inventables is Antoine Amrani Chocolates. 
Inventables provided the chocolate company with an edible 
substance that adds a decorative shimmer to chocolate, 
thereby attracting more customers. It’s something quite 
simple but provides enough differentiation for the company 
to stand out among its competitors.

Another example is the Palm Treo Pro. The cradle for 
this state-of-the-art smartphone uses a micro-suction tape. 
On the tape’s surface are thousands of tiny suction cups; 
these barely perceptible suction cups replace adhesives. 
Thanks to Palm’s partnership with Inventables, users of the 
Palm Treo Pro can now set their smartphone cradle on most 
surfaces, and it won’t slip or slide or ever leave a sticky 
residue.

Although many companies closely guard their innova-
tions and new product developments, Inventables makes 
available all manner of new ideas to the marketplace. In 
addition, it provides a venue for inventors to gain a foothold 
in what could be a very lucrative environment. At one time, 
if an inventor developed a new material or technology, he 
or she had to also identify an application for it. But, through 
Inventables, all an inventor has to do is present the idea and 
let other firms determine how best to apply that idea.

Questions

 A3.7. How has Inventables changed the innovation process 
in businesses?

 A3.8. Discuss how creativity and innovation are linked at 
Inventables.

 A3.9. If you were Zach Kaplan, how would you innovate 
Inventables even further?

MANAGEMENT SKILLS EXERCISES
Learning activities in this section are aimed at helping you develop management skills.

 Cases
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Using Your Creativity and Innovation

Creativity and innovation are important for organizational 
success. NBC has contacted your group for help with creating 
a new comedy series that will consist of five-minute episodes 
that NBC will broadcast on its website. NBC’s executives 
want this comedy series to appeal to college-aged individu-
als. To be clear, NBC does not want your group to create this 
new series—NBC has the employees necessary to handle this 
project. Instead, NBC’s executives want your group to indi-
cate the most important techniques it can use to foster the 
creativity and innovation it needs within its company. In your 
group, create five different recommendations (and provide 
examples) to help NBC foster creativity within the organiza-
tion. Be prepared to present these recommendations in class.

You and Your Career

The previous sections have highlighted the importance of 
creativity to organizational success. As such, organizations 
will continue to search for creative employees. How would 
you rate your own creativity? What evidence do you have 
to support your rating? Think about this is terms of an inter-
view with a potential employer who is searching for creative 
employees. How would you use examples from your life to 
demonstrate your creative skills? In addition to helping you 
obtain a job, your creative skills might help you advance in 
an organization. If you currently hold a job, how might you 
demonstrate your creativity to your manager?

Building Your Management  
Skills Portfolio

Your Management Skills Portfolio is a collection of activities 
specially designed to demonstrate your management knowl-
edge and skill. Be sure to save your work. Taking your printed 
portfolio to an employment interview could be helpful in 
obtaining a job.

The portfolio activity for this appendix is Innovating 
at Electronic Arts. Study the information and complete the 
exercises that follow.51

Although creativity and innovation are important for all 
companies, these factors are the essence of many compa-
nies. An example of such a company is Electronic Arts (EA), 
a company based in Redwood City, California, that develops, 
produces, markets, and distributes video games such as 
Tiger Woods PGA Golf, Medal of Honor, and Madden NFL.

EA is currently interested in diversifying its product line 
to include more video games for younger children. EA’s man-
agement team views this age group as a prime market for 
new video games. Specifically, EA wants you to develop a 
game that helps preschool through elementary school–aged 
children improve their math skills. In other words, your mis-
sion is to develop a new product idea.

Record your answers as you go through the five steps of 
the innovation process.

 A3.10. Inventing: Describe the main characteristics of your 
new video game: What will the children do in the new  
game? How will it help them improve their math skills?

 A3.11. Developing: Describe how you can make the new 
video game serviceable for EA.

 A3.12. Diffusing: How would you test the new video game’s 
utility and worth?

 A3.13. Integrating: How would you make the new video 
game a permanent part of EA?

 A3.14. Monitoring: Describe how you would monitor the 
new video game to determine the extent to which it 
is helping EA.

Experiential Exercises

 MyManagementLab: Writing Exercises
If your instructor has assigned this activity, go to mymanagementlab.com for  
the following assignments:
Assisted Grading Questions
A3–15. Describe five ways that organizations might increase creativity among their 

employees.
A3–16. Define total quality management (TQM), and describe the relationship between 

TQM and innovation.
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Glossary

Accountability refers to the management philosophy whereby indi-
viduals are held liable, or accountable, for how well they use their 
authority and live up to their responsibility of performing predeter-
mined activities.

Achievement behavior is aimed at setting challenging goals for 
followers to reach and expressing and demonstrating confidence 
that they will measure up to the challenge.

Activity is a specified set of behavior within a project.
Adhocracy culture is an organizational culture characterized by 

flexibility and discretion along with an external focus.
Adjourning, the fifth and last stage of the team development pro-

cess, is the stage in which the team finishes its job and prepares to 
disband.

Affirmative action program is an organizational program whose 
basic purpose is to eliminate barriers against and increase employ-
ment opportunities for underutilized or disadvantaged individuals.

Alderfer’s ERG theory is an explanation of human needs that 
divides them into three basic types: existence needs, relatedness 
needs, and growth needs.

Allocating skill is the ability to provide the organizational resources 
necessary to implement a strategy.

Angel investors are wealthy individuals who provide capital to new 
companies.

Appropriate human resources are the individuals within the 
organization who make valuable contributions to management 
system goal attainment.

Argyris’s maturity–immaturity continuum is a concept that 
furnishes insights into human needs by focusing on an individual’s 
natural progress from immaturity to maturity.

Assessment center is a program in which participants engage in, 
and are evaluated on, a number of individual and group exercises 
constructed to simulate important activities at the organizational 
levels to which they aspire.

Authority is the right to perform or command.
Automation is the replacement of human effort by electromechani-

cal devices.
Avoiding is a conflict management technique whereby managers 

simply ignore the conflict.
Bank financing occurs when an entrepreneur obtains financing 

from a financial institution in the form of a loan.
Behavior modification is a program that focuses on encourag-

ing appropriate behavior by controlling the consequences of that 
behavior.

Behavioral approach to management is a management approach 
that emphasizes increasing production through an understanding of 
people.

Bias refers to departures from rational theory that produce subopti-
mal decisions.

Bicultural stress is stress resulting from having to cope with mem-
bership in two cultures simultaneously.

Bounded rationality refers to the fact that managers are bounded 
in terms of time, computational power, and knowledge when mak-
ing decisions.

Brainstorming is a group decision-making process in which nega-
tive feedback on any suggested alternative to any group member is 
forbidden until all group members have presented alternatives that 
they perceive as valuable.

Break-even analysis is the process of generating information that 
summarizes various levels of profit or loss associated with various 
levels of production.

Break-even point is that level of production where the total rev-
enue of an organization equals its total costs.

Budget is a control tool that outlines how funds in a given period 
will be spent, as well as how they will be obtained.

Bureaucracy is the term Max Weber used to describe a manage-
ment system characterized by detailed procedures and rules, a 
clearly outlined organizational hierarchy, and impersonal relation-
ships among organization members.

Business portfolio analysis is an organizational strategy formula-
tion technique that is based on the philosophy that organizations 
should develop strategy much as they handle investment portfolios.

Buyer power refers to the power that customers have over the firms 
operating in an industry; as buyer power increases, the attractive-
ness of the industry decreases.

Capacity strategy is an operational plan of action aimed at provid-
ing an organization with the right facilities to produce the needed 
output at the right time.

Career is a sequence of work-related positions occupied by a person 
over the course of a lifetime.

Career plateauing is a period of little or no apparent progress in 
the growth of a career.

Cash cow is an SBU that has a large share of a market that is grow-
ing only slightly.

Centralization refers to the situation in which a minimal number 
of job activities and a minimal amount of authority are delegated 
to subordinates.

Change agent is an individual inside or outside the organization 
who tries to modify the existing organizational situation.

Change-related activities are management efforts aimed at modi-
fying organizational components.

Changing an organization is the process of modifying an existing 
organization to increase organizational effectiveness.

Clan culture is an organization culture characterized by a strong 
internal focus with a high degree of flexibility and discretion.

Classical approach to management is a management approach 
that emphasizes organizational efficiency to increase organiza-
tional success.

Closed system is one that is not influenced by, and does not inter-
act with, its environment.

Coaching is leadership that instructs followers on how to meet the 
special organizational challenges they face.
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Code of conduct is a document that reflects the core values of an 
organization and suggests how organization members should act in 
relation to those values.

Code of ethics is a formal statement that acts as a guide for making 
decisions and acting within an organization.

Command group is a formal group that is outlined in the chain of 
command on an organization chart. Command groups typically 
handle routine activities.

Commercial entrepreneurship involves individuals or corpora-
tions that pursue entrepreneurial opportunities for the purposes of 
generating sales and profits.

Commitment principle is a management guideline that advises 
managers to commit funds for planning only if they can anticipate, 
in the foreseeable future, a return on planning expenses as a result 
of long-range planning analysis.

Committee is a task group that is charged with performing some 
type of specific activity.

Communication is the process of sharing information with other 
individuals.

Communication macrobarriers are factors hindering successful 
communication that relate primarily to the communication envi-
ronment and to the larger world in which communication takes 
place.

Communication microbarrier is a factor hindering successful 
communication that relates primarily to such variables as the com-
munication message, the source, and the destination.

Competitive dynamics refers to the process by which firms under-
take strategic and tactical actions and how competitors respond to 
these actions.

Competitor awareness refers to how mindful a company is of its 
competitor’s actions.

Competitor capability refers to a firm’s ability to undertake an 
action.

Competitor motivation refers to the incentives that an organiza-
tion has to take action.

Compromise means the parties to the conflict settle on a solution 
that gives both of them part of what they wanted.

Computer-aided design (CAD) is a computerized technique for 
designing new products or modifying existing ones.

Computer-aided manufacturing (CAM) is a technique that 
employs computers to plan and program equipment used in the 
production and inspection of manufactured items.

Conceptual skills are skills involving the ability to see the organi-
zation as a whole.

Conflict is defined as a struggle that results from opposing needs or 
feelings between two or more people.

Consensus is an agreement on a decision by all the individuals 
involved in making that decision.

Consideration behavior is leadership behavior that reflects friend-
ship, mutual trust, respect, and warmth in the relationship between 
leader and followers.

Content theory of motivation is an explanation of motivation 
that emphasizes people’s internal characteristics.

Contingency approach to management is a management 
approach emphasizing that what managers do in practice depends 
on a given set of circumstances—a situation.

Contingency theory of leadership is a leadership concept that 
hypothesizes that, in any given leadership situation, success is 
determined primarily by (1) the degree to which the task being 

performed by the followers is structured, (2) the degree of position 
power possessed by the leader, and (3) the type of relationship that 
exists between the leader and the followers.

Control entails ensuring that an event occurs as it was planned to 
occur.

Control tool is a specific procedure or technique that presents per-
tinent organizational information in a way that helps managers to 
develop and implement an appropriate control strategy.

Controlling is the process managers go through to control. It is 
“a systematic effort . . . to compare performance to predetermined 
standards, plans, or objectives to determine whether performance 
is in line with these standards” or needs to be corrected.

Coordination is the orderly arrangement of group effort to provide 
unity of action in the pursuit of a common purpose. It involves 
encouraging the completion of individual portions of a task in an 
appropriate, synchronized order.

Corporate entrepreneurship is the process in which an indi-
vidual or group of individuals in an existing corporation creates a 
new organization or instigates renewal or innovation within that 
corporation.

Corrective action is managerial activity aimed at bringing orga-
nizational performance up to the level of performance standards.

Cost leadership is a strategy that focuses on making an organiza-
tion more competitive by its producing products more cheaply 
than competitors can.

Creativity is the ability to generate original ideas or new perspec-
tives on existing ideas.

Critical path is the sequence of events and activities within a 
program evaluation and review technique (PERT) network that 
requires the longest period of time to complete.

Critical question analysis is a strategy development tool that 
consists of answering basic questions about the present purposes 
and objectives of the organization, its present direction and envi-
ronment, and actions that can be taken to achieve organizational 
objectives in the future.

Cross-functional team is an organizational team composed of 
people from different functional areas of the organization who are 
all focused on a specified objective.

Cultural artifact is a dimension of an organization that helps to 
describe and reinforce the culture—or the beliefs, values, and 
norms—in which an artifact exists.

Culture is the set of characteristics of a given group of people and 
their environment.

Customer dimension of organization culture is a facet of 
organization culture that focuses on catering to the needs of those 
individuals who buy goods or services the organization produces.

Data are facts or statistics.
Decentralization refers to the situation in which a significant num-

ber of job activities and a maximum amount of authority are del-
egated to subordinates.

Decision is a choice made between two or more available 
alternatives.

Decision tree is a graphic decision-making tool typically used to 
evaluate decisions involving a series of steps.

Decision tree analysis is a statistical and graphical, multiphased 
decision-making technique that contains a series of steps showing 
the sequence and interdependence of decisions.

Decline stage is the fourth and last stage in career evolution; it 
occurs near retirement age, when individuals of about 65 years of 
age show declining productivity.
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Decoder/destination is the person or persons in the interpersonal 
communication situation with whom the source is attempting to 
share information.

Delegation is the process of assigning job activities and related 
authority to specific individuals within the organization.

Delphi technique is a group decision-making process that involves 
circulating questionnaires on a specific problem among group mem-
bers, sharing the questionnaire results with them, and then continu-
ing to recirculate and refine individual responses until a consensus 
regarding the problem is reached.

Demographics are statistical characteristics of a population.
Department is a unique group of resources established by manage-

ment to perform some organizational task.
Departmentalizing is the process of establishing departments 

within the management system.
Developing is that step of the innovation process that makes a new 

idea practical.
Differentiation is a strategy that focuses on making an organiza-

tion more competitive by its developing a product or products that 
customers perceive as being different from products offered by 
competitors.

Diffusing is that step of the innovation process that puts a new idea 
to use by end users or customers.

Direct investing is using the assets of one company to purchase the 
operating assets of another company.

Directive behavior is aimed at telling followers what to do and how 
to do it.

Discrimination is the act of treating an issue, person, or behavior 
unjustly or inequitably on the basis of stereotypes or prejudices.

Diversity refers to characteristics of individuals that shape their 
identities and the experiences they have in society. Major areas of 
diversity are gender, race, ethnicity, religion, social class, physical 
ability, sexual orientation, and age.

Diversity dimension of organization culture is a component 
of organization culture that encourages the existence of basic 
human differences among organization members.

Diversity training is a learning process designed to raise managers’ 
awareness and develop their competencies to deal with the issues 
endemic to managing a diverse workforce.

Divestiture is a strategy adopted to eliminate a strategic business 
unit that is not generating a satisfactory amount of business and 
has little hope of doing so in the near future.

Division of labor is the assignment of various portions of a par-
ticular task among a number of organization members. Division of 
labor calls for specialization.

Dog is an SBU that has a relatively small share of a low-growth 
market.

Domain definition occurs when a firm proactively seeks to create a 
new product market position that competitors have not recognized.

Domestic organization is an organization that essentially operates 
within a single country.

Dominant organization culture is the shared values about organi-
zational functioning held by the majority of organization members.

Downside loss refers to the resources (i.e., money, relationships, 
etc.) that the entrepreneur could lose if the opportunity does not 
succeed.

Economics is the science that focuses on understanding how people 
of a particular community or nation produce, distribute, and use 
various goods and services.

Effectiveness is the degree to which managers attain organizational 
objectives; it is “doing the right things.”

Efficiency is the degree to which organizational resources contrib-
ute to production; it is “doing things right.”

Emotional intelligence is the capacity of people to recognize their 
own feelings and the feelings of others, to motivate themselves, and 
to manage their own emotions as well as their emotions in relation-
ships with others.

Employee-centered behavior is leader behavior that focuses pri-
marily on subordinates as people.

Entrepreneur is an individual who identifies, evaluates, and exploits 
opportunities.

Entrepreneurial alertness refers to an individual’s ability to notice 
and be sensitive to new information about objects, incidents, and 
patterns of behavior in the environment.

Entrepreneurial opportunity is an occasion to bring into exis-
tence new products and services that allow outputs to be sold at a 
price greater than their cost of production.

Entrepreneurial risk is the likelihood and magnitude of the oppor-
tunity’s downside loss.

Entrepreneurship refers to the identification, evaluation, and 
exploitation of opportunities.

Environmental analysis is the study of the organizational environ-
ment to pinpoint environmental factors that can significantly influ-
ence organizational operations.

Environmental footprint is a measure of the usage of environ-
mental resources. The greater the amount of resources consumed 
by an organization, the greater the organization’s footprint.

Equal Employment Opportunity Commission (EEOC) is an 
agency established to enforce federal laws prohibiting discrimina-
tion on the basis of race, color, religion, gender, disability, sexual 
orientation, national origin, and genetic information in recruit-
ment, hiring, firing, layoffs, and all other employment practices.

Equity theory is an explanation of motivation that emphasizes the 
individual’s perceived fairness of an employment situation and how 
perceived inequities can cause certain behaviors.

Establishment stage is the second stage in career evolution; indi-
viduals of about 25 to 45 years of age typically start to become more 
productive, or higher performers.

Esteem need is Maslow’s fourth set of human needs, which includes 
the desires for self-respect and respect from others.

Ethics is the capacity to reflect on values in the corporate decision-
making process, to determine how these values and decisions affect 
various stakeholder groups, and to establish how managers can use 
these observations in day-to-day company management.

Ethics dimension of organization culture is a facet of orga-
nization culture that focuses on making sure that an organization 
emphasizes not only what is good for the organization but also 
what is good for other human beings.

Ethnocentric attitude reflects the belief that multinational cor-
porations should regard home-country management practices as 
superior to foreign-country management practices.

Ethnocentrism is the belief that one’s own group, culture, country, 
or customs are superior to those of others.

European Union (EU) is an international market agreement estab-
lished in 1994 dedicated to facilitating trade among member nations.

Event is a completion of major project tasks.
Exclusion occurs when individuals exclude the least desirable alter-

natives from a larger set of alternatives.
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Existence need is the need for physical well-being.
Expatriate is an organization member who lives and works in a 

country where he or she does not have citizenship.
Expected value (EV) is the measurement of the anticipated value of 

some event, determined by multiplying the income an event would 
produce by its probability of producing that income (EV = I × P).

Exploitation refers to the activities and investments that are com-
mitted to gain returns from the new product or service arising 
from an opportunity.

Exploration stage is the first stage in career evolution; it occurs at 
the beginning of a career, when the individual is typically 15 to 25 
years of age, and it is characterized by self-analysis and the explora-
tion of different types of available jobs.

Exporting is selling goods or services to another country.
Extrinsic reward is a reward that is extraneous to the task 

accomplished.
Feasibility analysis is analysis that helps entrepreneurs understand 

whether an idea is practical.
Feedback is, in the interpersonal communication situation, the des-

tination’s reaction to a message.
Five Forces Model outlines the primary forces that determine 

competitiveness within an industry and illustrates how those forces 
are related; perhaps the best-known tool for industry analysis, it 
was developed by internationally acclaimed strategic management 
expert Michael E. Porter.

Fixed cost is an expense incurred by the organization regardless of 
the number of products produced.

Fixed-position layout is a layout plan in which the product is 
stationary while resources flow. It is appropriate for organizations 
involved in a large number of different tasks that require low vol-
umes, multipurpose equipment, and broad employee skills.

Flextime is a program that allows workers to complete their jobs 
within a workweek of a normal number of hours that they schedule 
themselves.

Focus is a strategy that emphasizes making an organization more 
competitive by targeting a particular customer.

Forcing is a technique for managing conflict in which managers use 
their authority to declare that conflict is ended.

Forecasting is a planning tool used to predict future environmental 
happenings that will influence the operation of the organization.

Formal group is a group that exists within an organization by virtue 
of management decree to perform tasks that enhance the attain-
ment of organizational objectives.

Formal organizational communication is organizational com-
munication that follows the lines of the organization chart.

Formal structure is defined as the relationships among organiza-
tional resources as outlined by management.

Forming is the first stage of the team development process, during 
which members of the newly formed team become oriented to 
the team and acquainted with one another as they explore issues 
related to their new job situation.

Friendship group is an informal group that forms in organizations 
because of the personal affiliation members have with one another.

Functional authority consists of the right to give orders within a 
segment of the management system in which this right is normally 
nonexistent.

Functional similarity method is a method for dividing job activi-
ties in an organization.

Gantt chart is a scheduling tool composed of a bar chart with time 
on the horizontal axis and the resource to be scheduled on the ver-
tical axis. It is used for scheduling resources.

Gender-role stereotypes are perceptions about people based on 
what our society believes are appropriate behaviors for men and 
women.

General environment is the level of an organization’s external 
environment that contains components normally having broad, 
long-term implications for managing the organization; its compo-
nents are economic, social, political, legal, and technological.

Geocentric attitude reflects the belief that the overall quality of 
management recommendations, rather than the location of manag-
ers, should determine the acceptability of management practices 
used to guide multinational corporations.

Good corporate citizen is a manager who is committed to build-
ing an organization’s local community and environment as a vital 
part of managing.

Graicunas’s formula is a formula that makes the spanof-man-
agement point that as the number of a manager’s subordinates 
increases arithmetically, the number of possible relationships 
between the manager and the subordinates increases geometrically.

Grapevine is the network of informal organizational com munication.
Grid organization development (grid OD) is a commonly used 

organization development technique based on a theoretical model 
called the managerial grid.

Group is “any number of people who (1) interact with one another, 
(2) are psychologically aware of one another, and (3) perceive 
themselves to be a group.”

Groupthink is the mode of thinking that group members engage in 
when the desire for agreement so dominates the group that it over-
rides the need to realistically appraise alternative solutions.

Growth is a strategy adopted by management to increase the amount 
of business that a strategic business unit is currently generating.

Growth need is the need for continuing personal growth and 
development.

Healthy organization culture is an organization culture that facil-
itates the achievement of the organization’s mission and objectives.

Heuristics are simple rules of thumb used to make decisions.
Hierarchy culture is an organization culture characterized by an 

internal focus along with an emphasis on stability and control.
Horizontal dimensioning of an organization refers to the extent 

to which firms use lateral subdivisions or specialties within the 
organization.

Host country is the country in which an investment is made by a 
foreign company.

Host-country national is an organization member who is a citizen 
of the country in which the facility of a foreign-based organization 
is located.

Human relations movement is a people-oriented approach to 
management in which the interaction of people in organizations is 
studied to judge its impact on organizational success.

Human relations skill is the ability to work with people in a way 
that enhances organizational success.

Human resource inventory is information about the character-
istics of organization members; the focus is on past performance 
and future potential, and the objective is to keep management 
up to date about the possibilities for filling a position from 
within.
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Human resources strategy is an operational plan to use an orga-
nization’s human resources effectively and efficiently while main-
taining or improving the quality of work life.

Human skills are skills involving the ability to build cooperation 
within the team being led.

Hygiene, or maintenance, factors are items that influence the 
degree of job dissatisfaction.

Illusion of control exists when entrepreneurs overestimate the 
extent to which they can control the outcome of an opportunity.

Importing is buying goods or services from another country.
Inclusion occurs when individuals choose a smaller set of the most 

desirable alternatives from a larger set of alternatives.
Industry environment is the level of an organization’s external 

environment that contains components normally having rela-
tively specific and immediate implications for managing the 
organization.

Influencing is the process of guiding the activities of organization 
members in appropriate directions.

Informal group is a collection of individuals whose common work 
experiences result in the development of a system of interpersonal 
relations that extend beyond those established by management.

Informal organizational communication is organizational com-
munication that does not follow the lines of the organization chart.

Informal structure is defined as the patterns of relationships 
that develop because of the informal activities of organization 
members.

Information is the set of conclusions derived from data analysis.
Information appropriateness is the degree to which information 

is relevant to the decision-making situation the manager faces.
Information asymmetry refers to the fact that individuals vary in 

terms of the information to which they have access.
Information quality is the degree to which information represents 

reality.
Information quantity is the amount of decision-related informa-

tion a manager possesses.
Information system (IS) is a network of applications established 

within an organization to provide managers with the information 
that will assist them in decision making. An IS gets information to 
where it is needed.

Information technology (IT) is technology that focuses on the use 
of information in the performance of work.

Information timeliness is the extent to which the receipt of infor-
mation allows decisions to be made and action to be taken so 
that the organization can gain some benefit from possessing the 
information.

Innovation is the process of applying a new idea to the improvement 
of organizational processes, products, or services.

Innovation dimension of organization culture is an aspect of 
organization culture that encourages the application of new ideas 
to improve organization processes, products, or services.

Innovation process is defined as the steps managers take to imple-
ment creative ideas.

Integrating is that step of the innovation process that establishes an 
invention as a permanent part of the organization.

Intensity of rivalry refers to the intensity of competition among the 
organizations in an industry; as the intensity of rivalry increases, 
the attractiveness of the industry decreases.

Interacting skill is the ability to manage people during imple mentation.

Interest group is an informal group that gains and maintains mem-
bership primarily because of a common concern members have 
about a specific issue.

Internal environment is the level of an organization’s environment 
that exists inside the organization and normally has immediate and 
specific implications for managing the organization.

International joint venture is a partnership formed between 
a company in one country and a company in another country 
for the purpose of pursuing some mutually desirable business 
undertaking.

International management is the performance of management 
activities across national borders.

International market agreement is an arrangement among a clus-
ter of countries that facilitates a high level of trade among these 
countries.

International organization is an organization based primarily 
within a single country but having continuing, meaningful transac-
tions in other countries.

Intrinsic reward is a reward that comes directly from performing 
a task.

Intuition refers to an individual’s inborn ability to synthesize infor-
mation quickly and effectively.

Inventing is that step of the innovation process that establishes a 
new idea that could help the organization be more successful.

Job analysis is a technique commonly used to gain an understand-
ing of what a task entails and the type of individual who should be 
hired to perform that task.

Job-centered behavior is leader behavior that focuses primarily 
on the work a subordinate is doing.

Job description is a list of specific activities that must be per-
formed to accomplish some task or job.

Job design is an operational plan that determines who will do a 
specific job and how and where the job will be done.

Job enlargement is the process of increasing the number of opera-
tions an individual performs in order to enhance the individual’s 
satisfaction with work.

Job enrichment is the process of incorporating motivators into a 
job situation.

Job rotation is the process of moving workers from one job to 
another rather than requiring them to perform only one simple 
and specialized job over the long term.

Job specification is the characteristics of the individual who 
should be hired to perform a specific task or job.

Jury of executive opinion method is a method of predicting 
future sales levels primarily by asking appropriate managers to give 
their opinions on what will happen to sales in the future.

Just-in-time (JIT) inventory control is a technique for reducing 
inventories to a minimum by arranging for production compo-
nents to be delivered to the production facility “just in time” for 
them to be used.

Labor force planning is an operational plan for hiring the right 
employees for a job and training them to be productive.

Law of small numbers refers to individuals relying on small 
samples of information to guide their decisions.

Layout is the overall arrangement of equipment, work areas, service 
areas, and storage areas within a facility that produces goods or 
provides services.
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Layout strategy is an operational plan that determines the location 
and flow of organizational resources around, into, and within pro-
duction and service facilities.

Leader flexibility is the idea that successful leaders must change 
their leadership styles as they encounter different situations.

Leader–member relations is the degree to which the leader feels 
accepted by the followers.

Leadership is the process of directing the behavior of others toward 
the accomplishment of objectives.

Leadership style is the behavior a leader exhibits while guiding 
organization members in appropriate directions.

Learning organization is an organization that does well in creat-
ing, acquiring, and transferring knowledge and in modifying its 
behavior to reflect new knowledge.

Lecture is primarily a one-way communication situation in which 
an instructor trains an individual or group by orally presenting 
information.

LEED (Leadership in Energy and Environmental Design) is 
an ecology-oriented certification program that rates the ecology 
impact of buildings of all types.

Level 5 leadership is an approach to leadership that blends per-
sonal humility with an intense will to build long-range organiza-
tional success.

License agreement is a right granted by one company to another 
to use its brand name, technology, product specifications, and so 
on, in the manufacture or sale of goods and services.

Life cycle theory of leadership is a leadership concept that 
hypothesizes that leadership styles should reflect primarily the 
maturity level of the followers.

Line authority consists of the right to make decisions and to give 
orders concerning the production-, sales-, or finance-related behav-
ior of subordinates.

Location strategy is an operational plan of action that provides 
an organization with a competitive location for its headquarters, 
manufacturing, services, and distribution activities.

Loss is the amount of the total costs of producing a product that 
exceeds the total revenue gained from selling the product.

Maintenance stage is the third stage in career evolution; individu-
als of about 45 to 65 years of age show either increased performance 
(career growth), stabilized performance (career maintenance), or 
decreased performance (career stagnation).

Majority group refers to that group of people in the organization 
who hold most of the positions that command decision-making 
power, control of resources and information, and access to system 
rewards.

Management is the process of reaching organizational goals by work-
ing with and through people and other organizational resources.

Management by exception is a control tool that allows only sig-
nificant deviations between planned and actual performance to be 
brought to a manager’s attention.

Management functions are activities that make up the manage-
ment process. The four basic management activities are planning, 
organizing, influencing, and controlling.

Management inventory card is a form used in compiling a 
human resource inventory. It contains the organizational history of 
an individual and indicates how that individual might be used in 
the organization in the future.

Management manpower replacement chart is a form used in 
compiling a human resource inventory. It is people oriented and 

presents a composite view of the individuals management consid-
ers significant to human resource planning.

Management responsibility guide is a tool that is used to clarify 
the responsibilities of various managers in the organization.

Management science approach is a management approach that 
emphasizes the use of the scientific method and mathematical 
techniques to solve operational problems.

Management skill is the ability to carry out the process of reach-
ing organizational goals by working with and through people and 
other organizational resources.

Management system is composed of a number of parts that func-
tion interdependently to achieve a purpose; its main parts are orga-
nizational input, organizational process, and organizational output.

Managerial effectiveness refers to management’s use of organiza-
tional resources in meeting organizational goals.

Managerial efficiency is the proportion of total organizational 
resources used during the production process.

Managerial grid is a theoretical model based on the premise that 
concern for people and concern for production are the two pri-
mary attitudes that influence management style.

Market culture is an organization culture that reflects values that 
emphasize stability and control along with an external focus.

Materials control is an operational activity that determines the 
flow of materials from vendors through an operations system to 
customers.

McClelland’s acquired needs theory is an explanation of human 
needs that focuses on the desires for achievement, power, and affili-
ation that people develop as a result of their life experiences.

Mechanistic structure is a formal organizational structure.
Message is encoded information that the source intends to share 

with others.
Message interference refers to stimuli that compete with the 

communication message for the attention of the destination.
Minority group refers to that group of people in the organization 

who are fewer in number than the majority group or who lack criti-
cal power, resources, acceptance, or social status.

Mission statement is a written document developed by manage-
ment, normally based on input by managers as well as nonmanagers, 
that describes and explains what the mission of an organization 
actually is.

Monitoring is that step of the innovation process in which a newly 
implemented idea is tracked to determine if and when the idea 
should be improved or terminated.

Monitoring skill is the ability to use information to deter-
mine whether a problem has arisen that is blocking strategy 
implementation.

Moral courage is the strength to take actions that are consistent 
with moral beliefs despite pressures, either inside or outside of the 
organization, to do otherwise.

Motion study finds the best way to accomplish a task by reducing 
each job to the most basic movements possible.

Motion-study techniques are operational tools that are used to 
improve productivity.

Motivating factors (or motivators) are items that influence the 
degree of job satisfaction.

Motivation is the inner state that causes an individual to behave in a 
way that ensures the accomplishment of some goal.
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Motivation strength is an individual’s degree of desire to perform 
a behavior.

Moving average method utilizes historical data to predict future 
sales levels.

Multinational corporation is a company that has significant oper-
ations in more than one country.

Need for achievement (nAch) is the desire to do something bet-
ter or more efficiently than it has ever been done before.

Need for affiliation (nAff) is the desire to maintain close, friendly, 
personal relationships.

Need for power (nPower) is the desire to control, influence, or be 
responsible for others.

Needs-goal theory is a motivation model that hypothesizes that felt 
needs cause human behavior.

Negative reinforcement is a reward that consists of the elimina-
tion of an undesirable consequence of behavior.

Nominal group technique is a group decision-making process in 
which every group member is assured of equal participation in mak-
ing the group decision. After each member writes down individual 
ideas and presents them orally to the group, the entire group dis-
cusses all the ideas and then votes for the best idea in a secret ballot.

Nonprogrammed decision is typically a one-shot decision that is 
usually less structured than programmed decisions.

Nonverbal communication is the sharing of information without 
using words.

Norming, the third stage of the team development process, is char-
acterized by agreement among team members on roles, rules, and 
acceptable behavior while working on the team.

North American Free Trade Agreement (NAFTA) is an inter-
national market agreement aimed at facilitating trade among mem-
ber nations.

On-the-job training is a training technique that blends job-related 
knowledge with experience in using that knowledge on the job.

Open system is one that is influenced by, and is continually inter-
acting with, its environment.

Operations control is making sure that operations activities are 
carried out as planned.

Operations management is performance of managerial activities 
entailed in selecting, designing, operating, controlling, and updat-
ing production systems.

Organic structure is a less formal organizational structure and rep-
resents loosely coupled networks of workers.

Organization chart is a graphic illustration of organizational 
structure.

Organization culture is a set of values that organization members 
share regarding the functioning and existence of their organization.

Organization development (OD) is the process that emphasizes 
changing an organization by changing organization members and 
bases these changes on an overview of structure, technology, and 
all other organizational components.

Organization subculture is a mini-culture within an organization 
that can reflect the values and beliefs of a specific segment of the 
organization that is formed along lines such as established depart-
ments or geographic regions.

Organizational ceremony is a formal activity conducted on 
important organizational occasions.

Organizational commitment can be defined as the dedication of 
organization members to uphold the values of the organization and 

to make worthwhile contributions to fulfilling the organizational 
purpose.

Organizational communication is interpersonal communication 
within organizations that directly relates to the goals, functions, 
and structure of human organizations.

Organizational mission is the purpose for which, or the reason 
why, an organization exists.

Organizational myth is a popular belief or story that has become 
associated with a person or institution and is considered to illus-
trate an organization culture ideal.

Organizational objective is the target toward which the open 
management system is directed. It flows from the organization’s 
mission.

Organizational purpose is what the organization exists to do, 
given a particular group of customers and customer needs.

Organizational rejuvenation involves improving a firm’s ability 
to execute strategies and focuses on new processes instead of new 
products.

Organizational resources are all assets available for activation 
during the production process; they include human resources, 
monetary resources, raw materials resources, and capital resources.

Organizational saga is a narrative describing the adventures of a 
heroic individual or family significantly linked to an organization’s 
past or present.

Organizational socialization is the process by which manage-
ment can appropriately integrate new employees into the organiza-
tion’s culture.

Organizational storytelling is the act of passing along organiza-
tional myths and sagas to other organization members.

Organizational symbol is an object that has meaning beyond its 
intrinsic content.

Organizing is the process of establishing orderly uses for resources 
within the management system.

Organizing skill is the ability to create throughout the organization 
a network of people who can help solve implementation problems 
as they occur.

Overlapping responsibility refers to a situation in which more 
than one individual is responsible for the same activity.

Paradox of choice is having too many alternatives, which may actu-
ally demotivate decision makers, which harms decision making.

Parent company is the company investing in international 
operations.

Participative behavior is aimed at seeking suggestions from fol-
lowers regarding business operations to the extent that followers 
are involved in making important organizational decisions.

Path–goal theory of leadership is a theory of leadership that 
suggests that the primary activities of a leader are to make desirable 
and achievable rewards available to organization members who 
attain organizational goals and to clarify the kinds of behavior that 
must be performed to earn those rewards.

People change increasing organizational effectiveness by changing 
certain characteristics of organization members such as their atti-
tudes and leadership skills.

People factors are attitudes, leadership skills, communication 
skills, and all other characteristics of the organization’s employees.

People-related activities are management efforts aimed at man-
aging people in organizations.

Perception is an individual’s interpretation of a message.
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Performance appraisal is the process of reviewing individuals’ 
past productive activities to evaluate the contributions they have 
made toward attaining management system objectives.

Performing, the fourth stage of the team development process, is 
characterized by a focus on solving organizational problems and 
meeting assigned challenges.

Personal humility means being modest or unassuming when it 
comes to citing personal accomplishments.

Personal power is power derived from a manager’s relationships 
with others.

Philanthropy promotes the welfare of others through generous 
monetary donations to social causes.

Physiological need is Maslow’s first set of human needs for the 
normal functioning of the body, including the desires for water, 
food, rest, sex, and air.

Planning is the process of determining how the organization can get 
where it wants to go and what it will do to accomplish its objectives.

Planning tools are techniques managers can use to help develop 
plans.

Pluralism refers to an environment in which differences are 
acknowledged, accepted, and viewed as significant contributors to 
the entirety.

Policy is a standing plan that furnishes broad guidelines for taking 
action consistent with reaching organizational objectives.

Polycentric attitude reflects the belief that because foreign man-
agers are closer to foreign organizational units, they probably 
understand them better, and therefore foreign management prac-
tices should generally be viewed as more insightful than home-
country management practices.

Porter–Lawler theory is a motivation theory that hypothesizes that 
felt needs cause human behavior and that motivation strength is 
determined primarily by the perceived value of the result of per-
forming the behavior and the perceived probability that the behav-
ior performed will cause the result to materialize.

Position power is determined by the extent to which the leader 
has control over the rewards and punishments followers receive; is 
power derived from the organizational position a manager holds.

Position replacement form is used in compiling a human 
resource inventory. It summarizes information about organization 
members who could fill a position should it open up.

Positive reinforcement is a reward that consists of a desirable 
consequence of behavior.

Power is the extent to which an individual is able to influence others 
so that they respond to orders.

Prejudice is a preconceived judgment, opinion, or assumption about 
an issue, behavior, or group of people.

Probability theory is a decision-making tool used in risk situations—
situations in which decision makers are not completely sure of the 
outcome of an implemented alternative.

Problem is any factor within an organization that is a barrier to 
organizational goal attainment.

Problem-solving team is an organizational team set up to help 
eliminate a specified problem within the organization.

Procedure is a standing plan that outlines a series of related actions 
that must be taken to accomplish a particular task.

Process control is a technique that assists in monitoring produc-
tion processes.

Process (functional) layout is a layout pattern based primarily on 
grouping together similar types of equipment.

Process strategy is an operational plan of action outlining the 
means and methods an organization will use to transform resources 
into goods and services.

Process theory of motivation is an explanation of motivation 
that emphasizes how individuals are motivated.

Product layout is a layout designed to accommodate a limited 
number of different products that require high volumes, highly 
specialized equipment, and narrow employee skills.

Product life cycle is made up of the five stages through which 
most products and services pass: introduction, growth, maturity, 
saturation, and decline.

Product stages method predicts future sales by using the product 
life cycle to better understand the history and future of a product.

Product strategy is an operational plan of action outlining which 
goods and services an organization will produce and market.

Production is the transformation of organizational resources into 
products.

Productivity is the relationship between the total amount of 
goods or services being produced (output) and the organizational 
resources needed to produce them (input).

Professional will is a strong and unwavering commitment to do 
whatever is necessary to build long-term company success.

Profit is the amount of total revenue that exceeds the total costs of 
producing the products sold.

Program is a single-use plan that is designed to carry out a special 
project within an organization that, if accomplished, will contrib-
ute to the organization’s long-term success.

Program evaluation and review technique (PERT) is a sched-
uling tool that is essentially a network of project activities show-
ing estimates of time necessary to complete each activity and 
the sequence of activities that must be followed to complete the 
project.

Programmed decision is a decision that is routine and repetitive 
and that typically requires specific handling methods.

Programmed learning is a technique for instructing without the 
presence or intervention of a human instructor. Small amounts of 
information requiring responses are presented to individual train-
ees, and the trainees determine from comparing their responses to 
provided answers whether their understanding of the information 
is accurate.

Punishment is the presentation of an undesirable behavior conse-
quence or the removal of a desirable behavior consequence that 
decreases the likelihood that the behavior will continue.

Pure-breakdown (repair) policy is a maintenance control policy 
that decrees that machine adjustments, lubrication, cleaning, parts 
replacement, painting, and needed repairs and overhaul will be 
performed only after facilities or machines malfunction.

Pure-preventive maintenance policy is a maintenance control 
policy that tries to ensure that machine adjustments, lubrica-
tion, cleaning, parts replacement, painting, and needed repairs 
and overhauls will be performed before facilities or machines 
malfunction.

Quality is the extent to which a product reliably does what it is 
intended to do.

Quality assurance is an operations process involving a broad group 
of activities aimed at achieving an organization’s quality objectives.

Quality circle is a small group of workers that meets to discuss 
quality-related problems in a particular project and to communi-
cate their solutions to these problems to management at a formal 
presentation session.
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Quality dimension of organization culture is an element of 
organization culture that focuses on making sure that a product, in 
the opinion of the customer, does what it is supposed to do.

Question Mark is an SBU that has a small share of a high-growth 
market.

Ratio analysis is a control tool that summarizes the financial posi-
tion of an organization by calculating ratios based on various 
financial measures that appear on the organization’s balance sheet 
and income statements.

Rational decision-making process comprises the steps the deci-
sion maker takes to arrive at a choice.

Recruitment is the initial attraction and screening of the supply of 
prospective human resources available to fill a position.

Regression method predicts future sales by analyzing the histori-
cal relationship between sales and time.

Relatedness need is the need for satisfying interpersonal 
relationships.

Relevant alternative is an alternative that is considered feasible for 
solving an existing problem and for implementation.

Repatriation is the process of bringing individuals who have been 
working abroad back to their home country and reintegrating them 
into the organization’s home-country operations.

Resolving is a technique for managing conflict by working out the 
differences between managers and employees.

Responsibility is the obligation to perform assigned activities.
Responsibility gap exists when certain organizational tasks are not 

included in the responsibility area of any individual organization 
member.

Retrenchment is a strategy adopted by management to strengthen 
or protect the amount of business a strategic business unit is cur-
rently generating.

Reverse discrimination is the term used to describe inequities 
affecting members of the majority group as an outcome of pro-
grams designed to help underrepresented groups.

Reverse mentoring is a process that pairs a senior employee with a 
junior employee for the purpose of transferring work skills, such as 
Internet skills, from the junior employee to the more senior employee.

The Rights Standard is a guideline that says that behavior is gen-
erally considered ethical if it respects and promotes the rights of 
others.

Risk refers to situations in which statistical probabilities can be 
attributed to alternative potential outcomes.

Robotics is the study of the development and use of robots.
Role conflict is the conflict that results when a person has to fill 

competing roles because of membership in two cultures.
Role overload refers to having too many expectations to comfort-

ably fulfill.
Rule is a standing plan that designates specific required actions.
Salesforce estimation method predicts future sales levels pri-

marily by asking appropriate salespeople for their opinions of what 
will happen to sales in the future.

Satisfice occurs when an individual makes a decision that is not 
optimal but is “good enough.”

Scalar relationship refers to the chain-of-command positioning of 
individuals on an organization chart.

Scheduling is the process of formulating a detailed listing of activi-
ties that must be accomplished to attain an objective, allocating the 
resources necessary to attain the objective, and setting up and fol-
lowing time tables for completing the objective.

Scientific management emphasizes the “one best way” to perform 
a task.

Scope of the decision is the proportion of the total management 
system that a particular decision will affect. The broader the scope 
of a decision, the higher the level of the manager responsible for 
making that decision.

Security or safety need is Maslow’s second set of human needs, 
which reflects the human desire to be free from physical harm.

Selection is choosing an individual to hire from all those who have 
been recruited.

Self-actualization need is Maslow’s fifth, and final, set of human 
needs, which reflects the human desire to maximize personal 
potential.

Self-managed team is an organizational team that plans, orga-
nizes, influences, and controls its own work situation with only 
minimal intervention and direction from management.

Serial transmission involves passing information from one indi-
vidual to another in a series.

Servant leadership is an approach to leading in which leaders view 
their primary role as helping followers in their quests to satisfy per-
sonal needs, aspirations, and interests.

Signal is a message that has been transmitted from one person to 
another.

Single-use plan is a plan used only once—or, at most, several 
times—because it focuses on unique or rare situations within the 
organization.

Situational approach to leadership is a relatively modern view 
of leadership that suggests that successful leadership requires a 
unique combination of leaders, followers, and leadership situations.

Social audit is the process of measuring the present social responsibil-
ity activities of an organization. It monitors, measures, and appraises 
all aspects of an organization’s social responsibility performance.

Social entrepreneurship involves the recognition, evaluation, and 
exploitation of opportunities that create social value as opposed to 
personal or shareholder wealth.

Social need is Maslow’s third set of human needs, which reflects the 
human desire to belong, including longings for friendship, com-
panionship, and love.

Social networks represent individuals’ patterns of social 
relationships.

Social responsibility is an approach to meeting social obligations 
that considers business as having both economic and societal goals.

Social responsiveness is the degree of effectiveness and efficiency 
an organization displays in pursuing its social responsibilities.

Social value refers to the basic, long-standing needs of society and 
has little to do with profits.

Social values are the relative degrees of worth a society places on 
the manner in which it exists and functions.

Sociogram is a sociometric diagram that summarizes the personal 
feelings of organization members about the people in the organiza-
tion with whom they like to spend free time.

Sociometry is an analytical tool that can be used to determine what 
informal groups exist in an organization and who the leaders and 
members of those groups are.

Source/encoder is the person in the interpersonal communication 
situation who originates and encodes information to be shared 
with others.

Span of management is the number of individuals a manager 
supervises.
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Spirituality dimension of organization culture is an aspect 
of organization culture that encourages organization members to 
integrate spiritual life and work life.

Stability is a strategy adopted by management to maintain or 
slightly improve the amount of business that a strategic business 
unit is generating.

Staff authority consists of the right to advise or assist those who 
possess line authority as well as other staff personnel.

Stakeholder is an individual or group that is directly or indirectly 
affected by an organization’s decisions.

Standard is the level of activity established to serve as a model for 
evaluating organizational performance.

Standing plans are plans that are used over and over because they 
focus on organizational situations that occur repeatedly.

Star is an SBU that has a large share of a high-growth market and 
typically needs large amounts of cash to support rapid and signifi-
cant growth.

Statistical quality control is the process used to determine how 
many products should be inspected to calculate a probability that 
the total number of products will meet organizational quality 
standards.

Stereotype is a positive or negative assessment of members of a 
group or their perceived attributes.

Storming, the second stage of the team development process, is char-
acterized by conflict and disagreement as team members try to clarify 
their individual roles and challenge the way the team functions.

Strategic business unit (SBU) is, in business portfolio analysis, a 
significant organizational segment that is analyzed to develop orga-
nizational strategy aimed at generating future business or revenue. 
SBUs vary in form, but all are a single business (or collection of 
businesses), have their own competitors and a manager account-
able for operations, and can be independently planned for.

Strategic control is the last step of the strategy management process 
and consists of monitoring and evaluating the strategy management 
process as a whole to ensure that it is operating properly.

Strategic management is the process of ensuring that an organi-
zation possesses and benefits from the use of an appropriate orga-
nizational strategy.

Strategic planning is long-range planning that focuses on the 
organization as a whole.

Strategic renewal occurs when a firm attempts to alter its own 
competitive strategy.

Strategy is a broad and general plan developed to reach long-term 
objectives; it is the end result of strategic planning.

Strategy formulation is the process of determining appropri-
ate courses of action for achieving organizational objectives and 
thereby accomplishing the organizational purpose. Strategy devel-
opment tools include critical question analysis, SWOT analy-
sis, business portfolio analysis, and Porter’s Model for Industry 
Analysis.

Strategy implementation is the fourth step of the strategy man-
agement process and involves putting formulated strategy into 
action.

Stress is the bodily strain that an individual experiences as a result 
of coping with some environmental factor.

Stressor is an environmental demand that causes people to feel 
stress.

Structural change is a change aimed at increasing organizational 
effectiveness through modifications to the existing organizational 
structure.

Structural factors are organizational controls, such as policies and 
procedures.

Structure refers to the designated relationships among resources of 
the management system.

Structure behavior is leadership activity that (1) delineates the 
relationship between the leader and the leader’s followers or (2) 
establishes well-defined procedures that the followers should adhere 
to in performing their jobs.

Successful communication refers to an interpersonal commu-
nication situation in which the information the source intends to 
share with the destination and the meaning the destination derives 
from the transmitted message are the same.

Succession planning is the process of determining who will follow 
whom in various organizational positions.

Supplier power denotes the power that suppliers have over the 
firms operating in an industry; as supplier power increases, indus-
try attractiveness decreases.

Supportive behavior is aimed at being friendly with followers and 
showing interest in them as human beings.

Sustainability is the degree to which a person or entity can meet its 
present needs without compromising the ability of other people or 
entities to meet their needs in the future.

Sustainable organization is an organization that has the ability to 
meet its present needs without compromising the ability of future 
generations to meet their needs.

Sustained regeneration occurs when firms develop new cultures, 
processes, or structures to support new product innovations in 
current markets as well as introduce existing products into new 
markets.

SWOT analysis is a strategic development tool that matches inter-
nal organizational strengths and weaknesses with external oppor-
tunities and threats.

Symptom is a sign that a problem exists.
System is a number of interdependent parts functioning as a whole 

for some purpose.
System approach to management is a management approach 

based on general system theory—the theory that to understand 
fully the operation of an entity, the entity must be viewed as a 
system.

Tactical planning is short-range planning that emphasizes the cur-
rent operations of various parts of an organization.

Task group is a formal group of organization members who interact 
with one another to accomplish nonroutine organizational tasks. 
Members of any one task group can come from various levels in the 
organizational hierarchy.

Task-related activities are management efforts aimed at carrying 
out critical management-related duties in organizations.

Task structure is the degree to which the goals—the work to be 
done—and other situational factors are outlined clearly.

Team is a group whose members influence one another toward the 
accomplishment of an organizational objective(s).

Technical skills are skills involving the ability to apply special-
ized knowledge and expertise to work-related techniques and 
procedures.
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Technological change is a type of organizational change that 
emphasizes modifying the level of technology in the management 
system.

Technological factors are any types of equipment or processes 
that assist organization members in the performance of their jobs.

Technology consists of any type of equipment or process that orga-
nization members use in the performance of their work.

Testing is examining human resources for qualities relevant to per-
forming available jobs.

Theory X is a set of essentially negative assumptions about human 
nature.

Theory Y is a set of essentially positive assumptions about human 
nature.

Theory Z is an effectiveness dimension that implies that managers 
who use either Theory X or Theory Y assumptions when dealing 
with people can be successful, depending on their situation.

Third-country national is an organization member who is a citizen 
of one country and who works in another country for an organiza-
tion headquartered in still another country.

Threat of new entrants refers to the ability of new firms to enter 
an industry; as the threat of new entrants increases, the attractive-
ness of the industry decreases.

Threat of substitute products refers to the extent to which 
customers use products or services from another industry instead 
of the focal industry. As the threat of substitutes increases, which 
implies that customers have more choices, the attractiveness of the 
industry decreases.

Tokenism refers to being one of the few members of your group in 
the organization.

Total cost is the sum of fixed costs and variable costs.
Total power is the entire amount of power an individual in an orga-

nization possesses. It is made up of position power and personal 
power.

Total quality management (TQM) is the continuous process of 
involving all organization members in ensuring that every activity 
related to the production of goods or services has an appropriate 
role in establishing product quality.

Total revenue is all sales dollars accumulated from selling manu-
factured products or services.

Training is the process of developing qualities in human resources 
that will enable them to be more productive and thus to contribute 
more to organizational goal attainment.

Training needs are the information or skill areas of an individual or 
group that require further development to increase the productiv-
ity of that individual or group.

Trait approach to leadership is an outdated view of leader-
ship that sees the personal characteristics of an individual as the 
main determinants of how successful that individual could be as 
a leader.

Transformational leadership is leadership that inspires organiza-
tional success by profoundly affecting followers’ beliefs in what an 
organization should be as well as their values, such as justice and 
integrity.

Transnational organization, also called a global organization, 
views the entire world as its business arena.

Triangular management is a management approach that empha-
sizes using information from the classical, behavioral, and 

management science schools of thought to manage the open man-
agement system.

Triple bottom-line emphasizes that managers should focus on 
building organizations that are sustainable in economic, environ-
mental, and societal activities.

Uncertainty refers to situations where the probability that a particu-
lar outcome will occur is not known in advance.

Unhealthy organization culture is an organization culture that 
does not facilitate the achievement of the organization’s mission 
and objectives.

Unity of command is the management principle that recommends 
that an individual have only one boss.

Unsuccessful communication refers to an interpersonal com-
munication situation in which the information the source intends 
to share with the destination and the meaning the destination 
derives from the transmitted message are different.

The Utilitarian Standard is a guideline that indicates that behav-
ior can generally be considered ethical if it provides the most 
good for or does the least harm to the greatest number of people.

Value is a person’s or social group’s in which they have an emotional 
investment.

Value analysis is a cost control and cost reduction technique that 
examines all the parts, materials, and functions of an operation to 
help managers control operations.

Values statement is a formally drafted document that summarizes 
the primary values within the culture of a specific organization.

Variable budget (also known as a flexible budget) is one that 
outlines the levels of resources to be allocated for each organi-
zational activity according to the level of production within the 
organization.

Variable cost is an expense that fluctuates with the number of 
products produced.

Venture capitalists are firms that raise money from investors and 
then use this money to make investments in new firms.

Verbal communication is the sharing of information through 
words, either written or spoken.

Vertical dimensioning refers to the extent to which an organiza-
tion uses vertical levels to separate job responsibilities.

Virtual corporation is an organization that extends significantly 
beyond the boundaries and structure of a traditional organization 
by comprehensively “tying together” its stakeholders—employees, 
suppliers, and customers—via an elaborate system of e-mail and 
other Internet-related vehicles such as videoconferencing.

Virtual office is a work arrangement that extends beyond the struc-
ture and boundaries of the traditional office arrangement.

Virtual organization is an organization having the essence of a tra-
ditional organization but lacks some aspect of traditional boundar-
ies and structure.

Virtual teams are groups of employees formed by managers that 
extend beyond the boundaries and structure of traditional teams 
in that members in geographically dispersed locations “meet” via 
realtime messaging on an intranet or the Internet to discuss special 
or unanticipated organizational problems.

Virtual training is a training process that extends beyond the 
boundaries and structure of traditional training.

The Virtue Standard is a guideline that determines behavior to be 
ethical if it reflects high moral values.
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Vroom expectancy theory is a motivation theory that hypothesizes 
that felt needs cause human behavior and that motivation strength 
depends on an individual’s degree of desire to perform a behavior.

Vroom–Yetton–Jago (VYJ) model of leadership is a modern 
view of leadership that suggests that successful leadership requires 
determining, through a decision tree, what style of leadership will 
produce decisions that are beneficial to the organization and will 
be accepted and committed to by subordinates.

Whistle-blower is the employee who reports the alleged activities of 
suspected misconduct or corruption within an organization.

Whistle-blowing is the act of an employee reporting suspected 
misconduct or corruption believed to exist within an organization.

Work measurement methods are operational tools that are used 
to establish labor standards.

Work methods analysis is an operational tool used to improve 
productivity and ensure the safety of workers.

Work team is a task group used in organizations to achieve greater 
organizational flexibility or to cope with rapid growth.

Workplace bullying refers to individuals being isolated or excluded 
socially and having their work efforts devalued.

Zero-base budgeting requires managers to justify their entire 
budget request in detail rather than simply refer to budget amounts 
established in previous years.
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trust in, 282, 306

Learning organization approach to management, 458–459
Learning organizations

challenging mental models, 459
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decision-making, 135, 135f, 300–301
development of, 178
diversity in, 54, 56, 71
effectiveness, 8, 8f, 9
efficiency, 8, 8f, 9
emotional intelligence, 269–270
ethical, 38
ethnocentrism, 91
gain-sharing, 334
geocentric attitudes, 92
groupthink, 347
informal networks, 347
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Deming’s flow diagram, 419f
quality assurance, 420

Operations research (OR), 454
Opportunity evaluation, 470–471
Opportunity exploitation, 472–473

factors influencing, 473f
financing, 473

Opportunity identification, 469–470
Opportunity in Motion (Bank of America), 32
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transformational leadership, 304
virtuality, 255

Organizational commitment, 375
Organizational communications, 277, 281
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virtual, 255–257
work functions, 185

Organizing
classical theory, 178–179
coordination, 181
defined, 177
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needs-goal theory, 320–321
Porter-Lawler theory of motivation,  

320, 323
Vroom expectancy theory of motivation,  

320–322
Processes, 421, 425
Product leadership standards, 394
Product life cycles, 119–120, 120f
Product stages method, 120
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goals, 395
market position, 394
product leadership, 394
productivity, 394
profitability, 394
social responsibility, 395

Standing plans
model, 110f
personnel development, 395
policies, 108–109
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