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 Since the eighth edition of  Contemporary Management  

was published, our book has strengthened its position as 

a leader in the management market. This tells us that we 

continue to meet the expectations of our existing users and 

attract many new users to our book. It is clear that most 

management instructors share with us a concern for the 

need to continuously introduce new and emerging issues 

into the text and its examples to ensure that cutting-edge 

issues and new developments in the field of contemporary 

management are addressed. 

 In the new ninth edition of  Contemporary Management,  

we continue with our mission to provide students the 

most current and up-to-date account of the changes tak-

ing place in the world of business management. The fast-

changing domestic and global environment continues to 

pressure organizations and their managers to find new and 

improved ways to respond to changing events in order 

to maintain and increase their performance. More than 

ever, events around the globe, rapid changes in technol-

ogy, and economic pressures and challenges show how fast 

the success and even survival of companies can change. 

For example, the increasing complexity of the exchanges 

between global companies has profoundly affected the 

management of both large and small organizations. Today 

there is increased pressure on managers to find new man-

agement practices that can increase their companies’ effi-

ciency and effectiveness and ability to survive and prosper 

in an increasingly competitive global environment. 

 In revising our book, we continue our focus on mak-

ing our text relevant and interesting to today’s students— 

something that we know from instructor and student 

feedback engages them and encourages them to make the 

effort necessary to assimilate the text material. We continue 

to mirror the changes taking place in management prac-

tices by incorporating recent developments in management 

theory and research into our text and by providing vivid, 

current examples of how managers of companies large and 

small have responded to the changes taking place. Indeed, 

we have incorporated many new and contemporary exam-

ples in the new edition illustrating how founders, manag-

ers, and employees in a variety of types of organizations 

respond to the opportunities and challenges they face. 

These examples drive home to students how essential it is 

for them to develop a rich understanding of management 

theory and research and the ability to apply what they have 

learned in organizational settings. 

 The number and complexity of the strategic, organiza-

tional, and human resource challenges facing managers 

and all employees have continued to increase through-

out the 2010s. In most companies, managers at all levels 

are playing catch-up as they work toward meeting these 

challenges by implementing new and improved manage-

ment techniques and practices. Today relatively small 

differences in performance between companies, such as 

in the speed at which they can bring new products or ser-

vices to market or in how they motivate their employees 

to find ways to improve performance or reduce costs, can 

combine to give one company a significant competitive 

advantage over another. Managers and companies that use 

proven management techniques and practices in their deci-

sion making and actions increase their effectiveness over 

time. Companies and managers that are slower to imple-

ment new management techniques and practices find them-

selves at a growing competitive disadvantage that makes 

it even more difficult to catch up. Thus many industries 

have widening gaps between weaker competitors and the 

most successful companies, whose performance reaches 

new heights because their managers have made better deci-

sions about how to use a company’s resources in the most 

efficient and effective ways. In the rapidly changing and 

dynamic environment facing organizations today, effective 

managers recognize the vital role that creativity and inno-

vation play in successfully anticipating and responding to 

these changes as well as seizing the potential opportunities 

that they bring while mitigating the threats. 

 The challenges facing managers continue to mount 

as changes in the global environment, such as increasing 

global outsourcing and rising commodity prices, impact 

organizations large and small. In the ninth edition, we dis-

cuss recent developments in global outsourcing and exam-

ine the many managerial issues that must be addressed 

when millions of functional jobs in information technol-

ogy, customer service, and manufacturing are sent to coun-

tries overseas. Similarly, increasing globalization means 

managers must respond to major differences in the legal 

rules and regulations and ethical values and norms that 

prevail in countries around the globe. Many companies 

and their managers, for example, have been accused of 

ignoring “sweatshop” working conditions under which the 

products they sell are manufactured abroad. 

 Moreover, the revolution in information technology (IT) 

has transformed how managers make decisions across all 

levels of a company’s hierarchy and across all its functions 

and global divisions. The ninth edition of our book contin-

ues to address these ongoing challenges as IT continues 

to evolve rapidly, especially in the area of mobile digital 

devices such as smartphones and tablet computers that 

can access ever more sophisticated software applications 

that increase their functionality. Other major challenges 

we continue to expand on in the new edition include the 

impact of the steadily increasing diversity of the workforce 

on companies, and how this increasing diversity makes it 
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imperative for managers to understand how and why peo-

ple differ so they can effectively manage and reap the many 

benefits of diversity. Similarly, across all functions and 

levels, managers and employees must continuously search 

out ways to “work smarter” and increase performance. 

Using new IT to improve all aspects of an organization’s 

operations to boost efficiency and customer responsiveness 

is a vital part of this process. So too is the continuing need 

to innovate and improve the quality of goods and services, 

and the ways they are produced, to allow an organization 

to compete effectively. We have significantly revised the 

ninth edition of  Contemporary Management  to address 

these challenges to managers and their organizations. 

  Major Content Changes 
  Once again, encouraged by the increasing number of 

instructors and students who use each new edition of our 

book, and based on the reactions and suggestions of both 

users and reviewers, we have revised and updated our book 

in the following ways. First, just as we have included per-

tinent new research concepts in each chapter, so too have 

we been careful to eliminate outdated or marginal manage-

ment concepts. As usual, our goal has been to streamline 

our presentation and keep the focus on the changes that 

have been taking place that have the most impact on man-

agers and organizations. Our goal is to avoid presenting 

students with excessive content in too many and too long 

chapters just for the sake of including outmoded manage-

ment theory. In today’s world of instant sound bites, video 

uploading, text messaging, and tweets, providing the best 

content is much more important than providing excessive 

content—especially when some of our students are bur-

dened by time pressures stemming from the need to work 

long hours at paying jobs and fulfilling personal commit-

ments and obligations. 

 Second, we have added significant new management 

content and have reinforced its importance by using many 

new relevant small and large company examples that are 

described in the chapter opening cases titled “A Manager’s 

Challenge”; in the many boxed examples featuring manag-

ers and employees in companies both large and small in each 

chapter; and in the new “Case in the News” closing cases. 

 Chapter 1, for example, contains new and updated 

material on the way changes in IT and the products and 

services that result from it are affecting competition among 

companies. The chapter includes a new opening case about 

the way Scott Parish, Alcon’s CFO and COO, is helping 

Alcon successfully overcome challenges brought on by 

constantly changing technology and difficult economic 

times. It also contains an updated discussion of insourc-

ing, as opposed to outsourcing, and why some companies 

are bringing jobs back to the United States from abroad to 

increase performance. Additionally, the coverage of ethics 

and social responsibility has been updated. New examples 

of global crisis management have been added that examine 

the Haiyan Typhoon disaster as well as the consequences 

surrounding the Upper Big Branch South Mine explo-

sion in West Virginia. Chapter 2 has updated coverage of 

changing manufacturing practices across industries and of 

the way traditional management theories, such as Theory 

X and Theory Y, have been modified to suit changing work 

conditions today. 

 Chapter 3 updates material about the manager as a per-

son and the way personal characteristics of managers (and 

all members of an organization) influence organizational 

culture and effectiveness. There is also new in-text discus-

sion of recent trends in job satisfaction in the United States. 

Also included is a discussion of how emotions can be trig-

gers for change in organizations and a new “Manager as 

a Person” feature on Kevin Plank, founder and CEO of 

Under Armour. 

 Chapter 4, “Ethics and Social Responsibility,” provides 

updated material about the unethical and illegal behaviors 

of managers from various industries. We have updated our 

coverage of the many issues involved in acting and man-

aging ethically throughout the book. We also discuss new 

issues in ethics and ethical dilemmas and provide concep-

tual tools to help students understand better how to make 

ethical decisions. We highlight issues related to worker 

safety, environmental responsibility, and regulations to 

protect consumer safety. Finally, we have updated cover-

age of the ethics of nonprofits and their managers as well as 

how formerly ethical companies, such as General Motors, 

began to behave in unethical ways in order to boost their 

returns to shareholders and benefit their managers. The 

ethical exercise at the end of every chapter continues to be 

a popular feature of our book. 

 Chapter 5, “Managing Diverse Employees in a 

Multicultural Environment,” focuses on the effective man-

agement of the many faces of diversity in organizations 

for the good of all stakeholders. We have updated and 

expanded the text material and examples for such issues 

as age, gender, race and ethnicity, socioeconomic back-

ground, disabilities, and sexual orientation. We also dis-

cuss ways to effectively manage diversity and include an 

updated discussion of women’s earnings in comparison 

to men’s earnings. Methods to prevent discrimination and 

sexual harassment in an era when many companies face 

discrimination lawsuits involving hundreds of millions of 

dollars are also considered. The chapter provides expanded 

coverage of the way managers can take advantage of the 

increasing diversity of the population and workforce to 

reap the performance benefits that stem from diversity 

while ensuring that all employees are treated fairly and are 

not discriminated against. 

 Chapter 6 contains an integrated account of forces in 

both the domestic and global environments. It has also 

been revised and updated to reflect the way increasing 

global competition and free trade have changed the global 

value creation process. The chapter uses updated exam-

ples from the fashion industry, electronics industry, and 
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automotive industry to illustrate these issues. It also has 

an updated discussion of issues related to global outsourc-

ing and of the movement to insource production back to 

the United States as well as to find ways for companies 

to become powerful suppliers to emerging leading global 

companies in China and other countries. Finally, it contin-

ues to update the treatment of the changing dynamics of 

global competition—particularly in relation to how newly 

dominant global companies have developed successful 

new strategies to customize products to the tastes of cus-

tomers in countries abroad. 

 Chapter 7, “Decision Making, Learning, Creativity, 

and Entrepreneurship,” discusses these vital processes in 

organizations and their implications for managers and all 

employees. The chapter opens with a new “A Manager’s 

Challenge” discussion of Jim McCann of  1-800-Flowers.

com , highlighting his entrepreneurial path and the many 

decisions and learning opportunities he experienced along 

the way. We include a discussion of the position of chief 

sustainability officer and examine how managers can 

make decisions to help ensure decisions contribute to 

sustainability. Also, we continue our discussion of social 

entrepreneurs who seek creative ways to address social 

problems to improve well-being by, for example, reduc-

ing poverty, increasing literacy, and protecting the natural 

environment. More generally, we discuss how managers 

in organizations large and small can improve decision 

making, learning, and creativity in their organizations. For 

example, we discuss ways of curbing overconfidence in 

decision making and how to use contests and rewards to 

encourage creativity and give examples of companies that 

use them. 

 As in the last edition, Chapter 8 focuses on corporate-, 

global-, and business-level strategies, and Chapter 9 dis-

cusses functional strategies for managing value chain activ-

ities. These two chapters make clear the links between the 

different levels of strategy while maintaining a strong focus 

on managing operations and processes. Chapter 8 contin-

ues the discussion of planning and levels of strategy, which 

focuses on how companies can use vertical integration and 

related diversification to increase long-term profitability. It 

also includes updated examples of business-level strategy 

that focuses on the importance of low-cost strategies in a 

world in which the prices of many products are falling or 

under pressure because of recession and increased global 

competition, or because companies like Toys“R”Us and 

Redbox are finding new strategies to reach customers more 

cost-effectively. In Chapter 9 we continue to explore how 

companies can develop new functional-level strategies to 

improve efficiency, quality, innovation, and responsive-

ness to customers. For example, in addition to coverage 

of TQM, including the Six Sigma approach, we include 

a discussion of the importance of customer relationship 

management and the need to retain customers during hard 

economic times. We focus on the ways various airlines 

have developed new functional strategies. 

 Chapters 10 and 11 offer updated coverage of organi-

zational structure and control and discuss how companies 

have confronted the need to reorganize their hierarchies 

and ways of doing business as the environment changes 

and competition increases. In Chapter 10, for example, we 

discuss how companies such as Pixar Animation Studios 

and the Walt Disney Company have reorganized to improve 

their domestic performance. We also discuss how the 

Meritage Hospitality Group has changed its approach to 

hiring and training employees. Because of hard economic 

times, we continue to give updated examples that show how 

companies are designing global organizational structure 

and culture to improve performance. In Chapter 11 we con-

tinue this theme by looking at how companies are chang-

ing their control systems to increase efficiency and quality, 

for example. More generally, how to use control systems to 

increase quality is a theme throughout the chapter. 

 We have updated and expanded our treatment of the 

many ways in which managers can effectively manage and 

lead employees in their companies. For example, Chapter 

12 includes an updated discussion of how treating employ-

ees well can lead to exceptional customer service. The 

chapter also discusses best practices to recruit and attract 

outstanding employees, the importance of training and 

development, pay differentials, and family-friendly benefit 

programs. In addition, there is treatment of the use of back-

ground checks by employers, the use of forced ranking 

systems in organizations, and issues concerning excessive 

CEO pay and pay comparisons between CEOs and average 

workers and statistics on U.S. union membership. Chapter 

13 continues coverage of prosocially motivated behavior, 

including examples of people who are motivated to benefit 

others. It also discusses the many steps managers can take 

to create a highly motivated workforce and the importance 

of equity and justice in organizations. 

 Chapter 14 highlights the critical importance of effec-

tive leadership in organizations and factors that contribute 

to managers being effective leaders, including a discus-

sion of servant leadership. There is a discussion of how 

managers with expert power need to recognize that they 

are not always right. The chapter also addresses how emo-

tional intelligence may help leaders respond appropriately 

when they realize they have made a mistake, and it gives 

updated examples of leadership in a variety of organiza-

tions. Expanded and updated coverage of the effective 

management of teams, including virtual teams, is provided 

in Chapter 15, which opens with a new “A Manager’s 

Challenge” on teams at W. L. Gore. The chapter also cov-

ers the problems that arise because of a lack of leadership 

in teams. 

 Chapter 16 includes coverage of effective communi-

cation and how, given the multitude of advances in IT, it 

is important to create opportunities for face-to-face com-

munication. There is also information on the ethics of 

monitoring email and Internet use, including statistics on 

increased Internet use in the United States. Finally, there is 
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also a discussion of social networking sites and why some 

managers attempt to limit employees’ access to them while 

at work. Chapter 17 includes an updated discussion of the 

vital task of effectively managing conflict and politics in 

organizations and how to negotiate effectively on a global 

level. There are many new examples of how managers can 

create a collaborative work context and avoid competition 

between individuals and groups. 

 Chapter 18 has been updated to discuss the chang-

ing nature of companywide total computing solutions—

including a new opening case that discusses how managers 

are using the latest technology like wearables to measure 

employee performance. There is also an updated discus-

sion of the nature of bricks and mortar and mobile server 

computers and how “server farms” can be used to connect 

to mobile digital devices such as tablet computers and 

smartphones to enhance competitive advantage. Recent 

developments in mobile and tablet computing and their 

many uses in global communication and coordination are 

also a focus of discussion—as is the growing competition 

between global IT suppliers. 

 We feel confident that the major changes we have 

made to the ninth edition of  Contemporary Management  

reflect the changes that are occurring in management and 

the workplace; we also believe they offer an account of 

management that will stimulate and challenge students to 

think about their future as they look for opportunities in the 

world of organizations.   

  Unique Emphasis on 

Contemporary, Applied 

Management 
  In revising our book, we have kept at the forefront the fact 

that our users and reviewers are supportive of our attempts 

to integrate contemporary management theories and issues 

into the analysis of management and organizations. As in 

previous editions, our goal has been to distill new and clas-

sic theorizing and research into a contemporary framework 

that is compatible with the traditional focus on manage-

ment as planning, leading, organizing, and controlling but 

that transcends this traditional approach. 

 Users and reviewers report that students appreciate 

and enjoy our presentation of management—a presenta-

tion that makes its relevance obvious even to those who 

lack exposure to a real-life management context. Students 

like the book’s content and the way we relate management 

theory to real-life examples to drive home the message that 

management matters both because it determines how well 

organizations perform and because managers and organiza-

tions affect the lives of people inside and outside the orga-

nization, such as employees, customers, and shareholders. 

 Our contemporary approach has led us to discuss many 

concepts and issues that are not addressed in other man-

agement textbooks, and it is illustrated by the way we 

organize and discuss these management issues. We have 

gone to great lengths to bring the manager back into the 

subject matter of management. That is, we have writ-

ten our chapters from the perspective of current or future 

managers to illustrate, in a hands-on way, the problems 

and opportunities they face and how they can effectively 

meet them. For example, in Chapter 3 we provide an inte-

grated treatment of personality, attitudes, emotions, and 

culture; in Chapter 4, a focus on ethics from a student’s 

and a manager’s perspective; and in Chapter 5, an in-depth 

treatment of effectively managing diversity and eradicat-

ing sexual harassment. In Chapters 8 and 9, our integrated 

treatment of strategy highlights the multitude of decisions 

managers must make as they perform their most important 

role—increasing organizational efficiency, effectiveness, 

and performance. 

 Our applied approach can also be clearly seen in the last 

three chapters of the book, which cover the topics of pro-

moting effective communication; managing organizational 

conflict, politics, and negotiation; and using information 

technology in ways that increase organizational perfor-

mance. These chapters provide a student-friendly, behav-

ioral approach to understanding the management issues 

entailed in persuasive communication, negotiation, and 

implementation of advanced information systems to build 

competitive advantage.   

  Flexible Organization 
  Another factor of interest to instructors is how we have 

designed the grouping of chapters to allow instructors to 

teach the chapter material in the order that best suits their 

needs. For example, the more micro-oriented instructor 

can follow Chapters 1 through 5 with Chapters 12 through 

16 and then use the more macro chapters. The more 

macro-oriented professor can follow Chapters 1 and 2 with 

Chapters 6 through 11, jump to 16 through 18, and then 

use the micro chapters, 3 through 5 and 12 through 15. 

 Our sequencing of parts and chapters gives instructors 

considerable freedom to design the course that best suits 

their needs. Instructors are not tied to the planning, orga-

nizing, leading, and controlling framework, even though 

our presentation remains consistent with this approach.    
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 Finding a way to integrate and present the rapidly grow-

ing literature about contemporary management and make it 

interesting and meaningful for students is not an easy task. 

In writing and revising the various drafts of  Contemporary 

Management,  we have been fortunate to have the assistance 

of several people who have contributed greatly to the book’s 

final form. First, we are grateful to Michael Ablassmeir, 

our director, for his ongoing support and commitment to 

our project and for always finding ways to provide the 

resources that we needed to continually improve and refine 

our book. Second, we are grateful to Andrea Scheive, our 

development editor, for so ably coordinating the book’s 

progress; and to her and Elizabeth Trepkowski, our senior 

marketing manager, for giving us concise and timely 

feedback and information from professors and reviewers 

that have allowed us to shape the book to the needs of its 

intended market. We also thank Matt Backhaus for exe-

cuting an awe-inspiring design; Danielle Clement for co-

ordinating the production process; and Iliya Atanasov (Rice 

University) for his assistance with research. We are also 

grateful to the many colleagues and reviewers who gave us 

useful and detailed feedback and perceptive comments and 

valuable suggestions for improving the manuscript. 

 Producing any competitive work is a challenge. Producing 

a truly market-driven textbook requires tremendous effort 

beyond simply obtaining reviews of a draft manuscript. Our 

goal was simple with the development of  Contemporary 

Management:  to be the most customer-driven principles of 

management text and supplement package ever published! 

With the goal of exceeding the expectations of both faculty 

and students, we executed one of the most aggressive prod-

uct development plans ever undertaken in textbook publish-

ing. Hundreds of faculty have taken part in developmental 

activities ranging from regional focus groups to manuscript 

and supplement reviews and surveys. Consequently, we’re 

confident in assuring you and your students, our customers, 

that every aspect of our text and support package reflects 

your advice and needs. As you review it, we’re confident 

that your reaction will be, “They listened!” 

 We extend our special thanks to the faculty who gave us 

detailed chapter-by-chapter feedback during the develop-

ment of the ninth edition:

   Kelly Barbour-Conerty, Parkland College  

  Jason W. Coleman, Wesley College  

  Joy Colarusso, Daytona State College  

  Renee Y. Cooper, Fashion Institute of Technology  

  Rusty Juban, Southeastern Louisiana University  

  Deanna R. Knight, Daytona State College  

  Cynthia J. Lanphear, University of the Ozarks  

  Joyce Lopez, Missouri State University  

  Troy V. Mumford, Colorado State University  

  Eren Ozgen, Troy University, Dothan Campus  

  Frederick J. Slack, Indiana University of Pennsylvania  

  Warren Stone, University of Arkansas at Little Rock  

  Laurie Taylor-Hamm, California State University, Fresno  

  William K. Wesley, Golden Gate University    

 And our thanks also go to the faculty who contributed 

greatly to the fourth, fifth, sixth, seventh, and eighth edi-

tions of  Contemporary Management: 

   Jerry Alley, Aspen University  

  M. Ruhul Amin, Bloomsburg University of Pennsylvania  

  Gerald Baumgardner, Pennsylvania College of 

Technology  

  Charles W. Beem, Bucks County Community College  

  James D. Bell, Texas State University  

  Danielle R. Blesi, Hudson Valley Community College  

  Susan Blumen, Montgomery College Department of 

Business and Economics  

  Jennifer P. Bott, Ball State University  

  Edwin L. Bowman, Principal, Manhattanville College, 

Purchase, NY  

  Charley Braun, Marshall University  

  Reginald Bruce, College of Business, University of 

Louisville  

  Murray Brunton, Central Ohio Technical College  

  Judith G. Bulin, Monroe Community College, 
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  Gerald Calvasina, Southern Utah University  

  Bruce H. Charnov, Hofstra University  

  Jay Christensen-Szalanski, University of Iowa  

  Cheryl Cunningham, Embry-Riddle Aeronautical 

University–Daytona Beach  

  Brad Cox, Midlands Technical College  

  Marian Cox Crawford, University of Arkansas–Little 

Rock  

  Teresa A. Daniel, Marshall University  

  Thomas W. Deckelman, Owens Community College  

  Richard S. DeFrank, University of Houston  

  ACKNOWLEDGMENTS 



Free ebooks ==>   www.ebook777.com

xxvii

  Fred J. Dorn, University of Mississippi  

  D. Harold Doty, University of Southern Mississippi  

  Max E. Douglas, Indiana State University  

  Sandra Edwards, Northeastern State University  

  Stewart W. Edwards, Northern VA Community 

College–Annandale  

  William Eichenauer, Northwest State Community College  

  Scott Elston, Iowa State University  

  Richard Estrella, California Polytechnic University  

  Valerie Evans, Kansas State University  

  Bagher Fardanesh, Piaget Consulting  

  Andrea Foster, John Tyler Community College  

  Travis Lee Hayes, Chattanooga State Technical 

Community College  

  Samuel Hazen, Tarleton State University  

  Kim Hester, Arkansas State University  

  Anne Kelly Hoel, University of Wisconsin–Stout  

  Robert C. Hoell, Georgia Southern University  

  Irene Joanette-Gallio, Western Nevada College  

  Jim Glasgow, Instructor, Villanova School of Business  

  Monica Godsey, PhD, University of Nebraska  

  Selina Griswold, The University of Toledo  

  Kathy Hastings, Greenville Technical College  

  Perry Hidalgo, Gwinnett Technical College  

  Carol Larson Jones, Cal Poly Pomona, California  

  Coy A. Jones, The University of Memphis  

  Gwendolyn Jones, University of Akron  

  Kathleen Jones, University of North Dakota  

  Jordan J. Kaplan, Long Island University School 

of Business  

  Joanne E. Kapp, Siena College  

  Renee N. King, Eastern Illinois University  

  Mike Knudstrup, Florida Southern College  

  Susan Kowalewski, D’Youville College  

  Jim Long, Southwestern Oklahoma State University  

  Margaret Lucero, Texas A&M–Corpus Christi  

  Nicholas Mathys, DePaul University  

  Daniel W. McAllister, University of Nevada–Las Vegas  

  Christy McLendon Corey, University of New Orleans  

  Chrisann Merriman, University of Mary 

Hardin–Baylor  

  Douglas L. Micklich, Illinois State University  

  Sandra Jeanquart Miles, Murray State University  

  Carol T. Miller, Community College of Denver  

  Don C. Mosley Jr., University of South Alabama  

  Clive Muir, Stetson University  

  Bahaudin G. Mujtaba, Nova Southeastern University  

  Jane Murtaugh, College of DuPage  

  Nanci D. Newstrom, Eastern Illinois University  

  Catherine Nowicki, International Business College  

  John Overby, The University of Tennessee at Martin  

  Karen Overton, Houston Community College  

  Fernando A. Pargas, James Madison University  

  Marc Pendel, Miller College of Business, Ball State 

University  

  Susan A. Peterson, Scottsdale Community College  

  Gary Renz, Webster University  

  L. Jeff Seaton, University of Tennessee–Martin  

  Gregory J. Schultz, Carroll University  

  Marc Siegall, California State University–Chico  

  Michaeline Skiba, Monmouth University–Leon Hess 

Business School  

  Fred Slack, Indiana University of Pennsylvania  

  Randi L. Sims, Nova Southeastern University  

  M. James Smas, Kent State University  

  Gerald Smith, University of Northern Iowa  

  Marjorie Smith, Mountain State University  

  Susan D. Steiner, The University of Tampa  

  Cynthia L. Sutton, Metropolitan State College of Denver  

  Sabine Turnley, Kansas State University  

  Isaiah O. Ugboro, North Carolina A&T State University  

  Velvet Weems, Landingham, Kent State University  

  John Weiss, Daytona State College  

  Elizabeth Wilson, Georgia Southwestern State University    

 Please note that these lists do not include the more than 

160 faculty members who reviewed or contributed to ear-

lier editions of the text. 

 Finally, we are grateful to two incredibly wonderful 

children, Nicholas and Julia, for being all that they are and 

for the joy they bring to all who know them. 

    Gareth R.     Jones    

    Jennifer M.     George    

   Jesse H.   Jones    Graduate School of Business 

 Rice University   



Free ebooks ==>   www.ebook777.com

xxviii

GUIDED TOUR   

Rich and Relevant Examples  An important feature of 

our book is the way we use real-world examples and stories about managers and 

companies to drive home the applied lessons to students. Our reviewers praised 

the sheer range and depth of the rich, interesting examples we use to illustrate the 

chapter material and make it come alive. Moreover, unlike boxed material in other 

books, our boxes are seamlessly integrated into the text; they are an integral part of 

the learning experience and are not tacked on or isolated from the text itself. This 

is central to our pedagogical approach. 

  A Manager’s Challenge  opens each 

chapter, posing a chapter-related chal-

lenge and then discussing how managers 

in one or more organizations responded to 

that challenge. These vignettes help dem-

onstrate the uncertainty and excitement 

surrounding the management process. 

 Our box features are not traditional 

boxes; that is, they are not disembodied 

from the chapter narrative. These the-

matic applications are fully integrated 

into the reading. Students will no longer 

be forced to decide whether or not to read 

boxed material. These features are inter-

esting and engaging for students while 

bringing the chapter contents to life.     
Jess Lee of Polyvore, a fashion and style social commerce website 

and company. Her ambition, hard work, and persistence, combined 

with dedication to users and employees, have helped make Polyvore 

one of the five best websites for one-stop online shopping.

  What does it take to rise to the top in 

 Silicon Valley?  In her early thirties, Jess 

Lee’s rise to the top at Polyvore, a fashion 

and style social commerce site and com-

pany, is a testament to her determination, 

hard work, persistence, broad interests, 

originality, and willingness to take risks. 

When she was growing up in Hong Kong, 

Lee loved to draw and thought she’d like 

to write and draw Japanese  manga  com-

ics when she grew up (her “fun fact” on 

the Polyvore website notes that she likes 

to draw and has more than 1,000 comic 

books). Her parents had other ideas, and as 

an entrepreneur who operated a translation 

organization from their house, her mother 

instilled in her a sense of the value of being 

in charge of what you do. 1  

 Lee attended Stanford University, where 

she received a degree in computer science. 

She had planned on becoming an engineer 

and had a job lined up when she received a 

phone call from a Google recruiter inviting her 

to interview for their associate product man-

ager program. While interviewing at Google, 

Lee spoke with Marisa Mayer (who was an 

executive at Google prior to becoming presi-

dent and CEO of Yahoo). Lee told Mayer she 

wasn’t sure if she wanted to work at Google 

because she already had another offer 

and had planned to be an engineer. Mayer 

advised Lee to choose what she thought 

would be the most challenging  position. 

Always up for a challenge, Lee decided to join 

Google and has not looked back since. 2  

 As a product manager working on Google 

Maps, Lee realized that it was important for 

the engineers she worked with to hold her 

in high regard. 3  While her computer science 

background certainly helped, so did her 

   A MANAGER’S CHALLENGE 

   Jess Lee’s Determination and Broad Interests Lead 

to the Top at Polyvore  
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 Further emphasizing the unique content covered in 

Chapter 3, “Values, Attitudes, Emotions, and Culture: 

The Manager as a Person,” the  Manager as a Person

boxes focus on how real managers brought about 

change within their organizations. These examples 

allow us to reflect on how individual managers dealt 

with real-life, on-the-job challenges related to various 

chapter concepts.     

  Small Business Examples  To ensure that students see the clear connections 

between the concepts taught in their Principles of Management course and the 

application in their future jobs in a medium-sized or small business, Jones and 

George have included a number of examples of the opportunities and challenges 

facing founders, managers, and employees in small businesses. 

  Additional in-depth examples  appear in boxes 

throughout each chapter.  Management Insight

boxes illustrate the topics of the chapter, while the 

 Ethics in Action, Managing Globally, Focus on 

Diversity, and Information Technology Byte

boxes examine the chapter topics from each of these 

perspectives.     

  Emotions as Triggers for Changes 
in Organizations 

 In our personal lives, intense emotional experiences can often be triggers for changes for 
the better. For example, the fear that accompanies a near-miss auto accident may prompt 
a driver to slow down and leave more time to get to destinations. Embarrassment expe-
rienced from being underprepared for a major presentation might prompt a student to be 

more prepared in the future. Anger over being treated poorly can sometimes help 
people get out of bad personal relationships. 

 Interestingly enough, some managers and organizations are using emotions 
to prompt needed changes. For example, the CEO of North American Tool, Curt 
Lansbery, was dismayed that employees weren’t contributing as much as they 
could to their 401(k) retirement plans because the company had a matched con-
tribution plan whereby it contributed a percentage of an employee’s contribu-
tion. 109  North American Tool makes industrial cutting machinery and each year 
has an annual 401(k) enrollment meeting. Lansbery decided to bring a bag full 
of money to the next meeting that equaled the amount of money employees did 
not receive the prior year because they did not contribute the maximum to their 
401(k) plans. He dumped the money on a table and told the employees that this 
really should be their money, not the company’s. 110  The negative feelings that 
this invoked in employees—there’s a bunch of money that should be ours and is 
not—prompted many more to maximize their 401(k) contributions for the com-
ing year and reap the benefits of the matched contribution plan. 111  

 Dr. Leon Bender and other colleagues at Cedars-Sinai Medical Center were 
concerned that doctors and nurses weren’t washing their hands as often as they 
should. 112  Repeated hand-washing by medical staff is a key contributor to keeping 
patients free of secondary bacterial infections; avoiding these kinds of prevent-
able bacterial infections acquired in hospitals can save patients’ lives. Despite 
their efforts to encourage more hand washing in the Center, their compliance 
rates with standards was around 80 percent. The Center was due for an inspec-
tion during which a minimum compliance rate of 90 percent was needed. 113  

 After lunch one day, a group of around 20 doctors and staff were requested by 
the Center’s epidemiologist to put their hands on an agar plate. 114  After the agar 
plates were cultured, they showed that the doctors’ and administrators’ hands 
were coated with bacteria. Photos of the cultured plates were circulated and one 

was made into a screen saver for the computers on the hospital’s networks. The disgust 
experienced by everyone who saw the screen saver and the photos was a powerful impe-
tus for change, and compliance with hand-washing protocols increased to close to 100 

 Management 
Insight 

 At one hospital, disgust at a screen-
saver on computers showing unwashed 
hands covered with bacteria led doctors 
and other health professionals to better 
comply with hand washing procedures. 
Repeated hand washing by medical 
staff is a key contributor to avoiding pre-
ventable bacterial infections acquired in 
hospitals and to saving lives.
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At Gentle Giant Moving Company, employees are given lead-
ership training, access to company outings, and the opportu-
nity to advance to management positions.

  Telling the Truth at Gentle Giant Moving 

 Gentle Giant Moving Company, based in Somerville, Massachusetts, was founded by 
Larry O’Toole in 1980 and now has over $28 million in revenues and offices in mul-
tiple states. 49  Gentle Giant opened its newest office, Chicago Movers–Gentle Giant 
Moving & Storage, in 2013 in Chicago, Illinois. 50  Although moving is undoubtedly 
hard work and many people would never think about having a career in this industry, 
Gentle Giant’s unique culture and approach to managing people have not only con-
tributed to the company’s success but also give its employees satisfying careers. For 
example, when Ryan Libby was in college, he worked for Gentle Giant during one of 

his summer vacations to make some extra money. After 
graduating from college, he was the assistant manager 
for the Providence, Rhode Island, Gentle Giant Office. 
Now Libby is branch manager for Providence. 51  As 
he puts it, “First it was just a paycheck, and it kind of 
turned into a long-term career.” 52  

 Libby is just the kind of employee O’Toole seeks to 
hire—employees who start out driving moving trucks 
and eventually move into management positions run-
ning offices. Whereas some moving companies hire a 
lot of temporary help in the summer to meet seasonal 
demand, 60 percent of Gentle Giant employees are 
employed full-time. 53  Because the demand for moving 
services is lower in the winter, Gentle Giant uses this 
time to train and develop employees. Of course new 
employees receive training in the basics of moving: 
packing, lifting, and carrying household goods safely. 
However, employees looking to advance in the com-
pany receive training in a host of other areas ranging 

from project management, communication, problem solving, and customer relations 
to leadership. An overarching goal of Gentle Giant’s training efforts is inculcating in 
employees the importance of honesty. According to O’Toole, “We really emphasize 
that what matters most to us is telling the truth.” 54  

 Training benefits Gentle Giant’s employees, customers, and the company as a 
h l Ab t thi d f th ’ ffi d t l t t d

  Ethics 
in Action 

 Values, Attitudes, Emotions, and Culture: The Manager as a Person 69

 Some successful entrepreneurs who start their own businesses are high on openness to 

experience and conscientiousness, which has contributed to their accomplishments as entre-

preneurs and managers, as is true of Kevin Plank, founder, CEO, and chairman of the board 

of Under Armour. 26   

 Manager as 
a Person 

  Kevin Plank’s Openness to Experience 
and Conscientiousness Pay Off at 
Under Armour 
 When Kevin Plank was a walk-on fullback football player at the University of Mary-
land in the 1990s, he often became annoyed that his T-shirt was soaked and weighted 
down with sweat. Always an original thinker, he wondered why athletic apparel 
couldn’t be make out of some kind of polyester blend that would help athletes’ and 
sports aficionados’ muscles stay cool while wicking away, and not holding, moisture 
from sweat. 27  As he was finishing his undergraduate studies at Maryland, he started 
experimenting with different fabrics, testing their durability, comfort, and water resis-
tance with the help of a local tailor. A prototype of Under Armour’s first product—the 
0039 compression shirt—was developed. 28  

 Upon graduation from the University of Maryland, Plank was offered a position 
at Prudential Life Insurance. An entrepreneur at heart willing to risk everything to 

pursue his bold ideas, Plank realized that accepting a secure 
position with an insurance company would have driven him 
nuts. So he turned down the Prudential offer and mustered 
his determination to sell his innovative T-shirt. 29  With little 
business training or experience, and a lot of perseverance 
and discipline, Plank pursued the makings of what would 
become a major competitor of Nike 16 years later with net 
revenues over $2.3 billion in 2013. 30  Entering and succeed-
ing in the competitive sports apparel industry dominated 
by huge players like Nike with vast resources and a widely 
recognized brand would seem like an impossible feat even 
for a seasoned businessperson with access to capital. With 
around $20,000 in the bank and the resolve to turn his idea 
into a viable venture, Plank succeeded against all odds. 31  

 Very outgoing and confident, Plank used his network 
of athletic contacts from playing on teams in high school, 
military school, and the University of Maryland to get the 
word out about the shirt. 32  From the various teams he had 
played on, he was familiar enough with around 40 NFL 
players to contact them and tell them about the shirt. Liv-
ing out of his car with his trunk full of shirts, Plank drove 
around to training camps and schools to show athletes and 

managers his new product. Teaming up with two partners, Plank began running his 
business from the basement of his grandmother’s house in the Georgetown area of 
Washington, DC, with the help of a $250,000 small business loan. As business and 
orders picked up, Under Armour outgrew the basement and set up shop on Sharp 
Street in Baltimore. 33  The rest has literally been history. 

 Under Armour currently produces and sells apparel, shoes, and accessories for 
women, men, and youth for athletics, sports, outdoor activities, and fitness. 34  Under 
Armour is a global company with 6,000 employees, operating in North America, 
Europe, the Middle East, Africa, Asia, and Latin America though most employees 
work in the United States. 35  

Kevin Plank began by selling his innovative T-shirts from the 
trunk of his car. Under Armour is now a global company, 
producing and selling sports and fitness apparel, shoes, and 
accessories.  His success demonstrates how taking risks, 
while also being determined and disciplined, can lead to 
success against tough odds.

www.ebook777.com
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  McGraw-Hill 
Connect Management 

  Less managing . . . More teaching . . . Greater learning . . . 
 McGraw-Hill Connect Management is an online assignment and assessment solu-

tion that connects students with the tools and resources they need to achieve success. 

With Connect Management, students can engage with their coursework anytime, 

anywhere, enabling faster learning, more efficient studying, and higher retention of 

knowledge. It also offers faculty powerful tools that make managing assignments 

easier, so instructors can spend more time teaching.   

  Features    

  SmartBook ™. Fueled by LearnSmart—SmartBook is the first and only adaptive 

reading experience available today. Distinguishing what students know from what 

they don’t, and honing in on concepts they are most likely to forget, SmartBook 

personalizes content for each student in a continuously adapting reading experience. 

Reading is no longer a passive and linear experience, but an engaging and dynamic 

one where students are more likely to master and retain important concepts, coming 

to class better prepared. Valuable reports show instructors how students are progress-

ing through textbook content, which is useful for shaping in-class time or assessment. 

As a result of the adaptive reading experience found in SmartBook, students are more 

likely to retain knowledge, stay in class, and get better grades. 

  Interactive Applications.  Interactive Applications offer a variety of automatically 

graded exercises that require students to apply key concepts. Whether the assignment 

includes a drag and drop, video case, sequence, or case analysis, these applications 

provide instant feedback and progress tracking for students and detailed results for 

the instructor. 
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  Manager’s Hot Seat.  This interactive, video-based 

application puts students in the manager’s hot seat 

and builds critical thinking and decision-making 

skills and allows students to apply concepts to real 

managerial challenges. Students watch as 15 real 

managers apply their years of experience when con-

fronting unscripted issues such as bullying in the 

workplace, cyber loafing, globalization, intergenerational work conflicts, workplace 

violence, and leadership versus management. 

       Video Case 1: Office Romance: Groping for Answers  

  Video Case 2: Ethics: Let’s Make a Fourth Quarter Deal  

  Video Case 3: Negotiation: Thawing the Salary Freeze  

  Video Case 4: Privacy: Burned by the Firewall?  

  Video Case 5: Whistle Blowing: Code Red or Red Ink?  

  Video Case 6: Change: More Pain Than Gain  

  Video Case 7: Partnership: The Unbalancing Act  

  Video Case 8: Cultural Differences: Let’s Break a Deal  

  Video Case 9: Project Management: Steering the Committee  

  Video Case 10: Diversity: Mediating Morality  

  Video Case 11: Personal Disclosure: Confession Coincidence  

  Video Case 12: Virtual Workplace: Out of the Office Reply  

  Video Case 13: Listening Skills: Yeah, Whatever  

  Video Case 14: Diversity in Hiring: Candidate Conundrum  

  Video Case 15: Working in Teams: Cross-Functional Dysfunction   
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  Insight.  Connect Insight is a powerful data analytics tool that allows instructors to 

leverage aggregated information about their courses and students to provide a more 

personalized teaching and learning experience. 

      Smart Grading.  When it comes to studying, time is precious. Connect Management 

helps students learn more efficiently by providing feedback and practice material 

when they need it, where they need it. When it comes to teaching, your time also is 

precious. The grading function enables you to

   • Have assignments scored automatically, giving students immediate feedback on 

their work and side-by-side comparisons with correct answers.  

  • Access and review each response; manually change grades or leave comments 

for students to review.  

  • Reinforce classroom concepts with practice tests and instant quizzes.    

  Simple Assignment Management.  With Connect Management, creating assign-

ments is easier than ever, so you can spend more time teaching and less time manag-

ing. The assignment management function enables you to

   • Create and deliver assignments easily with selectable end-of-chapter questions 

and test bank items.  

  • Streamline lesson planning, student progress reporting, and assignment grading 

to make classroom management more efficient than ever.  

  • Go paperless with the eBook and online submission and grading of student 

assignments.    
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  Instructor Library.  The Connect Management Instructor Library is your reposi-

tory for additional resources to improve student engagement in and out of class. You 

can select and use any asset that enhances your lecture. The Connect Management 

Instructor Library includes

   • Instructor’s Manual  

  • PowerPoint files  

  • Test Bank  

  • Management Asset Gallery  

  • eBook  

  • Connect IM    

  McGraw-Hill Connect Plus Management.  McGraw-Hill reinvents the textbook 

learning experience for the modern student with Connect Plus Management. Connect 

Plus features the following

   • An integrated eBook.  

  • All Connect assignments and tools, which provide a dynamic link between your 

assignment and chapter content.  

  • A powerful search function to pinpoint and connect key concepts in a snap.    

 For more information about Connect, go to  www.mcgrawhillconnect.com , or contact 

your local McGraw-Hill sales representative.      

    Tegrity Campus: 
 Lectures 24/7. Tegrity Campus is a 

service that makes class time avail-

able 24/7 by automatically capturing 

every lecture in a searchable format for students to review when they study and 

complete assignments. With a simple one-click start-and-stop process, you cap-

ture all computer screens and corresponding audio. Students can replay any part 

of any class with easy-to use browser-based viewing on a PC or Mac. 

 Educators know that the more students can see, hear, and experience class resources, 

the better they learn. In fact, studies prove it. With Tegrity Campus, students quickly 

recall key moments by using Tegrity Campus’s unique search feature. This search 

helps students efficiently find what they need, when they need it, across an entire 

semester of class recordings. Help turn all your students’ study time into learning 

moments immediately supported by your lecture. Lecture Capture enables you to

   • Record and distribute your lecture with a click of button.  

  • Record and index PowerPoint presentations and anything shown on your com-

puter so it is easily searchable, frame by frame.  

  • Offer access to lectures anytime and anywhere by computer, iPod, or mobile device.  

  • Increase intent listening and class participation by easing students’ concerns 

about note taking.    

 Lecture Capture will make it more likely you will see students’ faces, not the 

tops of their heads. To learn more about Tegrity, watch a two-minute Flash demo at 

 http://tegritycampus.mhhe.com . 

®
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  Create.  Craft your teaching resources to match the way you teach!    

 With McGraw-Hill Create, 

  www.mcgrawhillcreate.com , you can easily rearrange chapters, com-

bine material from other content sources, and quickly upload content you 

have written, like your course syllabus or teaching notes. Find the content you need in 

Create by searching through thousands of leading McGraw-Hill textbooks. Arrange 

your book to fit your teaching style. Create even allows you to personalize your book’s 

appearance by selecting the cover and adding your name, school, and course informa-

tion. Order a Create book and you’ll receive a complimentary print review copy in three 

to five business days or a complimentary electronic review copy (eComp) via e-mail in 

about one hour. Go to  www.mcgrawhillcreate.com  today and register. Experience how 

McGraw-Hill Create empowers you to teach your students your way.  

  McGraw-Hill Higher Education and Blackboard 

have teamed up. What does this mean for you?    

   1.  Your life simplified.  Now you and your students 

can access McGraw-Hill’s Connect™ and Create™ 

right from within your Blackboard course—all with 

one single sign-on. Say goodbye to the days of log-

ging in to multiple applications.  

  2.  Deep integration of content and tools.  Not only do you get single sign-on with 

Connect™ and Create™, you also get deep integration of McGraw-Hill content 

and content engines right in Blackboard. Whether you’re choosing a book for 

your course or building Connect™ assignments, all the tools you need are right 

where you want them—inside of Blackboard.  

  3.  Seamless gradebooks.  Are you tired of keeping multiple gradebooks and manu-

ally synchronizing grades into Blackboard? We thought so. When a student 

completes an integrated Connect™ assignment, the grade for that assignment 

automatically (and instantly) feeds your Blackboard grade center.  

  4.  A solution for everyone.  Whether your institution is already using Blackboard 

or you just want to try Blackboard on your own, we have a solution for you. 

McGraw-Hill and Blackboard can now offer you easy access to industry-leading 

technology and content, whether your campus hosts it, or we do. Be sure to ask 

your local McGraw-Hill representative for details.    

  Instructor Resources 
 Multiple high-quality, fully integrated resources are available to make your teaching 

life easier:

   •  The Instructors Manual (IM)  includes thorough coverage of each chapter. New 

in this edition, we offer two versions of the IM, for newer and experienced faculty. 

Included in both versions are the appropriate level of theory, recent application 

or company examples, teaching tips, PowerPoint references, critical discussion 

topics, and answers to end-of-chapter exercises.  

  •  The PowerPoint (PPT)  slides provide comprehensive lecture notes, video links, 

and company examples not found in the textbook. There will be instructor media 

enhanced slides as well as notes with outside application examples.  

  •  The Test Bank  includes 100-150 questions per chapter, in a range of formats and 

with a greater-than-usual number of comprehension, critical thinking, and appli-

cation (or scenario-based) questions. It’s tagged by learning objective, Bloom’s 

Taxonomy levels, and AACSB compliance requirements.  
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  •  EZ Test,  McGraw-Hill’s flexible and easy-to-use electronic testing program, 

allows instructors to create tests from book-specific items. It accommodates 

a wide range of question types, and instructors may add their own questions. 

Multiple versions of the test can be created, and any test can be exported for use 

with course management systems such as WebCT or BlackBoard.  

  •  EZ Test Online,  available at  www.eztestonline.com , allows you to access the test 

bank virtually anywhere at any time, without installation, and to administer EZ 

Test-created exams and quizzes online, providing instant feedback for students.  

  •  The Online Learning Center (OLC),  located at  www.mhhe.com/jones-

george9e , offers downloadable resources for instructors. In the instructors’ por-

tion of the OLC, which is password-protected, instructors can access all of the 

teaching resources described above.     

  McGraw-Hill Customer Care Contact Information 
 At McGraw-Hill, we understand that getting the most from new technology can be 

challenging. 

 That’s why our services don’t stop after you purchase our products. You can email 

our product specialists 24 hours a day, seven days a week, to get product training online. 

Or you can search our knowledge bank of frequently asked questions on our support 

website. For customer support, call 800-331-5094 or visit  www.mhhe.com/support . 

One of our technical support analysts will be able to assist you in a timely fashion.  

  Assurance of Learning Ready 
 Many educational institutions today are focused on the notion of assurance of learning, 

an important element of many accreditation standards.  Contemporary Management  

is designed specifically to support your assurance of learning initiatives with a simple 

yet powerful solution. 

 Each chapter in the book begins with a list of numbered learning objectives, which 

appear throughout the chapter as well as in the end-of-chapter assignments. Every Test 

Bank question for  Contemporary Management  maps to a specific chapter learning objec-

tive in the textbook. Each Test Bank question also identifies topic area, level of difficulty, 

Bloom’s Taxonomy level, and AACSB skill area. You can use our Test Bank software, 

EZ Test and EZ Test Online, or Connect Management to easily search for learning objec-

tives that directly relate to the learning objectives for your course. You can then use the 

reporting features of EZ Test to aggregate student results in a similar fashion, making the 

collection and presentation of Assurance of Learning data simple and easy.  

  AACSB Statement 
 McGraw-Hill Education is a proud corporate member of AACSB International. 

Understanding the importance and value of AACSB accreditation,  Contemporary 

Management  recognizes the curricula guidelines detailed in the AACSB standards 

for business accreditation by connecting selected questions in the Test Bank to the 

general knowledge and skill guidelines in the AACSB standards. 

 The statements contained in  Contemporary Management  are provided only as a 

guide for the users of this textbook. The AACSB leaves content coverage and assess-

ment within the purview of individual schools, the mission of the school, and the faculty. 

While  Contemporary Management  and the teaching package make no claim of any spe-

cific AACSB qualification or evaluation, we have within  Contemporary Management  

labeled selected questions according to six of the general knowledge and skills areas.   
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 part 1  Management 

   LO1-1  Describe what management is, why management is important, what managers 
do, and how managers use organizational resources efficiently and effectively 
to achieve organizational goals. 

   LO1-2  Distinguish among planning, organizing, leading, and controlling (the four prin-
cipal managerial tasks), and explain how managers’ ability to handle each one 
affects organizational performance. 

   LO1-3  Differentiate among three levels of management, and understand the tasks and 
responsibilities of managers at different levels in the organizational hierarchy. 

   LO1-4  Distinguish between three kinds of managerial skill, and explain why managers 
are divided into different departments to perform their tasks more efficiently 
and effectively. 

   LO1-5  Discuss some major changes in management practices today that have occurred 
as a result of globalization and the use of advanced information technology (IT). 

   LO1-6  Discuss the principal challenges managers face in today’s increasingly 
 competitive global environment.  

 Managers and Managing  

 CHAPTER 1 

  Learning Objectives 

  After studying this chapter, you should be able to:  
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Andrew Kosove, co-CEO of Alcon Entertainment, and Scott Parish, 

COO and CFO. Parish left a career in logistics to learn the motion pic-

ture industry from the ground up. Now he is part of the top manage-

ment team that runs a successful film, TV, and music company.

 How does management change with 

technology?   Scott Parish is the chief finan-

cial officer and chief operating officer of 

Alcon Entertainment, a Los Angeles—based 

entertainment production company. Alcon 

was started in 1997 by film producers (and 

former business students) Broderick Johnson 

and Andrew Kosove, who remain Alcon’s 

chief executive officers (CEOs). Since its 

humble beginnings in a rented apartment, 

the company has grown into a respected and 

profitable enterprise, making hit movies such 

as  The Blind Side, P.S., I Love You,  and  What 

to Expect When You’re Expecting.  

 Parish left a successful career in logistics and 

transportation to pursue his dream of work-

ing in the motion picture industry. Relocating 

from Mississippi to California, he took an hourly 

administrative job at a film production company 

to learn about the craft. By taking the initiative 

to develop his understanding of the entertain-

ment business from the ground up, Parish was 

able to rise in management over the years. Now 

as a member of Alcon’s top team, he is credited 

with helping grow Alcon from a boutique film 

company into a respected creator of not just 

films but television shows and music as well. 

 However, maintaining Alcon’s growth is 

a significant challenge in a turbulent and 

changing entertainment business. Managers 

like Scott Parish must economically produce 

valuable content that earns profits. Film cre-

ation is a complex process. It can take years 

to shepherd a film from inception to distribu-

tion before audiences. As a result, significant 

planning is invested into production long 

before the cameras roll. Parish and Alcon’s 

leadership team are constantly on the look-

out for innovative ideas that give them an 

edge at the box office, and must identify and 

produce ideas that have a strong potential to 

connect with an intended audience. 

   A MANAGER’S CHALLENGE 

   Hitting the Mark at Alcon Entertainment  



Free ebooks ==>   www.ebook777.com

 Once viable ideas are obtained and 

screened, Parish must obtain funding for 

projects that can cost $40 to $80 million 

each. 1  Financing films often means coor-

dinating with outside investors, so Parish 

and his team must be able to explain com-

plex film production processes to those 

unacquainted with the film business. These 

outside investors represent important stake-

holders in the film production process. 

 After representing Alcon to investors and 

obtaining needed financing, Parish must 

build the right team to produce and market 

new hit films. This means negotiating with 

and retaining the services of directors and a 

cast who can help turn concepts into reality. 

Missteps at this stage of a film’s develop-

ment can be highly detrimental to its eventual 

success, and Parish and his team must also 

balance the needs of Hollywood superstars 

against the creative demands of directors to 

create products audiences will pay to see 

and enjoy. Hollywood talent is notoriously 

difficult to manage, so Parish must negotiate 

and align the interests of the company with 

the talent it retains to help make films. 

 In addition to the challenges of managing 

film production in a competitive environment, 

Parish is helping lead Alcon in an entertain-

ment industry being transformed by techno-

logical and economic change. Consumers 

increasingly prefer to watch content digitally, 

so Alcon has evolved to broaden the ways it 

distributes content. Previously, film produc-

tion companies like Alcon worked with movie 

theaters and brick-and-mortar retailers to sell 

content. Although these distribution channels 

are still being used, Alcon’s content can now 

be found digitally on streaming subscription 

services such as Netflix, for download on 

Amazon Prime, and on other services. 2  Alcon 

also retains the rights to its films, meaning 

it earns residual income from its catalog of 

film projects. With changing consumer tastes 

and a recession that has limited consumers’ 

disposable income, managers like Parish 

are challenged to find new ways of ensuring 

profitable content creation and distribution. 

 In a larger sense, the ease of transferring 

digital content has made digital piracy more 

prevalent, posing a significant threat to the 

entertainment industry. Piracy occurs when 

third parties distribute copyrighted materials 

that they do not own to others without per-

mission from the copyright holder, typically 

for commercial gain. However, entertainment 

production companies receive revenues only 

when their content is purchased by retailers 

or consumers, meaning piracy has the poten-

tial to undermine the production of new mov-

ies, music, and television. Indeed, Alcon now 

adjusts its revenue projections to reflect the 

threats of piracy. However, the company is 

not responding passively to this new manage-

rial challenge, but is taking action to mitigate 

the distribution and use of pirated content. 

 For example, in conjunction with other 

major studios and entertainment produc-

tion companies, Alcon has responded to this 

new economic and technological reality by 

mobilizing support for CreativeFuture, an 

industry coalition designed to mitigate digital 

piracy on the web by informing and educat-

ing policymakers and consumers about the 

long-term effects of digital piracy on the sus-

tainability of the entertainment industry. 3  

 Running an entertainment company is 

difficult work. Managers like Scott Parish 

must help their companies stay creative 

and create profitable content in an industry 

rapidly evolving amid changing consumer 

tastes and technological change. This 

requires managers to represent the inter-

ests of the organization to the public and 

an increasingly complex array of external 

stakeholders.         



Free ebooks ==>   www.ebook777.com
 Managers and Managing 5

  Managing today’s organizations is a complex affair, and seasoned lead-

ers like Scott Parish face multiple challenges from within and outside of 

their organizations. To make decisions and lead others successfully, 

managers must possess a complex set of skills, knowledge, and abilities that help them inter-

pret cues from the environment and respond accordingly. 

 In this chapter we consider what managers do and the skills, knowledge, and abilities they 

must possess to lead their organizations effectively. We also identify the different kinds of 

managers that organizations rely on to help guide them. Finally, we consider some of the 

challenges that managers must overcome to help their organizations prosper.    

      When you think of a manager, what kind of person comes to mind? Do 

you think of an executive like Scott Parish, who helps direct his com-

pany? Or do you see a manager at a fast-food restaurant, who engages 

directly with employees and customers? Perhaps you think of a foreman 

at a manufacturing company? Regardless of how we view managers, 

they all share important characteristics. First, they all work in organizations.    Organizations    

are collections of people who work together and coordinate their actions to achieve a wide 

variety of goals or desired future outcomes. 4  Second, as managers, they are the people respon-

sible for supervising and making the most of an organization’s human and other resources to 

achieve its goals. 

    Management   , then, is the planning, organizing, leading, and controlling of human and 

other resources to achieve organizational goals efficiently and effectively. An organization’s 

 resources  include assets such as people and their skills, know-how, and experience; machin-

ery; raw materials; computers and information technology; and patents, financial capital, and 

loyal customers and employees.  

   Achieving High Performance: 
A Manager’s Goal 
 One of the key goals that organizations try to achieve is to provide goods and services that 

customers value and desire. Scott Parish’s principal goal is to manage Alcon so that it creates 

a continuous stream of new and improved entertainment content—enjoyable films, televi-

sion shows, and music—that customers are willing to buy. Like other entertainment compa-

nies, Alcon also seeks projects that have potential to grow into film or television franchises, 

encouraging repeat business. Likewise, the principal goal of fast-food managers is to produce 

tasty and convenient food that customers enjoy and come back to buy. Finally, manufactur-

ing managers must balance the quality needs of their consumers against the pressure to be 

cost-effective. 

    Organizational performance    is a measure of how efficiently and effectively managers 

use available resources to satisfy customers and achieve organizational goals. Organizational 

performance increases in direct proportion to increases in efficiency and effectiveness, as 

 Figure 1.1  shows. What are efficiency and effectiveness?  

    Efficiency    is a measure of how productively resources are used to achieve a goal. 5  Orga-

nizations are efficient when managers minimize the amount of input resources (such as labor, 

raw materials, and component parts) or the amount of time needed to produce a given output 

of goods or services. For example, McDonald’s develops ever more efficient fat fryers that 

not only reduce the amount of oil used in cooking, but also speed up the cooking of french 

fries. UPS develops new work routines to reduce delivery time, such as instructing drivers to 

leave their truck doors open when going short distances. 

 To encourage efficiency, Scott Parish has changed the way Alcon compensates many of 

its actors. Previously, film production companies paid actors using guaranteed compensation 

and without consideration of a movie’s success. They would recoup the cost of making a 

movie only if it had adequate performance at the box office. Unfortunately, that meant film 

producers like Alcon held all of the risk. 

Overview

What Is 
Management?

    organizations    Collections 

of people who work together 

and coordinate their actions 

to achieve a wide variety 

of goals or desired future 

outcomes.   

    management    The planning, 

organizing, leading, and con-

trolling of human and other 

resources to achieve organi-

zational goals efficiently and 

effectively.   

  LO1-1  

Describe what management 
is, why management is 
important, what managers 
do, and how managers use 
organizational resources 
efficiently and effectively to 
achieve organizational goals.

    organizational 

performance    A measure of 

how efficiently and effectively 

a manager uses resources to 

satisfy customers and achieve 

organizational goals.   

     effi ciency    A measure of 

how well or how productively 

resources are used to achieve 

a goal.    
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 As an alternative, Parish has linked actor compensation to a film’s success. 6  This new 

compensation method means fewer dollars are risked if a film flops. However, for actors, 

the new compensation model means they can earn far more than a flat sum of guaranteed 

compensation. Thus, when a film succeeds, both Alcon and its actors realize the gains. This 

new compensation model encourages both parties to work efficiently. Alcon also strives to 

build good relationships and trust with its actors, which in turn brings goodwill toward the 

organization. 

    Effectiveness    is a measure of the  appropriateness  of the goals that managers have selected 

for the organization to pursue and the degree to which the organization achieves those goals. 

Organizations are effective when managers choose appropriate goals and then achieve them. 

Some years ago, for example, managers at McDonald’s decided on the goal of providing 

breakfast service to attract more customers. The choice of this goal has proved smart: Sales 

of breakfast food now account for more than 30 percent of McDonald’s revenues and are still 

increasing. Parish’s goal is to create a continuous flow of innovative entertainment products 

that resonate with audiences. High-performing organizations such as Apple, McDonald’s, 

Walmart, Intel, Home Depot, Accenture, and Habitat for Humanity are simultaneously effi-

cient and effective. Effective managers are those who choose the right organizational goals to 

pursue and have the skills to utilize resources efficiently.  

  Why Study Management? 
 The dynamic and complex nature of modern work means that managerial skills are in demand. 

Organizations need individuals like you who can understand this complexity, respond to envi-

ronmental contingencies, and make decisions that are ethical and effective. Studying manage-

ment helps equip individuals to accomplish each of these tasks. 

 In a broader sense, individuals generally learn through personal experience (think the 

“school of hard knocks”) or the experiences of others. By studying management in school, 

you are exposing yourself to the lessons others have learned. The advantage of such social 

    effectiveness    A measure 

of the appropriateness of the 

goals an organization is pur-

suing and the degree to which 

the organization achieves 

those goals.   

 Figure 1.1 

 Efficiency, Effectiveness, and Performance in an Organization  
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Manager chooses the right 
goals to pursue and makes 
good use of resources to 

achieve these goals.
Result: A product that 

customers want at a quality 
and price they can afford.

High efficiency/
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High efficiency/
low effectiveness

Manager chooses 
inappropriate goals, but makes 

good use of resources to 
pursue these goals.

Result: A high-quality product 
that customers do not want.

Manager chooses the right 
goals to pursue, but does a 

poor job of using resources to 
achieve these goals.

Result: A product that 
customers want, but that is too 

expensive for them to buy.
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Manager chooses wrong goals 
to pursue and makes poor use 
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Result: A low-quality product 
that customers do not want.
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learning is that you are not bound to repeat the mistakes others have made in the past. Fur-

thermore, by studying and practicing the behaviors of good managers and high-performing 

companies, you will equip yourself to help your future employer succeed. 

 The economic benefits of becoming a good manager are also impressive. In the United 

States, general managers earn a median wage of $95,000, with a projected growth rate in job 

openings of 8 percent and 14 percent between now and 2022. 7  

 Finally, learning management principles can help you make good decisions in non-work 

contexts. If you’re coaching a child’s baseball team, organizing a charity 5K run, planning 

your financial budget, or starting a new business, good management principles will help you 

understand others, make quality decisions, and improve your personal success.     

  The job of management is to help an organization make the best use of its 

resources to achieve its goals. How do managers accomplish this objec-

tive? They do so by performing four essential managerial tasks:  plan-

ning, organizing, leading,  and  controlling.  The arrows linking these 

tasks in  Figure  1.2  suggest the sequence in which managers typically 

perform them. French manager Henri Fayol first outlined the nature of 

these managerial activities around the turn of the 20th century in  General 

and Industrial Management,  a book that remains the classic statement of what managers must 

do to create a high-performing organization. 8   

 Managers at all levels and in all departments—whether in small or large companies, for-

profit or not-for-profit organizations, or organizations that operate in one country or throughout 

the world—are responsible for performing these four tasks, which we look at next. How well 

managers perform these tasks determines how efficient and effective their organizations are. 

  Planning 
 To perform the    planning    task, managers identify and select appropriate organizational goals 

and courses of action; they develop  strategies  for how to achieve high performance. The 

three steps involved in planning are (1) deciding which goals the organization will pursue, 

(2) deciding what strategies to adopt to attain those goals, and (3) deciding how to allocate 

Essential 
Managerial 

Tasks

    LO1-2  

 Distinguish among planning, 
organizing, leading, and 
controlling (the four principal 
managerial tasks), and 
explain how managers’ 
ability to handle each 
one affects organizational 
performance.   

    planning    Identifying and 

selecting appropriate goals; 

one of the four principal tasks 

of management.   

 Figure 1.2 

 Four Tasks of Management  

Controlling

Establish accurate
measuring and

monitoring systems
to evaluate how well
the organization has
achieved its goals.

Planning

Choose appropriate
organizational

goals and courses
of action to best

achieve those goals.

Leading

Motivate,
coordinate, and

energize individuals
and groups to work
together to achieve

organizational goals.

Organizing

Establish task
and authority

relationships that
allow people to work
together to achieve 
organization goals.
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organizational resources to pursue the strategies that attain those goals. How well managers 

plan and develop strategies determines how effective and efficient the organization is—its 

performance level. 9  

 As an example of planning in action, consider Alcon’s new venture into television. 

 Co-CEOs Broderick Johnson and Andrew Kosove are aiming to take Alcon’s expertise in 

film production and apply it to television audiences by producing and distributing quality 

original programming. Movie and television production have many features in common, but 

operate on different economic models. Films are produced and distributed with partners to 

reach theater audiences, whereas television shows are produced and offered for channels to 

distribute to cable and satellite audiences. 

 To help navigate these new waters, Alcon hired Sharon Hall, formerly of Sony Pictures 

Television. One of Hall’s foremost priorities will be finding ways to create television content 

that will support and reinforce Alcon’s film business. 10  For example, successful films may be 

parlayed into television series. Likewise, television shows can be used as a creative vehicle to 

build audience interest in potential film projects. 

 However, Alcon will be entering a highly competitive market. There are more television 

stations and shows today than ever before, and competition is fierce to build and maintain 

audience interest. Thus Alcon will need to shape its planning into an effective business strat-

egy, which is a cluster of decisions concerning what organizational goals to pursue, what 

actions to take, and how to use resources to achieve these goals. 

 Alcon originally produced one film at a time, 11  with an emphasis on reducing costs and 

maximizing efficiency in filmmaking. This constituted a low-cost strategy—a way of obtain-

ing customers by making decisions that allow an organization to produce goods or services 

more cheaply than its competitors so it can charge lower prices than they do. This low-cost 

strategy allowed Alcon to weather sometimes disappointing box office results. Alcon’s low-

cost strategy contrasts with a differentiation strategy, in which organizations seek to create 

highly innovative products that appeal to different types of consumers. 12  Another manager pas-

sionate about his industry is Dennis Corsi, who is profiled in the “Manager as a Person” box.   

 Manager as 
a Person 

  Dennis Corsi: Flying High 
at Armstrong Consultants 
 Each day over 2 million people fly within America’s large network of nearly 20,000 
commercial and general aviation airports. In fact, an estimated 87,000 flights operate in 
American skies daily. Most people probably don’t consider the amazing amount of work 
required to plan, develop, and maintain such a comprehensive airport system. In the mid-
dle of this development are managers like Dennis Corsi, president of Armstrong Consul-
tants, a Colorado-based airport engineering firm. Corsi is a pilot and former member of 
the U.S. Air Force. The knowledge and experience he has amassed over the years, cou-
pled with his managerial talent, have helped Armstrong become a leader in the region. 13  

 Headquartered along the western slope of Colorado in Grand Junction, Armstrong 
Consultants works to help general and commercial aviation airports plan, engineer, 
and construct facilities that meet the needs of their customers. Airports receive rev-
enues primarily when aircraft land and refuel at their facilities. However, as aircraft 
have different landing, takeoff, and taxiing requirements, Armstrong must offer the 
right mix of facilities to accommodate the needs of pilots. For example, some small 
propeller aircraft can use grass airport runways as short as 600 feet, while other busi-
ness jets require paved runways exceeding one mile in length and over 100 feet wide. 
Thus managers at engineering companies like Armstrong help airports understand 
and accommodate these different needs. This is where Corsi’s 23 years of experi-
ence in aviation and time spent managing more than 250 airport projects come in 
handy. 14  He has become knowledgeable about the industry from having inspected 
airfield facilities, and recommends corrective actions when needed. 
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  Organizing 
    Organizing    is structuring working relationships so organizational members interact and 

cooperate to achieve organizational goals. Organizing people into departments according to 

the kinds of job-specific tasks they perform lays out the lines of authority and responsibil-

ity between different individuals and groups. Managers must decide how best to organize 

resources, particularly human resources. 

 The outcome of organizing is the creation of an    organizational structure   , a formal sys-

tem of task and reporting relationships that coordinates and motivates members so they work 

together to achieve organizational goals. Organizational structure determines how an organi-

zation’s resources can be best used to create goods and services. As Alcon has grown in size 

and scope, they have faced the issue of how to structure the company and maintain their core 

values. The company that once made one movie per year now produces content in film, tele-

vision, and music. This requires coordinating the activities of a larger workforce working on 

multiple projects in different markets. Managers like Scott Parish also have the difficult task 

of maintaining the “filmmaking friendly” culture that helped Alcon grow and thrive. Finally, 

Parish must work to ensure that each of Alcon’s new businesses are working together toward 

their common objective, and doing so in a cost-effective manner. We examine the organizing 

process in detail in Chapters 10 through 12.  

    organizing    Structuring 

working relationships in a 

way that allows organizational 

members to work together to 

achieve organizational goals; 

one of the four principal tasks 

of management.   

    organizational structure    

A formal system of task and 

reporting relationships that 

coordinates and motivates 

organizational members so 

they work together to achieve 

organizational goals.   

 Like other forms of transportation, airports are also highly regulated. They must 
comply with an intimidating mix of local, state, and federal regulations that specify 
how they can operate. 15  Managers like Corsi help their clients coordinate with local, 
state, and federal agencies to comply with highly complex regulations. Armstrong 
itself has completed more than 1,000 airport improvement projects, which amounts 
to 30 to 40 projects each year that must comply with all kinds of regulatory issues. 16  
Aviation is also marked by significant technological change and changing consumer 
needs. For example, aviation companies began producing very light jets, such as the 
Cessna Mustang, in the last decade. These jets require a different set of facilities than 
traditional (larger) business jets. Managers like Corsi have to work hard to stay ahead 
of the curve, refining their expertise to provide valued insight to clients. Companies 
like Armstrong also benefit from building and maintaining strong relationships with 
regulatory agencies, such as the Federal Aviation Administration, which help guide 
the activities of client airports. 

 The process of airport planning and engineering is challenging—something Corsi 
understands well. For example, before facilities are constructed or modified, air-
ports must obtain adequate funding, typically through a combination of local and 
federal government grants that are financed by aviation fuel taxes. 17  Airports then 
develop forecasts that help inform the types of traffic they expect, including an esti-
mation of economic impacts. These forecasts act as inputs for facility engineering 
plans, which are developed to guide the use and development of airfield facilities. 
However, before amending facilities, airports must also obtain adequate state and 
federal environmental clearances to ensure that their activities do not damage the 
natural environment. This includes surveying the area around an airport, estimating 
light and sound emissions, testing air and water, and forecasting potential impacts 
to the region. Only then can construction commence at an airport, which presents its 
own set of challenges. 

 To help airports with this daunting process, Armstrong retains a staff of engineers, 
planners, environmental specialists, and construction managers. Corsi must be able 
to understand the complexities of each of these functional areas, and coordinate their 
activities for multiple clients at once. 

 Armstrong’s clients are also widely dispersed through the western United States, 
and driving is often dangerous along treacherous mountain roads. To mitigate the 
danger, Armstrong maintains a small fleet of aircraft to give it better access to clients, 
and Corsi often flies to client meetings.  
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  Leading 
 An organization’s  vision  is a short, succinct, and inspiring statement of what the organization 

intends to become and the goals it is seeking to achieve—its desired future state. In    leading   , 

managers articulate a clear organizational vision for the organization’s members to accom-

plish, and they energize and enable employees so everyone understands the part he or she plays 

in achieving organizational goals. Leadership involves managers using their power, personal-

ity, influence, persuasion, and communication skills to coordinate people and groups so their 

activities and efforts are in harmony. Leadership revolves around encouraging all employ-

ees to perform at a high level to help the organization achieve its vision and goals. Another 

outcome of leadership is a highly motivated and committed workforce. Alcon’s employees 

appreciate the core values and stability of their leadership, which has contributed toward their 

success as a workforce. Likewise, because he worked his way up from an administrative role 

to a leadership position, Scott Parish is better able to relate to his employees. We discuss the 

issues involved in managing and leading individuals and groups in Chapters 13 through 16.  

  Controlling 
 In    controlling   , the task of managers is to evaluate how well an organization has achieved 

its goals and to take any corrective actions needed to maintain or improve performance. For 

example, managers monitor the performance of individuals, departments, and the organiza-

tion as a whole to see whether they are meeting desired performance standards. Scott Parish 

learned early in his career about the importance of monitoring performance to ensure that his 

organization realized its profit objectives. When these goals fall short, Parish and the Alcon 

management team must find ways to improve performance. 

 The outcome of the control process is the ability to measure 

performance accurately and regulate organizational efficiency 

and effectiveness. To exercise control, managers must decide 

which goals to measure—perhaps goals pertaining to produc-

tivity, quality, or responsiveness to customers—and then they 

must design control systems that will provide the informa-

tion necessary to assess performance—that is, determine to 

what degree the goals have been met. The controlling task 

also helps managers evaluate how well they themselves are 

performing the other three tasks of management— planning, 

organizing, and leading—and take corrective action.  

 Cost control is a delicate practice in Hollywood due to 

contingencies that affect the production of film, television, 

and music content. Artist personal and schedule demands, 

changes in creative direction, and even the weather can 

affect content production costs, representing a challenge for 

Parish and Alcon’s team. However, innovative compensa-

tion schemes, core values, and stable and respected leader-

ship help give Alcon an advantage relative to peers. 

 The four managerial tasks—planning, organizing, lead-

ing, and controlling—are essential parts of a manager’s job. 

At all levels in the managerial hierarchy, and across all jobs 

and departments in an organization, effective management means performing these four activ-

ities successfully—in ways that increase efficiency and effectiveness.  

  Performing Managerial Tasks: 
Mintzberg’s Typology 
 So far, our discussion of management has presented it as an orderly process in which individ-

uals carefully weigh information before making the best possible decision. Henry Mintzberg 

was one of the first to show that management is often chaotic, marked by quick decisions in a 

tense and sometimes emotional environment. Quick, immediate reactions to situations, rather 

    leading    Articulating a clear 

vision and energizing and 

enabling organizational mem-

bers so they understand the 

part they play in achieving 

organizational goals; one of 

the four principal tasks of 

management.   

    controlling    Evaluating how 

well an organization is achiev-

ing its goals and taking action 

to maintain or improve perfor-

mance; one of the four princi-

pal tasks of management.   

  Ken Chenault, pictured here, is the chairman 18  and CEO of 
American Express Company. Promoted in 1997, he climbed 
the ranks from its Travel Related Services Company thanks 
to his even temper and unrelenting drive. Respected by col-
leagues for his personality, most will say they can’t remember 
him losing his temper or raising his voice. His open-door 
policy for subordinates allows him to mentor AmEx managers 
and encourages all to enter and speak their minds. 
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than deliberate thought and reflection, are an important aspect of managerial action. 19  Henry 

Mintzberg, a professor at McGill University, has spent most of his life researching manage-

ment in an attempt to help organizations better achieve their goals in an ethical manner. Some 

of his most important research examined the different roles that managers play in organiza-

tions, and directly informs our discussion in this chapter. Often managers are overloaded with 

responsibilities and do not have time to analyze every nuance of a situation; they therefore 

make decisions in uncertain conditions not knowing which outcomes will be best. 20  More-

over, top managers face constantly changing situations, and a decision that seems right today 

may prove to be wrong tomorrow. The range of problems that managers face is enormous; 

managers usually must handle many problems simultaneously; and they often must make 

snap decisions using the intuition and experience gained through their careers to perform their 

jobs to the best of their abilities. 21  Henry Mintzberg, by following managers and observing 

what they actually  do  hour by hour and day by day, identified 10 kinds of specific roles, or 

sets of job responsibilities, that capture the dynamic nature of managerial work. 22  He grouped 

these roles according to whether the responsibility was primarily decisional, interpersonal, or 

informational; they are described in  Table 1.1 .  

 Given the many complex, difficult job responsibilities managers have, it is no small won-

der that many claim they are performing their jobs well if they are right just half of the 

time. 23  And it is understandable that many experienced managers accept failure by their 

subordinates as a normal part of the learning experience and a rite of passage to becoming 

an effective manager. Managers and their subordinates learn from both their successes and 

their failures.     

  To perform the four managerial tasks efficiently and effectively, organi-

zations group or differentiate their managers in two main ways—by level 

in hierarchy and by type of skill. First, they differentiate managers 

according to their level or rank in the organization’s hierarchy of author-

ity. The three levels of managers are first-line managers, middle manag-

ers, and top managers—arranged in a hierarchy. Typically first-line managers report to middle 

managers, and middle managers report to top managers. 

 Second, organizations group managers into different departments (or functions) according 

to their specific job-related skills, expertise, and experiences, such as a manager’s engineer-

ing skills, marketing expertise, or sales experience. A    department   , such as the manufactur-

ing, accounting, engineering, or sales department, is a group of managers and employees 

who work together because they possess similar skills and experience or use the same kind 

of knowledge, tools, or techniques to perform their jobs. Within each department are all three 

levels of management. Next we examine why organizations use a hierarchy of managers and 

group them, by the jobs they perform, into departments. 

  Levels of Management 
 Organizations normally have three levels of management: first-line managers, middle man-

agers, and top managers (see  Figure 1.3 ). Managers at each level have different but related 

responsibilities for using organizational resources to increase efficiency and effectiveness.  

 At the base of the managerial hierarchy are    first-line managers   , often called  supervisors.  

They are responsible for daily supervision of the nonmanagerial employees who perform the 

specific activities necessary to produce goods and services. First-line managers work in all 

departments or functions of an organization. 

 Examples of first-line managers include the supervisor of a work team in the manufactur-

ing department of a car plant, the head nurse in the obstetrics department of a hospital, and 

the chief mechanic overseeing a crew of mechanics in the service function of a new car deal-

ership. At Alcon, first-line managers are often directors who work creatively with talent to 

produce quality entertainment content. One key to management here is building trust between 

Alcon’s top management and the directors it relies on to create new content. 

Levels and Skills 
of Managers

    department    A group of 

people who work together 

and possess similar skills or 

use the same knowledge, 

tools, or techniques to per-

form their jobs.   

    LO1-3  

 Differentiate among three 
levels of management, and 
understand the tasks and 
responsibilities of managers 
at different levels in the 
organizational hierarchy.   

    first-line manager    A man-

ager who is responsible for 

the daily supervision of non-

managerial employees.   
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  Type of Role    Specific Role    Examples of Role Activities  

 Decisional  Entrepreneur  Commit organizational resources to develop innova-

tive goods and services; decide to expand internation-

ally to obtain new customers for the organization’s 

products. 

 Disturbance 

handler 

 Move quickly to take corrective action to deal with 

unexpected problems facing the organization from the 

external environment, such as a crisis like an oil spill, 

or from the internal environment, such as producing 

faulty goods or services. 

 Resource 

allocator 

 Allocate organizational resources among different 

tasks and departments of the organization; set budgets 

and salaries of middle and first-level managers. 

 Negotiator  Work with suppliers, distributors, and labor unions to 

reach agreements about the quality and price of input, 

technical, and human resources; work with other orga-

nizations to establish agreements to pool resources to 

work on joint projects. 

 Interpersonal  Figurehead  Outline future organizational goals to employees at 

company meetings; open a new corporate headquarters 

building; state the organization’s ethical guidelines and 

the principles of behavior employees are to follow in 

their dealings with customers and suppliers. 

 Leader  Provide an example for employees to follow; give 

direct commands and orders to subordinates; make 

decisions concerning the use of human and techni-

cal resources; mobilize employee support for specific 

organizational goals. 

 Liaison  Coordinate the work of managers in different depart-

ments; establish alliances between different organizations 

to share resources to produce new goods and services. 

 Informational  Monitor  Evaluate the performance of managers in different 

tasks and take corrective action to improve their per-

formance; watch for changes occurring in the external 

and internal environments that may affect the organi-

zation in the future. 

 Disseminator  Inform employees about changes taking place in the 

external and internal environments that will affect 

them and the organization; communicate to employees 

the organization’s vision and purpose. 

 Spokesperson  Launch a national advertising campaign to promote 

new goods and services; give a speech to inform 

the local community about the organization’s future 

intentions. 

 Table 1.1 

 Managerial Roles Identified by Mintzberg 

 Supervising the first-line managers are    middle managers ,   responsible for finding the best 

way to organize human and other resources to achieve organizational goals. To increase effi-

ciency, middle managers find ways to help first-line managers and nonmanagerial employees 

better use resources to reduce manufacturing costs or improve customer service. To increase 

effectiveness, middle managers evaluate whether the organization’s goals are appropriate and 

suggest to top managers how goals should be changed. Often the suggestions that middle 

    middle manager    A man-

ager who supervises first-line 

managers and is responsible 

for finding the best way to use 

resources to achieve organi-

zational goals.   
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managers make to top managers can dramatically increase organizational performance. A 

major part of the middle manager’s job is developing and fine-tuning skills and know-how, 

such as manufacturing or marketing expertise, that allow the organization to be efficient and 

effective. Middle managers make thousands of specific decisions about the production of 

goods and services: Which first-line supervisors should be chosen for this particular project? 

Where can we find the highest-quality resources? How should employees be organized to 

allow them to make the best use of resources? 

 Behind a first-class sales force, look for the middle managers responsible for training, 

motivating, and rewarding the salespeople. Behind a committed staff of high school teachers, 

look for the principal who energizes them to find ways to obtain the resources they need to do 

outstanding and innovative jobs in the classroom. 

 In contrast to middle managers,    top managers    are responsible for the performance of  all  

departments. 24  They have  cross-departmental responsibility.  Top managers establish organi-

zational goals, such as which goods and services the company should produce; they decide 

how the different departments should interact; and they monitor how well middle managers 

in each department use resources to achieve goals. 25  Top managers are ultimately respon-

sible for the success or failure of an organization, and their performance (like that of Alcon’s 

television president, Sharon Hall) is continually scrutinized by people inside and outside the 

organization, such as other employees and investors. 26  

 The  chief executive officer (CEO)  is a company’s most senior and important manager, 

the one all other top managers report to. Today the term  chief operating officer  (COO) often 

refers to top managers, such as Scott Parish, who are being groomed to assume CEO respon-

sibilities when the current CEO retires, leaves the company, or assumes other responsibili-

ties. Together the CEO and COO are responsible for developing good working relationships 

among the top managers of various departments (manufacturing and marketing, for example); 

usually these top managers have the title “vice president.” A central concern of the CEO is 

the creation of a smoothly functioning    top management team   , a group composed of the 

CEO, the COO, and the vice presidents most responsible for achieving organizational goals. 27  

Alcon’s CEOs, Andrew Kosove and Broderick Johnson, are working to build such a team. 

 The relative importance of planning, organizing, leading, and controlling—the four prin-

cipal managerial tasks—to any particular manager depends on the manager’s position in 

the managerial hierarchy. 28  The amount of time managers spend planning and organizing 

    top manager    A manager 

who establishes organiza-

tional goals, decides how 

departments should interact, 

and monitors the perfor-

mance of middle managers.   

    top management team    A 

group composed of the CEO, 

the COO, the president, and 

the heads of the most impor-

tant departments.   

 Figure 1.3 

 Levels of Managers  

Top managers

CEO

Middle managers

First-line managers
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resources to maintain and improve organizational performance increases as they ascend the 

hierarchy (see  Figure 1.4 ). 29  Top managers devote most of their time to planning and organiz-

ing, the tasks so crucial to determining an organization’s long-term performance. The lower 

that managers’ positions are in the hierarchy, the more time the managers spend leading and 

controlling first-line managers or nonmanagerial employees.   

  Managerial Skills 
 Both education and experience enable managers to recognize and develop the personal skills 

they need to put organizational resources to their best use. Alcon co-CEOs Andrew Kosove 

and Broderick Johnson realized from the start that they lacked the experience and expertise in 

marketing, operations, and planning to guide the company alone. Thus they recruited expe-

rienced managers from other companies, such as Sony Television and New Regency, to help 

build the company. Research has shown that education and experience help managers acquire 

and develop three types of skills:  conceptual, human,  and  technical.  30  

    Conceptual skills    are demonstrated in the general ability to analyze and diagnose a situ-

ation and to distinguish between cause and effect. Top managers require the best conceptual 

skills because their primary responsibilities are planning and organizing. 31  Managers like 

Scott Parish must constantly identify new opportunities and mobilize organizational resources 

to take advantage of those opportunities. 

 Formal education and training are important in helping managers develop conceptual 

skills. Business training at the undergraduate and graduate (MBA) levels provides many of 

the conceptual tools (theories and techniques in marketing, finance, and other areas) that man-

agers need to perform their roles effectively. The study of management helps develop the 

skills that allow managers to understand the big picture confronting an organization. The abil-

ity to focus on the big picture lets managers see beyond the situation immediately at hand and 

consider choices while keeping in mind the organization’s long-term goals. 

 Today continuing management education and training, including training in advanced 

IT, are an integral step in building managerial skills because new theories and techniques 

are constantly being developed to improve organizational effectiveness, such as total quality 

   LO1-4  

 Distinguish between three 
kinds of managerial skill, 
and explain why managers 
are divided into different 
departments to perform 
their tasks more efficiently 
and effectively.  

    conceptual skills    The abil-

ity to analyze and diagnose 

a situation and to distinguish 

between cause and effect.   

 Figure 1.4 

 Relative Amount of Time That Managers Spend on the Four Managerial Tasks  

Planning Organizing Leading Controlling

Middle
managers

First-line
managers

Top
managers
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management, global supply chain management, and cloud computing and virtual business-to-

business (B2B) networks. A quick scan through a magazine such as  Bloomberg   Businessweek  

or  Fortune  reveals a host of seminars on topics such as advanced marketing, finance, leader-

ship, and human resources management that are offered to managers at many levels in the 

organization, from the most senior corporate executives to middle managers. Microsoft, IBM, 

Oracle, and many other organizations designate a portion of each manager’s personal budget 

to be used at the manager’s discretion to attend management development programs. 

 In addition, organizations may wish to develop a particular manager’s abilities in a specific 

skill area—perhaps to learn an advanced component of departmental skills, such as interna-

tional bond trading, or to learn the skills necessary to implement total quality management. 

The organization thus pays for managers to attend specialized programs to develop these 

skills. Indeed, one signal that a manager is performing well is an organization’s willingness 

to  invest in that manager’s skill development. Similarly, many nonmanagerial employees 

who are performing at a high level (because they have studied management) are often sent to 

intensive management training programs to develop their management skills and to prepare 

them for promotion to first-level management positions. 

    Human skills    include the general ability to understand, alter, lead, and control the behav-

ior of other individuals and groups. The ability to communicate, to coordinate, and to motivate 

people, and to mold individuals into a cohesive team distinguishes effective from ineffective 

managers. Managers like Scott Parish require a high level of human skills to motivate and 

reward their people. 

 Like conceptual skills, human skills can be learned through education and training, as well 

as be developed through experience. 32  Organizations increasingly use advanced programs 

in leadership skills and team leadership as they seek to capitalize on the advantages of self- 

managed teams. 33  To manage personal interactions effectively, each person in an organization 

needs to learn how to empathize with other people—to understand their viewpoints and the 

problems they face. One way to help managers understand their personal strengths and weak-

nesses is to have their superiors, peers, and subordinates provide feedback about their job 

performance. Thorough and direct feedback allows managers to develop their human skills. 

    Technical skills    are the  job-specific  skills required to perform a particular type of work or 

occupation at a high level. Examples include a manager’s specific manufacturing, account-

ing, marketing, and IT skills. Managers need a range of technical skills to be effective. The 

array of technical skills managers need depends on their position in their organizations. The 

manager of a restaurant, for example, may need cooking skills to fill in for an absent cook, 

accounting and bookkeeping skills to keep track of receipts and costs and to administer the 

payroll, and aesthetic skills to keep the restaurant looking attractive for customers. 

 As noted earlier, managers and employees who possess the same kinds of technical skills 

typically become members of a specific department and are known as, for example, market-

ing managers or manufacturing managers. 34  Managers are grouped into different departments 

because a major part of a manager’s responsibility is to monitor, train, and supervise employ-

ees so their job-specific skills and expertise increase. Obviously this is easier to do when 

employees with similar skills are grouped into the same department because they can learn 

from one another and become more skilled and productive at their particular jobs. 

  Figure 1.5  shows how an organization groups managers into departments on the basis of their 

job-specific skills. It also shows that inside each department, a managerial hierarchy of first-line, 

middle, and top managers emerges. These managers work together on similar tasks in depart-

ments. For example, middle and front-line managers may specialize in areas such as marketing 

and sales, human resource management, accounting, engineering, or production. When the head 

of manufacturing finds that she has no time to supervise computer assembly, she may recruit 

experienced manufacturing middle managers from other companies to assume this responsibility.  

 Today the term    core competency    is often used to refer to the specific set of departmental 

skills, knowledge, and experience that allows one organization to outperform its competi-

tors. In other words, departmental skills that create a core competency give an organization 

a  competitive advantage.  Dell, for example, was the first PC maker to develop a core com-

petency in materials management that allowed it to produce PCs at a much lower cost than 

its competitors—a major source of competitive advantage. Google is well known for its core 

competency in research and development (R&D) that allows it to innovate new products and 

    human skills    The ability to 

understand, alter, lead, and 

control the behavior of other 

individuals and groups.   

    technical skills    The job-

specific knowledge and tech-

niques required to perform an 

organizational role.   

    core competency    The 

specific set of departmental 

skills, knowledge, and experi-

ence that allows one organi-

zation to outperform another.   
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services at a faster rate than its competitors. From computerized glasses to self-driving cars, 

Google has been pioneering the development of technology for the masses. 

 Effective managers need all three kinds of skills—conceptual, human, and technical—to help 

their organizations perform more efficiently and effectively. The absence of even one type of 

managerial skill can lead to failure. One of the biggest problems that people who start small 

businesses confront, for example, is their lack of appropriate conceptual and human skills. 

Someone who has the technical skills to start a new business does not necessarily know how to 

manage the venture successfully. Similarly, one of the biggest problems that scientists or engi-

neers who switch careers from research to management confront is their lack of effective human 

skills. Ambitious managers or prospective managers are constantly in search of the latest educa-

tional contributions to help them develop the conceptual, human, and technical skills they need 

to perform at a high level in today’s changing and increasingly competitive global environment. 

 Developing new and improved skills through education and training has become a priority 

for both aspiring managers and the organizations they work for. Many people are enrolling 

in advanced management courses, and many companies, such as Microsoft, GE, and IBM, 

have established their own colleges to train and develop their employees and managers at all 

levels. Every year these companies put thousands of their employees through management 

programs designed to identify the employees who the company believes have the competen-

cies that can be developed to become its future top managers. Most organizations closely link 

promotion to a manager’s ability to acquire the competencies a particular company believes 

are important. 35  At Apple and 3M, for example, the ability to successfully lead a new product 

development team is viewed as a vital requirement for promotion; at Accenture and IBM, the 

ability to attract and retain clients is viewed as a skill its consultants must possess. We discuss 

the various kinds of skills managers need to develop in most of the chapters of this book.      

 Figure 1.5 

 Types and Levels of Managers  
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 The tasks and responsibilities of managers have been changing dramati-

cally in recent years. Two major factors that have led to these changes are 

global competition and advances in information technology (IT). Stiff 

competition for resources from organizations both at home and abroad has 

put increased pressure on all managers to improve efficiency and effective-

ness. Increasingly, top managers are encouraging lower-level managers 

to look beyond the goals of their own departments and take a cross- 

departmental view to find new opportunities to improve organizational performance. Modern IT 

gives managers at all levels and in all areas access to more and better information and improves 

their ability to plan, organize, lead, and control. IT also gives employees more job-related infor-

mation and allows them to become more skilled, specialized, and productive. 36   

   Restructuring and Outsourcing 
 To utilize IT to increase efficiency and effectiveness, CEOs and top management teams have 

been restructuring organizations and outsourcing specific organizational activities to reduce the 

number of employees on the payroll and make more productive use of the remaining workforce. 

    Restructuring    involves simplifying, shrinking, or downsizing an organization’s opera-

tions to lower operating costs, as Dell, Nokia, and Xerox have been forced to do. The continu-

ing recession that started in 2009 has forced most companies—large and small, and profit and 

nonprofit—to find ways to reduce costs because their customers are spending less money, 

so their revenues decrease. Restructuring can be done by eliminating product teams, shrink-

ing departments, and reducing levels in the hierarchy, all of which result in the loss of large 

numbers of jobs of top, middle, or first-line managers, as well as nonmanagerial employees. 

Modern IT’s ability to improve efficiency has increased the amount of downsizing in recent 

years because IT makes it possible for fewer employees to perform a given task. IT increases 

each person’s ability to process information and make decisions more quickly and accurately, 

for example. U.S. companies are spending over $100 billion a year to purchase advanced IT 

that can improve efficiency and effectiveness. We discuss the many dramatic effects of IT on 

management in Chapter 18 and throughout this book. 

 Restructuring, however, can produce some powerful negative outcomes. It can reduce the 

morale of remaining employees, who worry about their own job security. And top managers of 

many downsized organizations realize that they downsized too far when their employees complain 

they are overworked and when increasing numbers of customers complain about poor service. 37  

    Outsourcing    involves contracting with another company, usually in a low-cost country 

abroad, to have it perform a work activity the organization previously performed itself, such 

as manufacturing, marketing, or customer service. Outsourcing increases efficiency because 

it lowers operating costs, freeing up money and resources that can be used in more effective 

ways—for example, to develop new products. 

 Low-cost global competition dramatically increased outsourcing at the turn of the cen-

tury. In 2013 nearly 2.6 million U.S. jobs were outsourced offshore. India, Indonesia, and 

China were rated as the best outsourcing countries. Companies primarily reported offshore 

outsourcing to control costs and gain access to unavailable resources while freeing up internal 

ones. 38  Tens of thousands of high-paying IT jobs have also moved abroad, to countries like 

India and Russia, where programmers work for one-third the salary of those in the United 

States. Dell employs over 12,000 customer service reps in India, for example. 39  

 Large for-profit organizations today typically employ 10–20 percent fewer people than 

they did 10 years ago because of restructuring and outsourcing. Ford, IBM, AT&T, HP, Dell, 

and DuPont are among the thousands of organizations that have streamlined their operations 

to increase efficiency and effectiveness. The argument is that the managers and employees 

who have lost their jobs will find employment in new and growing U.S. companies where 

their skills and experience will be better utilized. For example, the millions of manufacturing 

jobs that have been lost overseas will be replaced by higher-paying U.S. jobs in the service 

sector that are made possible because of the growth in global trade. At the same time, many 

companies have experienced growing problems with outsourcing in the 2010s, and the move 

to insource jobs (that is, to bring them back to the United States) has been increasing as dis-

cussed in the following “Managing Globally” feature.  

Recent Changes 
in Management 

Practices

    restructuring    Downsizing 

an organization by eliminat-

ing the jobs of large numbers 

of top, middle, and first-line 

managers and nonmanagerial 

employees.   

    outsourcing    Contracting 

with another company, usu-

ally abroad, to have it perform 

an activity the organization 

previously performed itself.   
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 Managing 
Globally 

  Insourcing Is Out at GE’s 
Appliance Division 
 Making headlines by calling outsourcing an “outdated business model,” 40  General 
Electric CEO, Jeff Immelt, is betting on the benefits of insourcing. After trying to sell 
its barely breathing, iconic appliance manufacturing operation located in Louisville, 
Kentucky, just four years ago, the CEO has changed course and invested $1 billion 
to revive it. The story of the about-face illustrates a quickening current in industry: 
Bring jobs back to domestic shores. 

 Built in the 1950s, GE’s famed Appliance Park is a massive manufactur-
ing compound that boasts six factory buildings, a power plant, a dedicated fire 
department, and its own zip code. In its heyday, around the early 1970s, Appli-
ance Park employed 23,000 workers and churned out more than 60,000 appli-
ances a week. In many ways, it stood alongside Detroit as an American pillar of 
manufacturing. 

 But as with many businesses, and for reasons inside and outside its control, it 
couldn’t sustain the growth. It became more beneficial for the company to produce 
many of its appliances overseas to take advantage of lower wage rates and liberal 
trade policies. The hustle and bustle at the facility started to decline in the 1980s, 
1990s, and 2000s, to the point where barely a hum of 1,863 employees turned out 
a trickle of product in 2011. It seemed that GE’s appliance division had outsourced 
itself almost to oblivion, as did the majority of American manufacturing firms over 
the same period. 41  

 However, several factors have brought jobs back to domestic shores over the 
past two years, creating what has become known as America’s “manufacturing 
renaissance.” First, high energy prices abroad have made shipping many prod-
ucts, such as appliances, expensive. Second, increasing wage rates and strength-
ened currencies in nations like China have made labor less competitive compared 
with American wage rates. Third, many states have enacted regulations that are 
more “business friendly,” further reducing costs. Finally, American labor has 
continued to increase in productivity, meaning average U.S. workers produce 
more at an increasingly competitive wage rate. These factors have precipitated 
increased demand for American workers, bringing many jobs back to the States 
from abroad. 

 In GE’s case, the reason to keep jobs on American soil is more about innovation 
than anything else. Whereas a product’s life cycle—refrigerators, microwaves, stoves, 
for example—might previously have lasted, on average, seven years, innovations in 
technology today, especially computer technology, have sped up the cycle to two or 
three years. Smarter versions with neater tricks and gadgets are both on the rise and in 
demand. It no longer makes sense to set up operations overseas when products have 
shorter life cycles—the savings just aren’t there. 

 A notable example of new product technology is the GE GeoSpring water heater. 
This innovative product uses ambient air to heat water with about 40 percent of the 
electricity of a traditional water heater. It can also be controlled using a smartphone. 
The GeoSpring’s technological differentiation is one reason why GE decided to pro-
duce it in Louisville. Specifically, a key concern was that the product would be cop-
ied by competitors in China, reducing the competitive advantage GE hoped to gain 
through this innovation. 

 GE has revived a few of its other manufacturing lines—dishwashers and refrig-
erators, for instance—and has started making some of the component parts for those 
lines as well. It is also producing frontloading washers and dryers, which it has never 
made in the United States. GE and many other companies are finding that the benefits 
of keeping everything in-house—design, manufacturing, sales, marketing—under 
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  Empowerment and Self-Managed Teams 
 The second principal way managers have sought to increase efficiency and effectiveness is 

by empowering lower-level employees and moving to self-managed teams.    Empowerment    

is a management technique that involves giving employees more authority and responsibility 

over how they perform their work activities. The way in which John Deere, the well-known 

tractor manufacturer, empowered its employees illustrates how this technique can help raise 

performance. The employees who assemble Deere’s vehicles possess detailed knowledge 

about how Deere products work. Deere’s managers realized these employees could become 

persuasive salespeople if they were given training. So groups of these employees were given 

intensive sales training and sent to visit Deere’s customers and explain to them how to oper-

ate and service the company’s new products. While speaking with customers, these newly 

empowered “salespeople” also collect information that helps Deere develop new products 

that better meet customers’ needs. The new sales jobs are tem-

porary; employees go on assignment but then return to the pro-

duction line, where they use their new knowledge to find ways 

to improve efficiency and quality. 

 Often companies find that empowering employees can 

lead to so many kinds of performance gains that they use 

their reward systems to promote empowerment. For example, 

Deere’s moves to empower employees were so successful 

that the company negotiated a new labor agreement with its 

employees to promote empowerment. The agreement specifies 

that pay increases will be based on employees’ learning new 

skills and completing college courses in areas such as computer 

programming that will help the company increase efficiency 

and quality. Deere has continued to make greater use of teams 

throughout the 2010s, and its profits have soared because its 

competitors cannot match its user-friendly machines that are 

the result of its drive to respond to its customers’ needs. 

 IT is being increasingly used to empower employees because 

it expands employees’ job knowledge and increases the scope of their job responsibilities. Fre-

quently IT allows one employee to perform a task that was previously performed by many 

employees. As a result, the employee has more autonomy and responsibility. IT also facilitates 

the use of a     self-managed team   , a group of employees who assume collective responsibility for 

organizing, controlling, and supervising their own work activities. 43  Using IT designed to give 

team members real-time information about each member’s performance, a self-managed team 

can often find ways to accomplish a task more quickly and efficiently. Moreover, self-managed 

teams assume many tasks and responsibilities previously performed by first-line managers, so a 

company can better utilize its workforce. 44  First-line managers act as coaches or mentors whose 

job is not to tell employees what to do but to provide advice and guidance and help teams find 

new ways to perform their tasks more efficiently. 45  Using the same IT, middle managers can 

easily monitor what is happening in these teams and make better resource allocation decisions 

as a result. We discuss self-managed teams in more detail in Chapters 2, 10, and 15.      

   LO 1-5  

 Discuss some major 
changes in management 
practices today that have 
occurred as a result of 
globalization and the use 
of advanced information 
technology (IT).  

    empowerment    The expan-

sion of employees’ knowledge, 

tasks, and decision- making 

responsibilities.   

    self-managed team    A 

group of employees who 

assume responsibility for 

organizing, controlling, and 

supervising their own activi-

ties and monitoring the quality 

of the goods and services 

they provide.   

one roof, rather than in different locations far away from each other, ensures the 
highest- quality product and the conditions to foster innovation. 

 How is Appliance Park today? Having just celebrated its 60-year anniversary in 
September 2013, GE estimated that by year-end 2014, 75 percent of the revenue from 
its appliance business would come from its U.S. operations. Its rebound since 2012 
has been impressive.  “ This investment isn’t just a physical transformation, but also 
a demonstration of American productivity and ingenuity,” said GE Appliances Presi-
dent and CEO Chip Blankenship. 42   

Some employees who assemble John Deere tractors 
are also given intensive sales training so they can visit 
customers and explain how to operate and service John 
Deere products.
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  Because the world has been changing more rapidly than ever before, man-

agers and other employees throughout an organization must perform at 

higher and higher levels. 46  In the last 20 years, rivalry between organiza-

tions competing domestically (in the same country) and globally (in coun-

tries abroad) has increased dramatically. The rise of    global  organizations   , 

organizations that operate and compete in more than one country, has 

pressured many organizations to identify better ways to use their resources 

and improve their performance. The successes of the German chemical 

companies Schering and Hoechst, Italian furniture manufacturer Natuzzi, 

Korean electronics companies Samsung and LG, Brazilian plane maker Embraer, and Europe’s 

Airbus Industries are putting pressure on companies in other countries to raise their level of 

performance to compete successfully against these global organizations. 

 Even in the not-for-profit sector, global competition is spurring change. Schools, universi-

ties, police forces, and government agencies are reexamining their operations because look-

ing at how activities are performed in other countries often reveals better ways to do them. 

For example, many curriculum and teaching changes in the United States have resulted from 

the study of methods that Japanese and European school systems use. Similarly, European 

and Asian hospital systems have learned much from the U.S. system—which may be the most 

effective, though not the most efficient, in the world. 

 Today managers who make no attempt to learn from and adapt to changes in the global 

environment find themselves reacting rather than innovating, and their organizations often 

become uncompetitive and fail. 47  Five major challenges stand out for managers in today’s 

world: building a competitive advantage, maintaining ethical standards, managing a diverse 

workforce, utilizing new information systems and technologies, and practicing global crisis 

management. 

  Building Competitive Advantage 
 What are the most important lessons for managers and organizations to learn if they are to 

reach and remain at the top of the competitive environment of business? The answer relates to 

the use of organizational resources to build a competitive advantage.    Competitive  advantage    

is the ability of one organization to outperform other organizations because it produces 

desired goods or services more efficiently and effectively than its competitors. The four build-

ing blocks of competitive advantage are superior  efficiency; quality; speed, flexibility,  and 

  innovation;  and  responsiveness to customers  as  Figure 1.6  shows.  

Challenges for 
Management 

in a Global 
Environment

    global organizations    

Organizations that operate 

and compete in more than 

one country.   

    LO 1-6  

 Discuss the principal 
challenges managers face 
in today’s increasingly 
competitive global 
environment.   

    competitive advantage    

The ability of one organization 

to outperform other organiza-

tions because it produces 

desired goods or services 

more efficiently and effec-

tively than they do.   

 Figure 1.6 

 Building Blocks of Competitive Advantage  
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 Organizations increase their efficiency when they reduce the quantity of resources (such 

as people and raw materials) they use to produce goods or services. In today’s competi-

tive environment, organizations continually search for new ways to use their resources to 

improve efficiency. Many organizations are training their workforces in the new skills and 

techniques needed to operate heavily computerized assembly plants. Similarly, cross-training 

gives employees the range of skills they need to perform many different tasks; and organiz-

ing employees in new ways, such as in self-managed teams, lets them make good use of their 

skills. These are important steps in the effort to improve productivity. Japanese and German 

companies invest far more in training employees than do American or Italian companies. 

 Managers must improve efficiency if their organizations are to compete successfully with 

companies operating in Mexico, China, Malaysia, and other countries where employees are 

paid comparatively low wages. New methods must be devised either to increase efficiency or 

to gain some other competitive advantage—higher-quality goods, for example—if outsourc-

ing and the loss of jobs to low-cost countries are to be prevented. 

 The challenge from global organizations such as Korean electronics manufacturers,  Mexican 

agricultural producers, and European design and financial companies also has increased pres-

sure on companies to develop the skills and abilities of their workforces in order to improve 

the quality of their goods and services. One major thrust to improving quality has been to intro-

duce the quality-enhancing techniques known as  total quality management (TQM).  Employees 

involved in TQM are often organized into quality control teams and are responsible for finding 

new and better ways to perform their jobs; they also must monitor and evaluate the quality of 

the goods they produce. We discuss ways of managing TQM successfully in Chapter 9. 

 Today companies can win or lose the competitive race depending on their  speed —how fast 

they can bring new products to market—or their  flexibility —how easily they can change or alter 

the way they perform their activities to respond to actions of their competitors. Companies that 

have speed and flexibility are agile competitors: Their managers have superior planning and orga-

nizing abilities; they can think ahead, decide what to do, and then speedily mobilize their resources 

to respond to a changing environment. We examine how managers can build speed and flexibility 

in their organizations in later chapters. Agile companies are adept at responding to changes in 

their environments, including change from technological, regulatory, and economic sources. For 

example, entertainment companies like Alcon are seeking ways to more economically produce 

their content amid tightening margins and smaller audiences. One way Alcon is responding to this 

pressure is by expanding into music production that will support its film and television production 

endeavors. Producing music ”in-house” reduces cost, providing Alcon with maximum flexibility 

to use music as it sees fit. Rather than enable other competitors to profit on future music royalties, 

Alcon also retains the rights to its music, keeping the company agile and competitive. 

    Innovation   , the process of creating new or improved goods and services that customers 

want or developing better ways to produce or provide goods and services, poses a special 

challenge. Managers must create an organizational setting in which people are encouraged to 

be innovative. Typically innovation takes place in small groups or teams; management decen-

tralizes control of work activities to team members and creates an organizational culture that 

rewards risk taking. Innovation doesn’t happen by itself; companies have to devote resources 

that enable innovation. These investments are a delicate balancing act. Consider Google. In 

2004 Google was praised for its 80/20 work allocation, where 20 percent of an employee’s 

time was given to work on individual “pet projects.” Consumer hits such as Gmail came from 

this program. But the company recently announced that it was suspending the 80/20 program 

due to productivity concerns. Google had banked on the idea that slack time would enable 

individuals to innovate, but economic realities and productivity needs meant a change in how 

it structured employee work. Instead of a more autonomous approach to innovation, Google 

is now relying on its Google X lab as a formal means of maintaining a competitive edge. 48  

 Organizations compete for customers with their products and services, so training employees 

to be responsive to customers’ needs is vital for all organizations, but particularly for service 

organizations. Retail stores, banks, and hospitals, for example, depend entirely on their employ-

ees to perform behaviors that result in high-quality service at a reasonable cost. 49  As many 

countries (the United States, Canada, and Switzerland are just a few) move toward a more ser-

vice-based economy (in part because of the loss of manufacturing jobs to China, Malaysia, and 

other countries with low labor costs), managing behavior in service organizations is becoming 

increasingly important. Many organizations are empowering their customer service employees 

    innovation    The process 

of creating new or improved 

goods and services or devel-

oping better ways to produce 

or provide them.   
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and giving them the authority to take the lead in providing high-quality customer service. As 

noted previously, empowering nonmanagerial employees and creating self-managed teams 

change the role of first-line managers and lead to more efficient use of organizational resources. 

 Sometimes the best efforts of managers to revitalize their organization’s fortunes fail; and 

faced with bankruptcy, the directors of these companies are forced to appoint a new CEO who 

has a history of success in rebuilding a company.    Turnaround management    is the creation 

of a new vision for a struggling company using a new approach to planning and organizing 

to make better use of a company’s resources and allow it to survive and eventually prosper—

something Apple’s Steve Jobs excelled at. It involves developing radical new strategies such 

as how to reduce the number of products sold or change how they are made and distributed, or 

close corporate and manufacturing operations to reduce costs. Organizations that appoint turn-

around CEOs are generally experiencing a crisis because they have become inefficient or inef-

fective; sometimes this is because of poor management over a continuing period, and sometimes 

it occurs because a competitor introduces a new product or technology that makes their own 

products unattractive to customers. Japanese technology firm Sony once dominated the market 

with a high-visibility brand. In fact, Sony was at the forefront of e-reader technology 10 years 

ago with its Librie, the first e-book reader with an electronic ink display. However, Sony was 

unable to successfully commercialize this technological breakthrough, and rival Amazon now 

commands the e-reader market with its Kindle devices and apps. Although Sony has had a dis-

tinctive competency in technological innovation, it will need strong leadership to help it develop 

the ability to commercialize its innovations in a fiercely competitive technology sector. 50  

 Achieving a competitive advantage requires that managers use all their skills and exper-

tise, as well as their companies’ other resources, to find new and improved ways to improve 

efficiency, quality, innovation, and responsiveness to customers. We revisit this theme often 

as we examine the ways managers plan strategies, organize resources and activities, and lead 

and control people and groups to increase efficiency and effectiveness.  

  Maintaining Ethical and Socially 
Responsible Standards 
 Managers at all levels, especially after the recent economic crisis, are under considerable 

pressure to make the best use of resources to increase the level at which their organizations 

perform. 51  For example, top managers feel pressure from shareholders to increase the perfor-

mance of the entire organization to boost its stock price, improve profits, or raise dividends. 

In turn, top managers may pressure middle managers to find new ways to use organizational 

resources to increase efficiency or quality and thus attract new customers and earn more 

 revenues—and then middle managers hit on their department’s supervisors. 

 Pressure to increase performance can be healthy for an organization because it leads man-

agers to question how the organization is working, and it encourages them to find new and 

better ways to plan, organize, lead, and control. However, too much pressure to perform can 

be harmful. 52  It may induce managers to behave unethically, and even illegally, when dealing 

with people and groups inside and outside the organization. 53  

 A purchasing manager for a nationwide retail chain, for example, might buy inferior cloth-

ing as a cost-cutting measure or ignore the working conditions under which products are made 

to obtain low-priced products. These issues faced the managers of companies that  made foot-

wear and clothing in the 1990s, when customers learned about the sweatshop conditions in 

which garment and shoe workers around the world labored. Today companies such as Nike, 

Walmart, and Apple are trying to stop sweatshop practices and prevent managers abroad from 

adopting work practices that harm their workers. They now employ hundreds of inspectors 

who police the factories overseas that make the products they sell and who can terminate con-

tracts with suppliers when they behave in an unethical or illegal way. Nevertheless, in a 2010 

report Apple revealed that its investigations showed that sweatshop conditions still existed 

in some of the factories it used abroad. Apple said that at least 55 of the 102 factories were 

ignoring Apple’s rule that staff cannot work more than 60 hours a week, for example. Apple 

is continuing its efforts to reduce these abuses. 54  

 Similarly, to secure a large foreign contract, a sales manager in a large company, such as 

in the defense or electronics industry, might offer bribes to foreign officials to obtain lucra-

tive contracts—even though this is against the law. For example, cosmetics manufacturer 

    turnaround management    

The creation of a new vision 

for a struggling company 

based on a new approach to 

planning and organizing to 

make better use of a com-

pany’s resources and allow it 

to survive and prosper.   
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Avon recently announced that it will pay $89–132 million to settle a U.S. bribery probe into 

its development of new markets. Avon is the world’s largest direct sales cosmetics manufac-

turer, and is not alone. Companies like Siemens, KBR/Halliburton, and BAE Systems have 

all settled bribery probes for amounts exceeding $400 million each. 55  

 The issue of social responsibility, discussed in Chapter 4, centers on deciding what obliga-

tions a company has toward the people and groups affected by its activities—such as employ-

ees, customers, or the cities in which it operates. Some companies have strong views about 

social responsibility; their managers believe they should protect the interests of others. But 

some managers may decide to act in an unethical way and put their own interests first, hurting 

others in the process. A recent example showing why managers must always keep the need to 

act in an ethical and socially responsible way at the forefront of their decision making is pro-

filed in the following “Ethics in Action” feature, which discusses Apple and the companies it 

contracts with overseas to make its iPhones and other products.   

Apple suppliers at work in Foxconn Technology Group’s 
Shenzen plant in China. Because of complaints of excessive 
work hours, sex discrimination, and other abuses at Chinese 
facilities, Apple has changed how it monitors its suppliers to 
ensure health and safety guidelines are followed.

  Apple Makes Sure Its Suppliers 
Don’t Fall Too Far from the Tree 

 As a worldwide producer of technology, Apple has to coordinate with suppliers 
throughout the globe. Many of these suppliers have standards of work that differ signif-
icantly from Western expectations, including the use of child labor, workweeks exceed-
ing 60 hours, and work environments that are physically and psychologically crippling. 

 Apple got into some hot water recently over complaints of excessive work hours, 
sex discrimination, and other serious abuses at some of its Chinese facilities. 56  It also 
came under fire for not carefully monitoring work conditions at supplier factories 
in other parts of the globe, specifically those that mine what are known as “conflict 
minerals.” Such minerals—tantalum, gold, tungsten, and tin, for example—are con-
sidered “conflict minerals” because they are found in politically unstable countries 
such as the Democratic Republic of Congo and other African nations. Tantalum, in 
particular, is a much-needed component in cell phone production. The issue of min-
ing in conflict zones has become important enough that in 2012 the Dodd-Frank Act 
required U.S. companies to disclose whether their production materials come from 
such countries and to file a report with Securities and Exchange Commission. 57  

 Apple responded to these events by stepping up its sup-
plier compliance and monitoring efforts. Each year, the com-
pany publishes an annual Report of Supplier Responsibility 
that is available to the public. In the 2014 report, Apple listed 
the extensive measures it is taking to ensure that workers 
throughout its supply chain are treated fairly and safely. It is 
conducting routine and surprise audits (451 in 2013) of sup-
pliers, interviewing workers, reviewing financial statements, 
and monitoring production practices. Apple is also monitor-
ing environmental conditions to ensure that companies sup-
port good health and wellness for their employees. Suppliers 
who fail to meet Apple’s standards risk the loss of its business. 

 The 2014 report showed significant improvement in many 
areas. Specifically, the company reported that 95 percent of 
supplier factories adhere to a less than 60-hour workweek 
and none of its suppliers mined for minerals in war zone 
countries. In addition, Apple started its own Clean Water 
Program that reuses and recycles water at 13 supplier loca-
tions to keep use of this precious resource to a minimum. 58  

 A company touted for its meticulous attention to detail and quality has to ensure 
that it extends that attention throughout its supply chain.  

 Ethics 
in Action 
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  Managing a Diverse Workforce 
 A major challenge for managers everywhere is to recognize the ethical need and legal require-

ment to treat human resources fairly and equitably. Today the age, gender, race, ethnicity, 

religion, sexual preference, and socioeconomic composition of the workforce presents new 

challenges for managers. To create a highly trained and motivated workforce, as well as to 

avoid lawsuits, managers must establish human resource management (HRM) procedures and 

practices that are legal and fair and do not discriminate against any organizational members. 59  

Today most organizations understand that to motivate effectively and take advantage of the 

talents of a diverse workforce, they must make promotion opportunities available to each and 

every employee. 60  Managers must recognize the performance-enhancing possibilities of a 

diverse workforce, such as the ability to take advantage of the skills and experiences of differ-

ent kinds of people. 61  Accenture provides a good example of a company that has utilized the 

potential of its diverse employees. 

 Accenture is a global management consulting company that serves the IT needs of 

thousands of client companies located in over 120 countries around the world. A major 

driving force behind Accenture’s core organizational vision is to manage and promote 

diversity in order to improve employee performance and client satisfaction. At Accenture, 

managers at all levels realize consultants bring distinct experiences, talents, and values 

to their work, and a major management initiative is to take advantage of that diversity to 

encourage collaboration between consultants to improve the service Accenture provides 

to each of its clients. Because Accenture’s clients are also diverse by country, religion, 

ethnicity, and so forth, it tries to match its teams of consultants to the attributes of its 

diverse clients. 

 Accenture provides hundreds of diversity management 

training programs to its consultants each year using its 

13 teams of global human capital and diversity experts, who 

collaborate to create its programs. Accenture also encourages 

each of its consultants to pursue opportunities to “work across 

different geographies, workforces, and generations to create 

agile global leaders.” 62  Thirty-five percent of its workforce 

is composed of women, including 25 percent of its Global 

Management Committees and 3 of 10 corporate board mem-

bers. Accenture also works to accommodate individuals with 

disabilities, as well as promoting an inclusionary environ-

ment for lesbian, gay, bisexual, and transgender employees. 63  

The firm also provides diversity training programs to its sup-

pliers and prospective suppliers around the world to show 

them how diversity can increase their efficiency and effec-

tiveness. In all these ways, Accenture uses its expertise in 

managing diversity to promote individual and organizational  

performance—one reason it has become the most successful and fast-growing consultancy 

company in the world. 

 Managers who value their diverse employees not only invest in developing these employ-

ees’ skills and capabilities but also succeed best in promoting performance over the long run. 

Today more organizations are realizing that people are their most important resource and 

that developing and protecting human resources is the most important challenge for manag-

ers in a competitive global environment. Kevin Rollins, a former CEO of Dell, commented, 

“I’ve seen firsthand the power of a diverse workforce. Leveraging the similarities and dif-

ferences of all team members enables Dell to develop the best products,  provide a superior 

customer experience, and contribute in meaningful ways to the communities where we do 

business.” 64  And as Takahiro Moriguchi of Union Bank of California said when accepting 

a national diversity award for his company when he was its CEO, “By searching for talent 

from among the disabled, both genders, veterans, gay, all ethnic groups and all nationalities, 

we gain access to a pool of ideas, energy, and creativity as wide and varied as the human race 

itself.” 65  We discuss the many issues surrounding the management of a diverse workforce in 

Chapter 5.  

Global consulting company Accenture employs a diverse 
workforce whose talents, values, and experiences match 
those of the clients they serve.
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  Utilizing IT and E-Commerce 
 As we have discussed, another important challenge for managers is to continually utilize effi-

cient and effective new IT that can link and enable managers and employees to better perform 

their jobs—whatever their level in the organization. One example of how IT has changed the 

jobs of people at all organizational levels comes from UPS, where the average UPS driver 

makes 120 deliveries a day, and figuring out the quickest way to navigate all of those stops is 

a problem with economic implications for the shipping company. UPS estimates that a driver 

with 25 packages could choose from 15 trillion trillion different routes! To help it navigate 

these difficult roads, UPS relies on ORION—its On-Road Integrated Optimization and Navi-

gation. ORION is designed to blend GPS navigation and learning to help drivers optimize 

their routes. Of course UPS drivers must also balance promised delivery times, traffic, and 

other factors into their decisions, meaning ORION is a critical technological competency 

helping UPS work effectively and efficiently. To date, UPS estimates that it has saved 85 mil-

lion miles and 100 million minutes due to ORION and other technologies. 66  

 Increasingly, new kinds of IT enable not just individual employees but also self-managed 

teams by giving them important information and allowing virtual interactions around the 

globe using the Internet. Increased global coordination helps improve quality and increase 

the pace of innovation. Microsoft, Hitachi, IBM, and most companies now search for new IT 

that can help them build a competitive advantage. The importance of IT is discussed in detail 

in Chapters 16 and 18, and throughout the text you will find examples of how IT is changing 

the way companies operate.  

  Practicing Global Crisis Management 
 Today another challenge facing managers and organizations is global crisis management. The 

causes of global crises or disasters fall into two main categories: natural causes and human 

causes. Crises that arise because of natural causes include the hurricanes, tsunamis, earthquakes, 

famines, and diseases that have devastated so many countries in the 2000s; hardly any country 

has been untouched by their effects. In 2013 the Philippines were hit by Typhoon Haiyan, the 

strongest recorded storm ever to make landfall. The typhoon killed over 6,000 people and injured 

scores more. Although many nations and businesses rallied to help the people of the Philippines, 

critical roads and infrastructure remain unrepaired, deeply affecting the Filipino economy. 

 Meanwhile, human-created crises result from factors such as industrial pollution, inatten-

tion to employee safety, the destruction of natural habitat or environment, and geopolitical 

tension and terrorism, including war. Human-created crises, such as global warming due to 

emissions of carbon dioxide and other gases, may intensify the effects of natural disasters. 

For example, increasing global temperatures and acid rain may have increased the intensity 

of hurricanes, led to unusually strong rains, and contributed to lengthy droughts. Scientists 

believe that global warming is responsible for the rapid destruction of coral reefs, forests, ani-

mal species, and the natural habitat in many parts of the world. The shrinking polar ice caps 

are expected to raise the sea level by a few critical inches. 

 Increasing geopolitical tensions, which reflect increased globalization, have upset the bal-

ance of world power as nations jockey to protect their economic and political interests. For 

example, the Ukraine’s ouster of its Russian-backed president resulted in a swift military 

response from Russia in the Crimea region. Similar instability can be found elsewhere, and 

results in the need for managers who can interpret and respond to often unpredictable contin-

gencies in a global marketplace. 

 Finally, industrial pollution and limited concern for the health and safety of workers have 

become increasingly significant problems for companies and countries. Companies in heavy 

industries such as coal and steel have polluted millions of acres of land around major cities in 

eastern Europe and Asia; billion-dollar cleanups are necessary. The 1986 Chernobyl nuclear 

power plant meltdown released over 1,540 times as much radiation into the air as occurred at 

Hiroshima; over 50,000 people died as a result, while hundreds of thousands more have been 

affected. In the area of worker health and safety, one example of a company whose manag-

ers paid too little attention to preventing crises is the company that ran the Upper Big Branch 

South Mine in West Virginia, which is discussed in the following “Ethics in Action” feature.  
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  Digging Deep to Promote 
Workplace Safety 

 In 2010 a coal mine called the Upper Big Branch South Mine exploded in West Virginia. 
Twenty-nine miners were killed in a massive explosion. The tragic accident shocked 
and saddened the entire country and brought the issue of mine safety to the national 
forefront. Massey Energy, the company that managed the mine, was cited at fault by the 
Mine Health and Safety Administration (MHSA), which is part of the U.S. Department 
of Labor. MHSA’s report blamed Massey’s lax oversight and management practices as 
the underlying cause of the tragedy. 67  The Governor’s Independent Investigation Panel, 
set up by the governor of West Virgina, Joe Manchin III, also faulted Massey. 68  

 To get some context, coal mining is one of the most dangerous jobs in the world. 
Coal is located deep underground, so miners often work in cramped quarters some-
times several miles below the earth’s surface, where conditions are inhospitable. 
Miners have to build shafts (roads) that provide access and allow extraction. Manag-
ing the construction of these underground roads is critical to ensure that they support 
the heavy industrial equipment needed to get the coal out. As coal is extracted, poten-
tially explosive methane gas is released into the air, where it interacts with coal dust. 
Air quality must be monitored and maintained to reduce the potential for explosions. 

 A sudden inundation of methane gas is believed to have started the Upper Big 
Branch mine explosion, but MHSA went even further in its report, sending the blame 
to Massey’s top management. Joseph A. Main, Assistant Secretary at MSHA, wrote, 
“Every time Massey sent miners into the UBB Mine, Massey put those miners’ lives 
at risk. Massey management created a culture of fear and intimidation in their miners 
to hide their reckless practices. [This] report brings to light the tragic consequences of 
a corporate culture that values production over people.” 69  

 Specific violations cited by MHSA against Massey were its management policies 
of intimidating miners, its warning of impending inspections in advance, and its not 
disclosing known hazards in the mine in official reports. Two other investigations 
found that worn and broken equipment, including clogged and broken water sprayers, 
contributed to the blast. 70  

 The GIIP report also concluded that management at Massey was to blame: “The 
April 5, 2010, explosion was not something that happened out of the blue, an event 
that could not have been anticipated or prevented. It was, to the contrary, a com-
pletely predictable result for a company that ignored basic safety standards and put 
too much faith in its own mythology.” 71  Massey CEO Don Blankenship was fired in 
2014 with the release of a documentary asserting that MSHA pressured his company 
to install an adequate ventilation system at the mine. This was the first time the com-
pany had publicly taken a strong defensive stance. 

 Massey’s management overlooked critical information that would have potentially 
reduced the risk of an explosion, and the lack of leadership and careful control led to a 
tragic disaster. Massey Energy was acquired by Alpha Natural Resources, which settled 
a $210 million agreement to provide restitution to families and fund mine safety research. 
In January 2014 West Virginia Governor Earl Ray Tomblin released an 85-page report 
detailing new regulations and resources to promote safety in mines. These actions high-
light the importance of partnership between industry and government. 

 Indeed, mine safety reflects a long history of coordinated efforts of mining com-
panies, labor organizations, local communities, and government. In 1910 Congress 
created the U.S. Bureau of Mines, which was charged with investigating accidents, 
advising industry, conducting production and safety research, and educating workers 
(and their management) on best practices on avoiding and handling accidents. Addi-
tional legislation has been enacted to protect miners, including the Federal Coal Mine 
Health and Safety Act of 1969, the Federal Mine Safety and Health Act of 1977, and 
the Mine Improvement and New Emergency Response Act of 2006. 72  

 Ethics 
in Action 



Free ebooks ==>   www.ebook777.com
 Managers and Managing 27

  WHAT IS MANAGEMENT?  A manager is a person responsible for 

supervising the use of an organization’s resources to meet its goals. An orga-

nization is a collection of people who work together and coordinate their 

actions to achieve a wide variety of goals. Management is the process of 

using organizational resources to achieve organizational goals effectively 

and efficiently through planning, organizing, leading, and controlling. An efficient organization 

makes the most productive use of its resources. An effective organization pursues appropriate goals 

and achieves these goals by using its resources to create goods or services that customers want. 

  MANAGERIAL TASKS    The four principal managerial tasks are planning, organizing, 

leading, and controlling. Managers at all levels of the organization and in all departments 

perform these tasks. Effective management means managing these activities successfully. 

  LEVELS AND SKILLS OF MANAGERS    Organizations typically have three levels of 

management. First-line managers are responsible for the day-to-day supervision of non-

managerial employees. Middle managers are responsible for developing and utilizing orga-

nizational resources efficiently and effectively. Top managers have cross-departmental 

responsibility. Three main kinds of managerial skills are conceptual, human, and technical. 

The need to develop and build technical skills leads organizations to divide managers into 

departments according to their job-specific responsibilities. Top managers must establish 

appropriate goals for the entire organization and verify that department managers are using 

resources to achieve those goals. 

  RECENT CHANGES IN MANAGEMENT PRACTICES    To increase efficiency and 

effectiveness, many organizations have altered how they operate. Managers have restruc-

tured and downsized operations and outsourced activities to reduce costs. Companies are also 

empowering their workforces and using self-managed teams to increase efficiency and effec-

tiveness. Managers are increasingly using IT to achieve these objectives. 

  CHALLENGES FOR MANAGEMENT IN A GLOBAL ENVIRONMENT    Today’s 

competitive global environment presents many interesting challenges to managers. One of the 

main challenges is building a competitive advantage by increasing efficiency; quality; speed, 

flexibility, and innovation; and customer responsiveness. Other challenges include behaving 

in an ethical and socially responsible way toward people inside and outside the organization, 

managing a diverse workforce, utilizing new IT, and practicing global crisis management.  

 LO1-1 

Summary and 
Review

 LO1-2 

 LO1-3, 1-4 

 LO1-5 

 LO1-6 

 Management has an important role to play in helping people, organizations, and countries 

respond to global crises; such crises provide lessons in how to plan, organize, lead, and con-

trol the resources needed to both forestall and respond effectively to a crisis. Crisis manage-

ment involves making important choices about how to (1) create teams to facilitate rapid 

decision making and communication, (2) establish the organizational chain of command and 

reporting relationships necessary to mobilize a fast response, (3) recruit and select the right 

people to lead and work in such teams, and (4) develop bargaining and negotiating strategies 

to manage the conflicts that arise whenever people and groups have different interests and 

objectives. How well managers make such decisions determines how quickly an effective 

response to a crisis can be implemented, and it sometimes can prevent or reduce the severity 

of the crisis itself.        

 MSHA works to help companies create and maintain a safe working environment 
for miners. Today it reports that accident injury rates have dropped to historic lows 
thanks to safer equipment and better safety programs, as well as “more cooperative 
attitude[s] toward safety issues by the mining industry, labor and government.” 73  
Still, greater efforts must be made to ensure that American mining is as safe as pos-
sible for miners and their families.  
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  Management in Action    
  Topics for Discussion and Action 

  Discussion  

    1.  Describe the difference between efficiency and 

effectiveness, and identify real organizations that you 

think are, or are not, efficient and effective.  [LO1-1]   

    2.  In what ways can managers at each of the three levels 

of management contribute to organizational efficiency 

and effectiveness?  [LO1-3]   

    3.  Identify an organization that you believe is high-

performing and one that you believe is low-

performing. Give five reasons why you think the 

performance levels of the two organizations differ so 

much.  [LO1-2, 1-4]   

    4.  What are the building blocks of competitive 

advantage? Why is obtaining a competitive advantage 

important to managers?  [LO1-5]   

    5.  In what ways do you think managers’ jobs have 

changed the most over the last 10 years? Why have 

these changes occurred?  [LO1-6]   

    Action  

    6.  Choose an organization such as a school or a bank; 

visit it; then list the different organizational resources 

it uses. How do managers use these resources to 

maintain and improve its performance?  [LO1-2, 1-4]   

    7.  Visit an organization, and talk to first-line, middle, and 

top managers about their respective management 

roles in the organization and what they do to help the 

organization be efficient and effective.  [LO1-3, 1-4]   

    8.  Ask a middle or top manager, perhaps someone you 

already know, to give examples of how he or she 

performs the managerial tasks of planning, organizing, 

leading, and controlling. How much time does he or 

she spend in performing each task?  [LO1-3]   

    9.  Like Mintzberg, try to find a cooperative manager who 

will allow you to follow him or her around for a day. List 

the roles the manager plays, and indicate how much 

time he or she spends performing them.  [LO1-3, 1-4]   

      Building Management Skills    
  Thinking about Managers and Management  [LO1-2, 1-3, 1-4]  

  Think of an organization that has provided you with work 

experience and the manager to whom you reported (or 

talk to someone who has had extensive work experience); 

then answer these questions:  

     1.  Think about your direct supervisor. Of what 

department is he or she a member, and at what level 

of management is this person?  

    2.  How do you characterize your supervisor’s approach 

to management? For example, which particular 

management tasks and roles does this person 

perform most often? What kinds of management skills 

does this manager have?  

    3.  Do you think the tasks, roles, and skills of your 

supervisor are appropriate for the particular job he or 

she performs? How could this manager improve his 

or her task performance? How can IT affect this?  

    4.  How did your supervisor’s approach to management 

affect your attitudes and behavior? For example, 

how well did you perform as a subordinate, and how 

motivated were you?  

    5.  Think about the organization and its resources. Do its 

managers use organizational resources effectively? 

Which resources contribute most to the organization’s 

performance?  

    6.  Describe how the organization treats its human 

resources. How does this treatment affect the 

attitudes and behaviors of the workforce?  

    7.  If you could give your manager one piece of advice or 

change one management practice in the organization, 

what would it be?  

    8.  How attuned are the managers in the organization to 

the need to increase efficiency, quality, innovation, 

or responsiveness to customers? How well do you 

think the organization performs its prime goals of 

providing the goods or services that customers want 

or need the most?     
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  Managing Ethically  [LO1-1, 1-3]     

  T
 hink about an example of unethical behavior that you 

observed in the past. The incident could be something 

you experienced as an employee or a customer or some-

thing you observed informally. 

  Questions  

    1.  Either by yourself or in a group, give three reasons 

why you think the behavior was unethical. For 

example, what rules or norms were broken? Who 

benefited or was harmed by what took place? What 

was the outcome for the people involved?  

    2.  What steps might you take to prevent such unethical 

behavior and encourage people to behave in an 

ethical way?     

  Small Group Breakout Exercise    [LO1-2, 1-3, 1-4]  
  Opening a New Restaurant 

  Form groups of three or four people, and appoint one group member as the spokesperson who will communicate 

your findings to the entire class when called on by the instructor. Then discuss the following scenario:  

  Y
 ou and your partners have decided to open a large 

full-service restaurant in your local community; it will 

be open from 7 a.m. to 10 p.m. to serve breakfast, lunch, 

and dinner. Each of you is investing $50,000 in the venture, 

and together you have secured a bank loan for $300,000 to 

begin operations. You and your partners have little expe-

rience in managing a restaurant beyond serving meals or 

eating in restaurants, and you now face the task of decid-

ing how you will manage the restaurant and what your 

respective roles will be. 

     1.  Decide what each partner’s managerial role in 

the restaurant will be. For example, who will be 

responsible for the necessary departments and 

specific activities? Describe your managerial 

hierarchy.  

    2.  Which building blocks of competitive advantage 

do you need to establish to help your restaurant 

succeed? What criteria will you use to evaluate how 

successfully you are managing the restaurant?  

    3.  Discuss the most important decisions that must be 

made about (a) planning, (b) organizing, (c) leading, 

and (d) controlling to allow you and your partners to 

use organizational resources effectively and build a 

competitive advantage.  

    4.  For each managerial task, list the issues to solve, and 

decide which roles will contribute the most to your 

restaurant’s success.     

  Exploring the World Wide Web  [LO1-2]     

  G
 o to the Curb Records website at  www.curb.com , 

click on “About Us,” and then go to Mike Curb’s biog-

raphy. Feel free to peruse his personal website, and search 

this website for information that describes his approach 

to planning, organizing, leading, and controlling Curb 

Records. What is his approach to managing? What values 

help define him as a manager?  

  Be the Manager    [LO1-2, 1-5]  
  Problems at Achieva 

  Y
 ou have just been called in to help managers at Achieva, 

a fast-growing Internet software company that special-

izes in business-to-business (B2B) network software. Your 

job is to help Achieva solve some management problems 

that have arisen because of its rapid growth. 

 Customer demand to license Achieva’s software has 

boomed so much in just two years that more than 50 new 

software programmers have been added to help develop 

a new range of software products. Achieva’s growth has 

been so swift that the company still operates informally, 

its organizational structure is loose and flexible, and pro-

grammers are encouraged to find solutions to problems 
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as they go along. Although this structure worked well in 

the past, you have been told that problems are arising. 

 There have been increasing complaints from employees 

that good performance is not being recognized in the orga-

nization and that they do not feel equitably treated. More-

over, there have been complaints about getting managers 

to listen to their new ideas and to act on them. A bad atmo-

sphere is developing in the company, and recently sev-

eral talented employees left. Your job is to help Achieva’s 

managers solve these problems quickly and keep the com-

pany on the fast track. 

  Questions 

     1.  What kinds of organizing and controlling problems is 

Achieva suffering from?  

    2.  What kinds of management changes need to be made 

to solve them?      

New York Magazine, Case in the 
News [LO1-1, 1-2, 1-6]

Elon Musk Is in an Empire State of Mind

T
here’s a trend in tech these days of 

trying to own as little as possible. 

Companies like Uber and Airbnb have 

become billion-dollar behemoths by 

employing what’s called the “platform-

only” model, which involves outsourc-

ing the messy work of owning cars and 

operating hotels to a network of “inde-

pendent contractors.” These compa-

nies have learned that doing business 

as a middleman is much easier than 

being a full-service supplier—just build 

the software that matches buyers and 

sellers, take a cut of each transaction, 

and get out of the way.

Elon Musk, the billionaire entre-

preneur behind SpaceX and Tesla 

Motors, is taking the opposite tack.

Musk’s solar-panel company, 

SolarCity, announced this week that 

it is acquiring Silevo, a maker of 

high-quality solar panels. Until now, 

SolarCity had bought cheap photo-

voltaic panels from outside suppli-

ers and leased them to customers 

at a markup. Now it’s going to start 

making its own, at one of the largest 

solar-panel factories in the world.

Musk used to be known primarily 

as an inventor. But these days, he’s 

in his empire-building phase, taking 

on the less flashy work of building the 

infrastructure required to support all 

his crazy inventions at scale. His car 

company, Tesla Motors, is building a 

“gigafactory” for electric-car batteries 

in a to-be-determined state in the 

southwest U.S., which will power 

its electric vehicles as well as those 

of competitors. SolarCity plans to 

plant its manufacturing flag in Buf-

falo, New York, expanding a Silevo 

factory that was already in prog-

ress there. Being in Buffalo will give 

the company a foothold on the east 

coast, and, it hopes, allow SolarCity 

to keep up with increasing demand 

for solar panels. Naturally, Governor 

Cuomo is crowing, calling the merger 

a “landmark investment and eco-

nomic game-changer taking place in 

the new western New York.”

Why Buffalo? Well, as with much 

of the green-energy industry to date, 

SolarCity’s decision comes down to 

government subsidies. New York 

State has already committed to 

spending $225 million on a high-tech 

complex in the city, at the site of the 

former Republic Steel mill, where the 

Silevo plant-in-progress is located. 

The state is hammering out additional 

subsidies and perks for the new fac-

tory, which could create as many as 

a thousand jobs in the Buffalo region 

and make New York state an impor-

tant locus of green-energy innovation.

Musk’s manufacturing push 

comes at an odd time in the solar-

energy industry. Prices on solar 

panels have been falling for years, 

in part owing to an influx of Chinese 

manufacturers that flooded the mar-

ket with cheap panels. SolarCity has 

been hoovering up these panels and 

leasing them out at a markup to its 

American customers. But now, it 

wants to out-China China, and bring 

the economics of solar-panel installa-

tion even further in its favor. “If we do 

the manufacturing ourselves and take 

advantage of some different technol-

ogy, our costs will be lower,” Peter 

Rive, Musk’s cousin and SolarCity’s 

co-founder, told Bloomberg Busi-

nessweek. Saving on panel produc-

tion costs will be especially important 

if, as expected by many, the solar-

power industry loses some of its 

more generous forms of government 

subsidy in the coming years.

Eventually, Musk and Rive hope 

to raise Silevo’s production capacity 

to 1,000 megawatts. (It’s currently at 

32.) And they hope that the combined 

SolarCity-Silevo will be able to fix 

one of the big problems with today’s 

solar-panel market—too much sup-

ply, too little demand—by making it 

as easy and cost-efficient as possible 

for people to get solar panels installed 

on their homes. SolarCity is already 

installing one out of every three solar 

panels in the U.S., and it hopes to 

become even more dominant in the 

years ahead by doing essentially 

what Tesla wants to do for cars: con-

trol every step of the manufacturing 
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and sales process, and make the bar-

riers to entry as low as possible.

“What we are trying to address is 

not the lay of the land today,” the com-

pany wrote in a  blog post, “but how 

we see the future developing. Without 

decisive action to lay the groundwork 

today, the massive volume of afford-

able, high efficiency panels needed for 

unsubsidized solar power to outcom-

pete fossil fuel grid power simply will 

not be there when it is needed.”

It’s a risky bet for Musk and Solar-

City. It’s also a bet for Governor 

Cuomo, who could face repercussions 

if the Buffalo solar push doesn’t go as 

expected. California has been sub-

sidizing solar-panel installations for 

years, and while a significant portion 

of the state’s energy now comes from 

solar, progress has taken longer than 

expected, and critics of the industry’s 

setbacks have been numerous.

Cuomo has already proven he’s 

a Musk fan — earlier this year, he 

helped broker a deal that allowed 

Tesla to keep its retail locations in 

New York amid pressure from auto-

motive dealers to shut them down. 

And by sponsoring the Buffalo energy 

complex, he gets the best of both 

worlds _ the promise of hundreds of 

new manufacturing jobs in upstate 

New York, where the unemployment 

rate is hovering around 8 percent, 

and the appearance of having built a 

tech-friendly innovation zone in a time 

when every city wants one.

Plus, with SolarCity building pan-

els in Buffalo, New York will get a 

front-row seat for Musk’s “build it and 

they will come” approach to infra-

structure creation. Which is proving 

to be the hottest ticket around.

Source: Kevin Roose, “Elon Musk is in an Empire 

State of Mind,” New York Magazine, June 22, 

2014. Copyright © 2014 New York Media.

Questions for 

Discussion

 1. What management challenges is 

Elon Musk facing as he prepares 

SolarCity to make its own solar 

panels?

 2. How is Elon Musk responding to 

these challenges?

 3. Search the web. How is 

SolarCity performing?
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   LO2-1  Describe how the need to increase organizational efficiency and effectiveness 
has guided the evolution of management theory. 

   LO2-2  Explain the principle of job specialization and division of labor, and tell why the 
study of person–task relationships is central to the pursuit of increased efficiency. 

   LO2-3  Identify the principles of administration and organization that underlie effective 
organizations. 

   LO2-4  Trace the changes in theories about how managers should behave to motivate 
and control employees. 

   LO2-5  Explain the contributions of management science to the efficient use of 
organizational resources. 

   LO2-6  Explain why the study of the external environment and its impact on an 
organization has become a central issue in management thought.  

 The Evolution of Management 
Thought 

 CHAPTER 2 

   Learning Objectives 

  After studying this chapter, you should be able to:  
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CEO Jeffrey Immelt has been trying to change GE’s competitive 

position by simplifying its operations and focusing on manufacturing 

physical products.

 What is the best way to maintain a 

 competitive edge? More than ever before, 

companies must learn how to adapt and remain 

competitive in a changing global  marketplace. 

General Electric is one example. It is a highly 

diversified global company that makes every-

thing from lightbulbs and refrigerators to loco-

motives and aircraft engines. It also has finance 

businesses, and it runs power plants. 

 The company was created in 1892 

from the merger of two companies: the 

 Edison General Electric Company and the 

Thomas-Houston Company. (It is the only 

company included in the original 1896 Dow 

Jones Industrial Index that is still included 

today.) Thomas Edison and Charles Coffin 

 pioneered the development of the incandes-

cent lightbulb, which heats a filament wire, 

using electricity, until it emits light. The fila-

ment is protected from oxidation by a glass 

bulb that contains inert gas or a vacuum. 

General Electric was not the first company 

to produce and sell such bulbs and related 

electrical equipment. However, Edison and 

Coffin used their combined expertise and 

patents to produce practical, affordable 

lightbulbs relatively easily, which gave them 

a competitive advantage. 

 Originally General Electric produced 

 lightbulbs and related electrical equipment at 

its headquarters in Schenectady, New York. 

Over the years it has expanded to serve 

customers in more than 160 nations with a 

lineup of multiple businesses and  several 

hundred products. To do this, General 

Electric draws on the talents of more than 

300,000 employees. 

 General Electric’s birth as a merger 

established a pattern for quick growth by 

diversifying its businesses through merger 

and acquisition of other firms, as well as 

   A MANAGER’S CHALLENGE 

   Simplification and Excellence at General Electric      
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developing new business portfolios. In 1911 

GE bought the National Electric Lamp Asso-

ciation, which strengthened its distribution 

and product portfolio. A few short years 

later, in 1919, GE formed the Radio Corpo-

ration of America (RCA). RCA was intended 

to operate as a retailer for General Electric’s 

radios, but grew into a large business of its 

own. Since then General Electric has diversi-

fied into aircraft engines, computers, medi-

cal technology, entertainment, wind power, 

appliances, and even petroleum extraction 

products. It also maintains financial stakes in 

banking and finance. 

 One challenge inherent in this growth is the 

incredible complexity of managing multiple 

businesses in different industries across the 

globe. As businesses like General Electric 

grow in size and scope, they often become 

cumbersome to manage. To be consistent 

across its operations, these businesses can 

become highly formalized and bureaucratic. 

This management style enables the company 

to maintain control over its operations. How-

ever, it can also impede the company’s ability 

to respond to changing market dynamics and 

competitive realities. Because General Elec-

tric competes in multiple industries, it must 

work hard to stay flexible in the face of mul-

tiple competitors. 

 Large companies also struggle to maintain 

a competitive edge with innovation because 

new products or offerings must be approved 

by layers of formal bureaucracy, which slows 

down the process. Since companies often 

compete to bring products to market first, 

the size and formal bureaucracy of an orga-

nization can be a stumbling block. For exam-

ple, even though a General Electric engineer, 

Edward Hammer, developed the spiral com-

pact fluorescent light (CFL) in the 1970s, 

General Electric’s management decided to 

shelve the project due to cost concerns. 

Today incandescent bulbs are being phased 

out in favor of CFLs, and GE has lost ground 

to competitors like Philips. 

 It is in this competitive environment that 

General Electric CEO Jeffrey Immelt noted 

the need for GE to change. First, Immelt 

cited the importance of embracing a culture 

of simplification and manufacturing excel-

lence. He is steering the company toward a 

focus on the manufacture of physical prod-

ucts, and a reduction in its lines of business. 

He noted that customers demand smarter 

and faster service. With regard to simplifica-

tion, Immelt said, “The biggest risks at GE 

are the inability to seize market opportuni-

ties. Simplification is making us more com-

petitive.” 1  He also commented, “This is not 

a reorganization or an initiative. Rather, it 

defines the way we make decisions, work 

together, and work with our customers. We 

are focused on efficiency, speed, and market 

impact. We are driving decisions closer to 

markets and making our teams accountable 

for outcomes, not process.” 2  

 One effort to simplify General Electric 

involves reducing the firm’s exposure to risk 

in economic markets. GE Capital is the finan-

cial arm of the corporation, and it took on 

risky bets that hurt its parent company dur-

ing the recent economic downturn. Immelt 

and General Electric’s managers are work-

ing to divest its financial assets so that the 

firm has less exposure to economic risk. For 

example, GE Capital recently sold a Swiss 

subsidiary that had a successful initial public 

offering. Normally, companies like General 

Electric would be pursuing these start-up 

firms, but managers like Immelt realize that 

such acquisitions can distract the company 

from its core businesses. 

 General Electric has also divested other 

businesses, including insurance and media. 

In 2013 Comcast purchased General 
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  As this sketch of the evolution of management thinking at General Elec-

tric suggests, changes in management practices occur as managers, theo-

rists, researchers, and customers look for ways to increase how efficiently 

and effectively products can be made. The driving force behind the evolution of management 

theory is the search for better ways to use organizational resources to make goods and ser-

vices. Advances in management thought typically occur as managers and researchers find 

better ways to perform the principal management tasks: planning, organizing, leading, and 

controlling human and other organizational resources. 

 In this chapter we examine how management thought has evolved in modern times and 

the central concerns that have guided ongoing advances in management theory. First we 

examine the so-called classical management theories that emerged around the turn of the 

20th century. These include scientific management, which focuses on matching people and 

tasks to maximize efficiency, and administrative management, which focuses on identifying 

the principles that will lead to the creation of the most efficient system of organization and 

management. Next we consider behavioral management theories developed both before and 

after World War II; these focus on how managers should lead and control their workforces to 

increase performance. Then we discuss management science theory, which developed during 

World War II and has become increasingly important as researchers have developed rigorous 

analytical and quantitative techniques to help managers measure and control organizational 

performance. Finally, we discuss changes in management practices from the middle to the 

late 20th century and focus on the theories developed to help explain how the external envi-

ronment affects the way organizations and managers operate. 

 By the end of this chapter you will understand how management thought and theory have 

evolved over time. You will also understand how economic, political, and cultural forces 

have affected the development of these theories and how managers and their organizations 

have changed their behavior as a result. In  Figure 2.1  we summarize the chronology of the 

management theories discussed in this chapter.        

  The evolution of modern management began in the closing decades of 

the 19th century, after the industrial revolution had swept through Europe 

and America. In the new economic climate, managers of all types of 

organizations—political, educational, and economic—were trying to 

find better ways to satisfy customers’ needs. Many major economic, 

technical, and cultural changes were taking place at this time. The intro-

duction of steam power and the development of sophisticated machinery 

and equipment changed how goods were produced, particularly in the weaving and clothing 

industries. Small workshops run by skilled workers who produced hand-manufactured prod-

ucts (a system called  crafts production ) were being replaced by large factories in which 

sophisticated machines controlled by hundreds or even thousands of unskilled or semiskilled 

Overview

Scientific 
Management 

Theory

Electric’s remaining stake in NBCUniver-

sal, an entertainment production company. 

Although NBCUniversal is profitable, Immelt 

and General Electric’s management believed 

that the business did not reflect the manu-

facturing core GE wanted to spend its ener-

gies and resources on. These divestitures 

have changed General Electric’s focus to 

businesses such as aircraft engines and refin-

ing equipment, and have helped the com-

pany simplify its management processes. 3  

 Time will tell whether these actions 

change General Electric’s competitive posi-

tion, but GE is betting on changes in man-

agement to help move the company forward 

in the next century.         
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workers made products. For example, raw cotton and wool, which in the past had been spun 

into yarn by families or whole villages working together, were now shipped to factories where 

workers operated machines that spun and wove large quantities of yarn into cloth. 

 Owners and managers of the new factories found themselves unprepared for the chal-

lenges accompanying the change from small-scale crafts production to large-scale mecha-

nized manufacturing. Moreover, many managers and supervisors in these workshops and 

factories were engineers who had only a technical orientation. They were unprepared for 

the social problems that occur when people work together in large groups in a factory or 

shop system. Managers began to search for new techniques to manage their organizations’ 

resources, and soon they began to focus on ways to increase the efficiency of the worker–

task mix. 

  Job Specialization and the Division of Labor  
 Initially management theorists were interested in why the new machine shops and factory 

system were more efficient and produced greater quantities of goods and services than older 

crafts-style production operations. Nearly 200 years before, Adam Smith had been one of the 

first writers to investigate the advantages associated with producing goods and services in 

factories. A famous economist, Smith journeyed around England in the 1700s studying the 

effects of the industrial revolution. 4  In a study of factories that produced various pins or nails, 

Smith identified two different manufacturing methods. The first was similar to crafts-style 

production, in which each worker was responsible for all the 18 tasks involved in producing a 

pin. The other had each worker performing only one or a few of these 18 tasks. 

 Smith found that the performance of the factories in which workers specialized in only one 

or a few tasks was much greater than the performance of the factory in which each worker 

performed all 18 pin-making tasks. In fact, Smith found that 10 workers specializing in a par-

ticular task could make 48,000 pins a day, whereas those workers who performed all the tasks 

could make only a few thousand. 5  Smith reasoned that this performance difference occurred 

because the workers who specialized became much more skilled at their specific tasks and 

as a group were thus able to produce a product faster than the group of workers who each 

performed many tasks. Smith concluded that increasing the level of    job specialization   —

the process by which a division of labor occurs as different workers specialize in tasks—

improves efficiency and leads to higher organizational performance. 6  

 Armed with the insights gained from Adam Smith’s observations, other managers and 

researchers began to investigate how to improve job specialization to increase performance. 

Management practitioners and theorists focused on how managers should organize and 

control the work process to maximize the advantages of job specialization and the division 

of labor.  

 LO2-1 

 Describe how the need 
to increase organizational 
efficiency and effectiveness 
has guided the evolution of 
management theory. 

 LO2-2 

 Explain the principle of job 
specialization and division of 
labor, and tell why the study 
of person–task relationships 
is central to the pursuit of 
increased efficiency. 

job specialization The 

process by which a division 

of labor occurs as different 

workers specialize in different 

tasks over time.

 Figure 2.1 
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  F. W. Taylor and Scientific 
Management 
 Frederick W. Taylor (1856–1915) is best known for defining the tech-

niques of    scientific management,    the systematic study of relationships 

between people and tasks for the purpose of redesigning the work process 

to increase efficiency. Taylor was a manufacturing manager who eventu-

ally became a consultant and taught other managers how to apply his sci-

entific management techniques. Taylor believed that if the amount of time 

and effort that each worker expends to produce a unit of output (a finished 

good or service) can be reduced by increasing specialization and the divi-

sion of labor, the production process will become more efficient. Accord-

ing to Taylor, the way to create the most efficient division of labor could 

best be determined by scientific management techniques rather than by 

intuitive or informal rule-of-thumb knowledge. Based on his experiments 

and observations as a manufacturing manager in a variety of settings, he 

developed four principles to increase efficiency in the workplace:

scientific management 

The systematic study of rela-

tionships between people 

and tasks for the purpose of 

redesigning the work process 

to increase efficiency.

  Frederick W. Taylor, founder of scientific man-
agement, and one of the first people to study the 
behavior and performance of people at work. 

    • Principle 1:  Study the way workers perform their tasks, gather all 

the informal job knowledge that workers possess, and experiment 

with ways of improving how tasks are performed.      

 To discover the most efficient method of performing specific tasks, 

Taylor studied in great detail and measured the ways different workers 

went about performing their tasks. One of the main tools he used was a time-and-motion 

study, which involves the careful timing and recording of the actions taken to perform a par-

ticular task. Once Taylor understood the existing method of performing a task, he then experi-

mented to increase specialization. He tried different methods of dividing and coordinating the 

various tasks necessary to produce a finished product. Usually this meant simplifying jobs 

and having each worker perform fewer, more routine tasks, as at the pin factory or on a car 

assembly line. Taylor also sought to find ways to improve each worker’s ability to perform a 

particular task—for example, by reducing the number of motions workers made to complete 

the task, by changing the layout of the work area or the type of tools workers used, or by 

experimenting with tools of different sizes. 

    • Principle 2:  Codify the new methods of performing tasks into written rules and standard 

operating procedures.  

 Once the best method of performing a particular task was determined, Taylor speci-

fied that it should be recorded so this procedure could be taught to all workers performing 

the same task. These new methods further standardized and simplified jobs—essentially 

making jobs even more routine. In this way efficiency could be increased throughout an 

organization.  

   • Principle 3:  Carefully select workers who possess skills and abilities that match the needs 

of the task, and train them to perform the task according to the established rules and 

procedures.  

 To increase specialization, Taylor believed workers had to understand the tasks that were 

required and be thoroughly trained to perform the tasks at the required level. Workers who 

could not be trained to this level were to be transferred to a job where they were able to reach 

the minimum required level of proficiency. 7   

   • Principle 4:  Establish a fair or acceptable level of performance for a task, and then 

develop a pay system that rewards performance above the acceptable level.    

 To encourage workers to perform at a high level of efficiency, and to give them an 

incentive to reveal the most efficient techniques for performing a task, Taylor advocated 

that workers benefit from any gains in performance. They should be paid a bonus and 

receive some percentage of the performance gains achieved through the more efficient 

work process. 8  
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 By 1910 Taylor’s system of scientific management had become nationally known and in 

many instances was faithfully and fully practiced. 9  However, managers in many organizations 

chose to implement the new principles of scientific management selectively. This decision ulti-

mately resulted in problems. For example, some managers using scientific management obtained 

increases in performance, but rather than sharing performance gains with workers through 

bonuses as Taylor had advocated, they simply increased the amount of work that each worker 

was expected to do. Many workers experiencing the reorganized work system found that as their 

performance increased, managers required that they do more work for the same pay. Workers 

also learned that performance increases often meant fewer jobs and a greater threat of layoffs 

because fewer workers were needed. In addition, the specialized, simplified jobs were often 

monotonous and repetitive, and many workers became dissatisfied with their jobs. 

 Scientific management brought many workers more hardship than gain and a distrust of 

managers who did not seem to care about workers’ well-being. 10  These dissatisfied workers 

resisted attempts to use the new scientific management techniques and at times even withheld 

their job knowledge from managers to protect their jobs and pay. It is not difficult for workers 

to conceal the true potential efficiency of a work system to protect their interests. Experienced 

machine operators, for example, can slow their machines in undetectable ways by adjusting 

the tension in the belts or by misaligning the gears. 

 Unable to inspire workers to accept the new scientific management techniques for perform-

ing tasks, some organizations increased the mechanization of the work process. For example, 

one reason why Henry Ford introduced moving conveyor belts in his factory was the realiza-

tion that when a conveyor belt controls the pace of work (instead of workers setting their own 

pace), workers can be pushed to perform at higher levels—levels that they may have thought 

were beyond their reach. Charlie Chaplin captured this aspect of mass production in one of 

the opening scenes of his famous movie  Modern Times  (1936). In the film Chaplin carica-

tured a new factory employee fighting to work at the machine-imposed pace but losing the 

battle to the machine. Henry Ford also used the principles of scientific management to iden-

tify the tasks that each worker should perform on the production line and thus to determine 

the most effective division of labor to suit the needs of a mechanized production system. 

 From a performance perspective, the combination of the two management practices—

(1)  achieving the right worker–task specialization and (2) linking people and tasks by the 

speed of the production line—makes sense. It produces the huge cost savings and dramatic 

output increases that occur in large organized work settings. For example, in 1908 managers 

at the Franklin Motor Company using scientific management principles redesigned the work 

process, and the output of cars increased from 100 cars a  month  to 45 cars a  day;  workers’ 

wages, however, increased by only 90%. 11  From other perspectives, however, scientific man-

agement practices raise many concerns. Some companies, like McDonald’s in the accompa-

nying  “Ethics in Action” feature, have codified management practices to protect workers.   

  McDonald’s and Human Rights 

 When most individuals think about McDonald’s, they might think of a Big Mac, 
McChicken Sandwich, or perhaps Ronald McDonald, the lovable clown. Human 
rights probably would be far down the list. 

 However, McDonald’s, like other global companies, has faced increased scrutiny 
about the way its employees are treated. McDonald’s estimates that one in eight Amer-
icans has worked for the fast-food giant. Public figures such as Sharon Stone, Jay Leno, 
Shania Twain, Rachel McAdams, and Pink have been employed at McDonald’s. 

 Fast-food work is not well paid, and it sometimes places employees in uncomfort-
able and stressful situations. In one recent case, a McDonald’s franchise owner in 
Pennsylvania faced charges for requiring his foreign workers to live in expensive 
company-owned housing while underpaying them. 12  

 In response to the increased scrutiny, the McDonald’s corporation recently issued 
a report on the sustainability and corporate responsibility of its businesses. 13  The 

 Ethics 
in Action 
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  The Gilbreths 
 Two prominent followers of Taylor were Frank Gilbreth (1868–1924) and Lillian Gilbreth 

(1878–1972), who refined Taylor’s analysis of work movements and made many contribu-

tions to time-and-motion study. 16  Their aims were to (1) analyze every individual action nec-

essary to perform a particular task and break it into each of its component actions, (2) find 

better ways to perform each component action, and (3) reorganize each of the component 

actions so that the action as a whole could be performed more efficiently—at less cost in 

time and effort.  

 The Gilbreths often filmed a worker performing a particular task and then separated the 

task actions, frame by frame, into their component movements. Their goal was to maximize 

the efficiency with which each individual task was performed so that gains across tasks would 

add up to enormous savings of time and effort. Their attempts to develop improved manage-

ment principles were captured—at times quite humorously—in the movie  Cheaper by the 

Dozen,  a new version of which appeared in 2004, which depicts how the Gilbreths (with their 

12 children) tried to live their own lives according to these efficiency principles and apply 

them to daily actions such as shaving, cooking, and even raising a family. 17  

 Eventually the Gilbreths became increasingly interested in the study of fatigue. They stud-

ied how physical characteristics of the workplace contribute to job stress that often leads 

to fatigue and thus poor performance. They isolated factors 

that result in worker fatigue, such as lighting, heating, the 

color of walls, and the design of tools and machines. Their 

pioneering studies paved the way for new advances in man-

agement theory. 

 In workshops and factories, the work of the Gilbreths, 

Taylor, and many others had a major effect on the practice of 

management. In comparison with the old crafts system, jobs 

in the new system were more repetitive, boring, and monoto-

nous as a result of the application of scientific management 

principles, and workers became increasingly dissatisfied. 

Frequently the management of work settings became a game 

between workers and managers: Managers tried to initiate 

work practices to increase performance, and workers tried to 

hide the true potential efficiency of the work setting to pro-

tect their own well-being. 18  The story of how Rockefeller 

built Standard Oil is another illustration of the same kind of 

management thinking (see the accompanying “Manager as a 

Person” feature).      

McDonald’s corporation operates approximately 35,000 restaurants worldwide. Of 
these, 80 percent are owned by independent businesses or franchisees. This means 
that McDonald’s has only indirect control over the majority of its restaurants. Yet the 
company has put in place a number of managerial controls designed to help ensure 
that all McDonald’s employees are treated humanely and fairly. 14  

 For example, McDonald’s has hired a global chief compliance officer to ensure 
that its businesses comply with local and international regulations regarding the treat-
ment of employees. This officer maintains a staff that travels to stores throughout the 
world to interview employees and ensure that each restaurant is complying with the 
standards the company has developed. McDonald’s also conducts training on humane 
treatment of employees. Finally, McDonald’s maintains a hotline for employees to 
report instances of mistreatment. To ensure that employees are not afraid to report 
violations, the company has a “nonretaliation policy” that protects employees from 
retaliation by management. 15  

 McDonald’s hopes that these policies and controls will ensure that its employees 
are treated well, and that any human rights violations will be quickly reported.  

  This scene from  Cheaper by the Dozen  illustrates how “effi-
cient families,” such as the Gilbreths, use formal family courts 
to solve problems of assigning chores to different family 
members and to solve disputes when they arise. 
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  Side by side with scientific managers like Rockefeller studying the 

 person–technology mix to increase efficiency, other managers and 

researchers were focusing on     administrative management ,   the study 

of how to create an organizational structure and control system that leads 

to high efficiency and effectiveness.  Organizational structure  is the sys-

tem of task and authority relationships that controls how employees use 

resources to achieve the organization’s goals. Two of the most influential 

early views regarding the creation of efficient systems of organizational administration were 

developed in Europe: Max Weber, a German sociology professor, developed one theory; and 

Henri Fayol, the French manager who developed the model of management introduced in 

Chapter 1, developed the other.  

 The Theory of Bureaucracy 
 Max Weber (1864–1920) wrote at the turn of the 20th century, when Germany was under-

going its industrial revolution. 25  To help Germany manage its growing industrial enter-

prises while it was striving to become a world power, Weber developed the principles of 

Administrative 
Management 

Theory

administrative 

management The study of 

how to create an organiza-

tional structure and control 

system that leads to high effi-

ciency and effectiveness.

 Manager as 
a Person 

  John D. Rockefeller 
 On July 8, 1839, John D. Rockefeller was born. As a child, he showed an aptitude for 
finance. He earned money doing odd jobs, and he was able to save $50. Then, instead 
of spending the money, Rockefeller lent it to a farmer at a 7 percent interest rate. 19  
This transaction was the beginning of Rockefeller’s career. 

 In 1855, at the age of 16, Rockefeller attended Folsom’s Commercial College, where 
he studied accounting and banking, among other subjects. That same year, he began seek-
ing work in Cleveland, Ohio, as a clerk or accountant. 20  Eventually he landed a job as an 
assistant bookkeeper. 21  Rockefeller’s mathematical ability and conscientiousness soon 
gained him additional responsibilities at his company. This included helping manage the 
company’s supply chain and attempting to optimize the profit from moving freight. 

 At the age of 19, Rockefeller created a commodities partnership with Maurice 
Clark. The American Civil War began in 1861, and prices and demand for com-
modities soared. Rockefeller’s exposure to rail shipping showed him the potential 
of railroads as a mode of transferring freight, and the importance of petroleum as a 
commodity. In 1862 Rockefeller entered the industry for which he would become 
famous: oil refining. As he learned the business, he devoted a significant amount of 
energy to increasing the efficiency of his refineries. 

 In February 1865 Rockefeller bought out his partners and then hired his brother, 
William, to help manage the operation, which he called the “Standard Works.” He set 
up his business so that the refinery increased the scope and efficiency of production 
to develop and maintain economies of scale. 22  

 In 1870 Rockefeller, along with his associates, founded the Standard Oil Company 
of Ohio. 23  At the time of its creation, the Standard Oil Company of Ohio serviced 
about 10 percent of the oil market. That same year, Rockefeller began implementing 
his vision to unite the area’s oil producers and consolidate the industry. He handled 
negotiations with rival firms himself. 

 By 1872 Rockefeller had acquired nearly all the oil refineries in Cleveland. Ineffi-
cient operations were closed, while Rockefeller worked to improve the quality of the 
rest. By 1879, just eight years after its creation, Standard Oil had grown to managing 
almost 90 percent of the oil refining business. The business would make Rockefeller 
among the wealthiest men of his day. In response, Rockefeller gave most of his for-
tune away to charitable groups before his death. 24   

LO2-3

Identify the principles 
of administration and 
organization that underlie 
effective organizations.
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    bureaucracy   —a formal system of organization and administration designed to ensure effi-

ciency and effectiveness. A bureaucratic system of administration is based on the five prin-

ciples summarized in  Figure 2.2 :  

    • Principle 1:  In a bureaucracy, a manager’s formal authority derives from the position he 

or she holds in the organization.    

    Authority    is the power to hold people accountable for their actions and to make deci-

sions concerning the use of organizational resources. Authority gives managers the right to 

direct and control their subordinates’ behavior to achieve organizational goals. In a bureau-

cratic system of administration, obedience is owed to a manager not because of any personal 

 qualities—such as personality, wealth, or social status—but because the manager occupies a 

position that is associated with a certain level of authority and responsibility. 26  

bureaucracy A formal 

system of organization and 

administration designed 

to ensure efficiency and 

effectiveness.

authority The power to hold 

people accountable for their 

actions and to make deci-

sions concerning the use of 

organizational resources.

 Figure 2.2 

 Weber’s Principles of Bureaucracy  

Principle 1: Formal authority
derives from one’s position

inside the organization.

Principle 2: Individuals
occupy positions because

of their performance.

Bureaucracy

Principle 3: Each
individual’s authority and

responsibilities are
specified by the

organization.

Principle 4: Authority is
exercised effectively
when positions are

arranged hierarchically.

Principle 5: Rules of
the organization are
followed and control
individual behavior.

  Max Weber developed the principles of 
bureaucracy during Germany’s burgeon-
ing industrial revolution to help orga-
nizations increase their efficiency and 
effectiveness. 

    • Principle 2:  In a bureaucracy, people should occupy positions because of 

their performance, not because of their social standing or personal contacts.    

 This principle was not always followed in Weber’s time and is often ignored 

today. Some organizations and industries are still affected by social networks 

in which personal contacts and relations, not job-related skills, influence hir-

ing and promotional decisions.  

    • Principle 3:  The extent of each position’s formal authority and task 

responsibilities, and its relationship to other positions in an organization, 

should be clearly specified.    

 When the tasks and authority associated with various positions in the orga-

nization are clearly specified, managers and workers know what is expected of 

them and what to expect from each other. Moreover, an organization can hold 

all its employees strictly accountable for their actions when they know their 

exact responsibilities. 

    • Principle 4:  Authority can be exercised effectively in an organization 

when positions are arranged hierarchically, so employees know whom to 

report to and who reports to them.  27    

 Managers must create an organizational hierarchy of authority that makes 

it clear who reports to whom and to whom managers and workers should go 

if conflicts or problems arise. This principle is especially important in the 

armed forces, FBI, CIA, and other organizations that deal with sensitive issues 

involving possible major repercussions. It is vital that managers at high levels 

of the hierarchy be able to hold subordinates accountable for their actions. 
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    • Principle 5:  Managers must create a well-defined system of rules, standard operating 

procedures, and norms so they can effectively control behavior within an organization.    

    Rules    are formal written instructions that specify actions to be taken under different cir-

cumstances to achieve specific goals (for example, if A happens, do B).    Standard operating 

procedures (SOPs)    are specific sets of written instructions about how to perform a certain 

aspect of a task. A rule might state that at the end of the workday employees are to leave 

their machines in good order, and a set of SOPs would specify exactly how they should do 

so, itemizing which machine parts must be oiled or replaced.    Norms    are unwritten, informal 

codes of conduct that prescribe how people should act in particular situations and are consid-

ered important by most members of a group or organization. For example, an organizational 

norm in a restaurant might be that waiters should help each other if time permits. 

 Rules, SOPs, and norms provide behavioral guidelines that increase the performance of a 

bureaucratic system because they specify the best ways to accomplish organizational tasks. 

Companies such as McDonald’s and Walmart have developed extensive rules and procedures 

to specify the behaviors required of their employees, such as “Always greet the customer with 

a smile.” For example, Walmart, the world’s largest retailer, automatically tracks inventory 

levels of products at its stores. When inventory is too low, the retailer sends an automatic 

request to a supplier to purchase an item and have it shipped. These items are then routed as 

efficiently as possible to the store where they are needed. Thus Walmart incorporates bureau-

cratic controls in its operations to make employees as efficient as possible. 28  

 Weber believed organizations that implement all five principles establish a bureaucratic 

system that improves organizational performance. The specification of positions and the use 

of rules and SOPs to regulate how tasks are performed make it easier for managers to organize 

and control the work of subordinates. Similarly, fair and equitable selection and promotion 

systems improve managers’ feelings of security, reduce stress, and encourage organizational 

members to act ethically and further promote the interests of the organization. 29  

 If bureaucracies are not managed well, however, many problems can result. Sometimes 

managers allow rules and SOPs, “bureaucratic red tape,” to become so cumbersome that deci-

sion making is slow and inefficient and organizations cannot change. When managers rely 

too much on rules to solve problems and not enough on their own skills and judgment, their 

behavior becomes inflexible. A key challenge for managers is to use bureaucratic principles 

to benefit, rather than harm, an organization.  

  Fayol’s Principles of Management 
 Henri Fayol (1841–1925) was the CEO of Comambault Mining. Working at the same time 

as Weber, but independently, Fayol identified 14 principles (summarized in  Table 2.1 ) that 

he believed essential to increase the efficiency of the management process. 30  We discuss 

these principles in detail here because, although they were developed at the turn of the 20th 

century, they remain the bedrock on which much of recent management theory and research 

is based. In fact, as the “Management Insight” feature following this discussion suggests, 

modern writers such as well-known management guru Jim Collins continue to extol these 

principles.  

  DIVISION OF LABOR   A champion of job specialization and the division of labor for 

reasons already mentioned, Fayol was nevertheless among the first to point out the downside 

of too much specialization: boredom—a state of mind likely to diminish product quality, 

worker initiative, and flexibility. As a result, Fayol advocated that workers be given more 

job duties to perform or be encouraged to assume more responsibility for work outcomes—a 

principle increasingly applied today in organizations that empower their workers. Modern 

grocery stores like Publix use division of labor in their operations. For example, in the bakery 

and deli, employees focus on creating cakes, pies, and ready-to-eat meals. In the meat section, 

a butcher provides fresh cuts of poultry and beef. In the produce section, workers place fresh 

vegetables and fruits. Shelf stockers ensure that store shelves have the products customers 

want. Finally, customer service employees help customers bag, purchase, and carry groceries 

out to their automobiles. By using division of labor, Publix employees are able to develop 

expertise they might not otherwise gain. 31   

rules Formal written instruc-

tions that specify actions 

to be taken under different 

circumstances to achieve 

specific goals.

standard operating 
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  AUTHORITY AND RESPONSIBILITY   Like Weber, Fayol emphasized the impor-

tance of authority and responsibility. Fayol, however, went beyond Weber’s formal authority, 

which derives from a manager’s position in the hierarchy, to recognize the  informal  authority 

that derives from personal expertise, technical knowledge, moral worth, and the ability to 

lead and to generate commitment from subordinates. (The study of authority is the subject of 

recent research into leadership, discussed in Chapter 14.)  

  UNITY OF COMMAND   The principle of    unity of command    specifies that an 

employee should receive orders from, and report to, only one superior. Fayol believed that 

 dual command,  the reporting relationship that exists when two supervisors give orders to 

the same subordinate, should be avoided except in exceptional circumstances. Dual com-

mand confuses subordinates, undermines order and discipline, and creates havoc within 

the formal hierarchy of authority. Assessing any manager’s authority and responsibility 

in a system of dual command is difficult, and the manager who is bypassed feels slighted 

and angry and may be uncooperative in the future. For example, the U.S. Army maintains 

unity of command for its soldiers. Clearly defined ranks range from private to five-star 

general, and each soldier answers to a commanding officer with a higher rank. While 

operating in the field, it is critical that soldiers understand their objectives, and consistent 

unity of command enables each soldier to know exactly whom he or she should follow to 

get the job done. 32   

  LINE OF AUTHORITY   The    line of authority    is the chain of command extending from 

the top to the bottom of an organization. Fayol was one of the first management theorists 

to point out the importance of limiting the length of the chain of command by controlling 

the number of levels in the managerial hierarchy. The more levels in the hierarchy, the lon-

ger communication takes between managers at the top and bottom and the slower the pace 

of planning and organizing. Restricting the number of hierarchical levels to lessen these 

unity of command A 

reporting relationship in which 

an employee receives orders 

from, and reports to, only one 

superior.

line of authority The chain 

of command extending from 

the top to the bottom of an 

organization.

  Division of labor  Job specialization and the division of labor should increase efficiency, 

especially if managers take steps to lessen workers’ boredom. 

  Authority and responsibility  Managers have the right to give orders and the power to 

exhort subordinates for obedience. 

  Unity of command  An employee should receive orders from only one superior. 

  Line of authority  The length of the chain of command that extends from the top to the 

 bottom of an organization should be limited. 

  Centralization  Authority should not be concentrated at the top of the chain of command. 

  Unity of direction  The organization should have a single plan of action to guide managers 

and workers. 

  Equity  All organizational members are entitled to be treated with justice and respect. 

  Order  The arrangement of organizational positions should maximize organizational 

 efficiency and provide employees with satisfying career opportunities. 

  Initiative  Managers should allow employees to be innovative and creative. 

  Discipline  Managers need to create a workforce that strives to achieve organizational goals. 

  Remuneration of personnel  The system that managers use to reward employees should be 

equitable for both employees and the organization. 

  Stability of tenure of personnel  Long-term employees develop skills that can improve 

organizational efficiency. 

  Subordination of individual interests to the common interest  Employees should 

 understand how their performance affects the performance of the whole organization. 

  Esprit de corps  Managers should encourage the development of shared feelings of 

 comradeship, enthusiasm, or devotion to a common cause. 

 Table 2.1 

 Fayol’s 14 Principles of Management 
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communication problems lets an organization act quickly and flexibly; this is one reason for 

the recent trend toward restructuring (discussed in Chapter 1). 

 Fayol also pointed out that when organizations are split into different departments or func-

tions, each with its own hierarchy, it is important to allow middle and first-line managers 

in each department to interact with managers at similar levels in other departments. This 

interaction helps speed decision making because managers know each other and know whom 

to go to when problems arise. For cross-departmental integration to work, Fayol noted the 

importance of keeping one’s superiors informed about what is taking place so that lower-level 

decisions do not harm activities taking place in other parts of the organization. One alterna-

tive to cross-departmental integration is to create cross-departmental teams controlled by a 

team leader (see Chapter 1).  

  CENTRALIZATION   Fayol also was one of the first management writers to focus on 

   centralization  ,  the concentration of authority at the top of the managerial hierarchy. Fayol 

believed authority should not be concentrated at the top of the chain of command. One of 

the most significant issues that top managers face is how much authority to centralize at the 

top of the organization and what authority to decentralize to managers and workers at lower 

hierarchical levels. This important issue affects the behavior of people at all levels in the 

organization. 

 If authority is very centralized, only managers at the top make important decisions and 

subordinates simply follow orders. This arrangement gives top managers great control over 

organizational activities and helps ensure that the organization is pursuing its strategy, but it 

makes it difficult for the people who are closest to problems and issues to respond to them 

in a timely manner. It also can reduce the motivation of middle and first-line managers and 

make them less flexible and adaptable because they become reluctant to make decisions on 

their own, even when doing so is necessary. They get used to passing the buck. The pendulum 

is now swinging toward decentralization as organizations seek to empower middle managers 

and create self-managed teams that monitor and control their own activities both to increase 

organizational flexibility and to reduce operating costs and increase efficiency. The U.S. 

Department of State is responsible for maintaining diplomatic relations between America and 

nearly 180 other nations. Although the Department of State operates embassies and consul-

ates throughout the world, the Secretary of State is based at its headquarters in Washington, 

DC, so that major policy decisions are centralized. 33   

  UNITY OF DIRECTION   Just as there is a need for unity of command, there is also a 

need for    unity of direction  ,  the singleness of purpose that makes possible the creation of 

one plan of action to guide managers and workers as they use organizational resources. An 

organization without a single guiding plan becomes inefficient and ineffective; its activities 

become unfocused, and individuals and groups work at cross-purposes. Successful planning 

starts with top managers working as a team to craft the organization’s strategy, which they 

communicate to middle managers, who decide how to use organizational resources to imple-

ment the strategy.  

  EQUITY   As Fayol wrote, “For personnel to be encouraged to carry out their duties with 

all the devotion and loyalty of which they are capable, they must be treated with respect 

for their own sense of integrity, and equity results from the combination of respect and jus-

tice.” 34     Equity   —the justice, impartiality, and fairness to which all organizational members 

are  entitled—is receiving much attention today; the desire to treat employees fairly is a pri-

mary concern of managers. (Equity theory is discussed in Chapter 13.)  

  ORDER   Like Taylor and the Gilbreths, Fayol was interested in analyzing jobs, positions, 

and individuals to ensure that the organization was using resources as efficiently as possible. 

To Fayol,    order    meant the methodical arrangement of positions to provide the organiza-

tion with the greatest benefit and to provide employees with career opportunities that satisfy 

their needs. Thus Fayol recommended the use of organizational charts to show the position 

and duties of each employee and to indicate which positions an employee might move to or 

be promoted into in the future. He also advocated that managers engage in extensive career 
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planning to help ensure orderly career paths. Career planning is of primary interest today as 

organizations increase the resources they are willing to devote to training and developing 

their workforces.  

  INITIATIVE   Although order and equity are important means to fostering commitment 

and loyalty among employees, Fayol believed managers must also encourage employees to 

exercise    initiative  ,  the ability to act on their own without direction from a superior. Used 

properly, initiative can be a major source of strength for an organization because it leads 

to creativity and innovation. Managers need skill and tact to achieve the difficult balance 

between the organization’s need for order and employees’ desire for initiative. Fayol believed 

the ability to strike this balance was a key indicator of a superior manager.  

  DISCIPLINE   In focusing on the importance of    discipline   —obedience, energy, applica-

tion, and other outward marks of respect for a superior’s authority—Fayol was addressing the 

concern of many early managers: how to create a workforce that was reliable and hardwork-

ing and would strive to achieve organizational goals. According to Fayol, discipline results in 

respectful relations between organizational members and reflects the quality of an organiza-

tion’s leadership and a manager’s ability to act fairly and equitably.  

  REMUNERATION OF PERSONNEL   Fayol proposed reward systems including 

bonuses and profit-sharing plans, which are increasingly used today as organizations 

seek improved ways to motivate employees. Convinced from his own experience that an 

organization’s payment system has important implications for organizational success, 

Fayol believed effective reward systems should be equitable for both employees and the 

organization, encourage productivity by rewarding well-directed effort, not be subject to 

abuse, and be uniformly applied to employees. PayScale Incorporated is a company dedi-

cated to helping its clients effectively compensate their employees. The company works 

with highly competitive IT customers to track employee performance and effectively 

reward talent, increasing employee morale and productivity while reducing employee 

attrition. 35   

  STABILITY OF TENURE OF PERSONNEL   Fayol also recognized the importance of 

long-term employment, and this idea has been echoed by contemporary management gurus 

such as Tom Peters, Jeff Pfeffer, and Jim Collins. When employees stay with an organization 

for extended periods, they develop skills that improve the organization’s ability to use its 

resources.  

  SUBORDINATION OF INDIVIDUAL INTERESTS TO THE COMMON INTEREST   

The interests of the organization as a whole must take precedence over the interests of any 

individual or group if the organization is to survive. Equitable agreements must be established 

between the organization and its members to ensure that employees are treated fairly and 

rewarded for their performance and to maintain the disciplined organizational relationships so 

vital to an efficient system of administration.  

  ESPRIT DE CORPS   As this discussion of Fayol’s ideas suggests, the appropriate design 

of an organization’s hierarchy of authority and the right mix of order and discipline foster 

cooperation and commitment. Likewise, a key element in a successful organization is the 

development of    esprit de corps  ,  a French expression that refers to shared feelings of com-

radeship, enthusiasm, or devotion to a common cause among members of a group. Esprit de 

corps can result when managers encourage personal, verbal contact between managers and 

workers and encourage communication to solve problems and implement solutions. (Today 

the term  organizational culture  is used to refer to these shared feelings; this concept is dis-

cussed at length in Chapter 3.) 

 Some of the principles that Fayol outlined have faded from contemporary management 

practices, but most have endured. The characteristics of successful organizations that Jim 

Collins presents in his best-selling book  Good to Great  (2001) are discussed in the following 

“Management Insight.”  
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 As this insight into contemporary management suggests, the basic concerns that motivated 

Fayol continue to inspire management theorists. 38  The principles that Fayol and Weber set 

forth still provide clear and appropriate guidelines that managers can use to create a work set-

ting that efficiently and effectively uses organizational resources. These principles remain the 

bedrock of modern management theory; recent researchers have refined or developed them 

to suit modern conditions. For example, Weber’s and Fayol’s concerns for equity and for 

establishing appropriate links between performance and reward are central themes in contem-

porary theories of motivation and leadership.       

 Because the writings of Weber and Fayol were not translated into En glish 

and published in the United States until the late 1940s, American man-

agement theorists in the first half of the 20th century were unaware of the 

contributions of these European pioneers. American management theo-

rists began where Taylor and his followers left off. Although their writ-

ings were different, these theorists all espoused a theme that focused on 

   behavioral management   , the study of how managers should personally 

behave to motivate employees and encourage them to perform at high levels and be  committed 

to achieving organizational goals.  

   The Work of Mary Parker Follett 
 If F. W. Taylor is considered the father of management thought, Mary Parker Follett 

 (1868–1933) serves as its mother. 39  Much of her writing about management and about the 

way managers should behave toward workers was a response to her concern that Taylor was 
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  Jim Collins:  Good to Great  

 In his book  Good to Great,  Jim Collins, noted consultant and business coach, reports 
on a case study of firms with exemplary performance. He is seeking to shed light on 
the factors that contributed to these firms’ rise to excellence. 36  Collins says that several 
principles predict a firm’s success. 37  

 The first is that of Level 5 leadership. These leaders possess great humility but also 
an intense professional will. Although Level 5 leadership is applicable to all levels of 
the organization, Collins proposes that its application only by top managers is enough to 
raise an organization from mediocrity to greatness. 

 Second, Collins argues that having the right people in place is more important than 
establishing the values and strategy of the firm. Firms should focus on hiring the right 
people, and getting rid of the wrong people, to move firms in an upward trajectory. 

 Third, Collins says that confrontation and conflict are important drivers of decision 
success. Thus it is critical for managers to establish a climate of trust where information 
can be readily shared. Furthermore, Collins asserts that attempting to motivate others 
is wrong because the right employees will be self-motivated—rewards may actually be 
counterproductive. 

 Fourth, Collins argues for the Hedgehog Principle, which says that companies should 
stick to what they know; companies should do what they can excel at, make money at, 
and be passionate about. Fifth, Collins says that great companies are disciplined compa-
nies. Here  discipline  means adhering to only those opportunities that accommodate the 
 Hedgehog Principle. Opportunities that violate the Hedgehog Principle should be avoided. 

 Sixth,  Good to Great  proposes that great companies do not chase technological fads, 
but instead seek incremental improvements in technology that complement core busi-
nesses. According to Collins, great companies pursue incremental change and improve-
ment instead of radical change.  

 Management 
Insight 
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ignoring the human side of the organization. She pointed out that management 

often overlooks the multitude of ways in which employees can contribute to 

the organization when managers allow them to participate and exercise initia-

tive in their everyday work lives. 40  Taylor, for example, never proposed that 

managers should involve workers in analyzing their jobs to identify better ways 

to perform tasks or should even ask workers how they felt about their jobs. 

Instead he used time-and-motion experts to analyze workers’ jobs for them. 

Follett, in contrast, argued that because workers know the most about their 

jobs, they should be involved in job analysis and managers should allow them 

to participate in the work development process. 

 Follett proposed that “authority should go with knowledge . . . whether it is 

up the line or down.” In other words, if workers have the relevant knowledge, 

then workers, rather than managers, should be in control of the work process 

itself, and managers should behave as coaches and facilitators—not as moni-

tors and supervisors. In making this statement, Follett anticipated the current 

interest in self-managed teams and empowerment. She also recognized the 

importance of having managers in different departments communicate directly 

with each other to speed decision making. She advocated what she called 

“cross-functioning”: members of different departments working together in 

cross-departmental teams to accomplish projects—an approach that is increas-

ingly used today. 41   

 Fayol also mentioned expertise and knowledge as important sources of 

managers’ authority, but Follett went further. She proposed that knowledge 

and expertise, and not managers’ formal authority deriving from their position in the hierar-

chy, should decide who will lead at any particular moment. She believed, as do many man-

agement theorists today, that power is fluid and should flow to the person who can best help 

the organization achieve its goals. Follett took a horizontal view of power and authority, in 

contrast to Fayol, who saw the formal line of authority and vertical chain of command as 

being most essential to effective management. Follett’s behavioral approach to management 

was very radical for its time.  

  The Hawthorne Studies and Human Relations 
 Probably because of its radical nature, Follett’s work was unappreciated by managers and 

researchers until quite recently. Most continued to follow in the footsteps of Taylor and the 

Gilbreths. To increase efficiency, they studied ways to improve various characteristics of the 

work setting, such as job specialization or the kinds of tools workers used. One series of stud-

ies was conducted from 1924 to 1932 at the Hawthorne Works of the Western Electric Com-

pany. 42  This research, now known as the  Hawthorne studies,  began as an attempt to investigate 

how characteristics of the work setting—specifically the level of lighting or  illumination—

affect worker fatigue and performance. The researchers conducted an experiment in which 

they systematically measured worker productivity at various levels of illumination. 

 The experiment produced some unexpected results. The researchers found that regard-

less of whether they raised or lowered the level of illumination, productivity increased. In 

fact, productivity began to fall only when the level of illumination dropped to the level of 

moonlight—a level at which workers could presumably no longer see well enough to do their 

work efficiently. 

 The researchers found these results puzzling and invited a noted Harvard psychologist, 

Elton Mayo, to help them. Mayo proposed another series of experiments to solve the mystery. 

These experiments, known as the  relay assembly test experiments,  were designed to investi-

gate the effects of other aspects of the work context on job performance, such as the effect of 

the number and length of rest periods and hours of work on fatigue and monotony. 43  The goal 

was to raise productivity. 

 During a two-year study of a small group of female workers, the researchers again 

observed that productivity increased over time, but the increases could not be solely attributed 

to the effects of changes in the work setting. Gradually the researchers discovered that, to 

some degree, the results they were obtaining were influenced by the fact that the researchers 

  Mary Parker Follett, an early management 
thinker who advocated, “Authority should 
go with knowledge . . . whether it is up 
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themselves had become part of the experiment. In other words, the presence of the research-

ers was affecting the results because the workers enjoyed receiving attention and being the 

subject of study and were willing to cooperate with the researchers to produce the results they 

believed the researchers desired. 

 Subsequently it was found that many other factors also influence worker behavior, and it was 

not clear what was actually influencing the Hawthorne workers’ behavior. However, this par-

ticular effect—which became known as the    Hawthorne effect   —seemed to suggest that work-

ers’ attitudes toward their managers affect the level of workers’ performance. In particular, the 

significant finding was that each manager’s personal behavior or leadership approach can affect 

performance. This finding led many researchers to turn their attention to managerial behavior 

and leadership. If supervisors could be trained to behave in ways that would elicit cooperative 

behavior from their subordinates, productivity could be increased. From this view emerged the 

   human relations movement  ,  which advocates that supervisors be behaviorally trained to man-

age subordinates in ways that elicit their cooperation and increase their productivity. 

 The importance of behavioral or human relations training became even clearer to its 

supporters after another series of experiments—the  bank wiring room experiments.  In a 

study of workers making telephone switching equipment, researchers Elton Mayo and 

F. J.  Roethlisberger discovered that the workers, as a group, had deliberately adopted a norm 

of output restriction to protect their jobs. Workers who violated this informal production norm 

were subjected to sanctions by other group members. Those who violated group performance 

norms and performed above the norm were called “ratebusters”; those who performed below 

the norm were called “chiselers.” 

 The experimenters concluded that both types of workers threatened the group as a whole. 

Ratebusters threatened group members because they revealed to managers how fast the work 

could be done. Chiselers were looked down on because they were not doing their share of 

the work. Work group members disciplined both ratebusters and chiselers to create a pace of 

work that the workers (not the managers) thought was fair. Thus a work group’s influence 

over output can be as great as the supervisors’ influence. Because the work group can influ-

ence the behavior of its members, some management theorists argue that supervisors should 

be trained to behave in ways that gain the goodwill and cooperation of workers so that super-

visors, not workers, control the level of work group performance. 

 One implication of the Hawthorne studies was that the behavior of managers and workers in 

the work setting is as important in explaining the level of performance as the technical aspects 

of the task. Managers must understand the workings of the    informal organization  ,  the sys-

tem of behavioral rules and norms that emerge in a group, when they try to manage or change 

behavior in organizations. Many studies have found that as time passes, groups often develop 

elaborate procedures and norms that bond members together, allowing unified action either to 

cooperate with management to raise performance or to restrict output and thwart the attainment 

of organizational goals. 44  The Hawthorne studies demonstrated the importance of understand-

ing how the feelings, thoughts, and behavior of work group members and managers affect 

performance. It was becoming increasingly clear to researchers that understanding behavior 

in organizations is a complex process that is critical to increasing performance. 45  Indeed, the 

increasing interest in the area of management known as    organizational  behavior  ,  the study of 

the factors that have an impact on how individuals and groups respond to and act in organiza-

tions, dates from these early studies.  

  Theory X and Theory Y 
 Several studies after World War II revealed how assumptions about workers’ attitudes and behav-

ior affect managers’ behavior. Perhaps the most influential approach was developed by Douglas 

McGregor. He proposed two sets of assumptions about how work attitudes and behaviors not only 

dominate the way managers think but also affect how they behave in organizations. McGregor 

named these two contrasting sets of assumptions  Theory X  and  Theory Y  (see  Figure 2.3 ). 46   

  THEORY X   According to the assumptions of    Theory X  ,  the average worker is lazy, dis-

likes work, and will try to do as little as possible. Moreover, workers have little ambition 

and wish to avoid responsibility. Thus the manager’s task is to counteract workers’ natural 
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tendencies to avoid work. To keep workers’ performance at a high level, the manager must 

supervise workers closely and control their behavior by means of “the carrot and stick”—

rewards and punishments. 

 Managers who accept the assumptions of Theory X design and shape the work setting 

to maximize their control over workers’ behaviors and minimize workers’ control over the 

pace of work. These managers believe workers must be made to do what is necessary for the 

success of the organization, and they focus on developing rules, SOPs, and a well-defined 

system of rewards and punishments to control behavior. They see little point in giving work-

ers autonomy to solve their own problems because they think the workforce neither expects 

nor desires cooperation. Theory X managers see their role as closely monitoring workers to 

ensure that they contribute to the production process and do not threaten product quality. 

Henry Ford, who closely supervised and managed his workforce, fits McGregor’s description 

of a manager who holds Theory X assumptions.  

  THEORY Y   In contrast,    Theory Y    assumes that workers are not inherently lazy, do not 

naturally dislike work, and, if given the opportunity, will do what is good for the organiza-

tion. According to Theory Y, the characteristics of the work setting determine whether work-

ers consider work to be a source of satisfaction or punishment, and managers do not need 

to closely control workers’ behavior to make them perform at a high level because workers 

exercise self-control when they are committed to organizational goals. The implication of 

Theory Y, according to McGregor, is that “the limits of collaboration in the organizational 

setting are not limits of human nature but of management’s ingenuity in discovering how to 

realize the potential represented by its human resources.” 47  It is the manager’s task to create 

a work setting that encourages commitment to organizational goals and provides opportuni-

ties for workers to be imaginative and to exercise initiative and self-direction. 

 When managers design the organizational setting to reflect the assumptions about attitudes 

and behavior suggested by Theory Y, the characteristics of the organization are quite different 

from those of an organizational setting based on Theory X. Managers who believe workers 

are motivated to help the organization reach its goals can decentralize authority and give more 

control over the job to workers, both as individuals and in groups. In this setting, individuals 

and groups are still accountable for their activities; but the manager’s role is not to control 

employees but to provide support and advice, to make sure employees have the resources they 

need to perform their jobs, and to evaluate them on their ability to help the organization meet 

its goals. Henri Fayol’s approach to administration more closely reflects the assumptions of 

Theory Y rather than Theory X. Companies like 3M, Apple, and Google exemplify those that 

follow Theory Y and the principles embedded in the HP Way. 

Theory Y A set of positive 

assumptions about workers 

that leads to the conclusion 
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 Figure 2.3 

 Theory X versus Theory Y  

The average employee is lazy, dislikes 
work, and will try to do as little as possible.

To ensure that employees work hard, 
managers should closely supervise 

employees.

Managers should create strict work rules 
and implement a well-defined system of 

rewards and punishments to control 
employees.

Employees are not inherently lazy. Given 
the chance, employees will do what is 

good for the organization.

To allow employees to work in the 
organization’s interest, managers must 

create a work setting that provides 
opportunities for workers to exercise 

initiative and self-direction.

Managers should decentralize authority to 
employees and make sure employees 

have the resources necessary to achieve 
organizational goals.

THEORY X THEORY Y

 Source: From D. McGregor, The Human Side of Enterprise. Copyright © McGraw-Hill Companies, Inc. Reprinted with 

permission. 
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 Southwest Airlines has long been the darling of the airline 

industry, and Southwest’s leadership cites their Theory Y cul-

ture as a driving force. Inspired by former CEO and Chairman 

Herb Kelleher, Southwest Airlines emphasizes a culture of fun, 

creativity, and camaraderie. 48  Southwest employees note how 

Kelleher maintained an open-door policy of contact, which 

enabled him to stay in touch with problems facing the airline and 

find solutions faster. 

 Employees have highly flexible job descriptions that enable 

them to chip in and help where needed. Unlike many of its com-

petitors, which use highly regimented and formalized employee 

roles, Southwest employees are encouraged to help solve prob-

lems where they see them. Thus it’s not uncommon to see a 

Southwest manager helping move passenger luggage into aircraft 

or check in passengers at a gate. 

 Southwest also gives its employees significant discretion, 

enabling them to solve problems quickly. In an industry domi-

nated by tight schedules and narrow windows to resolve problems, 

these actions enable employees to serve customers better. 

 Finally, Southwest Airlines views its unions as partners rather than adversaries. It works 

with independent unions to ensure that employees are compensated and treated fairly, and rou-

tinely solicits input from its employees on how to improve operations. 49  As a result of this 

innovative culture dominated by Theory Y thinking, Southwest Airlines has become the most 

consistently profitable company among its American competitors.       

     Management science theory    is a contemporary approach to manage-

ment that focuses on the use of rigorous quantitative techniques to help 

managers make maximum use of organizational resources to produce 

goods and services. In essence, management science theory is a contem-

porary extension of scientific management, which, as developed by 

 Taylor, also took a quantitative approach to measuring the worker–task mix to raise effi-

ciency. There are many branches of management science; and IT, which is having a signifi-

cant impact on all kinds of management practices, is affecting the tools managers use to make 

decisions. 50  Each branch of management science deals with a specific set of concerns:

    •  Quantitative management  uses mathematical techniques—such as linear and nonlinear 

programming, modeling, simulation, queuing theory, and chaos theory—to help manag-

ers decide, for example, how much inventory to hold at different times of the year, where 

to locate a new factory, and how best to invest an organization’s financial capital. IT 

offers managers new and improved ways of handling information so they can make more 

accurate assessments of the situation and better decisions.  

   •  Operations management  gives managers a set of techniques they can use to analyze 

any aspect of an organization’s production system to increase efficiency. IT, through 

the Internet and through growing B2B networks, is transforming how managers acquire 

inputs and dispose of finished products.  

   •  Total quality management (TQM)  focuses on analyzing an organization’s input, conver-

sion, and output activities to increase product quality. 51  Once again, through sophisticated 

software packages and computer-controlled production, IT is changing how managers 

and employees think about the work process and ways of improving it.  

   •  Management information systems (MISs)  give managers information about events 

occurring inside the organization as well as in its external environment—information 

that is vital for effective decision making. IT gives managers access to more and bet-

ter information and allows more managers at all levels to participate in the decision-

making process.    
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 All these subfields of management science, enhanced by sophisticated IT, provide tools 

and techniques that managers can use to help improve the quality of their decision mak-

ing and increase efficiency and effectiveness. For example, Toyota applied management sci-

ence theory with its “Toyota Production System” (TPS). The TPS emphasizes continuous 

improvement in quality and the reduction of waste through learning. TPS was a major catalyst 

for the “lean revolution” in global manufacturing, and manufacturing companies worldwide 

have embraced this philosophy and adapted it for their own operations. 52  We discuss many 

important developments in management science theory thoroughly in this book. In particular, 

Chapter 9, “Value Chain Management: Functional Strategies for Competitive Advantage,” 

focuses on how to use operations management and TQM to improve quality, efficiency, and 

responsiveness to customers. And Chapter 18, “Using Advanced Information Technology to 

Increase Performance,” describes the many ways managers use information systems and tech-

nologies to improve their planning, organizing, and controlling functions.       

  An important milestone in the history of management thought occurred 

when researchers went beyond the study of how managers can influence 

behavior within organizations to consider how managers control the orga-

nization’s relationship with its external environment, or    organizational 

environment   —the set of forces and conditions that operate beyond an 

organization’s boundaries but affect a manager’s ability to acquire and 

utilize resources. Resources in the organizational environment include the 

raw materials and skilled people that an organization requires to produce goods and services, as 

well as the support of groups, including customers who buy these goods and services and pro-

vide the organization with financial resources. One way of determining the relative success of 

an organization is to consider how effective its managers are at obtaining scarce and valuable 

resources. 53  The importance of studying the environment became clear after the development 

of open-systems theory and contingency theory during the 1960s. 

  The Open-Systems View  
One of the most influential views of how an organization is affected by its external environ-

ment was developed by Daniel Katz, Robert Kahn, and James Thompson in the 1960s. 54  

These theorists viewed the organization as an    open system   —a system that takes in resources 

from its external environment and converts or transforms them into goods and services that 

are sent back to that environment, where they are bought by customers (see  Figure 2.4 ).  

 At the  input stage  an organization acquires resources such as raw materials, money, and 

skilled workers to produce goods and services. Once the organization has gathered the nec-

essary resources, conversion begins. At the  conversion stage  the organization’s workforce, 

using appropriate tools, techniques, and machinery, transforms the inputs into outputs of 

 finished goods and services such as cars, hamburgers, or flights to Hawaii. At the  output 

stage  the organization releases finished goods and services to its external environment, where 

customers purchase and use them to satisfy their needs. The money the organization obtains 

from the sales of its outputs allows the organization to acquire more resources so the cycle 

can begin again. 

 The system just described is said to be open because the organization draws from and 

interacts with the external environment in order to survive; in other words, the organization 

is open to its environment. A    closed system  ,  in contrast, is a self-contained system that is not 

affected by changes in its external environment. Organizations that operate as closed systems, 

that ignore the external environment, and that fail to acquire inputs are likely to experience 

   entropy  ,  which is the tendency of a closed system to lose its ability to control itself and thus 

to dissolve and disintegrate. 

 Management theorists can model the activities of most organizations by using the open- 

systems view. Manufacturing companies like Ford and General Electric, for example, buy 

inputs such as component parts, skilled and semiskilled labor, and robots and computer- 

controlled manufacturing equipment; then at the conversion stage they use their manufacturing 
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skills to assemble inputs into outputs of cars and appliances. As we discuss in later chapters, 

competition between organizations for resources is one of several major challenges to manag-

ing the organizational environment. 

 Researchers using the open-systems view are also interested in how the various parts of a 

system work together to promote efficiency and effectiveness. Systems theorists like to argue 

that the whole is greater than the sum of its parts; they mean that an organization performs at a 

higher level when its departments work together rather than separately.    Synergy  ,  the perfor-

mance gains that result from the  combined  actions of individuals and departments, is possible 

only in an organized system. The recent interest in using teams combined or composed of 

people from different departments reflects systems theorists’ interest in designing organiza-

tional systems to create synergy and thus increase efficiency and effectiveness.  

  Contingency Theory  
Another milestone in management theory was the development of    contingency theory    in the 

1960s by Tom Burns and G. M. Stalker in Britain and Paul Lawrence and Jay Lorsch in the 

United States. 55  The crucial message of contingency theory is that  there is no one best way to 

organize:  The organizational structures and the control systems that managers choose depend 

on (are contingent on) characteristics of the external environment in which the organization 

operates. According to contingency theory, the characteristics of the environment affect an 

organization’s ability to obtain resources; and to maximize the likelihood of gaining access to 

resources, managers must allow an organization’s departments to organize and control their 

activities in ways most likely to allow them to obtain resources, given the constraints of the 

particular environment they face. In other words, how managers design the organizational 

hierarchy, choose a control system, and lead and motivate their employees is contingent on 

the characteristics of the organizational environment (see  Figure 2.5 ).  

 An important characteristic of the external environment that affects an organization’s abil-

ity to obtain resources is the degree to which the environment is changing. Changes in the 

organizational environment include changes in technology, which can lead to the creation of 

new products (such as Blu-ray discs) and result in the obsolescence of existing products (VHS 

tapes); the entry of new competitors (such as foreign organizations that compete for available 

resources); and unstable economic conditions. In general, the more quickly the organizational 
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 Figure 2.4 
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environment is changing, the greater are the problems associated with gaining access to 

resources, and the greater is managers’ need to find ways to coordinate the activities of people 

in different departments to respond to the environment quickly and effectively. 

  MECHANISTIC AND ORGANIC STRUCTURES   Drawing on Weber’s and Fayol’s 

principles of organization and management, Burns and Stalker proposed two basic ways in 

which managers can organize and control an organization’s activities to respond to character-

istics of its external environment: They can use a  mechanistic structure  or an  organic struc-

ture.  56  As you will see, a mechanistic structure typically rests on Theory X assumptions, and 

an organic structure typically rests on Theory Y assumptions. 

 When the environment surrounding an organization is stable, managers tend to choose a 

mechanistic structure to organize and control activities and make employee behavior predict-

able. In a    mechanistic structure  ,  authority is centralized at the top of the managerial hier-

archy, and the vertical hierarchy of authority is the main means used to control subordinates’ 

behavior. Tasks and roles are clearly specified, subordinates are closely supervised, and the 

emphasis is on strict discipline and order. Everyone knows his or her place, and there is a place 

for everyone. A mechanistic structure provides the most efficient way to operate in a stable 

environment because it allows managers to obtain inputs at the lowest cost, giving an organi-

zation the most control over its conversion processes and enabling the most efficient produc-

tion of goods and services with the smallest expenditure of resources. McDonald’s restaurants 

operate with a mechanistic structure. Supervisors make all important decisions; employees are 

closely supervised and follow well-defined rules and standard operating procedures. 

 In contrast, when the environment is changing rapidly, it is difficult to obtain access to 

resources, and managers need to organize their activities in a way that allows them to cooper-

ate, to act quickly to acquire resources (such as new types of inputs to produce new kinds of 

products), and to respond effectively to the unexpected. In an    organic structure  ,  authority 

is decentralized to middle and first-line managers to encourage them to take responsibility 

and act quickly to pursue scarce resources. Departments are encouraged to take a cross-

departmental or functional perspective, and cross-functional teams composed of people from 

different departments are formed. As in Mary Parker Follett’s model, the organization oper-

ates in an organic way because authority rests with the individuals, departments, and teams 

best positioned to control the current problems the organization is facing. As a result, man-

agers in an organic structure can react more quickly to a changing environment than can 

managers in a mechanistic structure. However, an organic structure is generally more expen-

sive to operate because it requires that more managerial time, money, and effort be spent 

on coordination. So it is used only when needed—when the organizational environment is 

unstable and rapidly changing. 57  Google, Apple, and IBM are examples of companies that 

operate with organic structures. For example, at Apple, all employees have the opportunity 

mechanistic structure An 

organizational structure in 

which authority is centralized, 

tasks and rules are clearly 

specified, and employees are 

closely supervised.

organic structure An orga-

nizational structure in which 

authority is decentralized to 

middle and first-line manag-

ers and tasks and roles are 

left ambiguous to encour-

age employees to cooperate 

and respond quickly to the 

unexpected.

 Figure 2.5 

 Contingency Theory of Organizational Design  

Organizations in changing 
environments choose an organic 
structure (decentralized authority, 
horizontal communication flows, 
cross-departmental cooperation).

Determine the design 
of an organization’s 

structure and control 
systems.

Characteristics of 
the environment. . .

There is no one best way to organize; organizational 
structure depends on the environment in which an 
organization operates.

Organizations in stable
environments choose a

mechanistic structure (centralized
authority, vertical communication
flows, control through strict rules

and procedures).



Free ebooks ==>   www.ebook777.com
54 Chapter Two

to provide and receive feedback from management, and even junior-level designers receive 

input from Apple executives. By employing an organic managerial structure, Apple is able 

to clarify exactly what is expected of employees and to ensure that its employees are mak-

ing needed progress on the company’s objectives. Apple’s management is also able to stay 

abreast of technological developments and changing competitive conditions that bear on the 

company’s products and services. 58         

 In this chapter we examined the evolution of management theory and 

research over the last century. Much of the material in the rest of this 

book stems from developments and refinements of this work. Indeed, the 

rest of this book incorporates the results of the extensive research in 

management that has been conducted since the development of the theo-

ries discussed here.   

  SCIENTIFIC MANAGEMENT THEORY  The search for efficiency started with the study 

of how managers could improve person–task relationships to increase efficiency. The concept 

of job specialization and division of labor remains the basis for the design of work settings in 

modern organizations. New developments such as lean production and total quality manage-

ment are often viewed as advances on the early scientific management principles developed 

by Taylor and the Gilbreths.   

  ADMINISTRATIVE MANAGEMENT THEORY  Max Weber and Henri Fayol outlined 

principles of bureaucracy and administration that are as relevant to managers today as they 

were when developed at the turn of the 20th century. Much of modern management research 

refines these principles to suit contemporary conditions. For example, the increasing interest 

in the use of cross-departmental teams and the empowerment of workers are issues that man-

agers also faced a century ago.   

  BEHAVIORAL MANAGEMENT THEORY  Researchers have described many different 

approaches to managerial behavior, including Theories X and Y. Often the managerial behav-

ior that researchers suggest reflects the context of their own historical eras and cultures. Mary 

Parker Follett advocated managerial behaviors that did not reflect accepted modes of manage-

rial behavior at the time, and her work was largely ignored until conditions changed.   

  MANAGEMENT SCIENCE THEORY  The various branches of management science 

theory provide rigorous quantitative techniques that give managers more control over each 

organization’s use of resources to produce goods and services.   

  ORGANIZATIONAL ENVIRONMENT THEORY  The importance of studying the orga-

nization’s external environment became clear after the development of open-systems the-

ory and contingency theory during the 1960s. A main focus of contemporary management 

research is to find methods to help managers improve how they use organizational resources 

and compete in the global environment. Strategic management and total quality management 

are two important approaches intended to help managers make better use of organizational 

resources.  

Summary and 
Review

 LO2-1, 2-2 

 LO2-3 

 LO2-4 

 LO2-5 

 LO2-6 
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  Management in Action    
  Topics for Discussion and Action 

  Discussion 

     1.  Choose a fast-food restaurant, a department store, 

or some other organization with which you are 

familiar, and describe the division of labor and job 

specialization it uses to produce goods and services. 

How might this division of labor be improved? 

[LO2-1, 2-2]   

    2.  Apply Taylor’s principles of scientific management 

to improve the performance of the organization you 

chose in topic 1.  [LO2-2]   

    3.  In what ways are Weber’s and Fayol’s ideas about 

bureaucracy and administration similar? How do they 

differ?  [LO2-3]   

    4.  Which of Weber’s and Fayol’s principles seem most 

relevant to the creation of an ethical organization? 

[LO2-4, 2-6]   

    5.  How are companies using management science 

theory to improve their processes? Is this theory 

equally applicable for manufacturing and service 

companies? If so, how?  [LO2-4, 2-5]   

    6.  What is contingency theory? What kinds of 

organizations familiar to you have been successful 

or unsuccessful in dealing with contingencies from 

the external environment?  [LO2-6]   

    7.  Why are mechanistic and organic structures 

suited to different organizational environments? 

[LO2-4, 2-6]     

  Action 

     8.  Question a manager about his or her views of 

the relative importance of Fayol’s 14 principles of 

management.  [LO2-3, 2-4]   

    9.  Visit at least two organizations in your community, 

and identify those that seem to operate with a 

Theory X or a Theory Y approach to management. 

[LO2-4]       

  Building Management Skills    
  Managing Your Own Business  [LO2-2, 2-4]  

  Now that you understand the concerns addressed by 

management thinkers over the last century, use this 

exercise to apply your knowledge to developing your 

management skills.  

  I
 magine that you are the founding entrepreneur of a soft-

ware company that specializes in developing games for 

home computers. Customer demand for your games has 

increased so much that over the last year your company 

has grown from a busy one-person operation to one with 

16 employees. In addition to yourself, you employ six soft-

ware developers to produce the software, three graphic 

artists, two computer technicians, two marketing and sales 

personnel, and two secretaries. In the next year you expect 

to hire 30 new employees, and you are wondering how 

best to manage your growing company. 

     1.  Use the principles of Weber and Fayol to decide on 

the system of organization and management that 

you think will be most effective for your growing 

organization. How many levels will the managerial 

hierarchy of your organization have? How much 

authority will you decentralize to your subordinates? 

How will you establish the division of labor between 

subordinates? Will your subordinates work alone and 

report to you or work in teams?  

    2.  Which management approach (for example, Theory X 

or Y) do you propose to use to run your organization? 

In 50 or fewer words write a statement describing the 

management approach you believe will motivate and 

coordinate your subordinates, and tell why you think 

this style will be best.     
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  Small Group Breakout Exercise  [LO2-6]     
  Modeling an Open System 

  Form groups of three to five people, and appoint one group member as the spokesperson who will communicate 

your findings to the class when called on by the instructor. Then discuss the following scenario:  

  T
 hink of an organization with which you are all familiar, 

such as a local restaurant, store, or bank. After choosing 

an organization, model it from an open-systems perspec-

tive. Identify its input, conversion, and output processes; 

and identify forces in the external environment that help or 

hurt the organization’s ability to obtain resources and dis-

pose of its goods or services.   

  Managing Ethically  [LO2-3, 2-4]     

  How Unethical Behavior Shut Down a 
Meatpacking Plant 

  B
 y all appearances the Westland/Hallmark Meat Co. 

based in Chico, California, was considered to be an 

efficient and sanitary meatpacking plant. Under the con-

trol of its owner and CEO, Steven Mendell, the plant regu-

larly passed inspections by the U.S. Dept. of Agriculture 

(USDA). Over 200 workers were employed to slaughter 

cattle and prepare the beef for shipment to fast-food res-

taurants such as Burger King and Taco Bell. Also, millions 

of pounds of meat the plant produced yearly were deliv-

ered under contract to one of the federal government’s 

most coveted accounts: the National School Lunch 

Program. 59  

 When the Humane Society turned over a videotape 

(secretly filmed by one of its investigators who had taken 

a job as a plant employee) to the San Bernardino County 

District Attorney showing major violations of health pro-

cedures, an uproar followed. The videotape showed two 

workers dragging sick cows up the ramp that led to the 

slaughterhouse using metal chains and forklifts, and 

shocking them with electric prods and shooting streams 

of water in their noses and faces. Not only did the tape 

show inhumane treatment of animals, but it also provided 

evidence that the company was flouting the ban on allow-

ing sick animals to enter the food supply chain—something 

that federal regulations explicitly outlaw because of con-

cerns for human health and safety. 

 Once the USDA was informed that potentially con-

taminated beef products had entered the supply chain— 

especially the one to the nation’s schools—it issued a 

notice for the recall of the 143 million pounds of beef pro-

cessed in the plant over the last two years, the largest 

recall in history. In addition, the plant was shut down as 

the investigation proceeded. CEO Steven Mendell was 

subpoenaed to appear before the House Panel on Energy 

and Commerce Committee. He denied that these viola-

tions had taken place and that diseased cows had entered 

the food chain. However, when panel members demanded 

that he view the videotape that he claimed he had not 

seen, he was forced to acknowledge that inhumane treat-

ment of animals had occurred. 60  Moreover, federal inves-

tigators turned up evidence that as early as 1996 the plant 

had been cited for overuse of electric prods to speed 

cattle through the plant and had been cited for other viola-

tions since, suggesting that these abuses had been going 

on for a long period. 

 Not only were consumers and schoolchildren harmed by 

these unethical actions, but the plant itself was permanently 

shut down and all 220 workers lost their jobs. In addition, 

the employees directly implicated in the video were pros-

ecuted and one, who pleaded guilty to animal abuse, was 

convicted and sentenced to six months’ imprisonment. 61

Clearly, all the people and groups affected by the meat-

packing plant have suffered from its unethical and inhu-

mane organizational behaviors and practices. 

  Questions 

     1.  Use the theories discussed in the chapter to debate 

the ethical issues involved in the way the Westland/

Hallmark Meat Co. business operated.  

    2.  Also use the theories to discuss the ethical issues 

involved in the way the meatpacking business is 

being conducted today.  

    3.  Search the web for changes occurring in the meat-

packing business.      
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  Be the Manager  [LO2-2, 2-4]     
  How to Manage a Hotel 

  Y
 ou have been called in to advise the owners of an exclu-

sive new luxury hotel. For the venture to succeed, hotel 

employees must focus on providing customers with the 

highest-quality customer service possible. The challenge 

is to devise a way of organizing and controlling employ-

ees that will promote high-quality service, that will encour-

age employees to be committed to the hotel, and that will 

reduce the level of employee turnover and  absenteeism—

which are typically high in the hotel business. 

  Questions 

     1.  How do the various management theories discussed 

in this chapter offer clues for organizing and 

controlling hotel employees?  

    2.  Which parts would be the most important for an 

effective system to organize and control employees?      

  The Wall Street Journal Case 
in the News  [LO2-4, 2-6]    

   Deutsche Bank Found Inappropriate Communication between Staffer, 
Central Bank Salesperson Was Placed on Leave in March 

   A
  top Deutsche Bank saleswoman 

 was placed on leave last month 

after the German bank found what it 

regarded as inappropriate communi-

cation between her and Singapore’s 

central bank, according to a person 

familiar with the matter, marking a sig-

nificant new twist in the yearlong global 

investigation into the currency market. 

 Kai Lew, a director of sales at 

Deutsche Bank in London tasked with 

handling central bank clients, was put 

on leave because the bank—the big-

gest currency dealer in the world—

concluded that she had communicated 

improperly with the Monetary Authority 

of Singapore, or MAS, this person said. 

She is one of roughly 30 employees at 

nine banks who have been fired or sus-

pended as part of a burgeoning global 

investigation into possible manipula-

tion of currency markets, and the first 

in sales rather than trading. At the time 

her suspension was first reported, 

March 31, the reasons for the move 

were unclear. 

 Lew couldn’t be reached for com-

ment. The MAS said it “does not com-

ment on its dealings with individual 

financial institutions.” Deutsche Bank 

said it “has received requests for 

information from regulatory authori-

ties that are investigating trading in the 

foreign exchange market. The bank is 

cooperating with those investigations, 

and will take disciplinary action with 

regards to individuals if merited.” 

 The allegation makes the MAS the 

second central bank to be drawn into 

the case. The Bank of England last 

month said it had suspended a staff 

member and hired an outside law firm 

to perform an independent investiga-

tion into its employees’ conduct. 

 The MAS itself is among a grow-

ing list of central banks and regulators 

that has said it is investigating potential 

manipulation of the foreign exchange 

markets. After finding Lew’s commu-

nications with the MAS and deciding 

to put her on leave, Deutsche Bank 

  Exploring the World Wide Web  [LO2-3, 2-6]     

  E
 xplore General Electric’s corporate history ( https://

www.ge.com/about-us/history ). Locate and read each 

module on the company’s history, and then respond to the 

following questions:

    1. What do you think precipitated General Electric’s 

growth strategy based on merger and acquisition?  

   2. How were early acquisitions and mergers related to 

one another?  

   3. What challenges face General Electric’s current 

leadership team?     
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executives called MAS officials to 

inform them of their findings, according 

to the person familiar with the matter. 

 The exact nature of Lew’s com-

munication with the MAS isn’t clear. 

Traders from other banks have been 

disciplined in recent months for a 

variety of allegedly improper commu-

nication, primarily with traders at rival 

banks. The communication has ranged 

from sharing market-sensitive informa-

tion to lewd banter, according to peo-

ple familiar with the banks’ findings. 

 Communication between bank 

employees and officials at central 

banks is common. Central banks 

rely on real-time intelligence from the 

financial industry to understand what 

is happening in the markets. 

 But with the global regulatory 

investigation into currency trading 

mushrooming and focusing in part on 

inappropriate sharing of information, 

some banks have started clamping 

down on that long-standing practice, 

industry officials say. 

 “The amount of information they 

[central banks] are getting from us 

has collapsed,” said a senior execu-

tive at a large global bank. 

 By volume, central banks are typi-

cally small players in the currency 

market. The benchmark industry sur-

vey from the Bank for International 

Settlements last year noted that 

they contributed less than 1 percent 

of average daily trading volumes in 

April 2013. 

 Still, some bankers say central 

banks can command a special place 

in the market because of their dual 

role as an authority and a client. 

 “It starts with the fear factor,” one 

banker said. “Are central banks even 

really clients? They regulate us as 

well as being clients. They can shut 

us down. They are special.” 

 Central banks buy and sell curren-

cies for a range of reasons, includ-

ing direct intervention to weaken or 

strengthen their currencies under 

their monetary policy mandate, or 

trades on behalf of national pension 

funds or other stores of sovereign 

wealth. Most also monitor the market 

in their home currency in a regulatory 

capacity simply to check that market 

conditions are orderly. 

 This, bankers say, also muddies 

the usual relationship between a bank 

and its client. “We don’t know if they 

are seeking to keep their currency 

steady or if they are rebalancing their 

official reserves,” the banker said. 

“That puts traders and sales people 

in a potential conflict.”    

 Source:  Katie Martin, “Deutsche Bank Found 

Inappropriate Communication Between Staffer, 

Central Bank,” The Wall Street Journal, April 

9, 2014. Copyright © 2014 Dow Jones & 

Company, Inc. Reproduced with permission via 

Copyright Clearance Center.  

   Questions for Discussion 

    1. Under what conditions is it 

acceptable for a company 

to monitor its employees’ 

communications?  

   2. How would you feel if your 

employer monitored your 

communications?  

   3. Are there alternatives to keeping 

such a close eye on employees? 

If so, what?       
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  LO3-1 Describe the various personality traits that affect how managers think, 
feel, and behave. 

  LO3-2 Explain what values and attitudes are and describe their impact on 
managerial action. 

  LO3-3 Appreciate how moods and emotions influence all members of an 
organization. 

  LO3-4 Describe the nature of emotional intelligence and its role in management. 

  LO3-5 Define organizational culture and explain how managers both create and are 
influenced by organizational culture.  

 Values, Attitudes, Emotions, and 
Culture: The Manager as a Person   

 CHAPTER 3 

 Learning Objectives 

  After studying this chapter, you should be able to:  
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Jess Lee of Polyvore, a fashion and style social commerce website 

and company. Her ambition, hard work, and persistence, combined 

with dedication to users and employees, have helped make Polyvore 

one of the five best websites for one-stop online shopping.

  What does it take to rise to the top in 

 Silicon Valley?  In her early thirties, Jess 

Lee’s rise to the top at Polyvore, a fashion 

and style social commerce site and com-

pany, is a testament to her determination, 

hard work, persistence, broad interests, 

originality, and willingness to take risks. 

When she was growing up in Hong Kong, 

Lee loved to draw and thought she’d like 

to write and draw Japanese  manga  com-

ics when she grew up (her “fun fact” on 

the Polyvore website notes that she likes 

to draw and has more than 1,000 comic 

books). Her parents had other ideas, and as 

an entrepreneur who operated a translation 

organization from their house, her mother 

instilled in her a sense of the value of being 

in charge of what you do. 1  

 Lee attended Stanford University, where 

she received a degree in computer science. 

She had planned on becoming an engineer 

and had a job lined up when she received a 

phone call from a Google recruiter inviting her 

to interview for their associate product man-

ager program. While interviewing at Google, 

Lee spoke with Marisa Mayer (who was an 

executive at Google prior to becoming presi-

dent and CEO of Yahoo). Lee told Mayer she 

wasn’t sure if she wanted to work at Google 

because she already had another offer 

and had planned to be an engineer. Mayer 

advised Lee to choose what she thought 

would be the most challenging  position. 

Always up for a challenge, Lee decided to join 

Google and has not looked back since. 2  

 As a product manager working on Google 

Maps, Lee realized that it was important for 

the engineers she worked with to hold her 

in high regard. 3  While her computer science 

background certainly helped, so did her 

   A MANAGER’S CHALLENGE 

   Jess Lee’s Determination and Broad Interests Lead 

to the Top at Polyvore  
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hard work, determination, and persistence. 

While she was working at Google, one of 

her friends introduced her to the Polyvore 

website. With her love of art and fashion, Lee 

became hooked on the site, which enables 

users to build sets or collages of products 

from over 42 million images that typically 

combine clothing, fashion, and household 

goods into artistic compilations. 4  Spending 

an hour or two on the site each evening, Lee 

decided to let Polyvore’s founders know that 

she liked the site but also give them sugges-

tions for improvements and complaints and 

problems she had with the site. Her under-

standing , attention to detail, and close con-

nection to Polyvore and its users made an 

impression on the founders, who suggested 

that perhaps she would like to correct all the 

problems she had uncovered as a Polyvore 

employee. 5  After a meeting for coffee, the 

deal was sealed and Lee became a product 

manager at Polyvore. 6  

 Always open to new experiences, Lee 

engaged in all manner of tasks to help Poly-

vore create a great user experience, rang-

ing from coding and management to sales. 

She also undertook a lot of responsibilities 

at Polyvore that she had never done before, 

providing challenges and opportunities for 

learning. In recognition of her dedication 

and contributions to Polyvore, the founders 

first decided to make Lee a cofounder and 

then decided to appoint her CEO. 7  Under 

her leadership, Polyvore became profitable. 

Although she is somewhat introverted, Lee 

has found her own leadership style that 

works well at Polyvore. 8  

 Over 20 million people visit the Poly-

vore site each month, and the average 

purchase from a visit to the site is $220. 9  

Polyvore earns revenue through affiliate 

advertising: All products on the site have 

links to pages where the products can be 

purchased, and when these links lead to 

sales, Polyvore receives affiliate fees. 10  

Polyvore also earns revenues from native 

advertising. 11  

 Three values are key to Polyvore’s cul-

ture. One of these values, “delight the user,” 

focuses on the user experience. 12  As a fan 

and dedicated user of Polyvore before she 

joined the firm, Lee knows how important 

the user experience is and seeks to provide 

users with outstanding products and make 

sure that they enjoy their time on the site. 

When users create sets, Polyvore collects 

information on how they use the site, the 

brands and styles they like, and how they 

put them together into sets. Another value, 

“do a few things well,” speaks to Polyvore’s 

approach of keeping everything simple. 13  

By focusing on what is really important and 

doing it well while removing tangential activi-

ties, Polyvore focuses on high quality and 

attention to detail. 14  

 A third value in Polyvore’s culture, 

“make an impact,” describes the sense 

of accomplishment that has always been 

important to Lee and that she encourages 

all employees to experience. 15  Each month 

an employee is named “employee of the 

month” and can spend $500 on something 

for the company or its employees such as a 

foosball table, a very large beanbag chair, 

or lunch for all employees from a food 

truck. 16  

 An art lover herself, Lee prides herself 

on providing users with the technology 

and the site to express their own creativ-

ity through the sets they create. Using 

an analogy from painting, she suggests 

that Polyvore provides users with a blank 

canvas on which they can express their 

creativity. 17  
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  Time.com  recently named Polyvore one 

of the five best sites for online shopping 

on a single site (in other words, one-stop 

shopping). More specifically, Polyvore was 

named “Best for Virtual Window Shopping” 

because users can see collections of prod-

ucts in sets created by other users as well 

as look through Polyvore’s collection of 

products. 18  

 Always open to new experiences and 

challenges, Lee sees Polyvore expanding 

beyond fashion, being available on more 

kinds of devices, and also expanding inter-

nationally. Her ambition, hard work, determi-

nation, and persistence, combined with her 

dedication to Polyvore’s users and employ-

ees, show that Polyvore is in good hands as 

it seeks to expand. 19             

    Like people everywhere, Jess Lee has her own distinctive personality, 

values, ways of viewing things, and personal challenges and disappoint-

ments. In this chapter we focus on the manager as a feeling, thinking 

human being. We start by describing enduring characteristics that influence how managers 

work and how they view other people, their organizations, and the world around them. We 

also discuss how managers’ values, attitudes, and moods play out in organizations, shaping 

organizational culture. By the end of this chapter, you will appreciate how the personal char-

acteristics of managers influence the process of management in general—and organizational 

culture in particular.    

  All  p eople, including managers, have certain enduring characteristics 

that influence how they think, feel, and behave both on and off the job. 

These characteristics are    personality traits:    particular tendencies to 

feel, think, and act in certain ways that can be used to describe the per-

sonality of every individual. It is important to understand the personali-

ties of managers because their personalities influence their behavior and 

their approach to managing people and resources. 

 Some managers are demanding, difficult to get along with, and highly 

critical of other people. Other managers may be as concerned about 

effectiveness and efficiency as highly critical managers but are easier to get along with, are 

likable, and frequently praise the people around them. Both management styles may produce 

excellent results, but their effects on employees are quite different. Do managers deliberately 

decide to adopt one or the other of these approaches to management? Although they may do 

so part of the time, in all likelihood their personalities account for their different approaches. 

Indeed, research suggests that the way people react to different conditions depends, in part, 

on their personalities. 20   

   The Big Five Personality Traits 
 We can think of an individual’s personality as being composed of five general traits or char-

acteristics: extraversion, negative affectivity, agreeableness, conscientiousness, and openness 

to experience. 21  Researchers often consider these the Big Five personality traits. 22  Each of 

them can be viewed as a continuum along which every individual or, more specifically, every 

manager falls (see  Figure 3.1 ).  

 Some managers may be at the high end of one trait continuum, others at the low end, and 

still others somewhere in between. An easy way to understand how these traits can affect a 

person’s approach to management is to describe what people are like at the high and low ends 

of each trait continuum. As will become evident as you read about each trait, no single trait is 

Overview

Enduring 
Characteristics: 

Personality 
Traits

    personality traits    Enduring 

tendencies to feel, think, and 

act in certain ways.   

 LO3-1 

 Describe the various 
personality traits that affect 
how managers think, feel, 
and behave. 
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right or wrong for being an effective manager. Rather, effectiveness is determined by a com-

plex interaction between the characteristics of managers (including personality traits) and the 

nature of the job and organization in which they are working. Moreover, personality traits that 

enhance managerial effectiveness in one situation may impair it in another. 

  EXTRAVERSION      Extraversion    is the tendency to experience positive emotions and 

moods and feel good about oneself and the rest of the world. Managers who are high on 

extraversion (often called  extraverts ) tend to be sociable, affectionate, outgoing, and friendly. 

Managers who are low on extraversion (often called  introverts ) tend to be less inclined toward 

social interactions and to have a less positive outlook. Being high on extraversion may be an 

asset for managers whose jobs entail especially high levels of social interaction. Managers 

who are low on extraversion may nevertheless be highly effective and efficient, especially 

when their jobs do not require much social interaction. Their quieter approach may enable 

them to accomplish quite a bit of work in limited time. See  Figure 3.2  for an example of a 

scale that can be used to measure a person’s level of extraversion.   

  NEGATIVE AFFECTIVITY      Negative affectivity    is the tendency to experience negative 

emotions and moods, feel distressed, and be critical of oneself and others. Managers high on 

this trait may often feel angry and dissatisfied and complain about their own and others’ lack of 

progress. Managers who are low on negative affectivity do not tend to experience many nega-

tive emotions and moods and are less pessimistic and critical of themselves and others. On the 

plus side, the critical approach of a manager high on negative affectivity may sometimes spur 

both the manager and others to improve their performance. Nevertheless, it is probably more 

pleasant to work with a manager who is low on negative affectivity; the better working rela-

tionships that such a manager is likely to cultivate also can be an important asset.     

  AGREEABLENESS      Agreeableness    is the tendency to get along well with others. Man-

agers who are high on the agreeableness continuum are likable, tend to be affectionate, and 

care about other people. Managers who are low on agreeableness may be somewhat distrust-

ful of others, unsympathetic, uncooperative, and even at times antagonistic. Being high on 

    extraversion    The tendency 

to experience positive emo-

tions and moods and to feel 

good about oneself and the 

rest of the world.   

    negative affectivity    The 

tendency to experience nega-

tive emotions and moods, 

to feel distressed, and to be 

critical of oneself and others.   

    agreeableness    The ten-

dency to get along well with 

other people.   

 Figure 3.1 

 The Big Five Personality Traits  

I

Low HighExtraversion

II

Low HighNegative affectivity

III

Low HighAgreeableness

IV

Low HighConscientiousness

V

Low HighOpenness to experience 

Managers’ personalities can be described by determining

which point on each of the following dimensions best

characterizes the manager in question:
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agreeableness may be especially important for managers whose responsibilities require that 

they develop good, close relationships with others. Nevertheless, a low level of agreeableness 

may be an asset in managerial jobs that actually require that managers be antagonistic, such as 

drill sergeants and some other kinds of military managers. See  Figure 3.2  for an example of a 

scale that measures a person’s level of agreeableness.  

  CONSCIENTIOUSNESS      Conscientiousness    is the tendency to be careful, scrupulous, 

and persevering. 23  Managers who are high on the conscientiousness continuum are organized 

and self-disciplined; those who are low on this trait might sometimes appear to lack direc-

tion and self-discipline. Conscientiousness has been found to be a good predictor of per-

formance in many kinds of jobs, including managerial jobs in a variety of organizations. 24  

    conscientiousness    The 

tendency to be careful, scru-

pulous, and persevering.   

 Figure 3.2 

 Measures of Extraversion, Agreeableness, Conscientiousness, and Openness 

to Experience  

1
Very

inaccurate

2
Moderately
inaccurate

3
Neither inaccurate

nor accurate

4
Moderately
accurate

5
Very

accurate

Am interested in people.

Have a rich vocabulary.

Am always prepared.

Am not really interested in others.*

Leave my belongings around.*

Am the life of the party.

Have difficulty understanding

abstract ideas.*

Sympathize with others’ feelings.

Don’t talk a lot.*

Pay attention to details.

Have a vivid imagination.

Insult people.*

Make a mess of things.*

Feel comfortable around people.

Am not interested in abstract ideas.*

Have a soft heart.

Get chores done right away.

Keep in the background.*

Have excellent ideas.

Start conversations.

Am not interested in other people’s

problems.*

____ 1. 

____ 2. 

____ 3. 

____ 4. 

____ 5. 

____ 6. 

____ 7. 

 

____ 8. 

____ 9. 

___ 10. 

___ 11. 

___ 12. 

___ 13. 

___ 14. 

___ 15. 

___ 16. 

___ 17. 

___ 18. 

___ 19. 

___ 20. 

___ 21. 

Often forget to put things back in

their proper place.*

Have little to say.*

Do not have a good imagination.*

Take time out for others.

Like order.

Talk to a lot of different people at

parties.

Am quick to understand things.

Feel little concern for others.*

Shirk my duties.*

Don’t like to draw attention to

myself.*

Use difficult words.

Feel others’ emotions.

Follow a schedule.

Spend time reflecting on things.

Don’t mind being the center of

attention.

Make people feel at ease.

Am exacting in my work.

Am quiet around strangers.*

Am full of ideas.

___ 22. 

___ 23. 

___ 24. 

___ 25. 

___ 26. 

___ 27. 

 

___ 28. 

___ 29. 

___ 30. 

___ 31. 

___ 32. 

___ 33. 

___ 34. 

___ 35. 

___ 36. 

___ 37. 

___ 38. 

___ 39. 

___ 40. 

* Item is reverse-scored: 1 = 5, 2 = 4, 4 = 2, 5 = 1

Scoring: Sum responses to items for an overall scale.

 Extraversion = sum of items 6, 9, 14, 18, 20, 23, 27, 31, 36, 39

 Agreeableness = sum of items 1, 4, 8, 12, 16, 21, 25, 29, 33, 37

 Conscientiousness = sum of items 3, 5, 10, 13, 17, 22, 26, 30, 34, 38

 Openness to experience = sum of items 2, 7, 11, 15, 19, 24, 28, 32, 35, 40

Listed below are phrases describing people’s behaviors. Please use the rating scale below to 
describe how accurately each statement describes you. Describe yourself as you generally are 
now, not as you wish to be in the future. Describe yourself as you honestly see yourself, in 
relation to other people you know of the same sex as you are and roughly your same age.

 Source: L. R. Goldberg, Oregon Research sInstitute,  http://ipip.ori.org/ipip/ . Reprinted with permission. 



Free ebooks ==>   www.ebook777.com
66 Chapter Three

Entrepreneurs who found their own companies, like Jess Lee (a cofounder of Polyvore pro-

filed in “A Manager’s Challenge”), often are high on conscientiousness, and their persistence 

and determination help them to overcome obstacles and turn their ideas into successful new 

ventures.  Figure 3.2  provides an example of a scale that measures conscientiousness.  

  OPENNESS TO EXPERIENCE      Openness to experience    is the tendency to be origi-

nal, have broad interests, be open to a wide range of stimuli, be daring, and take risks. 25  

Managers who are high on this trait continuum may be especially likely to take risks and 

be innovative in their planning and decision making. Jess Lee, discussed in this chapter’s 

“A Manager’s Challenge,” has always been open to new challenges, learning opportunities, 

and things she hasn’t done before—a testament to her high level of openness to experience. 

Managers who are low on openness to experience may be less prone to take risks and more 

conservative in their planning and decision making. In certain organizations and positions, 

this tendency might be an asset. The manager of the fiscal office in a public university, for 

example, must ensure that all university departments and units follow the university’s rules 

and regulations pertaining to budgets, spending accounts, and reimbursements of expenses. 

 Figure 3.2  provides an example of a measure of openness to experience. 

 Some successful entrepreneurs who start their own businesses are high on openness to 

experience and conscientiousness, which has contributed to their accomplishments as entre-

preneurs and managers, as is true of Kevin Plank, founder, CEO, and chairman of the board 

of Under Armour. 26   

    openness to experience    

The tendency to be original, 

have broad interests, be open 

to a wide range of stimuli, be 

daring, and take risks.   

 Manager as 
a Person 

  Kevin Plank’s Openness to Experience 
and Conscientiousness Pay Off at 
Under Armour 
 When Kevin Plank was a walk-on fullback football player at the University of Mary-
land in the 1990s, he often became annoyed that his T-shirt was soaked and weighted 
down with sweat. Always an original thinker, he wondered why athletic apparel 
couldn’t be make out of some kind of polyester blend that would help athletes’ and 
sports aficionados’ muscles stay cool while wicking away, and not holding, moisture 
from sweat. 27  As he was finishing his undergraduate studies at Maryland, he started 

experimenting with different fabrics, testing their durabil-
ity, comfort, and water resistance with the help of a local 
tailor. A prototype of Under Armour’s first product—the 
0039 compression shirt—was developed. 28  

 Upon graduation from the University of Maryland, Plank 
was offered a position at Prudential Life Insurance. An entre-
preneur at heart willing to risk everything to pursue his bold 
ideas, Plank realized that accepting a secure position with an 
insurance company would have driven him nuts. So he turned 
down the Prudential offer and mustered his determination to 
sell his innovative T-shirt. 29  With little business training or 
experience, and a lot of perseverance and discipline, Plank 
pursued the makings of what would become a major compet-
itor of Nike 16 years later with net revenues over $2.3 billion 
in 2013. 30  Entering and succeeding in the competitive sports 
apparel industry dominated by huge players like Nike with 
vast resources and a widely recognized brand would seem 
like an impossible feat even for a seasoned businessperson 
with access to capital. With around $20,000 in the bank and 
the resolve to turn his idea into a viable venture, Plank suc-
ceeded against all odds. 31  

Kevin Plank began by selling his innovative T-shirts from the 
trunk of his car. Under Armour is now a global company, 
producing and selling sports and fitness apparel, shoes, and 
accessories.  His success demonstrates how taking risks, 
while also being determined and disciplined, can lead to 
success against tough odds.
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 Very outgoing and confident, Plank used his network of athletic contacts from play-
ing on teams in high school, military school, and the University of Maryland to get the 
word out about the shirt. 32  From the various teams he had played on, he was familiar 
enough with around 40 NFL players to contact them and tell them about the shirt. Liv-
ing out of his car with his trunk full of shirts, Plank drove around to training camps and 
schools to show athletes and managers his new product. Teaming up with two part-
ners, Plank began running his business from the basement of his grandmother’s house 
in the Georgetown area of Washington, DC, with the help of a $250,000 small business 
loan. As business and orders picked up, Under Armour outgrew the basement and set 
up shop on Sharp Street in Baltimore. 33  The rest has literally been history. 

 Under Armour currently produces and sells apparel, shoes, and accessories for 
women, men, and youth for athletics, sports, outdoor activities, and fitness. 34  Under 
Armour is a global company with 6,000 employees, operating in North America, 
Europe, the Middle East, Africa, Asia, and Latin America though most employees 
work in the United States. 35  

 Under Armour is currently headquartered in what used to be the 400,000-square-
foot Tide Point complex where Procter & Gamble used to manufacture detergent in 
Baltimore. 36  Some of the original names of the facilities like Joy and Cheer remain 
and seem aptly fit for a company like Under Armour. 37  Under Armour has made 
major contributions to help Baltimore’s depressed economy, including employing 
over 2,000 people in the Baltimore area. Clearly Plank demonstrates that being origi-
nal, daring, and taking risks while at the same time being highly determined, disci-
plined, and persevering can help managers and entrepreneurs succeed against tough 
odds. As Plank puts it, “There’s an entrepreneur right now, scared to death . . . Get out 
of your garage and go take a chance, and start your business.” 38   

 Successful managers occupy a variety of positions on the Big Five personality trait con-

tinua. One highly effective manager may be high on extraversion and negative affectivity; 

another equally effective manager may be low on both these traits; and still another may 

be somewhere in between. Members of an organization must understand these differences 

among managers because they can shed light on how managers behave and on their approach 

to planning, leading, organizing, or controlling. If subordinates realize, for example, that their 

manager is low on extraversion, they will not feel slighted when their manager seems to be 

aloof because they will realize that by nature he or she is simply not outgoing. 

 Managers themselves also need to be aware of their own personality traits and the traits of 

others, including their subordinates and fellow managers. A manager who knows that he has 

a tendency to be highly critical of other people might try to tone down his negative approach. 

Similarly, a manager who realizes that her chronically complaining subordinate tends to be so 

negative because of his personality may take all his complaints with a grain of salt and realize 

that things probably are not as bad as this subordinate says they are. 

 In order for all members of an organization to work well together and with people outside 

the organization, such as customers and suppliers, they must understand each other. Such 

understanding comes, in part, from an appreciation of some fundamental ways in which peo-

ple differ from one another—that is, an appreciation of personality traits.   

  Other Personality Traits That 
Affect Managerial Behavior 
 Many other specific traits in addition to the Big Five describe people’s personalities. Here we 

look at traits that are particularly important for understanding managerial effectiveness: locus 

of control; self-esteem; and the needs for achievement, affiliation, and power. 

  LOCUS OF CONTROL   People differ in their views about how much control they have 

over what happens to and around them. The locus of control trait captures these beliefs. 39  People 

with an    internal locus of control    believe they themselves are responsible for their own fate; 

they see their own actions and behaviors as being major and decisive determinants of important 

    internal locus of control    

The tendency to locate 

responsibility for one’s fate 

within oneself.   



Free ebooks ==>   www.ebook777.com
68 Chapter Three

outcomes such as attaining levels of job performance, being promoted, or being turned down 

for a choice job assignment. Some managers with an internal locus of control see the success 

of a whole organization resting on their shoulders. One example is Jess Lee in “A Manager’s 

Challenge.” An internal locus of control also helps to ensure ethical behavior and decision mak-

ing in an organization because people feel accountable and responsible for their own actions. 

 People with an    external locus of control    believe that outside forces are responsible for 

what happens to and around them; they do not think their own actions make much of a dif-

ference. As such, they tend not to intervene to try to change a situation or solve a problem, 

leaving it to someone else. 

 Managers need an internal locus of control because they  are  responsible for what happens 

in organizations; they need to believe they can and do make a difference, as does Jess Lee at 

Polyvore. Moreover, managers are responsible for ensuring that organizations and their mem-

bers behave in an ethical fashion, and for this as well they need an internal locus of  control—

they need to know and feel they can make a difference.  

  SELF-ESTEEM      Self-esteem    is the degree to which individuals feel good about themselves 

and their capabilities. People with high self-esteem believe they are competent, deserving, and 

capable of handling most situations, as does Jess Lee. People with low self-esteem have poor 

opinions of themselves, are unsure about their capabilities, and question their ability to suc-

ceed at different endeavors. 40  Research suggests that people tend to choose activities and goals 

consistent with their levels of self-esteem. High self-esteem is desirable for managers because it 

facilitates their setting and keeping high standards for themselves, pushes them ahead on difficult 

projects, and gives them the confidence they need to make and carry out important decisions.  

  NEEDS FOR ACHIEVEMENT, AFFILIATION, AND POWER   Psychologist David 

McClelland has extensively researched the needs for achievement, affiliation, and power. 41  

The    need for achievement    is the extent to which an individual has a strong desire to perform 

challenging tasks well and to meet personal standards for excellence. People with a high 

need for achievement often set clear goals for themselves and like to receive performance 

feedback. The    need for affiliation    is the extent to which an individual is concerned about 

establishing and maintaining good interpersonal relations, being liked, and having the people 

around him or her get along with one another. The    need for power    is the extent to which an 

individual desires to control or influence others. 42  

 Research suggests that high needs for achievement and for power are assets for first-line 

and middle managers and that a high need for power is especially important for upper-level 

managers. 43  One study found that U.S. presidents with a relatively high need for power 

tended to be especially effective during their terms of office. 44  A high need for affiliation may 

not always be desirable in managers because it might lead them to try too hard to be liked 

by others (including subordinates) rather than doing all they can to ensure that performance 

is as high as it can and should be. Although most research on these needs has been done in 

the United States, some studies suggest that these findings may also apply to people in other 

countries such as India and New Zealand. 45  

 Taken together, these desirable personality traits for managers—an internal locus of con-

trol, high self-esteem, and high needs for achievement and power—suggest that managers 

need to be take-charge people who not only believe their own actions are decisive in deter-

mining their own and their organizations’ fates but also believe in their own capabilities. Such 

managers have a personal desire for accomplishment and influence over others.      

       What are managers striving to achieve? How do they think they should 

behave? What do they think about their jobs and organizations? And how 

do they actually feel at work? We can find some answers to these ques-

tions by exploring managers’ values, attitudes, and moods. 

 Values, attitudes, and moods and emotions capture how managers 

experience their jobs as individuals.  Values  describe what managers are 

trying to achieve through work and how they think they should behave. 

 Attitudes  capture their thoughts and feelings about their specific jobs and 

organizations.  Moods and emotions  encompass how managers actually 

    external locus of control    

The tendency to locate 

responsibility for one’s fate in 

outside forces and to believe 

one’s own behavior has little 

impact on outcomes.   

    self-esteem    The degree to 

which individuals feel good 

about themselves and their 

capabilities.   

    need for achievement    The 

extent to which an individual 

has a strong desire to perform 

challenging tasks well and to 

meet personal standards for 

excellence.   

    need for affiliation    The 

extent to which an individual 

is concerned about establish-

ing and maintaining good 

interpersonal relations, being 

liked, and having other people 

get along.   

    need for power    The extent 

to which an individual desires 

to control or influence others.   

Values, 
Attitudes, and 

Moods and 
Emotions

 LO3-2 

 Explain what values and 
attitudes are and describe 
their impact on managerial 
action. 



Free ebooks ==>   www.ebook777.com
 Values, Attitudes, Emotions, and Culture: The Manager as a Person 69

feel when they are managing. Although these three aspects of managers’ work experience 

are highly personal, they also have important implications for understanding how managers 

behave, how they treat and respond to others, and how, through their efforts, they help con-

tribute to organizational effectiveness through planning, leading, organizing, and controlling. 

  Values: Terminal and Instrumental 
 The two kinds of personal values are  terminal  and  instrumental.  A    terminal value    is a per-

sonal conviction about lifelong goals or objectives; an    instrumental  v alue    is a personal con-

viction about desired modes of conduct or ways of behaving. 46  Terminal values often lead to 

the formation of    norms,    which are unwritten, informal codes of conduct, such as behaving 

honestly or courteously, that prescribe how people should act in particular situations and are 

considered important by most members of a group or organization. 

 Milton Rokeach, a leading researcher in the area of human values, identified 18 terminal 

values and 18 instrumental values that describe each person’s value system. 47  By rank order-

ing the terminal values from “1 (most important as a guiding principle in one’s life)” to “18 

(least important as a guiding principle in one’s life)” and then rank ordering the instrumental 

values from 1 to 18, people can give good pictures of their    value systems   —what they are 

striving to achieve in life and how they want to behave. 48  

Several of Rokeach’s terminal values seem to be especially important for managers such as 

“a sense of accomplishment (a lasting contribution)”, “equality (brotherhood, equal oppor-

tunity for all)”, and “self-respect (self-esteem).”49 A manager who thinks a sense of accom-

plishment is of paramount importance might focus on making a lasting contribution to an 

organization by developing a new product that can save or prolong lives, as is true of manag-

ers at Medtronic (a company that makes medical devices such as cardiac pacemakers), or by 

opening a new foreign subsidiary. A manager who places equality at the top of his or her list 

of terminal values may be at the forefront of an organization’s efforts to support, provide equal 

opportunities to, and capitalize on the many talents of an increasingly diverse workforce.

Other terminal values are likely to be considered important by many managers, such as “a 

comfortable life (a prosperous life)”, “an exciting life (a stimulating, active life)”, “freedom 

(independence, free choice)”, and “social recognition (respect, admiration).”50 The relative 

importance that managers place on each terminal value helps explain what they are striving to 

achieve in their organizations and what they will focus their efforts on.

Several of Rokeach’s instrumental values seem to be important modes of conduct for man-

agers, such as being “ambitious (hardworking, aspiring)”, “broad-minded (open-minded)”, 

“capable (competent, effective)”, “responsible (dependable, reliable)”, and “self-controlled 

(restrained, self-disciplined).”51 Moreover, the relative importance a manager places on these and 

other instrumental values may be a significant determinant of actual behaviors on the job. A man-

ager who considers being “imaginative (daring, creative)”52 to be highly important, for example, 

is more likely to be innovative and take risks than is a manager who considers this to be less 

important (all else being equal). A manager who considers being “honest (sincere, truthful)”53 to 

be of paramount importance may be a driving force for taking steps to ensure that all members 

of a unit or organization behave ethically, as indicated in the following “Ethics in Action” box.

    terminal value    A lifelong 

goal or objective that an indi-

vidual seeks to achieve.   

    instrumental value    A 

mode of conduct that an indi-

vidual seeks to follow.   

    norms    Unwritten, informal 

codes of conduct that pre-

scribe how people should act 

in particular situations and 

are considered important by 

most members of a group or 

organization.   

    value system    The terminal 

and instrumental values that 

are guiding principles in an 

individual’s life.   

  Telling the Truth at Gentle Giant Moving 

 Gentle Giant Moving Company, based in Somerville, Massachusetts, was founded by 
Larry O’Toole in 1980 and now has over $28 million in revenues and offices in multiple 
states. 54  Gentle Giant opened its newest office, Chicago Movers–Gentle Giant Mov-
ing & Storage, in 2013 in Chicago, Illinois. 55  Although moving is undoubtedly hard 
work and many people would never think about having a career in this industry, Gentle 
Giant’s unique culture and approach to managing people have not only contributed to 
the company’s success but also give its employees satisfying careers. For example, 

  Ethics 
in Action 
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At Gentle Giant Moving Company, employees are given lead-
ership training, access to company outings, and the opportu-
nity to advance to management positions.

when Ryan Libby was in college, he worked for Gen-
tle Giant during one of his summer vacations to make 
some extra money. After graduating from college, he was 
the assistant manager for the Providence, Rhode Island, 
Gentle Giant Office. Now Libby is branch manager for 
Providence. 56  As he puts it, “First it was just a paycheck, 
and it kind of turned into a long-term career.” 57  

 Libby is just the kind of employee O’Toole seeks to 
hire—employees who start out driving moving trucks 
and eventually move into management positions running 
offices. Whereas some moving companies hire a lot of 
temporary help in the summer to meet seasonal demand, 
60 percent of Gentle Giant employees are employed full-
time. 58  Because the demand for moving services is lower 
in the winter, Gentle Giant uses this time to train and 
develop employees. Of course new employees receive 
training in the basics of moving: packing, lifting, and 
carrying household goods safely. However, employees 

looking to advance in the company receive training in a host of other areas ranging 
from project management, communication, problem solving, and customer relations 
to leadership. An overarching goal of Gentle Giant’s training efforts is inculcating in 
employees the importance of honesty. According to O’Toole, “We really emphasize 
that what matters most to us is telling the truth.” 59  

 Training benefits Gentle Giant’s employees, customers, and the company as a 
whole. About one-third of the company’s office and management employees started 
out driving moving trucks. Customers are satisfied because employees are capable, 
honest, and professional. And the company has continued to grow, prosper, and 
receive recognition in the business press as well as awards. For example, Gentle 
Giant was named one of the 15 Top Small Workplaces by  The Wall Street Journal  
in collaboration with Winning Workplaces (a nonprofit organization that focuses on 
helping small and medium-size companies improve their work environments). 60  

 Having fun and getting to know each other as people are also important at Gentle 
Giant. 61  The company holds parties and arranges outings for employees to sporting 
events, amusement parks, and other local attractions. Most workdays, O’Toole takes 
an employee out to lunch. Some college athletes are attracted to work for Gentle Giant 
because they see moving as a way to keep fit while at the same time having the opportu-
nity to grow and develop on the job and move into a managerial position if they desire. 62    

 All in all, managers’ value systems signify what managers as individuals are trying to 

accomplish and become in their personal lives and at work. Thus managers’ value systems 

are fundamental guides to their behavior and efforts at planning, leading, organizing, and 

controlling.  

  Attitudes 
 An    attitude    is a collection of feelings and beliefs. Like everyone else, managers have atti-

tudes about their jobs and organizations, and these attitudes affect how they approach their 

jobs. Two of the most important attitudes in this context are job satisfaction and organiza-

tional commitment. 

  JOB SATISFACTION      Job satisfaction    is the collection of feelings and beliefs that 

managers have about their current jobs. 63  Managers who have high levels of job satisfaction 

generally like their jobs, feel they are fairly treated, and believe their jobs have many desir-

able features or characteristics (such as interesting work, good pay and job security, auton-

omy, or nice coworkers).  Figure 3.3  shows sample items from two scales that managers can 

use to measure job satisfaction. Levels of job satisfaction tend to increase as one moves up 

    attitude    A collection of 

 feelings and beliefs.   

    job satisfaction    The 

 collection of feelings and 

beliefs that managers have 

about their current jobs.   
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 Figure 3.3 

 Sample Items from Two Measures of Job Satisfaction  

Being able to do things that

don't go against my conscience.

The way my job provides for

steady employment.

The chance to do things for

other people.

The chance to do something

that makes use of my abilities.

The way company policies are

put into practice.

My pay and the amount of work

I do. 

The chances for advancement

on this job.

The freedom to use my own

judgment.

The working conditions.

The way my coworkers get

along with each other.

The praise I get for doing a

good job.

The feeling of accomplishment

I get from the job. 

The Faces Scale

Workers select the face which best expresses how they feel about their job

in general.

11 10 9 8 7 6 5 4 3 2 1

Sample items from the Minnesota Satisfaction Questionnaire:

People respond to each of the items in the scale by checking whether they are:

[ ] Very dissatisfied

[ ] Dissatisfied

[ ] Can't decide whether satisfied or not

[ ] Satisfied

[ ] Very satisfied

On my present job, this is how I feel about . . .

____  7.

____  8.

____  9.

____10.

____11.

____12.

____ 1.

____ 2.

____ 3.

____ 4.

____ 5.

____ 6.

 Source: D.J. Weiss et al.,  Manual for the Minnesota Satisfaction Questionnaire.  Copyrighted by the Vocational 

 Psychology Research, University of Minnesota; copyright © 1975 by the American Psychological Association. 

Adapted by permission of R.B. Dunham and J.B. Brett. 

the hierarchy in an organization. Upper managers, in general, tend to be more satisfied with 

their jobs than entry-level employees. Managers’ levels of job satisfaction can range from 

very low to very high.  

 One might think that in tough economic times, when unemployment is high and layoffs 

are prevalent, people who have jobs might be relatively satisfied with them. However, this 

is not necessarily the case. For example, in December 2009 the U.S. unemployment rate was 

10 percent, 85,000 jobs were lost from the economy, and the underemployment rate (which 

includes people who have given up looking for jobs and those who are working part-time 

because they can’t find a full-time position) was 17.3 percent. 64  During these recessionary 

conditions, job satisfaction levels in the United States fell to record lows. 65  

 The Conference Board has been tracking levels of U.S. job satisfaction since 1987, when 

61.1 percent of workers surveyed indicated that they were satisfied with their jobs. 66  In 2009 

only 45 percent of workers surveyed indicated that they were satisfied with their jobs, an all-

time low for the survey. 67  Some sources of job dissatisfaction include uninteresting work, lack 

of job security, incomes that have not kept pace with inflation, and having to spend more money 

on health insurance. For example, three times as many workers in 2009 had to contribute to 

paying for their health insurance and had rising levels of contributions compared to 1980. Only 

43 percent of workers thought their jobs were secure in 2009 compared to  59 percent in 1987. 

In the 2000s, average household incomes adjusted for inflation declined. 68  
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 Of all age groups, workers under 25 were the most dissatisfied with their jobs in 2009. 

More specifically, approximately 64 percent of workers in this age group were dissatisfied 

with their jobs, perhaps due to declining opportunities and relatively low earnings. Around 

22 percent of all respondents didn’t think they would still have the same job in a year. 69  

 In 2012, 47.3 percent of U.S. workers indicated that they were satisfied with their jobs on 

the Conference Board survey. 70  This was the seventh year in a row in which less than one-half 

of Americans were satisfied with their jobs. 71  Factors contributing to levels of satisfaction/

dissatisfaction in 2012 included potential for growth on the job, interesting work, communi-

cation, recognition, workload, and work–life balance. 72  

 Some organizations have combined a concern about protecting the environment with a 

concern about preserving workers’ jobs and avoiding layoffs, as illustrated in the accompany-

ing “Ethics in Action” feature. 

  Protecting the Environment and Jobs 
at Subaru of Indiana Automotive 

 Subaru of Indiana Automotive (SIA) is located in Lafayette, Indiana; produces the 
Subaru Legacy, Outback, and Tribeca; and has over 3,700 employees. 73  While the 
U.S. auto industry has had its share of major problems ranging from massive layoffs 

to huge bankruptcies, SIA has never laid off employees. 74  
In fact, SIA employees receive annual raises, premium-free 
health care, substantial amounts of overtime work, finan-
cial counseling, the option of earning a Purdue University 
degree at the production facility, and pay for volunteer 
work. While approximately 46,000 auto jobs have been lost 
in Indiana and several auto manufacturing plants have shut 
down in the state, SIA appears to be thriving. 75   

 At the same time, SIA has been on an uncompromis-
ing mission to protect the environment and save money by 
eliminating waste. Around 98 percent of the waste at SIA 
is recycled or composted with considerable efficiencies and 
cost savings. 76  An on-site broker manages bids for recycled 
metals, glass, plastic, and paper. Only about 2 percent of 
waste is incinerated, and this is done locally at an opera-
tion that converts waste to fuel. Suppliers are encouraged 
to minimize packaging, which enables SIA to get better 
deals from them, and boxes and containers shipping parts 

and materials back and forth from Japan to Indiana are reused, cutting costs. Scrap 
from welding is sold in copper auctions. Executive Vice President Tom Easterday 
estimates that SIA saves over $5 million per year from its efforts to eliminate waste, 
recycle, and compost. 77  

 SIA combines its minimal environmental impact philosophy with a commitment 
to reducing worker injuries and promoting worker health. 78  For example, rather than 
inspecting the quality of welds by taking cars apart as was customary, SIA now uses 
ultrasonic technology to check welds. This change reduced worker injuries from 
jackhammers and metals waste and results in a process that is more effective, quicker, 
and less expensive. SIA has a free on-site gym with wellness and weight loss pro-
grams. 79  Workers receive bonuses for identifying unnecessary packaging and pro-
cesses, which can cut costs and be a source of rebates from suppliers, with the top 
bonus being a brand new Subaru Legacy. All these costs savings are used for further 
plant investments and overtime pay. 80  

 SIA’s relentless quest for efficiency in terms of reducing waste/protecting the envi-
ronment and increasing productivity on the assembly line puts a lot of pressure on 

  Ethics 
in Action 

Subaru of Indiana, unlike many auto manufacturers, is 
thriving, perhaps due to its environmental philosophy, 
combined with a commitment to reducing worker injuries 
and promoting worker health.
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employees, who are expected to work long hours. 81  Nonetheless, they know that their 
jobs are secure, and they receive overtime pay and premium-free health insurance. 
When the Japanese earthquake in 2011 forced the plant to slow down because of dis-
ruptions in the supply of parts from Japan, SIA continued to pay all its employees their 
full wages to volunteer in the local community. Thus it is not surprising that there are 
about 10 applicants for each open position at SIA. Clearly SIA has demonstrated that it 
is possible to protect the environment and protect jobs to the benefit of all. 82    

 In general, it is desirable for managers to be satisfied with their jobs, for at least two rea-

sons. First, satisfied managers may be more likely to go the extra mile for their organization 

or perform    organizational citizenship behaviors (OCBs)   —behaviors that are not required 

of organizational members but that contribute to and are necessary for organizational effi-

ciency, effectiveness, and competitive advantage. 83  Managers who are satisfied with their 

jobs are more likely to perform these “above and beyond the call of duty” behaviors, which 

can range from putting in long hours when needed to coming up with truly creative ideas and 

overcoming obstacles to implement them (even when doing so is not part of the manager’s 

job), or to going out of one’s way to help a coworker, subordinate, or superior (even when 

doing so entails considerable personal sacrifice). 84  

 A second reason why it is desirable for managers to be satisfied with their jobs is that satisfied 

managers may be less likely to quit. 85  A manager who is highly satisfied may never even think 

about looking for another position; a dissatisfied manager may always be on the lookout for new 

opportunities. Turnover can hurt an organization because it causes the loss of the experience and 

knowledge that managers have gained about the company, industry, and business environment.  

 A growing source of dissatisfaction for many lower-level and middle managers, as well as 

for nonmanagerial employees, is the threat of unemployment and increased workloads from 

organizational downsizings and layoffs. Organizations that try to improve their efficiency 

through restructuring and layoffs often eliminate a sizable number of first-line and middle 

management positions. This decision obviously hurts the managers who are laid off, and it 

also can reduce the job satisfaction levels of managers who remain. They might fear being the 

next to be let go. In addition, the workloads of remaining employees often increase dramati-

cally as a result of restructuring, and this can contribute to dissatisfaction. 

 How managers and organizations handle layoffs is of paramount importance, not only for 

the layoff victims but also for employees who survive the layoff and keep their jobs. 86  Show-

ing compassion and empathy for layoff victims, giving them as much advance notice as possi-

ble about the layoff, providing clear information about severance benefits, and helping layoff 

victims in their job search efforts are a few of the ways in which managers can humanely 

manage a layoff. 87  For example, when Ron Thomas, vice president of organizational develop-

ment for Martha Stewart Living Omnimedia, had to lay off employees as a result of closing 

the organization’s catalog business, he personally called all the catalog businesses he knew to 

find out about potential positions for laid-off employees. 88  Efforts such as Thomas’s to help 

layoff victims find new jobs can contribute to the job satisfaction of those who survive the 

layoff. As Thomas puts it, “If you handle a restructuring well, the word gets out that you’re a 

good place to work . . . if we post a job opening today, we’ll get 1,500 résumés tomorrow.” 89  

 Unfortunately, when the unemployment rate is high, laid-off employees sometimes find it 

difficult to find new jobs and can remain jobless for months. 90  For small businesses, the deci-

sion to lay off employees and communicating that decision can be especially painful because 

managers often have developed close personal relationships with the people they have to let 

go, know their families, and fear what will happen to them with the loss of a steady income. 91  

Shelly Polum, vice president for administration at Ram Tool, a small family-owned manufac-

turing company in Grafton, Wisconsin, broke down in tears in her office after she had to let 

employees know they were being laid off. 92  When Charlie Thomas, vice president of Shuqualak 

Lumber in Shuqualak, Mississippi, had to announce layoffs of close to a quarter of his employ-

ees, he wrote a speech that he could not get through without stopping and retreating to his office 

to pull himself together. As he put it, “I couldn’t get it out . . . It just killed my soul.” 93  As these 

managers realize, being laid off can be devastating for employees and their families.  

    organizational citizenship 

behaviors (OCBs)    Behav-

iors that are not required of 

organizational members but 

that contribute to and are 

necessary for organizational 

efficiency, effectiveness, and 

competitive advantage.   
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  ORGANIZATIONAL COMMITMENT      Organizational commitment    is the collection 

of feelings and beliefs that managers have about their organization as a whole. 94  Managers 

who are committed to their organizations believe in what their organizations are doing, are 

proud of what these organizations stand for, and feel a high degree of loyalty toward their 

organizations. Committed managers are more likely to go above and beyond the call of duty 

to help their company and are less likely to quit. 95  Organizational commitment can be espe-

cially strong when employees and managers truly believe in organizational values; it also 

leads to a strong organizational culture. 

 Organizational commitment is likely to help managers perform some of their figurehead 

and spokesperson roles (see Chapter 1). It is much easier for a manager to persuade others 

both inside and outside the organization of the merits of what the organization has done and is 

seeking to accomplish if the manager truly believes in and is committed to the organization. 

 Do managers in different countries have similar or different attitudes? Differences in the 

levels of job satisfaction and organizational commitment among managers in different coun-

tries are likely because these managers have different kinds of opportunities and rewards 

and because they face different economic, political, and sociocultural forces in their orga-

nizations’ general environments. Levels of organizational commitment from one country to 

another may depend on the extent to which countries have legislation affecting firings and 

layoffs and the extent to which citizens of a country are geographically mobile.   

  Moods and Emotions  
 Just as you sometimes are in a bad mood and at other times are in a good mood, so too are 

managers. A    mood    is a feeling or state of mind. When people are in a positive mood, they feel 

excited, enthusiastic, active, or elated. 96  When people are in a negative mood, they feel dis-

tressed, fearful, scornful, hostile, jittery, or nervous. 97  People who are high on negative affectiv-

ity are especially likely to experience negative moods. People’s situations or circumstances also 

determine their moods; however, receiving a raise is likely to put most people in a good mood 

regardless of their personality traits. People who are high on negative affectivity are not always 

in a bad mood and people who are low on extraversion still experience positive moods. 98  

    Emotions    are more intense feelings than moods, are often directly linked to whatever 

caused the emotion, and are more short-lived. 99  However, once whatever has triggered the 

emotion has been dealt with, the feelings may linger in the form of a less intense mood. 100  

For example, a manager who gets very angry when a subordinate has engaged in an unethi-

cal behavior may find his anger decreasing in intensity once he has decided how to address 

the problem. Yet he continues to be in a bad mood the rest of the day, even though he is not 

directly thinking about the unfortunate incident. 101  

 Research has found that moods and emotions affect the behavior of managers and all 

members of an organization. For example, research suggests that the subordinates of manag-

ers who experience positive moods at work may perform at somewhat higher levels and be 

less likely to resign and leave the organization than the subordinates of managers who do not 

tend to be in a positive mood at work. 102  Other research suggests that under certain conditions 

creativity might be enhanced by positive moods, whereas under other conditions negative 

moods might push people to work harder to come up with truly creative ideas. 103  Recognizing 

that both mood states have the potential to contribute to creativity in different ways, recent 

research suggests that employees may be especially likely to be creative to the extent that they 

experience both mood states (at different times) on the job and to the extent that the work 

environment is supportive of creativity. 104  

 Other research suggests that moods and emotions may play an important role in ethical 

decision making. For example, researchers at Princeton University found that when people 

are trying to solve difficult personal moral dilemmas, the parts of their brains that are respon-

sible for emotions and moods are especially active. 105  

 More generally, emotions and moods give managers and all employees important informa-

tion and signals about what is going on in the workplace. 106  Positive emotions and moods sig-

nal that things are going well and thus can lead to more expansive, and even playful, thinking. 

Negative emotions and moods signal that there are problems in need of attention and areas 

for improvement. So when people are in negative moods, they tend to be more detail-oriented 

and focused on the facts at hand. 107  Some studies suggest that critical thinking and devil’s 

    organizational commitment    

The collection of feelings and 

beliefs that managers have 

about their organization as a 

whole.   

 LO3-3 

 Appreciate how moods 
and emotions influence all 
members of an organization. 

    mood    A feeling or state 

of mind.   

    emotions    Intense, relatively 

short-lived feelings.   
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advocacy may be promoted by a negative mood, and sometimes especially accurate judg-

ments may be made by managers in negative moods. 108  

 As indicated in the accompanying “Management Insight” feature, emotions can sometimes 

be the impetus for important changes in an organization.  

  Emotions as Triggers for Changes 
in Organizations 

 In our personal lives, intense emotional experiences can often be triggers for changes for 
the better. For example, the fear that accompanies a near-miss auto accident may prompt 
a driver to slow down and leave more time to get to destinations. Embarrassment expe-
rienced from being underprepared for a major presentation might prompt a student to be 

more prepared in the future. Anger over being treated poorly can sometimes help 
people get out of bad personal relationships. 

 Interestingly enough, some managers and organizations are using emotions 
to prompt needed changes. For example, the CEO of North American Tool, Curt 
Lansbery, was dismayed that employees weren’t contributing as much as they 
could to their 401(k) retirement plans because the company had a matched con-
tribution plan whereby it contributed a percentage of an employee’s contribu-
tion. 109  North American Tool makes industrial cutting machinery and each year 
has an annual 401(k) enrollment meeting. Lansbery decided to bring a bag full 
of money to the next meeting that equaled the amount of money employees did 
not receive the prior year because they did not contribute the maximum to their 
401(k) plans. He dumped the money on a table and told the employees that this 
really should be their money, not the company’s. 110  The negative feelings that 
this invoked in employees—there’s a bunch of money that should be ours and is 
not—prompted many more to maximize their 401(k) contributions for the com-
ing year and reap the benefits of the matched contribution plan. 111  

 Dr. Leon Bender and other colleagues at Cedars-Sinai Medical Center were 
concerned that doctors and nurses weren’t washing their hands as often as they 
should. 112  Repeated hand-washing by medical staff is a key contributor to keeping 
patients free of secondary bacterial infections; avoiding these kinds of prevent-
able bacterial infections acquired in hospitals can save patients’ lives. Despite 
their efforts to encourage more hand washing in the Center, their compliance 
rates with standards was around 80 percent. The Center was due for an inspec-
tion during which a minimum compliance rate of 90 percent was needed. 113  

 After lunch one day, a group of around 20 doctors and staff were requested by 
the Center’s epidemiologist to put their hands on an agar plate. 114  After the agar 
plates were cultured, they showed that the doctors’ and administrators’ hands 
were coated with bacteria. Photos of the cultured plates were circulated and one 

was made into a screen saver for the computers on the hospital’s networks. The disgust 
experienced by everyone who saw the screen saver and the photos was a powerful impe-
tus for change, and compliance with hand-washing protocols increased to close to 100 
percent and remained at a high level. 115  You can see how emotions can be useful triggers 
for needed changes in organizations. 116   

 Management 
Insight 

 At one hospital, disgust at a screen-
saver on computers showing unwashed 
hands covered with bacteria led doctors 
and other health professionals to better 
comply with hand washing procedures. 
Repeated hand washing by medical 
staff is a key contributor to avoiding pre-
ventable bacterial infections acquired in 
hospitals and to saving lives.

 Managers and other members of an organization need to realize that how they feel affects 

how they treat others and how others respond to them, including their subordinates. For 

example, a subordinate may be more likely to approach a manager with a somewhat unusual 

but potentially useful idea if the subordinate thinks the manager is in a good mood. Likewise, 

when managers are in very bad moods, their subordinates might try to avoid them at all costs. 

 Figure 3.4  is an example of a scale that can measure the extent to which a person experiences 

positive and negative moods at work.       
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    In understanding the effects of managers’ and all employees’ moods and 

emotions, it is important to take into account their levels of emotional 

intelligence.    Emotional intelligence    is the ability to understand and 

manage one’s own moods and emotions and the moods and emotions of 

other people. 117  Managers with a high level of emotional intelligence are 

more likely to understand how they are feeling and why, and they are more able to effectively 

manage their feelings. When managers are experiencing stressful feelings and emotions such 

as fear or anxiety, emotional intelligence lets them understand why and manage these feelings 

so they do not get in the way of effective decision making. 118  

 Emotional intelligence also can help managers perform their important roles such as their 

interpersonal roles (figurehead, leader, and liaison). 119  Understanding how your subordinates 

feel, why they feel that way, and how to manage these feelings is central to developing strong 

interpersonal bonds with them. 120  Moreover, emotional intelligence has the potential to con-

tribute to effective leadership in multiple ways 121  and can help managers make lasting contri-

butions to society. For example, Bernard (Bernie) Goldhirsh founded  Inc.  magazine in 1979, 

a time when entrepreneurs received more notoriety than respect, if they were paid attention at 

all. 122  Goldhirsh was an entrepreneur himself at the time, with his own publishing company. 

He recognized the vast contributions entrepreneurs could make to society, creating something 

out of nothing, and also realized firsthand what a tough task entrepreneurs faced. 123  His emo-

tional intelligence helped him understand the challenges and frustrations entrepreneurs like 

himself faced and their need for support. 

 When Goldhirsh founded  Inc.,  entrepreneurs had few sources to which they could turn for 

advice, guidance, and solutions to management problems.  Inc.  was born to fill this gap and 

give entrepreneurs information and support by profiling successful and unsuccessful entre-

preneurial ventures, highlighting management techniques that work, and providing first-

hand accounts of how successful entrepreneurs developed and managed their businesses. 124  

Emotional 
Intelligence

    emotional intelligence    

The ability to understand and 

manage one’s own moods 

and emotions and the moods 

and emotions of other people.   

 Figure 3.4 

 A Measure of Positive and Negative Mood at Work  

Scoring:   Responses to items 1, 3, 4, 7, 9, and 11 are summed for a positive mood

score; the higher the score, the more positive mood is experienced at work.  Responses

to items 2, 5, 6, 8, 10, and 12 are summed for a negative mood score; the higher the

score, the more negative mood is experienced at work. 

1 = Very slightly or not at all

2 = A little

3 = Moderately

4 = Quite a bit

5 = Very much

People respond to each item by indicating the extent to which the item describes

how they felt at work during the past week on the following scale:

Active

Distressed

Strong

Excited

Scornful

Hostile

____ 1. 

____ 2. 

____ 3. 

____ 4. 

____ 5. 

____ 6. 

Enthusiastic

Fearful

Peppy

Nervous

Elated

Jittery

____  7. 

____  8. 

____  9. 

____10. 

____11. 

____12. 

 Source: A.P. Brief, M.J. Burke, J.M. George, B. Robinson, and J. Webster, “Should Negative Affectivity Remain an 

Unmeasured Variable in the Study of Job Stress?”  Journal of Applied Psychology  72 (1988), 193–98; M.J. Burke, 

A.P. Brief, J.M. George, L. Roberson, and J. Webster, “Measuring Affect at Work: Confirmatory Analyses of Compet-

ing Mood Structures with Conceptual Linkage in Cortical Regulatory Systems,”  Journal of Personality and Social 

 Psychology  57 (1989), 1091–102. 

 LO3-4 

 Describe the nature of 
emotional intelligence and 
its role in management. 
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 Goldhirsh’s emotional intelligence helped him recognize the many barriers entrepreneurs 

face and the emotional roller coaster of staking all one has on an idea that may or may not 

work. Goldhirsh believed that helping society understand the entrepreneurial process through 

 Inc.  magazine not only helped entrepreneurs but also enlightened bankers, lawmakers, and 

the public at large about the role these visionaries play, the challenges they face, and the sup-

port their ventures depend on. 125  

 Emotional intelligence helps managers understand and relate well to other people. 126  

It also helps managers maintain their enthusiasm and confidence and energize subordi-

nates to help the organization attain its goals. 127  Recent theorizing and research suggest 

that emotional intelligence may be especially important in awakening employee creativ-

ity. 128  Managers themselves are increasingly recognizing the importance of emotional 

intelligence. An example of a scale that measures emotional intelligence is provided in 

 Figure 3.5 .      

 Figure 3.5 

 A Measure of Emotional Intelligence  

1
Totally

disagree

2
Disagree

3
Somewhat
disagree

4
Neither agree
nor disagree

5
Somewhat

agree

6
Agree

7
Totally
agree

I have a good sense of why I have certain feelings most of the time.

I always know my friends’ emotions from their behavior.

I always set goals for myself and then try my best to achieve them.

I am able to control my temper so that I can handle difficulties rationally.

I have a good understanding of my own emotions.

I am a good observer of others’ emotions.

I always tell myself I am a competent person.

I am quite capable of controlling my own emotions.

I really understand what I feel.

I am sensitive to the feelings and emotions of others.

I am a self-motivating person.

I can always calm down quickly when I am very angry.

I always know whether or not I am happy.

I have good understanding of the emotions of people around me.

I would always encourage myself to try my best.

I have good control of my own emotions.

____ 1. 

____ 2. 

____ 3. 

____ 4. 

____ 5. 

____ 6. 

____ 7. 

 ____ 8. 

____ 9. 

___ 10. 

___ 11. 

___ 12. 

___ 13. 

___ 14. 

___ 15. 

___ 16. 

Scoring: Self-emotions appraisal = sum of items 1, 5, 9, 13

 Others-emotions appraisal = sum of items 2, 6, 10, 14

 Use of emotion = sum of items 3, 7, 11, 15

 Regulation of emotion = sum of items 4, 8, 12, 16

Please indicate the extent to which you agree or disagree with each of the following items 
using the 1–7 scale below:

 Source: David J. Weiss, et al., Manual for the Minnesota Satisfaction Questionnaire. Copyright © Vocational Psychol-

ogy Research, University of Minnesota; Adapted by permission of Randall B. Dunham and J.B. Brett. Copyright © 1975 

by the American Psychological Association.  
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 LO3-5 

 Define organizational culture 
and explain how managers 
both create and are 
influenced by organizational 
culture. 

    Personality is a way of understanding why all managers and employees, 

as individuals, characteristically think and behave in different ways. 

However, when people belong to the same organization, they tend to 

share certain beliefs and values that lead them to act in similar ways. 129  

   Organizational culture    comprises the shared set of beliefs, expecta-

tions, values, norms, and work routines that influence how members of an organization relate 

to one another and work together to achieve organizational goals. In essence, organizational 

culture reflects the distinctive ways in which organizational members perform their jobs and 

relate to others inside and outside the organization. It may, for example, be how customers in 

a particular hotel chain are treated from the time they are greeted at check-in until they leave; 

or it may be the shared work routines that research teams use to guide new product develop-

ment. When organizational members share an intense commitment to cultural values, beliefs, 

and routines and use them to achieve their goals, a  strong  organizational culture exists. 130  

When organizational members are not strongly committed to a shared system of values, 

beliefs, and routines, organizational culture is weak. 

 The stronger the culture of an organization, the more one can think about it as being the 

“personality” of an organization because it influences the way its members behave. 131  Orga-

nizations that possess strong cultures may differ on a wide variety of dimensions that deter-

mine how their members behave toward one another and perform their jobs. For example, 

organizations differ in how members relate to each other (formally or informally), how 

important decisions are made (top-down or bottom-up), willingness to change (flexible or 

unyielding), innovation (creative or predictable), and playfulness (serious or serendipitous). 

In an innovative design firm like IDEO Product Development in Silicon Valley, employees 

are encouraged to adopt a playful attitude toward their work, look outside the organization 

to find inspiration, and adopt a flexible approach toward product design that uses multiple 

perspectives. 132  IDEO’s culture is vastly different from that of companies such as Citibank 

and ExxonMobil, in which employees treat each other in a more formal or deferential way, 

employees are expected to adopt a serious approach to their work, and decision making is 

constrained by the hierarchy of authority. 

  Managers and Organizational Culture 
 While all members of an organization can contribute to developing and maintaining orga-

nizational culture, managers play a particularly important part in influencing organizational 

culture 133  because of their multiple and important roles (see Chapter 1). How managers create 

culture is most vividly evident in start-ups of new companies. Entrepreneurs who start their 

own companies are typically also the start-ups’ top managers until the companies grow and 

become profitable. Often referred to as the firms’ founders, these managers literally create 

their organizations’ cultures. 

 The founders’ personal characteristics play an important role in the creation of organi-

zational culture. Benjamin Schneider, a well-known management researcher, developed a 

model that helps to explain the role that founders’ personal characteristics play in deter-

mining organizational culture. 134  His model, called the    attraction–selection–attrition 

(ASA) framework,    posits that when founders hire employees for their new ventures, 

they tend to be attracted to and choose employees whose personalities are similar to their 

own. 135  These similar employees are more likely to stay with the organization. Although 

employees who are dissimilar in personality might be hired, they are more likely to leave 

the organization over time. 136  As a result of these attraction, selection, and attrition pro-

cesses, people in the organization tend to have similar personalities, and the typical or 

dominant personality profile of organizational members determines and shapes organiza-

tional culture. 137  

 For example, when David Kelley became interested in engineering and product design 

challenges in the late 1970s, he realized that who he was as a person meant he would not be 

happy working in a typical corporate environment. Kelley is high on openness to experience, 

driven to go where his interests take him, and not content to follow others’ directives.  Kelley 

recognized that he needed to start his own business, and with the help of other Stanford-

schooled engineers and design experts, IDEO was born. 138  

Organizational 
Culture

    organizational culture    

The shared set of beliefs, 

expectations, values, norms, 

and work routines that influ-

ence how individuals, groups, 

and teams interact with one 

another and cooperate to 

achieve organizational goals.   

attraction–selection– 

attrition (ASA) framework 

A model that explains how 

personality may influence 

organizational culture.
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 From the start, IDEO’s culture has embodied Kelley’s spirited, freewheeling approach to 

work and design—from colorful and informal workspaces to an emphasis on networking and 

communicating with as many people as possible to understand a design problem. No project 

or problem is too big or too small for IDEO; the company designed the Apple Lisa computer 

and mouse (the precursor of the Mac) and the Palm as well as the Crest Neat Squeeze tooth-

paste dispenser and the Racer’s Edge water bottle. 139  Kelley hates rules, job titles, big cor-

ner offices, and all the other trappings of large traditional organizations that stifle creativity. 

Employees who are attracted to, are selected by, and remain with IDEO value creativity and 

innovation and embrace one of IDEO’s mottos: “Fail often to succeed sooner.” 140  

 Although ASA processes are most evident in small firms such as IDEO, they also can 

operate in large companies. 141  According to the ASA model, this is a naturally occurring 

phenomenon to the extent that managers and new hires are free to make the kinds of choices 

the model specifies. However, while people tend to get along well with others who are similar 

to themselves, too much similarity in an organization can impair organizational effective-

ness. That is, similar people tend to view conditions and events in similar ways and thus 

can be resistant to change. Moreover, organizations benefit from a diversity of perspectives 

rather than similarity in perspectives (see Chapter 5). At IDEO Kelley recognized early on 

how important it is to take advantage of the diverse talents and perspectives that people with 

different personalities, backgrounds, experiences, and education can bring to a design team. 

Hence IDEO’s design teams include not only engineers but others who might have a unique 

insight into a problem, such as anthropologists, communications experts, doctors, and users 

of a product. When new employees are hired at IDEO, they meet many employees who have 

different backgrounds and characteristics; the focus is not on hiring someone who will fit in 

but, rather, on hiring someone who has something to offer and can “wow” different kinds of 

people with his or her insights. 142  

 In addition to personality, other personal characteristics of managers shape organizational 

culture; these include managers’ values, attitudes, moods and emotions, and emotional intel-

ligence. 143  For example, both terminal and instrumental values of managers play a role in 

determining organizational culture. Managers who highly value freedom and equality, for 

example, might be likely to stress the importance of autonomy and empowerment in their 

organizations, as well as fair treatment for all. As another example, managers who highly 

value being helpful and forgiving might not only tolerate mistakes but also emphasize the 

importance of organizational members’ being kind and helpful to one another. 

 IDEO employees brainstorming—informal communication, casual attire, and flexibility are all 
hallmarks of this organization.
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 Managers who are satisfied with their jobs, are committed to their organizations, and expe-

rience positive moods and emotions might also encourage these attitudes and feelings in oth-

ers. The result would be an organizational culture emphasizing positive attitudes and feelings. 

Research suggests that attitudes like job satisfaction and organizational commitment can be 

affected by the influence of others. Managers are in a particularly strong position to engage in 

social influence given their multiple roles. Moreover, research suggests that moods and emo-

tions can be contagious and that spending time with people who are excited and enthusiastic 

can increase one’s own levels of excitement and enthusiasm.  

  The Role of Values and Norms 
in Organizational Culture 
 Shared terminal and instrumental values play a particularly important role in organizational 

culture.  Terminal values  signify what an organization and its employees are trying to accom-

plish, and  instrumental values  guide how the organization and its members achieve organi-

zational goals. In addition to values, shared norms also are a key aspect of organizational 

culture. Recall that norms are unwritten, informal rules or guidelines that prescribe appropri-

ate behavior in particular situations. For example, norms at IDEO include not being critical 

of others’ ideas, coming up with multiple ideas before settling on one, and developing proto-

types of new products. 144  

 Managers determine and shape organizational culture through the kinds of values and 

norms they promote in an organization. Some managers, like David Kelley of IDEO, cultivate 

values and norms that encourage risk taking, creative responses to problems and opportuni-

ties, experimentation, tolerance of failure in order to succeed, and autonomy. 145  Top manag-

ers at organizations such as Microsoft and Google encourage employees to adopt such values 

to support their commitment to innovation as a source of competitive advantage. 

 Other managers, however, might cultivate values and norms that tell employees they 

should be conservative and cautious in their dealings with others and should consult their 

superiors before making important decisions or any changes to the status quo. Accountabil-

ity for actions and decisions is stressed, and detailed records are kept to ensure that policies 

and procedures are followed. In settings where caution is needed—nuclear power stations, 

oil refineries, chemical plants, financial institutions, insurance companies—a conservative, 

cautious approach to making decisions might be appropriate. 146  In a nuclear power plant, for 

example, the catastrophic consequences of a mistake make a high level of supervision vital. 

Similarly, in a bank or mutual fund company, the risk of losing investors’ money makes a 

cautious approach to investing appropriate. 

 Managers of different kinds of organizations deliberately cultivate and develop the organi-

zational values and norms that are best suited to their task and general environments, strategy, 

or technology. Organizational culture is maintained and transmitted to organizational mem-

bers through the values of the founder, the process of socialization, ceremonies and rites, and 

stories and language (see  Figure 3.6 ).  

 Figure 3.6 

 Factors That Maintain and Transmit Organizational Culture  

Stories

and language 

Ceremonies

and rites

Socialization

Values of

the founder

Organizational

culture
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  VALUES OF THE FOUNDER   From the ASA model just discussed, it is clear that 

founders of an organization can have profound and long-lasting effects on organizational 

culture. Founders’ values inspire the founders to start their own companies and, in turn, drive 

the nature of these new companies and their defining characteristics. Thus an organization’s 

founder and his or her terminal and instrumental values have a substantial influence on the 

values, norms, and standards of behavior that develop over time within the organization. 147  

Founders set the scene for the way cultural values and norms develop because their own 

values guide the building of the company, and they hire other managers and employees who 

they believe will share these values and help the organization to attain them. Moreover, new 

managers quickly learn from the founder what values and norms are appropriate in the orga-

nization and thus what is desired of them. Subordinates imitate the style of the founder and, in 

turn, transmit their values and norms to their subordinates. Gradually, over time, the  founder’s 

values and norms permeate the organization. 148  

 A founder who requires a great display of respect from subordinates and insists on 

proprieties, such as formal job titles and formal dress, encourages subordinates to act in 

this way toward their subordinates. Often a founder’s personal values affect an organiza-

tion’s competitive advantage. For example, McDonald’s founder Ray Kroc insisted from 

the beginning on high standards of customer service and cleanliness at McDonald’s res-

taurants; these became core sources of McDonald’s competitive advantage. Similarly, Bill 

Gates, the founder of Microsoft, pioneered certain cultural values in Microsoft. Employees 

are expected to be creative and to work hard, but they are encouraged to dress informally and 

to personalize their offices. Gates also established a host of company events such as cook-

outs, picnics, and sports events to emphasize to employees the importance of being both an 

individual and a team player.  

  SOCIALIZATION   Over time, organizational members learn from each other which val-

ues are important in an organization and the norms that specify appropriate and inappropriate 

behaviors. Eventually organizational members behave in accordance with the organization’s 

values and norms—often without realizing they are doing so. 

    Organizational socialization    is the process by which newcomers learn an organization’s 

values and norms and acquire the work behaviors necessary to perform jobs effectively. 149  

As a result of their socialization experiences, organizational members internalize an organi-

zation’s values and norms and behave in accordance with them not only because they think 

they have to but because they think these values and norms describe the right and proper way 

to behave. 150  

 At Texas A&M University, for example, all new students are encouraged to go to “Fish 

Camp” to learn how to be an “Aggie” (the traditional nickname of students at the university). 

They learn about the ceremonies that have developed over time to commemorate significant 

events or people in A&M’s history. In addition, they learn how to behave at football games 

and in class and what it means to be an Aggie. As a result of this highly organized socializa-

tion program, by the time new students arrive on campus and start their first semester, they 

have been socialized into what a Texas A&M student is supposed to do, and they have rela-

tively few problems adjusting to the college environment. 

 Most organizations have some kind of socialization program to help new employees learn 

the ropes—the values, norms, and culture of the organization. The military, for example, 

is well known for the rigorous socialization process it uses to turn raw recruits into trained 

soldiers. Organizations such as the Walt Disney Company also put new recruits through a 

rigorous training program to teach them to perform well in their jobs and play their parts in 

helping Disneyland visitors have fun in a wholesome theme park. New recruits at Disney 

are called “cast members” and attend Disney University to learn the Disney culture and 

their parts in it. Disney’s culture emphasizes the values of safety, courtesy, entertainment, 

and efficiency, and these values are brought to life for newcomers at Disney University. 

Newcomers also learn about the attraction area they will be joining (such as Adventureland 

or Fantasyland) at Disney University and then receive on-the-job socialization in the area 

itself from experienced cast members. 151  Through organizational socialization, founders and 

managers of an organization transmit to employees the cultural values and norms that shape 

the behavior of organizational members. Thus the values and norms of founder Walt Disney 

live on today at Disneyland as newcomers are socialized into the Disney way.  

    organizational socialization    

The process by which new-

comers learn an organiza-

tion’s values and norms and 

acquire the work behaviors 

necessary to perform jobs 

effectively.   
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  CEREMONIES AND RITES   Another way in which managers can create or influ-

ence organizational culture is by developing organizational ceremonies and rites—formal 

events that recognize incidents of importance to the organization as a whole and to specific 

employees. 152  The most common rites that organizations use to transmit cultural norms 

and values to their members are rites of passage, of integration, and of enhancement (see 

 Table 3.1 ). 153   

  Rites of passage  determine how individuals enter, advance within, and leave the organiza-

tion. The socialization programs developed by military organizations (such as the U.S. Army) 

or by large accountancy and law firms are rites of passage. Likewise, the ways in which an 

organization prepares people for promotion or retirement are rites of passage. 

  Rites of integration,  such as shared announcements of organizational successes, office 

parties, and company cookouts, build and reinforce common bonds among organizational 

members. IDEO uses many rites of integration to make its employees feel connected to one 

another and special. In addition to having wild “end-of-year” celebratory bashes, groups of 

IDEO employees periodically take time off to go to a sporting event, movie, or meal, or some-

times go on a long bike ride or for a sail. These kinds of shared activities not only reinforce 

IDEO’s culture but also can be a source of inspiration on the job (for example, IDEO has 

been involved in making movies such as  The Abyss  and  Free   Willy ). One 35-member design 

studio at IDEO led by Dennis Boyle has bimonthly lunch fests with no set agenda—anything 

goes. While enjoying great food, jokes, and camaraderie, studio members often end up shar-

ing ideas for their latest great products, and the freely flowing conversation that results often 

leads to creative insights. 154  

 A company’s annual meeting also may be used as a ritual of integration, offering an 

opportunity to communicate organizational values to managers, other employees, and share-

holders. 155  Walmart, for example, makes its annual stockholders’ meeting an extravagant 

ceremony that celebrates the company’s success. The company often flies thousands of its 

highest-performing employees to its annual meeting at its Bentonville, Arkansas, headquar-

ters for a huge weekend entertainment festival complete with star musical performances. 

Walmart believes that rewarding its supporters with entertainment reinforces the company’s 

high-performance values and culture. The proceedings are shown live over closed-circuit 

television in all Walmart stores so all employees can join in the rites celebrating the com-

pany’s achievements. 156  

  Rites of enhancement,  such as awards dinners, newspaper releases, and employee pro-

motions, let organizations publicly recognize and reward employees’ contributions and thus 

strengthen their commitment to organizational values. By bonding members within the orga-

nization, rites of enhancement reinforce an organization’s values and norms. 

  Stories and language  also communicate organizational culture. Stories (whether fact or 

fiction) about organizational heroes and villains and their actions provide important clues 

about values and norms. Such stories can reveal the kinds of behaviors that are valued by 

the organization and the kinds of practices that are frowned on. 157  At the heart of McDon-

ald’s rich culture are hundreds of stories that organizational members tell about founder 

Ray Kroc. Most of these stories focus on how Kroc established the strict operating values 

and norms that are at the heart of McDonald’s culture. Kroc was dedicated to achieving 

perfection in McDonald’s quality, service, cleanliness, and value for money (QSC&V), and 

these four central values permeate McDonald’s culture. For example, an often retold story 

  Type of Rite    Example of Rite    Purpose of Rite  

 Rite of passage  Induction and basic 

training 

 Learn and internalize norms 

and values 

 Rite of integration  Office Christmas party  Build common norms and values 

 Rite of enhancement  Presentation of annual 

award 

 Motivate commitment to norms 

and values 

 Table 3.1 

 Organizational Rites 
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describes what happened when Kroc and a group of managers from the Houston region were 

touring various restaurants. One of the restaurants was having a bad day operationally. Kroc 

was incensed about the long lines of customers, and he was furious when he realized that the 

products customers were receiving that day were not up to his high standards. To address the 

problem, he jumped up and stood on the front counter to get the attention of all customers 

and operating crew personnel. He introduced himself, apologized for the long wait and cold 

food, and told the customers they could have freshly cooked food or their money back—

whichever they wanted. As a result, the customers left happy; and when Kroc checked on the 

restaurant later, he found that his message had gotten through to its managers and crew—

performance had improved. Other stories describe Kroc scrubbing dirty toilets and picking 

up litter inside or outside a restaurant. These and similar stories are spread around the orga-

nization by McDonald’s employees. They are the stories that have helped establish Kroc as 

McDonald’s “hero.” 

 Because spoken language is a principal medium of communication in organizations, the 

characteristic slang or jargon—that is, organization-specific words or phrases—that people 

use to frame and describe events provides important clues about norms and values. “McLan-

guage,” for example, is prevalent at all levels of McDonald’s. A McDonald’s employee 

described as having “ketchup in his or her blood” is someone who is truly dedicated to the 

McDonald’s way—someone who has been completely socialized to its culture. McDonald’s 

has an extensive training program that teaches new employees “McDonald’s speak,” and new 

employees are welcomed into the family with a formal orientation that illustrates Kroc’s dedi-

cation to QSC&V. 

 The concept of organizational language encompasses not only spoken language but how 

people dress, the offices they occupy, the cars they drive, and the degree of formality they 

use when they address one another. For example, casual dress reflects and reinforces Micro-

soft’s entrepreneurial culture and values. Formal business attire supports the conservative 

culture found in many banks, which emphasizes the importance of conforming to organi-

zational norms such as respect for authority and staying within one’s prescribed role. When 

employees speak and understand the language of their organization’s culture, they know how 

to behave in the organization and what is expected of them. 

 At IDEO, language, dress, the physical work environment, and extreme informality all 

underscore a culture that is adventuresome, playful, risk taking, egalitarian, and innovative. 

For example, at IDEO, employees refer to taking the consumers’ perspective when designing 

products as “being left-handed.” Employees dress in T-shirts and jeans, the physical work 

environment continually evolves and changes depending on how employees wish to person-

alize their workspace, no one “owns” a fancy office with a window, and rules are almost 

nonexistent. 158    

  Culture and Managerial Action 
 While founders and managers play a critical role in developing, maintaining, and commu-

nicating organizational culture, this same culture shapes and controls the behavior of all 

employees, including managers themselves. For example, culture influences how managers 

perform their four main functions: planning, organizing, leading, and controlling. As we con-

sider these functions, we continue to distinguish between top managers who create organi-

zational values and norms that encourage creative, innovative behavior and top managers 

who encourage a conservative, cautious approach by their subordinates. We noted earlier that 

both kinds of values and norms can be appropriate depending on the situation and type of 

organization. 

  PLANNING   Top managers in an organization with an innovative culture are likely to 

encourage lower-level managers to participate in the planning process and develop a flex-

ible approach to planning. They are likely to be willing to listen to new ideas and to take 

risks involving the development of new products. In contrast, top managers in an organi-

zation with conservative values are likely to emphasize formal top-down planning. Sug-

gestions from lower-level managers are likely to be subjected to a formal review process, 
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which can significantly slow decision making. Although this deliberate approach may 

improve the quality of decision making in a nuclear power plant, it can have unintended 

consequences. In the past, at conservative IBM, the planning process became so formal-

ized that managers spent most of their time assembling complex slide shows and overheads 

to defend their current positions rather than thinking about what they should do to keep 

IBM abreast of the changes taking place in the computer industry. When former CEO Lou 

Gerstner took over, he used every means at his disposal to abolish this culture, even build-

ing a brand-new campus-style headquarters to change managers’ mind-sets. IBM’s culture 

underwent further changes initiated by its next CEO, Samuel Palmisano, who is now chair-

man of the board. 159   

  ORGANIZING   What kinds of organizing will managers in innovative and in conservative 

cultures encourage? Valuing creativity, managers in innovative cultures are likely to try to 

create an organic structure—one that is flat, with few levels in the hierarchy, and one in which 

authority is decentralized so employees are encouraged to work together to solve ongoing 

problems. A product team structure may be suitable for an organization with an innovative 

culture. In contrast, managers in a conservative culture are likely to create a well-defined 

hierarchy of authority and establish clear reporting relationships so employees know exactly 

whom to report to and how to react to any problems that arise.  

  LEADING   In an innovative culture, managers are likely to lead by example, encouraging 

employees to take risks and experiment. They are supportive regardless of whether employees 

succeed or fail. In contrast, managers in a conservative culture are likely to use management 

by objectives and to constantly monitor subordinates’ progress toward goals, overseeing their 

every move. We examine leadership in detail in Chapter 14 when we consider the leadership 

styles that managers can adopt to influence and shape employee behavior.  

  CONTROLLING   The ways in which managers evaluate, and take actions to improve, per-

formance differ depending on whether the organizational culture emphasizes formality and 

caution or innovation and change. Managers who want to encourage risk taking, creativity, 

and innovation recognize that there are multiple potential paths to success and that failure 

must be accepted for creativity to thrive. Thus they are less concerned about employees’ per-

forming their jobs in a specific, predetermined manner and in strict adherence to preset goals 

and more concerned about employees’ being flexible and taking the initiative to come up with 

ideas for improving performance. Managers in innovative cultures are also more concerned 

about long-term performance than short-term targets because they recognize that real innova-

tion entails much uncertainty that necessitates flexibility. In contrast, managers in cultures 

that emphasize caution and maintenance of the status quo often set specific, difficult goals for 

employees, frequently monitor progress toward these goals, and develop a clear set of rules 

that employees are expected to adhere to. 

 The values and norms of an organization’s culture strongly affect the way managers per-

form their management functions. The extent to which managers buy into the values and 

norms of their organization shapes their view of the world and their actions and decisions in 

particular circumstances. In turn, the actions that managers take can have an impact on the 

performance of the organization. Thus organizational culture, managerial action, and organi-

zational performance are all linked together. 

 While our earlier example of IDEO illustrates how organizational culture can give rise to 

managerial actions that ultimately benefit the organization, this is not always the case. The cul-

tures of some organizations become dysfunctional, encouraging managerial actions that harm the 

organization and discouraging actions that might improve performance. 160  Corporate scandals at 

large companies like Enron, Tyco, and WorldCom show how damaging a dysfunctional culture 

can be to an organization and its members. For example, Enron’s arrogant, “success at all costs” 

culture led to fraudulent behavior on the part of its top managers. 161  Unfortunately hundreds of 

Enron employees paid a heavy price for the unethical behavior of these top managers and the 

dysfunctional organizational culture. Not only did these employees lose their jobs, but many also 

lost their life savings in Enron stock and pension funds, which became worth just a fraction of 

their value before the wrongdoing at Enron came to light. We discuss ethics and ethical cultures 

in depth in the next chapter.          
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   E NDURING CHARACTERISTICS:  P ERSONALITY TRAITS  

Person ality traits are enduring tendencies to feel, think, and act in certain 

ways. The Big Five general traits are extraversion, negative affectivity, 

agreeableness, conscientiousness, and openness to experience. Other 

personality traits that affect managerial behavior are locus of control, 

self-esteem, and the needs for achievement, affiliation, and power.   

  VALUES,  A TTITUDES, AND MOODS AND EMOTIONS  A terminal value is a per-

sonal conviction about lifelong goals or objectives; an instrumental value is a personal con-

viction about modes of conduct. Terminal and instrumental values have an impact on what 

managers try to achieve in their organizations and the kinds of behaviors they engage in. 

An attitude is a collection of feelings and beliefs. Two attitudes important for understanding 

managerial behaviors include job satisfaction (the collection of feelings and beliefs that man-

agers have about their jobs) and organizational commitment (the collection of feelings and 

beliefs that managers have about their organizations). A mood is a feeling or state of mind; 

emotions are intense feelings that are short-lived and directly linked to their causes. Manag-

ers’ moods and emotions, or how they feel at work on a day-to-day basis, have the potential 

to impact not only their own behavior and effectiveness but also those of their subordinates. 

Emotional intelligence is the ability to understand and manage one’s own and other people’s 

moods and emotions.   

  ORGANIZATIONAL C U LTURE  Organizational culture is the shared set of beliefs, 

expectations, values, norms, and work routines that influence how members of an organiza-

tion relate to one another and work together to achieve organizational goals. Founders of new 

organizations and managers play an important role in creating and maintaining organizational 

culture. Organizational socialization is the process by which newcomers learn an organiza-

tion’s values and norms and acquire the work behaviors necessary to perform jobs effectively.  

Summary and 
Review

 LO3-1 

 LO3-2, 3-3, 3-4 

 LO3-5 
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  Management in Action   
  Topics for Discussion and Action 

  Discussion 

    1. Discuss why managers who have different types of 

personalities can be equally effective and successful. 

[LO3-1]   

   2. Can managers be too satisfied with their jobs? Can 

they be too committed to their organizations? Why or 

why not?  [LO3-2]   

   3. Assume that you are a manager of a restaurant. 

Describe what it is like to work for you when you are 

in a negative mood.  [LO3-3]   

   4. Why might managers be disadvantaged by low levels 

of emotional intelligence?  [LO3-4]     

  Action 

    5. Interview a manager in a local organization. Ask the 

manager to describe situations in which he or she is 

especially likely to act in accordance with his or her 

values. Ask the manager to describe situations in 

which he or she is less likely to act in accordance with 

his or her values.  [LO3-2]   

   6. Watch a popular television show, and as you watch 

it, try to determine the emotional intelligence levels 

of the characters the actors in the show portray. 

Rank the characters from highest to lowest in 

terms of emotional intelligence. As you watched the 

show, what factors influenced your assessments of 

emotional intelligence levels?  [LO3-4]   

   7. Go to an upscale clothing store in your neighborhood, 

and go to a clothing store that is definitely not 

upscale. Observe the behavior of employees in each 

store as well as the store’s environment. In what ways 

are the organizational cultures in each store similar? 

In what ways are they different?  [LO3-5]       

  Building Management Skills   
  Diagnosing Culture   [LO3-5]  

  Think about the culture of the last organization you 

worked for, your current university, or another organiza-

tion or club to which you belong. Then answer the 

following questions: 

    1. What values are emphasized in this culture?  

   2. What norms do members of this organization follow?  

   3. Who seems to have played an important role in 

creating the culture?  

   4. In what ways is the organizational culture 

communicated to organizational members?      

  Managing Ethically  [LO3-1, 3-2]  

  S
 ome organizations rely on personality and interest 

inventories to screen potential employees. Other orga-

nizations attempt to screen employees by using paper-

and-pencil honesty tests. 

  Questions 

    1. Either individually or in a group, think about the 

ethical implications of using personality and interest 

inventories to screen potential employees. How might 

this practice be unfair to potential applicants? How 

might organizational members who are in charge of 

hiring misuse it?  

   2. Because of measurement error and validity problems, 

some relatively trustworthy people may “fail” an 

honesty test given by an employer. What are the ethical 

implications of trustworthy people “failing” honesty tests, 

and what obligations do you think employers should 

have when relying on honesty tests for screening?     
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  Small Group Breakout Exercise   
  Making Difficult Decisions in Hard Times  [LO3-2, 3-3, 3-4, 3-5]  

  Form groups of three or four people, and appoint one member as the spokesperson who will communicate your 

findings to the whole class when called on by the instructor. Then discuss the following scenario:  

  Y
 ou are on the top management team of a medium-

size company that manufactures cardboard boxes, 

containers, and other cardboard packaging materials. 

Your company is facing increasing levels of competition 

for major corporate customer accounts, and profits have 

declined significantly. You have tried everything you can 

to cut costs and remain competitive, with the exception of 

laying off employees. Your company has had a no-layoff 

policy for the past 20 years, and you believe it is an impor-

tant part of the organization’s culture. However, you are 

experiencing mounting pressure to increase your firm’s 

performance, and your no-layoff policy has been ques-

tioned by shareholders. Even though you haven’t decided 

whether to lay off employees and thus break with a 20-year 

tradition for your company, rumors are rampant in your 

organization that something is afoot, and employees are 

worried. You are meeting today to address this problem. 

    1. Develop a list of options and potential courses of 

action to address the heightened competition and 

decline in profitability that your company has been 

experiencing.  

   2. Choose your preferred course of action, and justify 

why you will take this route.  

   3. Describe how you will communicate your decision to 

employees.  

   4. If your preferred option involves a layoff, justify why. If 

it doesn’t involve a layoff, explain why.     

  Exploring the World Wide Web  [LO3-1, 3-2, 3-5]    

  G
 o to IDEO’s website ( www.ideo.com ) and read about 

this company. Try to find indicators of IDEO’s culture 

that are provided on the website. How does the design of 

the website itself, and the pictures and words it contains, 

communicate the nature of IDEO’s organizational culture? 

What kinds of people do you think would be attracted to 

IDEO? What kinds of people do you think would be likely to 

be dissatisfied with a job at IDEO?  

  Be the Manager  [LO3-1, 3-2, 3-3, 3-4, 3-5]    

  Y
 ou have recently been hired as the vice president for 

human resources in an advertising agency. One prob-

lem that has been brought to your attention is the fact that 

the creative departments at the agency have dysfunction-

ally high levels of conflict. You have spoken with members 

of each of these departments, and in each one it seems 

that a few members of the department are creating all the 

problems. All these individuals are valued contributors who 

have many creative ad campaigns to their credit. The high 

levels of conflict are creating problems in the departments, 

and negative moods and emotions are much more prev-

alent than positive feelings. What are you going to do to 

both retain valued employees and alleviate the excessive 

conflict and negative feelings in these departments?  
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   The Wall Street Journal  Case 
in the News  [LO3-1, 3-2, 3-3, 3-4]    

  M
ore than a decade ago, James 

Higa was one of Steve Jobs’s 

trusted advisers at Apple, helping 

lead thorny negotiations with music 

record labels and ultimately paving 

the way for the iTunes store. 

 Today he faces an arguably more 

difficult challenge. 

 On the first floor of a sun-drenched, 

airy room that could easily pass for 

one of the city’s many startup pads, 

Higa is tackling the Bay Area’s socio-

economic problems. He is one of the 

first residents of the just-launched 

Invention Hub, an incubator for local 

jobs that is designed to bring together 

tech companies, nonprofits, and San 

Francisco’s underprivileged. 

 The former Apple executive is 

among a growing group of techies 

seeking to bridge a widening income 

gap in San Francisco, riddled by 

rising home prices and persistent 

poverty. 

 In recent months, business leaders 

have started to speak out. At a tech-

nology awards show, startup investor 

Ron Conway, sometimes described 

as the “godfather of Silicon Valley,” 

implored the audience to donate more 

time and money and to work closely 

with schools and nonprofits. He also 

encouraged entrepreneurs to rally 

behind sf.citi, his political advocacy 

group for the tech community. 

 Next week, San Francisco Mayor Ed 

Lee is cohosting a brainstorming ses-

sion, alongside local enterprise soft-

ware company Zen Desk, to discuss 

the revitalization of the city and reveal 

a new mobile app called Link-SF, 

designed to connect the homeless with 

“lifesaving services.” 

 But as Silicon Valley’s wealth 

balloons—punctuated last week by 

Facebook’s $19 billion acquisition of 

55-person startup WhatsApp—many 

citizens here are wondering why 

techies aren’t doing more. 

 Higa, who comes from the “land 

of plenty” after spending years at 

Apple’s 1 Infinite Loop, says he is 

asking the same. “We try to aspire to 

change the world, but if we can’t even 

change our backyards, how can we 

aspire to change the world?” he said. 

 Higa, who is typically reserved—a 

reflection of Apple’s discreet culture—

split his time between Indiana and 

Japan growing up. After graduating 

from Stanford University, he became 

a photographer and met Jobs in 1984 

during a photo assignment for Apple. 

Jobs, then 29, hired him immediately, 

placing him in the original Mac Group 

as part of the marketing team. Most 

of his career would closely track 

Jobs, from Apple to NeXT Computer 

and back to Apple, where he stayed 

until the summer of 2012, about eight 

months after Jobs’s passing. 

 Since leaving Apple, Higa has 

continued to advise tech startups as 

a mentor-in-residence at Index Ven-

tures, but now devotes the bulk of 

his time to philanthropy. In large part, 

he was inspired by what he sees as 

the ever-widening income gap in San 

Francisco. 

 He is the executive director of the 

Philanthropic Ventures Foundation, 

a nonprofit group that gives small 

grants to local causes, amounting to 

roughly $12 million a year. Higa also 

spends much of his time leaning on 

his connections in tech and philan-

thropy to push for greater collabora-

tion between the disparate parts of 

the Bay Area community. 

 The new office is a testament to 

that. The Invention Hub—which offi-

cially opened on Tuesday in San Fran-

cisco’s Dog Patch neighborhood next 

to a new luxury apartment  complex—

is a collaborative workspace led 

by Not for Sale, a human trafficking 

nonprofit, and its sister company, 

Just Business, which invests and 

incubates for-profit companies with a 

social good component. 

 The 7,000-square-foot building will 

also have space for Higa’s nonprofit 

group PVF, a backer of Not For Sale, 

and a six-month training program that 

will teach job skills to local victims of 

human trafficking. The current class 

will learn how to become baristas 

from coffee company Amor Perfecto 

(a Just Business company) and learn 

skills necessary for internships at 

companies. Juniper, Salesforce.com, 

and Blue Bottle have agreed to pro-

vide internships to some graduates of 

the program. 

 As a founding partner of the Inven-

tion Hub, Higa will continue to help 

establish job connections in the indus-

try and organize regular brainstorm-

ing sessions with the tech community 

to take on other issues, such as ris-

ing evictions, said David Batstone, 

a cofounder of Not for Sale. Higa is 

particularly focused on spreading 

the word to mid-to-large-sized start-

ups with 50 or more employees that 

will need nontechnical help, such as 

those delivering goods and services 

across the Bay Area. 

 The hope is that the combina-

tion of these elements will create 

new jobs and begin to change how 

tech companies operate within their 

neighborhoods. 

 It is a unique setup, but more non-

profits in the city are trying to adopt 

Silicon Valley’s practices. Just a few 

miles north, Tipping Point, another 

local philanthropy, has created its own 

incubator, called the T  Lab, where 

it brings in professionals, including 

engineers and designers, to tackle 

specific social problems. 

 Not everyone, however, is con-

vinced such actions will create a big 

enough dent here. Carlos Rivera, 

a communications coordinator for 

the Service Employees International 

   After Apple, Tackling Poverty 
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Union Local 1021, a labor union, says 

job programs will help some, but he 

wants to see bigger sacrifices from 

tech, such as donating the money 

they get from tax breaks. “It’s a step 

in the right direction but not enough,” 

he said. 

 Higa is unfazed by the criticism. 

 He says he’s reminded of his proj-

ects at Apple, most of which started 

very small before becoming billion-

dollar businesses. The initial iTunes 

group, for example, started as five 

people. 

 “My work has always been about 

finding the Northwest Passage,” said 

Higa, referring to a historical sea 

route that connects the Atlantic and 

Pacific oceans. “But when you can 

find a way, then the railroads comes 

in, the city comes in, and then you’re 

on to the next wilderness.”    

 Source: Evelyn M. Rusli, “After Apple, 

Tackling Poverty: Ex-Aid to Jobs Pushes Social 

Change,” The Wall Street Journal, February 

26, 2014. Copyright © 2014 Dow Jones & 

Company, Inc. Reproduced with permission via 

Copyright Clearance Center .        

   Questions for 

Discussion 

    1. What personality traits do you 

think James Higa is high on?  

   2. What terminal and instrumental 

values do you think might be 

especially important to him?  

   3. What moods and emotions do you 

think he is likely to experience?

     4. Do you think he is high or low on 

emotional intelligence? Why do 

you think this?       
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 part 2  The Environment of 
Management 

   LO4-1  Explain the relationship between ethics and the law. 

   LO4-2  Differentiate between the claims of the different stakeholder groups that are 
affected by managers and their companies’ actions. 

   LO4-3  Describe four rules that can help companies and their managers act in ethical 
ways. 

   LO4-4  Discuss why it is important for managers to behave ethically. 

   LO4-5  Identify the four main sources of managerial ethics. 

   LO4-6  Distinguish among the four main approaches toward social responsibility that 
a company can take.  

 Ethics and Social Responsibility 

   CHAPTER 4 

  Learning Objectives 

  After studying this chapter, you should be able to:  
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First Lady Michelle Obama tends the White House garden with a 

group of children as part of the Let’s Move campaign to end childhood 

obesity.

  Can ethical and socially responsible man-

agement be good for the bottom line?   

 Childhood obesity has become a growing 

concern in the United States. According to 

the U.S. government, about 33 percent of 

children are overweight or obese. In African 

American and Latino communities, the num-

bers are even higher—nearly 40 percent. 1  To 

help combat the problem, First Lady Michelle 

Obama started  the Let’s Move!  campaign to 

end childhood obesity in a generation’s time. 2  

 There are several causes for the rising 

numbers of overweight children. Children 

used to play outside more, where they 

would run around and burn calories. How-

ever, with television and video games pro-

viding enticing entertainment, children now 

have less active options for playing. Also, 

the faster pace at which life is lived often 

shrinks the time available to prepare and 

eat healthful, nutritionally balanced meals. 

Children now eat about three snacks per 

day, compared to one per day 30 years 

ago. Portion sizes for both food and bever-

ages also have become much larger. 3  (Wit-

ness former New York City Mayor Michael 

Bloomberg’s famous attempt to try to 

outlaw supersized drinks in the Big Apple.) 

Sugars and fats are much more prevalent in 

foods, and what we eat today is more pro-

cessed than ever before, sapping our kids 

(and us) of vital nutrients. 

 Being overweight is unhealthy, especially 

in children. It may lead to serious health 

problems in childhood, such as Type 2 dia-

betes or heart disease. In addition to health 

risks, being overweight or obese can make 

children the targets of social discrimination. 

And the chances that a child will “grow out 

of it” are slim—obese children are likely to 

become obese adults. 

 So to bring awareness and activism to the 

problem, Mrs. Obama’s campaign targets 

not just parents and caregivers, but the com-

munity at large too. Let’s Move! has five pil-

lars, as stated on  letsmove.gov :

    1. Creating a healthy start for children.  

   2. Empowering parents and caregivers.  

   3. Providing healthful food in schools.  

   4. Improving access to healthful, affordable 

foods.  

   5. Increasing physical activity.    

 Mrs. Obama says the movement will con-

tinue even after her husband leaves office 

and she is no longer First Lady. Some of 

the accomplishments of the movement so 

far include the MyPlate and MiPlato icon, 

   A MANAGER’S CHALLENGE 

   Michelle Obama’s Challenge to Kids across America: Let’s Move! 
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which makes it easy to understand health-

ful food choices; the closing of city streets 

to create “play streets” where children can 

be active without worrying about traffic; and 

higher standards for nutrition and fitness in 

schools. 

 But what about the food industry? How 

does it play a role in the problem, and what 

can the Let’s Move! campaign do about it? 

Let’s Move! coincides with the Partnership 

for a Healthier America (PHA), an organiza-

tion that was created at the same time but is 

separate from Let’s Move! PHA works with 

the government and Let’s Move! on industry-

specific solutions to fight obesity. Partner-

ship for a Healthier America aims to bring 

together leaders from all sectors to reduce 

childhood obesity. 

 But for the private sector, many of the Let’s 

Move! campaign actions would appear to be 

bad for business. For example, in February 

2014 the White House and the Department 

of Agriculture laid out new restrictions on the 

advertisements of unhealthful food and sug-

ary drinks in U.S. schools. “If you can’t sell it, 

you ought not to be able to market it,” U.S. 

Agriculture Secretary Tom Vilsack said. 4  

 Yet the beverage industry was on board 

with the changes. Following the announce-

ment of the ban in advertising of sugary drinks 

in schools, the American Beverage Associa-

tion issued a statement from its president, 

Susan Neely, stating, “Mrs. Obama’s efforts 

to continue to strengthen school wellness 

make sense for the well-being of our school-

children. . . . We look forward to working with 

the USDA on their proposed rule to align food 

and beverage signage in schools with the new 

regulations as the next logical next step.” 5  

 Many food companies also have joined the 

Let’s Move! campaign. For example, Darden, 

which owns popular restaurant chains like 

Olive Garden and Red Lobster, has pledged 

to offer a fruit or vegetable and low-fat milk 

with every kid’s meal. It also is working to 

reduce the amount of calories and sodium in 

its menu items by 20 percent over the next 

10 years. Walmart committed to lowering the 

cost of fruits, vegetables, and other healthful 

options and to work with manufacturers to 

reduce the amount of sugar and sodium in 

categories throughout the store. 

 In October 2009 more than 40 organiza-

tions and companies launched the Healthy 

Weight Commitment Foundation with the 

goal of reducing childhood obesity. In 2010 

the Healthy Weight Commitment Foundation 

agreed with Let’s Move! and the Partner-

ship for a Healthier America to cut 1.5 trillion 

calories in food products over the next five 

years. The companies planned to develop 

lower-calorie options, reduce calories in 

existing products, and make portion sizes 

smaller. In January 2014 an independent 

evaluator announced that the Healthy Weight 

Commitment Foundation had exceeded its 

goal and removed 6.4 trillion calories from 

food products. 

 Why did companies join the Let’s Move! 

campaign? Being socially responsible can 

help the bottom line. As the demand for 

more healthful food items is increasing, stud-

ies are being conducted to see how com-

panies are faring. According to the Hudson 

Institute, “better-for-you” foods made up 

about 40 percent of the sales for the com-

panies studied, but created 70 percent or 

more in sales growth over a four-year span. 

The study defined “better-for-you” foods 

as those with no, low, or reduced calories. 

The Hudson Institute report concludes that 

“sound strategic planning with a commit-

ment to growing sales of better-for-you 

foods is just good business.” 6        
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   A s the Let’s Move! campaign illustrates, management decision making 

can have far- reaching implications. The Let’s Move! campaign may be 

targeted at children, but the campaign affects parents, schools, food and 

beverage companies, and many others. But globally, nations, companies, and managers differ 

enormously in their commitment to these people, or  stakeholders —various groups of people 

who may benefit or be harmed by how managers make decisions that affect them. Managers 

of some companies make the need to behave ethically toward stakeholders their main priority. 

Managers of other companies pursue their own self-interest at the expense of their stakehold-

ers and do harm to them—such as the harm done to the millions of people around the world 

who work in dangerous, unsanitary conditions or who work for a pittance. 

 In this chapter we examine the obligations and responsibilities of managers and the com-

panies they work for toward the people and society that are affected by their actions. First 

we examine the nature of ethics and the sources of ethical problems. Next we discuss the 

major stakeholder groups that are affected by how companies operate. We also look at four 

rules or guidelines managers can use to decide whether a specific business decision is ethical 

or unethical. Finally we consider the sources of managerial ethics and the reasons why it is 

important for a company to behave in a socially responsible manner. By the end of this chap-

ter you will understand the central role of ethics in shaping the practice of management and 

the life of a people, society, and nation.    

    Suppose you see a person being mugged. Will you act in some way to 

help even though you risk being hurt? Will you walk away? Perhaps you 

might not intervene, but will you call the police? Does how you act 

depend on whether the person being mugged is a fit male, an elderly 

person, or a homeless person? Does it depend on whether other people 

are around so you can tell yourself, “Oh well, someone else will help or call the police. I don’t 

need to”?  

   Ethical Dilemmas 
 The situation just described is an example of an    ethical  d ilemma,    the quandary people find 

themselves in when they have to decide if they should act in a way that might help another 

person or group and is the right thing to do, even though doing so might go against their own 

self-interest. 7  A dilemma may also arise when a person has to choose between two different 

courses of action, knowing that whichever course he or she selects will harm one person or 

group even while it may benefit another. The ethical dilemma here is to decide which course 

of action is the lesser of two evils. 

 People often know they are confronting an ethical dilemma when their moral scruples 

come into play and cause them to hesitate, debate, and reflect upon the rightness or goodness 

of a course of action. Moral scruples are thoughts and feelings that tell a person what is right 

or wrong; they are a part of a person’s ethics.    Ethics    are the inner guiding moral principles, 

values, and beliefs that people use to analyze or interpret a situation and then decide what is 

the right or appropriate way to behave. Ethics also indicate what is inappropriate behavior and 

how a person should behave to avoid harming another person. 

 The essential problem in dealing with ethical issues, and thus solving moral dilemmas, is 

that no absolute or indisputable rules or principles can be developed to decide whether an action 

is ethical or unethical. Put simply, different people or groups may dispute which actions are 

ethical or unethical depending on their personal self-interest and specific attitudes, beliefs, and 

 values—concepts we discussed in Chapter 3. How are we and companies and their managers and 

employees to decide what is ethical and so act appropriately toward other people and groups?  

  Ethics and the Law 
  The first answer to this question is that society as a whole, using the political and legal pro-

cess, can lobby for and pass laws that specify what people can and cannot do. Many differ-

ent kinds of laws govern business—for example, laws against fraud and deception and laws 

Overview

The Nature of 
Ethics

    ethical dilemma    The quan-

dary people find themselves 

in when they have to decide if 

they should act in a way that 

might help another person or 

group even though doing so 

might go against their own 

self-interest.   

    ethics    The inner guiding 

moral principles, values, and 

beliefs that people use to 

analyze or interpret a situation 

and then decide what is the 

right or appropriate way to 

behave.   

 LO4-1 

 Explain the relationship 
between ethics and the law. 
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governing how companies can treat their employees and customers. Laws also specify what 

sanctions or punishments will follow if those laws are broken. Different groups in society 

lobby for which laws should be passed based on their own personal interests and beliefs about 

right and wrong. The group that can summon the most support can pass laws that align with 

its interests and beliefs. Once a law is passed, a decision about what the appropriate behavior 

is with regard to a person or situation is taken from the personally determined ethical realm 

to the societally determined legal realm. If you do not conform to the law, you can be pros-

ecuted; and if you are found guilty of breaking the law, you can be punished. You have little 

say in the matter; your fate is in the hands of the court and its lawyers. 

 In studying the relationship between ethics and law, it is important to understand that  nei-

ther laws nor ethics are fixed principles  that do not change over time. Ethical beliefs change 

as time passes; and as they do so, laws change to reflect the changing ethical beliefs of a 

society. It was seen as ethical, and it was legal, for example, to acquire and possess slaves in 

ancient Rome and Greece and in the United States until the late 19th century. Ethical views 

regarding whether slavery was morally right or appropriate changed, however. Slavery was 

made illegal in the United States when those in power decided that slavery degraded the 

meaning of being human. Slavery makes a statement about the value or worth of human 

beings and about their right to life, liberty, and the pursuit of happiness. And if we deny these 

rights to other people, how can we claim to have any natural rights to these things? 

 Moreover, what is to stop any person or group, that becomes powerful enough to take 

control of the political and legal process, from enslaving us and denying us the right to be free 

and to own property? In denying freedom to others, one risks losing it oneself, just as stealing 

from others opens the door for them to steal from us in return. “Do unto others as you would 

have them do unto you” is a common ethical or moral rule that people apply in such situations 

to decide what is the right thing to do.  

  Changes in Ethics over Time 
 There are many types of behavior—such as murder, theft, slavery, rape, and driving while 

intoxicated—that most people currently believe are unacceptable and unethical and should 

therefore be illegal. However, the ethics of many other actions and behaviors are open to 

dispute. Some people might believe a particular behavior—for example, smoking tobacco or 

possessing guns—is unethical and so should be made illegal. Others might argue that it is up 

to the individual or group to decide if such behaviors are ethical and thus whether a particular 

behavior should remain legal. 

 As ethical beliefs change over time, some people may begin to question whether existing 

laws that make specific behaviors illegal are still appropriate. They might argue that although 

a specific behavior is deemed illegal, this does not make it unethical and thus the law should 

be changed. In 48 states, for example, it is illegal to possess or use marijuana (cannabis). 

To justify this law, it is commonly argued that smoking marijuana leads people to try more 

dangerous drugs. Once the habit of taking drugs has been acquired, people can get hooked on 

them. More powerful drugs such as heroin and other narcotics are addictive, and most people 

cannot stop using them without help. Thus the use of marijuana, because it might lead to fur-

ther harm, is an unethical practice. 

 It has been documented medically, however, that marijuana use can help people with certain 

illnesses. For example, for cancer sufferers who are undergoing chemotherapy and for those 

with AIDS who are on potent medications, marijuana offers relief from many treatment side 

effects, such as nausea and lack of appetite. Yet in the United States it is illegal in many states 

for doctors to prescribe marijuana for these patients, so their suffering continues. Since 1996, 

however, 15 states have made it legal to prescribe marijuana for medical purposes; neverthe-

less, the federal government has sought to stop such state legislation. The U.S. Supreme Court 

ruled in 2005 that only Congress or the states could decide whether medical marijuana use 

should be made legal, and people in many states are currently lobbying for a relaxation of state 

laws against its use for medical purposes. 8  In Canada there has been a widespread movement 

to decriminalize marijuana. While not making the drug legal, decriminalization removes the 

threat of prosecution even for uses that are not medically related and allows the drug to be taxed. 

Initiatives are under way in several states to decriminalize the possession of small amounts 
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of marijuana for personal use as well as to make it more widely available to 

people legally for medical purposes. A major ethical debate is currently raging 

over this issue in many states and countries. 

 The important point to note is that while ethical beliefs lead to the devel-

opment of laws and regulations to prevent certain behaviors or encourage 

others, laws themselves change or even disappear as ethical beliefs change. 

In Britain in 1830 a person could be executed for over 350 different crimes, 

including sheep stealing. Today the death penalty is no longer legal in 

Britain. Thus both ethical and legal rules are  relative:  No absolute or unvary-

ing standards exist to determine how we should behave, and people are 

caught up in moral dilemmas all the time. Because of this we have to make 

ethical choices. 

 The previous discussion highlights an important issue in understanding 

the relationship between ethics, law, and business. Throughout the 2010s 

many scandals plagued major companies such as J.P. Morgan Chase, 

HSBC, Standard Chartered Bank, ING, Barclays, and Capital One. Manag-

ers at some of these companies engaged in risky trades, interest rate manipu-

lation, illegal trade facilitation, drug money laundering, and deception of 

customers.  

 In other cases no laws were broken, yet outrage was expressed over per-

ceptions of unethical actions. One example of this is the Occupy Wall Street 

movement, a protest that began on September 17, 2011, in a park close to New 

York City’s Wall Street financial district. The movement was prompted in 

part by the perceived unethical influence of the financial services sector on the 

government. On its web page ( occupywallstreet.org ), the organization says it 

is “fighting back against the corrosive power of major banks and multinational 

corporations over the democratic process, and the role of Wall Street in creating an economic 

collapse that has caused the greatest recession in generations.” It also raised issues of social and 

economic inequality. 

 Some of the goals of this protest were to reduce the influence of corporations on govern-

ment and allow a more balanced distribution of income. While the protesters did not allege 

that what financial institutions were doing was illegal, they asserted that the actions of finan-

cial institutions were not congruent with ethical business practices. 

 In 2011 President Barack Obama commented on Occupy Wall Street’s concerns about 

the way policies are influenced by the financial sector: “It expresses the frustrations that the 

American people feel that we had the biggest financial crisis since the Great Depression, huge 

collateral damage all throughout the country, all across Main Street. And yet you’re still see-

ing some of the same folks who acted irresponsibly trying to fight efforts to crack down on 

abusive practices that got us into this problem in the first place.” 9      

    Just as people have to work out the right and wrong ways to act, so do 

companies. When the law does not specify how companies should 

behave, their managers must decide the right or ethical way to behave 

toward the people and groups affected by their actions. Who are the peo-

ple or groups that are affected by a company’s business decisions? If a 

company behaves in an ethical way, how does this benefit people and society? Conversely, 

how are people harmed by a company’s unethical actions? 

 The people and groups affected by how a company and its managers behave are called 

its stakeholders.    Stakeholders    supply a company with its productive resources; as a result, 

they have a claim on and a stake in the company. 10  Because stakeholders can directly benefit 

or be harmed by its actions, the ethics of a company and its managers are important to them. 

Who are a company’s major stakeholders? What do they contribute to a company, and what 

do they claim in return? Here we examine the claims of these stakeholders—stockholders; 

managers; employees; suppliers and distributors; customers; and community, society, and 

nation-state as  Figure 4.1  depicts.   

Stakeholders 
and Ethics

    stakeholders    The people 

and groups that supply a 

company with its produc-

tive resources and so have a 

claim on and a stake in the 

company.   

 

Coldbath Fields Prison, London, circa 
1810. The British criminal justice system 
around this time was severe: a person 
could be executed for 350 different crimes, 
including sheep stealing. As ethical beliefs 
change over time, so do laws.
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   Stockholders 
  Stockholders have a claim on a company because when they buy its stock or shares they 

become its owners. When the founder of a company decides to publicly incorporate the busi-

ness to raise capital, shares of the stock of that company are issued. This stock grants its buy-

ers ownership of a certain percentage of the company and the right to receive any future stock 

dividends. For example, in 2005 Microsoft decided to pay the owners of its 5 billion shares 

a special dividend payout of $32 billion. Bill Gates received $3.3 billion in dividends based 

on his stockholding, and he donated this money to the Bill and Melinda Gates Foundation, 

to which he has reportedly donated over $28 billion to date, with the promise of much more 

to come; and Warren Buffet committed to donate at least $30 billion to the Gates Founda-

tion over the next decade. The two richest people in the world have decided to give away a 

large part of their wealth to serve global ethical causes—in particular to address global health 

concerns such as malnutrition, malaria, tuberculosis, and AIDS. Gates is also donating about 

$1.8 billion to the Gates Foundation to help eradicate polio as part of the Polio Eradication & 

Endgame Strategic Plan 2013–2018. 11  

 Stockholders are interested in how a company operates because they want to maximize the 

return on their investment. Thus they watch the company and its managers closely to ensure 

that management is working diligently to increase the company’s profitability. 12  Stockholders 

also want to ensure that managers are behaving ethically and not risking investors’ capital by 

engaging in actions that could hurt the company’s reputation. No company wants the reputa-

tion described by the Occupy Wall Street protesters, who alleged that business organizations 

value money over people and work in the self-interest of a privileged few. However, experts 

warn businesses not to ignore the movement. Harvard bloggers say the persistence of Occupy 

Wall Street is “a signal that there is authentic, deep-seated unhappiness with the failings of 

the U.S. economic system. It’s an indicator that economic inequality is perceived as an impor-

tant issue—one requiring businesses’ immediate attention.” 13   

  Managers 
 Managers are a vital stakeholder group because they are responsible for using a company’s 

financial, capital, and human resources to increase its performance and thus its stock price. 14  

Managers have a claim on an organization because they bring to it their skills, expertise, and 

experience. They have the right to expect a good return or reward by investing their human 

 LO4-2 

 Differentiate between the 
claims of the different 
stakeholder groups that are 
affected by managers and 
their companies’ actions. 

 Figure 4.1 

 Types of Company Stakeholders  

Employees Managers

Suppliers and 
distributors

Community,
society, and
nation-state

Customers

Company

Stockholders
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capital to improve a company’s performance. Such rewards 

include good salaries and benefits, the prospect of promo-

tion and a career, and stock options and bonuses tied to com-

pany performance. 

 Managers are the stakeholder group that bears the 

responsibility to decide which goals an organization should 

pursue to most benefit stakeholders and how to make the 

most efficient use of resources to achieve those goals. In 

making such decisions, managers frequently must juggle the 

interests of different stakeholders, including themselves. 15  

These sometimes difficult decisions challenge managers 

to uphold ethical values because some decisions that ben-

efit certain stakeholder groups (managers and stockholders) 

harm other groups (individual workers and local communi-

ties). For example, in economic downturns or when a com-

pany experiences performance shortfalls, layoffs may help 

cut costs (thus benefiting shareholders) at the expense of the 

employees laid off. Many U.S. managers have recently faced this difficult decision. Until the 

2009 financial crisis sent unemployment soaring over 10 percent, on average about 1.6 million 

U.S. employees out of a total labor force of 140 million were affected by mass layoffs each 

year; and over 3 million jobs from the United States, Europe, and Japan have been outsourced 

to Asia since 2005. Layoff decisions are always difficult: They not only take a heavy toll on 

workers, their families, and local communities but also mean the loss of the contributions of 

valued employees to an organization. In 2014 Michelin North America (Canada) announced 

it would slash 500 jobs from its Granton tire plant over the next 18 months. The company was 

Nova Scotia’s largest private manufacturer. 16   

 As we discussed in Chapter 1, managers must be motivated and given incentives to work 

hard in the interests of stockholders. Their behavior must also be scrutinized to ensure they 

do not behave illegally or unethically, pursuing goals that threaten stockholders and the 

company’s interests. 17  Unfortunately we have seen in the 2010s how easy it is for top man-

agers to find ways to ruthlessly pursue their self-interest at the expense of stockholders and 

employees because laws and regulations are not strong enough to force them to behave 

ethically. 

 In a nutshell, the problem has been that in many companies corrupt managers focus not on 

building the company’s capital and stockholders’ wealth but on maximizing their own per-

sonal capital and wealth. In an effort to prevent future scandals, the Securities and Exchange 

Commission (SEC), the government’s top business watchdog, has begun to rework the rules 

governing a company’s relationship with its auditor, as well as regulations concerning stock 

options, and to increase the power of outside directors to scrutinize a CEO. The SEC’s goal 

is to outlaw many actions that were previously classified as merely unethical. For example, 

companies are now forced to reveal to stockholders the value of the stock options they give 

their top executives and directors and when they give them these options; this shows how 

much such payments reduce company profits. Managers and directors can now be prosecuted 

if they disguise or try to hide these payments. In the 2010s the SEC announced many new 

rules requiring that companies disclose myriad details of executive compensation packages 

to investors; already the boards of directors of many companies have stopped giving CEOs 

perks such as free personal jet travel, membership in exclusive country clubs, and luxury 

accommodations on “business trips.” Also, in 2010 Congress passed new laws preventing the 

many unethical and illegal actions of managers of banks and other financial institutions that 

led to the 2009 financial crisis. One of these regulations, the “Volcker Rule,” seeks to reduce 

the chances that banks will put depositors’ money at risk. 18  

 Indeed, many experts argue that the rewards given to top managers, particularly the CEO 

and COO, grew out of control in the 2000s. Top managers are today’s “aristocrats,” and 

through their ability to influence the board of directors and raise their own pay, they have 

amassed personal fortunes worth hundreds of millions of dollars. For example, according to 

a study by the Federal Reserve, U.S. CEOs now get paid about 600 times what the average 

worker earns, compared to about 40 times in 1980—a staggering increase. In 2014 the median 

  Rajat Kumar Gupta, former Goldman Sachs board member, 
exits federal court in New York after being convicted of insider 
trading and sentenced to two years in prison. 
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CEO pay was $8.64 million. 19  We noted in Chapter 1 that besides their salaries, top manag-

ers often receive tens of millions in stock bonuses and options—even when their companies 

perform poorly. 

 Is it ethical for top managers to receive such vast amounts of money from their companies? 

Do they earn it? Remember, this money could have gone to shareholders in the form of divi-

dends. It could also have reduced the huge salary gap between those at the top and those at the 

bottom of the hierarchy. Many people argue that the growing disparity between the rewards 

given to CEOs and to other employees is unethical and should be regulated. CEO pay has sky-

rocketed because CEOs are the people who set and control one another’s salaries and bonuses; 

they can do this because they sit on the boards of other companies as outside directors. Others 

argue that because top managers play an important role in building a company’s capital and 

wealth, they deserve a significant share of its profits. Some recent research has suggested that 

the companies whose CEO compensation includes a large percentage of stock options tend 

to experience big share losses more often than big gains, and that on average, company per-

formance improves as stock option use declines. 20  The debate over how much money CEOs 

and other top managers should be paid is still raging, particularly because the financial crisis 

beginning in 2009 showed how much money the CEOs of troubled financial companies earned 

even as their companies’ performance and stock prices collapsed. For example, Countrywide 

Mortgage, which pioneered the subprime business, suffered losses of over $1.7 billion in 2007, 

and its stock fell 80 percent; yet its CEO Angelo Mozilo still received $20 million in stock 

awards and sold stock options worth $121 million before the company’s price collapsed.  

  Ethics and Nonprofit Organizations 
 The issue of what is fair compensation for top managers is not limited to for-profit companies; 

it is one of many issues facing nonprofits. The many ethics scandals that have plagued com-

panies in the 2010s might suggest that the issue of ethics is important only for profit-seeking 

companies, but this would be untrue. There are almost 2 million private nonprofit charitable 

and philanthropic organizations in the United States, and charges that their managers have 

acted in unethical and even illegal ways have grown in the 2010s. For example, many states 

and the federal government are investigating the huge salaries that the top executives of chari-

table institutions earn. 

 One impetus for this was the revelation that the NYSE, which is classified as a charitable 

organization, paid its disgraced top executive Richard A. Grasso over $187 million in pension 

benefits. It turns out that over 200 nonprofits pay their top executives more than $1 million 

a year in salary, and the boards of trustees or directors of many of these organizations also 

enjoy lavish perks and compensation for attendance at board meetings. And unlike for-profit 

companies, which are required by law to provide detailed reports of their operations to their 

shareholders, nonprofits do not have shareholders, so the laws governing disclosure are far 

weaker. As a result, the board and its top managers have considerable latitude to decide how 

they will spend a nonprofit’s resources, and little oversight exists. 

 To remedy this situation, many states and the federal government are considering new 

laws that would subject nonprofits to strict Sarbanes-Oxley-type regulations that force the 

disclosure of issues related to managerial compensation and financial integrity. There are also 

efforts in progress to strengthen the legal power of the IRS to oversee nonprofits’ expendi-

tures so that it has more authority to examine how these organizations spend their resources 

on managerial and director compensation and perks. 

 Experts hope that the introduction of new rules and regulations to monitor and oversee 

how nonprofits spend their funds will result in much more value being created from the funds 

given by donors. After all, every cent that is spent administering a nonprofit is a cent not 

being used to help the people or cause for which the money was intended. Ethical issues are 

involved because some badly run charities spend 70 cents of every dollar on administration 

costs. And charges have been leveled against charities such as the Red Cross for mishandling 

the hundreds of millions of dollars they received in donations after Hurricane Katrina struck; 

changes have been made in the Red Cross to address these issues. Clearly the directors and 

managers of all organizations need to carefully consider the ethical issues involved in their 

decision making.  
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  Employees 
 A company’s employees are the hundreds of thousands of people who work in its various 

departments and functions, such as research, sales, and manufacturing. Employees expect 

to receive rewards consistent with their performance. One principal way that a company can 

act ethically toward employees and meet their expectations is by creating an occupational 

structure that fairly and equitably rewards employees for their contributions. Companies, for 

example, need to develop recruitment, training, performance appraisal, and reward systems 

that do not discriminate against employees and that employees believe are fair.  

  Suppliers and Distributors 
 No company operates alone. Every company is in a network of relationships with other com-

panies that supply it with the inputs (such as raw materials, components, contract labor, and 

clients) that it needs to operate. It also depends on intermediaries such as wholesalers and 

retailers to distribute its products to the final customers. Suppliers expect to be paid fairly 

and promptly for their inputs; distributors expect to receive quality products at agreed-upon 

prices. Once again, many ethical issues arise in how companies contract and interact with 

their suppliers and distributors. Important issues concerning safety specifications are gov-

erned by the contracts a company signs with its suppliers and distributors, for example; how-

ever, lax oversight can have tragic consequences, as the accompanying “Ethics in Action” 

feature shows.  

  Safety in the Garment Industry 

 Why did more than 150 international brands and retailers, including Abercrombie & 
Fitch, American Eagle Outfitters, Fruit of the Loom, and PVH, sign the Accord on 
Fire and Building Safety in Bangladesh in 2013? The accord is a five-year agreement 
stating that the signing companies and organizations commit to meet the minimum 
safety standards for the textile industry in Bangladesh. 

 Could it be that the buying power of consumers in their mid-twenties— consumers 
very concerned about the plight of the global worker—encouraged brands and 
retailers to sign the agreement? Sébastien Breteau, founder and chief executive offi-
cer of AsiaInspection, a quality control service provider of supplier audits, product 
inspections, and lab testing for consumer goods and food importers, believes young 
people have raised awareness of social accountability in global supply chain man-
agement. “This generation cares a lot about transparency,” he said. “They want to 
know that what they are buying doesn’t kill the planet.” 21  This means that organi-
zations who do not monitor their suppliers carefully risk paying a steep price with 
young consumers. 

 Several industrial accidents in 2013 catalyzed social accountability in global sup-
ply chain management, according to Breteau’s firm. Probably the most tragic of the 
tipping points was the collapse of the Rana Plaza in Dhaka, Bangladesh. The collapse 
of the eight-story commercial building killed 1,132 workers and injured more than 
2,500 on April 24, 2013. The day before the collapse, building inspectors had found 
cracks in the structure and warned business owners to evacuate. A few shops and a 
bank heeded the warning, but owners of garment factories in the building ordered 
employees to come to work. The collapse was the deadliest disaster in the history of 
the garment industry worldwide. 

 There are parallels between the collapse of Rana Plaza and a tragedy in the history 
of American garment factories. In 1911 a fire destroyed the Triangle Shirtwaist Fac-
tory and killed 146 garment workers. The factory was on the top floors of a building 
in Greenwich Village, New York City. When the fire broke out, workers found the 
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 Many other issues depend on business ethics. For example, numerous products sold in 

U.S. stores have been outsourced to countries that do not have U.S.-style regulations and laws 

to protect the workers who make these products. All companies must take an ethical position 

on the way they obtain and make the products they sell. Commonly this stance is published 

on a company’s website.  Table 4.1  presents part of the Gap’s statement about its approach to 

global ethics ( www.gapinc.com ).   

  Customers 
 Customers are often regarded as the most critical stakeholder group because if a com-

pany cannot attract them to buy its products, it cannot stay in business. Thus managers and 

employees must work to increase efficiency and effectiveness in order to create loyal cus-

tomers and attract new ones. They do so by selling customers quality products at a fair price 

and providing good after-sales service. They can also strive to improve their products over 

time and provide guarantees to customers about the integrity of their products like the Soap 

Dispensary, profiled in the accompanying “Ethics in Action” feature.   

exit doors locked from the outside, a common practice at the time to stop theft and 
unauthorized breaks. Many workers died by jumping out the windows to escape the 
flames. The outrage that followed the Triangle fire was a catalyst for change in fac-
tory conditions, much like the outrage that followed the Rana Plaza collapse. In the 
aftermath of the fire, the Factory Investigating Commission was formed and, much 
like the Accord on Fire and Building Safety in Bangladesh, began factory inspec-
tions. Many factories in New York City were found to have the same conditions 
that caused the Triangle fire, such as flammable materials, locked exit doors, and 
inadequate fire alarms and fire suppression systems. Between 1911 and 1913, 60 new 
laws were passed to improve factory conditions. 

 In March 2014 engineering teams organized through the Accord issued inspection 
reports on 10 Bangladesh factories. The reports indicated many factories did not have 
adequate fire alarm and sprinkler systems and that some fire exits were locked. 22  
Also, many factories had dangerously high weight loads on floors, which is believed 
to be a cause of the Rana Plaza collapse. 

 Following the Rana Plaza collapse, clients of the Breteau’s inspection firm have 
become less reluctant to commit to the creation and enforcement of programs to audit 
factory working conditions. “Suddenly, we saw a switch in our clients’ attitude to 
social accountability,” according to Breteau. “They became very serious about run-
ning audit programs through their supply chains.” 23  The company’s audit programs 
include quality management standards according to the ISO 9001 or U.S. C-TPAT 
standards, social compliance according to SA 8000 standards, and ethical trading 
according to Sedex Ethical Trade Audits. 

 Will this change in attitudes toward social accountability in global supply chains 
have a lasting impact?  Forbes  blogger Robert Bowman, managing editor of Sup-
plyChainBrain, a website and magazine covering global supply chains, names 
several reasons why retailers have failed to take aggressive action to stop unsafe 
working conditions in the past. From the retailers’ point of view, it can be difficult to 
keep track of complex supply chains. Multiple layers of suppliers and subcontractors 
in some supply chains make it complicated to know exactly how and where goods 
are being produced, Bowman says. From the consumer’s point of view, shocking 
revelations of poor labor practices cause temporary indignation. After headlines 
and media stories about sweatshops and safety violations, shoppers quickly return 
to being indifferent about how clothing is produced, Bowman says. However, the 
shocking collapse of Rana Plaza and the resulting signatures on the Accord on 
Fire and Building Safety in Bangladesh bode well for real change in global supply 
chain ethics.  



Free ebooks ==>   www.ebook777.com
 Ethics and Social Responsibility 101

 As a condition of doing business with Gap Inc., each and every factory must comply with this Code of Vendor Conduct. 

Gap Inc. will continue to develop monitoring systems to assess and ensure compliance. If Gap Inc. determines that any 

factory has violated this Code, Gap Inc. may either terminate its business relationship or require the factory to implement 

a corrective action plan. If corrective action is advised but not taken, Gap Inc. will suspend placement of future orders and 

may terminate current production. 

  I. General Principles  

 Factories that produce goods for Gap Inc. shall operate in full compliance with the laws of their respective countries and 

with all other applicable laws, rules, and regulations. 

  II. Environment  

 Factories must comply with all applicable environmental laws and regulations. Where such requirements are less stringent 

than Gap Inc.’s own, factories are encouraged to meet the standards outlined in Gap Inc.’s statement of environmental 

principles. 

  III. Discrimination  

 Factories shall employ workers on the basis of their ability to do the job, without regard to race, color, gender, nationality, 

religion, age, maternity, or marital status. 

  IV. Forced Labor  

 Factories shall not use any prison, indentured, or forced labor. 

  V. Child Labor  

 Factories shall employ only workers who meet the applicable minimum legal age requirement or are at least 14 years of 

age, whichever is greater. Factories must also comply with all other applicable child labor laws. Factories are encouraged 

to develop lawful workplace apprenticeship programs for the educational benefit of their workers, provided that all partici-

pants meet both Gap Inc.’s minimum age standard of 14 and the minimum legal age requirement. 

  VI. Wages & Hours  

 Factories shall set working hours, wages, and overtime pay in compliance with all applicable laws. Workers shall be paid 

at least the minimum legal wage or a wage that meets local industry standards, whichever is greater. While it is understood 

that overtime is often required in garment production, factories shall carry out operations in ways that limit overtime to a 

level that ensures humane and productive working conditions. 

 Table 4.1 

 Some Principles from the Gap’s Code of Vendor Conduct 

  Cleaning up the Soap Market 

 Soap consumption is not as clean a business as you might think. First, soap is often 
packaged in plastic, and that’s beyond the bar: dishwashing detergent, clothing deter-
gent, shampoos, body washes, liquid hand soaps—they’re all in plastic containers. 
With over 33 million tons of plastic being discarded yearly by Americans, only about 
14 percent is recycled or sent to waste-to-energy facilities. The rest goes to landfills, 
where it may leak pollutants into the soil and water, or into the ocean, where an esti-
mated 100 million tons of plastic debris already threatens the health of marine life. 24  

 Second, many soaps have chemicals that contain suspected or known carcino-
gens (cancer-causing agents). One study of 25 household products found that many 
of their fragrances emitted hazardous chemicals. 25  One such chemical is triclosan, 
which is commonly found in soap products. Triclosan is toxic to aquatic plants and 
animals. When it reacts with chlorine in water, it can cause cancer, nerve disorders, 
and immune system disorders. It also contributes to antibiotic resistance in bacteria 
that causes infection in humans. 

 To combat the dirty residue of soap consumption, stores like the Soap Dispensary 
in Vancouver, Canada, are popping up. The Soap Dispensary is a refill store special-
izing in soaps, household cleaners, and personal care products that are not harmful to 
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 At the Soap Dispensary in Vancouver, owner 
Linh Truong sells biodegradable household and 
personal products free from fillers, dyes, and per-
fumes. Customers bring their own containers to 
refill over and over again, and Linh tracks the sav-
ings to the environment with each bottle refilled.

humans or the environment. Instead of harsh chemicals, the Soap 
Dispensary’s products are selected to be as free as possible from 
fillers, dyes, and synthetic perfumes. The products are also biode-
gradable and animal cruelty–free, and some are vegan certified. 

 Customers bring their own containers back to the store again 
and again to refill instead of throwing them away, or they can pay 
a small deposit fee to obtain a reusable container from the store. 
The store also sells ingredients customers can use to make their 
own soaps (as well as other products) and conducts classes to teach 
customers how to make them at home. Classes range from simple 
soap making to using cloth diapers to composting to aromatherapy. 
Besides soap, the store sells nonplastic cleaning supplies, reusable 
razors, natural beeswax candles, repurposed fabric, and other envi-
ronmentally friendly items. 

 Linh Truong and Stewart Lampe, owners of the Soap Dispensary, 
estimate that in the first two years of the store’s existence, it has 
kept more than 8,000 plastic containers from being thrown away. 

 The store also has provided a venue where customers can pur-
chase locally made products. Among the local brands sold at the Soap Dispensary 
are Curiosities Tallow Soap and Sadie’s Soap. Curiosities Tallow Soap’s ingredients 
include beef fat collected from local butcher shops, and Sadie’s Soap’s ingredients 
include hops from locally crafted beer. 26  These locally made soaps and their locally 
acquired ingredients make a short supply chain that is easier on the environment than 
a national or international one. When locally owned businesses provide supplies for 
other locally owned businesses, less fuel and other energy is spent on transportation, 
creating less pollution in the environment. 27  

 The Soap Dispensary tracks the savings to the environment of each bottle refilled, 
which Truong uses to inspire her customers to keep conserving. Refill stores like the 
Soap Dispensary make a difference by focusing on one feasible aspect of sustainabil-
ity. Truong also achieves her mission of reducing waste by encouraging her suppliers 
to switch to more sustainable packaging and by washing out some delivery containers 
to return to suppliers for reuse. 

 “Refilling soap is just one way to do it,” she said. “It’s just the art of shifting con-
sumers’ mentality. Once you start that shift, it can be applied to lots of other things in 
their lives, and also to how a business is run.” 28   

  Community, Society, and Nation 
 The effects of the decisions made by companies and their managers permeate all aspects of 

the communities, societies, and nations in which they operate.  Community  refers to physical 

locations like towns or cities or to social milieus like ethnic neighborhoods in which compa-

nies are located. A community provides a company with the physical and social infrastructure 

that allows it to operate; its utilities and labor force; the homes in which its managers and 

employees live; the schools, colleges, and hospitals that serve their needs; and so on. 

 Through the salaries, wages, and taxes it pays, a company contributes to the economy of its 

town or region and often determines whether the community prospers or declines. Similarly, 

a company affects the prosperity of a society and a nation and, to the degree that a company 

is involved in global trade, all the countries it operates in and thus the prosperity of the global 

economy. We have already discussed the many issues surrounding global outsourcing and the 

loss of jobs in the United States, for example. 

 Although the individual effects of the way each McDonald’s restaurant operates might be 

small, for instance, the combined effects of how all McDonald’s and other fast-food compa-

nies do business are enormous. In the United States alone, over 500,000 people work in the 

fast-food industry, and many thousands of suppliers like farmers, paper cup manufacturers, 

builders, and so on depend on it for their livelihood. Small wonder then that the ethics of 
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the fast-food business are scrutinized closely. This industry was the major lobbyer against 

attempts to raise the national minimum wage (which was raised to $7.25 an hour in 2009, 

where it remains in 2014 up from $5.15—a figure that had not changed since 1997), for 

example, because a higher minimum wage would substantially increase its operating costs. 

However, responding to protests about chickens raised in cages where they cannot move, 

McDonald’s—the largest egg buyer in the United States—issued new ethical guidelines con-

cerning cage size and related matters that its egg suppliers must abide by if they are to retain 

its business. What ethical rules does McDonald’s use to decide its stance toward minimum 

pay or minimum cage size? 

 Business ethics are also important because the failure of a company can have catastrophic 

effects on a community; a general decline in business activity affects a whole nation. The 

decision of a large company to pull out of a community, for example, can threaten the com-

munity’s future. Some companies may attempt to improve their profits by engaging in actions 

that, although not illegal, can hurt communities and nations. One of these actions is pollution. 

For example, many U.S. companies reduce costs by trucking their waste to Mexico, where it 

is legal to dump waste in the Rio Grande. The dumping pollutes the river from the Mexican 

side, but the U.S. side of the river is increasingly experiencing pollution’s negative effects.  

  Rules for Ethical Decision Making 
 When a stakeholder perspective is taken, questions on company ethics abound. 29  What is the 

appropriate way to manage the claims of all stakeholders? Company decisions that favor one 

group of stakeholders, for example, are likely to harm the interests of others. 30  High prices 

charged to customers may bring high returns to shareholders and high salaries to managers in 

the short run. If in the long run customers turn to companies that offer lower-cost products, 

however, the result may be declining sales, laid-off employees, and the decline of the com-

munities that support the high-priced company’s business activity. 

 When companies act ethically, their stakeholders support them. For example, banks are 

willing to supply them with new capital, they attract highly qualified job applicants, and new 

customers are drawn to their products. Thus ethical companies grow and expand over time, 

and all their stakeholders benefit. The results of unethical behavior are loss of reputation and 

resources, shareholders selling their shares, skilled managers and employees leaving the com-

pany, and customers turning to the products of more reputable companies. 

 When making business decisions, managers must consider the claims of all stakeholders. 31  

To help themselves and employees make ethical decisions and behave in ways that benefit 

their stakeholders, managers can use four ethical rules or principles to analyze the effects of 

their business decisions on stakeholders: the  utilitarian, moral rights, justice,  and  practical  

rules ( Figure 4.2 ). 32  These rules are useful guidelines that help managers decide on the appro-

priate way to behave in situations where it is necessary to balance a company’s self-interest 

and the interests of its stakeholders. Remember, the right choices will lead resources to be 

used where they can create the most value. If all companies make the right choices, all stake-

holders will benefit in the long run. 33   

  UTILITARIAN RULE   The    utilitarian rule    is that an ethical decision is a decision that 

produces the greatest good for the greatest number of people. To decide which is the most eth-

ical course of business action, managers should first consider how different possible courses 

of business action would benefit or harm different stakeholders. They should then choose the 

course of action that provides the most benefits, or, conversely, the one that does the least 

harm, to stakeholders. 34  

 The ethical dilemma for managers is this: How do you measure the benefit and harm that 

will be done to each stakeholder group? Moreover, how do you evaluate the rights of dif-

ferent stakeholder groups, and the relative importance of each group, in coming to a deci-

sion? Because stockholders own the company, shouldn’t their claims be held above those of 

employees? For example, managers might face a choice of using global outsourcing to reduce 

costs and lower prices or continuing with high-cost production at home. A decision to use 

global outsourcing benefits shareholders and customers but will result in major layoffs that 

will harm employees and the communities in which they live. Typically, in a capitalist society 

such as the United States, the interests of shareholders are put above those of employees, so 

    utilitarian rule    An ethical 

decision is a decision that 

produces the greatest good 

for the greatest number of 
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production will move abroad. This is commonly regarded as being an ethical choice because 

in the long run the alternative, home production, might cause the business to collapse and go 

bankrupt, in which case greater harm will be done to all stakeholders.   

  MORAL RIGHTS RULE   Under the    moral rights rule,    an ethical decision is one that 

best maintains and protects the fundamental or inalienable rights and privileges of the people 

affected by it. For example, ethical decisions protect people’s rights to freedom, life and 

safety, property, privacy, free speech, and freedom of conscience. The adage “Do unto others 

as you would have them do unto you” is a moral rights principle that managers should use to 

decide which rights to uphold. Customers must also consider the rights of the companies and 

people who create the products they wish to consume. 

 From a moral rights perspective, managers should compare and contrast different courses 

of business action on the basis of how each course will affect the rights of the company’s dif-

ferent stakeholders. Managers should then choose the course of action that best protects and 

upholds the rights of  all  stakeholders. For example, decisions that might significantly harm 

the safety or health of employees or customers would clearly be unethical choices. 

 The ethical dilemma for managers is that decisions that will protect the rights of some 

stakeholders often will hurt the rights of others. How should they choose which group to 

protect? For example, in deciding whether it is ethical to snoop on employees, or search them 

when they leave work to prevent theft, does an employee’s right to privacy outweigh an orga-

nization’s right to protect its property? Suppose a coworker is having personal problems and 

is coming in late and leaving early, forcing you to pick up the person’s workload. Do you tell 

your boss even though you know this will probably get that person fired?  

  JUSTICE RULE   The    justice rule    is that an ethical decision distributes benefits and 

harms among people and groups in a fair, equitable, or impartial way. Managers should com-

pare and contrast alternative courses of action based on the degree to which they will fairly 

or equitably distribute outcomes to stakeholders. For example, employees who are similar in 

their level of skill, performance, or responsibility should receive similar pay; allocation of 

outcomes should not be based on differences such as gender, race, or religion. 

    moral rights rule    An ethi-
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 Figure 4.2 

 Four Ethical Rules  

Justice Rule

An ethical decision
should distribute

benefits and harm
among people in a
fair, equitable, and
impartial manner.

Practical Rule

An ethical decision should be one that
a manager has no hesitation about

communicating to people outside the
company because the typical person in a

society would think the decision is acceptable.

Moral Rights Rule

An ethical decision
should maintain
and protect the

fundamental rights
and privileges

of people.

Utilitarian Rule

An ethical decision should
produce the greatest
good for the greatest

number of people.

Rules for
Ethical Decision

Making
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 The ethical dilemma for managers is to determine the fair rules and procedures for distrib-

uting outcomes to stakeholders. Managers must not give people they like bigger raises than 

they give to people they do not like, for example, or bend the rules to help their favorites. On 

the other hand, if employees want managers to act fairly toward them, then employees need to 

act fairly toward their companies by working hard and being loyal. Similarly, customers need 

to act fairly toward a company if they expect it to be fair to them—something people who 

illegally copy digital media should consider.  

  PRACTICAL RULE   Each of these rules offers a different and complementary way of 

determining whether a decision or behavior is ethical, and all three rules should be used to 

sort out the ethics of a particular course of action. Ethical issues, as we just discussed, are 

seldom clear-cut, however, because the rights, interests, goals, and incentives of different 

stakeholders often conflict. For this reason many experts on ethics add a fourth rule to deter-

mine whether a business decision is ethical: The    practical rule    is that an ethical decision is 

one that a manager has no hesitation or reluctance about communicating to people outside 

the company because the typical person in a society would think it is acceptable. A business 

decision is probably acceptable on ethical grounds if a manager can answer yes to each of 

these questions:

     1.  Does my decision fall within the accepted values or standards that typically apply in 

business activity today?  

    2.  Am I willing to see the decision communicated to all people and groups affected by it—

for example, by having it reported in newspapers or on television?  

    3.  Would the people with whom I have a significant personal relationship, such as family 

members, friends, or even managers in other organizations, approve of the decision?    

 Applying the practical rule to analyze a business decision ensures that managers are tak-

ing into account the interests of all stakeholders. 35  After applying this rule, managers can 

judge if they have chosen to act in an ethical or unethical way, and they must abide by the 

consequences.   

  Why Should Managers Behave Ethically? 
  Why is it so important that managers, and people in general, should act ethically and temper 

their pursuit of self-interest by considering the effects of their actions on others? The answer 

is that the relentless pursuit of self-interest can lead to a collective disaster when one or more 

people start to profit from being unethical because this encourages other people to act in the 

same way. 36  More and more people jump onto the bandwagon, and soon everybody is trying 

to manipulate the situation to serve their personal ends with no regard for the effects of their 

action on others. This is called the “tragedy of the commons.” 

 Suppose that in an agricultural community there is common land that everybody has an 

equal right to use. Pursuing self-interest, each farmer acts to make the maximum use of the 

free resource by grazing his or her own cattle and sheep. Collectively all the farmers over-

graze the land, which quickly becomes worn out. Then a strong wind blows away the exposed 

topsoil, so the common land is destroyed. The pursuit of individual self-interest with no con-

sideration of societal interests leads to disaster for each individual and for the whole society 

because scarce resources are destroyed. 37  Consider digital piracy: The tragedy that would 

result if all people were to steal digital media would be the disappearance of music, movie, 

and book companies as creative people decided there was no point in working hard to produce 

original songs, stories, and so on. 

 We can look at the effects of unethical behavior on business activity in another way. Sup-

pose companies and their managers operate in an unethical society, meaning one in which 

stakeholders routinely try to cheat and defraud one another. If stakeholders expect each other 

to cheat, how long will it take them to negotiate the purchase and shipment of products? 

When they do not trust each other, stakeholders will probably spend hours bargaining over 

fair prices, and this is a largely unproductive activity that reduces efficiency and effective-

ness. 38  The time and effort that could be spent improving product quality or customer service 

are lost to negotiating and bargaining. Thus unethical behavior ruins business commerce, 
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and society has a lower standard of living because fewer goods and services are produced, as 

 Figure 4.3  illustrates.  

 On the other hand, suppose companies and their managers operate in an ethical society, 

meaning stakeholders believe they are dealing with others who are basically moral and hon-

est. In this society stakeholders have a greater reason to trust others.    Trust    is the willingness 

of one person or group to have faith or confidence in the goodwill of another person, even 

though this puts them at risk (because the other might act in a deceitful way). When trust 

exists, stakeholders are likely to signal their good intentions by cooperating and providing 

information that makes it easier to exchange and price goods and services. When one person 

acts in a trustworthy way, this encourages others to act in the same way. Over time, as greater 

trust between stakeholders develops, they can work together more efficiently and effectively, 

which raises company performance (see  Figure 4.3 ). As people see the positive results of act-

ing in an honest way, ethical behavior becomes a valued social norm, and society in general 

becomes increasingly ethical. 

 As noted in Chapter 1, a major responsibility of managers is to protect and nurture the 

resources under their control. Any organizational stakeholders—managers, workers, stock-

holders, suppliers—who advance their own interests by behaving unethically toward other 

stakeholders, either by taking resources or by denying resources to others, waste collective 

resources. If other individuals or groups copy the behavior of the unethical stakeholder, the rate 

at which collective resources are misused increases, and eventually few resources are available 

to produce goods and services. Unethical behavior that goes unpunished creates incentives for 

people to put their unbridled self-interests above the rights of others. 39  When this happens, the 

benefits that people reap from joining together in organizations disappear quickly. 

    trust    The willingness of one 

person or group to have faith 

or confidence in the good-

will of another person, even 

though this puts them at risk.   
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 An important safeguard against unethical behavior is the potential for loss of reputation. 40  

   Reputation,    the esteem or high repute that people or organizations gain when they behave 

ethically, is an important asset. Stakeholders have valuable reputations that they must protect 

because their ability to earn a living and obtain resources in the long run depends on how they 

behave. 

 If a manager misuses resources and other parties regard that behavior as being at odds with 

acceptable standards, the manager’s reputation will suffer. Behaving unethically in the short 

run can have serious long-term consequences. A manager who has a poor reputation will have 

difficulty finding employment with other companies. Stockholders who see managers behav-

ing unethically may refuse to invest in their companies, and this will decrease the stock price, 

undermine the companies’ reputations, and ultimately put the managers’ jobs at risk. 41  

 All stakeholders have reputations to lose. Suppliers who provide shoddy inputs find that 

organizations learn over time not to deal with them, and eventually they go out of business. 

Powerful customers who demand ridiculously low prices find that their suppliers become less 

willing to deal with them, and resources ultimately become harder for them to obtain. Work-

ers who shirk responsibilities on the job find it hard to get new jobs when they are fired. In 

general, if a manager or company is known for being unethical, other stakeholders are likely 

to view that individual or organization with suspicion and hostility, creating a poor reputa-

tion. But a manager or company known for ethical business practices will develop a good 

reputation. 42  

 In summary, in a complex, diverse society, stakeholders, and people in general, need to 

recognize they are part of a larger social group. How they make decisions and act not only 

affects them personally but also affects the lives of many other people. Unfortunately, for 

some people, the daily struggle to survive and succeed or their total disregard for others’ 

rights can lead them to lose that bigger connection to other people. We can see our relation-

ships to our families and friends, to our school, church, and so on. But we must go further 

and keep in mind the effects of our actions on other people—people who will be judging our 

actions and whom we might harm by acting unethically. Our moral scruples are like those 

“other people” but are inside our heads.     

   Some companies, like GlaxoSmithKline, Bristol Myers Squib, Pruden-

tial Insurance, Whole Foods, and Blue Cross–Blue Shield, are known for 

their ethical business practices. 43  Other companies, such as PAC and 

Enron, which are now out of business, or WorldCom, Tyco, and Sie-

mens, which have been totally restructured, repeatedly engaged in uneth-

ical and illegal business activities. What explains such differences between the ethics of these 

companies and their managers? 

   There are four main determinants of differences in ethics between people, employees, 

companies, and countries:  societal  ethics,  occupational  ethics,  individual  ethics, and  organi-

zational  ethics—especially the ethics of a company’s top managers. 44  (See  Figure 4.4 .) 

  Societal Ethics 
    Societal ethics    are standards that govern how members of a society should deal with one 

another in matters involving issues such as fairness, justice, poverty, and the rights of the 

individual. Societal ethics emanate from a society’s laws, customs, and practices and from the 

unwritten values and norms that influence how people interact with each other. People in a 

particular country may automatically behave ethically because they have  internalized  (made 

a part of their morals) certain values, beliefs, and norms that specify how they should behave 

when confronted with an ethical dilemma. 

 Societal ethics vary among societies. Countries like Germany, Japan, Sweden, and Swit-

zerland are known as being some of the most ethical countries in the world, with strong values 

about social order and the need to create a society that protects the welfare of all their citizens. 

In other countries the situation is different. In many economically poor countries bribery 

is standard practice to get things done—such as getting a telephone installed or a contract 
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awarded. In the United States and other economically advanced countries, bribery is consid-

ered unethical and has been made illegal. 

 German engineering firm Siemens reported its involvement in a price-fixing cartel in Bra-

zil so that it could build the Sao Paolo Metro. 45  Brazil ranks 72nd out of 177 countries in the 

corruption perceptions index compiled by Transparency International. 46  However, that per-

ception could soon change. In 2014 Brazil began imposing harsh penalties on any organiza-

tion operating in Brazil that engages in corruption through its Law to Combat Corruption. The 

2014 World Cup in June 2014 and the 2016 Olympic Games will be held in Brazil. Contrac-

tors for those events will be subject to following the new law. 47   

 Countries also differ widely in their beliefs about appropriate treatment for their employ-

ees. In general, the poorer a country is, the more likely employees are to be treated with little 

regard. One issue of concern is how an organization uses the resources of another country. 

The accompanying “Ethics in Action” feature discusses how the jewelry company Tiffany 

works to be ethical in its sourcing.   

 Figure 4.4 

 Sources of Ethics  
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  Finding Diamonds in a Rough Ethical 
Landscape 

 Tiffany & Co., an American multinational luxury jewelry and specialty retailer, has 
a stated commitment to “obtaining precious metals and gemstones and crafting our 
jewelry in ways that are socially and environmentally responsible.” On its website 
the company recognizes the challenges of living up to that commitment. According 
to the company, the biggest concern is the impact of large, industrial-scale mining 
activities. These concerns include air, water and soil contamination, the destruction 
of cultural sites, and human rights abuses. 

 “I would like to think that the majority of consumers are genuinely concerned 
about ethical sourcing,” says Michael J. Kowalski, chairman of the Board and CEO. 
“. . . .I do believe that Tiffany customers trust, either explicitly or through assumption, 

 Ethics 
in Action 
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  Occupational Ethics 
    Occupational ethics    are standards that govern how members of a profession, trade, or craft 

should conduct themselves when performing work-related activities. 53  For example, medi-

cal ethics govern how doctors and nurses should treat their patients. Doctors are expected to 

perform only necessary medical procedures and to act in the patient’s interest, not their own 

self-interest. The ethics of scientific research require that scientists conduct their experiments 

and present their findings in ways that ensure the validity of their conclusions. Like society at 

large, most professional groups can impose punishments for violations of ethical standards. 54  

Doctors and lawyers can be prevented from practicing their professions if they disregard pro-

fessional ethics and put their own interests first. 

 Within an organization, occupational rules and norms often govern how employees such 

as lawyers, researchers, and accountants should make decisions to further stakeholder inter-

ests. Employees internalize the rules and norms of their occupational group (just as they do 

those of society) and often follow them automatically when deciding how to behave. Because 

most people tend to follow established rules of behavior, people frequently take ethics for 

granted. However, when occupational ethics are violated, such as when scientists fabricate 

data to disguise the harmful effects of products, ethical issues come to the forefront. For 

example, in 2014 Toyota said it had deceived “U.S. consumers by concealing and making 

deceptive statements about two safety issues involving its vehicles.” 55  Millions of Toyota 

and Lexus vehicles had problems with unintended acceleration. As part of the $1.2 billion 

    occupational ethics     

Standards that govern how 

members of a profession, 

trade, or craft should conduct 

themselves when performing 

work-related activities.   

that Tiffany—as part of our brand promise—has in fact attended to those concerns. . . .
For many of our customers those promises may be implicit, but it makes them no less 
real. And should we fail to deliver on those promises, the damage to our brand will 
most certainly be real.” 48  

 The company, along with the Jewelers of America and other organizations, has 
founded the Initiative for Responsible Mining Assurance (IRMA) to help ensure 
that ethical mining practices are followed. IRMA is creating a certification system 
for environmentally and socially responsible mining, which it plans to implement in 
2015. The vision statement of IRMA calls for practices that “respect human rights 
and aspirations of affected communities, provide safe, healthy and respectful work-
places, avoid or minimizes harm to the environment and leave positive legacies.” 49  
IRMA believes that most negative social and environmental impacts can be avoided 
if responsible mining practices are followed. These practices include careful choice 
of mine location to preserve ecologically and culturally significant areas, reduction 
of environmental impact from habitat loss and pollution, informed consent of indig-
enous peoples for mining, health and safety provisions, and transparency in revenue 
and corporate governance. 50  

 In other ethical sourcing efforts, Tiffany & Co. purchases diamonds only from 
countries that use the Kimberley Process Certification Scheme (KPCS). This pro-
cess was established by a United Nations General Assembly Resolution to stop the 
smuggling of “conflict diamonds” or diamonds that are sold to support violence, war 
efforts, or other malevolent activities. While the company believes the Kimberley 
Process has made a difference, it would like to see the definition of “conflict dia-
monds” expanded to include diamond-related human rights abuses. 51  

 “. . .While we certainly have a deep moral commitment to act responsibly—a com-
mitment which emanates not just from myself or the senior management group but 
from all our Tiffany colleagues around the world—we also believe we have a busi-
ness imperative to act responsibly,” Kowalski said. “We have always prided our-
selves on managing Tiffany & Co. for the long term. Witness our storied 177-year 
history. And over the long term, we have no doubt whatsoever that consumers will 
increasingly demand responsible behavior, and that effectively meeting that demand 
will be a source of brand differentiation and ultimately lead to the creation of long-
term shareholder value.” 52   



Free ebooks ==>   www.ebook777.com
110 Chapter Four

settlement with the Justice Department, Toyota’s procedures and practices will be assessed 

by an independent monitor. As of early 2014 it was the largest criminal penalty ever levied 

against a U.S. automobile company. 56   Table 4.2  lists some failures or lapses in professional 

ethics according to type of functional manager.   

  Individual Ethics 
    Individual ethics    are personal standards and values that determine how people view their 

responsibilities to other people and groups and thus how they should act in situations when their 

own self-interests are at stake. 57  Sources of individual ethics include the influence of one’s fam-

ily, peers, and upbringing in general. The experiences gained over a lifetime—through mem-

bership in social institutions such as schools and religions, for example—also contribute to the 

development of the personal standards and values that a person uses to evaluate a situation and 

decide what is the morally right or wrong way to behave. However, suppose you are the son 

or daughter of a mobster, and your upbringing and education take place in an organized crime 

context; this affects how you evaluate a situation. You may come to believe that it is ethical 

to do anything and perform any act, up to and including murder, if it benefits your family or 

friends. These are your ethics. They are obviously not the ethics of the wider society and so are 

subject to sanction. In a similar way, managers and employees in an organization may come to 

believe that actions they take to promote or protect their organization are more important than 

any harm these actions may cause other stakeholders. So they behave unethically or illegally, 

and when this is discovered, they also are sanctioned—as happened to New York’s cab drivers. 

 In 2009 the New York City taxi commission, which regulates cab fares, began an investi-

gation after it found that one cab driver from Brooklyn, Wasim Khalid Cheema, overcharged 

574 passengers in just one month. The taxi drivers’ scheme, the commission said, involved 

1.8 million rides and cost passengers an average of $4 to $5 extra per trip. The drivers pressed 
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 For manufacturing and materials management managers:

    • Releasing products that are not of a consistent quality because of defective inputs.  

   • Producing product batches that may be dangerous or defective and harm customers.  

   • Compromising workplace health and safety to reduce costs (for example, to maximize output, employees are not given 

adequate training to maintain and service machinery and equipment).    

 For sales and marketing managers:

    • Knowingly making unsubstantiated product claims.  

   • Engaging in sales campaigns that use covert persuasive or subliminal advertising to create customer need for the 

product.  

   • Marketing to target groups such as the elderly, minorities, or children to build demand for a product.  

   • Having ongoing campaigns of unsolicited junk mail, spam, door-to-door, or telephone selling.    

 For accounting and finance managers:

    • Engaging in misleading financial analysis involving creative accounting or “cooking the books” to hide salient facts.  

   • Authorizing excessive expenses and perks to managers, customers, and suppliers.  

   • Hiding the level and amount of top management and director compensation.    

 For human resource managers:

    • Failing to act fairly, objectively, and in a uniform way toward different employees or kinds of employees because of 

personal factors such as personality and beliefs.  

   • Excessively encroaching on employee privacy through non-job-related surveillance or personality, ability, and drug 

testing.  

   • Failing to respond to employee observations and concerns surrounding health and safety violations, hostile workplace 

issues, or inappropriate or even illegal behavior by managers or employees.    

 Table 4.2 

 Some Failures in Professional Ethics 
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a button on the taxi’s payment meter that categorized the fare as a Code No. 4, which is charged 

for trips outside the city to Nassau or Westchester and is twice the rate of Code No. 1, which is 

charged for rides within New York City limits. Passengers can see which rate is being charged 

by looking at the meter, but few bother to do so; they rely on the cab driver’s honesty. 

 After the commission discovered the fraud, it used GPS data, collected in every cab, to review 

millions of trips within New York City and found that in 36,000 cabs the higher rates were 

improperly activated at least once; in each of about 3,000 cabs it was done more than 100 times; 

and 35,558 of the city’s roughly 48,000 drivers had applied the higher rate. This scheme cost 

New York City riders more than $8 million plus all the higher tips they paid as a result of the 

higher charges. The fraud ranks as one of the biggest in the taxi industry’s history, and New York 

City Mayor Michael R. Bloomberg said criminal charges could be brought against cab drivers. 

 As a result of the scandal, a notification system in taxicabs now alerts passengers if the 

higher rate is activated. The message is displayed on a television screen in the back seat of the 

cab and encourages riders to call the city to report any suspected abuse. Also, officials said 

taxi companies would eventually be forced to use meters based on a GPS system that would 

automatically set the charge based on the location of the cab, and drivers would no longer be 

able to manually activate the higher rate—and cheat their customers. In 2011, 630 taxi drivers 

had their licenses revoked. 

 In general, many decisions or behaviors that one person finds unethical, such as using 

animals for cosmetics testing, may be acceptable to another person. If decisions or behaviors 

are not illegal, individuals may agree to disagree about their ethical beliefs, or they may try to 

impose their own beliefs on other people and make those ethical beliefs the law. In all cases, 

however, people should develop and follow the ethical criteria described earlier to balance 

their self-interests against those of others when determining how they should behave in a 

particular situation.  

  Organizational Ethics 
    Organizational ethics    are the guiding practices and beliefs through which a particular com-

pany and its managers view their responsibility toward their stakeholders. The individual 

ethics of a company’s founders and top managers are especially important in shaping the 

organization’s code of ethics. Organizations whose founders had a vital role in creating a 

highly ethical code of organizational behavior include UPS, Procter & Gamble, Johnson & 

Johnson, and the Prudential Insurance Company. Johnson & Johnson’s code of ethics—its 

credo—reflects a well-developed concern for its stakeholders (see  Figure 4.5 ). Company cre-

dos, such as that of Johnson & Johnson, are meant to deter self-interested, unethical behavior; 

to demonstrate to managers and employees that a company will not tolerate people who, 

because of their own poor ethics, put their personal interests above the interests of other orga-

nizational stakeholders and ignore the harm they are inflicting on others; and to demonstrate 

that those who act unethically will be punished.  

 Managers or workers may behave unethically if they feel pressured to do so by the situa-

tion they are in and by unethical top managers. People typically confront ethical issues when 

weighing their personal interests against the effects of their actions on others. Suppose a 

manager knows that promotion to vice president is likely if she can secure a $100 million con-

tract, but getting the contract requires bribing the contract giver with $1 million. The manager 

reasons that performing this act will ensure her career and future, and what harm would it do 

anyway? Bribery is common and she knows that, even if she decides not to pay the bribe, 

someone else surely will. So what to do? Research seems to suggest that people who realize 

they have the most at stake in a career sense or a monetary sense are the ones most likely to 

act unethically. And it is exactly in this situation that a strong code of organizational ethics 

can help people behave in the right or appropriate way.  The New York Times  detailed code of 

ethics, for example, was crafted by its editors to ensure the integrity and honesty of its jour-

nalists as they report sensitive information. 

 If a company’s top managers consistently endorse the ethical principles in its corporate 

credo, they can prevent employees from going astray. Employees are much more likely to act 

unethically when a credo does not exist or is disregarded. Arthur Andersen, for example, did 

not follow its credo at all; its unscrupulous partners ordered middle managers to shred records 
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that showed evidence of their wrongdoing. Although the middle managers knew this was 

wrong, they followed the orders because they responded to the personal power and status of 

the partners and not the company’s code of ethics. They were afraid they would lose their jobs 

if they did not behave unethically, but their actions cost them their jobs anyway. 

 Top managers play a crucial role in determining a company’s ethics. It is clearly important, 

then, that when making appointment decisions, the board of directors should scrutinize the 

reputations and ethical records of top managers. It is the responsibility of the board to decide 

whether a prospective CEO has the maturity, experience, and integrity needed to head a com-

pany and be entrusted with the capital and wealth of the organization, on which the fate of all 

its stakeholders depends. Clearly a track record of success is not enough to decide whether 

a top manager is capable of moral decision making; a manager might have achieved this 

 Figure 4.5 

 Johnson & Johnson’s Credo  

 Source: © Johnson & Johnson. Used with permission. 
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success through unethical or illegal means. It is important to investigate prospective top man-

agers and examine their credentials. Although the best predictor of future behavior is often 

past behavior, the board of directors needs to be on guard against unprincipled executives 

who use unethical means to rise to the top of the organizational hierarchy. For this reason it 

is necessary that a company’s directors continuously monitor the behavior of top executives. 

In the 2000s this increased scrutiny has led to the dismissal of many top executives for break-

ing ethical rules concerning issues such as excessive personal loans, stock options, inflated 

expense accounts, and even sexual misconduct. As illustrated in the accompanying “Ethics 

in Action” feature, the tone set by the founder and leader of an organization can set its ethical 

tone and business model.      

  TOMS One for One: Identify a Need 
and Then a Product  

 One for One. That is the trademark at TOMS. In 2006 the company began selling 
shoes, but for every pair of shoes purchased, it gave a pair of new shoes to a person 
in need. In 2011 the company did the same with eyeglasses, donating a pair of glasses 

for every pair of sunglasses and optical frames purchased. In 2014 
the company got into the coffee business, and is donating one week 
of water to one person for every bag of coffee purchased. 

 How can TOMS afford to do this? It is estimated that the TOMS 
shoes cost $9 to manufacture. The “best sellers” in the shoe area on 
the TOMS website cost $48. Another best seller on the website is a 
$179 pair of sunglasses. Twelve ounces of TOMS coffee beans cost 
$12.99, almost the same price as 16 ounces of Starbucks coffee beans. 

 TOMS operates by identifying a global need and creating a 
product to help address it. It began when Blake Mycoskie, TOMS 
founder, was traveling in Argentina and found that many children 
had no shoes. In response, he established a company that donates 
a pair of shoes for every purchased pair of shoes. Since then more 
than 10 million pairs of shoes have been purchased, and 10 million 
pairs have been donated. TOMS are sold at more than 500 stores 
globally and on  TOMS.com . 

 The next global need he identified was eyesight. TOMS part-
nered with the Seva Foundation to provide eyeglasses and surgeries 
to the 284 million people who are visually impaired in the world. 58  
Whenever a pair of TOMS sunglasses or optical frame is purchased, 
help is given to restore sight and support sustainable community-
based eye care programs. More than 150,000 people have received 
eyeglasses or surgery through the One for One program since 2011. 
TOMS sunglasses, made in Italy, have three hand-painted stripes 
that symbolize the three elements of One for One: the buyer, the 
person being helped, and TOMS. 59  

 In 2014 the global need identified was clean water. Mycoskie 
announced that the company would apply its One for One busi-
ness model to help provide clean drinking water. To do so, TOMS 
went into the coffee business. For every bag of TOMS beans sold, 
a person in need will get clean water for a week. TOMS is part-
nering with Water for People, an international charity based in 
Denver, to deliver the water to the regions from which the beans 
will be sourced, including Peru, Honduras, Rwanda, Malawi, and 
Guatemala. 

 Ethics 
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 TOMS founder Blake Mycoskie. In his One for 
One program, every time a product is bought the 
company donates one to fill a global need. He 
began with shoes, and has expanded his business 
model to include eyeglasses and optical frames to 
support community-based eye care programs. In 
2014 TOMS entered the coffee roasting business 
to help supply clean drinking water.
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   A company’s ethics are the result of differences in societal, organiza-

tional, occupational, and individual ethics. In turn, a company’s ethics 

determine its stance or position on social responsibility. A company’s 

stance on    social responsibility    is the way its managers and employees 

view their duty or obligation to make decisions that protect, enhance, and 

promote the welfare and well-being of stakeholders and society as a 

whole. 61  As we noted earlier, when no laws specify how a company 

should act toward stakeholders, managers must decide the right, ethical, and socially respon-

sible thing to do. Differences in business ethics can lead companies to diverse positions or 

views on their responsibility toward stakeholders. 

   Many kinds of decisions signal a company’s beliefs about its obligations to make 

socially responsible business decisions (see  Table 4.3 ). The decision to spend money on 

training and educating employees—investing in them—is one such decision; so is the deci-

sion to minimize or avoid layoffs whenever possible. The decision to act promptly and warn 

customers when a batch of defective merchandise has been accidentally sold is another one. 

Companies that try to hide such problems show little regard for social responsibility. In the 

past both GM and Ford tried to hide the fact that several of their vehicles had defects that 

made them dangerous to drive; the companies were penalized with hundreds of millions 

of dollars in damages for their unethical behavior, and today they move more quickly to 

recall vehicles to fix problems. In 2014 General Motors CEO Mary Barra admitted that 

the automaker did not react fast enough when fault was found with an ignition switch that 

triggered the recall of 1.62 million cars worldwide. 62  On the other side, also in 2014, Fit-

bit voluntarily recalled its activity tracking wrist band, the Fitbit Force, due to skin rash 

issues. The company offered to send consumers a return kit and promised a reimbursement 

check or exchange within two to six weeks of receipt. 63  The way a company announces 

business problems or admits its mistakes provides strong clues about its stance on social 

responsibility.  

Approaches 
to Social 

Responsibility

    social responsibility    The 

way a company’s managers 

and employees view their duty 
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well-being of stakeholders 
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 Distinguish among the four 
main approaches toward 
social responsibility that a 
company can take. 

 When announcing the launch of TOMS Roasting Co., Mycoskie reflected on 
the One for One model of doing business. “In the last seven years, we’ve seen the 
incredible impact our customers can have on communities around the world,” he said. 
“We’ve learned a lot through our Shoe and Sight Giving about what truly transforms 
communities in need—and it was important that the next One for One support eco-
nomic opportunity.” 60   

 Managers are being socially responsible and showing their support for their stakeholders when they

    • Provide severance payments to help laid-off workers make ends meet until they can find another job.  

   • Give workers opportunities to enhance their skills and acquire additional education so they can remain productive and 

do not become obsolete because of changes in technology.  

   • Allow employees to take time off when they need to and provide health care and pension benefits for employees.  

   • Contribute to charities or support various civic-minded activities in the cities or towns in which they are located. 

 (Target and Levi Strauss both contribute 5 percent of their profits to support schools, charities, the arts, and other good 

works.)  

   • Decide to keep open a factory whose closure would devastate the local community.  

   • Decide to keep a company’s operations in the United States to protect the jobs of American workers rather than move 

abroad.  

   • Decide to spend money to improve a new factory so it will not pollute the environment.  

   • Decline to invest in countries that have poor human rights records.  

   • Choose to help poor countries develop an economic base to improve living standards.    

 Table 4.3 

 Forms of Socially Responsible Behavior 
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  Four Different Approaches 
 The strength of companies’ commitment to social responsibility can range from low to high 

(see  Figure 4.6 ). At the low end of the range is an    obstructionist approach,    in which com-

panies and their managers choose  not  to behave in a socially responsible way. Instead they 

behave unethically and often illegally and do all they can to prevent knowledge of their behav-

ior from reaching other organizational stakeholders and society at large. Managers at the 

Manville Corporation adopted this approach when they sought to hide evidence that asbestos 

causes lung damage; so too did tobacco companies when they sought to hide evidence that 

cigarette smoking causes lung cancer. In 2010 it was revealed that the managers of Lehman 

Brothers, whose bankruptcy helped propel the 2008–2009 financial crisis, used loopholes in 

U.K. law to hide billions of dollars of worthless assets on its balance sheet to disguise its poor 

financial condition. The fall of Lehman Brothers has been recorded in several films, includ-

ing the 2009 British television film  The Last Days of Lehman Brothers,  the 2011 American 

independent film  Margin Call,  and the 2011 HBO movie  Too Big to Fail.  It is also referenced 

in the 2010 animated film  Despicable Me.  In that film the criminal mastermind Gru goes into 

a building called the “Bank of Evil,” which displays a small banner with the words “Formerly 

Lehman Brothers.”  

 Top managers at Enron also acted in an obstructionist way when they prevented employ-

ees from selling Enron shares in their pension funds while they sold hundreds of millions of 

dollars’ worth of their own Enron stock. Most employees lost all their retirement savings. 

Senior partners at Arthur Andersen who instructed their subordinates to shred files chose an 

obstructionist approach that caused not only a loss of reputation but devastation for the orga-

nization and for all stakeholders involved. These companies are no longer in business. 

 A    defensive approach    indicates at least some commitment to ethical behavior. 64  Defen-

sive companies and managers stay within the law and abide strictly by legal requirements but 

make no attempt to exercise social responsibility beyond what the law dictates; thus they can 

and often do act unethically. These are the kinds of companies, like Computer Associates, 

WorldCom, and Merrill Lynch, that gave their managers large stock options and bonuses 

even as company performance was declining rapidly. The managers are the kind who sell 

their stock in advance of other stockholders because they know their company’s performance 

is about to fall. Although acting on inside information is illegal, it is often hard to prove 

because top managers have wide latitude regarding when they sell their shares. The founders 

of most dot-com companies took advantage of this legal loophole to sell billions of dollars of 

their dot-com shares before their stock prices collapsed. When making ethical decisions, such 

managers put their own interests first and commonly harm other stakeholders. 

 An    accommodative approach    acknowledges the need to support social responsibil-

ity. Accommodative companies and managers agree that organizational members ought to 

behave legally and ethically, and they try to balance the interests of different stakeholders so 

the claims of stockholders are seen in relation to the claims of other stakeholders. Managers 

adopting this approach want to make choices that are reasonable in the eyes of society and 

want to do the right thing. 

 This approach is the one taken by the typical large U.S. company, which has the most to 

lose from unethical or illegal behavior. Generally, the older and more reputable a company, 

the more likely its managers are to curb attempts by their subordinates to act unethically. 

    obstructionist approach    

Companies and their manag-

ers choose  not  to behave in a 

socially responsible way and 

instead behave unethically 

and illegally.   

    defensive approach     

Companies and their manag-

ers behave ethically to the 

degree that they stay within 

the law and strictly abide by 

legal requirements.   

    accommodative approach    

Companies and their manag-

ers behave legally and ethi-

cally and try to balance the 

interests of different stake-

holders as the need arises.   

 Figure 4.6 

 Four Approaches to Social Responsibility  

Low
social

responsibility

High
social

responsibility

Social Responsibility

Accommodative
approach

Obstructionist
approach

Defensive
approach

Proactive
approach

Source: Reprinted with permission of Johnson & Johnson.
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Large companies like GM, Intel, DuPont, and Dell seek every way to build their compa-

nies’ competitive advantage. Nevertheless, they rein in attempts by their managers to behave 

unethically or illegally, knowing the grave consequences such behavior can have on future 

profitability. Sometimes they fail, however, such as in 2013 when SAC Capital Advisors 

(among others) agreed to pay $1.8 billion and plead guilty to criminal insider trading charges. 

It was the biggest insider trading settlement in history. 65  

 Companies and managers taking a    proactive approach    actively embrace the need to 

behave in socially responsible ways. They go out of their way to learn about the needs of 

different stakeholder groups and are willing to use organizational resources to promote the 

interests not only of stockholders but also of the other stakeholders such as their employees 

and communities. U.S. steelmaker Nucor is one such company. In 1977 its visionary CEO Ken 

Iverson announced that throughout its history Nucor had never laid off one employee, and even 

though a major recession was raging, it did not plan to start now. In 2009 Nucor CEO Daniel R. 

DiMicco announced that Nucor again would not start layoffs despite the fact its steel mills were 

operating at only 50 percent of capacity (compared to 95 percent just months earlier) because 

customers had slashed orders due to the recession. While rivals laid off thousands of employ-

ees, Nucor remained loyal to its employees. However, even though there were no layoffs, both 

managers and employees took major cuts in pay and bonuses to weather the storm together, as 

they always had, and they searched for ways to reduce operating costs so they would all benefit 

when the economy recovered, and by 2012 their sacrifice paid off: Nucor was doing well again. 

By January 2014 it was reporting above-expected earnings per share. 66  

 Proactive companies are often at the forefront of campaigns for causes such as a pollution-

free environment; recycling and conservation of resources; the minimization or elimination 

of the use of animals in drug and cosmetics testing; and the reduction of crime, illiteracy, and 

poverty. For example, companies like McDonald’s, Google, Green Mountain Coffee, Whole 

Foods, and Target all have reputations for being proactive in the support of stakeholders such 

as their suppliers or the communities in which they operate.  

  Why Be Socially Responsible? 
 Several advantages result when companies and their managers behave in a socially responsible 

manner. First, demonstrating its social responsibility helps a company build a good reputation. 

Reputation is the trust, goodwill, and confidence others have in a company that lead them to want 

to do business with it. The rewards for a good company reputation are increased business and 

improved ability to obtain resources from stakeholders. 67  Reputation thus can enhance profit-

ability and build stockholder wealth; and behaving responsibly socially is the economically right 

thing to do because companies that do so benefit from increasing business and rising profits. 

 A second major reason for companies to act responsibly toward employees, customers, 

and society is that, in a capitalist system, companies as well as the government, have to bear 

the costs of protecting their stakeholders, providing health care and income, paying taxes, and 

so on. So if all companies in a society act responsibly, the quality of life as a whole increases. 

 Moreover, how companies behave toward their employees determines many of a society’s 

values and norms and the ethics of its citizens, as already noted. It has been suggested that if 

all organizations adopted a caring approach and agreed that their responsibility is to promote 

the interests of their employees, a climate of caring would pervade the wider society. Experts 

point to Japan, Sweden, Germany, the Netherlands, and Switzerland as countries where orga-

nizations are highly socially responsible and where, as a result, crime, poverty, and unem-

ployment rates are relatively low, literacy rates are relatively high, and sociocultural values 

promote harmony between different groups of people. Business activity affects all aspects of 

people’s lives, so how business behaves toward stakeholders affects how stakeholders behave 

toward business. You “reap what you sow,” as the adage goes.  

  The Role of Organizational Culture 
 Although an organization’s code of ethics guides decision making when ethical questions 

arise, managers can go one step further by ensuring that important ethical values and norms 

are key features of an organization’s culture. For example, Herb Kelleher and Coleen Barrett 

    proactive approach    

Companies and their 

managers actively embrace 

socially responsible behavior, 

going out of their way to learn 

about the needs of different 

stakeholder groups and using 

organizational resources to 

promote the interests of all 

stakeholders.   
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created Southwest Airlines’ culture in which promoting employee well-being is a main 

company priority; this translates into organizational values and norms dictating that layoffs 

should be avoided and employees should share in the profits the company makes. 68  Google, 

UPS, and Toyota are among the many companies that espouse similar values. When ethical 

values and norms such as these are part of an organization’s culture, they help organizational 

members resist self-interested action because they recognize that they are part of something 

bigger than themselves. 69  

 Managers’ roles in developing ethical values and standards in other employees are impor-

tant. Employees naturally look to those in authority to provide leadership, just as a country’s 

citizens look to its political leaders, and managers become ethical role models whose behavior 

is scrutinized by subordinates. If top managers are perceived as being self-interested and not 

ethical, their subordinates are not likely to behave in an ethical manner. Employees may think 

that if it’s all right for a top manager to engage in dubious behavior, it’s all right for them too, 

and for employees this might mean slacking off, reducing customer support, and not taking 

supportive actions to help their company. The actions of top managers such as CEOs and the 

president of the United States are scrutinized so closely for ethical improprieties because their 

actions represent the values of their organizations and, in the case of the president, the values 

of the nation. 

 Managers can also provide a visible means of support to develop an ethical culture. Increas-

ingly, organizations are creating the role of ethics officer, or    ethics ombudsperson,    to monitor 

their ethical practices and procedures. The ethics ombudsperson is responsible for communi-

cating ethical standards to all employees, designing systems to monitor employees’ conformity 

to those standards, and teaching managers and employees at all levels of the organization how 

to respond to ethical dilemmas appropriately. 70  Because the ethics ombudsperson has organi-

zationwide authority, organizational members in any department can communicate instances 

of unethical behavior by their managers or coworkers without fear of retribution. This arrange-

ment makes it easier for everyone to behave ethically. In addition, ethics ombudspeople 

can provide guidance when organizational members are uncertain about whether an action is 

ethical. Some organizations have an organizationwide ethics committee to provide guidance 

on ethical issues and help write and update the company code of ethics. 

 Ethical organizational cultures encourage organizational members to behave in a socially 

responsible manner. One company epitomized in the past as a prime example of an ethical, 

socially responsible firm was Johnson & Johnson (J&J). The ethical values and norms in 

Johnson & Johnson’s culture, along with its credo, have guided its managers to make the right 

decision in difficult situations for decades.         

    THE NATURE OF ETHICS  Ethical issues are central to how compa-

nies and their managers make decisions, and they affect not only the effi-

ciency and effectiveness of company operations but also the prosperity of 

the nation. The result of ethical behavior is a general increase in company 

 p erformance and in a nation’s standard of living, well-being, and wealth. 

   An ethical dilemma is the quandary people find themselves in when they have to decide 

if they should act in a way that might help another person or group and is the right thing to 

do, even though it might go against their own self-interest. Ethics are the inner guiding moral 

principles, values, and beliefs that people use to analyze or interpret a situation and then 

decide what is the right or appropriate way to behave. 

   Ethical beliefs alter and change as time passes, and as they do so laws change to reflect the 

changing ethical beliefs of a society.   

  STAKEHOLDERS A N D ETHICS  Stakeholders are people and groups who have a claim 

on and a stake in a company. The main stakeholder groups are stockholders, managers, 

employees, suppliers and distributors, customers, and the community, society, and nation. 

Companies and their managers need to make ethical business decisions that promote the well-

being of their stakeholders and avoid doing them harm.   

    ethics ombudsperson    

A manager responsible for 

communicating and teach-

ing ethical standards to all 

employees and monitoring 

their conformity to those 

standards.   

Summary and 
Review

 LO4-1 

 LO4-2, 4-4 
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   To determine  w hether a business decision is ethical, managers can use four ethical rules 

to analyze it: the utilitarian, moral rights, justice, and practical rules. Managers should behave 

ethically because this avoids the tragedy of the commons and results in a general increase in 

efficiency, effectiveness, and company performance. The main determinants of differences in 

a manager’s, company’s, and country’s business ethics are societal, occupational, individual, 

and organizational.   

  ETHICS AND SOCIAL  R ESPONSIBILITY  A company’s stance on social responsibility 

is the way its managers and employees view their duty or obligation to make decisions that 

protect, enhance, and promote the welfare and well-being of stakeholders and society as a 

whole. 

   There are four main approaches to social responsibility: obstructionist, defensive, accom-

modative, and proactive. The rewards from behaving in a socially responsible way are a 

good reputation, the support of all organizational stakeholders, and thus superior company 

performance.  

 LO4-3, 4-5 

 LO4-6 
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  Management in Action   
  Topics for Discussion and Action 

  Discussion 

     1.  What is the relationship between ethics and the law? 

[LO4-1]   

    2.  Why do the claims and interests of stakeholders 

sometimes conflict?  [LO4-2]   

    3.  Why should managers use ethical criteria to guide 

their decision making?  [LO4-3]   

    4.  As an employee of a company, what are some of 

the most unethical business practices that you 

have encountered in its dealings with stakeholders? 

[LO4-4]   

    5.  What are the main determinants of business ethics? 

[LO4-5]     

  Action 

     6.  Find a manager and ask about the most important 

ethical rules he or she uses to make the right 

decisions.  [LO4-3]   

    7.  Find an example of (a) a company that has an 

obstructionist approach to social responsibility and (b) 

one that has an accommodative approach.  [LO4-6]       

  Building Management Skills   
  Dealing with Ethical Dilemmas   [LO4-1, 4-4]  

  Use the chapter material to decide how you, as a 

 manager, should respond to each of the following 

 ethical dilemmas: 

     1.  You are planning to leave your job to go work for a 

competitor; your boss invites you to an important 

meeting where you will learn about new products your 

company will be bringing out next year. Do you go to 

the meeting?  

    2.  You’re the manager of sales in an expensive sports 

car dealership. A young executive who has just 

received a promotion comes in and wants to buy a 

car that you know is out of her price range. Do you 

encourage the executive to buy it so you can receive 

a big commission on the sale?  

    3.  You sign a contract to manage a young rock band, 

and that group agrees to let you produce their next 

seven records, for which they will receive royalties of 

5 percent. Their first record is a smash hit and sells 

millions. Do you increase their royalty rate on future 

records?      

  Managing Ethically  [LO4-3, 4-5]    
  Apple Juice or Sugar Water? 

  I
 n the early 1980s Beech-Nut, a maker of baby foods, 

was in grave financial trouble as it strove to compete with 

Gerber Products, the market leader. Threatened with bank-

ruptcy if it could not lower its operating costs, Beech-Nut 

entered an agreement with a low-cost supplier of apple 

juice concentrate. The agreement would save the company 

over $250,000 annually when every dollar counted. Soon 

one of Beech-Nut’s food scientists became concerned 

about the quality of the concentrate. He believed it was not 

made from apples alone but contained large quantities of 

corn syrup and cane sugar. He brought this information to 

the attention of top managers at Beech-Nut, but they were 

obsessed with the need to keep costs down and chose to 

ignore his concerns. The company continued to produce 

and sell its product as pure apple juice. 71  

 Eventually investigators from the U.S. Food and Drug 

Administration (FDA) confronted Beech-Nut with evidence 

that the concentrate was adulterated. The top managers 

issued denials and quickly shipped the remaining stock of 

apple juice to the market before their inventory could be 

seized. The scientist who had questioned the purity of the 

apple juice had resigned from Beech-Nut, but he decided 
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to blow the whistle on the company. He told the FDA that 

Beech-Nut’s top management had known of the problem 

with the concentrate and had acted to maximize company 

profits rather than to inform customers about the additives 

in the apple juice. In 1987 the company pleaded guilty to 

charges that it had deliberately sold adulterated juice and 

was fined over $2 million. Its top managers were also found 

guilty and were sentenced to prison terms. The company’s 

reputation was ruined, and it was eventually sold to Ralston 

Purina, now owned by Nestlé, which installed a new man-

agement team and a new ethical code of values to guide 

future business decisions. 

  Questions 

     1.  Why is it that an organization’s values and norms can 

become too strong and lead to unethical behavior?  

    2.  What steps can a company take to prevent this 

problem—to stop its values and norms from 

becoming so inwardly focused that managers and 

employees lose sight of their responsibility to their 

stakeholders?      

  Small Group Breakout Exercise    
  Is Chewing Gum the “Right” Thing to Do?  [LO4-1, 4-3]  

  Form groups of three or four people, and appoint one member as the spokesperson who will communicate your 

findings to the class when called on by the instructor. Then discuss the following scenario:  

  I
 n the United States the right to chew gum is taken for 

granted. Although it is often against the rules to chew 

gum in a high school classroom, church, and so on, it is 

legal to do so on the street. If you possess or chew gum on 

a street in Singapore, you can be arrested. Chewing gum 

has been made illegal in Singapore because those in power 

believe it creates a mess on pavements and feel that peo-

ple cannot be trusted to dispose of their gum properly and 

thus should have no right to use it. 

     1.  What makes chewing gum acceptable in the United 

States and unacceptable in Singapore?  

    2.  Why can you chew gum on the street but not in a 

church?  

    3.  How can you use ethical principles to decide when 

gum chewing is ethical or unethical and if and when it 

should be made illegal?     

  Exploring the World Wide Web  [LO4-2, 4-5]    

 C
heck out  Fortune’s  list of the 50 World’s Most Admired 

Companies ( http://money.cnn.com/magazines/fortune/

most-admired/ ).  Fortune  puts this list together each year 

based on ratings from executives, directors, and analysts. 

    1. Select a company on the list and go to that 

company’s web page. How would you describe the 

company’s organizational ethics?  

   2. What do you believe are the occupational ethics of 

the people who work at the company?    

  Be the Manager  [LO4-3]    

  Creating an Ethical Code 

  Y
 ou are an entrepreneur who has decided to go into 

business and open a steak and chicken restaurant. 

Your business plan requires that you hire at least 20 people 

as chefs, waiters, and so on. As the owner, you are drawing 

up a list of ethical principles that each of these people will 

receive and must agree to when he or she accepts a job 

offer. These principles outline your view of what is right or 

acceptable behavior and what will be expected both from 

you and from your employees. 

 Create a list of the five main ethical rules or principles 

you will use to govern how your business operates. Be 

sure to spell out how these principles relate to your stake-

holders; for example, state the rules you intend to follow in 

dealing with your employees and customers.   
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   Bloomberg Businessweek  Case in 
the News  [LO4-2, 4-4]    

 T
he biggest retail hack in U.S. his-

tory wasn’t particularly inventive, 

nor did it appear destined for success. 

In the days prior to Thanksgiving 2013, 

someone installed malware in Target’s 

(TGT) security and payments system 

designed to steal every credit card 

used at the company’s 1,797 U.S. 

stores. At the critical moment—when 

the Christmas gifts had been scanned 

and bagged and the cashier asked 

for a swipe—the malware would step 

in, capture the shopper’s credit card 

number, and store it on a Target server 

commandeered by the hackers. 

 On November 30 the hackers had 

set their traps and had just one thing to 

do before starting the attack: plan the 

data’s escape route. As they uploaded 

exfiltration malware to move stolen 

credit card numbers—first to stag-

ing points spread around the United 

States to cover their tracks, then into 

their computers in Russia—FireEye, a 

malware detection tool, spotted them. 

Target’s team of security specialists 

in Bangalore got an alert and flagged 

the security team in Minneapolis. And 

then . . . nothing happened. 

 For some reason Minneapolis didn’t 

react to the sirens.  Bloomberg Busi-

nessweek  spoke to more than 10 former 

Target employees familiar with the com-

pany’s data security operation, as well 

as eight people with specific knowledge 

of the hack and its aftermath, including 

former employees, security research-

ers, and law enforcement officials. The 

story they tell is of an alert system, 

installed to protect the bond between 

retailer and customer, that worked 

beautifully. But then Target stood by as 

40 million credit card numbers—and 70 

million addresses, phone numbers, and 

other pieces of personal  information—

gushed out of its mainframes. 

 When asked to respond to a list of 

specific questions about the incident 

and the company’s lack of an immediate 

response to it, Target Chairman, Presi-

dent, and Chief Executive Officer Gregg 

Steinhafel issued an e-mailed statement: 

“Target was certified as meeting the 

standard for the payment card industry 

(PCI) in September 2013. Nonetheless, 

we suffered a data breach. As a result, 

we are conducting an end-to-end review 

of our people, processes and technol-

ogy to understand our opportunities 

to improve data security and are com-

mitted to learning from this experience. 

While we are still in the midst of an ongo-

ing investigation, we have already taken 

significant steps, including beginning 

the overhaul of our information security 

structure and the acceleration of our 

transition to chip-enabled cards. How-

ever, as the investigation is not com-

plete, we don’t believe it’s constructive 

to engage in speculation without the 

benefit of the final analysis.” 

 In testimony before Congress, Target 

has said that it was only after the U.S. 

Department of Justice notified the retailer 

about the breach in mid- December that 

company investigators went back to fig-

ure out what happened. What it hasn’t 

publicly revealed: Poring over computer 

logs, Target found FireEye’s alerts from 

November 30 and more from December 

2, when hackers installed yet another 

version of the malware. Not only should 

those alarms have been impossible to 

miss, they went off early enough that 

the hackers hadn’t begun transmitting 

the stolen card data out of Target’s net-

work. Had the company’s security team 

responded when it was supposed to, 

the theft that has since engulfed Target, 

touched as many as one in three Ameri-

can consumers, and led to an interna-

tional hunt for the hackers never would 

have happened at all. 

 On November 30, according to a 

person who has consulted on Tar-

get’s investigation but is not authorized 

to speak on the record, the hackers 

deployed their custom code, triggering 

a FireEye alert that indicated unfamil-

iar malware: “malware.binary.” Details 

soon followed, including addresses for 

the servers where the hackers wanted 

their stolen data to be sent. As the 

hackers inserted more versions of the 

same malware (they may have used 

as many as five, security researchers 

say), the security system sent out more 

alerts, each the most urgent on Fire-

Eye’s graded scale, says the person 

who has consulted on Target’s probe. 

 The breach could have been stopped 

there without human intervention. The 

system has an option to automatically 

delete malware as it’s detected. But 

according to two people who audited 

FireEye’s performance after the breach, 

Target’s security team turned that func-

tion off. Edward Kiledjian, chief infor-

mation security officer for Bombardier 

Aerospace, an aircraft maker that has 

used FireEye for more than a year, 

says that’s not unusual. “Typically, as 

a security team, you want to have that 

last decision point of ‘what do I do,’ ” 

he says. But, he warns, that puts pres-

sure on a team to quickly find and neu-

tralize the infected computers. 

Source:Michael Riley, Ben Elgin, Dune Lawrence 

and Carol Matlack, “Missed Alarms and 40 Mil-

lion Stolen Credit Card Numbers: How Target 

Blew It,” Bloomberg Business Week, March 13, 

2014. Used with permission of Bloomberg L.P. 

Copyright © 2014. All rights reserved.

   Questions for Discussion 

     1.  Who are the stakeholders in the 

Target breach?  

    2.  What is the responsibility of each 

stakeholder group in the breach?  

    3.  Target Chairman, President, and 

Chief Executive Officer Gregg 

Steinhafel is quoted as saying 

that Target was certified as 

meeting the legal standard. Does 

being in compliance with the law 

and other standards negate any 

charges of unethical behavior on 

Target’s behalf?  

    4.  What can Target do to prove 

it will act ethically in the future 

and to regain the trust of its 

customers?         

 Missed Alarms and 40 Million Stolen Credit Card Numbers: How Target Blew It 
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  LO5-1 Discuss the increasing diversity of the workforce and the organizational 
environment. 

  LO5-2 Explain the central role that managers play in the effective management of 
diversity. 

  LO5-3 Explain why the effective management of diversity is both an ethical and a 
business imperative. 

  LO5-4 Discuss how perception and the use of schemas can result in unfair 
treatment. 

  LO5-5 List the steps managers can take to effectively manage diversity. 

  LO5-6 Identify the two major forms of sexual harassment and how they can be 
eliminated.  

  After studying this chapter, you should be able to:  

  Learning Objectives 

 Managing Diverse Employees in 
a Multicultural Environment  

 CHAPTER 5 
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PricewaterhouseCoopers, which provides audit and consulting ser-

vices to clients, is committed to the effective management of diversity 

and inclusion in areas such as recruiting, retention, engagement, pro-

motion, and cross-cultural mentoring.

  What steps can organizations take 

to effectively manage an increasingly 

diverse workforce?  By all counts, the diver-

sity of the workforce is increasing. Effectively 

managing diversity is more than just ensuring 

that diverse members of organizations are 

treated fairly (itself a challenging task). When 

diversity is effectively managed, organizations 

can benefit from the diverse perspectives, 

points of view, experiences, and knowledge 

bases of their diverse members to produce 

better goods and services and be responsive 

to their increasingly diverse customer bases. 

 Extolling the benefits of effectively man-

aging diversity is one thing; taking real and 

tangible steps to ensure that an organiza-

tion continuously improves in this regard is 

another. Both organization-wide initiatives 

and the steps that each individual manager 

takes to effectively manage diversity have 

the potential for substantial payoffs in terms 

of both improved organizational effective-

ness and maintaining a satisfied, committed, 

and motivated workforce. 

 Consider the steps that Pricewater-

houseCoopers (PwC), one of the largest 

private companies in the United States with 

revenues over $32 billion and over 180,000 

employees, has taken to effectively manage 

diversity.  1   PwC evolved from an account-

ing firm that Samuel Lowell Price founded 

in London in 1849. In 1854 William Cooper 

started his accounting firm, also in London, 

which eventually became Cooper Brothers. 

In 1865 Holyland and Waterhouse teamed 

up with Price, and the name of the partner-

ship changed to Price, Waterhouse, & Co. 

Cooper Brothers & Co. joined forces with 

McDonald, Currie and Co. from Canada and 

Lybrand, Ross Brothers & Montgomery from 

the United States to become Coopers and 

Lybrand in 1957. In 1982 the Price Water-

house World Firm was created, and 16 years 

later in 1998, Price Waterhouse and 

Cooper & Lybrand merged worldwide to 

become PricewaterhouseCoopers.  2   

 PwC renders audit and assurance, tax, 

and consulting services to clients in over 155 

countries.  3   PwC’s commitment to the effec-

tive management of diversity starts at the top 

and extends throughout the firm. Bob Moritz, 

chairman and senior partner of the U.S. firm 

of PwC and a PwC global network leadership 

team member, has long been an enthusiastic 

supporter and proponent of the effective man-

agement of diversity.  4   A long-tenured mem-

ber of PwC, Moritz learned some valuable 

   A MANAGER’S CHALLENGE 

   PricewaterhouseCoopers Effectively Manages Diversity in Multiple Ways  
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diversity lessons early in his career when he 

spent three years in PwC Tokyo assisting U.S. 

and European financial services firms doing 

business in Japan with audit and advisory ser-

vices. Working in Japan opened Moritz’s eyes 

to a host of diversity-related issues—what it 

felt like to be in the minority, to not speak the 

native language, and to experience discrimi-

nation. It also made him appreciate the value 

of cultural diversity, diversity of thought, and 

building trusting relationships with people 

who might be different from you on a number 

of dimensions.  5   As Moritz puts it, “Diverse 

and unexpected pools of talent are emerg-

ing around the world. To succeed in today’s 

global economy requires organizations to 

have an inclusive culture the enables them to 

attract and retain diverse talent.”  6   

 Moritz gets together with diversity resource 

groups on a quarterly basis and ensures that 

executives and partners are working toward 

diversity and inclusion goals in a variety of 

areas such as recruiting and retention, engage-

ment, promotions, and cross-cultural mentor-

ing. All U.S. employees (the majority of whom 

are in management positions) are involved in 

mentoring programs (such as mentoring for 

newcomers, peer mentoring, and reverse men-

toring), and over half of these mentoring rela-

tions involve a cross-cultural dyad.  7   

 Maria Castañón Moats is an assurance 

partner at PwC and its chief diversity officer, 

leading its diversity strategy and initiatives.  8   

She believes that effectively managing diver-

sity includes providing all employees with the 

chance to have a successful career and that 

everyone needs to work to understand peo-

ple who are different from themselves and 

help each other to thrive. Diverse employ-

ees also help PwC to innovatively meet the 

needs of diverse clients.  9   

 At PwC, multiple dimensions of diversity 

are valued and effectively managed including 

ethnicity, gender, race, sexual orientation, 

religion, physical ability, and generation. A key 

focus of PwC’s diversity initiatives is provid-

ing and maintaining an inclusive environment 

whereby diverse individuals not only feel 

welcome and supported but also have the 

opportunity to succeed and thrive. Thus initia-

tives focus on ensuring that PwC has a good 

pipeline for hiring diverse employees and that 

these employees can make valuable contri-

butions and achieve early success in their 

careers with PwC. Providing ongoing oppor-

tunities for development and advancement is 

also key, along with having a diverse leader-

ship base.  10   

 Initiatives and resources are in place for 

a variety of minority and majority employ-

ees. For example, working parents are sup-

ported in numerous ways such as through 

paid parental leave, child care provisions 

(discounts for child care, a nanny resource/

referral service, and backup child care for 

emergencies), adoption assistance and 

leave, parenting circles, and groups for 

working parents. As another example, GLBT 

(gay, lesbian, bisexual, and transgender) 

professionals are supported in multiple ways 

and have social networking and network-

ing circles as well as access to full domestic 

partner benefit coverage and tax equal-

ization. In fact, PwC is the only Big Four 

accounting firm that has a gay and lesbian 

partner advisory board composed of openly 

gay/lesbian partners, which advises PwC on 

GLBT concerns and issues and also focuses 

on career development.  11   

 Over 35 percent of newly hired employees 

at PwC are minorities (Latino/Hispanic, Native 

American, Black/African-American, Asian/

Pacific Islander, or multicultural), and PwC 

actively strives to ensure that these valuable 

employees are retained and advance in the 

firm. Diversity circles are professional forums 
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whereby members of these and other diver-

sity groupings can make contact with each 

other and provide learning, development, 

and mentoring experiences. The circles also 

give employees role models as they seek to 

advance in their careers. One of the most 

recent diversity circles that has been estab-

lished at PwC is the Special Needs Caregivers 

Circle, which seeks to provide a support net-

work for professionals who have a disability 

or special need or have someone in their per-

sonal lives with a special need or disability.  12   

 Recognizing that many employees, at 

some point in their careers and lives, need 

or want flexibility to balance professional 

demands with their personal lives, PwC has 

a variety of flexible work arrangement that 

employees can take advantage of. PwC also 

helps employees determine which type of 

flexible work arrangement might best meet 

their professional and personal needs.  13   

 This is just a sampling of the many 

 diversity-related endeavors PwC has under-

taken and continues to pursue. Perhaps it is 

not surprising that PwC has achieved national 

recognition for its diversity initiatives.  14   For 

example, in 2013 PwC was ranked second 

in  DiversityInc’ s “Top 50 Companies for 

 Diversity.”  15   PwC continues to strive to effec-

tively manage diversity in multiple ways for 

the good of its employees, its clients, the firm 

itself, and other stakeholders.  16           

    As indicated in “A Manager’s Challenge,” effective management of 

diversity means more than hiring diverse employees. It means learning to 

appreciate and respond appropriately to the needs, attitudes, beliefs, and 

values that diverse people bring to an organization. It also means correcting misconceptions 

about why and how various kinds of employee groups differ from one another and finding the 

most effective way to use the skills and talents of diverse employees. 

 In this chapter we focus on the effective management of diversity in an environment that is 

becoming increasingly diverse in all respects. Not only are the diversity and integration of the 

global workforce increasing, but suppliers and customers are also becoming increasingly diverse. 

Managers need to proactively manage diversity to attract and retain the best employees and effec-

tively compete in a global environment. For example, managers at the audit and consulting firm 

Deloitte & Touche have instituted a program to encourage minority suppliers to compete for its 

business, and the firm sponsors schools and colleges that supply a stream of well-trained recruits.  17   

 Sometimes well-intentioned managers inadvertently treat various groups of employees 

differently, even though there are no performance-based differences between them. This 

chapter explores why differential treatment occurs and the steps managers and organizations 

can take to ensure that diversity, in all respects, is effectively managed for the good of all 

organizational stakeholders.      

  O ne of the most important management issues to emerge over the last 40 

years has been the increasing diversity of the workforce.  Diversity  is 

dissimilarities—differences—among people due to age, gender, race, 

ethnicity, religion, sexual orientation, socioeconomic background, edu-

cation, experience, physical appearance, capabilities/disabilities, and any 

other characteristic that is used to distinguish between people (see 

 Figure 5.1 ).  

 Diversity raises important ethical issues and social responsibility 

issues (see Chapter 4). It is also a critical issue for organizations—one 

that if not handled well can bring an organization to its knees, especially in our increasingly 
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global environment. There are several reasons why diversity is such a pressing concern and 

an issue both in the popular press and for managers and organizations:

    • There is a strong ethical imperative in many societies that diverse people must receive 

equal opportunities and be treated fairly and justly. Unfair treatment is also illegal.  

   • Effectively managing diversity can improve organizational effectiveness.  18   When manag-

ers effectively manage diversity, they not only encourage other managers to treat diverse 

members of an organization fairly and justly but also realize that diversity is an important 

organizational resource that can help an organization gain a competitive advantage.  

   • There is substantial evidence that diverse individuals continue to experience unfair treat-

ment in the workplace as a result of biases, stereotypes, and overt discrimination.  19   In 

one study, résumés of equally qualified men and women were sent to high-priced Phila-

delphia restaurants (where potential earnings are high). Though equally qualified, men 

were more than twice as likely as women to be called for a job interview and more than 

five times as likely to receive a job offer.  20   Findings from another study suggest that both 

women and men tend to believe that women will accept lower pay than men; this is a pos-

sible explanation for the continuing gap in pay between men and women.  21      

 Other kinds of diverse employees may face even greater barriers. For example, the federal 

Glass Ceiling Commission Report indicated that African Americans have the hardest time 

being promoted and climbing the corporate ladder, that Asians are often stereotyped into 

technical jobs, and that Hispanics are assumed to be less well educated than other minority 

groups.  22   (The term    glass ceiling  alludes to the invisible barriers that prevent minorities and 

women from being promoted to top corporate positions.)  23   

 Before we can discuss the multitude of issues surrounding the effective management of 

diversity, we must document just how diverse the U.S. workforce is becoming.  

   Age 
 According to data from the U.S. Census Bureau and the CIA’s World Fact Book, the median 

age of a person in the United States is the highest it has ever been, 37.6 years.  24   Moreover, by 

2030 it is projected that close to 20 percent of the U.S. population will be 65 or over.  25   The Age 

Discrimination in Employment Act of 1967 prohibits age discrimination.  26   Although we discuss 

    glass ceiling    A metaphor 

alluding to the invisible bar-

riers that prevent minori-

ties and women from being 

promoted to top corporate 

positions.   
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federal employment legislation in more depth in Chapter 12, major equal employment opportu-

nity legislation that prohibits discrimination among diverse groups is summarized in  Table 5.1 .  

 The aging of the population suggests managers need to be vigilant to ensure that employ-

ees are not discriminated against because of age. Moreover, managers need to ensure that the 

policies and procedures they have in place treat all workers fairly, regardless of their ages. 

Additionally, effectively managing diversity means employees of diverse ages are able to 

learn from each other, work well together, and take advantage of the different perspectives 

each has to offer.  

  Gender 
 Women and men both have substantial participation rates in the U.S. workforce (approxi-

mately 55.6 percent of the U.S. workforce is male and 44.4 percent female),  27   yet women’s 

median weekly earnings are estimated to be $706 compared to $860 for men.  28   Thus the 

gender pay gap appears to be as unfortunately real as the glass ceiling. According to the 

nonprofit organization Catalyst, which studies women in business, while women compose 

about 51.5 percent of the employees in managerial and professional positions,  29   only around 

14.6 percent of executive officers in the 500 largest U.S. companies (that is, the  Fortune  500) 

are women, and only 8.1 percent of the top earner executive officers are women.  30   These 

women, such as Virginia Rometty, CEO of IBM, and Indra Nooyi, CEO of PepsiCo, stand out 

among their male peers and often receive a disparate amount of attention in the media. (We 

address this issue later when we discuss the effects of being salient.) Women are also very 

underrepresented on boards of directors—they currently hold 16.9 percent of the board seats 

of  Fortune  500 companies.  31   However, as Sheila Wellington, former president of Catalyst, 

indicates, “Women either control or influence nearly all consumer purchases, so it’s impor-

tant to have their perspective represented on boards.”  32   

 Additionally, research conducted by consulting firms suggests that female executives 

outperform their male colleagues in skills such as motivating others, promoting good com-

munication, turning out high-quality work, and being good listeners.  33   For example, the 

  Year    Law    Description  

 1963  Equal Pay Act  Requires that men and women be paid equally if they are per-

forming equal work. 

 1964  Title VII of the Civil Rights Act  Prohibits discrimination in employment decisions on the basis of 

race, religion, sex, color, or national origin; covers a wide range 

of employment decisions, including hiring, firing, pay, promo-

tion, and working conditions. 

 1967  Age Discrimination in 

Employment Act 

 Prohibits discrimination against workers over the age of 40 and 

restricts mandatory retirement. 

 1978  Pregnancy Discrimination Act  Prohibits discrimination against women in employment deci-

sions on the basis of pregnancy, childbirth, and related medical 

decisions. 

 1990  Americans with Disabilities Act  Prohibits discrimination against disabled individuals in employ-

ment decisions and requires that employers make accommoda-

tions for disabled workers to enable them to perform their jobs. 

 1991  Civil Rights Act  Prohibits discrimination (as does Title VII) and allows for the 

awarding of punitive and compensatory damages, in addition to 

back pay, in cases of intentional discrimination. 

 1993  Family and Medical Leave Act  Requires that employers provide 12 weeks of unpaid leave for 

medical and family reasons, including paternity and illness of a 

family member. 

 Table 5.1 

 Major Equal Employment Opportunity Laws Affecting Human Resources Management 
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Hagberg Group performed in-depth evaluations of 425 top 

executives in a variety of industries, with each executive 

rated by approximately 25 people. Of the 52 skills assessed, 

women received higher ratings than men on 42 skills, 

although at times the differences were small.  34   Results of a 

study conducted by Catalyst found that organizations with 

higher proportions of women in top management posi-

tions had significantly better financial performance than 

organizations with lower proportions of female top man-

agers.  35   Another study conducted by Catalyst found that 

companies with three or more women on their boards of 

directors performed better in terms of returns on equity, 

sales, and invested capital than companies with fewer or 

no women on their boards.  36   Studies such as these make 

one wonder why the glass ceiling continues to hamper the 

progress of women in business (a topic we address later in 

the chapter).   

  Race and Ethnicity 
 The U.S. Census Bureau distinguished between the following races in the 2010 census: 

American Indian or Alaska Native; Asian Indian; black, African American, or Negro; 

 Chinese; Filipino; Japanese; Korean; Vietnamese; other Asian; Native Hawaiian; Guamanian 

or Chamorro; Samoan; Other Pacific Islander; white; and other races.  37   Although  ethnicity  

refers to a grouping of people based on some shared characteristic such as national origin, 

language, or culture, the U.S. Census Bureau treats ethnicity in terms of whether a person 

is Hispanic, Latino, or of Spanish origin or not.  38   Hispanics, also referred to as Latinos, are 

people whose origins are in Spanish cultures such as those of Cuba, Mexico, Puerto Rico, and 

South and Central America. Hispanics can be of different races.  39   According to a recent poll, 

most Hispanics prefer to be identified by their country of origin (such as Mexican, Cuban, or 

Salvadoran) rather than by the overarching term  Hispanic.   40   

 The racial and ethnic diversity of the U.S. population is increasing quickly, as is the diver-

sity of the workforce.  41   According to the U.S. Census Bureau, approximately one of every 

three U.S. residents belongs to a minority group (is not a non-Hispanic white).  42   More specifi-

cally, 16.3 percent of the population is Hispanic or Latino, 83.7 percent of the population is 

not Hispanic or Latino, and 63.7 percent of the population is white alone (that is, white and not 

Hispanic or Latino).  43   For those individuals self-identifying one race in the 2010 U.S. census, 

approximately 72.4 percent of the population is white, 12.6 percent is black or African Ameri-

can, 0.9 percent is American Indian or Alaska Native, 4.8 percent is Asian, 0.2 percent is 

Native Hawaiian and other Pacific Islander, and 6.2 percent is another race; 2.9 percent of the 

population self-identified two or more races.  44   According to projections released by the U.S. 

Census Bureau, the composition of the U.S. population in 2050 will be quite different from 

its composition today; in 2050 the U.S. population is projected to be 54 percent minority.  45   

 The increasing racial and ethnic diversity of the workforce and the population as a whole 

underscores the importance of effectively managing diversity. Statistics compiled by the Bureau 

of Labor Statistics suggest that much needs to be done in terms of ensuring that diverse employ-

ees have equal opportunities. For example, median weekly earnings for black men are approxi-

mately 75.1 percent of median earnings for white men; median weekly earnings for black women 

are approximately 83.9 percent of median earnings for white women.  46   In the remainder of this 

chapter, we focus on the fair treatment of diverse employees and explore why this is such an 

important challenge and what managers can do to meet it. We begin by taking a broader perspec-

tive and considering how increasing racial and ethnic diversity in an organization’s environment 

(such as customers and suppliers) affects decision making and organizational effectiveness. 

 At a general level, managers and organizations are increasingly being reminded that stake-

holders in the environment are diverse and expect organizational decisions and actions to 

reflect this diversity. For example, the NAACP (National Association for the Advancement 

of Colored People) and Children Now (an advocacy group) have lobbied the entertainment 

A female executive enjoying the company plane is not as 
rare a sight today as it used to be; nevertheless, the glass 
ceiling remains a real barrier to women in the business 
workforce.
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industry to increase the diversity in television programming, writing, and producing.  47   The 

need for such increased diversity is more than apparent. For example, while Hispanics make 

up 17 percent of the U.S. population (or 53 million potential TV viewers), less than 5 percent 

of the characters in prime-time TV shows are Hispanics, according to a study conducted by 

Children Now.  48   Moreover, less than 5 percent of the evening network TV news stories are 

reported by Hispanic correspondents, according to the Center for Media and Public Affairs.  49   

 Pressure is mounting on networks to increase diversity for a variety of reasons revolving 

around the diversity of the population as a whole, TV viewers, and consumers. For example, 

home and automobile buyers are increasingly diverse, reflecting the increasing diversity of 

the population as a whole.  50   Moreover, managers have to be especially sensitive to avoid 

stereotyping different groups when they communicate with potential customers. For example, 

Toyota Motor Sales USA made a public apology to the Reverend Jesse Jackson and his Rain-

bow Coalition for using a print advertisement depicting an African-American man with a 

Toyota RAV4 sport utility image embossed on his gold front tooth.  51    

  Religion 
 Title VII of the Civil Rights Act prohibits discrimination based on religion (as well as based on 

race/ethnicity, country of origin, and sex; see  Table 5.1  and Chapter 12). In addition to enacting 

Title VII, in 1997 the federal government issued “The White House Guidelines on Religious 

Exercise and Expression in the Federal Workplace.”  52   These guidelines, while technically 

applicable only in federal offices, also are frequently relied on by large corporations. The 

guidelines require that employers make reasonable accommodations for religious practices, 

such as observances of holidays, as long as doing so does not entail major costs or hardships.  53   

 A key issue for managers in religious diversity is recognizing and being aware of differ-

ent religions and their beliefs, with particular attention being paid to when religious holidays 

fall. For example, critical meetings should not be scheduled during a holy day for members 

of a certain faith, and managers should be flexible in allowing people to have time off for reli-

gious observances. According to Lobna Ismail, director of a diversity training company in Silver 

Spring, Maryland, when managers acknowledge, respect, and make even small accommodations 

for religious diversity, employee loyalty is often enhanced. For example, allowing employees to 

leave work early on certain days instead of taking a lunch break or posting holidays for differ-

ent religions on the company calendar can go a long way toward making individuals of diverse 

religions feel respected and valued as well as enabling them to practice their faith.  54   According 

to research conducted by the Tanenbaum Center for Interreligious Understanding in New York, 

while only about 23 percent of employees who feel they are victims of religious discrimination 

actually file complaints, about 45 percent of these employees start looking for other jobs.  55    

  Capabilities/Disabilities 
 The Americans with Disabilities Act (ADA) of 1990 prohibits discrimination against persons 

with disabilities and also requires that employers make reasonable accommodations to enable 

these people to effectively perform their jobs. On the surface, few would argue with the intent 

of this legislation. However, as managers attempt to implement policies and procedures to 

comply with the ADA, they face a number of interpretation and fairness challenges. 

 On one hand, some people with real disabilities warranting workplace accommodations 

are hesitant to reveal their disabilities to their employers and claim the accommodations 

they deserve.  56   On the other hand, some employees abuse the ADA by seeking unnecessary 

accommodations for disabilities that may or may not exist.  57   Thus it is perhaps not surprising 

that the passage of the ADA does not appear to have increased employment rates significantly 

for those with disabilities.  58   A key challenge for managers is to promote an environment in 

which employees needing accommodations feel comfortable disclosing their need and, at the 

same time, to ensure that the accommodations not only enable those with disabilities to effec-

tively perform their jobs but also are perceived to be fair by those not disabled.  59   

 In addressing this challenge, often managers must educate both themselves and their 

employees about the disabilities, as well as the real capabilities, of those who are disabled. 

For example, during a Disability Awareness Week, administrators at the University of Notre 
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Dame sought to increase the public’s knowledge of disabilities while also heightening aware-

ness of the abilities of persons who are disabled.  60   The University of Houston conducted a 

similar program called “Think Ability.”  61   According to Cheryl Amoruso, director of the Uni-

versity of Houston’s Center for Students with Disabilities, many people are unaware of the 

prevalence of disabilities as well as misinformed about their consequences.  62   She suggests, 

for example, that although students may not be able to see, they can still excel in their course-

work and have successful careers.  63   Accommodations enabling such students to perform up 

to their capabilities are covered under the ADA. 

 The ADA also protects employees with acquired immune deficiency syndrome (AIDS) 

from being discriminated against in the workplace. AIDS is caused by the human immu-

nodeficiency virus (HIV) and is transmitted through sexual contact, infected needles, and 

contaminated blood products. HIV is not spread through casual nonsexual contact. Yet out of 

ignorance, fear, or prejudice, some people wish to avoid all contact with anyone infected with 

HIV. Infected individuals may not necessarily develop AIDS, and some individuals with HIV 

are able to remain effective performers of their jobs while not putting others at risk.  64   

 AIDS awareness training can help people overcome their fears and also give managers a 

tool to prevent illegal discrimination against HIV-infected employees. Such training focuses 

on educating employees about HIV and AIDS, dispelling myths, communicating relevant 

organizational policies, and emphasizing the rights of HIV-positive employees to privacy and 

an environment that allows them to be productive.  65   The need for AIDS awareness training is 

underscored by some of the problems HIV-positive employees experience once others in their 

workplace become aware of their condition.  66   Moreover, organizations are required to make 

reasonable accommodations to enable people with AIDS to effectively perform their jobs. 

 Thus managers have an obligation to educate employees about HIV and AIDS, dispel myths 

and the stigma of AIDS, and ensure that HIV-related discrimination is not occurring in the 

workplace. For example, Home Depot has provided HIV training and education to its store 

managers; such training was sorely needed given that over half of the managers indicated it was 

the first time they had the opportunity to talk about AIDS.  67   Moreover, advances in medication 

and treatment mean that more infected individuals are able to continue working or are able to 

return to work after their condition improves. Thus managers need to ensure that these employ-

ees are fairly treated by all members of their organizations.  68   And managers and organizations 

that do not treat HIV-positive employees in a fair manner, as well as provide reasonable accom-

modations (such as allowing time off for doctor visits or to take medicine), risk costly lawsuits.  

  Socioeconomic Background 
 The term  socioeconomic background  typically refers to a combination of social class and 

income-related factors. From a management perspective, socioeconomic diversity (and in 

particular diversity in income levels) requires that managers be sensitive and responsive to 

the needs and concerns of individuals who might not be as well off as others. U.S. welfare 

reform in the middle to late 1990s emphasized the need for single mothers and others receiv-

ing public assistance to join or return to the workforce. In conjunction with a strong economy, 

this led to record declines in the number of families, households, and children living below 

the poverty level, according to the 2000 U.S. census.  69   However, the economic downturns 

in the early and late 2000s suggest that some past gains that lifted families out of poverty 

have been reversed. In a strong economy, it is much easier for poor people with few skills 

to find jobs; in a weak economy, when companies lay off employees in hard times, people 

who need their incomes the most are unfortunately often the first to lose their jobs.  70   And in 

recessionary times, it is difficult for laid-off employees to find new positions. For example, in 

December 2009 there were an average of 6.1 unemployed workers for every open position.  71   

 According to statistics released by the US Census Bureau, the official poverty rate in the 

United States in 2012 was 15.0 percent or 46.5 million people; in 2009 the poverty rate was 

14.3 percent or 43.6 million people.  72   The Census Bureau relies on predetermined thresh-

old income figures, based on family size and composition, adjusted annually for inflation, 

to determine the poverty level. Families whose income falls below the threshold level are 

considered poor.  73   For example, in 2012 a family of four was considered poor if their annual 

income fell below $23,492.  74   When workers earn less than $15 per hour, it is often difficult, 
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if not impossible, for them to meet their families’ needs.  75   Moreover, increasing numbers of 

families are facing the challenge of finding suitable child care arrangements that enable the 

adults to work long hours and/or through the night to maintain an adequate income level. New 

information technology has led to more businesses operating 24 hours a day, creating real 

challenges for workers on the night shift, especially those with children.  76   

 Hundreds of thousands of parents across the country are scrambling to find someone to 

care for their children while they are working the night shift, commuting several hours a day, 

working weekends and holidays, or putting in long hours on one or more jobs. This has led to 

the opening of day-care facilities that operate around the clock as well as to managers seek-

ing ways to provide such care for children of their employees. For example, the Children’s 

Choice Learning Center in Las Vegas, Nevada, operates around the clock to accommodate 

employees working nights in neighboring casinos, hospitals, and call centers. Randy Dona-

hue, a security guard who works until midnight, picks his children up from the center when he 

gets off work; his wife is a nurse on the night shift.  77   

 Judy Harden, who focuses on families and child care issues for the United Workers Union, 

indicates that the demands families are facing necessitate around-the-clock and odd-hour 

child care options. Many parents simply do not have the choice of working at hours that allow 

them to take care of their children at night and/or on weekends, never mind when the children 

are sick.  78   Some parents and psychologists feel uneasy having children separated from their 

families for so much time and particularly at night. Most agree that, unfortunately for many 

families, this is not a choice but a necessity.  79   

 Socioeconomic diversity suggests that managers need to be sensitive and responsive to the 

needs and concerns of workers who may be less fortunate than themselves in terms of income 

and financial resources, child care and elder care options, housing opportunities, and exis-

tence of sources of social and family support. Moreover—and equally important—managers 

should try to give such individuals opportunities to learn, advance, and make meaningful 

contributions to their organizations while improving their economic well-being.  

  Sexual Orientation 
 According to research conducted by Gary Gates of the Williams Institute at the UCLA School 

of Law, approximately 3.5 percent of adults in the United States, or 9 million U.S. residents, 

self-identify as lesbian, gay, bisexual, or transgender (LGBT).  80   Although no federal law pro-

hibits discrimination based on sexual orientation, 21 states and the District of Columbia have 

such laws, and a 1998 executive order prohibits sexual orientation discrimination in civilian 

federal offices.  81   Moreover, an increasing number of organizations recognize the minority 

status of LGBT employees, affirm their rights to fair and equal treatment, and provide ben-

efits to same-sex partners of gay and lesbian employees.  82   For example, a vast majority of 

 Fortune  500 companies prohibit discrimination based on sexual orientation, and a majority 

of the  Fortune  500 provide domestic partner benefits.  83   As indicated in the accompanying 

“Focus on Diversity” feature, managers can take many steps to ensure that sexual orientation 

is not used to unfairly discriminate among employees.   

  Preventing Discrimination Based on 
Sexual Orientation 

 Although gays and lesbians have made great strides in attaining fair treatment in the 
workplace, much more needs to be done. In a study conducted by Harris Interactive 
Inc. (a research firm) and Witeck Communications Inc. (a marketing firm), over 40 
percent of gay and lesbian employees indicated that they had been unfairly treated, 
denied a promotion, or pushed to quit their jobs because of their sexual orientation.  84   
Given continued harassment and discrimination despite the progress that has been 

 Focus on 
Diversity 
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made,  85   many gay and lesbian employees fear disclosing 
their sexual orientation in the workplace and thus live 
a life of secrecy. While there are a few openly gay top 
managers, such as David Geffen, cofounder of Dream-
Works SKG, and Allan Gilmour, former vice chairman 
and CFO of Ford and currently a member of the board of 
directors of DTE Energy Holding Company, many oth-
ers choose not to disclose or discuss their personal lives, 
including long-term partners.  86    

 Thus it is not surprising that many managers are tak-
ing active steps to educate and train their employees 
about issues of sexual orientation. S.C. Johnson & Sons, 
Inc., maker of Raid insecticide and Glade air fresheners 
in Racine, Wisconsin, provides mandatory training to its 
plant managers to overturn stereotypes; and Merck & Co., 
Ernst & Young, and Toronto-Dominion Bank all train 
managers in how to prevent sexual orientation discrimi-
nation.  87   Other organizations such as Lucent Technolo-

gies, Microsoft, and Southern California Edison send employees to seminars conducted 
at prominent business schools. And many companies such as Raytheon, IBM, and 
Lockheed Martin assist their gay and lesbian employees through gay and lesbian sup-
port groups.  88   Recently Boeing, Google, Yahoo, Chevron, JP Morgan Chase, Gold-
man Sachs Group, and Bank of America were among the 304 companies recognized as 
Best Places to Work 2014 for gay, lesbian, bisexual, and transgender employees by the 
Human Rights Campaign, a nonprofit organization that advocates for the civil rights 
of LGBT people.  89   

 The Chubb Group of Insurance Companies, a property and casualty insurance 
company, gives its managers a two-hour training session to help create work envi-
ronments that are safe and welcoming for lesbian, gay, bisexual, and transgender 
(LGBT) people.  90   The sessions are conducted by two Chubb employees; usually one 
of the trainers is straight and the other is gay. The sessions focus on issues that affect 
a manager’s ability to lead diverse teams, such as assessing how safe and welcoming 
the workplace is for LGBT people, how to refer to gay employees’ significant others, 
and how to respond if employees or customers use inappropriate language or behav-
ior. The idea for the program originated from one of Chubb’s employee resource 
groups. Managers rate the program highly and say they are better able to respond to 
the concerns of their LGBT employees while creating a safe and productive work 
environment for all.  91   In 2014 the Chubb Group was also recognized as one of the 
Best Places to Work by the Human Right Campaign.  92    

 Danish employees of Microsoft raise awareness at Copenha-
gen’s annual Gay Pride Parade. Corporate backing, such as 
that displayed here, can go a long way toward making sure 
 workplaces are safe and respectful for everyone.

  Other Kinds of Diversity 
 Other kinds of diversity are important in organizations, are critical for managers to deal with 

effectively, and also are potential sources of unfair treatment. For example, organizations and 

teams need members with diverse backgrounds and experiences. This is clearly illustrated by 

the prevalence of cross-functional teams in organizations whose members might come from 

various departments such as marketing, production, finance, and sales (teams are covered 

in depth in Chapter 15). A team responsible for developing and introducing a new product, 

for example, often needs the expertise of employees not only from research and design and 

engineering but also from marketing, sales, production, and finance. 

 Other types of diversity can affect how employees are treated in the workplace. For exam-

ple, employees differ from each other in how attractive they are (based on the standards of 

the cultures in which an organization operates) and in body weight. Whether individuals are 

attractive, unattractive, thin, or overweight in most cases has no bearing on their job perfor-

mance unless they have jobs in which physical appearance plays a role, such as modeling. Yet 



Free ebooks ==>   www.ebook777.com
 Managing Diverse Employees in a Multicultural Environment  133

sometimes these physical sources of diversity affect advancement rates and salaries. A study 

published in the  American Journal of Public Health  found that highly educated obese women 

earned approximately 30 percent less per year than women who were not obese and men 

(regardless of whether or not the men were obese).  93   Clearly managers need to ensure that all 

employees are treated fairly, regardless of their physical appearance.      

   The increasing diversity of the environment—which, in turn, increases 

the diversity of an organization’s workforce—increases the challenges 

managers face in effectively managing diversity. Each of the kinds of 

diversity just discussed presents a particular set of issues managers need 

to appreciate before they can respond to them effectively. Understanding 

these issues is not always a simple matter, as many informed managers 

have discovered. Research on how different groups are currently treated 

and the unconscious biases that might adversely affect them is vital 

because it helps managers become aware of the many subtle and unob-

trusive ways in which diverse employee groups can come to be treated unfairly over time. 

Managers can take many more steps to become sensitive to the ongoing effects of diversity in 

their organizations, take advantage of all the contributions diverse employees can make, and 

prevent employees from being unfairly treated. 

   Critical Managerial Roles 
 In each of their managerial roles (see Chapter 1), managers can either promote the effec-

tive management of diversity or derail such efforts; thus they are critical to this process. For 

example, in their interpersonal roles, managers can convey that the effective management 

of diversity is a valued goal and objective (figurehead role), can serve as a role model and 

institute policies and procedures to ensure that all organizational members are treated fairly 

(leader role), and can enable diverse individuals and groups to coordinate their efforts and 

cooperate with each other both inside the organization and at the organization’s boundaries 

(liaison role).  Table  5.2  summarizes ways in which managers can ensure that diversity is 

effectively managed as they perform their different roles.  

Managers and 
the Effective 

Management of 
Diversity

 LO5-2 

 Explain the central role 
that managers play in the 
effective management of 
diversity. 

  Type of Role    Specific Role    Example  

 Interpersonal  Figurehead  Conveys that the effective management of diversity is a valued goal 

and objective. 

   Leader  Serves as a role model and institutes policies and procedures to ensure that 

diverse members are treated fairly. 

   Liaison  Enables diverse individuals to coordinate their efforts and cooperate with 

one another. 

 Informational  Monitor  Evaluates the extent to which all employees are treated fairly. 

   Disseminator  Informs employees about diversity policies and initiatives and the intolerance 

of discrimination. 

   Spokesperson  Supports diversity initiatives in the wider community and speaks to diverse 

groups to interest them in career opportunities. 

 Decisional  Entrepreneur  Commits resources to develop new ways to effectively manage diversity and 

eliminate biases and discrimination. 

   Disturbance handler  Takes quick action to correct inequalities and curtail discriminatory behavior. 

   Resource allocator  Allocates resources to support and encourage the effective management 

of diversity. 

   Negotiator  Works with organizations (e.g., suppliers) and groups (e.g., labor unions) to 

support and encourage the effective management of diversity. 

 Table 5.2 

 Managerial Roles and the Effective Management of Diversity 
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 Given the formal authority that managers have in organizations, they typically have more 

influence than rank-and-file employees. When managers commit to supporting diversity, as 

is the case at PwC in “A Manager’s Challenge,” their authority and positions of power and 

status influence other members of an organization to make a similar commitment.  94   Research 

on social influence supports such a link: People are likely to be influenced and persuaded by 

others who have high status.  95   

 Consider the steps that managers at Sodexo and Principal Financial Group have taken to 

effectively manage diversity as profiled in the accompanying “Focus on Diversity” feature.  

  Effectively Managing Diversity at Sodexo 
and Principal Financial Group 

 Managers at Sodexo, Inc., a major food and facilities management company serv-
ing over 15 million consumers per day in businesses, health care facilities, schools 
and universities, and government agencies, take many steps to ensure that diversity is 
effectively managed.  96   Sodexo encourages managers to interact with diverse groups 
to gain a better appreciation and understanding of their experiences. When Ron Bond 
attended a meeting of the Women’s Food Service Forum with some of his female 
coworkers, he stood out as one of the few men in attendance among 1,500 women. 
Thinking back on his own experiences when, for example, he started out his career 
and women were rare in the management ranks, Bond gained a deeper appreciation 
of what it means to be different in a group or organization. As he suggested, “That’s a 
profound experience . . . I can begin to feel what it must have felt like to be different.”  97   

 Sodexo provides employees and managers with extensive diversity training, 
encourages managers to mentor and coach employees who are different from them-
selves, and bases 25 percent of top managers’ bonuses on their performance on 
diversity initiatives, including hiring and training diverse employees.  98   Managers are 
encouraged to sponsor affinity groups for employees that differ from themselves. For 
example, Bond sponsored the women’s affinity group, which provided a forum for 
female employees to connect with each other and address their mutual concerns (such 
as a lactation room so new mothers can pump breast milk). Sponsoring such groups 
helps managers become aware of and address concerns of some employee groups they 
might never have thought of otherwise. Bond realized that having a lactation room 
was “just one of those things I’d never thought about.”  99    

 Lorna Donatone managed a unit of Sodexo that pro-
vides food services for cruise companies. Of Swed-
ish and German ancestry and raised in Nebraska, she 
sponsored Sodexo’s Latino affinity group and discov-
ered a better way to serve her unit’s customers. Dona-
tone learned to rely more on more bilingual materials to 
promote the services she provided to cruise companies 
and their customers. As senior vice president and global 
chief diversity officer for Sodexo Dr. Rohini Anand 
indicated, “To really engage people, you have to cre-
ate a series of epiphanies and take leaders through those 
epiphanies.”  100   

 Sodexo’s effective management of diversity has 
not gone unnoticed in the business community, and 
the company and its diverse employees have received 
numerous awards and recognition for their diversity ini-
tiatives.  101   Frequently ranked as a best place to work for 
diverse employees by magazines such as  DiversityInc., 

 Focus on 
Diversity 

 Magic Johnson and Sodexo president and CEO George Chavel 
present Northwestern University student Sarah Suh with the 
Stephen J. Brady STOP Hunger scholarship at Sodexo’s Diver-
sity Business Leadership Summit in Chicago in 2013.
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Working Mother,  and  Latina Style,  Sodexo was ranked first in  DiversityInc. ’s listing 
of “The Top 50 Companies for Diversity” in 2013.  102   

 Principal Financial Group, headquartered in Des Moines, Iowa, operates in a vastly 
different industry: financial products, services, and insurance.  103   Yet Principal Finan-
cial also has been recognized for its effective management of diversity.  104   To ensure 
that opportunities are open for diverse employees, Principal has offered its employees 
flexible work schedules since 1974—decades before many other companies provided 
this option. And employees who take advantage of this and other benefits, such as 
having 12 weeks off work after the birth of a child, do not find their career progress 
hampered as is sometimes the case at other companies.  105   

 When Valarie Vest was a regional client service director at Principal and on her 
second maternity leave, her supervisors called to offer her a promotion to a position 
that included more responsibility, more travel, and relocation to a different city. They 
thought she was the best candidate for the position and let her decide if she wanted 
to take it. She was delighted to accept the position, which included managing 10 
employees.  106   

 Principal seeks to hire diverse employees and then gives them the resources and 
opportunities to help them reach their potential while helping Principal achieve its 
goals. These resources and opportunities include, but are not limited to, mentoring 
programs, multicultural celebrations, on-site child care, development programs, and 
domestic partner benefits.  107   Additionally, there are a variety of employee resource 
groups that all employees can join to network, engage in career development activi-
ties, and become involved in the community.  108   

 Sodexo and Principal Financial Group are among the growing numbers of compa-
nies that are reaping the benefits of an increasingly diverse workforce.  

 When managers commit to diversity, their commitment legitimizes the diversity man-

agement efforts of others.  109   In addition, resources are devoted to such efforts, and all 

members of an organization believe that their diversity-related efforts are supported and 

valued. Consistent with this reasoning, top management commitment and rewards for 

the support of diversity are often cited as critical ingredients in the success of diversity 

management initiatives.  110   Additionally, seeing managers express confidence in the abili-

ties and talents of diverse employees causes other organizational members to be simi-

larly confident and helps reduce any prejudice they may have as a result of ignorance or 

stereotypes.  111   

 Two other important factors emphasize why managers are so central to the effective man-

agement of diversity. The first factor is that women, African Americans, Hispanics, and other 

minorities often start out at a slight disadvantage due to how they are perceived by others in 

organizations, particularly in work settings where they are a numerical minority. As Virginia 

Valian, a psychologist at Hunter College who studies gender, indicates, “In most organiza-

tions women begin at a slight disadvantage. A woman does not walk into the room with the 

same status as an equivalent man, because she is less likely than a man to be viewed as a seri-

ous professional.”  112   

 The second factor is that research suggests that slight differences in treatment can accu-

mulate and result in major disparities over time. Even small differences—such as a small 

favorable bias toward men for promotions—can lead to major differences in the number of 

male and female managers over time.  113   Thus while women and other minorities are some-

times advised not to make “a mountain out of a molehill” when they perceive they have been 

unfairly treated, research conducted by Valian and others suggests that molehills (slight dif-

ferences in treatment based on irrelevant distinctions such as race, gender, or ethnicity) can 

turn into mountains over time (major disparities in important outcomes such as promotions) 

if they are ignored.  114   Once again, managers have the obligation, from both an ethical and a 

business perspective, to prevent any disparities in treatment and outcomes due to irrelevant 

distinctions such as race or ethnicity.  
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  The Ethical Imperative to Manage 
Diversity Effectively  
 Effectively managing diversity not only makes good business sense (which is discussed 

in the next section) but also is an ethical imperative in U.S. society. Two moral principles 

guide managers in their efforts to meet this imperative: distributive justice and procedural 

justice. 

  DISTRIBUTIVE JUSTICE   The principle of    distributive justice    dictates fair distribu-

tion of pay, promotions, job titles, interesting job assignments, office space, and other organi-

zational resources among members of an organization. These outcomes should be distributed 

according to the meaningful contributions that individuals have made to the organization 

(such as time, effort, education, skills, abilities, and performance levels) and not irrelevant 

personal characteristics over which individuals have no control (such as gender, race, or 

age).  115   Managers have an obligation to ensure that distributive justice exists in their organi-

zations. This does not mean that all members of an organization receive identical or similar 

outcomes; rather, it means that members who receive more favorable outcomes than others 

have made substantially higher or more significant contributions to the organization. 

 Is distributive justice common in organizations in corporate America? Probably the best 

way to answer this question is to say things are getting better. Fifty years ago, overt dis-

crimination against women and minorities was common; today organizations are inching 

closer toward the ideal of distributive justice. Statistics comparing the treatment of women 

and minorities with the treatment of other employees suggest that most managers need to 

take a proactive approach to achieve distributive justice in their organizations.  116   For exam-

ple, across occupations, women consistently earn less than men (see  Table 5.3 ) according to 

data collected by the U.S. Bureau of Labor Statistics.  117   Even in occupations dominated by 

women, such as sales and office occupations, men tend to earn more than women.  118    

 In many countries, managers have not only an ethical obligation to strive to achieve dis-

tributive justice in their organizations but also a legal obligation to treat all employees fairly. 

They risk being sued by employees who believe they are not being fairly treated. That is pre-

cisely what six African-American Texaco employees did when they experienced racial bias 

and discrimination.  119    

  PROCEDURAL JUSTICE   The principle of    procedural justice    requires that managers 

use fair procedures to determine how to distribute outcomes to organizational members.  120   

This principle applies to typical procedures such as appraising subordinates’ performance, 

deciding who should receive a raise or a promotion, and deciding whom to lay off when an 

organization is forced to downsize. Procedural justice exists, for example, when managers 

(1) carefully appraise a subordinate’s performance; (2) take into account any environmental 

obstacles to high performance beyond the subordinate’s control, such as lack of supplies, 

    distributive justice    

A moral principle calling for 

fair distribution of pay, promo-

tions, and other organizational 

resources based on meaning-

ful contributions that indi-

viduals have made and not 

personal characteristics over 

which they have no control.   

    procedural justice    A moral 

principle calling for the use of 

fair procedures to determine 

how to distribute outcomes to 

organizational members.   

 LO5-3 

 Explain why the effective 
management of diversity 
is both an ethical and a 
business imperative. 

  Occupation    Men    Women  
  Women’s Earnings as 
a Percentage of Men’s  

 Management, professional, 

and related  $1,349  $973  72 

 Service  555  452  81 

 Sales and office  756  615  81 

 Natural resources, construction, 

and maintenance  757  578  76 

 Production, transportation, and 

material moving  674  498  74 

 Source: “Household Data; Annual Averages; 39. Median Weekly Earnings of Full-Time Wage and Salary Workers by 

Detailed Occupation and Sex,”  http://www.bls.gov/cps/cpsaat39.htm , April 1, 2014. 

 Table 5.3 

 Median Weekly Earnings for Full-Time Workers by Sex and Occupation in 2013 
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machine breakdowns, or dwindling customer demand for a product; and (3) ignore irrelevant 

personal characteristics such as the subordinate’s age or ethnicity. Like distributive justice, 

procedural justice is necessary not only to ensure ethical conduct but also to avoid costly 

lawsuits.  

  Effectively Managing Diversity Makes 
Good Business Sense 
 Diverse organizational members can be a source of competitive advantage, helping an orga-

nization provide customers with better goods and services.  121   The variety of points of view 

and approaches to problems and opportunities that diverse employees provide can improve 

managerial decision making. Suppose the Budget Gourmet frozen food company is trying to 

come up with creative ideas for new frozen meals that will appeal to health-conscious, time-

conscious customers tired of the same old frozen fare. Which group do you think is likely to 

come up with the most creative ideas: a group of white women with marketing degrees from 

Yale University who grew up in upper-middle-class families in the Northeast or a racially 

mixed group of men and women who grew up in families with varying income levels in 

different parts of the country and attended a variety of geographically dispersed business 

schools? Most people would agree that the diverse group is likely to have a wider range of 

creative ideas. Although this example is simplistic, it underscores one way in which diversity 

can lead to a competitive advantage. 

 Just as the workforce is becoming increasingly diverse, so too are the customers who buy 

an organization’s goods or services. In an attempt to suit local customers’ needs and tastes, 

organizations like Target often vary the selection of products available in stores in different 

cities and regions.  122   

 Diverse members of an organization are likely to be attuned to what goods and services 

diverse segments of the market want and do not want. Automakers, for example, are increas-

ingly assigning women to their design teams to ensure that the needs and desires of female 

customers are taken into account in new car design. 

 For Darden Restaurants, the business case for diversity rests on market share and growth. 

Darden seeks to satisfy the needs and tastes of diverse customers by providing menus in Span-

ish in communities with large Hispanic populations.  123   Similarly, market share and growth 

and the identification of niche markets led Tracey Campbell to cater to travelers with dis-

abilities.  124   She heads InnSeekers, a telephone and online listing resource for bed and break-

fasts. Nikki Daruwala works for the Calvert Group in Bethesda, Maryland, a mutual fund that 

emphasizes social responsibility and diversity. She indicates that profit alone is more than 

enough of an incentive to effectively manage diversity. As she puts it, “You can look at an 

automaker. There are more women making decisions about car buying or home buying . . . 

$3.72 trillion per year are spent by women.”  125   

 Another way that effective management of diversity can improve profitability is by increas-

ing retention of valued employees, which decreases the costs of hiring replacements for those 

who quit as well as ensures that all employees are highly motivated. In terms of retention, 

given the current legal environment, more and more organizations are attuned to the need to 

emphasize the importance of diversity in hiring. Once hired, if diverse employees think they 

are being unfairly treated, however, they will be likely to seek opportunities elsewhere. Thus 

recruiting diverse employees has to be followed with ongoing effective management of diver-

sity to retain valued organizational members. 

 If diversity is not effectively managed and turnover rates are higher for members of groups 

who are not treated fairly, profitability will suffer on several counts. Not only are the future 

contributions of diverse employees lost when they quit, but the organization also has to bear 

the costs of hiring replacement workers. According to the Employment Management Asso-

ciation, on average it costs more than $10,000 to hire a new employee; other estimates are sig-

nificantly higher. For example, Ernst & Young estimates it costs about $1,200,000 to replace 

10 professionals, and the diversity consulting firm Hubbard & Hubbard estimates replace-

ment costs average one-and-a-half times an employee’s annual salary.  126   Moreover, addi-

tional costs from failing to effectively manage diversity stem from time lost due to the barriers 

diverse members of an organization perceive as thwarting their progress and advancement.  127   
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 Effectively managing diversity makes good business sense for another reason. More and 

more, managers and organizations concerned about diversity are insisting that their suppliers 

also support diversity.  128   

 Finally, from both business and ethical perspectives, effective management of diversity is 

necessary to avoid costly lawsuits such as those settled by Advantica (owner of the Denny’s 

chain) and the Coca-Cola Company. In 2000 Coca-Cola settled a class action suit brought by 

African-American employees at a cost of $192 million. The damage such lawsuits cause goes 

beyond the monetary awards to the injured parties; it can tarnish a company’s image. One 

positive outcome of Coca-Cola’s 2000 settlement is the company’s recognition of the need 

to commit additional resources to diversity management initiatives. Coca-Cola is increasing 

its use of minority suppliers, instituting a formal mentoring program, and instituting days 

to celebrate diversity with its workforce.  129   These efforts have paid off, and Coca-Cola has 

appeared on  DiversityInc. ’s list of the “Top 50 Companies for Diversity.” 

 In 2013 Merrill Lynch agreed to settle a racial discrimination lawsuit, brought by 700 

black brokers, which spent around eight years in the U.S. federal court system; the settle-

ment cost was $160,000,000.  130   After the suit was initially filed, Merrill Lynch was bought 

by Bank of America. As part of the settlement, Merrill Lynch agreed to change its policies, 

take proactive steps to ensure that discrimination does not take place, and ensure that black 

brokers have fair opportunities to be successful. This three-year initiative is being overseen 

by a committee composed of black brokers.  131   Also in 2013, Bank of America agreed to 

settle a discrimination lawsuit brought by female employees of Merrill Lynch for $39 million; 

from around 1998 to 2013, Merrill Lynch paid close to $500,000,000 to settle discrimina-

tion claims.  132   As part of the settlement, Merrill Lynch consented to alter its policies to help 

ensure that women have fair opportunities to be successful.  133   Initiatives undertaken as result 

of both of these lawsuits should help ensure that Merrill Lynch effectively manages diversity. 

 By now it should be clear that effectively managing diversity is a necessity on both ethical 

and business grounds. This brings us to the question of why diversity presents managers and 

all of us with so many challenges—a question we address in the next section on perception.       

    Most people tend to think that the decisions managers make in organiza-

tions and the actions they take are the result of objective determination of 

the issues involved and the surrounding situation. However, each man-

ager’s interpretation of a situation or even of another person is precisely that—an interpreta-

tion. Nowhere are the effects of perception more likely to lead to different interpretations than 

in the area of diversity. This is because each person’s interpretation of a situation, and subse-

quent response to it, is affected by his or her own age, race, gender, religion, socioeconomic 

status, capabilities, and sexual orientation. For example, different managers may see the same 

21-year-old black male, gay, gifted, and talented subordinate in different ways: One may see 

a creative maverick with a great future in the organization, while another may see a potential 

troublemaker who needs to be watched closely. 

    Perception    is the process through which people select, organize, and interpret sensory 

input—what they see, hear, touch, smell, and taste—to give meaning and order to the world 

around them.  134   All decisions and actions of managers are based on their subjective perceptions. 

When these perceptions are relatively accurate—close to the true nature of what is actually being 

perceived—good decisions are likely to be made and appropriate actions taken. Managers of 

fast-food restaurant chains such as McDonald’s, Pizza Hut, and Wendy’s accurately perceived 

that their customers were becoming more health-conscious in the 1980s and 1990s and added 

salad bars and low-fat entries to their menus. Managers at Kentucky Fried Chicken, Jack-in-the-

Box, and Burger King took much longer to perceive this change in what customers wanted. 

 One reason why McDonald’s is so successful is that its managers go to great lengths to 

make sure their perceptions of what customers want are accurate. McDonald’s has over 21,000 

restaurants outside the United States that generate billions of dollars in annual revenues.  135   

Key to McDonald’s success in these diverse markets are managers’ efforts to perceive accu-

rately a country’s culture and taste in food and then to act on these perceptions. For instance, 

McDonald’s serves veggie burgers in Holland and black currant shakes in Poland.  136   

Perception
 LO5-4 

 Discuss how perception 
and the use of schemas can 
result in unfair treatment. 

    perception    The process 

through which people select, 

organize, and interpret what 

they see, hear, touch, smell, 

and taste to give meaning 

and order to the world 

around them.   
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 When managers’ perceptions are relatively inaccurate, managers are likely to make bad deci-

sions and take inappropriate actions, which hurt organizational effectiveness. Bad decisions 

concerning diversity for reasons of age, ethnicity, or sexual orientation include (1) not hiring 

qualified people, (2) failing to promote top-performing subordinates, who subsequently may 

take their skills to competing organizations, and (3) promoting poorly performing managers 

because they have the same “diversity profile” as the manager or managers making the decision. 

  Factors That Influence Managerial Perception 
 Several managers’ perceptions of the same person, event, or situation are likely to differ 

because managers differ in personality, values, attitudes, and moods (see Chapter 3). Each 

of these factors can influence how someone perceives a person or situation. An older middle 

manager who is high on openness to experience is likely to perceive the recruitment of able 

young managers as a positive learning opportunity; a similar middle manager who is low on 

openness to experience may perceive able younger subordinates as a threat. A manager who 

has high levels of job satisfaction and organizational commitment may perceive a job transfer 

to another department or geographic location that has very different employees (age, ethnic-

ity, and so on) as an opportunity to learn and develop new skills. A dissatisfied, uncommitted 

manager may perceive the same transfer as a demotion. 

 Managers’ and all organizational members’ perceptions of one another also are affected 

by their past experiences with and acquired knowledge about people, events, and situations—

information that is organized into preexisting schemas.    Schemas    are abstract knowledge struc-

tures stored in memory that allow people to organize and interpret information about a person, 

an event, or a situation.  137   Once a person develops a schema for a kind of person or event, any 

newly encountered person or situation that is related to the schema activates it, and informa-

tion is processed in ways consistent with the information stored in the schema. Thus people 

tend to perceive others by using the expectations or preconceived notions contained in their 

schemas.  138   Once again, these expectations are derived from past experience and knowledge. 

 People tend to pay attention to information that is consistent with their schemas and 

to ignore or discount inconsistent information. Thus schemas tend to be reinforced and 

strengthened over time because the information attended to is seen as confirming the sche-

mas. This also results in schemas being resistant to change.  139   This does not mean schemas 

never change; if that were the case, people could never adapt to changing conditions and 

learn from their mistakes. Rather, it suggests that schemas are slow to change and that a con-

siderable amount of contradictory information needs to be encountered for people to change 

their schemas. 

 Schemas that accurately depict the true nature of a person or situation are functional 

because they help people make sense of the world around them. People typically confront 

so much information that it is not possible to make sense of it without relying on schemas. 

Schemas are dysfunctional when they are inaccurate because they cause managers and all 

members of an organization to perceive people and situations inaccurately and assume certain 

things that are not necessarily true. 

 Psychologist Virginia Valian refers to inaccurate preconceived notions of men and women 

as gender schemas.    Gender schemas    are a person’s preconceived notions about the nature 

of men and women and their traits, attitudes, behaviors, and preferences.  140   Research sug-

gests that among white middle-class Americans, the following gender schemas are prevalent: 

Men are action-oriented, assertive, independent, and task-focused; women are expressive, 

nurturing, and oriented toward and caring of other people.  141   Any schemas such as these—

which assume that a single visible characteristic such as gender causes a person to possess 

specific traits and tendencies—are bound to be inaccurate. For example, not all women are 

alike and not all men are alike, and many women are more independent and task-focused 

than men. Gender schemas can be learned in childhood and are reinforced in a number of 

ways in society. For instance, while young girls may be encouraged by their parents to play 

with toy trucks and tools (stereotypically masculine toys), boys generally are not encouraged, 

and sometimes are actively discouraged, from playing with dolls (stereotypically feminine 

toys).  142   As children grow up, they learn that occupations dominated by men have higher 

status than occupations dominated by women.  

    schema    An abstract knowl-
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  Perception as a Determinant of 
Unfair Treatment 
 Even though most people would agree that distributive justice and procedural justice are 

desirable goals, diverse organizational members are sometimes treated unfairly, as previ-

ous examples illustrate. Why is this problem occurring? One important overarching reason 

is inaccurate perceptions. To the extent that managers and other members of an organization 

rely on inaccurate information such as gender schemas to guide their perceptions of each 

other, unfair treatment is likely to occur. 

 Gender schemas are a kind of    stereotype   , which is composed of simplistic and often inac-

curate beliefs about the typical characteristics of particular groups of people. Stereotypes are 

usually based on a visible characteristic such as a person’s age, gender, or race.  143   Manag-

ers who allow stereotypes to influence their perceptions assume erroneously that a person 

possesses a whole host of characteristics simply because the person happens to be an Asian 

woman, a white man, or a lesbian, for example. African-American men are often stereotyped 

as good athletes; Hispanic women as subservient.  144   Obviously there is no reason to assume 

that every African-American man is a good athlete or that every Hispanic woman is subser-

vient. Stereotypes, however, lead people to make such erroneous assumptions. A manager 

who accepts stereotypes might, for example, decide not to promote a highly capable Hispanic 

woman into a management position because the manager thinks she will not be assertive 

enough to supervise others. 

 A recent study suggests that stereotypes might hamper the progress of mothers in their 

organizations when they are seeking to advance in positions that are traditionally held by 

men. According to the study, based on gender stereotypes, people tend to view mothers as 

less competent in terms of skills and capabilities related to advancing in such positions.  145   

 People with disabilities might also be unfairly treated due to stereotypes.  146   Although the 

ADA requires (as mentioned previously) that organizations provide disabled employees with 

accommodations, employment rates of people with disabilities have declined in recent years. 

As profiled in the accompanying “Ethics in Action” feature, a number of organizations have 

not only provided employment opportunities for disabled adults but also have benefited from 

their valuable contributions.  147    

    stereotype    Simplistic and 

often inaccurate beliefs about 

the typical characteristics of 

particular groups of people.   

  Disabled Employees Make Valuable 
Contributions 

 Some large organizations like McDonald’s, Walmart, Home Depot, and Walgreens 
actively recruit disabled employees to work in positions such as cashiers, mainte-
nance workers, greeters, shelf stockers, and floor workers that help customers find 
items. Home Depot, for example, works with a nonprofit agency called Ken’s Krew, 
Inc., founded by parents of disabled adults, to recruit and place disabled employees in 
its stores.  148   Thus far, working with Ken’s Krew has enabled Home Depot to recruit 
and place disabled adults in over 60 of its stores.  149    

 Often, when given the opportunity, disabled employees make valuable contribu-
tions to their organizations. Walgreens opened an automated distribution center in 
Anderson, South Carolina, in which more than 40 percent of its 264 employees are dis-
abled.  150   For disabled employees like Harrison Mullinax, who has autism and checks 
in merchandise to be distributed to drugstores with a bar code scanner, having a regu-
lar job is a godsend. Randy Lewis, senior vice president of distribution and logistics at 
Walgreens, thought about hiring workers with disabilities when Walgreens was con-
sidering using technology to increase automation levels in a distribution center. Lewis, 
the father of a young adult son who has autism, was aware of how difficult it can be for 

 Ethics 
in Action 
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 Working through his training as a greeter, Jamie Heal 
embraces his job at Walmart with gusto. His new found 
independence became a catalyst for life changes (going by 
the name Cameron was one) as well as a deeper sense of 
self-respect.

young adults like his son to find employment. Various 
accommodations were made, like redesigning worksta-
tions and computer displays to suit employees’ needs, 
and employees received appropriate training in how to 
do their jobs. Some days, disabled employees are actu-
ally the most productive in the center. As Lewis puts it, 
“One thing we found is they can all do the job. . . . What 
surprised us is the environment that it’s created. It’s a 
building where everybody helps each other out.”  151   

 Walgreens is a large organization, but small organi-
zations also have benefited from the valuable contribu-
tions of disabled employees. Habitat International Inc., 
founded by current CEO David Morris and his father 
Saul over 30 years ago, is a manufacturer and contrac-
tor of indoor–outdoor carpet and artificial grass and a 
supplier to home improvement companies like Lowe’s 
and Home Depot.  152   Habitat’s profits have steadily 
increased over the years, and the factory’s defect rate is 
less than 0.5 percent.  153   

 Morris attributes Habitat’s success to its employees, 
75 percent of whom have either a physical or a men-
tal disability or both.  154   Habitat has consistently pro-

vided employment opportunities to people with disabilities such as Down syndrome, 
schizophrenia, or cerebral palsy.  155   The company has also hired the homeless, recov-
ering alcoholics, and non-English-speaking refugees from other countries. And these 
employees were relied on by plant manager Connie Presnell when she needed to fill a 
rush order by assigning it to a team of her fastest workers.  156   Habitat pays its employ-
ees regionally competitive wages and has low absence and turnover rates. Employees 
who need accommodations to perform their jobs are provided them, and Habitat has 
a highly motivated, satisfied, and committed workforce.  157   

 While Habitat has actually gained some business from clients who applaud its 
commitment to diversity, Habitat’s ethical values and social responsibility have also 
led the company to forgo a major account when stereotypes reared their ugly heads. 
Several years ago CEO Morris dropped the account of a distribution company because 
its representatives had made derogatory comments about his employees. Although it 
took Habitat two years to regain the lost revenues from this major account, Morris 
had no regrets.  158   Habitat’s commitment to diversity and fair treatment is a win–win 
situation; the company is thriving, and so are its employees.  159    

 Inaccurate perceptions leading to unfair treatment of diverse members of an organization 

also can be due to biases.    Biases    are systematic tendencies to use information about others 

in ways that result in inaccurate perceptions. Because of the way biases operate, people often 

are unaware that their perceptions of others are inaccurate. There are several types of biases. 

 The  similar-to-me effect  is the tendency to perceive others who are similar to ourselves 

more positively than we perceive people who are different.  160   The similar-to-me effect is 

summed up by the saying “Birds of a feather flock together.” It can lead to unfair treatment of 

diverse employees simply because they are different from the managers who are perceiving 

them, evaluating them, and making decisions that affect their future in the organization. 

 Managers (particularly top managers) are likely to be white men. Although these managers 

may endorse the principles of distributive and procedural justice, they may unintentionally 

fall into the trap of perceiving other white men more positively than they perceive women and 

minorities. This is the similar-to-me effect. Being aware of this bias as well as using objective 

information about employees’ capabilities and performance as much as possible in decision 

making about job assignments, pay raises, promotions, and other outcomes can help manag-

ers avoid the similar-to-me effect. 

    bias    The systematic 

tendency to use informa-

tion about others in ways 

that result in inaccurate 

perceptions.   
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 Social status—a person’s real or perceived position in a society or an organization—can 

be the source of another bias. The  social status effect  is the tendency to perceive individu-

als with high social status more positively than we perceive those with low social status. A 

high-status person may be perceived as smarter and more believable, capable, knowledge-

able, and responsible than a low-status person, even in the absence of objective information 

about either person. 

 The salience effect focuses extra attention on a person who stands out from the group 

mold. Part of being a good manager includes being aware of these sorts of tendencies and 

actively working against them. 

 Imagine being introduced to two people at a company holiday party. Both are white men in 

their late 30s, and you learn that one is a member of the company’s top management team and 

the other is a supervisor in the mailroom. From this information alone, you might assume that 

the top manager is smarter, more capable, more responsible, and even more interesting than 

the mailroom supervisor. Because women and minorities have traditionally had lower social 

status than white men, the social status effect may lead some people to perceive women and 

minorities less positively than they perceive white men. 

 Have you ever stood out in a crowd? Maybe you were the only man in a group of women; 

or maybe you were dressed formally for a social gathering, and everyone else was in jeans. 

Salience (that is, conspicuousness) is another source of bias. The  salience effect  is the ten-

dency to focus attention on individuals who are conspicuously different from us. When peo-

ple are salient, they often feel as though all eyes are watching them, and this perception is 

not far from the mark. Salient individuals are more often the object of attention than are other 

members of a work group, for example. A manager who has six white subordinates and one 

Hispanic subordinate reporting to her may inadvertently pay more attention to the Hispanic in 

group meetings because of the salience effect. In “A Manager’s Challenge,” Bob Moritz of 

PwC experienced salience firsthand when he lived and worked in Japan for three years. 

 Individuals who are salient are often perceived to be primarily responsible for outcomes 

and operations and are evaluated more extremely in either a positive or a negative direc-

tion.  161   Thus when the Hispanic subordinate does a good job on a project, she receives exces-

sive praise, and when she misses a deadline, she is excessively chastised.  

  Overt Discrimination 
 Inaccurate schemas and perceptual biases can lead well-meaning managers and organiza-

tional members to unintentionally discriminate against others. On the other hand,    overt 

  d iscrimination   , or knowingly and willingly denying diverse individuals access to opportu-

nities and outcomes in an organization, is intentional and deliberate. Overt discrimination is 

both unethical and illegal. Unfortunately, just as some managers steal from their organiza-

tions, others engage in overt discrimination. 

 Overt discrimination is a clear violation of the principles of distributive and procedural 

justice. Moreover, when managers are charged with overt discrimination, costly lawsuits 

can ensue. Organizations ranging from the Adam’s Mark chain of luxury hotels, Texaco, 

and Ford Motor Company to Johnson & Johnson, BellSouth, Coca-Cola, Merrill Lynch, the 

National Football League, General Electric, Walmart, and Nike either have settled or face 

pending lawsuits alleging overt workplace discrimination.  162   Whereas in the past, lawsuits 

due to overt workplace discrimination focused on unfair treatment of women and minority 

group members, given the aging of the U.S. workforce, increasing numbers of discrimination 

cases are being brought by older workers who believe they were unfairly dismissed from their 

jobs due to their age.  163   

 Despite all the advances that have been made, allegations of overt discrimination based 

on gender, race, age, and other forms of diversity continue to occur in the United States. 

For example, Nike settled a class action lawsuit filed on behalf of 400 African-American 

employees of its Chicago Niketown store.  164   Employees claimed that managers used racial 

slurs when referring to African-American employees and customers, gave African-American 

employees lower-paying jobs, made unwarranted accusations of theft, and had security per-

sonnel monitor employees and customers based on race.  165   Although Nike denied the allega-

tions, as part of the settlement, Nike agreed to pay current and former employees $7.6 million 

    overt discrimination    

Knowingly and willingly deny-

ing diverse individuals access 

to opportunities and out-

comes in an organization.   
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and also agreed to promote effective management of diversity, partly by providing diversity 

training to all managers and supervisors in the store.  166   

 Overt discrimination continues to be a problem in other countries as well. For example, 

although Japan passed its first Equal Employment Opportunity Law in 1985 and Japanese 

women are increasingly working in jobs once dominated by men, professional Japanese 

women have continued to find it difficult to advance in their careers and assume managerial 

positions.  167   Women make up almost half of the Japanese workforce, but only around 10 per-

cent of managerial positions in business and government are occupied by women, according 

to the International Labor Organization agency of the United Nations.  168   

 According to the United Nations Development Program’s gender empowerment measure, 

which assesses the participation of women in a country’s politics and economy, Japan is the 

most unequal of the world’s wealthy nations when it comes to women.  169   Takako Ariishi 

witnessed women’s struggle in Japan firsthand. As an employee of a family-owned manu-

facturing business that supplies parts to Nissan,  170   Ariishi was fired by her own father (who 

was then president of the company) when she had a son (her father claimed that her son 

would be his successor as president). Nonetheless, when Ariishi’s father died, she took over 

as company president. Her company is one of 160 Nissan suppliers in Japan, and the heads 

of these companies meet twice a year; Ariishi is the only woman among the 160 presidents, 

and the first time the group met, she was asked to wait in a separate room with the secretaries. 

Miiko Tsuda, an employee of a tutoring company, indicated that she is paid less than her male 

coworkers, and she is often asked to push elevator buttons and make tea for male coworkers. 

Only 5 of the company’s 300 management employees are women.  171   

 Overt discrimination also can be a potential problem when in comes to layoff decisions. 

Organizational restructurings, a weak economy, and the recession that began in December 

2007  172   led to record numbers of U.S. employees being laid off from 2007 to 2010. Although 

it is always a challenge for managers to decide who should be let go when layoffs take place, 

some laid-off employees felt that factors that should be irrelevant to this tough decision 

played a role in the layoffs at their former employers. And while many workers who believe 

they were unfairly discriminated against do not pursue legal remedies, some filed lawsuits 

alleging discrimination in layoff decisions. 

 Age-related discrimination complaints have been at record highs in recent times.  173   

According to a press release issued in 2012 by the EEOC, “The number of age discrimination 

charges filed with the Commission increased by 50% since 2000.”  174   Although this might be 

due to the fact that there were more older employees in the workforce than in previous years, 

David Grinberg, speaking on behalf of the EEOC, suggests that the rise in age discrimination 

allegations could also be due to the fact that older workers tend to be paid more and have 

better benefits.  175   For example, Joan Zawacki, in her late 50s, was laid off from her posi-

tion as a vice president at the Cartus division of Realogy Corp. after having worked at the 

company for over 30 years. According to Zawacki, senior managers such as herself were told 

to discreetly talk with older workers in a friendly manner and suggest that they inquire with 

human resources about early retirement packages while protecting the jobs of younger work-

ers. Zawacki indicates that she was laid off after not having convinced an older employee in 

her department to retire. A company spokesperson disputed the allegations in Zawacki’s age 

discrimination lawsuit. In addition, over 90 employees at the Lawrence Livermore National 

Laboratory have filed complaints alleging age discrimination in layoffs. Eddy Stappaerts, 

a 62-year-old senior scientist who had worked at the lab for 11 years and has a PhD from 

Stanford University, says, “A week before I was laid off, my boss said my contributions were 

essential.”  176   He alleges that some of the work he did was given to a younger employee.  177   

 Some women laid off from their jobs in the financial industry filed lawsuits alleging gen-

der discrimination. Laid-off female executives at Citigroup, Merrill Lynch, Bank of America, 

and Bank of Tokyo have claimed that gender played a role in their firings.  178   In some cases 

the women had done very well in their early years with the firms, were transferred to less 

desirable positions after becoming pregnant and taking maternity leaves, and ultimately were 

let go. Some of these women suggest that they were laid off even though they were just as 

qualified as men who were able to keep their jobs.  179   

 Four former human resource managers at Dell filed a class action lawsuit alleging that 

Dell’s massive layoffs discriminated against women and employees over age 40 and that 
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women were unfairly treated in pay and promotions.  180   Dell agreed to settle the lawsuit for 

$9.1 million while not admitting any wrongdoing.  181   Although many companies charged with 

discrimination allege that no discrimination took place, these are matters for the courts to 

decide.  182        

   V arious kinds of barriers arise to managing diversity effectively in orga-

nizations. Some barriers originate in the person doing the perceiving; 

others are based on the information and schemas that have built up over 

time concerning the person being perceived. To overcome these barriers 

and effectively manage diversity, managers (and other organizational 

members) must possess or develop certain attitudes and values and the 

skills needed to change other people’s attitudes and values. 

  Steps in Managing Diversity Effectively 
 Managers can take a number of steps to change attitudes and values and promote the effective 

management of diversity. Here we describe these steps, some of which we have referred to 

previously (see  Table 5.4 ).  

  SECURE TOP MANAGEMENT COMMITMENT   As we mentioned earlier in 

the chapter, top management’s commitment to diversity is crucial for the success of any 

 diversity-related initiatives. Top managers need to develop the correct ethical values and 

 performance- or business-oriented attitudes that allow them to make appropriate use of their 

human resources.  

  STRIVE TO INCREASE THE ACCURACY OF PERCEPTIONS   One aspect of 

developing the appropriate values and attitudes is to take steps to increase the accuracy of 

perceptions. Managers should consciously attempt to be open to other points of view and 

perspectives, seek them out, and encourage their subordinates to do the same.  183   Organiza-

tional members who are open to other perspectives put their own beliefs and knowledge to 

an important reality test and will be more inclined to modify or change them when neces-

sary. Managers should not be afraid to change their views about a person, issue, or event; 

moreover, they should encourage their subordinates to be open to changing their views in the 

light of disconfirming evidence. Additionally, managers and all members of an organization 

should strive to avoid making snap judgments about people; rather, judgments should be 

made only when sufficient and relevant information has been gathered.  184    

How to Manage 
Diversity 

Effectively

 LO5-5 

 List the steps managers can 
take to effectively manage 
diversity. 

     • Secure top management commitment.  

   • Increase the accuracy of perceptions.  

   • Increase diversity awareness.  

   • Increase diversity skills.  

   • Encourage flexibility.  

   • Pay close attention to how employees are evaluated.  

   • Consider the numbers.  

   • Empower employees to challenge discriminatory behaviors, actions, and remarks.  

   • Reward employees for effectively managing diversity.  

   • Provide training utilizing a multipronged, ongoing approach.  

   • Encourage mentoring of diverse employees.    

Table 5.4

 Promoting the Effective Management of Diversity 
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  INCREASE DIVERSITY AWARENESS   It is natural for managers and other members 

of an organization to view other people from their own perspective because their own feel-

ings, thoughts, attitudes, and experiences guide their perceptions and interactions. The ability 

to appreciate diversity, however, requires that people become aware of other perspectives 

and the various attitudes and experiences of others. Many diversity awareness programs in 

organizations strive to increase managers’ and workers’ awareness of (1) their own attitudes, 

biases, and stereotypes and (2) the differing perspectives of diverse managers, subordinates, 

coworkers, and customers. Diversity awareness programs often have these goals:  185  

    • Providing organizational members with accurate information about diversity.  

   • Uncovering personal biases and stereotypes.  

   • Assessing personal beliefs, attitudes, and values and learning about other points of view.  

   • Overturning inaccurate stereotypes and beliefs about different groups.  

   • Developing an atmosphere in which people feel free to share their differing perspectives 

and points of view.  

   • Improving understanding of others who are different from oneself.    

 Sometimes simply taking the time to interact with someone who is different in some way 

can increase awareness. When employees and managers are at social functions or just having 

lunch with a coworker, often the people they interact with are those they feel most comfort-

able with. If all members of an organization make an effort to interact with people they ordi-

narily would not, mutual understanding is likely to be enhanced.  186   

 In large organizations, top managers are often far removed from entry-level employees—

they may lack a real understanding and appreciation for what these employees do day in and 

day out, the challenges and obstacles they face, and the steps that can be taken to improve 

effectiveness. Recognizing this fact, some managers have taken concrete steps to improve 

their understanding of the experiences, attitudes, and perspectives of frontline employees, as 

indicated in the accompanying “Management Insight” feature.   

  Top Execs Improve Their Understanding 
of the Front Line 

 A growing number of organizations are implementing programs whereby top managers 
spend time performing the jobs of frontline employees to improve their understanding of 
the challenges these employees face and ways to improve their working conditions.  187   
For example, DaVita Inc.,  188   a major provider of kidney dialysis services in the United 

States, has a program called “Reality 101” through which senior 
executives who have never worked in a dialysis clinic spend time 
working as clinic technicians. Dialysis helps patients whose 
kidneys are not working properly to eliminate waste from their 
bloodstream. Treatments last around four hours, and patients 
often require multiple treatments per week.  189    

 Carolyn Kibler, a senior executive at DaVita who oversaw 48 
clinics and around 750 employees, gained a much better under-
standing of the challenges technicians face, the nature of their 
jobs, and how best to manage them as a result of her participa-
tion in Reality 101. A former nurse, Kibler was surprised at how 
physically and emotionally demanding the job was and the high 
levels of stress it entailed. She also gained a real appreciation of 
the high levels of empathy technicians have for their patients— 
trying to make them as comfortable as possible, helping them 
deal with their frustrations, and mourning the loss of those who 
die as a result of their often multiple medical problems.  190   

 Management 
Insight 

 An executive meets with those who report to her to 
gain a better understanding of their jobs and the chal-
lenges they face.
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 Realizing how hard technicians work and how hectic and stressful the clinics can 
be, Kibler became more understanding when paperwork was submitted late due to staff 
shortages, gave positive feedback to those who might have to miss meetings or confer-
ence calls to treat patients, tried to avoid giving clinics last-minute requests and deadlines 
for reports, and was more forthcoming with praise for clinic staff. More fully appreciat-
ing how patient care is the top priority and the nature of work on the clinic floor, Kibler 
was also more sensitive to how her own initiatives might affect these frontline employ-
ees and the patients they serve. As she indicated, “I am more conscious of the power of 
my words and my actions and the impact they have down in the organization.”  191   

 As part of its “Now Who’s Boss Day,” senior executives at Loews Hotels perform 
entry-level jobs one day per year to appreciate and understand the challenges in these 
jobs and ways to make performing them easier while improving customer service.  192   
This program originated when Loews Hotels then CEO and current chairman Jonathan 
Tisch  193   took part in a reality TV show called  Now Who’s Boss?  and performed the jobs 
of pool attendant, housekeeper, and bellman at a Florida hotel. He perspired so much 
in the polyester uniform people in these jobs were required to wear that he changed the 
uniform. As a result of another manager’s experience in the trenches, handlebars were 
installed on room service carts so they weren’t as difficult to push.  194   

 Clearly the jobs frontline employees perform are essential for organizational func-
tioning. When top managers, who are far removed from these jobs, gain a better under-
standing of these jobs and the employees who perform them, they are in a better position 
to manage them effectively.  

  INCREASE DIVERSITY SKILLS   Efforts to increase diversity skills focus on improv-

ing how managers and their subordinates interact with each other and improving their ability 

to work with different kinds of people.  195   An important issue here is being able to communi-

cate with diverse employees. Diverse organizational members may have different communi-

cation styles, may differ in their language fluency, may use words differently, may differ in 

the nonverbal signals they send through facial expressions and body language, and may differ 

in how they perceive and interpret information. Managers and their subordinates must learn to 

communicate effectively with one another if an organization is to take advantage of the skills 

and abilities of its entire workforce. Educating organizational members about differences in 

ways of communicating is often a good starting point. 

 Diversity education can help managers and subordinates gain a better understanding of how 

people may interpret certain kinds of comments. Diversity education also can help employees 

learn how to resolve misunderstandings. Organizational members should feel comfortable 

enough to “clear the air” and solve communication difficulties and misunderstandings as they 

occur rather than letting problems grow and fester without acknowledgment.  

  ENCOURAGE FLEXIBILITY   Managers and their subordinates must learn how to be 

open to different approaches and ways of doing things. This does not mean organizational 

members have to suppress their personal styles. Rather, it means they must be open to, and 

not feel threatened by, different approaches and perspectives and must have the patience and 

flexibility needed to understand and appreciate diverse perspectives.  196   

 To the extent feasible, managers should also be flexible enough to incorporate the differ-

ing needs of diverse employees. Earlier we mentioned that religious diversity suggests that 

people of certain religions might need time off for holidays that are traditionally workdays in 

the United States; managers need to anticipate and respond to such needs with flexibility (per-

haps letting people skip the lunch hour so they can leave work early). Moreover, flexible work 

hours, the option to work from home, and cafeteria-style benefit plans (see Chapter 12) are 

just a few of the many ways in which managers can respond to the differing needs of diverse 

employees while enabling those employees to be effective contributors to an organization.  

  PAY CLOSE ATTENTION TO HOW ORGANIZATIONAL MEMBERS ARE 

EVALUATED   Whenever feasible, it is desirable to rely on objective performance indica-

tors (see Chapter 12) because they are less subject to bias. When objective indicators are not 
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available or are inappropriate, managers should ensure that adequate time and attention are 

focused on the evaluation of employees’ performance and that evaluators are held account-

able for their evaluations.  197   Vague performance standards should be avoided.  198    

  CONSIDER THE NUMBERS   Looking at the numbers of members of different minor-

ity groups and women in various positions, at various levels in the hierarchy, in locations that 

differ in their desirability, and in any other relevant categorizations in an organization can 

tell managers important information about potential problems and ways to rectify them.  199   If 

members of certain groups are underrepresented in particular kinds of jobs or units, managers 

need to understand why this is the case and resolve any problems they might uncover.  

  EMPOWER EMPLOYEES TO CHALLENGE DISCRIMINATORY BEHAVIORS, 

ACTIONS, AND REMARKS   When managers or employees witness another organi-

zational member being unfairly treated, they should be encouraged to speak up and rectify 

the situation. Top managers can make this happen by creating an organizational culture (see 

Chapter 3) that has zero tolerance for discrimination. As part of such a culture, organizational 

members should feel empowered to challenge discriminatory behavior, whether the behavior 

is directed at them or they witness it being directed at another employee.  200    

  REWARD EMPLOYEES FOR EFFECTIVELY MANAGING DIVERSITY   If effec-

tive management of diversity is a valued organizational objective, then employees should be 

rewarded for their contributions to this objective.  201   For example, after settling a major race 

discrimination lawsuit, Coca-Cola Company now ties managers’ pay to their achievement of 

diversity goals. Examples of other organizations that do so include American Express and 

Bayer Corporation.  202    

  PROVIDE TRAINING UTILIZING A MULTIPRONGED, ONGOING APPROACH   

Many managers use a multipronged approach to increase diversity awareness and skills in 

their organizations; they use films and printed materials supplemented by experiential exer-

cises to uncover hidden biases and stereotypes. Sometimes simply providing a forum for 

people to learn about and discuss their differing attitudes, values, and experiences can be 

a powerful means of increasing awareness. Also useful are role-plays that enact problems 

resulting from lack of awareness and show the increased understanding that comes from 

appreciating others’ viewpoints. Accurate information and training experiences can debunk 

stereotypes. Group exercises, role-plays, and diversity-related experiences can help organi-

zational members develop the skills they need to work effectively with a variety of people. 

Many organizations hire outside consultants to provide diversity training, in addition to utiliz-

ing their own in-house diversity experts.  203   

 United Parcel Service (UPS), a package delivery company, developed an innovative com-

munity internship program to increase the diversity awareness and skills of its managers and, 

at the same time, benefit the wider community. Upper and middle managers participating in 

the program take one month off the job to be community interns.  204   They work in community 

organizations helping people who in many instances are very different from themselves—

such organizations include a detention center in McAllen, Texas, for Mexican immigrants; 

homeless shelters; AIDS centers; Head Start programs; migrant farmworker assistance 

groups; and groups aiming to halt the spread of drug abuse in inner cities. 

 Interacting with and helping diverse people enhances the interns’ awareness of diversity 

because they experience it firsthand. Bill Cox, a UPS division manager who spent a month 

in the McAllen detention center, summed up his experience of diversity: “You’ve got these 

[thousands of] migrant workers down in McAllen . . . and they don’t want what you have. All 

they want is an opportunity to earn what you have. That’s a fundamental change in under-

standing that only comes from spending time with these people.”  205   

 Many managers who complete the UPS community internship program have superior 

diversity skills as a result of their experiences. During their internships, they learn about dif-

ferent cultures and approaches to work and life; they learn to interact effectively with people 

whom they ordinarily do not come into contact with; and they are forced to learn flexibility 

because of the dramatic differences between their roles at the internship sites and their roles 

as managers at UPS.  



Free ebooks ==>   www.ebook777.com
148 Chapter Five

  ENCOURAGE MENTORING OF DIVERSE EMPLOYEES   Unfortunately African 

Americans and other minorities continue to be less likely to attain high-level positions in their 

organizations; and for those who do attain them, the climb up the corporate ladder typically 

takes longer than it does for white men. David Thomas, a professor at the Harvard Business 

School, has studied the careers of minorities in corporate America. One of his major conclu-

sions is that mentoring is very important for minorities, most of whom have reached high lev-

els in their organizations by having a solid network of mentors and contacts.  206      Mentoring    is 

a process by which an experienced member of an organization (the mentor) provides advice 

and guidance to a less experienced member (the protégé) and helps the less experienced mem-

ber learn how to advance in the organization and in his or her career. 

 According to Thomas, effective mentoring is more than providing instruction, offering 

advice, helping build skills, and sharing technical expertise. Of course these aspects of men-

toring are important and necessary. However, equally important is developing a high-quality, 

close, and supportive relationship with the protégé. Emotional bonds between a mentor and 

a protégé can enable a protégé, for example, to express fears and concerns, and sometimes 

even reluctance to follow a mentor’s advice. The mentor can help the protégé build his or her 

confidence and feel comfortable engaging in unfamiliar work behaviors.  207         

   Sexual harassment seriously damages both the people who are harassed 

and the reputation of the organization in which it occurs. It also can cost 

organizations large amounts of money. In 1995, for example, Chevron 

Corporation agreed to pay $2.2 million to settle a sexual harassment law-

suit filed by four women who worked at the Chevron Information Tech-

nology Company in San Ramon, California. One woman involved in the suit said she had 

received violent pornographic material through the company mail. Another, an electrical 

engineer, said she had been asked to bring pornographic videos to Chevron workers at an 

Alaska drill site.  208   More recently, in 2001 TWA spent $2.6 million to settle a lawsuit that 

alleged female employees were sexually harassed at JFK International Airport in New York. 

According to the EEOC, not only was sexual harassment tolerated at TWA, but company 

officials did little to curtail it when it was brought to their attention.  209   

 Unfortunately the events at Chevron and TWA are not isolated incidents.  210   In 2011 

two lawsuits were filed against American Apparel and its founder and CEO, Dov Charney, 

alleging sexual harassment.  211   Of the 607 women surveyed by the National Association for 

Female Executives, 60 percent indicated that they had experienced some form of sexual 

harassment.  212   In a survey conducted by the Society for Human Resource Management of 

460 companies, 36 percent of the companies indicated that, within the last 24 months, one or 

more employees claimed that they had been sexually harassed.  213   Sexual harassment victims 

can be women or men, and their harassers do not necessarily have to be of the opposite sex.  214   

However, women are the most frequent victims of sexual harassment, particularly those in 

male-dominated occupations or those who occupy positions stereotypically associated with 

certain gender relationships, such as a female secretary reporting to a male boss. Though it 

occurs less frequently, men can also be victims of sexual harassment. For instance, several 

male employees at Jenny Craig filed a lawsuit claiming they were subject to lewd and inap-

propriate comments from female coworkers and managers.  215   Sexual harassment is not only 

unethical; it is also illegal. Managers have an ethical obligation to ensure that they, their 

coworkers, and their subordinates never engage in sexual harassment, even unintentionally. 

   Forms of Sexual Harassment 
 There are two basic forms of sexual harassment: quid pro quo sexual harassment and hostile 

work environment sexual harassment.    Quid pro quo sexual harassment    occurs when a 

harasser asks or forces an employee to perform sexual favors to keep a job, receive a promo-

tion, receive a raise, obtain some other work-related opportunity, or avoid receiving negative 

consequences such as demotion or dismissal.  216   This “Sleep with me, honey, or you’re fired” 

form of harassment is the more extreme type and leaves no doubt in anyone’s mind that 

sexual harassment has taken place.  217   
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which an experienced mem-

ber of an organization (the 

mentor) provides advice and 

guidance to a less experi-

enced member (the protégé) 

and helps the less experi-

enced member learn how to 

advance in the organization 

and in his or her career.   

Sexual 
Harassment

    quid pro quo sexual 

harassment    Asking for 

or forcing an employee to 

perform sexual favors in 

exchange for receiving some 

reward or avoiding negative 

consequences.   

 LO5-6 

 Identify the two major forms 
of sexual harassment and 
how they can be eliminated. 
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    Hostile work environment sexual  h arassment    is more subtle. It occurs when organi-

zational members face an intimidating, hostile, or offensive work environment because of 

their sex.  218   Lewd jokes, sexually oriented comments or innuendos, vulgar language, displays 

of pornography, displays or distribution of sexually oriented objects, and sexually oriented 

remarks about one’s physical appearance are examples of hostile work environment sexual 

harassment.  219   A hostile work environment interferes with organizational members’ ability 

to perform their jobs effectively and has been deemed illegal by the courts. Managers who 

engage in hostile work environment harassment or allow others to do so risk costly lawsuits 

for their organizations. For example, in February 2004 a federal jury awarded Marion Schwab 

$3.24 million after deliberating on her sexual harassment case against FedEx.  220   Schwab was 

the only female tractor-trailer driver at the FedEx facility serving the Harrisburg International 

Airport vicinity in Middletown, Pennsylvania, from 1997 to 2000. During that period she 

was the target of sexual innuendos, was given inferior work assignments, and was the brunt 

of derogatory comments about her appearance and the role of women in society. On five 

occasions the brakes on her truck were tampered with. The federal EEOC sued FedEx, and 

Schwab was part of the suit.  221   

 The courts have recently recognized other forms of hostile work environment harassment, 

in addition to sexual harassment. For example, in June 2006 a California jury awarded $61 

million in punitive and compensatory damages to two FedEx Ground drivers. The drivers, 

who are of Lebanese descent, indicated that they faced a hostile work environment and high 

levels of stress because a manager harassed them with racial slurs for two years.  222    

  Steps Managers Can Take to Eradicate 
Sexual Harassment 
 Managers have an ethical obligation to eradicate sexual harassment in their organizations. 

There are many ways to accomplish this objective. Here are four initial steps managers can 

take to deal with the problem:  223  

    •  Develop and clearly communicate a sexual harassment policy endorsed by top manage-

ment.  This policy should include prohibitions against both quid pro quo and hostile work 

environment sexual harassment. It should contain (1) examples of types of behavior that are 

unacceptable, (2) a procedure for employees to use to report instances of harassment, (3) a 

discussion of the disciplinary actions that will be taken when harassment has taken place, 

and (4) a commitment to educate and train organizational members about sexual harassment.  

   •  Use a fair complaint procedure to investigate charges of sexual harassment.  Such a pro-

cedure should (1) be managed by a neutral third party, (2) ensure that complaints are 

dealt with promptly and thoroughly, (3) protect and fairly treat victims, and (4) ensure 

that alleged harassers are fairly treated.  

   •  When it has been determined that sexual harassment has taken place, take corrective 

actions as soon as possible.  These actions can vary depending on the severity of the harass-

ment. When harassment is extensive, prolonged, of a quid pro quo nature, or severely 

objectionable in some other manner, corrective action may include firing the harasser.  

   •  Provide sexual harassment education and training to all organizational members, 

including managers.  The majority of  Fortune  500 firms currently provide this education 

and training for their employees. Managers at DuPont, for example, developed DuPont’s 

“A Matter of Respect” program to help educate employees about sexual harassment and 

eliminate its occurrence. The program includes a four-hour workshop in which partici-

pants are given information that defines sexual harassment, sets forth the company’s 

policy against it, and explains how to report complaints and access a 24-hour hotline. 

Participants watch video clips showing actual instances of harassment. One clip shows a 

saleswoman having dinner with a male client who, after much negotiating, seems about 

to give her company his business when he suddenly suggests that they continue their 

conversation in his hotel room. The saleswoman is confused about what to do. Will she 

be reprimanded if she says no and the deal is lost? After watching a video, participants 

discuss what they have seen, why the behavior is inappropriate, and what organizations 

    hostile work environment 

sexual harassment     Telling 

lewd jokes, displaying por-

nography, making sexually 

oriented remarks about 

someone’s personal appear-

ance, and other sex-related 

actions that make the work 

environment unpleasant.   
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can do to alleviate the problem.  224   Throughout the program, managers stress to employ-

ees that they do not have to tolerate sexual harassment or get involved in situations in 

which harassment is likely to occur. 

 Barry S. Roberts and Richard A. Mann, experts on business law and authors of several 

books on the topic, suggest a number of additional factors that managers and all members of 

an organization need to keep in mind about sexual harassment:  225    

   • Every sexual harassment charge should be taken seriously.  

   • Employees who go along with unwanted sexual attention in the workplace can be sexual 

harassment victims.  

   • Employees sometimes wait before they file complaints of sexual harassment.  

   • An organization’s sexual harassment policy should be communicated to each new 

employee and reviewed with current employees periodically.  

   • Suppliers and customers need to be familiar with an organization’s sexual harassment 

policy.  

   • Managers should give employees alternative ways to report incidents of sexual 

harassment.  

   • Employees who report sexual harassment must have their rights protected; this includes 

being protected from any potential retaliation.  

   • Allegations of sexual harassment should be kept confidential; those accused of harass-

ment should have their rights protected.  

   • Investigations of harassment charges and any resultant disciplinary actions need to pro-

ceed in a timely manner.  

   • Managers must protect employees from sexual harassment from third parties they may 

interact with while performing their jobs, such as suppliers or customers.  226             

   T HE INCREASING DIVERSITY OF THE WORKFORCE AND THE 

ENVIRONMENT  Diversity is dissimilarity or differences among peo-

ple. Diversity is a pressing concern for managers and organizations for 

business and ethical reasons. There are multiple forms of  d iversity such 

as age, gender, race and ethnicity, religion, capabilities/disabilities, 

socioeconomic background, sexual orientation, and physical appearance.   

  MANAGERS  A ND THE EFFECTIVE MANAGEMENT OF DIVERSITY  Both the work-

force and the organizational environment are increasingly diverse, and effectively managing 

this diversity is an essential component of management. In each of their managerial roles, 

managers can encourage the effective management of diversity, which is both an ethical and 

a business imperative.   

  PERCEPTION   P erception is the process through which people select, organize, and inter-

pret sensory input to give meaning and order to the world around them. It is inherently sub-

jective. Schemas guide perception; when schemas are based on a single visible characteristic 

such as race or gender, they are inaccurate stereotypes that lead to unfair treatment. Unfair 

treatment also can result from biases and overt discrimination.   

  HOW  T O MANAGE DIVERSITY EFFECTIVELY  Managers can take many steps to 

effectively manage diversity. Effective management of diversity is an ongoing process that 

requires frequent monitoring.   

  SEXUAL  H ARASSMENT  Two forms of sexual harassment are quid pro quo sexual 

harassment and hostile work environment sexual harassment. Steps that managers can take to 

eradicate sexual harassment include development and communication of a sexual harassment 

policy endorsed by top management, use of fair complaint procedures, prompt corrective 

action when harassment occurs, and sexual harassment training and education.  

Summary and 
Review

 LO5-1 

 LO5-2, 5-3 

 LO5-4 

 LO5-5 

 LO5-6 
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  Management in Action   
  Topics for Discussion and Action 

  Discussion 

    1. Discuss why violations of the principles of distributive 

and procedural justice continue to occur in modern 

organizations. What can managers do to uphold these 

principles in their organizations?  [LO5-2, 5-3, 5-4, 5-5]

   2. Why are workers who test positive for HIV sometimes 

discriminated against?  [LO5-1, 5-4]   

   3. Why would some employees resent accommodations 

made for employees with disabilities that are dictated 

by the Americans with Disabilities Act?  [LO5-1, 5-4]   

   4. Discuss the ways in which schemas can be functional 

and dysfunctional.  [LO5-4]   

   5. Discuss an occasion when you may have been 

treated unfairly because of stereotypical thinking. 

What stereotypes were applied to you? How did they 

result in your being treated unfairly?  [LO5-4]   

   6. How does the similar-to-me effect influence your own 

behavior and decisions?  [LO5-4]   

   7. Why is mentoring particularly important for minorities? 

[LO5-5]   

   8. Why is it important to consider the numbers of 

different groups of employees at various levels in an 

organization’s hierarchy?  [LO5-5]   

   9. Think about a situation in which you would have 

benefited from mentoring but a mentor was not 

available. What could you have done to try to get the 

help of a mentor in this situation?  [LO5-5]     

  Action 

    10. Choose a  Fortune  500 company not mentioned in the 

chapter. Conduct research to determine what steps this 

organization has taken to effectively manage diversity 

and eliminate sexual harassment.  [LO5-2, 5-5, 5-6]       

  Building Management Skills   
  Solving Diversity-Related Problems [LO5-1, 5-2, 5-3, 5-4, 5-5, 5-6]   
  Think about the last time that you (1) were treated 

unfairly because you differed from a decision maker on a 

particular dimension of diversity or (2) observed someone 

else being treated unfairly because that person differed 

from a decision maker on a particular dimension of 

diversity. Then answer these questions: 

    1. Why do you think the decision maker acted unfairly in 

this situation?  

   2. In what ways, if any, were biases, stereotypes, or 

overt discrimination involved in this situation?  

   3. Was the decision maker aware that he or she was 

acting unfairly?  

   4. What could you or the person who was treated 

unfairly have done to improve matters and rectify the 

injustice on the spot?  

   5. Was any sexual harassment involved in this situation? 

If so, what kind was it?  

   6. If you had authority over the decision maker (that is, 

if you were his or her manager or supervisor), what 

steps would you take to ensure that the decision 

maker stops treating people unfairly?      

  Managing Ethically  [LO5-1, 5-2, 5-3, 5-5]    

  S
 ome companies require that their employees work 

long hours and travel extensively. Employees with 

young children, employees taking care of elderly relatives, 

and employees who have interests outside the workplace 

sometimes find that their careers are jeopardized if they try 

to work more reasonable hours or limit their work-related 

travel. Some of these employees feel that it is unethical for 

their managers to expect so much of them in the workplace 

and not understand their needs as parents and caregivers. 

  Questions 

    1. Either individually or in a group, think about the ethical 

implications of requiring long hours and extensive 

amounts of travel for some jobs.  

   2. What obligations do you think managers and 

companies have to enable employees to have 

balanced lives and meet nonwork needs and 

demands?     
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  Small Group Breakout Exercise     
  Determining If a Problem Exists [LO5-1, 5-2, 5-3, 5-4, 5-5] 

  Form groups of three or four people, and appoint one member as the spokesperson who will communicate your 

findings to the whole class when called on by the instructor. Then discuss the following scenario:  

  Y
 ou and your partners own and manage a local chain 

of restaurants, with moderate to expensive prices, 

that are open for lunch and dinner during the week and 

for dinner on weekends. Your staff is diverse, and you 

believe that you are effectively managing diversity. Yet on 

visits to the different restaurants you have noticed that your 

African-American employees tend to congregate together 

and communicate mainly with each other. The same is true 

for your Hispanic employees and your white employees. 

You are meeting with your partners today to discuss this 

observation. 

    1. Discuss why the patterns of communication that you 

observed might be occurring in your restaurants.  

   2. Discuss whether your observation reflects an 

underlying problem. If so, why? If not, why not?  

   3. Discuss whether you should address this issue with 

your staff and in your restaurants. If so, how and 

why? If not, why not?     

  Exploring the World Wide Web  [LO5-1, 5-2, 5-3, 5-5, 5-6]    

  G
 o to the U.S. government websites that deal with 

employment issues, diversity, and sexual harassment, 

such as the websites of the Equal Employment Opportunity 

Commission (EEOC) and the Bureau of Labor Statistics. After 

reviewing these websites, develop a list of tips to help man-

agers effectively manage diversity and avoid costly lawsuits.  

  Be the Manager  [LO5-1, 5-2, 5-3, 5-4, 5-5]  

  Y
 ou are Maria Herrera and have been recently pro-

moted to the position of director of financial analysis 

for a medium-sized consumer goods firm. During your first 

few weeks on the job, you took the time to have lunch with 

each of your subordinates to try to get to know them better. 

You have 12 direct reports who are junior and senior finan-

cial analysts who support different product lines. Susan 

Epstein, one of the female financial analysts you had lunch 

with, made the following statement: “I’m so glad we finally 

have a woman in charge. Now, hopefully things will get 

better around here.” You pressed Epstein to elaborate, but 

she clammed up. She indicated that she didn’t want to 

unnecessarily bias you and that the problems were pretty 

self-evident. In fact, Epstein was surprised that you didn’t 

know what she was talking about and jokingly mentioned 

that perhaps you should spend some time undercover, 

observing her group and their interactions with others. 

 You spoke with your supervisor and the former direc-

tor, who had been promoted and had volunteered to be 

on call if you had any questions. Neither man knew of any 

 diversity-related issues in your group. In fact, your super-

visor’s response was, “We’ve got a lot of problems, but 

fortunately that’s not one of them.” 

 What are you going to do to address this issue?  
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   The Wall Street Journal  Case in the News   

   E
 veryone has hidden biases. For 

Denise Russell Fleming, a vice 

president at  BAE Systems  Inc., they 

include overlooking quieter colleagues 

during meetings. “I may have not 

made the best decisions” because of 

inadequate input from introverts, she 

says, adding that she tends to favor 

more talkative personalities. 

 As they struggle to diversify their 

workforces, big businesses are teach-

ing staffers to recognize that “uncon-

scious bias”—or an implicit preference 

for certain groups—often influences 

important workplace decisions. 

 BAE, a major defense contrac-

tor, is among the growing number 

of U.S. corporations offering training 

programs aimed at overcoming these 

hidden biases. As many as 20 percent 

of large U.S. employers with diversity 

programs now provide unconscious 

bias training, up from 2 percent five 

years ago, and that figure could hit 50 

percent in five years, says Margaret 

Regan, head of FutureWork Institute, 

a diversity consultancy. 

 “It is the most requested and pop-

ular diversity topic now,” says Regan, 

whose firm recently instructed 2,000 

 Microsoft  managers about uncon-

scious bias. 

 Everyone unwittingly favors certain 

types of people based on their upbring-

ing, experience, and values because 

human beings need bias to survive, 

diversity experts say. For example, 

you might prefer fellow graduates of 

your alma mater. Left unchecked on 

the job, though, unconscious bias can 

affect hiring, assignments, promotions, 

evaluations, and dismissals. 

 BAE requires that all 1,600 middle 

managers and executives take a two-

hour class about unconscious bias. 

The company partly credits the man-

agement training for an increase in the 

number of women and people of color 

targeted for advancement last year. Its 

experience also illustrates the advan-

tages and drawbacks of the approach. 

 The training, designed by diver-

sity consultants Cook Ross Inc., was 

aimed at getting managers to identify 

where bias crept into their thought 

processes rather than blaming any-

one for the scarcity of women and 

minorities in top spots. 

 “I don’t want you to feel guilty 

about any biases that you have,” 

trainer Melissa Lambert told Fleming 

and nine others at an Arlington, Vir-

ginia, class late last year. 

 During the next two hours, attend-

ees watched brief videos, participated 

in partner exercises, and discussed 

research summaries to understand 

why bosses make employment deci-

sions that inadvertently give prefer-

ence to tall individuals, thin ones, those 

without arm tattoos, or extroverts. 

 “It’s a blind spot,” Lambert obser-

ved. The trick is to “hit the pause but-

ton and question things” before you 

act, she said. 

 The training also exposed some 

internal tension. Midway through the 

session, a participant complained that 

colleagues didn’t take her seriously 

because she was only 24 years old. 

 So-called millennials, young adults 

born since 1981, “don’t want to work 

for what they get,” and they expect to 

move up quickly merely because they 

completed college, retorted Diane 

Parisi, a 41-year-old vice president 

with two young subordinates. 

 In the workplace, Parisi admitted 

afterward, the bias she expressed 

probably “caused me to paint millen-

nials with a broader negative brush 

than I should.” 

 A typical one-day course for 50 

people costs an average of $2,000 

to $6,000, estimates Howard Ross, 

founder of Cook Ross.  Dow Chemi-

ca l,  Google,   Pfizer,  and Pricewa-

terhouseCoopers have also recently 

trained numerous staffers to spot hid-

den biases. 

 More than 13,000 of Google’s 

roughly 46,000 global staffers attended 

a workshop in 2013 that emphasized 

“situations where the influence of 

unconscious bias might be especially 

bad,” such as performance reviews, a 

Google spokeswoman says. 

 Dow has trained 800 of its 4,600 

managers worldwide since 2011—and 

seen the number of women in profes-

sional positions rise from 29.7 percent 

to 32.4 percent in that time. Uncon-

scious bias training played a strong 

role in that gain, says Johanna Soder-

strom, a human resources vice presi-

dent at the large chemicals maker. At 

 Microsoft  the training helps hold lead-

ers “accountable for building a diverse 

culture,” a spokeswoman says. 

 Unconscious bias training arose 

from the Implied Association Test, 

a measure of hidden stereotypes 

invented in 1994 by Tony Greenwald, 

a University of Washington psychol-

ogy professor. The online version 

has been taken more than 15 million 

times since its 1998 introduction, with 

most test takers showing a prefer-

ence for white people, according to 

Brian Nosek, a codeveloper. 

 Greenwald warns that unconscious 

bias training often “is just window 

dressing” that fails to alter work prac-

tices. “You don’t go to a class and 

next week, everything changes,” adds 

Linda Hudson, chief executive of BAE, 

the U.S. arm of  BAE Systems  PLC. 

 Nonetheless, diversity special-

ists say, companies that pair training 

with such tactics as joint interviews 

of applicants and requirements that 

candidate slates include diverse pros-

pects tend to see faster improvement. 

 BAE launched its unconscious bias 

training amid a multipronged push to 

bring more women and minorities into 

its managerial ranks. 

 Among the efforts Hudson spear-

headed in 2011: A woman or a per-

son of color now participates in 

interview panels for potential middle 

managers and executives. The hiring 

panels previously “had a tendency to 

   Do You Know Your Hidden Work Biases?  [LO5-1, 5-2, 5-3, 5-4, 5-5]  
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select white males,” recalls Bridgette 

A. Weitzel, BAE’s chief talent officer. 

Between May 2011 and May 2013, 

BAE says, the number of women and 

people of color in senior management 

rose by nearly 10 percent. 

 As for Fleming, the class forced 

her to recognize that unconscious 

biases “are part of who I am,” she 

remarked later. 

 She has begun giving her staffers 

advance notice about difficult meet-

ing topics “so there will be more 

time for the more introspective folks 

to assimilate their thoughts.” The 

executive also hopes to switch to 

“blind” résumés— documents without 

an applicant’s name or address.    

 Source: J.S. Lublin, “Do You Know Your 

Hidden Work Biases,” The Wall Street Journal, 

January 10, 2014. Copyright © 2014 Dow Jones 

& Company, Inc. Reproduced with permission 

via Copyright Clearance Center. 

   Questions for 

Discussion 

    1. What potential roles do 

unconscious biases play in the 

workplace?  

   2. Why is understanding 

unconscious biases important 

for the effective management 

of diversity?  

   3. What are the potential 

advantages of providing 

managers with diversity 

training related to unconscious 

biases?  

   4. Should nonmanagerial 

employees receive training 

related to unconscious biases? 

Why or why not?      
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LO6-1  Explain why the ability to perceive, interpret, and respond appropriately to the 
global environment is crucial for managerial success. 

LO6-2  Differentiate between the global task and global general environments. 

LO6-3  Identify the main forces in the global task and general environments, and 
describe the challenges that each force presents to managers. 

LO6-4  Explain why the global environment is becoming more open and competitive, 
and identify the forces behind the process of globalization that increase the 
opportunities, complexities, challenges, and threats managers face. 

LO6-5  Discuss why national cultures differ and why it is important that managers be 
sensitive to the effects of falling trade barriers and regional trade associations 
on the political and social systems of nations around the world.  

  After studying this chapter, you should be able to:  

  Learning Objectives 

 Managing in the Global 
Environment  

 CHAPTER 6 
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  How should managers think about 

globalization on the Internet?  Being a 

global organization is one thing; having a 

global presence on the Internet is another. 

Many organizations do not have a truly 

global website. For organizations selling 

goods on the Internet, the checkout process 

alone is full of challenges. Users who want 

to buy something will typically be directed to 

an online checkout form to fill out with ship-

ping and billing information. These forms 

alone present challenges. For example, 

when asking customers for information, a 

U.S. company’s website form might ask for 

the person’s “last name.” In other cultures, 

the last name is called the “family name” 

or “surname.” Also, in many cultures, last 

names are much longer than many West-

ern names and require more spaces in the 

 website’s form.  1   

 Then there’s the name of the checkout 

area on the website. What do you call the 

place where a customer can store the names 

of goods until they are purchased? In the 

United States, Amazon uses the term “shop-

ping cart” in its checkout process. In the 

United Kingdom, it uses the phrase “shop-

ping basket.”  2   

 There are other concerns to be 

addressed in the checkout process, includ-

ing having users select their country or 

region versus using geolocation, offering 

support via phone, providing billing and 

shipping information that is country or 

region specific, and specifying acceptable 

payment platforms such as Paypal 

or Visa.  3   

 The 2014 Web Globalization Report Card 

from Global by Design provides input into 

the challenges of globalizing a website.  4   

The 180-page report describes the best and 

worst practices in website globalization and 

ranks the best and worst sites. It praises 

companies at the top of the list, including 

Google,  Hotels.com , and Facebook, for their 

efforts at localization. These efforts include 

using local images instead of stock photos, 

having culture-specific content, and using 

language that is not only translated but also 

culturally nuanced. The 25 companies whose 

websites ranked at the top of the list sup-

ported an average of 50 languages. Use of 

a global design template also helped com-

pany web pages score near the top of the 

list. While localization is important, the report 

stresses the importance of a consistent look 

across countries. 

   A MANAGER’S CHALLENGE 

   Getting Global Right on the Internet  

Amazon.cn’s exhibit in Shanghai, China, in 2012.
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 At the other end of the list are those who 

received poor scores, including big names 

like Walmart and Budweiser. Their short-

comings, according to the report card, were 

often the opposite of what the best compa-

nies did right. Not every website with a low 

score did all of these things wrong, but they 

did some combination of poor practices that 

put them toward the bottom of the list. Many 

fell short on localization, especially on lan-

guage translation. Many did not have or had 

inconsistent “global gateways” to local web-

sites. Another big problem was the lack of a 

global design template.  5   

 “Lack of global consistency is an issue with 

many websites.” John Yunker, author of the 

Web Globalization Report Card, said in a blog 

post about the report. “That is, each coun-

try web team appears to have gone off on 

its own and created a website from scratch 

instead of working across company to share 

common design templates and resources.”  6           

     Top managers of a global company like Nokia operate in an environment 

where they compete with other companies for scarce and valuable 

resources. Managers of companies large and small have found that to sur-

vive and prosper in the 21st century most organizations must become    global organizations    

that operate and compete not only domestically, at home, but also globally, in countries around 

the world. Operating in the global environment is uncertain and unpredictable because it is 

complex and changes constantly. 

 If organizations are to adapt successfully to this changing environment, their managers 

must learn to understand the forces that operate in it and how these forces give rise to oppor-

tunities and threats. In this chapter we examine why the environment, both domestically and 

globally, has become more open, vibrant, and competitive. We examine how forces in the 

task and general environments affect global organizations and their managers. By the end 

of this chapter, you will appreciate the changes that are taking place in the environment and 

understand why it is important for managers to develop a global perspective as they strive to 

increase organizational efficiency and effectiveness.    

     The    global environment    is a set of forces and conditions in the world 

outside an organization’s boundary that affect how it operates and shape 

its behavior.  7   These forces change over time and thus present managers 

with  opportunities  and  threats.  Some changes in the global environment, 

such as the development of efficient new production technology, the 

availability of lower-cost components, or the opening of new global mar-

kets, create opportunities for managers to make and sell more products, 

obtain more resources and capital, and thereby strengthen their organization. In contrast, the 

rise of new global competitors, a global economic recession, or an oil shortage poses threats 

that can devastate an organization if managers are unable to sell its products. The quality of 

managers’ understanding of forces in the global environment and their ability to respond 

appropriately to those forces, such as Sony’s managers’ ability to make and sell the electronic 

products that customers around the world want to buy, are critical factors affecting organiza-

tional performance. 

 In this chapter we explore the nature of these forces and consider how managers can 

respond to them. To identify opportunities and threats caused by forces in the environment, it 

is helpful for managers to distinguish between the  task environment  and the more encompass-

ing  general environment  (see  Figure 6.1 ).  

Overview
    global organization    An 

organization that operates 

and competes in more than 

one country.   

What Is 
the Global 

Environment?

    global environment    The 

set of global forces and condi-

tions that operates beyond an 

organization’s boundaries but 

affects a manager’s ability to 

acquire and utilize resources.   

 LO6-1 

 Explain why the ability to 
perceive, interpret, and 
respond appropriately to the 
global environment is crucial 
for managerial success. 

 LO6-2 

 Differentiate between the 
global task and global 
general environments. 
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 The    task environment    is the set of forces and conditions that originates with global sup-

pliers, distributors, customers, and competitors; these forces and conditions affect an organi-

zation’s ability to obtain inputs and dispose of its outputs. The task environment contains the 

forces that have the most  immediate  and  direct  effect on managers because they pressure and 

influence managers daily. When managers turn on the radio or television, arrive at their offices 

in the morning, open their mail, or look at their computer screens, they are likely to learn about 

problems facing them because of changing conditions in their organization’s task environment. 

 The    general environment    includes the wide-ranging global, economic, technological, 

sociocultural, demographic, political, and legal forces that affect the organization and its task 

environment. For the individual manager, opportunities and threats resulting from changes in 

the general environment are often more difficult to identify and respond to than are events in 

the task environment. However, changes in these forces can have major impacts on managers 

and their organizations.    

    Forces in the task environment result from the actions of suppliers, dis-

tributors, customers, and competitors both at home and abroad (see 

  Figure 6.1 ). These four groups affect a manager’s ability to obtain resources 

and dispose of outputs daily, weekly, and monthly and thus have a signifi-

cant impact on short-term decision making. 

   Suppliers 
    Suppliers    are the individuals and companies that provide an organization with the input 

resources (such as raw materials, component parts, or employees) it needs to produce goods 

    task environment    The 

set of forces and conditions 

that originates with suppliers, 

distributors, customers, and 

competitors and affects an 

organization’s ability to obtain 

inputs and dispose of its out-

puts. These forces and condi-

tions influence managers daily.   

    general environment    The 

wide-ranging global, eco-

nomic, technological, 

sociocultural, demographic, 

political, and legal forces that 

affect an organization and its 

task environment.   

The Task 
Environment

    suppliers    Individuals and 

organizations that provide an 

organization with the input 

resources it needs to produce 

goods and services.   

 Figure 6.1 

 Forces in the Global Environment  

GENERAL ENVIRONMENT 

E
c
o
n
o
m

ic
 f
o
rc

e
s 

Dem
ogra

phi
c 

fo
rc

e
s 

S
o
cio

cu
ltu

ra
l fo

rc
e
s
 

Technological forces 

TA
SK ENVIRONMEN

T
 

THE

ORGANIZATION

S
u
p
p
lie

rs
 

D
is

trib
u
to

rs 

Competitors 

Customers 

P
o
litical and legal forces 



Free ebooks ==>   www.ebook777.com
160 Chapter Six

and services. In return, the suppliers receive payment for those goods and services. An impor-

tant aspect of a manager’s job is to ensure a reliable supply of input resources. 

 For example, consider Dell Computer. Dell has many suppliers of component parts such 

as microprocessors (Intel and AMD) and disk drives (Quantum and Seagate Technologies). 

It also has suppliers of preinstalled software, including the operating system and specific 

applications software (Microsoft and Adobe). Dell’s providers of capital, such as banks and 

financial institutions, are also important suppliers. Cisco Systems and Oracle are important 

providers of Internet hardware and software for dot-coms. 

 Dell has several suppliers of labor. One source is the educational institutions that train 

future Dell employees and therefore provide the company with skilled workers. Another is 

trade unions, organizations that represent employee interests and can control the supply of 

labor by exercising the right of unionized workers to strike. Unions also can influence the 

terms and conditions under which labor is employed. Dell’s workers are not unionized; when 

layoffs became necessary because of the financial crisis and recession beginning in 2009, 

Dell had few problems in laying off workers to reduce costs. In organizations and indus-

tries where unions are strong, however, such as the transportation industry, an important 

part of a manager’s job is negotiating and administering agreements with unions and their 

representatives. 

 Changes in the nature, number, or type of suppliers produce opportunities and threats to 

which managers must respond if their organizations are to prosper. For example, a major 

supplier-related threat that confronts managers arises when suppliers’ bargaining positions 

are so strong that they can raise the prices of the inputs they supply to the organization. A 

supplier’s bargaining position is especially strong when (1) the supplier is the sole source 

of an input and (2) the input is vital to the organization.  8   For example, for 17 years G. D. 

Searle was the sole supplier of NutraSweet, the artificial sweetener used in most diet soft 

drinks. Not only was NutraSweet an important ingredient in diet soft drinks, but it also was 

one for which there was no acceptable substitute (saccharin and other artificial sweeten-

ers raised health concerns). Searle earned its privileged position because it invented and 

held the patent for NutraSweet, and patents prohibit other organizations from introducing 

competing products for 17 years. As a result, Searle was able to demand a high price for 

NutraSweet, charging twice the price of an equivalent amount of sugar; and paying that 

price raised the costs of soft drink manufacturers such as Coca-Cola and PepsiCo. When 

Searle’s patent expired, many other companies introduced products similar to NutraSweet, 

and prices fell.  9   In the 2000s Splenda, which was made by McNeil Nutritionals, owned by 

Tate & Lyle, a British company, replaced NutraSweet as the artificial sweetener of choice, 

and NutraSweet’s price fell further; Splenda began to command a high price from soft 

drink companies.  10   

 However, a new sweetener introduced in 2008 has been gaining market share on Splenda. 

The noncaloric, natural sweetener Truvia moved to the number 2 position by 2014.  11   

 In contrast, when an organization has many suppliers for a particular input, it is in a rela-

tively strong bargaining position with those suppliers and can demand low-cost, high-quality 

inputs from them. Often an organization can use its power with suppliers to force them to 

reduce their prices, as Dell frequently does. Dell, for example, is constantly searching for 

low-cost suppliers abroad to keep its PC prices competitive. At a global level, organizations 

can buy products from suppliers overseas or become their own suppliers by manufacturing 

their products abroad. 

 It is important that managers recognize the opportunities and threats associated with man-

aging the global supply chain. On one hand, gaining access to low-cost products made abroad 

represents an opportunity for U.S. companies to lower their input costs. On the other hand, 

managers who fail to use low-cost overseas suppliers create a threat and put their organiza-

tions at a competitive disadvantage.  12   Levi Strauss, for example, was slow to realize that it 

could not compete with the low-priced jeans sold by Walmart and other retailers, and it was 

eventually forced to close all its U.S. jean factories and outsource manufacturing to  low-cost 

overseas suppliers to cut the price of its jeans to a competitive level. Now it sells its  low-priced 

jeans in Walmart. The downside to global outsourcing is, of course, the loss of millions of 

U.S. jobs, an issue we have discussed in previous chapters. 

 LO6-3 

 Identify the main forces in 
the global task and general 
environments, and describe 
the challenges that each 
force presents to managers. 
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 A common problem facing managers of large global companies such as Ford, Sony, and 

Dell is managing the development of a global supplier network that will allow their companies 

to keep costs down and quality high. For example, Boeing’s 777 jet was originally built using 

many components from over 500 global suppliers; eight Japanese suppliers made parts for the 

777 fuselage, doors, and wings.  13   Boeing chose these suppliers because they were the best in 

the world at performing their particular activities, and Boeing’s goal was to produce a high-

quality final product.  14   Pleased with the outcome, Boeing decided to outsource a greater per-

centage of components to global suppliers when it designed the new Boeing 787 Dreamliner; 

however, many serious problems delayed the introduction of the new aircraft for several years. 

 The purchasing activities of global companies have become increasingly complicated as a 

result of the development of a whole range of skills and competencies in different countries 

around the world. It is clearly in companies’ interests to search out the lowest-cost, best- 

quality suppliers. IT and the Internet are continually making it easier for companies to coordi-

nate complicated long-distance exchanges involving the purchasing of inputs and the disposal 

of outputs—something Sony has taken advantage of as it trims the number of its suppliers to 

reduce costs. 

    Global outsourcing    occurs when a company contracts with suppliers in other countries to 

make the various inputs or components that go into its products or to assemble the final prod-

ucts to reduce costs. For example, Apple contracts with companies in Taiwan and China to 

make inputs such as the chips, batteries, and LCD displays that power its digital devices; then 

it contracts with outsourcers such as Foxconn to assemble its final products—such as iPods, 

iPhones, and iPads. Apple also outsources the distribution of its products around the world by 

contracting with companies such as FedEx or DHL. 

 Global outsourcing has grown enormously to take advantage of national differences in 

the cost and quality of resources such as labor or raw materials that can significantly reduce 

manufacturing costs or increase product quality or reliability. Today such global exchanges 

are becoming so complex that some companies specialize in managing other companies’ 

global supply chains. Global companies use the services of overseas intermediaries or bro-

kers, which are located close to potential suppliers, to find the suppliers that can best meet the 

needs of a particular company. They can design the most efficient supply chain for a company 

to outsource the component and assembly operations required to produce its final products. 

Because these suppliers are located in thousands of cities in many countries, finding them is 

difficult. Li & Fung, based in Hong Kong, is one broker that has helped hundreds of major 

U.S. companies to outsource their component or assembly operations to suitable overseas 

suppliers, especially suppliers in mainland China.  15    

 Although outsourcing to take advantage of low labor costs has helped many companies 

perform better, in the 2010s its risks have also become apparent, especially when issues such 

as reliability, quality, and speed are important. In 2012 General Electric moved the production 

of its hybrid water heater from China to Kentucky due to rising wages in China and increasing 

transportation costs. Moving production back to the United 

States also gave the company more control over the prod-

uct quality. When all the savings were taken into account, 

the Kentucky plant was able to produce a better product at a 

lower price than the plant in China.  16   Apple also brought the 

manufacture of its next generation of personal computers to 

the United States. The new Mac Pro is being manufactured 

in Austin, Texas.  17   On the other hand, some companies do 

not outsource manufacturing; they prefer to establish their 

own assembly operations and factories in countries around 

the world to protect their proprietary technology. For exam-

ple, most global automakers own their production operations 

in China to retain control over their global decision making 

and keep their operations secret. An interesting example of 

how organizations have tried to control what happens in their 

supply chains is discussed in the accompanying “Managing 

Globally” feature.   

    global outsourcing    The 

purchase or production of 

inputs or final products from 

overseas suppliers to lower 

costs and improve product 

quality or design.   

  The purchasing activities of global companies have become 
increasingly complicated. Hundreds of suppliers around the 
world produce parts for Boeing’s new 787 Dreamliner. 
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 Managing 
Globally 

  Watering Down the Supply Chain 
 How much water did it take to manufacture the outfit you are wearing right now? 
The textile industry has a huge water footprint. First it takes water to grow cotton, the 
material that accounts for 90 percent of the textile industry’s use of natural fibers.  18   
One estimate suggests that nearly 400 gallons of water are needed to produce each 
cotton T-shirt.  19   The farming of cotton accounts for 2.6 percent of annual global 
water usage  20   and is the largest water consumption factor in the supply chain of the 
textile industry.  21   And it’s not just quantity. Cotton production has a direct impact on 
water quality through the use of pesticides, herbicides, and fertilizers.  22   

 Second, problems continue beyond the growing of raw materials. The textile 
industry uses and pollutes water while dyeing fabrics. It can take more than 6 gallons 
of water to dye one T-shirt.  23   The polyester apparel industry alone uses 2.4 trillion 
gallons of water a year.  24   Fabric treatment, rinsing, and dyeing account for about 
20 percent of global industrial water pollution.  25   Dye houses in China and India have 
been accused of overuse of local water supplies as well as dumping toxic wastewater 
into local water supplies.  26   In response to concerns about the use and pollution of 
water to make fabric and garments, several manufacturers have sought no-water and 
reduced-water ways of working in their supply chains. 

 In 2014 Levi Strauss & Co. made more than 100,000 pairs of jeans using 100 per-
cent recycled water in China. This batch alone saved about 3 million gallons of water 
and was in addition to the 203 million gallons the company’s Water<Less jeans brand 
had already saved.  27   The company plans to retrofit facilities in Nicaragua and South 
Asia to recycle water in the production process as well. 

 Nike and Adidas also are cutting back on water use in their supply chains by using 
a new process that dyes polyester without using water or chemicals. The process, 
developed by DyeCoo Textile Systems in the Netherlands, dyes fabric by turning car-
bon dioxide into a liquid by putting it under extreme pressure. As the carbon dioxide 
cools, it turns back into a gas that can be recycled and used again.  28   The first gar-
ment produced by Nike using the process was the running singlet worn by Kenyan 
marathoner Abel Kirui in the 2012 Olympics. The company began selling products 
manufactured using the process in 2014 under the name Nike ColorDry.  29   Adidas also 
started waterless dyeing in 2012, producing a limited collection of 50,000 T-shirts 
with the Yeh Group, which owns a textile mill in Thailand.  30   

 Nike COO Eric Sprunk said, “NIKE, Inc., innovates not only in the design of our 
products but also in how they are made. We see sustainability and business growth as 
complementary, and our strategy is to prioritize relationships with factory groups that 
demonstrate a desire to invest in sustainable practices and technologies. Our collabo-
ration with Far Eastern and DyeCoo, to develop and scale the ColorDry process, is an 
important milestone on our path toward manufacturing innovation.”  31    

  Distributors 
    Distributors    are organizations that help other organizations sell their goods or services to 

customers. The decisions managers make about how to distribute products to customers can 

have important effects on organizational performance. For example, package delivery compa-

nies such as Federal Express, UPS, and the U.S. Postal Service have become vital distributors 

for the millions of items bought online and shipped to customers by dot-com companies both 

at home and abroad. 

 The changing nature of distributors and distribution methods can bring opportunities and 

threats for managers. If distributors become so large and powerful that they can control 

customers’ access to a particular organization’s goods and services, they can threaten the 

organization by demanding that it reduce the prices of its goods and services.  32   For example, 

    distributors    Organizations 

that help other organizations 

sell their goods or services to 

customers.   
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the huge retail distributor Walmart controls its suppliers’ access to millions of customers 

and thus can demand that its suppliers reduce their prices to keep its business. If an orga-

nization such as Procter & Gamble refuses to reduce its prices, Walmart might respond by 

buying products only from Procter & Gamble’s competitors—companies such as Unilever 

and Colgate. To reduce costs, Walmart also has used its power as a distributor to demand 

that all its suppliers adopt a new wireless radio frequency scanning technology to reduce the 

cost of shipping and stocking products in its stores; otherwise it would stop doing business 

with them.  33   

 In 2014 the Bridgestone Corporation joined more than two dozen Japanese automotive 

suppliers who had already pled guilty to conspiring to fix the prices of parts sold to automak-

ers. The Tokyo-based company was accused of conspiring to allocate sales, prearrange bids, 

and fix prices of parts sold.  34   It paid a $425 million criminal fine, higher than the fines given 

the other suppliers due to a previous price-fixing conviction. The multiyear investigation was 

the largest criminal investigation by the Justice Department’s Antitrust Division.  

  Customers 
    Customers      are the individuals and groups that buy the goods and services an organization 

produces. For example, Dell’s customers can be segmented into several distinct groups: 

(1) individuals who purchase PCs for home use, (2) small companies, (3) large companies, 

and (4) government agencies and educational institutions. Changes in the number and types 

of customers or in customers’ tastes and needs create opportunities and threats. An organiza-

tion’s success depends on its responsiveness to customers—whether it can satisfy their needs. 

In the PC industry, customers are demanding smaller computers, longer battery life, new 

apps, and lower prices—and PC makers must respond to the changing types and needs of 

customers, such as by introducing smarter systems that recognize voice commands instead of 

requiring bulky keyboards.  35   A school, too, must adapt to the changing needs of its custom-

ers. For example, if more Spanish-speaking students enroll, additional classes in English as a 

second language may need to be scheduled. A manager’s ability to identify an organization’s 

main customer groups, and make the products that best satisfy their particular needs, is a cru-

cial factor affecting organizational and managerial success. 

 The most obvious opportunity associated with expanding into the global environment is 

the prospect of selling goods and services to millions or billions of new customers, as Ama-

zon.com’s CEO Jeff Bezos discovered when he expanded his company’s operations in many 

countries.  36   Similarly, Accenture and Cap Gemini, two large consulting companies, estab-

lished regional operating centers around the globe, and they recruit and train thousands of 

overseas consultants to serve the needs of customers in their respective world regions. 

 Today many products have gained global customer acceptance. This consolidation is occur-

ring both for consumer goods and for business products and has created enormous oppor-

tunities for managers. The worldwide acceptance of Coca-Cola, Apple iPods,  McDonald’s 

hamburgers, and Samsung smartphones is a sign that the tastes and preferences of custom-

ers in different countries may not be so different after all.  37   Likewise, large global markets 

exist for business products such as telecommunications equipment, electronic components, 

and computer and financial services. Thus Cisco and Siemens sell their telecommunications 

equipment; Intel, its microprocessors; and Oracle and SAP, their business systems manage-

ment software, to customers all over the world.  

  Competitors 
 One of the most important forces an organization confronts in its task environment is compet-

itors.    Competitors    are organizations that produce goods and services similar and comparable 

to a particular organization’s goods and services. In other words, competitors are organi-

zations trying to attract the same customers. Dell’s competitors include other domestic PC 

makers (such as Apple and HP) as well as overseas competitors (such as Sony and Toshiba 

in Japan, Lenovo, the Chinese company that bought IBM’s PC division, and Acer, the Tai-

wanese company that bought Gateway). Similarly, dot-com stockbroker E*Trade has other 

competitors such as Ameritrade, Scottrade, and Charles Schwab. 

    customers    Individuals and 

groups that buy the goods 

and services an organization 

produces.   

    competitors    Organizations 

that produce goods and ser-
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ticular organization’s goods 

and services.   
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 Rivalry between competitors is potentially the most threatening force managers must deal 

with. A high level of rivalry typically results in price competition, and falling prices reduce 

customer revenues and profits. In the early 2000s competition in the PC industry became 

intense because Dell was aggressively cutting costs and prices to increase its global market 

share.  38   IBM had to exit the PC business after it lost billions in its battle against low-cost 

rivals, and Gateway and HP also suffered losses while Dell’s profits soared. By 2006, how-

ever, HP’s fortunes had recovered because it had found ways to lower its costs and offer styl-

ish new PCs, and Apple was growing rapidly, so Dell’s profit margins shrank. In 2009 HP 

overtook Dell to become the largest global PC maker. However, it did not hold onto the lead. 

At the end of 2013 Lenovo overtook HP for the top spot, pushing Dell to number 3. Dell plans 

to continue the rivalry with a new strategic focus on consumer PCs in emerging markets.  39   

 Although extensive rivalry between existing competitors is a major threat to profitability, 

so is the potential for new competitors to enter the task environment.    Potential competitors    

are organizations that are not presently in a task environment but have the resources to enter if 

they so choose. In 2010  Amazon.com , for example, was not in the furniture or large appliance 

business, but it could enter these businesses if its managers decided it could profitably sell 

such products online—and in 2012 it did sell furniture and large appliances. When new com-

petitors enter an industry, competition increases and prices and profits decrease—as furniture 

and electronic stores such as Best Buy have discovered as they battle  Amazon.com . 

  BARRIERS TO ENTRY   In general, the potential for new competitors to enter a task 

environment (and thus increase competition) is a function of barriers to entry.  40      Barriers 

to entry    are factors that make it difficult and costly for a company to enter a particular task 

environment or industry.  41   In other words, the more difficult and costly it is to enter the task 

environment, the higher are the barriers to entry. The higher the barriers to entry, the fewer 

the competitors in an organization’s task environment and thus the lower the threat of compe-

tition. With fewer competitors, it is easier to obtain customers and keep prices high. 

 Barriers to entry result from three main sources: economies of scale, brand loyalty, and 

government regulations that impede entry (see  Figure 6.2 ).    Economies of scale    are the cost 

advantages associated with large operations. Economies of scale result from factors such as 

manufacturing products in very large quantities, buying inputs in bulk, or making more effec-

tive use of organizational resources than do competitors by fully utilizing employees’ skills 

and knowledge. If organizations already in the task environment are large and enjoy signifi-

cant economies of scale, their costs are lower than the costs that potential entrants will face, 

and newcomers will find it expensive to enter the industry. Amazon.com, for example, enjoys 

significant economies of scale relative to most other dot-com companies because of its highly 

efficient distribution system.  42    

    Brand loyalty    is customers’ preference for the products of organizations currently in 

the task environment. If established organizations enjoy significant brand loyalty, a new 

entrant will find it difficult and costly to obtain a share of the market. Newcomers must bear 

huge advertising costs to build customer awareness of the goods or services they intend to 

    potential competitors    

Organizations that presently 

are not in a task environment 

but could enter if they so 

choose.   

    barriers to entry    Factors 
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for an organization to enter a 
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ing in the task environment.   
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provide.  43   Today Google, Amazon.com, and eBay enjoy a high 

level of brand loyalty and have some of the highest website hit 

rates, which allows them to increase their marketing revenues. 

 In some cases,  government regulations  function as a barrier to 

entry at both the industry and the country levels. Many industries 

that were deregulated, such as air transport, trucking, utilities, and 

telecommunications, experienced a high level of new entry after 

deregulation; this forced existing companies in those industries to 

operate more efficiently or risk being put out of business. At the 

national and global levels, administrative barriers are government 

policies that create barriers to entry and limit imports of goods 

by overseas companies. Japan is well known for the many ways 

in which it attempts to restrict the entry of overseas competitors 

or lessen their impact on Japanese firms. Japan has come under 

intense pressure to relax and abolish regulations such as those 

governing the import of rice, for example.  

 The Japanese rice market, like many other Japanese markets, 

was closed to overseas competitors until 1993 to protect Japan’s 

thousands of high-cost, low-output rice farmers. Rice cultivation 

is expensive in Japan because of the country’s mountainous terrain, and Japanese consum-

ers have always paid high prices for rice. Under overseas pressure, the Japanese government 

opened the market; but overseas competitors are allowed to export to Japan only 8 percent of 

its annual rice consumption to protect its farmers. 

 In the 2000s, however, an alliance between organic rice grower Lundberg Family Farms 

of California and the Nippon Restaurant Enterprise Co. found a new way to break into the 

Japanese rice market. Because there is no tariff on rice used in processed foods, Nippon 

converts the U.S. organic rice into “O-bento,” an organic hot boxed lunch packed with rice, 

vegetables, chicken, beef, and salmon, all imported from the United States. The lunches, 

which cost about $4 compared to a Japanese rice bento that costs about $9, are sold at rail-

way stations and other outlets throughout Japan and have become very popular. A storm of 

protest from Japanese rice farmers arose because the entry of U.S. rice growers forced them 

to leave their rice fields idle or grow less profitable crops. Other overseas companies are 

increasingly forming alliances with Japanese companies to find new ways to break into the 

high-priced Japanese market, and little by little, Japan’s restrictive trade practices are being 

whittled away. 

 In summary, intense rivalry among competitors creates a task environment that is highly 

threatening and makes it increasingly difficult for managers to gain access to the resources an 

organization needs to make goods and services. Conversely, low rivalry results in a task envi-

ronment where competitive pressures are more moderate and managers have greater opportu-

nities to acquire the resources they need to make their organizations effective.      

    Economic, technological, sociocultural, demographic, political, and 

legal forces in the general environment often have important effects on 

forces in the task environment that determine an organization’s ability 

to obtain resources—effects that managers may not be aware of. For 

example, the sudden, dramatic upheavals in the mortgage and banking 

industry that started in 2007 were brought about by a combination of the development of 

complex new financial lending instruments called derivatives; a speculative boom in com-

modities and housing prices; and lax government regulation that allowed unethical bankers 

and financial managers to exploit the derivatives to make immense short-term profits. These 

events triggered the economic crisis that peaked in 2008 but continued to ripple through the 

world economy for years causing stock markets around the world to plummet, devastating 

the retirement savings of hundreds of millions of ordinary people, and causing layoffs of 

millions of employees as companies slashed their workforces because customers reduced 

their spending. 

The General 
Environment

  An O-bento lunch. Now that Japan can import rice from 
the United States, Japanese rice farmers, who can-
not compete against lower-priced imports, have been 
forced to leave fields idle or grow less profitable crops. 
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 The implication is clear: Managers must continuously analyze forces in the general envi-

ronment because these forces affect ongoing decision making and planning. How well manag-

ers can perform this task determines how quickly an organization can respond to the changes 

taking place. Next we discuss the major forces in the general environment and examine their 

impact on an organization’s task environment.  

   Economic Forces 
    Economic forces    affect the general health and well-being of a country or world region. They 

include interest rates, inflation, unemployment, and economic growth. Economic forces pro-

duce many opportunities and threats for managers. Low levels of unemployment and falling 

interest rates give people more money to spend, and as a result organizations can sell more 

goods and services. Good economic times affect the supply of resources that become easier 

or more inexpensive to acquire, and organizations have an opportunity to flourish. High-tech 

companies enjoyed this throughout the 1990s when computer and electronics companies like 

Sony made record profits as the global economy boomed because of advances in IT and 

growing global trade. 

 In contrast, worsening macroeconomic conditions, like those in the 2010s, pose a major 

threat because they reduce managers’ ability to gain access to the resources their organizations 

need to survive and prosper. Profit-seeking organizations such as hotels and retail stores have 

fewer customers during economic downturns; hotel rates dropped by 14 percent in 2009 com-

pared to 2008, for example, just as retail sales plunged. Nonprofits such as charities and col-

leges also saw donations decline by more than 20 percent because of the economic downturn. 

 Poor economic conditions make the environment more complex and managers’ jobs more 

difficult and demanding. Companies often need to reduce the number of their managers and 

employees, streamline their operations, and identify ways to acquire and use resources more 

efficiently and effectively. Successful managers realize the important effects that economic 

forces have on their organizations, and they pay close attention to what is occurring in the 

economy at the national and regional levels to respond appropriately.  

  Technological Forces 
    Technology    is the combination of tools, machines, computers, skills, information, and knowl-

edge that managers use to design, produce, and distribute goods and services;     technological 

forces    are outcomes of changes in that technology. The overall pace of technological change 

has accelerated greatly in the last decades because technological advances in microproces-

sors and computer hardware and software have spurred technological advances in most busi-

nesses and industries. The effects of changing technological forces are still increasing in 

magnitude.  44   

 Technological forces can have profound implications for managers and organizations. 

Technological change can make established products obsolete—for example, cathode-

ray tube (CRT) computer monitors and televisions (such as Sony’s Trinitron), bound sets 

of  encyclopedias, and newspapers and magazines—forcing managers to find new ways to 

 satisfy customer needs. Although technological change can threaten an organization, it also 

can create a host of new opportunities for designing, making, or distributing new and better 

kinds of goods and services. In 2014 AMD launched processors with powerful graphics capa-

bilities for games and high-performance apps. The chips use Heterogeneous System Archi-

tecture (HSA) to speed up PCs. Innovations like these continue the IT revolution that has 

spurred demand for all kinds of new digital computing devices and services and has affected 

the competitive position of all high-tech companies.  45   

 Changes in IT are altering the nature of work itself within organizations, including that of 

the manager’s job. Today telecommuting, videoconferencing, and text messaging are every-

day activities that let managers supervise and coordinate geographically dispersed employ-

ees. Salespeople in many companies work from home offices and commute electronically to 

work. They communicate with other employees through companywide electronic communi-

cation networks using tablet PCs and smartphones to orchestrate “face-to-face” meetings with 

coworkers across the country or globe.  

    economic forces    Interest 

rates, inflation, unemploy-

ment, economic growth, and 

other factors that affect the 

general health and well-being 

of a nation or the regional 

economy of an organization.   

    technology    The combination 

of skills and equipment that 

managers use in designing, 

producing, and distributing 
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    technological forces     
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goods and services.   
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  Sociocultural Forces 
    Sociocultural forces    are pressures emanating from the social structure of a country or soci-

ety or from the national culture, such as the concern for diversity, discussed in the previous 

chapter. Pressures from both sources can either constrain or facilitate the way organizations 

operate and managers behave.    Social structure    is the traditional system of relationships 

established between people and groups in a society. Societies differ substantially in social 

structure. In societies that have a high degree of social stratification, there are many distinc-

tions among individuals and groups. Caste systems in India and Tibet and the recognition of 

numerous social classes in Great Britain and France produce a multilayered social structure in 

each of those countries. In contrast, social stratification is lower in relatively egalitarian New 

Zealand and in the United States, where the social structure reveals few distinctions among 

people. Most top managers in France come from the upper classes of French society, but top 

managers in the United States come from all strata of American society. 

 Societies also differ in the extent to which they emphasize the individual over the group. 

Such differences may dictate how managers need to motivate and lead employees. 

    National  c ulture    is the set of values that a society considers important and the norms of 

behavior that are approved or sanctioned in that society. Societies differ substantially in the 

values and norms they emphasize. For example, in the United States individualism is highly 

valued, but in Korea and Japan individuals are expected to conform to group expectations.  46   

National culture, discussed at length later in this chapter, also affects how managers motivate 

and coordinate employees and how organizations do business. Ethics, an important aspect of 

national culture, were discussed in detail in Chapter 4. 

 Social structure and national culture not only differ across societies but also change within 

societies over time. In the United States, attitudes toward the roles of women, sex, marriage, and 

gays and lesbians changed in each past decade. Many people in Asian countries such as Hong 

Kong, Singapore, Korea, and even China think the younger generation is far more individual-

istic and “American-like” than previous generations. Currently, throughout much of Eastern 

Europe, new values that emphasize individualism and entrepreneurship are replacing commu-

nist values based on collectivism and obedience to the state. The pace of change is accelerating. 

 Individual managers and organizations must be responsive to changes in, and differences 

among, the social structures and national cultures of all the countries in which they operate. 

In today’s increasingly integrated global economy, managers are likely to interact with people 

from several countries, and many managers live and work abroad. Effective managers are 

sensitive to differences between societies and adjust their behavior accordingly. 

 Managers and organizations also must respond to social changes within a society. In the 

last decades, for example, Americans have become increasingly interested in their personal 

health and fitness. Managers who recognized this trend early and took advantage of the 

opportunities that resulted from it were able to reap significant gains for their organizations, 

such as organic food delivery services. The organic produce industry has been growing for 

the past decade, even during the recession, due to people’s interest in chemical-free food.  47   

Many organizations have begun to offer weekly home delivery to customers.  48   PepsiCo used 

the opportunity presented by the fitness trend and took market share from archrival Coca-

Cola by being the first to introduce diet colas and fruit-based soft drinks. Then Quaker Oats 

made Gatorade the most popular energy drink, and now others like Red Bull, Monster, and 

Rockstar are increasing in popularity. The health trend, however, did not offer opportunities 

to all companies; to some it posed a threat. Tobacco companies came under intense pressure 

due to consumers’ greater awareness of negative health impacts from smoking. The rage for 

“low-carb” foods in the 2000s increased demand for meat and protein, and bread and dough-

nut companies such as Kraft and Krispy Kreme suffered—until the ongoing recession boosted 

the sale of inexpensive products such as macaroni and cheese and dry dinner mix.  

  Demographic Forces 
    Demographic forces    are outcomes of changes in, or changing attitudes toward, the charac-

teristics of a population, such as age, gender, ethnic origin, race, sexual orientation, and social 

class. Like the other forces in the general environment, demographic forces present managers 
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with opportunities and threats and can have major implications for organizations. We exam-

ined the nature of these challenges in depth in our discussion of diversity in Chapter 5. 

 Today most industrialized nations are experiencing the aging of their populations as a 

consequence of falling birth and death rates and the aging of the baby boom generation. Con-

sequently, the absolute number of older people has increased substantially, which has gener-

ated opportunities for organizations that cater to older people, such as the home health care, 

recreation, and medical industries, which have seen an upswing in demand for their services. 

The aging of the population also has several implications for the workplace. Most significant 

are a relative decline in the number of young people joining the workforce and an increase 

in the number of active employees who are postponing retirement beyond the traditional age 

of 65. Indeed, the continuing financial crisis in the 2010s has made it impossible for millions 

of older people to retire because their savings have been destroyed. These changes suggest 

that organizations need to find ways to motivate older employees and use their skills and 

 knowledge—an issue that many Western societies have yet to tackle.  

  Political and Legal Forces 
    Political and legal forces    are outcomes of changes in laws and regulations. They result 

from political and legal developments that take place within a nation, within a world region, 

or across the world and significantly affect managers and organizations everywhere. Politi-

cal processes shape a nation’s laws and the international laws that govern the relationships 

between nations. Laws constrain the operations of organizations and managers and thus create 

both opportunities and threats.  49   For example, throughout much of the industrialized world 

there has been a strong trend toward deregulation of industries previously controlled by the 

state and privatization of organizations once owned by the state such as airlines, railways, and 

utility companies. However, deregulation came under fire following the subprime mortgage 

crisis of 2007 and the resulting recession. Nobel Prize–winning economist Paul Krugman 

blamed global financial deregulation for, among other things, unstable economies in India, 

Brazil, Indonesia, South Africa, and Turkey in 2013.  50   

 Another important political and legal force affecting managers and organizations is the 

political integration of countries that has been taking place during the last decades.  51   Increas-

ingly, nations are forming political unions that allow free exchange of resources and capital. 

The growth of the European Union (EU) is one example: Common laws govern trade and 

commerce between EU member countries, and the European Court has the right to examine 

the business of any global organization and to approve any proposed mergers between over-

seas companies that operate inside the EU. For example, Microsoft’s anticompetitive business 

practices came under scrutiny, and it was fined hundreds of millions for its uncompetitive 

practice of bundling its Internet Explorer web browser with its software. As part of its agree-

ment with the European Court, Microsoft agreed that, beginning in 2010, it would ship its 

Windows 7 software with a choice of 10 web browsers (such as Chrome, Safari, and Mozilla). 

Also, in 2012, after months of delay, the court allowed the merger between Motorola and 

Google to proceed although the court was also investigating Google for possible anticompeti-

tive online advertising practices. In 2014 there are ongoing negotiations between the United 

States and the European Union concerning the Transatlantic Trade and Investment Partner-

ship (TTIP). The agreement would lower trade barriers to make it easier for organizations in 

the European Union and the United States to buy and sell each other’s goods and services.  52   

 Indeed, international agreements to abolish laws and regulations that restrict and reduce 

trade between countries have been having profound effects on global organizations. The fall-

ing legal trade barriers create enormous opportunities for companies to sell goods and ser-

vices internationally. But by allowing overseas companies to compete in a nation’s domestic 

market for customers, falling trade barriers also pose a serious threat because they increase 

competition in the task environment. For example, the Obama administration has been nego-

tiating for the United States to join the Trans Pacific Partnership, a trade agreement whose 

possible members include Australia, Canada, Singapore, Brunei, Japan, Chile, Mexico, New 

Zealand, Malaysia, Peru, and Vietnam. The partnership may allow the United States to break 

into the Japanese rice market. Australia and New Zealand hope the trade agreement will open 

up the market for their dairy products. However, American car companies, sugar producers, 
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and textile makers have expressed concern about increased foreign competition if the United 

States joins the pact.  53   Public Citizen, a nonprofit consumer advocacy organization, believes 

the Trans Pacific Partnership will provide organizations with incentives to offshore their 

facilities, which will harm manufacturing industries in the United States.  54   

 Deregulation, privatization, and the removal of legal barriers to trade are just a few of the 

many ways in which changing political and legal forces can challenge organizations and man-

agers. Others include increased emphasis on environmental protection and the preservation of 

endangered species, increased emphasis on workplace safety, and legal constraints against dis-

crimination on the basis of race, gender, or age. Managers face major challenges when they seek 

to take advantage of the opportunities created by changing political, legal, and economic forces.        

   T he 21st century has banished the idea that the world is composed of 

distinct national countries and markets that are separated physically, eco-

nomically, and culturally. Managers need to recognize that companies 

compete in a truly global marketplace, which is the source of the oppor-

tunities and threats they must respond to. Managers continually confront 

the challenges of global competition such as establishing operations in a 

country abroad, obtaining inputs from suppliers abroad, or managing in a 

different national culture.  55   (See  Figure 6.3 .)  

 In essence, as a result of falling trade barriers, managers view the global environment as 

open—that is, as an environment in which companies are free to buy goods and services from, 

and sell goods and services to, whichever companies and countries they choose. They also 

The Changing 
Global 

Environment

 LO6-4 

 Explain why the global 
environment is becoming 
more open and competitive, 
and identify the forces 
behind the process 
of globalization that 
increase the opportunities, 
complexities, challenges, 
and threats managers face. 

 Figure 6.3 

 The Peters Projection World Map shows the accurate area of landmasses. Africa appears much larger 

here than in many conventional maps. In today’s open global environment, this large continent is start-

ing to take on an increasingly important role.  
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170 Chapter Six

are free to compete against each other to attract customers around the world. All large com-

panies must establish an international network of operations and subsidiaries to build global 

competitive advantage. Coca-Cola and PepsiCo, for example, have competed aggressively for 

decades to develop the strongest global soft drink empire, just as Toyota and Honda have built 

hundreds of car plants around the world to provide the vehicles that global customers like. 

 In this section we first explain how this open global environment is the result of global-

ization and the flow of capital around the world. Next we examine how specific economic, 

political, and legal changes, such as the lowering of barriers to trade and investment, have 

increased globalization and led to greater interaction and exchanges between organizations 

and countries. Then we discuss how declining barriers of distance and culture have also 

increased the pace of globalization, and we consider the specific implications of these changes 

for managers and organizations. Finally we note that nations still differ widely from each 

other because they have distinct cultural values and norms and that managers must appreciate 

these differences to compete successfully across countries. 

  The Process of Globalization 
 Perhaps the most important reason why the global environment has become more open and 

competitive is the increase in globalization.    Globalization    is the set of specific and general 

forces that work together to integrate and connect economic, political, and social systems 

across countries, cultures, or geographic regions. The result of globalization is that nations 

and peoples become increasingly interdependent because the same forces affect them in 

similar ways. The fates of peoples in different countries become interlinked as the world’s 

markets and businesses become increasingly interconnected. And as nations become more 

interdependent, they become more similar to one another in the sense that people develop 

a similar liking for products as diverse as cell phones, iPods, blue jeans, soft drinks, sports 

teams, Japanese cars, and foods such as curry, green tea, and Colombian coffee. One out-

come of globalization is that more women are joining the ranks of leadership. To help women 

transition to leadership positions, Ernst and Young, a multinational organization, has begun 

a special global program, as the accompanying “Managing Globally” feature describes.  

    globalization    The set of 

specific and general forces 

that work together to inte-

grate and connect economic, 

political, and social systems 

 across  countries, cultures, or 

geographical regions so that 

nations become increasingly 

interdependent and similar.   

 Managing 
Globally 

  Leveraging London for Leadership 
 The 2012 London Olympics were a watershed moment for female athletes. For the 
first time ever, every country sending athletes to the games had women on the team, 
and women were able to participate in all sports. 

 “Coming out of London there was so much momentum around women. . . . It rein-
forced to us that women are an emerging market. The leadership potential that exists 
in these elite athletes is so consistent with our beliefs in somehow trying to unlock 
the potential to foster more women’s economic empowerment and leadership,” said 
Beth Brooke, global vice chair of regulatory and public policy for Ernst and Young.  56   

 Between the 2012 London Olympics and the 2016 Rio Olympics, Ernst & Young 
is working to create a network of retired elite female athletes, former Olympians, and 
top female leaders and to encourage female athletes to pursue powerful careers after 
retiring from sports. Ernst & Young member firm Ernst & Young Terco is a sponsor 
of the Rio games.  57   

 The background of this global network involved a study by Ernst & Young in May 
2013 that confirmed a connection between sports and leadership. The study included 
a survey of 821 female senior managers and executives at companies around the 
world with annual revenues in excess of $250 million. Results found that almost all 
female leaders played sports at some point in their lives.  58   

 More specifically, 96 percent of the women surveyed with board-level jobs played 
sports at the primary, secondary, postsecondary, or college level. The women in the 
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study agreed that experience in playing sports leads to positive behaviors 
in the workplace, especially teamwork. Of the study respondents, 72 per-
cent said that there seemed to be a correlation between playing, or having 
played, sports, and teamwork. Also, 76 percent said that behaviors and 
techniques from sports can be adopted to improve team performance in 
the workplace. While the study does not conclude that every athlete will 
become a strong organizational leader, it does conclude that sports can 
help women develop leadership skills that will serve organizations well.  59    

 Ernst and Young’s survey confirms the findings of a 2002 survey of 
more than 400 senior women executives commissioned by Mass-Mutual 
Financial Group and Oppenheimer, which found 80 percent or more of 
those surveyed had participated in an organized sport growing up and that 
the majority of those surveyed believed sports helped them to become 
more disciplined and built their leadership skills.  60   Beyond the results 
of these two surveys, there’s anecdotal evidence. For example,  Brazilian 
President Dilma Rousseff played volleyball. Basketball players who 
became high-level leaders include Mondolēz International CEO Irene 
Rosenfeld, former U.S. Secretary of State Hillary Clinton, and DuPont 
CEO Ellen Kullman.  61   

 These women found success after their sports careers ended, but that is 
not always the case. Ernst and Young contends that many female athletes 
encounter difficulties in moving their success from the playing field to the 
corporate office.  62   The Women Athletes Global Leadership Network has 
three steps designed to make that transition easier and increase the impact 
of female leadership:  63  

    1. Bringing together former elite athletes, former Olympians, and 
women in Ernst and Young’s business network to form mentoring 
relationships and provide opportunities.  

   2. Using multimedia platforms to tell inspirational stories of women 
who found participation in sports to be important to their success.  

   3. Conducting research about the relationship between women’s par-
ticipation in sports and their leadership skills as well as their effect 
on global education, health, and development.    

 “Ernst & Young has seen the power of diversity and inclusion, and we want to 
build a better working world by expanding opportunities for women leaders. With 
their inherent confidence, high standards, discipline, and experience in working as a 
team, female athletes have tremendous value for businesses like ours, governments, 
and NGOs around the world,” said Brooke, a Title IX scholarship recipient herself. 
“We have a long history of convening networks, helping female entrepreneurs scale 
their companies, and driving the global dialogue around the advancement of women. 
The impact of women at the London games was historic, and we want to continue 
this momentum by helping transform elite female athletes into exceptional leaders.”  64    

 Beth Brooke, global vice chair of regula-
tory and public policy at Ernst and Young, 
is leading a drive to recruit female athletes 
because their confidence, high standards, 
discipline, and team experience may make 
them excellent business leaders.

 But what drives or spurs globalization? What makes companies like IKEA, Toyota, or 

Microsoft want to venture into an uncertain global environment? The answer is that the path 

of globalization is shaped by the ebb and flow of  capital —valuable wealth-generating assets 

or resources that people move through companies, countries, and world regions to seek their 

greatest returns or profits. Managers, employees, and companies like IKEA and Sony are 

motivated to try to profit or benefit by using their skills to make products customers around the 

world want to buy. The four principal forms of capital that flow between countries are these:

    •  Human capital:  the flow of people around the world through immigration, migration, and 

emigration.  

   •  Financial capital:  the flow of money capital across world markets through overseas 

investment, credit, lending, and aid.  
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   •  Resource capital:  the flow of natural resources, parts, and components between  companies 

and countries, such as metals, minerals, lumber, energy, food products, microprocessors, 

and auto parts.  

   •  Political capital:  the flow of power and influence around the world using diplomacy, 

persuasion, aggression, and force of arms to protect the right or access of a country, 

world region, or political bloc to the other forms of capital.    

 Most of the economic advances associated with globalization are the result of these four 

capital flows and the interactions between them, as nations compete on the world stage to pro-

tect and increase their standards of living and to further the political goals and social causes 

that are espoused by their societies’ cultures. The next sections look at the factors that have 

increased the rate at which capital flows between companies and countries. In a positive sense, 

the faster the flow, the more capital is being utilized where it can create the most value, such 

as people moving to where their skills earn more money, or investors switching to the stocks 

or bonds that give higher dividends or interest, or companies finding lower-cost sources of 

inputs. In a negative sense, however, a fast flow of capital also means that individual coun-

tries or world regions can find themselves in trouble when companies and investors move 

their capital to invest it in more productive ways in other countries or world regions—often 

those with lower labor costs or rapidly expanding markets. When capital leaves a country, 

the results are higher unemployment, recession, and a lower standard of living for its people.  

  Declining Barriers to Trade and Investment 
 One of the main factors that has speeded globalization by freeing the movement of capital has 

been the decline in barriers to trade and investment, discussed earlier. During the 1920s and 

1930s many countries erected formidable barriers to international trade and investment in the 

belief that this was the best way to promote their economic well-being. Many of these barri-

ers were high tariffs on imports of manufactured goods. A    tariff    is a tax that a government 

imposes on goods imported into one country from another. The aim of import tariffs is to 

protect domestic industries and jobs, such as those in the auto or steel industry, from overseas 

competition by raising the price of these products from abroad. In 2009, for example, the U.S. 

government increased the tariffs on vehicle tires imported from China to protect U.S. tire 

makers from unfair competition. The elevated tariffs expired in 2012, and in 2013 the passen-

ger tire imports from China increased by 55.8 percent to 46 million units, an all-time high.  65   

 The reason for removing tariffs is that, very often, when one country imposes an import tar-

iff, others follow suit and the result is a series of retaliatory moves as countries progressively 

raise tariff barriers against each other. In the 1920s this behavior depressed world demand and 

helped usher in the Great Depression of the 1930s and massive unemployment. Beginning 

with the 2009 economic crisis, the governments of most countries have worked hard in the 

2010s not to fall into the trap of raising tariffs to protect jobs and industries in the short run 

because they know the long-term consequences of this would be the loss of even more jobs. 

Governments of countries that resort to raising tariff barriers ultimately reduce employment 

and undermine the economic growth of their countries because capital and resources will 

always move to their most highly valued use—wherever that is in the world.  66   

  GATT AND THE RISE OF FREE TRADE   After World War II, advanced Western 

industrial countries, having learned from the Great Depression, committed themselves to the 

goal of removing barriers to the free flow of resources and capital between countries. This 

commitment was reinforced by acceptance of the principle that free trade, rather than tariff 

barriers, was the best way to foster a healthy domestic economy and low unemployment.  67   

 The    free-trade doctrine    predicts that if each country agrees to specialize in the produc-

tion of the goods and services that it can produce most efficiently, this will make the best use 

of global capital resources and will result in lower prices.  68   For example, if Indian companies 

are highly efficient in the production of textiles and U.S. companies are highly efficient in 

the production of computer software, then, under a free-trade agreement, capital would move 

to India and be invested there to produce textiles, while capital from around the world would 

flow to the United States and be invested in its innovative computer software companies. 

    tariff    A tax that a govern-

ment imposes on imported or, 

occasionally, exported goods.   

    free-trade doctrine    The 

idea that if each country spe-

cializes in the production of 
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can produce most efficiently, 

this will make the best use of 

global resources.   
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Consequently, prices of both textiles and software should fall because each product is being 

produced where it can be made at the lowest cost, benefiting consumers and making the best 

use of scarce capital. This doctrine is also responsible for the increase in global outsourcing 

and the loss of millions of U.S. jobs in textiles and manufacturing as capital has been invested 

in factories in Asian countries such as China and Malaysia. However, millions of U.S. jobs 

have also been created because of new capital investments in the high-tech, IT, and service 

sectors, which in theory should offset manufacturing job losses in the long run. 

 Historically, countries that accepted this free-trade doctrine set as their goal the removal 

of barriers to the free flow of goods, services, and capital between countries. They attempted 

to achieve this through an international treaty known as the General Agreement on Tariffs 

and Trade (GATT). In the half-century since World War II, there have been eight rounds of 

GATT negotiations aimed at lowering tariff barriers. The last round, the Uruguay Round, 

involved 117 countries and succeeded in lowering tariffs by over 30 percent from the pre-

vious level. It also led to the dissolving of GATT and its replacement by the World Trade 

Organization (WTO), which continues the struggle to reduce tariffs and has more power to 

sanction countries that break global agreements.  69   On average, the tariff barriers among the 

governments of developed countries declined from over 40 percent in 1948 to about 3 percent 

today,  70   causing a dramatic increase in world trade.  71     

  Declining Barriers of Distance and Culture 
 Historically, barriers of distance and culture also closed the global environment and kept 

managers focused on their domestic market. The management problems Unilever, the huge 

British-based soap and detergent maker, experienced at the turn of the 20th century illustrate 

the effect of these barriers. 

 Founded in London during the 1880s by William Lever, a Quaker, Unilever had a world-

wide reach by the early 1900s and operated subsidiaries in most major countries of the  British 

Empire, including India, Canada, and Australia. Lever had a very hands-on, autocratic man-

agement style and found his far-flung business empire difficult to control. The reason for 

Lever’s control problems was that communication over great distances was difficult. It took 

six weeks to reach India by ship from England, and international telephone and telegraph 

services were unreliable. 

 Another problem Unilever encountered was the difficulty of doing business in societies 

that were separated from Britain by barriers of language and culture. Different countries have 

different sets of national beliefs, values, and norms, and Lever found that a management 

approach that worked in Britain did not necessarily work in India or Persia (now Iran). As 

a result, management practices had to be tailored to suit each unique national culture. After 

Lever’s death in 1925, top management at Unilever lowered or  decentralized  (see Chapter 

10) decision-making authority to the managers of the various national subsidiaries so they 

could develop a management approach that suited the country in which they were operating. 

One result of this strategy was that the subsidiaries grew distant and remote from one another, 

which reduced Unilever’s performance.  72   

 Since the end of World War II, a continuing stream of advances in communications and 

transportation technology has worked to reduce the barriers of distance and culture that 

affected Unilever and all global organizations. Over the last decades, global communica-

tion has been revolutionized by developments in satellites, digital technology, the Internet 

and global computer networks, and video teleconferencing that allow transmission of vast 

amounts of information and make reliable, secure, and instantaneous communication possible 

between people and companies anywhere in the world.  73   This revolution has made it possible 

for a global organization—a tiny garment factory in Li & Fung’s network or a huge company 

such as IKEA or Unilever—to do business anywhere, anytime, and to search for customers 

and suppliers around the world. 

 One of the most important innovations in transportation technology that has opened the 

global environment has been the growth of commercial jet travel. New York is now closer 

in travel time to Tokyo than it was to Philadelphia in the days of the 13 colonies—a fact that 

makes control of far-flung international businesses much easier today than in William Lever’s 

era. In addition to speeding travel, modern communications and transportation technologies 
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have also helped reduce the cultural distance between countries. The Internet and its millions 

of websites facilitate the development of global communications networks and media that 

are helping to create a worldwide culture that in some cases has diluted unique national cul-

tures. Moreover, television networks such as CNN, MTV, ESPN, BBC, and HBO can now be 

received in many countries, and Hollywood films are shown throughout the world.  

  Effects of Free Trade on Managers 
 The lowering of barriers to trade and investment and the decline of distance and culture barri-

ers have created enormous opportunities for companies to expand the market for their goods 

and services through exports and investments in overseas countries. The shift toward a more 

open global economy has created not only more opportunities to sell goods and services in 

markets abroad but also the opportunity to buy more from other countries. For example, 

apparel maker Ralph Lauren was heavily criticized when it was discovered that the uniforms 

it made for the 2012 U.S. Olympics team were made in China. Americans were not ready for 

their team uniforms to be bought from another country. For the 2014 Olympics, the Ralph 

Lauren uniform for the U.S. team was made in the United States. A manager’s job is more 

challenging in a dynamic global environment because of the increased intensity of competi-

tion that goes hand in hand with the lowering of barriers to trade and investment. 

  REGIONAL TRADE AGREEMENTS   The growth of regional trade agreements, such as 

the North American Free Trade Agreement (NAFTA), and more recently the Central Ameri-

can Free Trade Agreement (CAFTA), also presents opportunities and threats for managers and 

their organizations. In North America, NAFTA, which became effective in 1994, had the aim of 

abolishing the tariffs on 99 percent of the goods traded between Mexico, Canada, and the United 

States by 2004. Although it did not achieve this lofty goal, NAFTA has removed most barri-

ers on the cross-border flow of resources, giving, for example, financial institutions and retail 

businesses in Canada and the United States unrestricted access to the Mexican marketplace. 

After NAFTA was signed, there was a flood of investment into Mexico from the United States, 

as well as many other countries such as Japan. Walmart, Costco, Ford, and many major U.S. 

retail chains expanded their operations in Mexico; Walmart, for example, is stocking many more 

products from Mexico in its U.S. stores, and its Mexican store chain is also expanding rapidly. 

 The establishment of free-trade areas creates an opportunity for manufacturing organiza-

tions because it lets them reduce their costs. They can do this either by shifting production to 

the lowest-cost location within the free-trade area (for example, U.S. auto and textile compa-

nies shifting production to Mexico) or by serving the whole region from one location rather 

than establishing separate operations in each country. Some managers, however, view regional 

free-trade agreements as a threat because they expose a company based in one member coun-

try to increased competition from companies based in the other member countries. NAFTA 

has had this effect; today Mexican managers in some industries face the threat of head-to-head 

competition against efficient U.S. and Canadian companies. But the opposite is true as well: 

U.S. and Canadian managers are experiencing threats in labor-intensive industries, such as the 

flooring tile, roofing, and textile industries, where Mexican businesses have a cost advantage. 

 There are many regional trade agreements around the world. For example, the African Union 

was founded in 1999. Its purpose is both political and economic. Its goals include removing 

any remnants of colonization and apartheid, as well as creating cooperation for development.  74   

Complementing the role of the African Union is the Southern African Development Com-

munity, an economic community whose members include Angola, South Africa, Botswana, 

 Zambia, Democratic Republic of Congo, Seychelles, Lesotho, Madagascar, Mauritius, Malawi, 

Namibia, Mozambique, Swaziland, Tanzania, and Zimbabwe. This intergovernmental organi-

zation’s goals include socioeconomic development and poverty eradication.  75   Another trade 

agreement is the Cooperation Council for the Arab States of the Gulf. This agreement was 

made among several countries, including Qatar, Oman, Bahrain, the United Arab Emirates, 

Kuwait, and Saudi Arabia. As a part of the agreement, countries cooperate on several issues, 

including regional cooperation and economic relations with others.  76   All these trade agree-

ments are designed to allow managers to take advantage of opportunities that other members of 

the agreements can provide.       
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   Despite evidence that countries are becoming more similar because of 

globalization and that the world may become “a global village,” the cul-

tures of different countries still vary widely because of vital differences 

in their values, norms, and attitudes. As noted earlier, national culture 

includes the values, norms, knowledge, beliefs, moral principles, laws, 

customs, and other practices that unite the citizens of a country.  77   National culture shapes 

individual behavior by specifying appropriate and inappropriate behavior and interaction with 

others. People learn national culture in their everyday lives by interacting with those around 

them. This learning starts at an early age and continues throughout their lives. 

   Cultural Values and Norms 
 The basic building blocks of national culture are values and norms.    Values    are beliefs about what 

a society considers to be good, right, desirable, or beautiful—or their opposites. They provide the 

basic underpinnings for notions of individual freedom, democracy, truth, justice, honesty, loyalty, 

social obligation, collective responsibility, the appropriate roles for men and women, love, sex, mar-

riage, and so on. Values are more than merely abstract concepts; they are invested with considerable 

emotional significance. People argue, fight, and even die over values such as freedom or dignity. 

 For example, antigovernment demonstrations broke out in the Ukraine after President Vik-

tor Yanukovych chose a $15 billion bailout from Russia to help the country get back on its 

feet instead of a European trade and political offer. After months of bloody demonstrations, 

the Parliament voted Yanukovych out of power in February 2014.  78   Part of the problem is 

that some Ukrainian citizens consider themselves Russians while other feel closer to their 

 European roots. Likewise, events in Egypt that led to President Hosni Mubarak stepping down 

in 2011 reflected a desire in the country to draft a new constitution and hold elections.  79   

    Norms    are unwritten, informal codes of conduct that prescribe appropriate behavior in 

particular situations and are considered important by most members of a group or organiza-

tion. They shape the behavior of people toward one another. Two types of norms play a major 

role in national culture: mores and folkways.    Mores    are norms that are considered to be of 

central importance to the functioning of society and to social life. Accordingly, the viola-

tion of mores brings serious retribution. Mores include proscriptions against murder, theft, 

adultery, and incest. In many societies mores have been enacted into law. Thus all advanced 

societies have laws against murder and theft. However, there are many differences in mores 

from one society to another.  80   In the United States, for example, drinking alcohol is widely 

accepted; but in Saudi Arabia consumption of alcohol is viewed as a serious violation of 

social mores and is punishable by imprisonment. 

    Folkways    are the routine social conventions of everyday life. They concern customs and 

practices such as dressing appropriately for particular situations, good social manners, eating 

with the correct utensils, and neighborly behavior. Although folkways define how people are 

expected to behave, violation of folkways is not a serious or moral matter. People who violate 

folkways are often thought to be eccentric or ill-mannered, but they are not usually consid-

ered immoral or wicked. In many countries, strangers are usually excused for violating folk-

ways because they are unaccustomed to local behavior; but if they repeat the violation, they 

are censured because they are expected to learn appropriate behavior. Hence the importance 

of managers working in countries abroad to gain wide experience.  

  Hofstede’s Model of National Culture 
 Researchers have spent considerable time and effort identifying similarities and differences 

in the values and norms of different countries. One model of national culture was developed 

by Geert Hofstede.  81   As a psychologist for IBM, Hofstede collected data on employee values 

and norms from more than 100,000 IBM employees in 64 countries. Based on his research, 

Hofstede developed five dimensions along which national cultures can be placed.  82   

  INDIVIDUALISM VERSUS COLLECTIVISM   The first dimension, which Hofstede 

labeled “individualism versus collectivism,” has a long history in human thought.     Individualism    

is a worldview that values individual freedom and self-expression and adherence to the  principle 
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that people should be judged by their individual achievements rather than by their social back-

ground. In Western countries, individualism usually includes admiration for personal success, a 

strong belief in individual rights, and high regard for individual entrepreneurs.  83   

 In contrast,    collectivism    is a worldview that values subordination of the individual to the 

goals of the group and adherence to the principle that people should be judged by their con-

tribution to the group. Collectivism was widespread in communist countries but has become 

less prevalent since the collapse of communism in most of those countries. Japan is a non-

communist country where collectivism is highly valued. 

 Collectivism in Japan traces its roots to the fusion of Confucian, Buddhist, and Shinto 

thought that occurred during the Tokugawa period in Japanese history (1600–1870s).  84   A 

central value that emerged during this period was strong attachment to the group—whether 

a village, a work group, or a company. Strong identification with the group is said to create 

pressures for collective action in Japan, as well as strong pressure for conformity to group 

norms and a relative lack of individualism.  85   

 Managers must realize that organizations and organizational members reflect their national 

culture’s emphasis on individualism or collectivism. Indeed, one of the major reasons why 

Japanese and American management practices differ is that Japanese culture values collectiv-

ism and U.S. culture values individualism.  86    

  POWER DISTANCE   By    power distance    Hofstede meant the degree to which societ-

ies accept the idea that inequalities in the power and well-being of their citizens are due to 

differences in individuals’ physical and intellectual capabilities and heritage. This concept 

also encompasses the degree to which societies accept the economic and social differences in 

wealth, status, and well-being that result from differences in individual capabilities. 

 Societies in which inequalities are allowed to persist or grow over time have  high power 

distance.  In high-power-distance societies, workers who are professionally successful amass 

wealth and pass it on to their children, and, as a result, inequalities may grow over time. In 

such societies, the gap between rich and poor, with all the attendant political and social conse-

quences, grows very large. In contrast, in societies with  low power distance,  large inequalities 

between citizens are not allowed to develop. In low-power-distance countries, the govern-

ment uses taxation and social welfare programs to reduce inequality and improve the welfare 

of the least fortunate. These societies are more attuned to preventing a large gap between rich 

and poor and minimizing discord between different classes of citizens. 

 Advanced Western countries such as the United States, Germany, the Netherlands, and the 

United Kingdom have relatively low power distance and high individualism. Economically 

poor Latin American countries such as Guatemala and Panama, and Asian countries such 

as Malaysia and the Philippines, have high power distance and low individualism.  87   These 

findings suggest that the cultural values of richer countries emphasize protecting the rights of 

individuals and, at the same time, provide a fair chance of success to every member of society.  

  ACHIEVEMENT VERSUS NURTURING ORIENTATION   Societies that have 

an    achievement orientation    value assertiveness, performance, success, competition, and 

results. Societies that have a    nurturing orientation    value the quality of life, warm personal 

relationships, and services and care for the weak. Japan and the United States tend to be 

achievement-oriented; the Netherlands, Sweden, and Denmark are more nurturing-oriented.  

  UNCERTAINTY AVOIDANCE   Societies as well as individuals differ in their tolerance 

for uncertainty and risk. Societies low on    uncertainty avoidance    (such as the United States 

and Hong Kong) are easygoing, value diversity, and tolerate differences in personal beliefs 

and actions. Societies high on uncertainty avoidance (such as Japan and France) are more 

rigid and skeptical about people whose behaviors or beliefs differ from the norm. In these 

societies, conformity to the values of the social and work groups to which a person belongs 

is the norm, and structured situations are preferred because they provide a sense of security.  

  LONG-TERM VERSUS SHORT-TERM ORIENTATION   The last dimension that 

Hofstede described is orientation toward life and work.  88   A national culture with a    long-term 

orientation    rests on values such as thrift (saving) and persistence in achieving goals. 

A national culture with a    short-term orientation    is concerned with maintaining personal sta-

bility or happiness and living for the present. Societies with a long-term orientation include 
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Taiwan and Hong Kong, well known for their high rate of per capita savings. The United States 

and France have a short-term orientation, and their citizens tend to spend more and save less.   

  National Culture and Global Management 
 Differences among national cultures have important implications for managers. First, because 

of cultural differences, management practices that are effective in one country might be 

troublesome in another. General Electric’s managers learned this while trying to manage 

Tungsram, a Hungarian lighting products company GE acquired for $150 million. GE was 

attracted to Tungsram, widely regarded as one of Hungary’s best companies, because of Hun-

gary’s low wage rates and the possibility of using the company as a base from which to export 

lighting products to western Europe. GE transferred some of its best managers to Tungsram 

and hoped it would soon become a leader in Europe. Unfortunately many problems arose. 

 One problem resulted from major misunderstandings between the American managers and 

the Hungarian workers. The Americans complained that the Hungarians were lazy; the Hun-

garians thought the Americans were pushy. The Americans wanted strong sales and marketing 

functions that would pamper customers. In the prior command economy, sales and marketing 

activities were unnecessary. In addition, Hungarians expected GE to deliver  Western-style 

wages, but GE came to Hungary to take advantage of the country’s low wage structure.  89   

As Tungsram’s losses mounted, GE managers had to admit that, because of differences in 

basic attitudes between countries, they had underestimated the difficulties they would face 

in turning Tungsram around. Nevertheless, by 2001 these problems had been solved, and the 

increased efficiency of GE’s Hungarian operations made General Electric a major player in 

the European lighting market, causing it to invest another $1 billion.  90   

 Often management practices must be tailored to suit the cultural contexts within which an 

organization operates. An approach effective in the United States might not work in Japan, 

Hungary, or Mexico because of differences in national culture. For example, U.S.-style pay-for- 

performance systems that emphasize the performance of individuals might not work well in 

Japan, where individual performance in pursuit of group goals is the value that receives emphasis. 

 Managers doing business with individuals from another country must be sensitive to the 

value systems and norms of that country and behave accordingly. For example, Friday is the 

Islamic Sabbath. Thus it would be impolite and inappropriate for a U.S. manager to schedule 

a busy day of activities for Saudi Arabian managers on a Friday. 

 A culturally diverse management team can be a source of strength for an organization par-

ticipating in the global marketplace. Compared to organizations with culturally homogeneous 

management teams, organizations that employ managers from a variety of cultures have a better 

appreciation of how national cultures differ, and they tailor their management systems and behav-

iors to the differences.  91   Indeed, one advantage that many Western companies have over their 

Japanese competitors is greater willingness to create global teams composed of employees from 

different countries around the world who can draw on and share their different cultural experi-

ences and knowledge to provide service that is customized to the 

needs of companies in different countries. For example, because 

IT services account for more than half of IBM’s $90 billion annual 

revenues, it has been searching for ways to better use its talented 

workforce to both lower costs and offer customers unique, spe-

cialized kinds of services that its competitors cannot. IBM has 

developed several kinds of techniques to accomplish this.  92    

 In the 2000s, IBM created “competency centers” around 

the world staffed by employees who share the same specific 

IT skill. Most of IBM’s employees are concentrated in com-

petency centers located in the countries in which IBM has the 

most clients and does the most business. These employees 

have a wide variety of skills, developed from their previous 

work experience, and the challenge facing IBM is to use these 

experts efficiently. To accomplish this, IBM used its own IT 

expertise to develop sophisticated software that allows it to cre-

ate self-managed teams composed of IBM experts who have 

  Computer technicians at work in a server room. IBM’s 
competency centers customize teams of workers who can 
manage their own tasks. 
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the optimum mix of skills to solve a client’s particular problems. First, IBM programmers 

analyze the skills and experience of its 80,000 global employees and enter the results into the 

software program. Then they analyze and code the nature of a client’s specific problem and 

input that information. IBM’s program matches each specific client problem to the skills of 

IBM’s experts and identifies a list of “best fit” employees. One of IBM’s senior managers 

narrows this list and decides on the actual composition of the self-managed team. 

 Once selected, team members, from wherever they happen to be in the world, assemble as 

quickly as possible and go to work analyzing the client’s problem. Together, team members 

use their authority. This new IT lets IBM create an ever-changing set of global self-managed 

teams that form to develop the software and service packages necessary to solve the problems 

of IBM’s global clients. At the same time, IBM’s IT also optimizes the use of its whole talented 

workforce because each employee is placed in his or her “most highly valued use”—that is, in 

the team where the employee’s skills can best increase efficiency and effectiveness. There are a 

lot of factors involved in working for a global organization. The accompanying “Management 

Insight” feature describes how managers might educate themselves about some of the issues.         

  Cultural Differences That Expatriates 
Face in International Business 

 Where in the world would you like to be an expatriate? The annual Expat Explorer 
Survey by HSBC Bank International could help you decide. The survey ranks the best 
places in the world to be an expatriate worker. The results are available on the company’s 
website ( www.expatexplorer.hsbc.com ) and can help people understand what it will be 
like to be an expatriate in different countries. 

 The HSBC site also allows users to submit tips based on their expatriate experiences. 
For example, a former expatriate named Matt provides a list of five “Things to Do before 
Relocating to China.” 

    1. Make a temporary visit and get a gut feeling for whether China is the right place.  
   2. Work to gain an understanding of the culture and the language.  
   3. Make friends via social media or other means before arrival.  
   4. Take sufficient supplies of items like contact lenses and other Western products 

that may be difficult to obtain on the mainland.  
   5. Be mentally and physically sound when you arrive.  93     

 Tips provided by an expatriate named Farrah on child health care in the Netherlands begin 
with “You no longer have a pediatrician. Accept that.”  94    

Other information on the site is more general. For example, France, Germany, South 
Africa, Singapore, and New Zealand are rated highly for raising children. France, Bel-
gium, Germany, and Taiwan get high marks for health care access and quality. When it 
comes to earning disposable income, the Cayman Islands, Switzerland, Bahrain, Thai-
land, Qatar, Taiwan, Russia, and Vietnam are the top ranked. 

 The HSBC survey ranks countries based on experience, economics, and raising children 
abroad. The economics factor includes income, disposable income, and host economic sat-
isfaction. The experience factor includes a long list of issues from entertainment and work–
life balance to local culture and making local friends to local weather and learning the local 
language. The raising children factor also includes a long list of issues from quality and cost 
of child care to access to better education to children learning a new language. 

 While the factors in the survey can be chosen to tailor a list of the best countries for 
an individual expatriate, the survey does rank the countries from best to worst. Among 
the “best” countries on the three factors are China, Switzerland, the Cayman Islands, 
 Bahrain, and Singapore. The “worst” countries on the three factors include France, 
Spain, the United Kingdom, Italy, and Ireland.  95   The United States ranked 12th out of 24 
due to poor scores on experience and economics.  96   

 Management 
Insight 
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 Another interesting finding of the most recent Expat Explorer report is that expatri-
ates living in markets or economies that are classified as “emerging” or “frontier” were 
more optimistic about the state of the economy and business opportunities than were 
expatriates in other countries. Emerging markets were defined as BRIC countries— 
Brazil, Russia, India, and China. Frontier economies were defined as VITM countries—
Vietnam, Indonesia, Turkey, and Mexico. The report found 93 percent of expatriates in 
BRIC countries and 68 percent of expatriates in VITM countries reported being satisfied 
with the local economy’s condition versus 56 percent of expatriates from other places in 
the world who reported satisfaction with the local economy.  97   

 The HSBC site also contains tips and advice for expatriates that were compiled from 
survey responses. One post lists “great ways to make friends with the locals:”

    1. Take part in social events, join a club, or volunteer with a charity.  
   2. Learn the language and go to places where locals hang out.  
   3. Do not turn down an invitation to an event for the first six months of your assignment.  
   4. If you have children, join a youth organization such as a school group.  
   5. Interact with people as much as possible.  98      

 Other topics of survey response compilations include tips for getting a car, finding a 
school for your children, arranging your paperwork, getting through immigration, set-
tling in, and avoiding homesickness.  99   

 There are several lists on how to adapt to life in the United States, with tips such as 
eating half your meals in restaurants immediately and packing the extra to take home 
to avoid gaining weight,  100   learning the names of the cuts of meat at the butcher shop 
because the cut described as a brisket in the United States is a different part of the cow 
than that of the British brisket,  101   eating the local food, “especially fried chicken in the 
South,”  102   learning to use or at least understand various sports metaphors such as “to 
punt” or “a Hail Mary,”  103   and recognizing that Americans are very task oriented and 
will want to get right to business before getting to know their coworkers.  104   

 The site contains a disclaimer that the content on the site is the opinion of users and 
is not verified by HSBC.  

  WHAT  I S THE GLOBAL ENVIRONMENT?  The global environ-

ment is the set of forces and  c onditions that operates beyond an organiza-

tion’s boundaries but affects a manager’s ability to acquire and use 

resources. The global environment has two components: the task envi-

ronment and the general environment.   

  THE TASK ENVIRONMENT   T he task environment is the set of forces and conditions 

that originates with global suppliers, distributors, customers, and competitors and influences 

managers daily. The opportunities and threats associated with forces in the task environment 

become more complex as a company expands globally.   

  THE GENERAL ENVIRONMENT   T he general environment comprises wide-ranging 

global economic, technological, sociocultural, demographic, political, and legal forces that 

affect an organization and its task environment.   

  THE CHANGING GLOBAL ENVIRONMENT   I n recent years there has been a marked 

shift toward a more open global environment in which capital flows more freely as people and 

companies search for new opportunities to create profit and wealth. This has hastened the pro-

cess of globalization. Globalization is the set of specific and general forces that work together 

to integrate and connect economic, political, and social systems across countries, cultures, 

or geographic regions so that nations become increasingly interdependent and similar. The 

process of globalization has been furthered by declining barriers to international trade and 

investment and declining barriers of distance and culture.         

Summary and 
Review

 LO6-1 

 LO6-2, 6-3 

 LO6-2, 6-3 

 LO6-4, 6-5 
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 Management in Action    
  Topics for Discussion and Action 

  Discussion 

     1.  Why is it important for managers to understand the 

forces in the global environment that are acting on 

them and their organizations?  [LO6-1]   

    2.  Which organization is likely to face the most complex 

task environment—a biotechnology company trying 

to develop a cure for cancer or a large retailer like The 

Gap or Macy’s? Why?  [LO6-2, 6-3]   

    3.  The population is aging because of declining birth 

rates, declining death rates, and the aging of the 

baby boom generation. What might some of the 

implications of this demographic trend be for 

(a) a pharmaceutical company and (b) the home 

construction industry?  [LO6-1, 6-2, 6-3]   

    4.  How do political, legal, and economic forces shape 

national culture? What characteristics of national 

culture do you think have the most important effect 

on how successful a country is in doing business 

abroad?  [LO6-3, 6-5]   

    5.  After the passage of NAFTA, many U.S. companies 

shifted production operations to Mexico to take 

advantage of lower labor costs and lower standards 

for environmental and worker protection. As a result, 

they cut their costs and were better able to survive in 

an increasingly competitive global environment. Was 

their behavior ethical—that is, did the ends justify the 

means?  [LO6-4]     

  Action 

     6.  Choose an organization and ask a manager in that 

organization to list the number and strengths of 

forces in the organization’s task environment. Ask 

the manager to pay particular attention to identifying 

opportunities and threats that result from pressures 

and changes in customers, competitors, and 

suppliers.  [LO6-1, 6-2, 6-3]      

 Building Management Skills    
  Analyzing an Organization’s Environment  [LO6-1, 6-2, 6-3]  

  Pick an organization with which you are familiar. It can 

be an organization in which you have worked or currently 

work or one that you interact with regularly as a customer 

(such as the college you are attending). For this organiza-

tion do the following: 

     1.  Describe the main forces in the global task 

environment that are affecting the organization.  

    2.  Describe the main forces in the global general 

environment that are affecting the organization.  

    3.  Explain how environmental forces affect the job of an 

individual manager within this organization. How do 

they determine the opportunities and threats that its 

managers must confront?     

 Managing Ethically  [LO6-4, 6-5]     

  H
 ome Depot Inc. misjudged the market in China. The 

world’s largest home improvement chain entered the 

market in China in 2006 and decided to leave six years later. 

It was not able to sell its do-it-yourself brand to the  Chinese. 

“China is a do-it-for-me market, not a do-it- yourself mar-

ket, so we have to adjust,” a Home Depot spokeswoman 

said.  105   Cheap labor in China means many people can hire 

someone else to do home improvement work for them. 

Also, apartment-based living in China meant there was not 

much demand for products such as lumber.  106   

  Questions 

    1. What could Home Depot have done to avoid its 

mistake?  

   2. In what cultures might Home Depot find better success?    
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 Small Group Breakout Exercise    
  How to Enter the Copying Business  [LO6-1, 6-2]  

  Form groups of three to five people, and appoint one group member as the spokesperson who will communicate 

your findings to the whole class when called on by the instructor. Then discuss the following scenario:  

  Y
 ou and your partners have decided to open a small 

printing and copying business in a college town of 

100,000 people. Your business will compete with com-

panies like FedEx Kinko’s. You know that over 50 percent 

of small businesses fail in their first year, so to increase 

your chances of success, you have decided to perform a 

detailed analysis of the task environment of the copying 

business to discover what opportunities and threats you 

will encounter. 

     1.  Decide what you must know about (a) your future 

customers, (b) your future competitors, and (c) other 

critical forces in the task environment if you are to be 

successful.  

    2.  Evaluate the main barriers to entry into the copying 

business.  

    3.  Based on this analysis, list some steps you would 

take to help your new copying business succeed.    

 Exploring the World Wide Web  [LO6-2, 6-3, 6-4]     

  G
 o to  www.greatplacetowork.com  and click on “World’s 

Best Multinationals” under Best Companies. Take a 

look at the list for this year. 

    1. Find a company on the list that is based in a country 

other than your home country. How has that company 

had to adapt to become a global organization?  

   2. What are the forces in the global task environment 

and in the global general environment that affect the 

organization?  

   3. What criteria are used to select the great places to 

work? Do you agree that these criteria are what make 

an organization a great place to work?   

 Be the Manager  [LO6-1, 6-2]     
  The Changing Environment of Retailing 

  Y
 ou are the new manager of a major clothing store that 

is facing a crisis. This clothing store has been the 

leader in its market for the last 15 years. In the last three 

years, however, two other major clothing store chains 

have opened, and they have steadily been attracting 

customers away from your store—your sales are down 

30 percent. To find out why, your store surveyed former 

customers and learned that they perceive your store as 

not keeping up with changing fashion trends and new 

forms of customer service. In examining how the store 

operates, you found out that the 10 purchasing manag-

ers who buy the clothing and accessories for the store 

have been buying from the same clothing suppliers and 

have become reluctant to try new ones. Moreover, sales-

people rarely, if ever, make suggestions for changing how 

the store operates, and they don’t respond to customer 

requests; the culture of the store has become conserva-

tive and risk-averse. 

  Questions 

     1.  Analyze the major forces in the task environment of a 

retail clothing store.  

    2.  Devise a program that will help other managers and 

employees to better understand and respond to their 

store’s task environment.     
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  Bloomberg BusinessWeek  Case 
in the News  [LO6-1, 6-4, 6-5]    

   In Trade Talks, It’s Countries versus Companies 

   B
 eginning in the 1950s, trade 

negotiators evolved an elegant 

solution to a vexing problem: the 

risk that poor countries would seize 

the oil fields, mines, and factories of 

Western corporations that operated 

within their borders. Fearful of nation-

alization or other harsh treatment, 

multinationals were holding back on 

investment. Everyone lost. 

 The answer was to include lan-

guage in treaties specifying that 

disputes between investors and 

governments would be settled by 

independent arbitrators, not courts 

in the country where a disagreement 

arose. That gave corporations con-

fidence that their projects were safe 

and helped unleash trillions of dollars’ 

worth of cross-border investment. 

Today there are about 3,000 treaties 

between countries that provide for 

such arbitration. 

 Yet that fix is now the subject of 

a bitter disagreement between cor-

porations and governments that’s 

impeding progress on two of the 

biggest free-trade treaties ever, 

both involving the United States: the 

Trans-Pacific Partnership (TPP) and 

the Transatlantic Trade and Invest-

ment Partnership (TTIP). 

 The problem is that to many 

people, arbitration looks profoundly 

undemocratic. Countries that sign the 

treaties give away a lot: The arbitra-

tion panels are unelected tribunals of 

three experts (usually lawyers, one 

chosen by each side and one picked 

by mutual consent or a third party) that 

are empowered to overrule a nation’s 

highest authorities. The panels have 

come under attack from environmen-

tal groups, labor unions, and devel-

oping nations including Venezuela, 

Ecuador, and South Africa. 

 Opponents point to several dis-

putes currently in arbitration where 

corporations are invoking treaties 

for protection from local laws. Philip 

Morris International(PM) has brought 

a case in Hong Kong challenging 

Australia’s plain-packaging law for 

cigarettes. The tobacco company 

says the law prevents it from market-

ing its brand, in violation of a treaty 

between Australia and Hong Kong. 

Sweden’s Vattenfall, which operates 

nuclear plants in Germany, is seek-

ing compensation for the country’s 

planned phaseout of electricity gen-

eration from nuclear power, which 

it says breaks the countries’ bilat-

eral investment treaty. Lone Pine 

Resources, a U.S. company that has 

licenses to produce natural gas from 

beneath the St. Lawrence River in 

Quebec, wants to be compensated 

by Canada for a moratorium on frack-

ing in the province. 

 Lori Wallach, director of Global 

Trade Watch, a Ralph Nader organiza-

tion, has called the arbitration system 

“a quiet, slow-moving coup d’état.” 

Democratic Senator Sherrod Brown 

of Ohio, a prominent arbitration critic, 

said in an e-mail message that the 

“mere threat of costly litigation” can 

have a chilling effect on legitimate 

regulation, such as on tobacco. 

 To see how arbitration can squeeze 

a country, consider the case of a lead 

and zinc smelting operation in South 

America called Doe Run Perú. The 

Peruvian government demanded a 

costly waste cleanup. U.S. billion-

aire Ira Rennert, who owned Doe Run 

Perú for more than a decade through 

Renco Group, said the government’s 

escalating cleanup demands forced 

the unit into bankruptcy in violation of 

the U.S.–Peru trade promotion agree-

ment of 2006. Renco asked a panel of 

arbitrators to force Peru to pay it $800 

million. It also said the country, which 

once owned the operation, should be 

liable for any damages arising from 

a pending lawsuit in federal court 

in St.  Louis alleging that it sickened 

more than 700 Peruvian children. The 

case is ongoing. 

 The voices of opposition are 

becoming harder to ignore. In Janu-

ary, in response to criticism of the 

arbitration clauses now standard in 

nearly every agreement, the European 

Commission announced a halt to 

negotiations with the United States on 

the arbitration provisions of TTIP, the 

ambitious effort to open more trade 

and investment between the United 

States. and the European Union. The 

commission reaffirmed it was com-

mitted to including arbitration in the 

treaty, but said it wanted a 90-day 

break for “public consultation” to 

hear people’s views. A high-profile 

campaign by opponents could com-

plicate talks long after the listening 

period ends. 

 For the U.S. government and 

other backers of arbitration, a bigger 

blow came in mid-March when the 

 German government—which has been 

a staunch supporter of investor–state 

dispute settlements—said it decided to 

push for excluding it from TTIP. “Spe-

cial investment protection rules are not 

necessary in an accord between the 

USA and EU,” the German economy 

ministry said in a statement. It said 

the rules were unnecessary because 

“both partners have adequate legal 

protection” for foreign investors in their 

courts. The Germans said they’d OK a 

treaty if the final text addresses their 

concerns on arbitration. 

 The Vattenfall challenge to Ger-

many’s nuke moratorium may have 

brought home the pitfalls of arbitra-

tion, says Pia Eberhardt, a researcher 

with Corporate Europe Observatory, 

which tracks corporate lobbying of 

the EU. Via e-mail, the press office 

for EU trade policy said Europe would 

make sure the investment provisions 

“fully enshrine democratic principles.” 
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Australia and Malaysia are leading 

similar opposition to strong arbitra-

tion provisions in the TPP, a 12-nation 

trade and investment pact. 

 The United States can’t afford to 

drop arbitration from the big Pacific 

and Atlantic trade deals because 

that would send the wrong signal 

for future agreements, says Sean 

Heather, vice president for global 

regulatory cooperation at the U.S. 

Chamber of Commerce. China, which 

is beginning to negotiate investment 

treaties with the United States and 

Europe, could argue that its pacts 

shouldn’t have to include arbitration, 

either. That would leave investors in 

China relying on their governments 

to intervene with the Chinese govern-

ment, or, worse, depending on fair 

treatment in  Chinese courts. 

 Some of the opposition to investor–

state arbitration is clearly overheated. 

It’s one thing for a company to make 

an outrageous claim against a govern-

ment and quite another to win. Compa-

nies win or settle about half their cases. 

(Notably, they’ve never won against 

the United States.) The arbitration 

agreement the United States wants 

to include in the Atlantic and Pacific 

trade pacts wouldn’t give companies 

a free pass to pollute or break foreign 

laws. And companies couldn’t claim 

that any law or regulation they dislike 

constitutes a “taking” of their property 

for which they deserve compensation. 

Arbitration hearings and documents 

would be open to the public. Still, lots 

of people have trouble with the idea of 

giving anyone as much power as the 

arbitrators have. “They’re supreme 

court justices for the world,” says 

Gus  Van Harten, a professor at York 

University’s Osgoode Hall Law School 

in Toronto. “Only they’re not judges, 

and you don’t know who they are.”    

 Source: Peter Coy, Brian Parkin and Andrew 

Martin, “In Trade Talks, It’s Countries vs. Com-

panies,” Bloomberg Business Week, March 20, 

2014. Used with permission of Bloomberg L.P. 

Copyright © 2014. All rights reserved. 

   Questions for 

Discussion 

    1. Why do you believe trade treaties 

include arbitration clauses?  

   2. Would you support the 

continuation of arbitration 

clauses in trade treaties?  

   3. Search the web to see the latest 

on the Trans-Pacific Partnership.     
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 part 3  Decision Making, 
Planning, and Strategy 

   LO7-1  Understand the nature of managerial decision making, differentiate between 
programmed and nonprogrammed decisions, and explain why nonpro-
grammed decision making is a complex, uncertain process. 

   LO7-2  Describe the six steps managers should take to make the best decisions, 
and explain how cognitive biases can lead managers to make poor decisions. 

   LO7-3  Identify the advantages and disadvantages of group decision making, and 
describe techniques that can improve it. 

   LO7-4  Explain the role that organizational learning and creativity play in helping 
 managers to improve their decisions. 

   LO7-5  Describe how managers can encourage and promote entrepreneurship to create a 
learning organization, and differentiate between entrepreneurs and intrapreneurs.  

 Decision Making, Learning, 
Creativity, and Entrepreneurship 

   CHAPTER 7 

   Learning Objectives 

  After studying this chapter, you should be able to:  
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Lifelong learning and good decision making have been crucial to the 

success of 1-800-Flowers.com Inc. James McCann, Chairman and 

CEO, bartended, worked in the administration of a group home for 

boys, got a degree in psychology, and then built a small florist shop 

into a billion-dollar global business.

  Why are decision making and learning 

the keys to entrepreneurial success?  

All managers must make decisions day in and 

day out under considerable uncertainty. And 

sometimes those decisions come back to 

haunt them if they turn out poorly. Sometimes 

even highly effective managers make bad 

decisions. And factors beyond a manager’s 

control, such as unforeseen changes in the 

environment, can cause a good decision to 

result in unexpected negative consequences. 

Effective managers recognize the critical 

importance of making decisions on an ongoing 

basis as well as learning from prior decisions. 

 Decision making and learning have been 

key to Jim McCann’s success in building a 

small florist shop into a global business with 

$1 billion in 2013 revenues headquartered 

in Carle Place, New York.  1   In fact, learning 

and decision making have been mainstays 

for McCann throughout his life and career. 

As a child growing up in Queens, New York, 

McCann learned about plumbing, electri-

cal work, and woodworking from his father, 

who had a small painting business. While he 

was bartending at night and going to col-

lege in the day, a friend let him know about 

an opportunity to work evenings in a group 

home for teenage boys. McCann decided 

to seize this opportunity, and while continu-

ing to go to college in the day, he worked 

and slept (in his own room) in the St. John’s 

Home for Boys in Queens. McCann was a 

psychology major and learned a lot from 

working and living with 10 teenage boys.  2   

When he graduated, he continued to work at 

the home in administration for 14 years.  3   

 McCann continued to bartend at night to 

make some extra money for his family, and 

one of his customers told him that he was 

planning on selling a small flower shop.  4   

McCann thought he might like to learn that 

business and buy the shop, so he asked 

the customer if he could work in the shop 

a couple of weekends to see what it was 

like.  5   McCann ending up buying the store for 

$10,000, continued to work at the home for 

boys, and learned the flower business—and 

the rest has made history.  6   

 

   A MANAGER’S CHALLENGE 

   Decision Making and Learning at  1-800-Flowers.com  
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 When he bought the store, he decided 

he wanted to somehow turn it into a larger 

organization.  7   So he kept looking for addi-

tional opportunities to buy or open up flower 

shops. Ten years later he had over 20 flower 

stores and quit his job at the home for boys 

to work full-time on his flower shop business 

(by now his siblings were also working in the 

business).  8   

 In the late 1980s McCann happened 

to hear a commercial on the radio for 

1-800-Flowers, the first company that 

enabled customers to call a toll-free number 

to order flowers.  9   McCann decided to see if 

he could be a distributor for this company, 

called them, and became the florist for New 

York; this helped expand his business. 

However, over time, McCann stopped get-

ting orders from this source of customers. 

McCann went to Dallas where the company 

was based and found out that although its 

owners had raised about $10 million in fund-

ing, they had ceased operating because of a 

lack of business.  10   

 McCann decided to try to buy the busi-

ness with his savings from his own busi-

ness, while saving money by not involving 

lawyers, accountants, or bankers in the 

transaction.  11   He offered the owners 

 $2 million for their 800 flower business and 

they accepted. Soon after, McCann dis-

covered that in buying the business, he had 

become responsible for the $7 million in 

debt that the business had accrued and that 

his decision to buy 1-800-Flowers amounted 

to a big mistake.  12   

 Determined to turn around this mistake, 

McCann turned his store in Queens into a 

telemarketing firm for flowers, but business 

was lackluster.  13   He tried to assuage his 

debtors while figuring out how to turn the 

business around. While on a trip to Dallas, he 

seized an opportunity to expand his business 

presented to him by Larry Zarin, who was 

marketing Kellogg’s Nutri-Grain.  14   Zarin and 

McCann agreed that they would put adver-

tisements on boxes of Nutri-Grain indicat-

ing that if customers bought the cereal, they 

could buy a dozen roses from 1-800-Flowers 

for $14.99. To their amazement, they received 

30,000 orders for flowers, didn’t have the 

floral capacity across the United States to fill 

them, and so created a box to ship flowers 

overnight via FedEx. And the rest has been 

history. A similar promotion worked with 

Zales jewelry stores, helping make the com-

pany known across the country (its network 

of florists is called BloomNet).  15   

 In the early 1990s McCann and his brother 

and partner, Chris, decided they wanted to 

put their business online.  16   They met with 

Steve Case, one of the cofounders of AOL, 

and Ted Leonsis, and they were the first 

organization to have an online transaction 

over AOL. In the early days on the Internet, 

1-800-Flowers.com had considerable com-

petition. The company went public in 1999 

and raised funds to create a better tech-

nological platform. By 2013 revenues had 

grown to $1 billion (including $200 million 

from franchises).  17   

 Jim and Chris McCann and other managers 

at 1-800-Flowers.com continue to make deci-

sions and learn to this day. 1-800- Flowers.

com has become active in the social- mobile-

local retail space and sells gifts for all occa-

sions as well as flowers.  18   For example, 

1-800-Flowers.com was the first organization 

to sell gifts on Facebook beginning at $5.  19   

Clearly, learning and decision making have 

been crucial ingredients for the entrepreneurial 

success story behind 1-800-Flowers.com.  20           
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  “A Manager’s Challenge” illustrates how decision making and learning 

are an ongoing challenge for managers that can profoundly influence 

organizational effectiveness. McCann’s decision to seize an opportunity 

and buy a small flower shop and his subsequent decisions along the way have had a dramatic 

effect on his business.  21   The decisions managers make at all levels in companies large and 

small can change the growth and prosperity of these companies and the well-being of their 

employees, customers, and other stakeholders. Yet such decisions can be difficult to make 

because they are fraught with uncertainty.   

  In this chapter we examine how managers make decisions, and we explore how individual, 

group, and organizational factors affect the quality of the decisions they make and ultimately 

determine organizational performance. We discuss the nature of managerial decision making 

and examine some models of the decision-making process that help reveal the complexities of 

successful decision making. Then we outline the main steps of the decision-making process; 

in addition, we explore the biases that may cause capable managers to make poor decisions 

both as individuals and as members of a group. Next we examine how managers can promote 

organizational learning and creativity and improve the quality of decision making through-

out an organization. Finally we discuss the important role of entrepreneurship in promoting 

organizational creativity, and we differentiate between entrepreneurs and intrapreneurs. By 

the end of this chapter you will appreciate the critical role of management decision making in 

creating a high-performing organization.    

  Every time managers act to plan, organize, direct, or control organiza-

tional activities, they make a stream of decisions. In opening a new 

 restaurant, for example, managers have to decide where to locate it, what 

kinds of food to provide, which people to employ, and so on. Decision 

making is a basic part of every task managers perform. In this chapter we 

study how these decisions are made. 

 As we discussed in the last three chapters, one of the main tasks fac-

ing a manager is to manage the organizational environment. Forces in the external envi-

ronment give rise to many opportunities and threats for managers and their organizations. 

In addition, inside an organization managers must address many opportunities and threats 

that may arise as organizational resources are used. To deal with these opportunities and 

threats, managers must make decisions—that is, they must select one solution from a set of 

alternatives.    Decision making    is the process by which managers respond to opportunities 

and threats by analyzing the options and making determinations, or  decisions,  about specific 

organizational goals and courses of action. Good decisions result in the selection of appro-

priate goals and courses of action that increase organizational performance; bad decisions 

lower performance. 

  Decision making in response to opportunities  occurs when managers search for ways to 

improve organizational performance to benefit customers, employees, and other stakeholder 

groups. In “A Manager’s Challenge,” Jim McCann seized the opportunities to buy a flower 

shop and expand his business in multiple ways including going online.  Decision making 

in response to threats  occurs when events inside or outside the organization adversely 

affect organizational performance and managers search for ways to increase performance.  22   

  Decision making is central to being a manager, and whenever managers engage in plan-

ning, organizing, leading, and controlling—their four principal tasks—they are constantly 

making decisions. 

 Managers are always searching for ways to make better decisions to improve organiza-

tional performance. At the same time they do their best to avoid costly mistakes that will 

hurt organizational performance. Examples of spectacularly good decisions include Martin 

 Cooper’s decision to develop the first cell phone at Motorola and Apple’s decision to develop 

the iPod.  23   Examples of spectacularly bad decisions include the decision by managers at 

NASA and Morton Thiokol to launch the  Challenger  space shuttle—a decision that killed six 

astronauts in 1986—and the decision by NASA to launch the  Columbia  space shuttle in 2003, 

which killed seven astronauts.  

Overview

 LO7-1 

 Understand the nature 
of managerial decision 
making, differentiate 
between programmed 
and nonprogrammed 
decisions, and explain why 
nonprogrammed decision 
making is a complex, 
uncertain process. 

The Nature 
of Managerial 

Decision Making

    decision making    The 

process by which managers 

respond to opportunities and 

threats by analyzing options 

and making determinations 

about specific organizational 

goals and courses of action.   
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   Programmed and Nonprogrammed 
Decision Making 
 Regardless of the specific decisions a manager makes, the decision-making process is either 

programmed or nonprogrammed.  24   

  PROGRAMMED DECISION MAKING      Programmed decision making    is a  routine,  

virtually automatic process. Programmed decisions are decisions that have been made so 

many times in the past that managers have developed rules or guidelines to be applied when 

certain situations inevitably occur. Programmed decision making takes place when a school 

principal asks the school board to hire a new teacher whenever student enrollment increases 

by 40 students; when a manufacturing supervisor hires new workers whenever existing work-

ers’ overtime increases by more than 10 percent; and when an office manager orders basic 

office supplies, such as paper and pens, whenever the inventory of supplies drops below a 

certain level. Furthermore, in the last example, the office manager probably orders the same 

amount of supplies each time. 

 This decision making is called  programmed  because office managers, for example, do not 

need to repeatedly make new judgments about what should be done. They can rely on long-

established decision rules such as these:

    •  Rule 1:  When the storage shelves are three-quarters empty, order more copy paper.  

   •  Rule 2:  When ordering paper, order enough to fill the shelves.    

 Managers can develop rules and guidelines to regulate all routine organizational activities. 

For example, rules can specify how a worker should perform a certain task, and rules can 

specify the quality standards that raw materials must meet to be acceptable. Most decision 

making that relates to the day-to-day running of an organization is programmed decision 

making. Examples include deciding how much inventory to hold, when to pay bills, when 

to bill customers, and when to order materials and supplies. Programmed decision making 

occurs when managers have the information they need to create rules that will guide deci-

sion making. There is little ambiguity involved in assessing when the stockroom is empty or 

counting the number of new students in class. 

 As profiled in the accompanying “Focus on Diversity” feature, effectively training new 

employees is essential to reap the benefits of programmed decision making.   

    programmed decision 

making    Routine, virtually 

automatic decision making 

that follows established rules 

or guidelines.   

  Programmed Decision Making at UPS 

 UPS is unrivaled in its use of programmed decision making. Practically all the motions, 
behaviors, and actions that its drivers perform each day have been carefully honed to 
maximize efficiency and minimize strain and injuries while delivering high-quality cus-
tomer service. For example, a 12-step process prescribes how drivers should park their 
trucks, locate the package they are about to deliver, and step off the truck in 15.5 seconds 
(a process called “selection” at UPS).  25   Rules and routines such as these are carefully 
detailed in UPS’s “340 Methods” manual (UPS actually has far more than 340 meth-
ods). Programmed decision making dictates where drivers should stop to get gas, how 
they should hold their keys in their hands, and how to lift and lower packages.  26   

 When programmed decision making is so heavily relied on, ensuring that new 
employees learn tried-and-true routines is essential. UPS has traditionally taught new 
employees with a two-week period of lectures followed by practice.  27   In the 2000s, 
however, managers began to wonder if they needed to alter their training methods to 
suit their new Generation Y trainees (Generation Y typically refers to people born 
after 1980), who were not so keen on memorization and drills.  28   Generation Y trainees 
seemed to require more training time to become effective drivers (90–180 days com-
pared to a typical average of 30–45 days), and quit rates for new drivers had increased.  29   

 Focus on 
Diversity 
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  NONPROGRAMMED DECISION MAKING   Suppose, however, managers are not 

certain that a course of action will lead to a desired outcome. Or in even more ambiguous 

terms, suppose managers are not even sure what they are trying to achieve. Obviously rules 

cannot be developed to predict uncertain events. 

    Nonprogrammed decision making    is required for these  nonroutine  decisions. Nonpro-

grammed decisions are made in response to unusual or novel opportunities and threats. Nonpro-

grammed decision making occurs when there are no ready-made decision rules that managers 

can apply to a situation. Rules do not exist because the situation is unexpected or uncertain and 

managers lack the information they would need to develop rules to cover it. Examples of non-

programmed decision making include decisions to invest in a new technology, develop a new 

kind of product, launch a new promotional campaign, enter a new market, expand internation-

ally, or start a new business as did Jim McCann in “A Manager’s Challenge.” 

 How do managers make decisions in the absence of decision rules? They may rely on their 

   intuition   —feelings, beliefs, and hunches that come readily to mind, require little effort and 

information gathering, and result in on-the-spot decisions.  39   Or they may make    reasoned 

judgments   —decisions that require time and effort and result from careful information gath-

ering, generation of alternatives, and evaluation of alternatives. “Exercising” one’s judgment 

    nonprogrammed decision 

making    Nonroutine deci-

sion making that occurs in 

response to unusual, unpre-

dictable opportunities and 

threats.   

    intuition    Feelings, beliefs, 

and hunches that come read-

ily to mind, require little effort 

and information gathering, and 

result in on-the-spot decisions.   

    reasoned judgment    A 

decision that requires time 

and effort and results from 

careful information gathering, 

generation of alternatives, and 

evaluation of alternatives.   

 Given the fundamental importance of performance programs for UPS operations, 
managers decided to try to alter the training new hires receive so it would be bet-
ter received by Generation Y trainees. In the late 2000s, UPS opened an innova-
tive Landover, Maryland, training center called UPS Integrad, which has over 11,000 
square feet and cost over $30 million to build and equip. Integrad was developed over 
a three-year period through a collaborative effort of over 170 people, including UPS 
top managers (many of whom started their careers with UPS as drivers), teams from 
Virginia Tech and MIT, animators from the Indian company Brainvisa, and forecast-
ers from the Institute for the Future with the support of a grant from the Department 
of Labor for $1.8 million.  30   Results thus far suggest that Integrad training results in 
greater driver proficiency and fewer first-year accidents and injuries.  31   

 Training at Integrad emphasizes hands-on learning.  32   For example, at Integrad a 
UPS truck with transparent sides is used to teach trainees selection so they can actu-
ally see the instructor performing the steps and then practice the steps themselves 
rather than trying to absorb the material in a lecture. Trainees can try different move-
ments and see, with the help of computer diagrams and simulations, how following 
UPS routines will help protect them from injury and how debilitating work as a driver 
can be if they do not follow routines. Video recorders track and document what train-
ees do correctly and incorrectly so they can see it for themselves rather than relying 
on feedback from an instructor, which they might question. As Stephen Jones, Direc-
tor of International Training & Development at UPS,  33   indicates, “Tell them what 
they did incorrectly, and they’ll tell you, ‘I didn’t do that. You saw wrong.’ This way 
we’ve got it on tape and they can see it for themselves.”  34   

 At Integrad, trainees get practice driving in a pseudo town that has been con-
structed in a parking lot.  35   They also watch animated demonstrations on computer 
screens, participate in simulations, take electronic quizzes, and receive scores on 
various components that are retained in a database to track learning and performance. 
Recognizing that Generation Y trainees have a lot of respect for expertise and rep-
utation, older employees also are brought in to facilitate learning at Integrad. For 
example, long-time UPS employee Don Petersik, who has since retired from UPS,  36   
trained facilitators at Integrad and shared stories with them to reinforce the UPS 
culture—such as the time he was just starting out as a preloader and, unknown to 
him, the founder of UPS, Jim Casey, approached him and said, “Hi, I’m Jim. I work 
for UPS.”  37   As Petersik indicated, “What’s new about the company now is that our 
teaching style matches your learning styles.”  38   Clearly, when learning programmed 
decision making is of utmost importance, as it is at UPS, it is essential to take into 
account diversity in learning styles and approaches.  
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is a more rational process than “going with” one’s intu-

ition. For reasons that we examine later in this chapter, both 

intuition and judgment often are flawed and can result in 

poor decision making. Thus the likelihood of error is much 

greater in nonprogrammed decision making than in pro-

grammed decision making.  40   In the remainder of this chap-

ter, when we talk about decision making, we are referring 

to  nonprogrammed  decision making because it causes the 

most problems for managers and is inherently challenging. 

 Sometimes managers have to make rapid decisions and 

don’t have time to carefully consider the issues involved. 

They must rely on their intuition to quickly respond to a 

pressing concern. For example, when fire chiefs, captains, 

and lieutenants manage firefighters battling dangerous, out-

of-control fires, they often need to rely on their expert intu-

ition to make on-the-spot decisions that will protect the lives 

of the firefighters and save the lives of others, contain the 

fires, and preserve property—decisions made in emergency 

situations entailing high uncertainty, high risk, and rapidly 

changing conditions.  41   In other cases managers do have 

time to make reasoned judgments, but there are no established rules to guide their decisions, 

such as when deciding whether to proceed with a proposed merger. 

 Regardless of the circumstances, making nonprogrammed decisions can result in effective 

or ineffective decision making. As indicated in the accompanying “Manager as a Person” fea-

ture, managers have to be on their guard to avoid being overconfident in decisions that result 

from either intuition or reasoned judgment.  

 Manager as 
a Person 

  Curbing Overconfidence 
 Should managers be confident in their intuition and reasoned judgments?  42   Decades 
of research by Nobel Prize winner Daniel Kahneman, his longtime collaborator the 
late Amos Tversky, and other researchers suggests that managers (like all people) 
tend to be overconfident in the decisions they make, whether based on intuition or 
reasoned judgment.  43   And with overconfidence comes failure to evaluate and rethink 
the wisdom of the decisions one makes and failure to learn from mistakes.  44   

 Kahneman distinguishes between the intuition of managers who are truly expert 
in the content domain of a decision and the intuition of managers who have some 
knowledge and experience but are not true experts.  45   Although the intuition of both 
types can be faulty, that of experts is less likely to be flawed. This is why fire captains 
can make good decisions and why expert chess players can make good moves, in 
both cases without spending much time or deliberating carefully on what, for non-
experts, is a complicated set of circumstances. What distinguishes expert managers 
from those with limited expertise is that the experts have extensive experience under 
conditions in which they receive quick and clear feedback about the outcomes of their 
decisions.  46   

 Unfortunately managers who have some experience in a content area but are not 
true experts tend to be overly confident in their intuition and their judgments.  47   As 
Kahneman puts it, “People jump to statistical conclusions on the basis of very weak 
evidence. We form powerful intuitions about trends and about the replicability of 
results on the basis of information that is truly inadequate.”  48   Not only do managers, 
and all people, tend to be overconfident about their intuition and judgments, but they 
also tend not to learn from mistakes. Compounding this undue optimism is the human 
tendency to be overconfident in one’s own abilities and influence over unpredictable 

Nonprogrammed decision making covers areas with no
previous benchmarks or rubrics, such as seen in this photo.
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 The classical and administrative decision-making models reveal many of the assump-

tions, complexities, and pitfalls that affect decision making. These models help reveal the 

factors that managers and other decision makers must be aware of to improve the quality of 

their decision making. Keep in mind, however, that the classical and administrative mod-

els are just guides that can help managers understand the decision-making process. In real 

life the process is typically not cut-and-dried, but these models can help guide a manager 

through it.   

  The Classical Model 
 One of the earliest models of decision making, the    classical model    ,  is  prescriptive,  which means 

it specifies how decisions  should  be made. Managers using the classical model make a series of 

simplifying assumptions about the nature of the decision-making process (see  Figure 7.1 ). The 

premise of the classical model is that once managers recognize the need to make a decision, 

they should be able to generate a complete list of  all  alternatives and consequences and make 

the best choice. In other words, the classical model assumes managers have access to  all  the 

information they need to make the    optimum decision    ,  which is the most appropriate decision 

possible in light of what they believe to be the most desirable consequences for the organiza-

tion. Furthermore, the classical model assumes managers can easily list their own preferences 

for each alternative and rank them from least to most preferred to make the optimum decision.  

   The Administrative Model 
 James March and Herbert Simon disagreed with the underlying assumptions of the classical 

model of decision making. In contrast, they proposed that managers in the real world do  not  

have access to all the information they need to make a decision. Moreover, they pointed out 

that even if all information were readily available, many managers would lack the mental 

or psychological ability to absorb and evaluate it correctly. As a result, March and Simon 

developed the    administrative model    of decision making to explain why decision making is 

always an inherently uncertain and risky process—and why managers can rarely make deci-

sions in the manner prescribed by the classical model. The administrative model is based on 

three important concepts:  bounded rationality, incomplete information,  and  satisficing.  

    classical decision-making 

model    A prescriptive 

approach to decision mak-

ing based on the assumption 

that the decision maker can 

identify and evaluate all pos-

sible alternatives and their 

consequences and rationally 

choose the most appropriate 

course of action.   

    optimum decision    The 

most appropriate decision 

in light of what managers 

believe to be the most desir-

able consequences for the 

organization.   

    administrative model    An 

approach to decision making 

that explains why decision 

making is inherently uncertain 

and risky and why manag-

ers usually make satisfactory 

rather than optimum decisions.   

events. Surveys have found that the majority of people think they are above aver-
age, make better decisions, and are less prone to making bad decisions than others 
(of course it is impossible for most people to be above average on any dimension).  49   

 Examples of managerial overconfidence abound. Research has consistently found 
that mergers tend to turn out poorly—postmerger profitability declines, stock prices 
drop, and so forth. For example, Chrysler had the biggest profits of the three larg-
est automakers in the United States when it merged with Daimler; the merger was a 
failure and both Chrysler and Daimler would have been better off if it never had hap-
pened.  50   One would imagine that top executives and boards of directors would learn 
from this research and from articles in the business press about the woes of merged 
companies (such as the AOL–Time Warner merger and the Hewlett-Packard–Compaq 
merger).  51   Evidently not. Top managers seem to overconfidently believe that they can 
succeed where others have failed.  52   Similarly, whereas fewer than 35 percent of new 
small ventures succeed as viable businesses for more than five years, entrepreneurs, on 
average, tend to think that they have a 6 out of 10 chance of being successful.  53   

 Jeffrey Pfeffer, a professor at Stanford University’s Graduate School of Business, 
suggests that managers can avoid the perils of overconfidence by critically evaluating 
the decisions they have made and the outcomes of those decisions. They should admit 
to themselves when they have made a mistake and really learn from their mistakes 
(rather than dismissing them as flukes or situations out of their control). In addition, 
managers should be leery of too much agreement at the top. As Pfeffer puts it, “If two 
people agree all the time, one of them is redundant.”  54    
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  BOUNDED RATIONALITY   March and Simon pointed out that human decision-making 

capabilities are bounded by people’s cognitive limitations—that is, limitations in their ability 

to interpret, process, and act on information.  55   They argued that the limitations of human intel-

ligence constrain the ability of decision makers to determine the optimum decision. March and 

Simon coined the term    bounded rationality    to describe the situation in which the number of 

alternatives a manager must identify is so great and the amount of information so vast that it 

is difficult for the manager to even come close to evaluating it all before making a decision.  56    

  INCOMPLETE INFORMATION   Even if managers had unlimited ability to evaluate 

information, they still would not be able to arrive at the optimum decision because they would 

have incomplete information. Information is incomplete because the full range of decision-

making alternatives is unknowable in most situations, and the consequences associated with 

known alternatives are uncertain.  57   In other words, information is incomplete because of risk 

and uncertainty, ambiguity, and time constraints (see  Figure 7.2 ).  

   RISK AND UNCERTAINTY   As we saw in Chapter 6, forces in the organizational envi-

ronment are constantly changing.    Risk    is present when managers know the possible outcomes 

of a particular course of action and can assign probabilities to them. For example, managers in 

the biotechnology industry know that new drugs have a 10 percent probability of successfully 

passing advanced clinical trials and a 90 percent probability of failing. These probabilities 

    bounded rationality    

Cognitive limitations that 

constrain one’s ability to 

interpret, process, and act on 

information.   

    risk    The degree of probabil-

ity that the possible outcomes 

of a particular course of 

action will occur.   

 Figure 7.1 

 The Classical Model of Decision Making  

List all the alternative courses of action 
possible and the consequences of the

different alternatives.

Assumes all information about
alternatives is available to

managers.

Assumes managers possess the
mental facility to process this

information. 

Assumes managers know
what future course of action
is best for the organization. 

Rank each alternative from least
preferred to most preferred according

to personal preferences.

Select the alternative that leads to
desired future consequences.

 Figure 7.2 

 Why Information Is Incomplete  

Incomplete
information

Time constraints and
information costs

Ambiguous
information

Uncertainty
and risk
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reflect the experiences of thousands of drugs that have gone through advanced clinical trials. 

Thus when managers in the biotechnology industry decide to submit a drug for testing, they 

know that there is only a 10 percent chance that the drug will succeed, but at least they have 

some information on which to base their decision. 

 When    uncertainty    exists, the probabilities of alternative outcomes  cannot  be determined 

and future outcomes are  unknown.  Managers are working blind. Because the probability of a 

given outcome occurring is not known, managers have little information to use in making a 

decision. For example, in 1993, when Apple Computer introduced the Newton, its personal 

digital assistant (PDA), managers had no idea what the probability of a successful product 

launch for a PDA might be. Because Apple was the first to market this totally new product, 

there was no body of well-known data that Apple’s managers could draw on to calculate 

the probability of a successful launch. Uncertainty plagues most managerial decision mak-

ing.  58   Although Apple’s initial launch of its PDA was a disaster due to technical problems, an 

improved version was more successful.  

  AMBIGUOUS INFORMATION   A second reason why information is incomplete is that 

much of the information managers have at their disposal is    ambiguous information    .  Its 

meaning is not clear—it can be interpreted in multiple and often conflicting ways.  59   Take a 

look at  Figure 7.3 . Do you see a young woman or an old woman? In a similar fashion, manag-

ers often interpret the same piece of information differently and make decisions based on their 

own interpretations.  

   TIME CONSTRAINTS AND INFORMATION COSTS   The third reason why infor-

mation is incomplete is that managers have neither the time nor the money to search for all 

possible alternative solutions and evaluate all the potential consequences of those alterna-

tives. Consider the situation confronting a Ford Motor Company purchasing manager who 

has one month to choose a supplier for a small engine part. There are 20,000 potential suppli-

ers for this part in the United States alone. Given the time available, the purchasing manager 

cannot contact all potential suppliers and ask each for its terms (price, delivery schedules, 

and so on). Moreover, even if the time were available, the costs of obtaining the information, 

including the manager’s own time, would be prohibitive.  

  SATISFICING   March and Simon argued that managers do not attempt to discover every 

alternative when faced with bounded rationality, an uncertain future, unquantifiable risks, 

considerable ambiguity, time constraints, and high information costs. Rather, they use a strat-

egy known as    satisficing    ,  which is exploring a limited sample of all potential alternatives.  60   

    uncertainty    Unpredictability.   

    ambiguous information    

Information that can be inter-

preted in multiple and often 

conflicting ways.   

    satisficing    Searching for 

and choosing an acceptable, 

or satisfactory, response to 

problems and opportunities, 

rather than trying to make the 

best decision.   

 Figure 7.3 

 Ambiguous Information: Young Woman or Old Woman?  
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When managers satisfice, they search for and choose acceptable, or satisfactory, ways to 

respond to problems and opportunities rather than trying to make the optimal decision.  61   In 

the case of the Ford purchasing manager’s search, for example, satisficing may involve asking 

a limited number of suppliers for their terms, trusting that they are representative of suppliers 

in general, and making a choice from that set. Although this course of action is reasonable 

from the perspective of the purchasing manager, it may mean that a potentially superior sup-

plier is overlooked. 

 March and Simon pointed out that managerial decision making is often more art than 

science. In the real world, managers must rely on their intuition and judgment to make 

what seems to them to be the best decision in the face of uncertainty and ambiguity.  62   

Moreover, managerial decision making is often fast-paced; managers use their experi-

ence and judgment to make crucial decisions under conditions of incomplete information. 

Although there is nothing wrong with this approach, decision makers should be aware that 

human judgment is often flawed. As a result, even the best managers sometimes make poor 

decisions.  63        

  Using the work of March and Simon as a basis, researchers have devel-

oped a step-by-step model of the decision-making process and the issues 

and problems that managers confront at each step. Perhaps the best way to 

introduce this model is to examine the real-world nonprogrammed deci-

sion making of Scott McNealy at a crucial point in Sun Microsystems’ 

history. McNealy was a founder of Sun Microsystems and was the chair-

man of the board of directors until Sun was acquired by Oracle in 2010.  64    

 In early August 1985, Scott McNealy, then CEO of Sun Microsystems  65   (a hardware 

and software computer workstation manufacturer focused on network solutions), had to 

decide whether to go ahead with the launch of the new Carrera workstation computer, 

scheduled for September 10. Sun’s managers had chosen the date nine months earlier 

when the development plan for the Carrera was first proposed. McNealy knew it would 

take at least a month to prepare for the September 10 launch, and the decision could not 

be put off. 

 Customers were waiting for the new machine, and McNealy wanted to be the first to 

provide a workstation that took advantage of Motorola’s powerful 16-megahertz 68020 

microprocessor. Capitalizing on this opportunity would give Sun a significant edge over 

Apollo, its main competitor in the workstation market. McNealy knew, however, that com-

mitting to the September 10 launch date was risky. Motorola was having production prob-

lems with the 16-megahertz 68020 microprocessor and could not guarantee Sun a steady 

supply of these chips. Moreover, the operating system software was not completely free 

of bugs. 

 If Sun launched the Carrera on September 10, the company might have to ship some 

machines with software that was not fully operational, was likely to crash the system, 

and utilized Motorola’s less powerful 12-megahertz 68020 microprocessor instead of the 

16- megahertz version.  66   Of course Sun could later upgrade the microprocessor and operating 

system software in any machines purchased by early customers, but the company’s reputation 

would suffer. If Sun did not go ahead with the September launch, the company would miss 

an important opportunity.  67   Rumors were circulating in the industry that Apollo would be 

launching a new machine of its own in December. 

 McNealy clearly had a difficult decision to make. He had to decide quickly whether to 

launch the Carrera, but he did not have all the facts. He did not know, for example, whether 

the microprocessor or operating system problems could be resolved by September 10; nor 

did he know whether Apollo was going to launch a competing machine in December. But he 

could not wait to find these things out—he had to make a decision. We’ll see what he decided 

later in the chapter. 

 Many managers who must make important decisions with incomplete information face 

dilemmas similar to McNealy’s. Managers should consciously follow six steps to make a 

good decision (see  Figure 7.4 ).  68   We review these steps in the remainder of this section.  

Steps in the 
Decision-Making 

Process
 LO7-2 

 Describe the six steps 
managers should take to 
make the best decisions, 
and explain how cognitive 
biases can lead managers 
to make poor decisions. 
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    Recognize the Need for a Decision 
 The first step in the decision-making process is to recognize the need for a decision. Scott 

McNealy recognized this need, and he realized a decision had to be made quickly. 

 Some stimuli usually spark the realization that a decision must be made. These stimuli 

often become apparent because changes in the organizational environment result in new kinds 

of opportunities and threats. This happened at Sun Microsystems. The September 10 launch 

date had been set when it seemed that Motorola chips would be readily available. Later, with 

the supply of chips in doubt and bugs remaining in the system software, Sun was in danger of 

failing to meet its launch date. 

 The stimuli that spark decision making are as likely to result from the actions of managers 

inside an organization as they are from changes in the external environment.  69   An organiza-

tion possesses a set of skills, competencies, and resources in its employees and in departments 

such as marketing, manufacturing, and research and development. Managers who actively 

pursue opportunities to use these competencies create the need to make decisions. Managers 

thus can be proactive or reactive in recognizing the need to make a decision, but the important 

issue is that they must recognize this need and respond in a timely and appropriate way.  70    

  Generate Alternatives 
 Having recognized the need to make a decision, a manager must generate a set of feasible 

alternative courses of action to take in response to the opportunity or threat. Management 

experts cite failure to properly generate and consider different alternatives as one reason why 

managers sometimes make bad decisions.  71   In the Sun Microsystems decision, the alterna-

tives seemed clear: go ahead with the September 10 launch or delay the launch until the Car-

rera was 100 percent ready for market introduction. Often, however, the alternatives are not 

so obvious or so clearly specified. 

 One major problem is that managers may find it difficult to come up with creative alter-

native solutions to specific problems. Perhaps some of them are used to seeing the world 

from a single perspective—they have a certain “managerial mind-set.” Many managers find 

it difficult to view problems from a fresh perspective. According to best-selling management 

author Peter Senge, we all are trapped within our personal mental models of the world—our 

ideas about what is important and how the world works.  72   Generating creative alternatives to 

solve problems and take advantage of opportunities may require that we abandon our existing 

mind-sets and develop new ones—something that usually is difficult to do. 

 Figure 7.4 
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 The importance of getting managers to set aside their mental models of the world and gen-

erate creative alternatives is reflected in the growth of interest in the work of authors such as 

Peter Senge and Edward de Bono, who have popularized techniques for stimulating problem 

solving and creative thinking among managers.  73   Later in this chapter, we discuss the impor-

tant issues of organizational learning and creativity in detail.  

  Assess Alternatives 
 Once managers have generated a set of alternatives, they must evaluate the advantages and 

disadvantages of each one.  74   The key to a good assessment of the alternatives is to define the 

opportunity or threat exactly and then specify the criteria that  should  influence the selection 

of alternatives for responding to the problem or opportunity. One reason for bad decisions 

is that managers often fail to specify the criteria that are important in reaching a decision.  75   

In general, successful managers use four criteria to evaluate the pros and cons of alternative 

courses of action (see  Figure 7.5 ):

    1.  Legality:  Managers must ensure that a possible course of action will not violate any 

domestic or international laws or government regulations.  

   2.  Ethicalness:  Managers must ensure that a possible course of action is ethical and will 

not unnecessarily harm any stakeholder group. Many decisions managers make may help 

some organizational stakeholders and harm others (see Chapter 4). When examining 

alternative courses of action, managers need to be clear about the potential effects of their 

decisions.  

   3.  Economic feasibility:  Managers must decide whether the alternatives are economically 

feasible—that is, whether they can be accomplished given the organization’s perfor-

mance goals. Typically managers perform a cost–benefit analysis of the various alterna-

tives to determine which one will have the best net financial payoff.  

   4.  Practicality:  Managers must decide whether they have the capabilities and resources 

required to implement the alternative, and they must be sure the alternative will not 

threaten the attainment of other organizational goals. At first glance an alternative might 

seem economically superior to other alternatives; but if managers realize it is likely to 

threaten other important projects, they might decide it is not practical after all.     

 Figure 7.5 
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 Often a manager must consider these four criteria simultaneously. Scott McNealy framed 

the problem at hand at Sun Microsystems quite well. The key question was whether to go 

ahead with the September 10 launch date. Two main criteria were influencing McNealy’s 

choice: the need to ship a machine that was as “complete” as possible (the  practicality  crite-

rion) and the need to beat Apollo to market with a new workstation (the  economic feasibility  

criterion). These two criteria conflicted. The first suggested that the launch should be delayed; 

the second, that the launch should go ahead. McNealy’s actual choice was based on the rela-

tive importance that he assigned to these two criteria. In fact, Sun Microsystems went ahead 

with the September 10 launch, which suggests that McNealy thought the need to beat Apollo 

to market was the more important criterion. 

 Some of the worst managerial decisions can be traced to poor assessment of the alter-

natives, such as the decision to launch the  Challenger  space shuttle, mentioned earlier. 

In that case, the desire of NASA and Morton Thiokol managers to demonstrate to the 

public the success of the U.S. space program in order to ensure future funding ( economic 

feasibility ) conflicted with the need to ensure the safety of the astronauts ( ethicalness ). 

Managers deemed the economic criterion more important and decided to launch the space 

shuttle even though there were unanswered questions about safety. Tragically, some of 

the same decision-making problems that resulted in the  Challenger  tragedy led to the 

demise of the  Columbia  space shuttle 17 years later, killing all seven astronauts on board.  76   

In both the  Challenger  and the  Columbia  disasters, safety questions were raised before the 

shuttles were launched; safety concerns took second place to budgets, economic feasibil-

ity, and schedules; top decision makers seemed to ignore or downplay the inputs of those 

with relevant technical expertise; and speaking up was discouraged.  77   Rather than making 

safety a top priority, decision makers seemed overly concerned with keeping on schedule 

and within budget.  78   

 As indicated in the accompanying “Ethics in Action” feature, to help ensure that decisions 

meet the  ethicalness  criteria, some organizations have created the position of chief sustain-

ability officer.   

  Helping to Ensure Decisions 
Contribute to Sustainability 

 Some large organizations have added the position of chief sustainability officer to 
their ranks of top managers reporting to the chief executive officer or chief operating 
officer. Chief sustainability officers are typically concerned with helping to ensure 
that decisions that are made in organizations conserve energy and protect the environ-
ment.  79   For example, Scott Wicker is the first chief sustainability officer for UPS.  80   
Wicker leads a team that presides over a sustainability directors committee and a 
sustainability working committee focused on developing performance indicators and 
goals pertaining to sustainability to guide decision making.  81   

 Linda Fisher is the vice president of DuPont Safety, Health & Environment and 
chief sustainability officer at DuPont. Before she joined DuPont, she held a variety 
of positions related to sustainability, including the position of deputy administrator of 
the Environmental Protection Agency.  82   Fisher leads efforts at DuPont to make deci-
sions that help to reduce energy consumption, toxins and carcinogens in the air, and 
greenhouse gas emissions and help DuPont’s customers reduce their environmental 
footprints. Protecting both the environment and human safety is a priority for Fisher 
and DuPont.  83   

 Beatriz Perez is the chief sustainability officer for Coca-Cola, leading a global 
office of sustainability.  84   While Coca-Cola has over 500 different brands yielding 
over 3,500 products, sustainability is a companywide initiative centered around 
major goals and initiatives.  85   These goals include water conservation and  returning 
to the environment the water that Coca-Cola consumes in making its products, 

 Ethics 
in Action 



Free ebooks ==>   www.ebook777.com
198 Chapter Seven

  Choose among Alternatives 
 Once the set of alternative solutions has been carefully evaluated, the next task is to rank the 

various alternatives (using the criteria discussed in the previous section) and make a decision. 

When ranking alternatives, managers must be sure  all  the information available is brought 

to bear on the problem or issue at hand. As the Sun Microsystems case indicates, however, 

identifying all  relevant  information for a decision does not mean the manager has  complete  

information; in most instances, information is incomplete. 

 Perhaps more serious than the existence of incomplete information is the often- 

documented tendency of managers to ignore critical information, even when it is available. 

We discuss this tendency in detail later when we examine the operation of cognitive biases 

and groupthink.  

  Implement the Chosen Alternative 
 Once a decision has been made and an alternative has been selected, it must be implemented, 

and many subsequent and related decisions must be made. After a course of action has been 

decided—say, to develop a new line of women’s clothing—thousands of subsequent deci-

sions are necessary to implement it. These decisions would involve recruiting dress design-

ers, obtaining fabrics, finding high-quality manufacturers, and signing contracts with clothing 

stores to sell the new line. 

 Although the need to make subsequent decisions to implement the chosen course of action 

may seem obvious, many managers make a decision and then fail to act on it. This is the same 

as not making a decision at all. To ensure that a decision is implemented, top managers must 

assign to middle managers the responsibility for making the follow-up decisions necessary to 

achieve the goal. They must give middle managers sufficient resources to achieve the goal, 

and they must hold the middle managers accountable for their performance. If the middle 

managers succeed in implementing the decision, they should be rewarded; if they fail, they 

should be subject to sanctions.  

  Learn from Feedback 
 The final step in the decision-making process is learning from feedback. Effective managers 

always conduct a retrospective analysis to see what they can learn from past successes or 

failures. Managers who do not evaluate the results of their decisions do not learn from experi-

ence; instead they stagnate and are likely to make the same mistakes again and again.  87   To 

avoid this problem, managers must establish a formal procedure with which they can learn 

from the results of past decisions. The procedure should include these steps:

    1. Compare what actually happened to what was expected to happen as a result of the 

decision.  

   2. Explore why any expectations for the decision were not met.  

   3. Derive guidelines that will help in future decision making.    

 Managers who always strive to learn from past mistakes and successes are likely to 

 continuously improve the decisions they make. A significant amount of learning can take 

reducing packaging waste and increasing recycling, and protecting the environment 
from pollution by, for example, using hybrid trucks, having energy-efficient man-
ufacturing facilities, and improving the sustainability of refrigeration methods.  86   
Clearly, ensuring that decisions contribute to sustainability means much more than 
simply complying with legal requirements. Having chief sustainability officers with 
dedicated teams and offices focused on sustainability might be a step in the right 
direction.  
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  Decision Making and Learning 
from Feedback at GarageTek 

 Decision making has been an ongoing challenge for Marc Shuman, founder and presi-
dent of GarageTek, headquartered in Melville, New York.  88   Since founding his company 
less than 15 years ago,  89   he has met this challenge time and time again, recognizing 
when decisions need to be made and learning from feedback about prior decisions. 

 Shuman was working with his father in a small business, 
designing and building interiors of department stores, when he 
created and installed a series of wall panels with flexible shelv-
ing for a store to display its merchandise. When he realized that 
some of his employees were using the same concept in their own 
homes to organize the clutter in their basements and garages, he 
recognized that he had a potential opportunity to start a new 
business, GarageTek, designing and installing custom garage 
systems to organize and maximize storage capacities and uses 
for home garage space.  90   A strong housing market at the time, 
the popularity of closet organizing systems, and the recognition 
that many people’s lives were getting busier and more compli-
cated led him to believe that home owners would be glad to pay 
someone to design and install a system that would help them 
gain control over some of the clutter in their lives.  91   

 Schuman decided to franchise his idea because he feared 
that other entrepreneurs were probably having similar thoughts and competition 
could be around the corner.  92   Within three years GarageTek had 57 franchises in 
33 states, contributing revenues to the home office of around $12 million. While 
this would seem to be an enviable track record of success, Shuman recognized that 
although many of the franchises were succeeding, some were having serious prob-
lems. With the help of a consulting company, Shuman and home office managers set 
about trying to figure out why some franchises were failing. They gathered detailed 
information about each franchise: the market served, pricing strategies, costs, mana-
gerial talent, and franchisee investment. From this information, Shuman learned that 
the struggling franchises tended either to have lower levels of capital investment 
behind them or to be managed by nonowners.  93   

 Shuman learned from this experience. He now has improved decision criteria for 
accepting new franchisees to help ensure that their investments of time and money lead 
to a successful franchise.  94   Shuman also decided to give new franchisees much more 
training and support than he had in the past. New franchisees now receive two weeks 
of training at the home office that culminates in their preparing a one-year marketing 
and business plan;  95   on-site assistance in sales, marketing, and operations; a multivol-
ume training manual; a sales and marketing kit; and access to databases and GarageTek’s 
intranet. Franchisees learn from each other through monthly conference calls and regional 
and national meetings.  96   

 By 2014 GarageTek had franchises covering 60 markets in the United States and also 
had expanded overseas into the United Kingdom, Australia, New Zealand, South Africa, 
and Russia.  97   And Shuman continues to make decisions day in and day out; in his words, 
“We’re not, by any stretch, done.”  98    

 Management 
Insight 

The interior of a garage showing a GarageTek custom 
system designed to organize storage capacity and uses 
for home garage space. The franchise has experienced 
its ups and downs, but, thanks to good management, 
business continues to grow.

place when the outcomes of decisions are evaluated, and this assessment can produce enor-

mous benefits. Learning from feedback is particularly important for entrepreneurs who start 

their own businesses, as profiled in the accompanying “Management Insight” feature.      
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  In the 1970s psychologists Daniel Kahneman and the late Amos Tversky 

suggested that because all decision makers are subject to bounded ratio-

nality, they tend to use    heuristics    ,  which are rules of thumb that simplify 

the process of making decisions.  99   Kahneman and Tversky argued that 

rules of thumb are often useful because they help decision makers make 

sense of complex, uncertain, and ambiguous information. Sometimes, 

however, the use of heuristics can lead to systematic errors in the way 

decision makers process information about alternatives and make decisions.    Systematic 

errors    are errors that people make over and over and that result in poor decision making. 

Because of cognitive biases, which are caused by systematic errors, otherwise capable man-

agers may end up making bad decisions.  100   Four sources of bias that can adversely affect the 

way managers make decisions are prior hypotheses, representativeness, the illusion of con-

trol, and escalating commitment (see  Figure 7.6 ).  

    Prior Hypothesis Bias 
 Decision makers who have strong prior beliefs about the relationship between two variables 

tend to make decisions based on those beliefs  even when presented with evidence that their 

beliefs are wrong.  In doing so, they fall victim to    prior hypothesis bias    .  Moreover, deci-

sion makers tend to seek and use information that is consistent with their prior beliefs and to 

ignore information that contradicts those beliefs.  

  Representativeness Bias 
 Many decision makers inappropriately generalize from a small sample or even from a single 

vivid case or episode; these are instances of the    representativeness bias    .  Consider the case 

of a bookstore manager in the southeast United States who decided to partner with a local 

independent school for a “Book Day”: Students and parents from the school would be encour-

aged to buy books at the bookstore as a fund-raiser for the school, and the bookstore would 

share a small portion of proceeds from these sales with the school. After quite a bit of plan-

ning, the Book Day generated lackluster sales and publicity for the store. When other public 

and independent schools approached the manager with similar proposals for fund-raising and 

Book Days, the manager declined based on her initial bad experience. As a result, she lost real 

opportunities to expand sales and gain word-of-mouth advertising and publicity for her store; 

her initial bad experience was the result of an inadvertent scheduling snafu at the school, 

whereby a key lacrosse game was scheduled the same day as the Book Day.  

  Illusion of Control 
 Other errors in decision making result from the    illusion of control    ,  which is the tendency 

of decision makers to overestimate their ability to control activities and events. Top manag-

ers seem particularly prone to this bias. Having worked their way to the top of an organiza-

tion, they tend to have an exaggerated sense of their own worth and are overconfident about 

their ability to succeed and to control events.  101   The illusion of control causes managers to 

overestimate the odds of a favorable outcome and, consequently, to make inappropriate deci-

sions. As mentioned earlier, most mergers turn out unfavorably; yet time and time again, top 

managers overestimate their abilities to combine companies with vastly different cultures in 

a successful merger.  102    

Cognitive Biases 
and Decision 

Making
    heuristics    Rules of thumb 

that simplify decision making.   

    systematic errors    Errors 

that people make over and 

over and that result in poor 

decision making.   
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cognitive bias resulting from 

the tendency to base deci-

sions on strong prior beliefs 

even if evidence shows that 
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    representativeness bias    
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  Escalating Commitment 
 Having already committed significant resources to a course of action, some managers commit 

more resources to the project  even if they receive feedback that the project is failing.   103   Feel-

ings of personal responsibility for a project apparently bias the analysis of decision makers 

and lead to this    escalating commitment    .  The managers decide to increase their investment 

of time and money in a course of action and even ignore evidence that it is illegal, unethical, 

uneconomical, or impractical (see  Figure 7.5 ). Often the more appropriate decision would be 

to cut their losses and run. 

 Consider the case of Mark Gracin, who owns a landscape company in the southwest United 

States. Gracin had a profitable business doing general landscape work (such as mowing grass, 

picking up leaves, and fertilizing) for home owners in a large city. To expand his business 

into landscape design, he hired a landscape designer, advertised landscape design services in 

local newspapers, and gave his existing customers free design proposals for their front and 

back yards. After a few months, Gracin had no landscape design customers. Still convinced 

that landscape design was a great way to expand his business despite this negative feedback, 

he decided he needed to do more. He rented a small office for his landscape designer (who 

used to work from her own home office) to work from and meet with clients, hired an assis-

tant for the designer, had a public relations firm create promotional materials, and started 

advertising on local TV. These efforts also did not generate sufficient interest in his land-

scape design services to offset their costs. Yet Gracin’s escalating commitment caused him to 

continue to pour money into trying to drum up business in landscape design. In fact, Gracin 

reluctantly decided to abandon his landscape design services only when he realized he could 

no longer afford their mounting costs.  

  Be Aware of Your Biases 
 How can managers avoid the negative effects of cognitive biases and improve their decision-

making and problem-solving abilities? Managers must become aware of biases and their 

effects, and they must identify their own personal style of making decisions.  104   One useful way 

for managers to analyze their decision-making style is to review two decisions that they made 

recently—one decision that turned out well and one that turned out poorly. Problem-solving 

experts recommend that managers start by determining how much time to spend on each of the 

decision-making steps, such as gathering information to identify the pros and cons of alterna-

tives or ranking the alternatives, to make sure they spend sufficient time on each step.  105   

 Another recommended technique for examining decision-making style is for managers to 

list the criteria they typically use to assess and evaluate alternatives—the heuristics (rules of 

thumb) they typically employ, their personal biases, and so on—and then critically evaluate 

the appropriateness of these different factors. 

 Many individual managers are likely to have difficulty identifying their own biases, so it 

is often advisable for managers to scrutinize their own assumptions by working with other 

managers to help expose weaknesses in their decision-making style. In this context, the issue 

of group decision making becomes important.     

  Many (or perhaps most) important organizational decisions are made by 

groups or teams of managers rather than by individuals. Group decision 

making is superior to individual decision making in several respects. 

When managers work as a team to make decisions and solve problems, 

their choices of alternatives are less likely to fall victim to the biases and 

errors discussed previously. They are able to draw on the combined skills, competencies, and 

accumulated knowledge of group members and thereby improve their ability to generate fea-

sible alternatives and make good decisions. Group decision making also allows managers to 

process more information and to correct one another’s errors. And in the implementation phase, 

all managers affected by the decisions agree to cooperate. When a group of managers makes a 

decision (as opposed to one top manager making a decision and imposing it on subordinate 
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managers), the probability that the decision will be implemented successfully increases. 

(We discuss how to encourage employee participation in decision making in Chapter 14.)  

 Some potential disadvantages are associated with group decision making. Groups often 

take much longer than individuals to make decisions. Getting two or more managers to agree 

to the same solution can be difficult because managers’ interests and preferences are often 

different. In addition, just like decision making by individual managers, group decision mak-

ing can be undermined by biases. A major source of group bias is  groupthink.   

   The Perils of Groupthink 
    Groupthink    is a pattern of faulty and biased decision making that occurs in groups whose 

members strive for agreement among themselves at the expense of accurately assessing infor-

mation relevant to a decision.  106   When managers are subject to groupthink, they collectively 

embark on a course of action without developing appropriate criteria to evaluate alternatives. 

Typically a group rallies around one central manager, such as the CEO, and the course of 

action that manager supports. Group members become blindly committed to that course of 

action without evaluating its merits. Commitment is often based on an emotional, rather than 

an objective, assessment of the optimal course of action. 

 The decision President Kennedy and his advisers made to launch the unfortunate Bay of 

Pigs invasion in Cuba in 1962, the decisions made by President Johnson and his advisers from 

1964 to 1967 to escalate the war in Vietnam, the decision made by President Nixon and his 

advisers in 1972 to cover up the Watergate break-in, and the decision made by NASA and 

Morton Thiokol in 1986 to launch the ill-fated  Challenger  shuttle—all were likely influenced 

by groupthink. After the fact, decision makers such as these who may fall victim to group-

think are often surprised that their decision-making process and outcomes were so flawed. 

 When groupthink occurs, pressures for agreement and harmony within a group have the 

unintended effect of discouraging individuals from raising issues that run counter to majority 

opinion. For example, when managers at NASA and Morton Thiokol fell victim to group-

think, they convinced each other that all was well and that there was no need to delay the 

launch of the  Challenger  space shuttle.  

  Devil’s Advocacy and Dialectical Inquiry 
 The existence of cognitive biases and groupthink raises the question of how to improve the 

quality of group and individual decision making so managers make decisions that are realistic 

and are based on thorough evaluation of alternatives. Two techniques known to counteract 

groupthink and cognitive biases are devil’s advocacy and dialectic inquiry (see  Figure 7.7 ).  107    

    Devil’s advocacy    is a critical analysis of a preferred alternative to ascertain its strengths 

and weaknesses before it is implemented.  108   Typically one member of the decision-making 

group plays the role of devil’s advocate. The devil’s advocate critiques and challenges the 
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way the group evaluated alternatives and chose one over the others. The purpose of devil’s 

advocacy is to identify all the reasons that might make the preferred alternative unaccept-

able. In this way, decision makers can be made aware of the possible perils of recommended 

courses of action. 

    Dialectical inquiry    goes one step further. Two groups of managers are assigned to a prob-

lem, and each group is responsible for evaluating alternatives and selecting one of them.  109   

Top managers hear each group present its preferred alternative, and then each group critiques 

the other’s position. During this debate, top managers challenge both groups’ positions to 

uncover potential problems and perils associated with their solutions. The goal is to find an 

even better alternative course of action for the organization to adopt. 

 Both devil’s advocacy and dialectical inquiry can help counter the effects of cognitive 

biases and groupthink.  110   In practice, devil’s advocacy is probably easier to implement 

because it involves less managerial time and effort than does dialectical inquiry.  

  Diversity among Decision Makers 
  Another way to improve group decision making is to promote diversity in decision -

making groups (see Chapter 5).  111   Bringing together managers of both genders from vari-

ous ethnic, national, and functional backgrounds broadens the range of life experiences 

and opinions that group members can draw on as they generate, assess, and choose among 

alternatives. Moreover, diverse groups are sometimes less prone to groupthink because 

group members already differ from each other and thus are less subject to pressures for 

uniformity.     

  The quality of managerial decision making ultimately depends on innova-

tive responses to opportunities and threats. How can managers increase their 

ability to make nonprogrammed decisions that will allow them to adapt to, 

modify, and even dras-

tically alter their task 

environments so they 

can continually increase 

organizational performance? The answer is by 

encouraging organizational learning.  112   

    Organizational learning    is the process 

through which managers seek to improve 

employees’ desire and ability to understand 

and manage the organization and its task 

environment so employees can make deci-

sions that continuously raise organizational 

effectiveness.  113   A    learning organization    is 

one in which managers do everything possi-

ble to maximize the ability of individuals and 

groups to think and behave creatively and 

thus maximize the potential for organiza-

tional learning to take place. At the heart of 

organizational learning is    creativity    ,  which 

is the ability of a decision maker to discover 

original and novel ideas that lead to feasible 

alternative courses of action. Encouraging 

creativity among managers is such a press-
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   Creating a Learning Organization 
 How can managers foster a learning organization? Learning theorist Peter Senge identified 

five principles for creating a learning organization (see  Figure 7.8 ):  114   

    1. For organizational learning to occur, top managers must allow every person in the orga-

nization to develop a sense of  personal mastery.  Managers must empower employees 

and allow them to experiment, create, and explore what they want.  

   2. As part of attaining personal mastery, organizations need to encourage employees to 

develop and use  complex mental models —sophisticated ways of thinking that challenge 

them to find new or better ways of performing a task—to deepen their understanding of 

what is involved in a particular activity. Here Senge argued that managers must encour-

age employees to develop a taste for experimenting and risk taking.  115    

   3. Managers must do everything they can to promote group creativity. Senge thought that 

 team learning  (learning that takes place in a group or team) is more important than indi-

vidual learning in increasing organizational learning. He pointed out that most important 

decisions are made in subunits such as groups, functions, and divisions.  

   4. Managers must emphasize the importance of  building a shared vision —a common men-

tal model that all organizational members use to frame problems or opportunities.  

   5. Managers must encourage  systems thinking  (a concept drawn from systems theory, dis-

cussed in Chapter 2). Senge emphasized that to create a learning organization, managers 

must recognize the effects of one level of learning on another. Thus, for example, there is 

little point in creating teams to facilitate team learning if managers do not also take steps 

to give employees the freedom to develop a sense of personal mastery.    

 Building a learning organization requires that managers change their management assump-

tions radically. Developing a learning organization is neither a quick nor an easy process. 

Senge worked with Ford Motor Company to help managers make Ford a learning organiza-

tion. Why would Ford want this? Top management believed that to compete successfully 

Ford must improve its members’ ability to be creative and make the right decisions. 

 Increasingly, managers are being called on to promote global organizational learning. For 

example, managers at Walmart have used the lessons derived from its failures and successes 

in one country to promote global organizational learning across the many countries in which 

it now operates. When Walmart entered Malaysia, it was convinced customers there would 

respond to its one-stop shopping format. It found, however, that Malaysians enjoy the social 

experience of shopping in a lively market or bazaar and thus did not like the impersonal effi-

ciency of the typical Walmart store. As a result, Walmart learned the importance of designing 

store layouts to appeal specifically to the customers of each country in which it operates. 

 When purchasing and operating a chain of stores in another country, such as the British 

ASDA chain, Walmart now strives to retain what customers value in the local market while 

taking advantage of its own accumulated organizational learning. For example, Walmart 

improved ASDA’s information technology used for inventory and sales tracking in stores 

and enrolled ASDA in Walmart’s global purchasing operations, which has enabled the chain 

to pay less for certain products, sell them for less, and, overall, significantly increase sales. 

 Figure 7.8 
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At the same time Walmart empowered local ASDA managers to run the stores; as the presi-

dent of ASDA indicates, “This is still essentially a British business in the way it’s run day to 

day.”  116   Clearly global organizational learning is essential for companies such as Walmart 

that have significant operations in multiple countries.  

  Promoting Individual Creativity 
 Research suggests that when certain conditions are met, managers are more likely to be creative. 

People must be given the opportunity and freedom to generate new ideas.  117   Creativity declines 

when managers look over the shoulders of talented employees and try to “hurry up” a creative 

solution. How would you feel if your boss said you had one week to come up with a new product 

idea to beat the competition? Creativity results when employees have an opportunity to experi-

ment, to take risks, and to make mistakes and learn from them. And employees must not fear 

that they will be looked down on or penalized for ideas that might at first seem outlandish; some-

times those ideas yield truly innovative products and services.  118   Highly innovative companies 

such as Google, Apple, and Facebook are well known for the wide degree of freedom they give 

their managers and employees to experiment and develop innovative goods and services.  119   

 Once managers have generated alternatives, creativity can be fostered by giving them 

constructive feedback so they know how well they are doing. Ideas that seem to be going 

nowhere can be eliminated and creative energies refocused in other directions. Ideas that 

seem promising can be promoted, and help from other managers can be obtained.  120   

 Top managers must stress the importance of looking for alternative solutions and should 

visibly reward employees who come up with creative ideas. Being creative can be demand-

ing and stressful. Employees who believe they are working on important, vital issues are 

motivated to put forth the high levels of effort that creativity demands. Creative people like 

to receive the acclaim of others, and innovative organizations have many kinds of ceremonies 

and rewards to recognize creative employees. 

 Employees on the front line are often in a good position to come up with creative ideas for 

improvements but may be reluctant to speak up or share their ideas. To encourage frontline 

employees to come up with creative ideas and share them, some managers have used contests 

and rewards.  121   Contests and rewards signal the importance of coming up with creative ideas 

and encourage employees to share them. Examples of companies that have benefited from 

contests and rewards for creativity include Hammond’s Candies in Denver, Colorado; Bor-

rego Solar Systems in San Diego, California; and Infosurv in Atlanta, Georgia.  

  Promoting Group Creativity 
 To encourage creativity at the group level, organizations can use group problem-solving 

techniques that promote creative ideas and innovative solutions. These techniques can also 

prevent groupthink and help managers uncover biases. Here we look at three group decision-

making techniques:  brainstorming,  the  nominal group technique,  and the  Delphi technique.  

  BRAINSTORMING    Brainstorming  is a group problem-solving technique in which man-

agers meet face-to-face to generate and debate a wide variety of alternatives from which to 

make a decision.  122   Generally from 5 to 15 managers meet in a closed-door session and pro-

ceed like this:

    • One manager describes in broad outline the problem the group is to address.  

   • Group members share their ideas and generate alternative courses of action.  

   • As each alternative is described, group members are not allowed to criticize it; everyone 

withholds judgment until all alternatives have been heard. One member of the group 

records the alternatives on a flip chart.  

   • Group members are encouraged to be as innovative and radical as possible. Anything 

goes; and the greater the number of ideas put forth, the better. Moreover, group members 

are encouraged to “piggyback” or build on each other’s suggestions.  

   • When all alternatives have been generated, group members debate the pros and cons of 

each and develop a short list of the best alternatives.    
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 Brainstorming is useful in some problem-solving situations—for example, when managers 

are trying to find a name for a new perfume or car model. But sometimes individuals working 

alone can generate more alternatives. The main reason for the loss of productivity in brain-

storming appears to be    production blocking    ,  which occurs because group members cannot 

always simultaneously make sense of all the alternatives being generated, think up additional 

alternatives, and remember what they were thinking.  123    

  NOMINAL GROUP TECHNIQUE   To avoid production blocking, the    nominal group 

technique    is often used. It provides a more structured way of generating alternatives in writ-

ing and gives each manager more time and opportunity to come up with potential solutions. 

The nominal group technique is especially useful when an issue is controversial and when 

different managers might be expected to champion different courses of action. Generally a 

small group of managers meets in a closed-door session and adopts the following procedures:

    • One manager outlines the problem to be addressed, and 30 or 40 minutes are allocated 

for group members, working individually, to write down their ideas and solutions. Group 

members are encouraged to be innovative.  

   • Managers take turns reading their suggestions to the group. One manager writes all the 

alternatives on a flip chart. No criticism or evaluation of alternatives is allowed until all 

alternatives have been read.  

   • The alternatives are then discussed, one by one, in the sequence in which they were pro-

posed. Group members can ask for clarifying information and critique each alternative to 

identify its pros and cons.  

   • When all alternatives have been discussed, each group member ranks all the alternatives 

from most preferred to least preferred, and the alternative that receives the highest rank-

ing is chosen.  124       

  DELPHI TECHNIQUE   Both the nominal group technique and brainstorming require that 

managers meet to generate creative ideas and engage in joint problem solving. What hap-

pens if managers are in different cities or in different parts of the world and cannot meet 

face-to-face? Videoconferencing is one way to bring distant managers together to brainstorm. 

Another way is to use the    Delphi technique    ,  which is a written approach to creative problem 

solving.  125   The Delphi technique works like this:

    • The group leader writes a statement of the problem and a series of questions to which 

participating managers are to respond.  

   • The questionnaire is sent to the managers and departmental experts who are most knowl-

edgeable about the problem. They are asked to generate solutions and mail the question-

naire back to the group leader.  

   • A team of top managers records and summarizes the responses. The results are then sent back 

to the participants, with additional questions to be answered before a decision can be made.  

   • The process is repeated until a consensus is reached and the most suitable course of 

action is apparent.           

    Entrepreneurs    are individuals who notice opportunities and decide 

how to mobilize the resources necessary to produce new and improved 

goods and services. Entrepreneurs make all of the planning, organizing, 

leading, and controlling decisions necessary to start new business ven-

tures. Thus entrepreneurs are an important source of creativity in the 

organizational world. These people, such as David Filo and Jerry Yang (founders of Yahoo!), 

make vast fortunes when their businesses succeed. Or they are among the millions of people 

who start new business ventures only to lose their money when they fail. Despite the fact that 

many small businesses fail in the first three to five years, many men and women in today’s 

workforce want to start their own companies.  126   
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 LO7-5 

 Describe how managers 
can encourage and promote 
entrepreneurship to create 
a learning organization, 
and differentiate between 
entrepreneurs and 
intrapreneurs. 

Entrepreneurship 
and Creativity
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produce new and improved 
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    Social entrepreneurs    are individuals who pursue initiatives and opportunities to address 

social problems and needs to improve society and well-being, such as reducing poverty, 

increasing literacy, protecting the natural environment, or reducing substance abuse.  127   

Social entrepreneurs seek to mobilize resources to solve social problems through creative 

solutions.  128   

 Many managers, scientists, and researchers employed by companies engage in entre-

preneurial activity, and they are an important source of organizational creativity. They are 

involved in innovation, developing new and improved products and ways to make them, 

which we describe in detail in Chapter 9. Such employees notice opportunities for either 

quantum or incremental product improvements and are responsible for managing the product 

development process. These individuals are known as    intrapreneurs    to distinguish them 

from entrepreneurs who start their own businesses. But in general, entrepreneurship involves 

creative decision making that gives customers new or improved goods and services. 

 There is an interesting relationship between entrepreneurs and intrapreneurs. Many manag-

ers with intrapreneurial talents become dissatisfied if their superiors decide neither to support 

nor to fund new product ideas and development efforts that the managers think will succeed. 

What do intrapreneurial managers who feel they are getting nowhere do? Often they decide to 

leave their current organizations and start their own companies to take advantage of their new 

product ideas! In other words, intrapreneurs become entrepreneurs and found companies that 

often compete with the companies they left. To avoid losing these individuals, top managers 

must find ways to facilitate the entrepreneurial spirit of their most creative employees. In the 

remainder of this section we consider issues involved in promoting successful entrepreneur-

ship in both new and existing organizations.  

   Entrepreneurship and New Ventures 
 The fact that a significant number of entrepreneurs were frustrated intrapreneurs provides a 

clue about the personal characteristics of people who are likely to start a new venture and bear 

all the uncertainty and risk associated with being an entrepreneur. 

  CHARACTERISTICS OF ENTREPRENEURS   Entrepreneurs are likely to possess a 

particular set of the personality characteristics we discussed in Chapter 3. First, they are likely 

to be high on the personality trait of  openness to experience,  meaning they are predisposed 

to be original, to be open to a wide range of stimuli, to be daring, and to take risks. Entrepre-

neurs also are likely to have an  internal locus of control,  believing that they are responsible 

for what happens to them and that their own actions determine important outcomes such as 

the success or failure of a new business. People with an external locus of control, in contrast, 

would be unlikely to leave a secure job in an organization and assume the risk associated with 

a new venture. 

 Entrepreneurs are likely to have a high level of  self-esteem  and feel competent and capa-

ble of handling most situations—including the stress and uncertainty surrounding a plunge 

into a risky new venture. Entrepreneurs are also likely to have a high  need for achievement  

and have a strong desire to perform challenging tasks and meet high personal standards of 

excellence.  

  ENTREPRENEURSHIP AND MANAGEMENT   Given that entrepreneurs are predis-

posed to activities that are somewhat adventurous and risky, in what ways can people become 

involved in entrepreneurial ventures? One way is to start a business from scratch. Taking 

advantage of modern IT, some people start solo ventures or partnerships. 

 When people who go it alone succeed, they frequently need to hire other people to help 

them run the business. Michael Dell, for example, began his computer business as a college 

student and within weeks had hired several people to help him assemble computers from the 

components he bought from suppliers. From his solo venture grew Dell Computer. 

 Some entrepreneurs who start a new business have difficulty deciding how to manage 

the organization as it grows;    entrepreneurship    is  not  the same as management. Manage-

ment encompasses all the decisions involved in planning, organizing, leading, and controlling 

resources. Entrepreneurship is noticing an opportunity to satisfy a customer need and then 

deciding how to find and use resources to make a product that satisfies that need. When an 

    social entrepreneur    An 

individual who pursues ini-
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and mobilizes resources to 
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entrepreneur has produced something customers want, entrepreneurship gives way to man-

agement because the pressing need becomes providing the product both efficiently and effec-

tively. Frequently a founding entrepreneur lacks the skills, patience, and experience to engage 

in the difficult and challenging work of management. Some entrepreneurs find it hard to 

delegate authority because they are afraid to risk their company by letting others manage it. 

As a result they become overloaded and the quality of their decision making declines. Other 

entrepreneurs lack the detailed knowledge necessary to establish state-of-the-art information 

systems and technology or to create the operations management procedures that are vital 

to increase the efficiency of their organizations’ production systems. Thus, to succeed, it is 

necessary to do more than create a new product; an entrepreneur must hire managers who can 

create an operating system that will let a new venture survive and prosper.   

  Intrapreneurship and Organizational Learning 
 The intensity of competition today, particularly from agile small companies, has made it 

increasingly important for large established organizations to promote and encourage intra-

preneurship to raise their level of innovation and organizational learning. As we discussed 

earlier, a learning organization encourages all employees to identify opportunities and solve 

problems, thus enabling the organization to continuously experiment, improve, and increase 

its ability to provide customers with new and improved goods and services. The higher the 

level of intrapreneurship, the higher will be the level of learning and innovation. How can 

organizations promote organizational learning and intrapreneurship? 

  PRODUCT CHAMPIONS   One way to promote intrapreneurship is to encourage indi-

viduals to assume the role of    product champion    ,  a manager who takes “ownership” of a 

project and provides the leadership and vision that take a product from the idea stage to 

the final customer. 3M, a company well known for its attempts to promote intrapreneurship, 

encourages all its managers to become product champions and identify new product ideas. 

A product champion becomes responsible for developing a business plan for the product. 

Armed with this business plan, the champion appears before 3M’s product development com-

mittee, a team of senior 3M managers who probe the strengths and weaknesses of the plan to 

decide whether it should be funded. If the plan is accepted, the product champion assumes 

responsibility for product development.  

  SKUNKWORKS   The idea behind the product champion role is that employees who feel 

ownership for a project are inclined to act like outside entrepreneurs and go to great lengths to 

make the project succeed. Using skunkworks and new venture divisions can also strengthen 

this feeling of ownership. A    skunkworks    is a group of intrapreneurs who are deliberately 

separated from the normal operation of an organization—for example, from the normal chain 

of command—to encourage them to devote all their attention to developing new products. The 

idea is that if these people are isolated, they will become so intensely involved in a project that 

development time will be relatively brief and the quality of the final product will be enhanced. 

The term  skunkworks  was coined at the Lockheed Corporation, which formed a team of design 

engineers to develop special aircraft such as the U2 spy plane. The secrecy with which this unit 

functioned and speculation about its goals led others to refer to it as “the skunkworks.”  

  REWARDS FOR INNOVATION   To encourage managers to bear the uncertainty and 

risk associated with the hard work of entrepreneurship, it is necessary to link performance to 

rewards. Increasingly companies are rewarding intrapreneurs on the basis of the outcome of the 

product development process. Intrapreneurs are paid large bonuses if their projects succeed, or 

they are granted stock options that can make them millionaires if their products sell well. Both 

Microsoft and Google, for example, have made hundreds of their employees multimillionaires 

as a result of the stock options they were granted as part of their reward packages. In addition 

to receiving money, successful intrapreneurs can expect to receive promotion to the ranks of 

top management. Most of 3M’s top managers, for example, reached the executive suite because 

they had a track record of successful intrapreneurship. Organizations must reward intrapre-

neurs equitably if they wish to prevent them from leaving and becoming outside entrepreneurs 

who might form a competitive new venture. Nevertheless, intrapreneurs frequently do so.        
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  THE NATURE OF MANAGERIAL   DECISION MAKING  Programmed 

decisions are routine decisions made so often that managers have devel-

oped decision rules to be followed automatically. Nonprogrammed deci-

sions are made in response to situations that are unusual or novel; they are 

nonroutine decisions. The classical model of decision making assumes that 

decision makers have complete information; are able to process that information in an objec-

tive, rational manner; and make optimum decisions. March and Simon argued that managers 

exhibit bounded rationality, rarely have access to all the information they need to make opti-

mum decisions, and consequently satisfice and rely on their intuition and judgment when mak-

ing decisions. 

  STEPS IN THE DECISION-MAKING PROCESS    When making decisions, managers 

should take these six steps: recognize the need for a decision, generate alternatives, assess 

alternatives, choose among alternatives, implement the chosen alternative, and learn from 

feedback. 

  COGNITIVE BIASES AND DECISION MAKING    Most of the time managers are fairly 

good decision makers. On occasion, however, problems can result because human judgment 

can be adversely affected by the operation of cognitive biases that result in poor decisions. 

Cognitive biases are caused by systematic errors in the way decision makers process informa-

tion and make decisions. Sources of these errors include prior hypotheses, representativeness, 

the illusion of control, and escalating commitment. Managers should undertake a personal 

decision audit to become aware of their biases and thus improve their decision making. 

  GROUP DECISION MAKING    Many advantages are associated with group decision 

making, but there are also several disadvantages. One major source of poor decision making 

is groupthink. Afflicted decision makers collectively embark on a dubious course of action 

without questioning the assumptions that underlie their decision. Managers can improve the 

quality of group decision making by using techniques such as devil’s advocacy and dialecti-

cal inquiry and by increasing diversity in the decision-making group. 

  ORGANIZATIONAL LEARNING AND CREATIVITY    Organizational learning is the 

process through which managers seek to improve employees’ desire and ability to understand 

and manage the organization and its task environment so employees can make decisions that 

continuously raise organizational effectiveness. Managers must take steps to promote orga-

nizational learning and creativity at the individual and group levels to improve the quality of 

decision making. 

  ENTREPRENEURSHIP    Entrepreneurship is the mobilization of resources to take advan-

tage of an opportunity to provide customers with new or improved goods and services. Entre-

preneurs start new ventures of their own. Intrapreneurs work inside organizations and manage 

the product development process. Organizations need to encourage intrapreneurship because 

it leads to organizational learning and innovation.        

Summary and 
Review
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 Management in Action   
  Topics for Discussion and Action 

  Discussion 

    1. What are the main differences between programmed 

decision making and nonprogrammed decision 

making?  [LO7-1]   

   2. In what ways do the classical and administrative 

models of decision making help managers appreciate 

the complexities of real-world decision making? 

[LO7-1]   

   3. Why do capable managers sometimes make 

bad decisions? What can individual managers 

do to improve their decision-making skills?  

[LO7-1, 7-2]   

   4. In what kinds of groups is groupthink most likely to 

be a problem? When is it least likely to be a problem? 

What steps can group members take to ward off 

groupthink?  [LO7-3]   

   5. What is organizational learning, and how can 

managers promote it?  [LO7-4]   

   6. What is the difference between entrepreneurship and 

intrapreneurship?  [LO7-5]     

  Action 

    7. Ask a manager to recall the best and the worst 

decisions he or she ever made. Try to determine why 

these decisions were so good or so bad.  [LO7-1, 

7-2, 7-3]   

   8. Think about an organization in your local community 

or your university, or an organization that you are 

familiar with, that is doing poorly. Now think of 

questions managers in the organization should ask 

stakeholders to elicit creative ideas for turning around 

the organization’s fortunes.  [LO7-4]      

 Building Management Skills    
  How Do You Make Decisions? [LO7-1, 7-2, 7-4] 

  Pick a decision you made recently that has had important 

consequences for you. It may be your decision about 

which college to attend, which major to select, whether to 

take a part-time job, or which part-time job to take. Using 

the material in this chapter, analyze how you made the 

decision: 

    1. Identify the criteria you used, either consciously or 

unconsciously, to guide your decision making.  

   2. List the alternatives you considered. Were they all 

possible alternatives? Did you unconsciously (or 

consciously) ignore some important alternatives?  

   3. How much information did you have about each 

alternative? Were you making the decision on the 

basis of complete or incomplete information?  

   4. Try to remember how you reached the decision. 

Did you sit down and consciously think through 

the implications of each alternative, or did you 

make the decision on the basis of intuition? Did 

you use any rules of thumb to help you make the 

decision?  

   5. In retrospect, do you think your choice of alternative 

was shaped by any of the cognitive biases discussed 

in this chapter?  

   6. Having answered the previous five questions, do 

you think in retrospect that you made a reasonable 

decision? What, if anything, might you do to 

improve your ability to make good decisions in the 

future?     

 Managing Ethically  [LO7-3]     

  S
 ometimes groups make extreme decisions—decisions 

that are either more risky or more conservative than 

they would have been if individuals acting alone had made 

them. One explanation for the tendency of groups to make 

extreme decisions is diffusion of responsibility. In a group, 

responsibility for the outcomes of a decision is spread 

among group members, so each person feels less than 

fully accountable. The group’s decision is extreme because 

no individual has taken full responsibility for it. 
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 Exploring the World Wide Web  [LO7-4]    

 G
o to  www.brainstorming.co.uk . This website contains 

“Training on Creative Techniques” and “Creativity 

Puzzles.” Spend at least 30 minutes on the training and/or 

puzzles. Think about what you have learned. Come up with 

specific ways in which you can be more creative in your think-

ing and decision making based on what you have learned. 

 Small Group Breakout Exercise   
  Brainstorming  [LO7-3, 7-4]  

  Form groups of three or four people, and appoint one member as the spokesperson who will communicate your 

findings to the class when called on by the instructor. Then discuss the following scenario:  

 Y
ou and your partners are trying to decide which kind of 

restaurant to open in a centrally located shopping cen-

ter that has just been built in your city. The problem con-

fronting you is that the city already has many restaurants 

that provide different kinds of food at all price ranges. You 

have the resources to open any type of restaurant. Your 

challenge is to decide which type is most likely to succeed. 

 Use brainstorming to decide which type of restaurant to 

open. Follow these steps:

    1. As a group, spend 5–10 minutes generating ideas 

about the alternative restaurants that the members 

think will be most likely to succeed. Each group 

member should be as innovative and creative as 

possible, and no suggestions should be criticized.  

   2. Appoint one group member to write down the 

alternatives as they are identified.  

   3. Spend the next 10–15 minutes debating the pros 

and cons of the alternatives. As a group, try to reach 

a consensus on which alternative is most likely to 

succeed.    

 After making your decision, discuss the pros and cons 

of the brainstorming method, and decide whether any pro-

duction blocking occurred. 

 When called on by the instructor, the spokesperson 

should be prepared to share your group’s decision with the 

class, as well as the reasons for the group’s decision.  

 Be the Manager  [LO7-1, 7-2, 7-3, 7-4, 7-5]     

  Y
 ou are a top manager who was recently hired by an 

oil field services company in Oklahoma to help it 

respond more quickly and proactively to potential oppor-

tunities in its market. You report to the chief operating offi-

cer (COO), who reports to the CEO, and you have been 

on the job for eight months. Thus far you have come up 

with three initiatives you carefully studied, thought were 

noteworthy, and proposed and justified to the COO. The 

COO seemed cautiously interested when you presented 

the proposals, and each time he indicated he would think 

about them and discuss them with the CEO because con-

siderable resources were involved. Each time you never 

heard back from the COO, and after a few weeks elapsed, 

you casually asked the COO if there was any news on 

the proposal in question. For the first proposal, the COO 

said, “We think it’s a good idea, but the timing is off. 

Let’s shelve it for the time being and reconsider it next 

year.” For the second proposal, the COO said, “Mike [the 

CEO] reminded me that we tried that two years ago and it 

wasn’t well received in the market. I am surprised I didn’t 

remember it myself when you first described the proposal, 

but it came right back to me once Mike mentioned it.” For 

the third proposal, the COO simply said, “We’re not con-

vinced it will work.” 

 You believe your three proposed initiatives are viable 

ways to seize opportunities in the marketplace, yet you 

  Questions 

    1. Either alone or in a group, think about the ethical 

implications of extreme decision making by groups.  

   2. When group decision making takes place, should 

members of a group each feel fully accountable for 

outcomes of the decision? Why or why not?    
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cannot proceed with any of them. Moreover, for each pro-

posal, you invested considerable time and even worked 

to bring others on board to support the proposal, only 

to have it shot down by the CEO. When you interviewed 

for the position, both the COO and the CEO claimed they 

wanted “an outsider to help them step out of the box and 

innovate.” Yet your experience to date has been just the 

opposite. What are you going to do? 

   The New York Times  Case 
in the News  [LO7-1, 7-2, 7-4, 7-5]    

   For Many Older Americans, an Enterprising Path 

  W
hen Marilyn Arnold was 9 years 

old, her mother, a skilled seam-

stress, patiently taught her to sew 

on a vintage Singer treadle sewing 

machine. 

 As her feet pumped away at the 

machine in her family’s farmhouse 

near Paris, Missouri, she was smit-

ten. “I was in love with sewing, even 

when I stuck my finger and it bled,” 

Arnold said. 

 Soon she was whirling the thread 

for crisp white blouses with bright red 

sailor collars, gathered skirts, and, in 

time, her entire school wardrobe. She 

even competed in sewing contests at 

the Missouri State Fair. 

 But she never dreamed that now, 

at the age of 66, she would be run-

ning her own small business, Mari-

lyn Arnold Designs, in Lee’s Summit, 

Missouri. 

 Her specialty is custom designing 

and sewing 18-inch square pillows, 

christening dresses, and blankets 

as mementos made from cherished 

wedding gowns that had been rel-

egated to the back of a closet. 

 She also stitches quilts big enough 

for a queen-size bed assembled 

from beloved T-shirts, and patches 

together vests from timeworn scarves. 

“Everything I make is from repurposed 

materials,” she said. 

 The idea for her venture took root 

three years ago, shortly before she 

retired from her position as a man-

aging partner at the New York Life 

Insurance Company, after 29 years in 

the insurance business. 

 That was when her accountant 

asked her what she planned to do in 

retirement. She acknowledged that she 

knew she had to do something, but had 

no idea what. The accountant asked a 

second question: “What did you want 

to do when you were a little girl?” 

 While her childhood dream was 

to become a dress designer, that 

endeavor seemed too lofty a goal at 

her age. The idea to design and sew 

custom pillows from a wedding dress 

was inspired by a friend’s request. 

 That was the manageable begin-

ning of a new career. Her start-up 

costs to buy equipment and supplies 

and to devise a marketing plan tallied 

$12,000, financed from personal sav-

ings, Arnold said. 

 First she sewed as a side job for 

several months before she retired to 

see if there was really enough inter-

est to introduce a full-fledged busi-

ness. In time she created a  website,  

opened an online web storefront on 

Etsy, and began posting her designs 

on Pinterest. 

 Today she handles all the sewing 

duties herself, easily clocking 12-hour 

days. “My biggest challenge has been 

balancing my time in order to work 

on all aspects of my business,” Ms. 

Arnold said. “I have to guard against 

spending too much time working in 

my business and not enough time 

working on my business.” 

 Older American entrepreneurs like 

Arnold are on a roll. 

 Kimberly Palmer, author of  The 

Economy of You: Discover Your Inner 

Entrepreneur and Recession-Proof 

Your Life,  said she had noticed that the 

most eager audience for the book was 

often people approaching retirement 

or already in it. “They want to leverage 

their skills and experience into some-

thing entrepreneurial,” she said. 

 According to a recent study pub-

lished by the Kauffman Founda-

tion and Legal Zoom, in 2013 about 

20  percent of all new businesses 

were started by entrepreneurs aged 

50 to 59 years, and 15 percent were 

60 and over. 

 And in fact, over the last decade, 

the highest rate of entrepreneurial 

activity belongs to those in the 55–64 

age group, according to the Kauff-

man Index of Entrepreneurial Activity. 

 A desire to work for oneself and 

create a business that is meaningful 

and has social impact at this stage 

of life, combined with a job market 

that makes it tough for workers over 

50 to get hired, has clearly pushed 

more people to pursue the entrepre-

neurial path. 

 “For the longest time we’ve 

assumed that social entrepreneur-

ship was the exclusive provenance 

of young people,” said Marc Freed-

man, founder and chief executive of 

 Encore.org , the nonprofit research 

center dedicated to second acts for 

the greater good. “Now we’re real-

izing an undiscovered continent of 

innovation in the growing population 

over 50.” 

 But it is not an easy road. Money 

is the biggest stumbling block. Most 
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start-ups like Arnold’s are underwrit-

ten with personal savings. 

 If someone does not have a nice 

stockpile of savings to tap, or a 

partner who is still bringing home a 

paycheck, it is tough to get going. 

And many entrepreneurs do not pay 

themselves for a year or so to allow 

their businesses to gain traction. 

 To finance the more than $100,000 

it took to start Well Read New & Used 

Books in Hawthorne, New Jersey, 

about three years ago, for example, 

Bill Skees, then 56, asked his six sib-

lings for a loan, and he and his wife, 

Mary Ann, were able to dip into sav-

ings for the rest. The banks he con-

tacted were not enthusiastic. 

 “There’s lots of red tape, and most 

banks aren’t interested in financing a 

senior business start-up, which gener-

ally runs between $10,000 to $25,000, 

because it’s too small,” said Elizabeth 

Isele, 71, cofounder of SeniorEntrepre-

neurshipWorks.org, a nonprofit ven-

ture geared to helping workers over 

age 50 start their own businesses. 

“And age bias can be a big factor.” 

 That said, many small and micro-

businesses, particularly freelance, 

home-based and online e-commerce 

businesses, require only a fraction 

of that to get going, sometimes less 

than $1,000. 

 Where there’s a will, there’s a way. 

Determined older entrepreneurs have 

tapped retirement accounts, tracked 

down hard-to-get economic develop-

ment loans in their communities, and 

turned to crowdfunding sites. 

 A Senate hearing titled “In Search 

of a Second Act: The Challenges and 

Advantages of Senior Entrepreneur-

ship,” offered a chance to air issues 

like age bias from lending organiza-

tions and the need to develop tax 

incentives for training and start-ups. 

 “In order to continue our economic 

recovery, we need to change how we 

view the terms ‘start-up’ or ‘entrepre-

neur,’ ” said Senator Mary L. Landrieu, 

Democrat of Louisiana, chairwoman 

of the Committee on Small Business 

and Entrepreneurship. 

 “Most people associate those 

terms with a tech business and a 

young computer whiz, not a home 

business in a rural town and a sea-

soned executive with 30 years of 

management experience,” Senator 

Landrieu said. “Senior entrepreneurs 

are especially critical to creating jobs 

and growing the economy because 

they have the right experience and 

resources to be successful.” 

 Isele, who plans to testify at the 

hearing, said she and others would 

argue that this growing demographic 

group would not cause a crisis. “We 

need to help people in policy and pri-

vate industry to understand, this isn’t 

a silver tsunami,” she said. “It’s a sil-

ver lining, yielding golden dividends. 

Senior entrepreneurs contribute to 

the economy, paying taxes, creating 

jobs, paying people, and underwriting 

entitlement programs.” 

 Senator Landrieu said she hoped 

the hearing would showcase suc-

cessful initiatives and discuss whether 

they could be replicated elsewhere. 

 One innovative initiative is the 

eProv Studio, which will officially start 

this weekend at the Institute for the 

Ages’ Conference on Positive Aging 

in Sarasota, Florida. 

 These new workshops, created 

by Isele and Cheryl Kiser, executive 

director of the Lewis Institute at Bab-

son College, combine the methodol-

ogy of entrepreneurial thought and 

action and the techniques of improvi-

sational theater. 

 “Each participant comes to the 

workshop with a desire, an itch, an 

idea of what they might want to do,” 

Kiser added. “The method we teach 

in these groups of 20 is to look at 

who you are, what you know, who 

you know, what you can do, and the 

resources you have at hand to create 

something of value.” 

 Using the improvisation process 

can help decode someone’s entre-

preneurial history. “We help them 

understand decade by decade what 

they have accomplished and see a 

pattern of these accomplishments and 

entrepreneurial skills they have had 

throughout their entire life,” Isele said. 

 Other resources include a free, 

online, open-source entrepreneurship 

curriculum, hosted at the Lawrence 

N. Field Center for Entrepreneurship 

at the Zicklin School of Business at 

Baruch College. It is intended for 

people over 50 and includes help with 

developing business plans, obtaining 

loans, gaining and access to busi-

ness start-up incubators, and meeting 

mentors to serve as sounding boards. 

 Then there is the Kauffman Foun-

dation’s  FastTrac  Boomer Entrepre-

neur program. 

 In collaboration with AARP and 

FastTrac affiliates in select American 

cities, Kauffman is piloting special-

ized 10-week courses in both English 

and Spanish. Up to 20 applicants will 

be accepted in each course. The cost 

is $200. 

 And while many older Americans 

are new to learning business skills, 

some cherish the personal rewards 

discovered along the way. “My busi-

ness has given me so many things, 

but what I love the most is that I’m 

my own boss,” Arnold said. “I man-

age my time.”    

 Source: Kerry Hannon, “For Many Older Ameri-

cans, an Entrepreneurial Path,” The New York 

Times, February 8, 2014. Copyright © 2014. 

Used with permission of The New York Times.   

   Questions for 

Discussion 

    1. To what extent are the decisions 

would-be entrepreneurs and 

actual entrepreneurs make 

nonprogrammed decisions?  

   2. To what extent are the decisions 

they make characterized by risk 

and uncertainty?  

   3. Why is entrepreneurship 

and social entrepreneurship 

appealing to some Americans 

over 50 years of age?  

   4. What role does creativity and 

learning from feedback play in 

entrepreneurial success?         
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   LO8-1  Identify the three main steps of the planning process and explain the 
relationship between planning and strategy. 

   LO8-2  Describe some techniques managers can use to improve the planning process 
so they can better predict the future and mobilize organizational resources to 
meet future contingencies. 

   LO8-3  Differentiate between the main types of business-level strategies and explain 
how they give an organization a competitive advantage that may lead to 
superior performance. 

   LO8-4  Differentiate between the main types of corporate-level strategies and explain 
how they are used to strengthen a company’s business-level strategy and 
competitive advantage. 

   LO8-5  Describe the vital role managers play in implementing strategies to achieve an 
organization’s mission and goals.  

 The Manager as a Planner 
and Strategist   

 CHAPTER 8 

   Learning Objectives 

  After studying this chapter, you should be able to:  
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President Hank Mullany (left) and CEO Antonio Urcelay (right) of 

Toys“R”Us, Inc. In 2013, Mullany and Urcelay announced a new busi-

ness strategy grounded in consumer research and satisfaction, which 

is designed to help the company play to its strengths and address its 

weaknesses.

   How can identifying corporate 

strengths and weaknesses lead to 

better planning and strategy?  

Toys“R”Us, Inc., with its mascot Geoffrey 

the Giraffe, is a well-known brand. The toy 

retailer was founded in 1948 as Children’s 

Supermart and later rebranded as Toys“R”Us 

after adding toys to its baby furniture busi-

ness. By 2014 the company had grown to 

872 stores in the United States, and more 

than 700 stores outside the United States.  1   

 Despite its growth, 2013 was not a good 

year for Toys“R”Us. Net sales in stores were 

down, and the company’s net loss was 

$1 billion. Chairman and CEO Antonio Urce-

lay and President Hank Mullany announced 

Toy“R”Us’ “TRU Transformation” plan. 

 “Our ‘TRU Transformation’ strategy is 

grounded in consumer research and cus-

tomer insights, and is anchored by three 

guiding principles—Easy, Expert, Fair,” Mul-

lany said. “Among our highest priorities will 

be to deepen our focus on the customer, 

build meaningful relationships through loy-

alty and targeted marketing programs, and 

improve the shopping experience both in-

store and online.”  2   

 First, Urcelay and Mullany recognize that 

external factors affect sales at Toys“R”Us. 

The factors identified by Urcelay and Mul-

lany are opportunities and threats, over 

which Toys“R”Us has no control. They 

include falling birthrates, changes in the 

play patterns of children, and the growth of 

online shopping. While it might be easy for 

Urcelay and Mullany to blame falling sales 

on these factors, the two company leaders 

also looked at internal factors that hurt the 

business. They are the factors over which 

the company does have control. “We are 

encouraged that all of these . . . issues are 

firmly within our own control to fix,” Urcelay 

said. “And our strategy will address these 

to improve the business over the short-

term and put the company on track for the 

future.”  3   

 Urcelay and Mullany described four cat-

egories of weaknesses at Toys“R”Us and 

discussed how they could be turned into 

strengths. First, the retailer said it has pro-

vided a weak customer experience in-store 

and online. Customers complain that the 

checkout process in stores is slow and that 

the stores are cluttered and disorganized. 

The apps for Toys“R”Us’ online stores are 

out of date and frustrating to customers. 

   A MANAGER’S CHALLENGE 

   Toys“R”Us Is Not Playing Around When It Comes to Planning 
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When customers do buy a product online, 

they often encounter shipping problems. 

Toys“R”Us would like to turn this weakness 

into a strength by making its stores easy, 

uncluttered places at which to shop with 

sales associates who have been trained and 

are perceived as experts on the products. 

It also plans to better staff its store and to 

expedite its checkout process. 

 Second, there is a perception that prices 

at Toys“R”Us are higher than at other retail-

ers. Toys“R”Us would like to turn this weak-

ness into a strength by making sure its 

prices are perceived as fair and by reducing 

the many exclusions to its price-matching 

policy. The company also plans to better use 

data from its loyalty program to send tar-

geted offers to customers and to communi-

cate more simplified offers to customers. 

 Third, the retailer has struggled with inven-

tory management. Customers often find 

that sought-after items are out of stock. 

Toys“R”Us had already begun to work on 

this before the 2013 financial returns were 

in. The company expanded its ability to ship 

online orders from stores and distribution 

centers, resulting in a much more flexible 

inventory system. It also is using a “product 

life cycle management” system to get the 

right goods into stores at the right times. 

Further, clearance events will move out 

merchandise that has been around the store 

for too long.  4   

 Finally, the retailer plans to right-size its 

cost structure. The company is working on 

an assessment of its business structure and 

operations to increase efficiency and effec-

tiveness. As a part of this assessment, the 

company found 500 positions to eliminate. 

“As we look to the future, our strategy will 

establish a path to sustainable business 

growth, building upon the company’s unique 

strengths,” Urcelay said. “Toys‘R’Us is one 

of the most recognized brands in the world 

with a strong international presence and a 

large and loyal customer base.”  5   

 Having identified the organization’s 

strengths, weaknesses, opportunities, and 

threats is an important step in the plan-

ning process discussed in this chapter. This 

analysis gives Toys“R”Us the information it 

needs to turn weaknesses into strengths, 

to take advantage of opportunities, and to 

avoid damage from threats. Such planning 

will help Toys“R”Us hold onto and improve 

its market position. 

 As Mullany said: “We are committed to 

delivering on our mission to bring joy into 

the lives of our customers by being the toy 

and juvenile products authority and definitive 

destination for kid fun, gift-giving solutions, 

and parenting services.”  6              

  In a fast-changing competitive environment managers must continually 

evaluate how well their products are meeting customer needs, and they 

must engage in thorough, systematic planning to find new strategies to 

tailor their products to better meet those needs. This chapter explores the manager’s role both 

as planner and as strategist. First, we discuss the nature and importance of planning, the kinds 

of plans managers develop, and the levels at which planning takes place. Second, we discuss 

the three major steps in the planning process: (1) determining an organization’s mission and 

major goals, (2)  choosing or formulating strategies to realize the mission and goals, and 

(3) selecting the most effective ways to implement and put these strategies into action. We 

also examine several techniques, such as scenario planning and SWOT analysis, that can help 

managers improve the quality of their planning; and we discuss a range of strategies managers 

Overview
 LO8-1 

 Identify the three main steps 
of the planning process 
and explain the relationship 
between planning and 
strategy. 
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can use to give their companies a competitive advantage over their rivals. By the end of this 

chapter, you will understand the vital role managers carry out when they plan, develop, and 

implement strategies to create a high-performing organization.    

     Planning   , as we noted in Chapter 1, is a process managers use to identify 

and select appropriate goals and courses of action for an organization.  7   

The organizational plan that results from the planning process details the 

goals of the organization and the specific strategies managers will imple-

ment to attain those goals. Recall from Chapter 1 that a     strategy    is a 

cluster of related managerial decisions and actions to help an organization attain one of its 

goals. Thus planning is both a goal-making and a strategy-making process. 

 In most organizations, planning is a three-step activity (see  Figure 8.1 ). The first step is 

determining the organization’s mission and goals. A    mission statement    is a broad declara-

tion of an organization’s overriding purpose, what it is seeking to achieve from its activities; 

this statement also identifies what is  unique or important  about its products to its employees 

and customers; finally it  distinguishes or differentiates  the organization in some ways from its 

competitors. (For example, the mission statement of Nike is “to bring inspiration and innova-

tion to every athlete in the world.”  8  )  

 The second step is formulating strategy. Managers analyze the organization’s current situ-

ation and then conceive and develop the strategies necessary to attain the organization’s mis-

sion and goals. The third step is implementing strategy. Managers decide how to allocate the 

resources and responsibilities required to implement the strategies among people and groups 

within the organization.  9   In subsequent sections of this chapter we look in detail at the specif-

ics of these steps. But first we examine the general nature and purpose of planning.    

  Essentially, to perform the planning task, managers (1) establish and dis-

cover where an organization is at the  present time;  (2) determine where it 

should be in the future, its  desired future state;  and (3) decide how to 

 move it forward  to reach that future state. When managers plan, they 

must forecast what may happen in the future to decide what to do in the 

present. The better their predictions, the more effective will be the strate-

gies they formulate to take advantage of future opportunities and counter 

emerging competitive threats in the environment. As previous chapters noted, however, the 

external environment is uncertain and complex, and managers typically must deal with 

Planning and 
Strategy

    planning    Identifying and 

selecting appropriate goals 

and courses of action; one 

of the four principal tasks of 

management.   

    strategy    A cluster of deci-

sions about what goals to 

pursue, what actions to take, 

and how to use resources to 

achieve goals.   

    mission statement    A 

broad declaration of an 

organization’s purpose that 

identifies the organization’s 

products and customers and 

distinguishes the organization 

from its competitors.   

The Nature of 
the Planning 

Process

 Figure 8.1 

 Three Steps in Planning  

DETERMINING THE ORGANIZATION’S
MISSION AND GOALS

Define the business.
Establish major goals.

FORMULATING STRATEGY

Analyze current situation and develop strategies.

IMPLEMENTING STRATEGY

Allocate resources and responsibilities to achieve strategies.
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incomplete information and “limitations on time, cognitive capacity, and data.” This is why 

planning and strategy making are so difficult and risky; and if managers’ predictions are 

wrong and strategies fail, organizational performance falls.  

   Why Planning Is Important 
 Almost all managers participate in some kind of planning because they must try to predict 

future opportunities and threats and develop a plan and strategies that will result in a high-

performing organization. Moreover, the absence of a plan often results in hesitations, false 

steps, and mistaken changes of direction that can hurt an organization or even lead to disaster. 

Planning is important for four main reasons:

     1.   Planning is necessary to give the organization a sense of direction and purpose.   10   A plan 

states what goals an organization is trying to achieve and what strategies it intends to use 

to achieve them. Without the sense of direction and purpose that a formal plan provides, 

managers may interpret their own specific tasks and jobs in ways that best suit them-

selves. The result will be an organization that is pursuing multiple and often conflicting 

goals and a set of managers who do not cooperate and work well together. By stating 

which organizational goals and strategies are important, a plan keeps managers on track 

so they use the resources under their control efficiently and effectively.  

    2.   Planning is a useful way of getting managers to participate in decision making about 

the appropriate goals and strategies for an organization.  Effective planning gives all 

managers the opportunity to participate in decision making. At Intel, for example, top 

managers, as part of their annual planning process, regularly request input from lower-

level managers to determine what the organization’s goals and strategies should be.  

    3.   A plan helps coordinate managers of the different functions and divisions of an organi-

zation to ensure that they all pull in the same direction and work to achieve its desired 

future state.  Without a well-thought-out plan, for example, it is possible that the manu-

facturing function will make more products than the sales function can sell, resulting in a 

mass of unsold inventory. In fact, this happened when harsh winter storms in 2013–2014 

slowed car sales and left carmakers with unsold inventory. To sell the extra cars, many 

carmakers had to offer deep discounts to sell off their excess stock.  

    4.   A plan can be used as a device for controlling managers within an organization.  A good 

plan specifies not only which goals and strategies the organization is committed to but 

also  who  bears the responsibility for putting the strategies into action to attain the goals. 

When managers know they will be held accountable for attaining a goal, they are moti-

vated to do their best to make sure the goal is achieved.    

 Henri Fayol, the originator of the model of management we discussed in Chapter 1, 

said that effective plans should have four qualities: unity, continuity, accuracy, and flex-

ibility.  11    Unity  means that at any time only one central, guiding plan is put into operation 

to achieve an organizational goal; more than one plan to achieve a goal would cause confu-

sion and disorder.  Continuity  means that planning is an ongoing process in which manag-

ers build and refine previous plans and continually modify plans at all levels—corporate, 

business, and functional—so they fit together into one broad framework.  Accuracy  means 

that managers need to make every attempt to collect and use all available information in 

the planning process. Of course managers must recognize that uncertainty exists and that 

information is almost always incomplete (for reasons we discussed in Chapter 7). Despite 

the need for continuity and accuracy, however, Fayol emphasized that the planning process 

should be  flexible  enough so plans can be altered and changed if the situation changes; 

managers must not be bound to a static plan.  

  Levels of Planning 
 In large organizations planning usually takes place at three levels of management: corporate, 

business or division, and department or functional. Consider how General Electric (GE) 

operates. One of the world’s largest global organizations, GE competes in over 150 different 
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businesses or industries.  12   GE has three main levels of management: corporate level, busi-

ness or divisional level, and functional level (see  Figure  8.2 ). At the corporate level are 

CEO and Chairman Jeffrey Immelt, his top management team, and their corporate support 

staff. Together they are responsible for planning and strategy making for the organization as 

a whole.  

 Below the corporate level is the business level. At the business level are the different 

 divisions  or  business units  of the company that compete in distinct industries; GE has over 

150 divisions, including Global Growth and Operations, Aviation, Energy Management, Oil 

and Gas, Power and Water, Health Care, and Transportation. Each division or business unit 

has its own set of  divisional managers  who control planning and strategy for their particular 

division or unit. So, for example, GE Aviations’ divisional managers plan how to operate 

globally to reduce costs while meeting the needs of customers in different countries. 

 Going down one more level, each division has its own set of  functions  or  departments,  

such as manufacturing, marketing, human resource management (HRM), and research and 

development (R&D). For example, Aviation has its own marketing function, as does GE 

Energy and Health Care. Each division’s  functional managers  are responsible for the plan-

ning and strategy making necessary to increase the efficiency and effectiveness of their par-

ticular function. So, for example, GE Lighting’s marketing managers are responsible for 

increasing the effectiveness of its advertising and sales campaigns in different countries to 

improve lightbulb sales.  

  Levels and Types of Planning 
 As just discussed, planning at GE, as at all other large organizations, takes place at each level. 

 Figure 8.3  shows the link between these three levels and the three steps in the planning and 

strategy-making process illustrated in  Figure 8.1 .  

 The    corporate-level plan    contains top management’s decisions concerning the organiza-

tion’s mission and goals, overall (corporate-level) strategy, and structure (see  Figure  8.3 ). 

    Corporate-level strategy    specifies in which industries and national markets an organization 

    corporate-level plan    Top 

management’s decisions per-

taining to the organization’s 

mission, overall strategy, and 

structure.   

    corporate-level strategy    

A plan that indicates in which 

industries and national mar-

kets an organization intends 

to compete.   

 Figure 8.2 

 Levels of Planning at General Electric  
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intends to compete and why. One of the goals stated in GE’s corporate-level plan is that GE 

should be first or second in market share in every industry in which it competes. A division 

that cannot attain this goal may be sold to another company. GE Medical Systems was sold to 

Thompson of France for this reason. Another GE goal is to acquire other companies that can help 

a division build its market share to reach its corporate goal of being first or second in an industry. 

 In general, corporate-level planning and strategy are the primary responsibility of top or 

corporate managers.  13   The corporate-level goal of GE is to be the first or second leading com-

pany in every industry in which it competes. Jeffrey Immelt and his top management team 

decide which industries GE should compete in to achieve this goal. The corporate-level plan 

provides the framework within which divisional managers create their business-level plans. 

At the business level, the managers of each division create a    business-level plan    that details 

(1) the long-term divisional goals that will allow the division to meet corporate goals and 

(2) the division’s business-level strategy and structure necessary to achieve divisional goals. 

   Business-level  strategy    outlines the specific methods a division, business unit, or organiza-

tion will use to compete effectively against its rivals in an industry. Managers at GE’s Appli-

ances and Lighting division (currently number two in the global lighting industry, behind 

the Dutch company Philips NV) develop strategies designed to help their division take over 

the number one spot and better contribute to GE’s corporate goals. The division’s specific 

strategies might focus on ways to reduce costs in all departments to lower prices and so gain 

market share from Philips. For example, GE has expanded its European lighting operations in 

Hungary, which is a low-cost location.  14   

 At the functional level, the business-level plan provides the framework within which func-

tional managers devise their plans. A    functional-level plan    states the goals that the managers 

of each function will pursue to help their division attain its business-level goals, which, in 

turn, will allow the entire company to achieve its corporate goals.    Functional-level strategy    

is a plan of action that managers of individual functions (such as manufacturing or market-

ing) can follow to improve the ability of each function to perform its task-specific activities 

    business-level plan    Divi-

sional managers’ decisions 

pertaining to divisions’ long-

term goals, overall strategy, 

and structure.   

    business-level strategy    A 

plan that indicates how a 

division intends to com-

pete against its rivals in an 

industry.   

    functional-level plan    

Functional managers’ deci-

sions pertaining to the goals 

that they propose to pursue 

to help the division attain its 

business-level goals.   

    functional-level strategy    

A plan of action to improve 

the ability of each of an 

organization’s functions to 

perform its task-specific 

activities in ways that add 

value to an organization’s 

goods and services.   

 Figure 8.3 

 Levels and Types of Planning  
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in ways that add value to an organization’s goods and services and thereby increase the value 

customers receive. Thus, for example, consistent with the lighting division’s strategy of driv-

ing down costs, its manufacturing function might adopt the goal “To reduce production costs 

by 20 percent over the next three years,” and functional strategies to achieve this goal might 

include (1) investing in state-of-the-art European production facilities and (2) developing an 

electronic global business-to-business network to reduce the costs of inputs and inventory 

holding. The many ways in which managers can use functional-level strategy to strengthen 

business-level strategy are discussed in detail in Chapter 9. 

 In the planning process, it is important to ensure that planning across the three different 

levels is  consistent —functional goals and strategies should be consistent with divisional goals 

and strategies, which, in turn, should be consistent with corporate goals and strategies, and 

vice versa. When consistency is achieved, the whole company operates in harmony; activities 

at one level reinforce and strengthen those at the other levels, increasing efficiency and effec-

tiveness. To help accomplish this, each function’s plan is linked to its division’s business-

level plan, which, in turn, is linked to the corporate plan. Although few organizations are as 

large and complex as GE, most plan in the same way as GE and have written plans, which are 

frequently updated, to guide managerial decision making.  

  Time Horizons of Plans 
 Plans differ in their    time horizons   , the periods of time over which they are intended to apply 

or endure. Managers usually distinguish among  long-term plans,  with a time horizon of five 

years or more;  intermediate-term plans,  with a horizon between one and five years; and  short-

term plans,  with a horizon of one year or less.  15   Typically corporate- and business-level goals 

and strategies require long- and intermediate-term plans, and functional-level goals and strat-

egies require intermediate- and short-term plans. 

 Although most companies operate with planning horizons of five years or more, this does 

not mean that managers undertake major planning exercises only once every five years and 

then “lock in” a specific set of goals and strategies for that period. Most organizations have 

an annual planning cycle that is usually linked to the annual financial budget (although a 

major planning effort may be undertaken only every few years). So a corporate- or business-

level plan that extends over several years is typically treated as a  rolling plan —a plan that 

is updated and amended every year to take account of changing conditions in the external 

environment. Thus the time horizon for an organization’s 2015 corporate-level plan might 

be 2020; for the 2016 plan it might be 2021; and so on. The use of rolling plans is essential 

because of the high rate of change in the environment and the difficulty of predicting com-

petitive conditions five years in the future. Rolling plans enable managers to make midcourse 

corrections if environmental changes warrant or to change the thrust of the plan altogether 

if it no longer seems appropriate. The use of rolling plans allows managers to plan flexibly 

without losing sight of the need to plan for the long term.  

  Standing Plans and Single-Use Plans 
  Another distinction often made between plans is whether they are standing plans or single-

use plans. Managers create standing and single-use plans to help achieve an organization’s 

specific goals.  Standing plans  are used in situations in which programmed decision making 

is appropriate. When the same situations occur repeatedly, managers develop policies, rules, 

and standard operating procedures (SOPs) to control the way employees perform their tasks. 

A policy is a general guide to action; a rule is a formal, written guide to action; and a stand-

ing operating procedure is a written instruction describing the exact series of actions that 

should be followed in a specific situation. For example, an organization may have a standing 

plan about ethical behavior by employees. This plan includes a policy that all employees 

are expected to behave ethically in their dealings with suppliers and customers; a rule that 

requires any employee who receives from a supplier or customer a gift worth more than $20 

to report the gift; and an SOP that obliges the recipient of the gift to make the disclosure in 

writing within 30 days. 

    time horizon    The intended 

duration of a plan.   

 LO8-2 

 Describe some techniques 
managers can use to 
improve the planning 
process so they can better 
predict the future and 
mobilize organizational 
resources to meet future 
contingencies. 
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 In contrast,  single-use plans  are developed to handle non-

programmed decision making in unusual or one-of-a-kind situ-

ations. Examples of single-use plans include  programs,  which 

are integrated sets of plans for achieving certain goals, and 

 projects,  which are specific action plans created to complete vari-

ous aspects of a program. For instance, NASA is working on a 

major program to launch a rover in 2020 to investigate a specific 

environment on the surface of Mars. One project in this program 

is to develop the scientific instruments to bring samples back 

from Mars.  16    

  Scenario Planning 
 Earlier we noted that effective plans have four qualities: unity, 

continuity, accuracy, and flexibility. One of the most widely used 

planning methods or techniques that can help managers create 

plans that have these qualities is scenario planning.    Scenario 

planning    (also known as  contingency planning ) is the generation 

of multiple forecasts of future conditions followed by an analysis 

of how to respond effectively to each of those conditions. 

 As noted previously, planning is about trying to forecast and 

predict the future in order to be able to anticipate future opportu-

nities and threats. The future, however, is inherently unpredict-

able. How can managers best deal with this unpredictability? 

This question preoccupied managers at Royal Dutch Shell, the 

third largest global oil company, in the 1980s. In 1984 oil was 

$30 a barrel, and most analysts and managers, including Shell’s, 

believed it would hit $50 per barrel by 1990. Although these high 

prices guaranteed high profits, Shell’s top managers decided to 

conduct a scenario-planning exercise. Shell’s corporate and divi-

sional managers were told to use scenario planning to generate 

different future scenarios of conditions in the oil market and then 

to develop a set of plans that detailed how they would respond to these opportunities and 

threats if any such scenario occurred.  

 One scenario assumed that oil prices would fall to $15 per barrel, and managers had to 

decide what they should do to remain profitable in such a case. Managers went to work 

with the goal of creating a plan consisting of a series of recommendations. The final plan 

included proposals to cut oil exploration costs by investing in new technologies, to accel-

erate investments in cost-efficient oil-refining facilities, and to weed out unprofitable gas 

stations.  17   In reviewing these proposals, top management came to the conclusion that even 

if oil prices continued to rise, all of these actions would benefit Shell and increase its profit 

margin. So they decided to put the cost-cutting plan into action. As it happened, in the 

mid-1980s oil prices did not rise; they collapsed to $15 a barrel, but Shell, unlike its com-

petitors, had already taken steps to be profitable in a low-oil-price world. Consequently, by 

1990 the company was twice as profitable as its major competitors. 

 As this example suggests, because the future is unpredictable—the $30-a-barrel oil level 

was not reached again until the early 2000s, for example—the best way to improve planning 

is first to generate “multiple futures,” or scenarios of the future, based on different assump-

tions about conditions that  might prevail  in the future and then to develop different plans 

that detail what a company should do if one of these scenarios occurs. Scenario planning is a 

learning tool that raises the quality of the planning process and can bring real benefits to an 

organization.  18   Over the years Shell scenario planners have generated more than 30 rounds 

of scenarios, including one in 2013 that involved governments having a role in developing 

more compact cities.  19   By 2011, 65 percent of  Fortune  500 companies planned to use some 

version of scenario planning.  20   A major advantage of scenario planning is its ability not only 

to anticipate the challenges of an uncertain future but also to educate managers to think about 

the future— to think strategically.   21       

    scenario planning    The 

generation of multiple fore-

casts of future conditions fol-

lowed by an analysis of how 

to respond effectively to each 

of those conditions.   

   As we know all too well, oil and gas prices are unpre-
dictable. Oil industry managers therefore sometimes use 
scenario planning to deal with this chaotic market. 
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  As we discussed earlier, determining the organization’s mission and 

goals is the first step of the planning process. Once the mission and goals 

are agreed upon and formally stated in the corporate plan, they guide the 

next steps by defining which strategies are appropriate.  22    Figure 8.4  pres-

ents the mission statements of seven similar but different Internet-based 

companies.   

   Defining the Business 
 To determine an organization’s  mission —the overriding reason it exists to provide customers 

with goods or services they value—managers must first  define its business  so they can identify 

what kinds of value customers are receiving. To define the business, managers must ask three 

related questions about a company’s products: (1)  Who  are our customers? (2)  What  customer 

needs are being satisfied? (3)  How  are we satisfying customer needs?  23   Managers ask these ques-

tions to identify the customer needs that the organization satisfies and how the organization satis-

fies those needs. Answering these questions helps managers identify not only the customer needs 

they are satisfying now but also the needs they should try to satisfy in the future and who their 

true competitors are. All this information helps managers plan and establish appropriate goals.  

  Establishing Major Goals 
 Once the business is defined, managers must establish a set of primary goals to which the orga-

nization is committed. Developing these goals gives the organization a sense of direction or 

purpose. In most organizations, articulating major goals is the job of the CEO, although other 

managers have input into the process. Thus, at GE, CEO Immelt’s primary goal is still to be one 

of the two best performers in every industry in which the company competes, even though this is 

highly challenging. However, the best statements of organizational goals are ambitious—that is, 

they  stretch  the organization and require that each of its members work to improve company per-

formance.  24   The role of    strategic leadership   , the ability of the CEO and top managers to convey 

a compelling vision of what they want to achieve to their subordinates, is important here. If subor-

dinates buy into the vision and model their behaviors on their leaders, they develop a willingness 

to undertake the hard, stressful work that is necessary for creative, risk-taking strategy making.  25   

Many popular books such as  Built to Last  provide lucid accounts of strategic leaders establishing 

“big, hairy, audacious goals (BHAGs)” that serve as rallying points to unite their subordinates.  26   

 Although goals should be challenging, they should also be realistic. Challenging goals 

give managers at all levels an incentive to look for ways to improve organizational perfor-

mance, but a goal that is clearly unrealistic and impossible to attain may prompt managers to 

give up.  27   Jeff Immelt has to be careful not to set unrealistic sales targets for GE’s divisions 

that might discourage their top managers, for example. 

Determining the 
Organization’s 

Mission and Goals

    strategic leadership    The 

ability of the CEO and top 

managers to convey a com-

pelling vision of what they 

want the organization to 

achieve to their subordinates.   

 Figure 8.4 

 Three Mission Statements  

COMPANY MISSION STATEMENT

Google: “To organize the world’s information and make it universally
accessible and useful.”iii

Tumblr: “To empower creators to make their best work and get it in front
 of the audience they deserve.”i 

Pinterest: “To help people discover the things they love and inspire them to do
those things in their real life.”ii 

Sources: 

  i. David, “News!” May 20, 2013, staff.tumblr.com/post/50902268806/news.

 ii. about.pinterest.com, 2013.

 iii. www.google.com/about/company/
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 Finally, the time period in which a goal is expected to be achieved should be stated. Time 

constraints are important because they emphasize that a goal must be attained within a reason-

able period; they inject a sense of urgency into goal attainment and act as a motivator. GE’s 

managers committed themselves to reviving the fortunes of its appliance division in the 2010s 

and to significantly increase sales; the division is once again profitable and is no longer for 

sale.  28   In 2014 the appliance division hosted a “hackathon” to generate ideas for innovative 

products. Among the top finds were an in-sink dishwasher and an oven that sets the proper 

temperature for a product after the cook scans the product’s bar code.  29       

  Once the mission and goals of the organization have been set, a strategy to 

achieve them needs to be formulated. In    strategy formulation    managers 

work to develop the set of strategies (corporate, divisional, and functional) 

that will allow an organization to accomplish its mission and achieve its 

goals.  30   Strategy formulation begins with managers’ systematically ana-

lyzing the factors or forces inside an organization and outside in the global environment that 

affect the organization’s ability to meet its goals now and in the future. SWOT analysis and the 

five forces model are two handy techniques managers can use to analyze these factors.  

   SWOT Analysis 
    SWOT analysis    is a planning exercise in which managers identify  internal  organiza-

tional strengths (S) and weaknesses (W) and  external  environmental opportunities (O) and 

threats (T). Based on a SWOT analysis, managers at the different levels of the organization 

select the corporate, business, and functional strategies to best position the organization to 

achieve its mission and goals (see  Figure 8.5 ). In Chapter 6 we discussed forces in the task 

and general environments that have the potential to affect an organization. We noted that 

changes in these forces can produce opportunities that an organization might take advantage 

of and threats that may harm its current situation.  

 The first step in SWOT analysis is to identify an organization’s strengths and weaknesses. 

 Table  8.1  lists many important strengths (such as high-quality skills in marketing and in 

research and development) and weaknesses (such as rising manufacturing costs and outdated 

technology). The task facing managers is to identify the strengths and weaknesses that char-

acterize the present state of their organization.  

 The second step in SWOT analysis begins when managers embark on a full-scale SWOT 

planning exercise to identify potential opportunities and threats in the environment that affect 

the organization now or may affect it in the future. Examples of possible opportunities and 

threats that must be anticipated (many of which were discussed in Chapter 6) are listed in 

 Table 8.1 . Scenario planning is often used to strengthen this analysis. 

Formulating 
Strategy

    strategy formulation    The 

development of a set of cor-

porate, business, and func-

tional strategies that allow an 

organization to accomplish its 

mission and achieve its goals.   

    SWOT analysis    A planning 

exercise in which manag-

ers identify organizational 

strengths (S) and weaknesses 

(W) and environmental oppor-

tunities (O) and threats (T).   

 Figure 8.5 

 Planning and Strategy Formulation  

SWOT Analysis
 A planning exercise to
identify strengths and
weaknesses inside an

organization and
opportunities and threats

in the environment

Functional-Level Strategy

A plan of action to improve the ability of an

organization’s departments to create value

Business-Level Strategy
A plan of action to take advantage of favorable

opportunities and find ways to counter threats so

as to compete effectively in an industry

Corporate-Level Strategy
A plan of action to manage the growth and

development of an organization so as to

maximize its long-run ability to create value
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 With the SWOT analysis completed, and strengths, weaknesses, opportunities, and threats iden-

tified, managers can continue the planning process and determine specific strategies for achieving 

the organization’s mission and goals. The resulting strategies should enable the organization to 

attain its goals by taking advantage of opportunities, countering threats, building strengths, and 

correcting organizational weaknesses. To appreciate how managers can use SWOT analysis to 

formulate strategy, consider the example of General Motors. When Mary Barra became CEO in 

January 2014, the company was recovering from bankruptcy and profits were down. Yet those 

were not the biggest strategic challenges Barra would face in her first few weeks as CEO. For 

more details, see the discussion in the accompanying “Manager as a Person” feature.   

 Potential Strengths  Potential Opportunities  Potential Weaknesses  Potential Threats 

 Well-developed strategy? 

 Strong product lines? 

 Broad market coverage? 

 Manufacturing competence? 

 Good marketing skills? 

 Good materials management 

systems? 

 R&D skills and leadership? 

 Human resource 

competencies? 

 Brand-name reputation? 

 Cost of differentiation 

advantage? 

 Appropriate management 

style? 

 Appropriate organizational 

structure? 

 Appropriate control systems? 

 Ability to manage strategic 

change? 

 Others? 

 Expand core business(es)? 

 Exploit new market 

segments? 

 Widen product range? 

 Extend cost or differentiation 

advantage? 

 Diversify into new growth 

businesses? 

 Expand into foreign 

markets? 

 Apply R&D skills in new 

areas? 

 Enter new related 

businesses? 

 Vertically integrate forward? 

 Vertically integrate 

backward? 

 Overcome barriers to entry? 

 Reduce rivalry among 

competitors? 

 Apply brand-name capital in 

new areas? 

 Seek fast market growth? 

 Others? 

 Poorly developed strategy? 

 Obsolete, narrow product 

lines? 

 Rising manufacturing 

costs? 

 Decline in R&D 

innovations? 

 Poor marketing plan? 

 Poor materials management 

systems? 

 Loss of customer goodwill? 

 Inadequate human 

resources? 

 Loss of brand name? 

 Growth without direction? 

 Loss of corporate direction? 

 Infighting among divisions? 

 Loss of corporate control? 

 Inappropriate organiza-

tional structure and control 

systems? 

 High conflict and politics? 

 Others? 

 Attacks on core 

business(es)? 

 Increase in domestic 

competition? 

 Increase in foreign 

competition? 

 Change in consumer 

tastes? 

 Fall in barriers to entry? 

 Rise in new or substi-

tute products? 

 Increase in industry 

rivalry? 

 New forms of industry 

competition? 

 Potential for takeover? 

 Changes in demo-

graphic factors? 

 Changes in economic 

factors? 

 Downturn in economy? 

 Rising labor costs? 

 Slower market growth? 

 Others? 

 Table 8.1 

 Questions for SWOT Analysis 

 Manager as 
a Person 

  Mary Barra Faces GM’s Problems 
 When Mary Barra took over as chief executive officer of General Motors in January 2014, 
it was a challenging time for the automaker. It had declared bankruptcy in 2009 and was 
still on the mend. Its net profit for 2013 was low due to several one-time costs, including 
restructuring in Europe. But even more important was that within weeks of taking the job, 
Barra began the recall of 1.6 million General Motors cars made between 2003 and 2007. 
The cars recalled were the Cobalt, the HHR, the G5, the Solstice, the Ion, and the Sky. 

 The cars had faulty ignition switches that would turn off the car while it was being 
driven, causing accidents and preventing the air bags from deploying. The company 
said the faulty switches caused at least 31 accidents and at least 12 deaths. More 
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accidents and deaths could come to light as the investi-
gation of the problem continues. 

 As part of the investigation, it was revealed that prob-
lems with the ignition switch emerged as early as 2001 
during pre-production tests on the Ion. General Motors 
documents indicate that the problem was fixed at that 
time. However, in 2003, a General Motors service tech-
nician observed the problem in an Ion. At the time, the 
technician suggested that having several other keys on 
the key ring had worn out the ignition switch. In 2004, in 
a test of the Cobalt that used the same ignition switch, an 
engineer bumped the key and the car turned off. Despite 
these indicators, the switch was used for several more 
years and installed in several more car models. 

 This is the General Motors that Barra inherited: 
recovering from bankruptcy, down in net profit, and 
dealing with a significant scandal around why it took 
more than a decade to recall cars that were causing acci-

dents and deaths. One might expect that Barra would seek to avoid responsibility for 
the recall, given that the problems occurred before she became CEO. However, she 
has taken ownership of the recall and company’s failings.  31   

 “We are putting the customer first, and that is guiding every decision we make. 
That is how we want today’s GM to be judged. How we handle the recall will be an 
important test of that commitment,” she said. “But it cannot stop there. We need to 
continue on the path of putting the customer first in everything we do. It’s not some-
thing that only gets decided by senior leadership. We all have to own it . . . and we’re 
using this opportunity to change much more about our business.”  32   

 Barra has publicly stated that problems within General Motors allowed the igni-
tion switch to reach the market and vowed to make the development process much 
faster in the future. She also released a series of videos to answer consumer questions 
about the recall and whether the cars are safe to drive. She created the position of 
vice president for global vehicle safety and gave the position a more direct link to 
company leadership than past safety officers were given. She plans to testify before 
Congress when hearings are held about the recall. 

 Despite all the challenges she has been given, Barra does not seem inclined to 
change the company’s strategy. She was quoted in February 2014 as saying, “There’s 
no right turn or left turn in our strategy. We have a sound strategy. We need to accel-
erate the implementation of it. I want to make sure that employees around the globe 
understand the plan is the plan. Because I don’t want to lose a minute.”  33   

 Barra’s decision not to change the strategy of General Motors does not ignore the 
company’s strengths, weaknesses, opportunities, and threats. In strengths, she per-
ceives that General Motors has a strong lineup of vehicles to bring to the market. 
However, she notes a weakness in that some of the General Motors brands, specifi-
cally Cadillac and Chevrolet, need to be renewed. 

 She sees an opportunity for General Motors to grow in China and to become more 
global in general. While General Motors is already a leader in China, Barra believes 
there is still room for growth. In fact, she wants to create a new position of president 
of international operations to take the company’s global strategy to the next level. 
She also plans to have General Motors pursue trends in the car industry such as fuel 
efficiency and autonomous driving. Also important, Bara said, will be finding ways 
to integrate smartphones and other consumer electronic devices into cars in a manner 
that will allow for their safe use while driving. 

 In threats, she has noted the costs of materials and competition from brands like the 
Opel in Europe.  34   The U.S. Department of Justice’s ongoing investigation of the ignition 
switch and the timing of the recall is certainly a threat, but one for which Barra’s handling 
has received much praise. One business writer listed Barra’s strong communication skills 
as strength that will help the company as it deals with the recall and the investigation.  35   

   Marry Barra, CEO of General Motors at the 2014 New York 
International Auto Show. Despite challenges at GM, Barra has 
decided not to change the company’s basic strategy. 
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  The Five Forces Model 
 A well-known model that helps managers focus on the five most important competitive forces, 

or potential threats, in the external environment is Michael Porter’s five forces model.  37   We 

discussed the first four forces in the following list in Chapter 6. Porter identified these five 

factors as major threats because they affect how much profit organizations competing within 

the same industry can expect to make:

    •  The level of rivalry among organizations in an industry:  The more that companies com-

pete against one another for customers—for example, by lowering the prices of their 

products or by increasing advertising—the lower is the level of industry profits (low 

prices mean less profit).  

   •  The potential for entry into an industry:  The easier it is for companies to enter an 

 industry—because, for example, barriers to entry, such as brand loyalty, are low—the 

more likely it is for industry prices and therefore industry profits to be low.  

   •  The power of large suppliers:  If there are only a few large suppliers of an important 

input, then suppliers can drive up the price of that input, and expensive inputs result in 

lower profits for companies in an industry.  

   •  The power of large customers:  If only a few large customers are available to buy an 

industry’s output, they can bargain to drive down the price of that output. As a result, 

industry producers make lower profits.  

   •  The threat of substitute products:  Often the output of one industry is a substitute for the 

output of another industry (plastic may be a substitute for steel in some applications, for 

example; similarly, bottled water is a substitute for cola). When a substitute for their 

product exists, companies cannot demand high prices for it or customers will switch to 

the substitute, and this constraint keeps their profits low.    

 Porter argued that when managers analyze opportunities and threats, they should pay par-

ticular attention to these five forces because they are the major threats an organization will 

encounter. It is the job of managers at the corporate, business, and functional levels to for-

mulate strategies to counter these threats so an organization can manage its task and general 

environments, perform at a high level, and generate high profits. At GM, Mary Barra per-

formed such analysis to identify the opportunities and threats the company faces. 

 Today competition is tough in most industries, whether companies make cars, soup, com-

puters, or dolls. The term    hypercompetition    applies to industries that are characterized by 

permanent, ongoing, intense competition brought about by advancing technology or changing 

customer tastes and fads and fashions.  38   Clearly, planning and strategy formulation are much 

more difficult and risky when hypercompetition prevails in an industry.       

 Michael Porter, the researcher who developed the five forces model, 

also developed a theory of how managers can select a business-level 

 strategy—a plan to gain a competitive advantage in a particular market or 

industry.  39   Porter argued that business-level strategy creates a competitive 

advantage because it allows an organization (or a division of a company) 

to  counter and reduce  the threat of the five industry forces. That is, suc-

cessful business-level strategy reduces rivalry, prevents new competitors 

from entering the industry, reduces the power of suppliers or buyers, and lowers the threat of 

substitutes—and this raises prices and profits. 

    hypercompetition    Per-

manent, ongoing, intense 

competition brought about 

in an industry by advancing 

technology or changing cus-

tomer tastes.   

Formulating 
Business-Level 

Strategies

 The analysis of General Motors strengths, weaknesses, opportunities, and threats 
finds the company with much to do: “We clearly have a lot of work ahead to make 
all of our regions solidly and consistently profitable,” Barra said. “It’s going to be a 
multi-year journey that will include brand building, significant reductions in material 
and logistics cost and overall lower fixed cost.”  36    
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 According to Porter, to obtain these higher profits managers must choose between two 

basic ways of increasing the value of an organization’s products:  differentiating the product  to 

increase its value to customers or  lowering the costs  of making the product. Porter also argues 

that managers must choose between serving the whole market or serving just one segment or 

part of a market. Based on those choices, managers choose to pursue one of four business-level 

strategies: low cost, differentiation, focused low cost, or focused differentiation (see  Table 8.2 ).   

   Low-Cost Strategy 
 With a    low-cost strategy   , managers try to gain a competitive advantage by focusing the energy 

of all the organization’s departments or functions on driving the company’s costs down below 

the costs of its industry rivals. This strategy, for example, would require that manufacturing 

managers search for new ways to reduce production costs, R&D managers focus on develop-

ing new products that can be manufactured more cheaply, and marketing managers find ways 

to lower the costs of attracting customers. According to Porter, companies pursuing a low-

cost strategy can sell a product for less than their rivals sell it and yet still make a good profit 

because of their lower costs. Thus such organizations enjoy a competitive advantage based on 

their low prices. For example, BIC pursues a low-cost strategy: It offers customers razor blades 

priced lower than Gillette’s and ballpoint pens less expensive than those offered by Cross or 

Waterman. Also, when existing companies have low costs and can charge low prices, it is dif-

ficult for new companies to enter the industry because entering is always an expensive process.  

  Differentiation Strategy 
 With a    differentiation strategy   , managers try to gain a competitive advantage by focusing 

all the energies of the organization’s departments or functions on  distinguishing  the organi-

zation’s products from those of competitors on one or more important dimensions, such as 

product design, quality, or after-sales service and support. Often the process of making prod-

ucts unique and different is expensive. This strategy, for example, frequently requires that 

managers increase spending on product design or R&D to differentiate products, and costs 

rise as a result. Organizations that successfully pursue a differentiation strategy may be able 

to charge a  premium price  for their products; the premium price lets organizations pursuing a 

differentiation strategy recoup their higher costs. Coca-Cola, PepsiCo, and Procter & Gamble 

are some of the many well-known companies that pursue a strategy of differentiation. They 

spend enormous amounts of money on advertising to differentiate, and create a unique image 

for, their products. Also, differentiation makes industry entry difficult because new compa-

nies have no brand name to help them compete and customers don’t perceive other products 

to be close substitutes, so this also allows premium pricing and results in high profits.  

  “Stuck in the Middle” 
 According to Porter’s theory, managers cannot simultaneously pursue both a low-cost strat-

egy and a differentiation strategy. Porter identified a simple correlation: Differentiation raises 

costs and thus necessitates premium pricing to recoup those high costs. For example, if BIC 

suddenly began to advertise heavily to try to build a strong global brand image for its products, 

BIC’s costs would rise. BIC then could no longer make a profit simply by pricing its blades 

 LO8-3 

 Differentiate between the 
main types of business-level 
strategies and explain how 
they give an organization 
a competitive advantage 
that may lead to superior 
performance. 

    low-cost strategy    Driving 

the organization’s costs down 

below the costs of its rivals.   

    differentiation strategy    

Distinguishing an organiza-

tion’s products from the 

products of competitors on 

dimensions such as product 

design, quality, or after-sales 

service.   

 Number of Market Segments Served 

 Strategy  Many  Few 

 Low cost  √   

 Focused low cost    √ 

 Differentiation  √   

 Focused differentiation    √ 

 Table 8.2 

 Porter’s Business-Level Strategies 
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or pens lower than Gillette or Cross. According to Porter, managers must choose between a 

low-cost strategy and a differentiation strategy. He refers to managers and organizations that 

have not made this choice as being “stuck in the middle.” 

 Organizations stuck in the middle tend to have lower levels of performance than do those 

that pursue a low-cost or a differentiation strategy. To avoid being stuck in the middle, top 

managers must instruct departmental managers to take actions that will result in either low 

cost or differentiation. 

 However, exceptions to this rule can be found. For example, Southwest Airlines has writ-

ten its mission statement to say “dedication to the highest quality of customer service deliv-

ered with a sense of warmth, friendliness, individual pride, and company spirit.”  40   Based on 

this statement, the company seems to be pursuing a differentiation strategy based on customer 

service. Yet the average price of a one-way ticket on a Southwest flight in 2013 was $154.72, 

which suggests a cost leadership strategy. Likewise, Apple has a story that mixes cost leader-

ship with differentiation. Apple CEO Tim Cook emphasizes that Apple’s strategy is to focus 

on making great products—a differentiation strategy. He said the company never had the goal 

of selling a low-cost phone.  41   However, he said, the company did find a way to reach its goal 

of providing a great experience with a phone while reducing its cost. Cook emphasizes that 

differentiation was the goal, but low cost also became possible. These examples suggest that 

although Porter’s ideas may be valid in most cases, very well-managed companies such as 

Southwest Airlines and Apple may pursue both low costs and differentiated products.  

  Focused Low-Cost and Focused 
Differentiation Strategies 
 Both the differentiation strategy and the low-cost strategy are aimed at serving many or most 

segments of a particular market, such as for cars, toys, foods, or computers. Porter identified 

two other business-level strategies that aim to serve the needs of customers in only one or a 

few market segments.  42   Managers pursuing a    focused low-cost strategy    serve one or a few 

segments of the overall market and aim to make their organization the lowest-cost company 

serving that segment. By contrast, managers pursuing a    focused differentiation strategy    

serve just one or a few segments of the market and aim to make their organization the most 

differentiated company serving that segment. 

 Companies pursuing either of these strategies have chosen to  specialize  in some way by 

directing their efforts at a particular kind of customer (such as serving the needs of babies or 

affluent customers) or even the needs of customers in a specific geographic region (customers on 

the East or West Coast). BMW, for example, pursues a focused differentiation strategy, produc-

ing cars exclusively for higher-income customers. By contrast, Toyota pursues a differentiation 

strategy and produces cars that appeal to consumers in almost all segments of the car market, 

from basic transportation (Toyota Corolla) through the middle of the market (Toyota Camry) to 

the high-income end of the market (Lexus). An interesting example of how companies pursuing 

a focused low-cost strategy, by specializing in one market segment, can compete with a large, 

established organization is profiled in the accompanying “Management Insight” feature.  

    focused low-cost strategy    

Serving only one segment of 

the overall market and trying 

to be the lowest-cost organi-

zation serving that segment.   

    focused differentiation 

strategy    Serving only one 

segment of the overall market 

and trying to be the most dif-

ferentiated organization serv-

ing that segment.   

  Redbox and Netflix versus Blockbuster 

 Rent a DVD for $1.20 or a video game for $2? How about all the movies and television 
episodes you can watch for $7.99 a month? Redbox and Netflix, the two companies that 
supply these services, typify the low-cost leadership strategy. 

 Redbox is an automated kiosk store that rents DVDs, Blu-ray disks, and video games 
to consumers. The bright red kiosks are stores located inside or outside other stores, 
such as grocery stores, pharmacies, and convenience stores. Users can make their rental 
selections at the kiosks, online, or on the Redbox mobile app. Once the selection is 
made, either at the kiosk or otherwise, the consumer only has to swipe a credit card at 
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 Increasingly, smaller companies are finding it easier to pursue a focused strategy and com-

pete successfully against large, powerful, low-cost and differentiated companies because of 

advances in IT that lower costs and enable them to reach and attract customers. By establish-

ing a storefront on the web, thousands of small, specialized companies have been able to 

carve out a profitable niche against large bricks-and-mortar and virtual competitors. Zara, a 

Spanish manufacturer of fashionable clothing whose sales have soared in recent years, pro-

vides an excellent example of the way even a small bricks-and-mortar company can use IT to 

pursue a focused strategy and compete globally.  50   Zara has managed to position itself as the 

low-price, low-cost leader in the fashion segment of the clothing market, against differentia-

tors like Gucci, Dior, and Armani, because it has applied IT to its specific needs. Zara has cre-

ated IT that allows it to manage its design and manufacturing process in a way that minimizes 

the inventory it has to carry—the major cost borne by a clothing retailer. However, its IT also 

gives its designers instantaneous feedback on which clothes are selling well and in which 

countries, and this gives Zara a competitive advantage from differentiation. Specifically, Zara 

the kiosk and the product will be automatically delivered within seconds. With about 
35,900 kiosks nationwide, Redbox estimates that 68 percent of Americans can drive to 
one of its kiosks in five minutes or less.  43   Redbox also has on-demand Internet stream-
ing service that allows consumers to watch films and television programs on different 
Internet-capable devices. 

 Netflix is a provider of films and television episodes through the mail and on-demand 
Internet streaming. Consumers can choose different levels of service, including stream-
ing only, DVD mail order only, or a combination of the two. Netflix was founded in 1997 
after Reed Hastings, a former math teacher and founder of a software company, paid $40 
in late fees when returning a copy of the film  Apollo 13  well past its due date.  44   Hastings 
had just sold his software company and used the money to co-found Netflix with Marc 
Randolph, a former co-worker who had co-founded a computer mail order company. The 
business model for Netflix avoids problems like $40 late fees by charging a flat fee for 
unlimited rentals without due dates, shipping charges, or other types of per-rental fees. 
At the end of 2013, Netflix reported having 33.1 million subscribers in the United States. 

 Before Redbox and Netflix, companies like Blockbuster rented videos and games 
from large store locations. In 2004 Blockbuster had over 9,000 stores in the United 
States.  45   However, it filed for bankruptcy in 2010,  46   sold its assets to Dish Network in 
2011,  47   and closed its last U.S. store in 2013.  48   What happened? Cost leaders like Red-
box and Netflix entered the market, and Blockbuster found it could not compete. 

 It did have the opportunity to compete. In 2000 Netflix offered to sell Blockbuster 
a 49 percent stake in the company and to change the name from Netflix to  Blockbuster
.com . In other words, Netflix offered to provide an online subscription service for Block-
buster. Blockbuster declined the offer and started its own online subscription service in 
2004. But by then Netflix had a foothold. Hastings said that the timing of Blockbuster’s 
launch of online subscriptions allowed Netflix to survive. In 2000, when Netflix offered 
to sell Blockbuster a stake, Netflix was not yet profitable. “If they had launched two 
years earlier,” Hastings said, “they would have killed us.”  49   

 But timing was not the only thing on the side of Redbox and Netflix. The low prices 
the companies offer to consumers are a big part of their success. Both companies are 
low-cost leaders who revolutionized the pricing structure for renting movies. While 
companies like Blockbuster charged customers to rent movies and then charged late fees 
if the movies were not returned on time, neither Redbox nor Netflix have late charges. 
Redbox simply charges customers by the day. Each day of rental is the same set low 
price. Netflix allows customers to keep DVDs for as long as the customer would like. 
When a customer returns a DVD, another one is sent. These pricing strategies mean cus-
tomers know exactly how much their movie rentals cost. 

 Not every price leader drives competitors out of business, but Redbox and Netflix, as 
well as other streaming services, are responsible for the demise of an organization like 
Blockbuster.  
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can manufacture more of a particular kind of dress or suit to 

meet high customer demand, decide which clothing should 

be sold in its rapidly expanding network of global stores, 

and constantly change the mix of clothes it offers customers 

to keep up with fashion—at low cost. 

 Zara’s IT also lets it efficiently manage the interface 

between its design and manufacturing operations. Zara takes 

only five weeks to design a new collection and then a week 

to make it. Fashion houses like Chanel and Armani, by con-

trast, can take six or more months to design a collection and 

then three more months to make it available in stores.  51   This 

short time to market gives Zara great flexibility and allows 

the company to respond quickly to the rapidly changing 

fashion market, in which fashions can change several times 

a year. Because of the quick manufacturing-to-sales cycle 

and just-in-time fashion, Zara offers its clothes collections 

at relatively low prices and still makes profits that are the 

envy of the fashion clothing industry.  52   

 Zara has been able to pursue a focused strategy that is simultaneously low-cost and dif-

ferentiated because it has developed many strengths in functions such as clothing design, 

marketing, and IT that have given it a competitive advantage. Developing functional-level 

strategies that strengthen business-level strategy and increase competitive advantage is a vital 

managerial task. Discussion of this important issue is left until the next chapter. First, we 

need to go up one planning level and examine how corporate strategy helps an organization 

achieve its mission and goals.  

 Once managers have formulated the business-level strategies that will 

best position a company, or a division of a company, to compete in an 

industry and outperform its rivals, they must look to the future. If their 

planning has been successful, the company will be generating high prof-

its, and their task now is to plan how to invest these profits to increase 

performance over time.       

 Recall that  corporate-level strategy  is a plan of action that involves 

choosing in which industries and countries a company should invest its resources to achieve 

its mission and goals. In choosing a corporate-level strategy, managers ask, How should the 

growth and development of our company be managed to increase its ability to create value 

for customers (and thus increase its performance) over the long run? Managers of effective 

organizations actively seek new opportunities to use a company’s resources to create new 

and improved goods and services for customers. Examples of organizations whose product 

lines are growing rapidly are Google, Intel, Apple, and Toyota, whose managers pursue any 

feasible opportunity to use their companies’ skills to provide customers with new products. 

 In addition, some managers must help their organizations respond to threats due to chang-

ing forces in the task or general environment that have made their business-level strategies 

less effective and reduced profits. For example, customers may no longer be buying the kinds 

of goods and services a company is producing (high-salt soup, bulky CRT televisions, or 

gas-guzzling SUVs), or other organizations may have entered the market and attracted away 

customers (this happened to Sony in the 2000s after Apple and Samsung began to produce 

better MP3 players, laptops, and smartphones). Top managers aim to find corporate strate-

gies that can help the organization strengthen its business-level strategies and thus respond to 

these changes and improve performance. 

 The principal corporate-level strategies that managers use to help a company grow and 

keep it at the top of its industry, or to help it retrench and reorganize to stop its decline, 

are (1)  concentration on a single industry, (2) vertical integration, (3) diversification, and 

(4)  international expansion. An organization will benefit from pursuing any of these strat-

egies only when the strategy helps further increase the value of the organization’s goods 

Formulating 
Corporate-Level 

Strategies

 LO8-4 

 Differentiate between the 
main types of corporate-
level strategies and explain 
how they are used to 
strengthen a company’s 
business-level strategy and 
competitive advantage. 

  Zara models an incredibly successful strategy in jumping on 
trends and turning out new fashion lines in record time, while 
its smart store layout allows shoppers to quickly find which 
styles appeal to them. 
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and services so that more customers buy them. Specifically, to increase the value of goods 

and services, a corporate-level strategy must help a company, or one of its divisions, either 

(1) lower the costs of developing and making products or (2) increase product differentiation 

so that more customers want to buy the products even at high or premium prices. Both of 

these outcomes strengthen a company’s competitive advantage and increase its performance.  

   Concentration on a Single Industry 
 Most growing companies reinvest their profits to strengthen their competitive position in the 

industry in which they are currently operating; in doing so, they pursue the corporate-level strat-

egy of    concentration on a single industry   . Most commonly, an organization uses its func-

tional skills to develop new kinds of products, or it expands the number of locations in which it 

uses those skills. For example, Apple continuously introduces improved mobile wireless digi-

tal devices such as the iPhone and iPad, whereas McDonald’s, which began as one restaurant 

in California, focused all its efforts on using its resources to quickly expand across the globe 

to become the biggest and most profitable U.S. fast-food company. The way in which Crocs 

focuses on the shoe business is discussed in the accompanying “Management Insight” feature.  

    concentration on a single 

industry    Reinvesting a com-

pany’s profits to strengthen 

its competitive position in its 

current industry.   

  Getting Walked All Over 
in the Shoe Business 

 Crocs is one company that has stuck to its product. The company makes shoes. Not just 
any shoes: the company makes shoes from something called Croslite, a trademarked 
resin that makes Crocs comfortable, soft, and lightweight. The company was founded 
in 2002  53   and hit its popularity peak in 2007, when it sold 50 million pairs.  54   The best-
known product of the company is its clog, a chunky and sometimes brightly colored 
shoe. The company has expanded its product line slightly to include accessories and 
apparel, but its main business remains shoes made of its special resin. Yet by 2009 the 
company was struggling. Sales were hurt by the recession that began in 2008 and by 
knockoff shoes that cut into sales of Crocs and helped saturate the market. As if that was 
not bad enough, there also was a backlash from consumers. 

 Some people hated the footwear enough to start a social media campaign against 
Crocs. One blog, called I Hate Crocs Dot Com, lamented that “blaringly, violently dis-
tasteful and while most trends of such an obviously unfashionable nature don’t tend to 
survive for exceptionally long, Crocs have.”  55   There also were videos posted to YouTube 
of people destroying the shoes and a Facebook page with more than 1.5 million likes that 
described Crocs as “like shoes . . . only well, repulsive.”  56   

 By the end of 2008 the company posted a $200 million loss, paralleling the $200  million 
profit it made in 2007. To recover, the company expanded its shoe line to include more 
fashionable—but still comfortable—shoes.  57   Then in 2013 the company fired its CEO 
and secured a $200 million investment from the private equity firm Blackstone. 

 In reporting on the financials for the last quarter of 2013, the chairman of the board, 
Thomas J. Smach, said, “As we look forward, 2014 will be a significant transition period 
for the company. We will recruit a new CEO who will work with the reconstituted board 
to refine the company’s short-term and long-term strategic plans.”  58   Clearly, Crocs is 
planning to stay in the shoe business for a long time.  

 Management 
Insight 

 On the other hand, when organizations are performing effectively, they often decide to enter 

 new industries  in which they can use their growing profits to establish new operating divisions 

to create and make a wider range of more valuable products. Thus they begin to pursue vertical 

integration or diversification—such as Coca-Cola, PepsiCo, and Campbell’s Soup.  
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  Vertical Integration 
 When an organization is performing well in its industry, managers often see new opportunities 

to create value either by producing the inputs it uses to make its products or by distributing 

and selling its products to customers. For example, as Tesla Motors works toward its goal of 

mass-producing an electric car that will sell for $35,000 by 2017, it recognizes that it will need 

batteries. To meet that need, Tesla will become its own battery supplier by building a large bat-

tery factory. Not only does Tesla expect that the factory will supply its needs, it also expects the 

factory to lower the costs of the batteries.  59      Vertical integration    is a corporate-level strategy 

in which a company expands its business operations either backward into a new industry that 

produces inputs for the company’s products ( backward vertical integration ) or forward into a 

new industry that uses, distributes, or sells the company’s products ( forward vertical integra-

tion ).  60   A steel company that buys iron ore mines and enters the raw materials industry to sup-

ply the ore needed to make steel is engaging in backward vertical integration. A PC maker that 

decides to enter the retail industry and open a chain of company-owned retail outlets to sell its 

PCs is engaging in forward integration. For example, Apple entered the retail industry when it 

set up a chain of Apple stores to sell its computers and other electronic devices. 

  Figure  8.6  illustrates the four main stages in a typical raw material to customer value 

chain; value is added to the product at each stage by the activities involved in each industry. 

For a company based in the assembly stage, backward integration would involve establish-

ing a new division in the intermediate manufacturing or raw material production industries; 

and forward integration would involve establishing a new division to distribute its products 

to wholesalers or a retail division to sell directly to customers. A division at one stage or one 

industry receives the product produced by the division in the previous stage or industry, trans-

forms it in some way—adding value—and then transfers the output at a higher price to the 

division at the next stage in the chain.  

 As an example of how this industry value chain works, consider the cola segment of the 

soft drink industry. In the raw material industry, suppliers include sugar companies and man-

ufacturers of artificial sweeteners such as NutraSweet and Splenda, which are used in diet 

colas. These companies sell their products to companies in the soft drink industry that make 

concentrate—such as Coca-Cola and PepsiCo, which mix these inputs with others to produce 

the cola concentrate. In the process, they add value to these inputs. The concentrate produc-

ers then sell the concentrate to companies in the bottling and distribution industry, which add 

carbonated water to the concentrate and package the resulting drinks—again adding value 

to the concentrate. Next the bottlers distribute and sell the soft drinks to retailers, including 

stores such as Costco and Walmart and fast-food chains such as McDonald’s. Companies in 

the retail industry add value by making the product accessible to customers, and they profit 

from direct sales to customers. Thus value and profit are added by companies at each stage in 

the raw material to consumer chain. 

    vertical integration    

Expanding a company’s 

operations either backward 

into an industry that produces 

inputs for its products or 

forward into an industry that 

uses, distributes, or sells its 

products.   

 Figure 8.6 
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 Managers pursue vertical integration because it allows them either to add value to their 

products by making them special or unique or to lower the costs of making and selling them. 

An example of using forward vertical integration to increase differentiation is Apple’s deci-

sion to open its own stores to make its unique products more accessible to customers who 

could try them out before they bought them. An example of using forward vertical integration 

to lower costs is Matsushita’s decision to open company-owned stores to sell its Panasonic 

and JVC products and thus keep the profit that otherwise would be earned by independent 

retailers.  61   So too is Coca-Cola’s and PepsiCo’s decision to buy their bottlers so they can bet-

ter differentiate their products and lower costs in the future. 

 Although vertical integration can strengthen an organization’s competitive advantage and 

increase its performance, it can also reduce its flexibility to respond to changing environ-

mental conditions and create threats that must be countered by changing the organization’s 

strategy. For example, GE acquired the television network NBC Universal in 1986 when 

it purchased Radio Corporation of America. However, in the 2010s, GE CEO Jeff Immelt 

wanted to refocus the company on its industrial roots. Selling NBC, Immelt suggested, would 

free up capital that GE could reinvest in businesses that use the company’s core strengths. 

The company began selling NBC to Comcast Corp in 2010 and completed the sale in 2013. 

A similar story may play out at Procter and Gamble. P&G acquired the Gillette Company in 

2005. Duracell batteries, a vertical integration for Gillette, came with it. However, Duracell 

stands out as an oddball among the other products in P&G’s portfolio, and some analysts have 

suggested that P&G sell off Duracell.  62   

 Thus, when considering vertical integration as a strategy to add value, managers must 

be careful because sometimes it may  reduce  a company’s ability to create value when the 

environment changes. This is why so many companies have divested themselves of units that 

draw attention and resources away from an organization’s primary purpose.  

  Diversification 
    Diversification    is the corporate-level strategy of expanding a company’s business operations 

into a new industry in order to produce new kinds of valuable goods or services.  63   Examples 

include PepsiCo’s diversification into the snack food business with the purchase of Frito Lay, 

and Cisco’s diversification into consumer electronics when it purchased Linksys. There are 

two main kinds of diversification: related and unrelated. 

  RELATED DIVERSIFICATION      Related diversification    is the strategy of entering a 

new business or industry to create a competitive advantage in one or more of an organiza-

tion’s existing divisions or businesses. Related diversification can add value to an organiza-

tion’s products if managers can find ways for its various divisions or business units to share 

their valuable skills or resources so that synergy is created.  64      Synergy    is obtained when the 

value created by two divisions cooperating is greater than the value that would be created if 

the two divisions operated separately and independently. For example, suppose two or more 

divisions of a diversified company can use the same manufacturing facilities, distribution 

channels, or advertising campaigns—that is, share functional activities. Each division has to 

invest fewer resources in a shared functional activity than it would have to invest if it per-

formed the functional activity by itself. Related diversification can be a major source of cost 

savings when divisions share the costs of performing a functional activity.  65   Similarly, if one 

division’s R&D skills can improve another division’s products and increase their differenti-

ated appeal, this synergy can give the second division an important competitive advantage 

over its industry rivals—so the company as a whole benefits from diversification. 

 The way Procter & Gamble’s disposable diaper and paper towel divisions cooperate is a 

good example of the successful production of synergies. These divisions share the costs of 

procuring inputs such as paper and packaging; a joint sales force sells both products to retail 

outlets; and both products are shipped using the same distribution system. This resource shar-

ing has enabled both divisions to reduce their costs, and as a result, they can charge lower 

prices than their competitors and so attract more customers.  66   In addition, the divisions can 

share the research costs of developing new and improved products, such as finding more 

absorbent material, that increase both products’ differentiated appeal. This is something that 

    diversification    Expanding 

a company’s business opera-

tions into a new industry in 

order to produce new kinds of 

valuable goods or services.   

    related diversification    

Entering a new business or 

industry to create a competi-

tive advantage in one or more 

of an organization’s existing 

divisions or businesses.   

    synergy    Performance gains 

that result when individuals 

and departments coordinate 

their actions.   
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is also at the heart of 3M’s corporate strategy.  67   From the beginning, 3M has pursued related 

diversification and created new businesses by leveraging its skills in research and develop-

ment. Today the company has five business groups that share resources such as technology 

and marketing. The five groups are industrial, consumer, safety and graphics, health care, 

and electronics and energy. In 2011 the company spent 5.3 percent of revenue on research 

and development. In 2012 the company increased that amount to 5.5 percent. By 2017 3M 

expects to spend 6 percent of revenue on research and development and see about 40 percent 

of revenue come from products launched between 2012 and 2017.  68   

 How does 3M do it? First, the company is a science-based enterprise with a strong tradi-

tion of innovation and risk taking. Risk taking is encouraged, and failure is not punished but 

is seen as a natural part of the process of creating new products and business.  69   Second, 3M’s 

management is relentlessly focused on the company’s customers and the problems they face. 

Many of 3M’s products have come from helping customers to solve difficult problems. Third, 

managers set stretch goals that require the company to create new products and businesses at 

a rapid rate. Fourth, employees are given considerable autonomy to pursue their own ideas; 

indeed, 15 percent of employees’ time can be spent working on projects of their own choos-

ing without management approval. Many products have resulted from this autonomy, includ-

ing the ubiquitous Post-it Notes. Fifth, while products belong to business units and business 

units are responsible for generating profits, the technologies belong to every unit within the 

company. Anyone at 3M is free to try to develop new applications for a technology developed 

by its business units. Finally, 3M organizes many companywide meetings where researchers 

from its different divisions are brought together to share the results of their work. Whether a 

company like PepsiCo should keep its acquisitions or split is discussed in the accompanying 

“Management Insight” feature.  

  PepsiCo: Would You Like a Snack 
with That Beverage? 

 The story of PepsiCo is a bit fizzy. The company’s history tells a tale of related and unre-
lated diversification. Best known for the soda from which it gets its name, it was founded 
as the Pepsi-Cola Company in 1902. It merged with Frito-Lay, Inc., in 1965 to become 
PepsiCo. Along the way, it has diversified into many products related and unrelated to 
its beverage and packaged snack food businesses. For example, in unrelated diversifica-
tion, the company once owned several restaurant chains like Pizza Hut, Taco Bell, and 
KFC. The company divested itself of its fast food division in 1997. Two examples of 
related diversification include the 1998 purchase of Tropicana and the 2001 purchase 
of Quaker Oats. The purchase of Tropicana diversified PepsiCo’s beverage portfolio 
to include juices. The purchase of the Quaker Oats company was mainly to obtain the 
sports drink Gatorade, which Quaker owned. This purchase further diversified PepsiCo’s 
beverage portfolio to include sports drinks. Also, the acquisition of Quaker’s breakfast 
cereal, pasta, and rice business was not completely unrelated to the Frito-Lay snack food 
division.  70   

 However, not everyone feels the products in PepsiCo’s current portfolio are closely 
related. Activist investor Nelson Peltz would like to see PepsiCo split its beverage and 
food units apart. His argument is that the two units would be stronger apart than they are 
together. “A stand-alone snacks business would offer investors strong growth in sales, 
margins and free cash flow generation,” he said. “And a stand-alone beverage business 
would provide strong, stable, free cash flow that may be optimized through an effective 
balance sheet and capital return program.”  71   A  Wall Street Journal  survey released in 
2014 indicated that the majority of institutional investors support splitting the company.  72   

 However, at least two powerful voices do not want to see the company split. First, War-
ren Buffet, who is the chairman and chief executive officer of Berkshire Hathaway and 
someone to whom many investors will listen, said: “I think that Frito-Lay is an extremely 

 Management 
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 In sum, to pursue related diversification successfully, managers search for new businesses 

where they can use the existing skills and resources in their departments and divisions to 

create synergies, add value to new products and businesses, and improve their competitive 

position and that of the entire company. In addition, managers may try to acquire a company 

in a new industry because they believe it possesses skills and resources that will improve the 

performance of one or more of their existing divisions. If successful, such skill transfers can 

help an organization to lower its costs or better differentiate its products because they create 

synergies between divisions.  

  UNRELATED DIVERSIFICATION   Managers pursue    unrelated diversification    when 

they establish divisions or buy companies in new industries that are  not  linked in any way to their 

current businesses or industries. One main reason for pursuing unrelated diversification is that 

sometimes managers can buy a poorly performing company, transfer their management skills to 

that company, turn around its business, and increase its performance—all of which create value. 

 Another reason for pursuing unrelated diversification is that purchasing businesses in dif-

ferent industries lets managers engage in  portfolio strategy,  which is apportioning financial 

resources among divisions to increase financial returns or spread risks among different busi-

nesses, much as individual investors do with their own portfolios. For example, managers 

may transfer funds from a rich division (a “cash cow”) to a new and promising division 

(a “star”) and, by appropriately allocating money between divisions, create value. Though 

used as a popular explanation in the 1980s for unrelated diversification, portfolio strategy ran 

into increasing criticism in the 1990s because it simply does not work.  75   Why? As managers 

expand the scope of their organization’s operations and enter more and more industries, it 

becomes increasingly difficult for top managers to be knowledgeable about all of the organi-

zation’s diverse businesses. Managers do not have the time to process all of the information 

required to adequately assess the strategy and performance of each division, and so the per-

formance of the entire company often falls. 

 This problem has occurred at GE, as its then CEO Reg Jones commented: “I tried to 

review each business unit plan in great detail. This effort took untold hours and placed a 

tremendous burden on the corporate executive office. After a while I began to realize that no 

matter how hard we would work, we could not achieve the necessary in-depth understanding 

of the 40-odd business unit plans.”  76   Unable to handle so much information, top managers 

are overwhelmed and eventually make important resource allocation decisions on the basis of 

only a superficial analysis of the competitive position of each division. This usually results in 

value being lost rather than created.  77   

 Thus, although unrelated diversification can potentially create value for a company, 

research evidence suggests that  too much  diversification can cause managers to lose con-

trol of their organization’s core business. As a result, diversification can reduce value rather 

than create it.  78   Because of this, during the last decade there has been an increasing trend for 

diversified companies to divest many of their unrelated, and sometimes related, divisions. 

Managers in companies like Tyco, Dial, and Textron have sold off many or most of their divi-

sions and focused on increasing the performance of the core division that remained—in other 

    unrelated diversification    

Entering a new industry or 

buying a company in a new 

industry that is not related 

in any way to an organiza-

tion’s current businesses or 

industries.   

good business. It’s a better business than the soft drink business, but I think the soft drink 
business is a good business too, and I don’t see any reason to split them up.”  73   

 The second powerful voice is that of PepsiCo CEO Indira Nooyi. Nooyi has been 
leading the company since 2006. In her previous roles with the company, she directed 
the divestment of the restaurant businesses as well as the acquisitions of Tropicana and 
Quaker Oats. Nooyi has insisted that beverages and snacks go together, both for con-
sumers and for business logistics. “Decoupling our beverage and snack businesses in 
North America would significantly reduce our relevance to our customers,” Nooyi said. 
“Within most of our largest grocery channel customers, we would fall from being the top 
supplier to a top 4-or-below supplier, and in the mass merchandise and drug channels, 
we would drop below the top 10.”  74   

 The company is keeping its beverage and food units together for now. But the arguments 
about whether these units are related or unrelated will likely continue for a long time.  
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words, they went back to a strategy of concentrating on a single industry.  79   In 2014 Honey-

well International announced that it would divest its brake pads and braking system compo-

nents business to better focus its corporate objectives around its core technologies. Before the 

announcement, Honeywell’s outlook for 2014 was tepid at best. After the announcement, the 

company said it expected earnings growth of 8–12 percent.  80     

  International Expansion 
 As if planning whether to vertically integrate, diversify, or concentrate on the core business 

were not a difficult enough task, corporate-level managers also must decide on the appropri-

ate way to compete internationally. A basic question confronts the managers of any organiza-

tion that needs to sell its products abroad and compete in more than one national market: To 

what extent should the organization customize features of its products and marketing cam-

paign to different national conditions?  81   

 If managers decide that their organization should sell the same standardized product in 

each national market in which it competes, and use the same basic marketing approach, they 

adopt a    global strategy   .  82   Such companies undertake little, if any, customization to suit the 

specific needs of customers in different countries. But if managers decide to customize prod-

ucts and marketing strategies to specific national conditions, they adopt a    multidomestic 

strategy   . Matsushita, with its Panasonic and JVC brands, has traditionally pursued a global 

strategy, selling the same basic TVs, camcorders, and DVD and MP3 players in every coun-

try in which it does business and often using the same basic marketing approach. Unilever, 

the European food and household products company, has pursued a multidomestic strategy. 

Thus, to appeal to German customers, Unilever’s German division sells a different range of 

food products and uses a different marketing approach than its North American division. 

 Both global and multidomestic strategies have advantages and disadvantages. The major 

advantage of a global strategy is the significant cost savings associated with not having to 

customize products and marketing approaches to different national conditions. For example, 

Rolex watches, Ralph Lauren or Tommy Hilfiger clothing, Chanel or Armani clothing or 

accessories or perfume, Dell computers, Chinese-made plastic toys and buckets, and U.S.-

grown rice and wheat are all products that can be sold using the same marketing across many 

countries by simply changing the language. Thus companies can save a significant amount 

of money. The major disadvantage of pursuing a global strategy is that by ignoring national 

differences, managers may leave themselves vulnerable to local competitors that differentiate 

their products to suit local tastes. 

 Global food makers Kellogg’s and Nestlé learned this when they entered the Indian pro-

cessed food market, which is worth over $100 billion a year. These companies did not under-

stand how to customize their products to the tastes of the Indian market and initially suffered 

large losses. When Kellogg’s launched its breakfast cereals in India, for example, it failed to 

understand that most Indians eat cooked breakfasts because milk is normally not pasteurized. 

Today, with the growing availability of pasteurized or canned milk, it offers exotic cereals 

made from basmati rice and flavored with mango to appeal to customers. Similarly, Nestlé’s 

Maggi noodles failed to please Indian customers until it gave them a “marsala” or mixed 

curry spice flavor; today its noodles have become a staple in Indian school lunches.  83   

 The advantages and disadvantages of a multidomestic strategy are the opposite of those 

of a global strategy. The major advantage of a multidomestic strategy is that by customizing 

product offerings and marketing approaches to local conditions, managers may be able to gain 

market share or charge higher prices for their products. The major disadvantage is that cus-

tomization raises production costs and puts the multidomestic company at a price disadvantage 

because it often has to charge prices higher than the prices charged by competitors pursuing a 

global strategy. Obviously the choice between these two strategies calls for trade-offs. 

 Managers at Gillette, the well-known razor blade maker that is now part of Procter & 

Gamble (P&G), created a strategy that combined the best features of both international strate-

gies. Like P&G, Gillette has always been a global organization because its managers quickly 

saw the advantages of selling its core product, razor blades, in as many countries as possible. 

Gillette’s strategy over the years has been pretty constant: Find a new country with a growing 

market for razor blades, form a strategic alliance with a local razor blade company and take 

    global strategy    Selling the 

same standardized product 

and using the same basic 

marketing approach in each 

national market.   

    multidomestic strategy    

Customizing products and 

marketing strategies to spe-

cific national conditions.   
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a majority stake in it, invest in a large marketing campaign, 

and then build a modern factory to make razor blades and 

other products for the local market. For example, when Gil-

lette entered Russia after the breakup of the Soviet Union, 

it saw a huge opportunity to increase sales. It formed a joint 

venture with a local company called Leninets Concern, 

which made a razor known as the Sputnik, and then with 

this base began to import its own brands into Russia. When 

sales grew sharply, Gillette decided to offer more products 

in the market and built a new plant in St. Petersburg.  84   

 In establishing factories in countries where labor and 

other costs are low and then distributing and marketing its 

products to countries in that region of the world,  Gillette 

pursued a global strategy. However, all of Gillette’s research 

and development and design activities are located in the 

United States. As it develops new kinds of razors, it equips 

its foreign factories to manufacture them when it decides that local customers are ready to 

trade up to the new product. So, for example,  Gillette’s latest razor may be introduced in a 

country abroad years later than in the United States. Thus  Gillette customizes its products to 

the needs of different countries and pursues a multidomestic strategy. 

 By pursuing this kind of international strategy, Gillette achieves low costs and still differ-

entiates and customizes its product range to suit the needs of each country or world region.  85   

P&G pursues a similar international strategy, and the merger between them to create the 

world’s largest consumer products company came about because of the value that could be 

realized by pursuing related diversification at a global level. For example, P&G’s corporate 

managers realized that substantial global synergies could be obtained by combining their 

global manufacturing, distribution, and sales operations across countries and world regions. 

These synergies have saved billions of dollars.  86   At the same time, by pooling their knowl-

edge of the needs of customers in different countries, the combined companies can better 

differentiate and position products throughout the world. P&G’s strategy is working; in 2013 

 Fortune  named it 15th in its World’s Most Admired Companies list. 

  CHOOSING A WAY TO EXPAND INTERNATIONALLY   As we have discussed, a 

more competitive global environment has proved to be both an opportunity and a threat for 

organizations and managers. The opportunity is that organizations that expand globally can 

open new markets, reach more customers, and gain access to new sources of raw materials 

and to low-cost suppliers of inputs. The threat is that organizations that expand globally are 

likely to encounter new competitors in the foreign countries they enter and must respond to 

new political, economic, and cultural conditions. 

 Before setting up foreign operations, managers of companies such as  Amazon.com , Lands’ 

End, GE, P&G, and Boeing needed to analyze the forces in the environment of a particu-

lar country (such as Korea or Brazil) to choose the right method to expand and respond to 

those forces in the most appropriate way. In general, four basic ways to operate in the global 

environment are importing and exporting, licensing and franchising, strategic alliances, and 

wholly owned foreign subsidiaries, Gillette’s preferred approach. We briefly discuss each 

one, moving from the lowest level of foreign involvement and investment required of a global 

organization and its managers, and the least amount of risk, to the high end of the spectrum 

(see  Figure 8.7 ).  87    

  IMPORTING AND EXPORTING   The least complex global operations are exporting and 

importing. A company engaged in    exporting    makes products at home and sells them abroad. 

An organization might sell its own products abroad or allow a local organization in the foreign 

country to distribute its products. Few risks are associated with exporting because a company 

does not have to invest in developing manufacturing facilities abroad. It can further reduce its 

investment abroad if it allows a local company to distribute its products. 

 A company engaged in    importing    sells products at home that are made abroad (products 

it makes itself or buys from other companies). For example, most of the products that Pier 1 

Imports and The Limited sell to their customers are made abroad. In many cases the appeal 

    exporting    Making products 

at home and selling them 

abroad.   

    importing    Selling prod-

ucts at home that are made 

abroad.   

   The offices of Hindustan Lever Limited in Mumbai, India. 
Unilever uses a multidomestic strategy to market its 
products globally. 
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of a product—Irish crystal, French wine, Italian furniture, or Indian silk—is that it is made 

abroad. The Internet has made it much easier for companies to tell potential foreign buyers 

about their products; detailed product specifications and features are available online, and 

informed buyers can communicate easily with prospective sellers.  

  LICENSING AND FRANCHISING   In    licensing   , a company (the licenser) allows a foreign 

organization (the licensee) to take charge of both manufacturing and distributing one or more 

of its products in the licensee’s country or world region in return for a negotiated fee. Chemi-

cal maker DuPont might license a local factory in India to produce nylon or Teflon. The 

advantage of licensing is that the licenser does not have to bear the development costs associ-

ated with opening up in a foreign country; the licensee bears the costs. The risks associated 

with this strategy are that the company granting the license has to give its foreign partner 

access to its technological know-how and so risks losing control of its secrets. 

 Whereas licensing is pursued primarily by manufacturing companies, franchising is pur-

sued primarily by service organizations. In    franchising   , a company (the franchiser) sells to a 

foreign organization (the franchisee) the rights to use its brand name and operating know-how 

in return for a lump-sum payment and share of the franchiser’s profits. Hilton Hotels might 

sell a franchise to a local company in Chile to operate hotels under the Hilton name in return 

for a franchise payment. The advantage of franchising is that the franchiser does not have 

to bear the development costs of overseas expansion and avoids the many problems associ-

ated with setting up foreign operations. The downside is that the organization that grants 

the franchise may lose control over how the franchisee operates, and product quality may 

fall. In this way franchisers, such as Hilton, Avis, and McDonald’s, risk losing their good 

names.  American customers who buy McDonald’s hamburgers in Korea may reasonably 

expect those burgers to be as good as the ones they get at home. If they are not, McDonald’s 

reputation will suffer over time. Once again, the Internet facilitates communication between 

partners and allows them to better meet each other’s expectations.  

  STRATEGIC ALLIANCES   One way to overcome the loss-of-control problems associ-

ated with exporting, licensing, and franchising is to expand globally by means of a strategic 

alliance. In a    strategic alliance   , managers pool or share their organization’s resources and 

know-how with those of a foreign company, and the two organizations share the rewards or 

risks of starting a new venture in a foreign country. Sharing resources allows a U.S. company, 

for example, to take advantage of the high-quality skills of foreign manufacturers and the spe-

cialized knowledge of foreign managers about the needs of local customers and to reduce the 

risks involved in a venture. At the same time, the terms of the alliance give the U.S. company 

more control over how the good or service is produced or sold in the foreign country than it 

would have as a franchiser or licenser. 

 A strategic alliance can take the form of a written contract between two or more companies 

to exchange resources, or it can result in the creation of a new organization. A    joint venture    

is a strategic alliance among two or more companies that agree to jointly establish and share 

the ownership of a new business.  88   An organization’s level of involvement abroad increases 

in a joint venture because the alliance normally involves a capital investment in production 

facilities abroad in order to produce goods or services outside the home country. Risk, how-

ever, is reduced. The Internet and global teleconferencing provide the increased communica-

tion and coordination necessary for global partners to work together. For example, Coca-Cola 

    licensing    Allowing a foreign 

organization to take charge of 

manufacturing and distribut-

ing a product in its country 

or world region in return for a 

negotiated fee.   

    franchising    Selling to a 

foreign organization the rights 

to use a brand name and 

operating know-how in return 

for a lump-sum payment and 

a share of the profits.   

    strategic alliance    An 

agreement in which managers 

pool or share their organiza-

tion’s resources and know-

how with a foreign company, 

and the two organizations 

share the rewards and risks of 

starting a new venture.   

    joint venture    A strategic 

alliance among two or more 

companies that agree to 

jointly establish and share the 

ownership of a new business.   

 Figure 8.7 
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and Nestlé formed a joint venture to market their teas, coffees, and health-oriented beverages 

in more than 50 countries.  89   And in 2014 Avon and KORRES, a Greek natural skin care 

company, entered a long-term strategic alliance in which Avon will manufacture and market 

KORRES products in Latin America. Avon is already established in Latin America, but add-

ing KORRES products will allow Avon to pursue the natural and organic beauty market.  90    

  WHOLLY OWNED FOREIGN SUBSIDIARIES   When managers decide to establish a    wholly 

owned foreign subsidiary   , they invest in establishing production operations in a foreign 

country independent of any local direct involvement. Many Japanese car component com-

panies, for example, have established their own operations in the United States to supply 

U.S.-based Japanese carmakers such as Toyota and Honda with high-quality car components. 

 Operating alone, without any direct involvement from foreign companies, an organization 

receives all of the rewards and bears all of the risks associated with operating abroad.  91   This 

method of international expansion is much more expensive than the others because it requires 

a higher level of foreign investment and presents managers with many more threats. How-

ever, investment in a foreign subsidiary or division offers significant advantages: It gives an 

organization high potential returns because the organization does not have to share its profits 

with a foreign organization, and it reduces the level of risk because the organization’s manag-

ers have full control over all aspects of their foreign subsidiary’s operations. Moreover, this 

type of investment allows managers to protect their technology and know-how from foreign 

organizations. Large well-known companies like DuPont, GM, and P&G, which have plenty 

of resources, make extensive use of wholly owned subsidiaries. 

 Obviously global companies can use many of these different corporate strategies simul-

taneously to create the most value and strengthen their competitive position. We discussed 

earlier how P&G pursues related diversification at the global level while it pursues an inter-

national strategy that is a mixture of global and multidomestic. P&G also pursues vertical 

integration: It operates factories that make many of the specialized chemicals used in its 

products; it operates in the container industry and makes the thousands of different glass 

and plastic bottles and jars that contain its products; it prints its own product labels; and it 

distributes its products using its own fleet of trucks. Although P&G is highly diversified, it 

still puts the focus on its core individual product lines because it is famous for pursuing brand 

 management—it concentrates resources around each brand, which in effect is managed as a 

“separate company.” So P&G is trying to add value in every way it can from its corporate and 

business strategies. At the business level, for example, P&G aggressively pursues differentia-

tion and charges premium prices for its products. However, it also strives to lower its costs 

and pursues the corporate-level strategies just discussed to achieve this. 

 One example of a joint venture is the new company formed from two established compa-

nies, Cargill of the United States and Copersucar of Brazil, discussed in the accompanying 

“Managing Globally” feature.           

    wholly owned foreign 

subsidiary    Production oper-

ations established in a foreign 

country independent of any 

local direct involvement.   

 Managing 
Globally 

  Joint Venture Is a Sweet Deal for Sugar 
Production and Distribution 
 Two international companies sweetened the sugar market in 2014 with a joint ven-
ture. Each of the two companies brought different strengths to the venture, which 
aided the effectiveness of the global sugar supply chain. 

 The first company, Cargill, brought trading and logistics expertise to the venture 
along with a large global network of customers. Cargill began as a grain storage com-
pany in Minnesota in 1865 and has grown into a multinational corporation that trades, 
buys, and distributes agricultural commodities and produces animal feed and food ingre-
dients. The company is the largest privately held corporation in terms of revenue in the 
United States. Cargill is “committed to feeding the world in a responsible way, reducing 
environmental impact and improving the communities where we live and work.”  92   
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  After identifying appropriate business and corporate strategies to attain 

an organization’s mission and goals, managers confront the challenge of 

putting those strategies into action. Strategy implementation is a five-

step process:

    1.    Allocating responsibility for implementation to the appropriate indi-

viduals or groups.  

   2.    Drafting detailed action plans that specify how a strategy is to be 

implemented.  

   3.    Establishing a timetable for implementation that includes precise, 

measurable goals linked to the attainment of the action plan.  

   4.    Allocating appropriate resources to the responsible individuals or 

groups.  

   5.    Holding specific individuals or groups responsible for the attain-

ment of corporate, divisional, and functional goals.    

 The planning process goes beyond just identifying effective strategies; it also includes plans 

to ensure that these strategies are put into action. Normally the plan for implementing a new 

strategy requires the development of new functional strategies, the redesign of an organization’s 

structure, and the development of new control systems; it might also require a new program to 

change an organization’s culture. These are issues we address in the next three chapters.      

  PLANNING     Planning is a three-step process: (1) determining an organi-

zation’s mission and goals; (2) formulating strategy; and (3) implementing 

strategy. Managers use planning to identify and select appropriate goals 

and courses of action for an organization and to decide how to allocate the 

resources they need to attain those goals and carry out those actions. A 

good plan builds commitment for the organization’s goals, gives the organization a sense of 

direction and purpose, coordinates the different functions and divisions of the organization, and 

Planning and 
Implementing 

Strategy

 LO8-5 

 Describe the vital 
role managers play in 
implementing strategies to 
achieve an organization’s 
mission and goals. 

 LO8-1, 8-2 

Summary and 
Review

 The second company, Copersucar, brought mills that produce 10 
percent of the world’s sugar exports to the venture. Copersucar was 
founded in 2008 as a capital company. It is now Brazil’s biggest trader 
and exporter of sugar. The mission of Copersucar is “to generate value 
through the vertical integration of the sugar and ethanol business 
chain.”  93   

 The joint venture will create a third entity and will operate out of 
Geneva, Switzerland.  94   The joint venture is expected to be completed 
in the second half of 2014. The ownership of the facilities will not 
change. Each company will continue to own its own assets. However, 
the assets will be pooled to serve the joint venture. Both companies 
also have assets that will not be a part of the venture. 

 What motivated these two companies to come together in a joint ven-
ture? Both have faced setbacks in recent years. Cargill was once a leader 
in sugar trading. However, in 2011 Cargill suffered its worst quarterly 
losses in a decade. The joint venture with Copersucar will allow it to 

regain its former status as a dominant force in sugar trading. 
 For its part, Copersucar had been dealing with losses from a prolonged dip in sugar 

prices and was further set back when its vital Santos port terminal and warehouses 
were destroyed in a fire in October 2013. The fire caused a 40 percent drop in sugar 
shipments from the port. With the joint venture, Copersucar will be able to refocus on 
sugar production.  95   

 Working together, Cargill and Copersucar can better compete against other major 
traders. The two companies appear to have similar business values. Both mention 
ethical standards and social responsibility.  

   Copersucar sponsors a racing car at the 
Masters Historic Racing Festival F1 race near 
Longfield, United Kingdom. Copersucar is 
leveraging its strengths by entering into a 
joint venture with Cargill. 
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controls managers by making them accountable for specific goals. In large organizations plan-

ning takes place at three levels: corporate, business or divisional, and functional or departmen-

tal. Long-term plans have a time horizon of five years or more;  intermediate-term plans, between 

one and five years; and short-term plans, one year or less.  

  DETERMINING MISSION AND GOALS AND FORMULATING STRATEGY     Deter-

mining the organization’s mission requires that managers define the business of the organiza-

tion and establish major goals. Strategy formulation requires that managers perform a SWOT 

analysis and then choose appropriate strategies at the corporate, business, and functional levels. 

At the business level, managers are responsible for developing a successful low-cost and/or dif-

ferentiation strategy, either for the whole market or a particular segment of it. At the functional 

level, departmental managers develop strategies to help the organization either add value to its 

products by differentiating them or lower the costs of value creation. At the corporate level, 

organizations use strategies such as concentration on a single industry, vertical integration, 

related and unrelated diversification, and international expansion to strengthen their competi-

tive advantage by increasing the value of the goods and services provided to customers.  

  IMPLEMENTING STRATEGY     Strategy implementation requires that managers allocate 

responsibilities to appropriate individuals or groups; draft detailed action plans that specify 

how a strategy is to be implemented; establish a timetable for implementation that includes 

precise, measurable goals linked to the attainment of the action plan; allocate appropriate 

resources to the responsible individuals or groups; and hold individuals or groups accountable 

for the attainment of goals.                  

 LO8-1, 8-2, 8-3, 8-4 

 LO8-5 



Free ebooks ==>   www.ebook777.com

243

 Management in Action    
  Topics for Discussion and Action 

  Discussion 

     1.  Describe the three steps of planning. Explain how 

they are related.  [LO8-1]   

    2.  How can scenario planning help managers predict the 

future?  [LO8-2]   

    3.  What is the relationship among corporate-, business-, 

and functional-level strategies, and how do they 

create value for an organization?  [LO8-3, 8-4]   

    4.  Pick an industry and identify four companies in the 

industry that pursue one of the four main business-

level strategies (low-cost, focused low-cost, and 

so on).  [LO8-2, 8-3]   

    5.  What is the difference between vertical integration 

and related diversification?  [LO8-4]     

  Action 

     6.  Ask a manager about the kinds of planning exercises 

he or she regularly uses. What are the purposes of 

these exercises, and what are their advantages or 

disadvantages?  [LO8-1, 8-2]   

    7.  Ask a manager to identify the corporate- and 

business-level strategies used by his or her 

organization.  [LO8-3, 8-4]      

 Managing Ethically  [LO8-2, 8-5]     

  A
  few years ago, IBM announced that it had fired the 

 three top managers of its Argentine division because 

of their involvement in a scheme to secure a $250 million 

contract for IBM to provide and service the computers of 

one of Argentina’s largest state-owned banks. The three 

executives paid $14 million of the contract money to a third 

company, CCR, which paid nearly $6 million to phantom 

companies. This $6 million was then used to bribe the bank 

executives who agreed to give IBM the contract. 

 These bribes are not necessarily illegal under Argentine 

law. Moreover, the three managers argued that all compa-

nies have to pay bribes to get new business contracts, and 

they were not doing anything that managers in other com-

panies were not. 

  Questions 

     1.  Either by yourself or in a group decide if the business 

practice of paying bribes is ethical or unethical.  

    2.  Should IBM allow its foreign divisions to pay bribes if 

all other companies are doing so?  

    3.  If bribery is common in a particular country, what 

effect would this likely have on the nation’s economy 

and culture?    

 Building Management Skills    
  How to Analyze a Company’s Strategy  [LO8-3, 8-4]  

  Pick a well-known business organization that has received 

recent press coverage and that provides annual reports at 

its website. From the information in the articles and annual 

reports, answer these questions: 

     1.  What is (are) the main industry(ies) in which the 

company competes?  

    2.  What business-level strategy does the company seem 

to be pursuing in this industry? Why?  

    3.  What corporate-level strategies is the company 

pursuing? Why?  

    4.  Have there been any major changes in its strategy 

recently? Why?     
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 Small Group Breakout Exercise    
  Low Cost or Differentiation?  [LO8-2, 8-3]  

  Form groups of three or four people, and appoint one member as the spokesperson who will communicate your 

findings to the class when called on by the instructor. Then discuss the following scenario:  

  Y
 ou are a team of managers of a major national cloth-

ing chain, and you have been charged with finding a 

way to restore your organization’s competitive advantage. 

Recently your organization has been experiencing increas-

ing competition from two sources. First, discount stores 

such as Walmart and Target have been undercutting your 

prices because they buy their clothes from low-cost for-

eign manufacturers, whereas you buy most of yours from 

high-quality domestic suppliers. Discount stores have been 

attracting your customers who buy at the low end of the 

price range. Second, small boutiques opening in malls pro-

vide high-price designer clothing and are attracting your 

customers at the high end of the market. Your company 

has become stuck in the middle, and you have to decide 

what to do: Should you start to buy abroad so you can 

lower your prices and pursue a low-cost strategy? Should 

you focus on the high end of the market and become more 

of a differentiator? Or should you try to pursue both a low-

cost strategy and a differentiation strategy?

     1.  Using scenario planning, analyze the pros and cons of 

each alternative.  

    2.  Think about the various clothing retailers in your local 

malls and city, and analyze the choices they have 

made about how to compete along the low-cost and 

differentiation dimensions.     

 Exploring the World Wide Web  [LO8-1, 8-3, 8-4]     

    G
o to Chipotle’s webpage ( www.chipotle.com ) and 

click on “Company.” Then click on “Development.” 

Return to the main page and click on “Food with Integrity.” 

Watch one (or more) of the videos posted to this page. Flip 

through the notebook on the page.

    1. Which corporate-level strategy is Chipotle using?  

   2. What plans does Chipotle have for the future?  

   3. What makes Chipotle different from other 

restaurants?     

 Be the Manager  [LO8-2, 8-3]     

  A
  group of investors in your city is considering opening 

  a new upscale supermarket to compete with the major 

supermarket chains that are currently dominating the city’s 

marketplace. They have called you in to help them deter-

mine what kind of upscale supermarket they should open. 

In other words, how can they best develop a competitive 

advantage against existing supermarket chains? 

  Questions 

     1.  List the supermarket chains in your city, and identify 

their strengths and weaknesses.  

    2.  What business-level strategies are these 

supermarkets currently pursuing?  

    3.  What kind of supermarket would do best against the 

competition? What kind of business-level strategy 

should it pursue?    
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  Bloomberg Businessweek  Case 
in the News  [LO 8-2, 8-3]     

   How the Average McDonald’s Makes Twice as Much as Burger King 

   M
 cDonald’s may recently have 

struggled to lure customers, but 

it still does far more business at each 

location than rival burger chains. The 

average McDonald’s restaurant in the 

U.S. drew $2.6 million in revenue last 

year. Average sales for No. 2 chain 

Burger King: $1.2 million, according 

to data from its largest franchisee, 

Carrols Restaurant Group. 

 What accounts for this more-than-

a-million gap? “Everything from mar-

keting and site selection to product 

initiatives and franchisee selection 

have been historical factors,” said 

Nick Setyan, vice president in charge 

of equity research at Wedbush Secu-

rities, in an e-mail. Here are four fac-

tors that drive higher sales volumes at 

McDonald’s:

     1.   McDonald’s gets more 

customers during off-

peak hours.  Look no further 

than the strength of its 

breakfast business relative 

to that of Burger King, says 

Darren Tristano, executive 

vice president at restaurant 

consultancy Technomic. Egg 

McMuffin is part of the fast-food 

vocabulary in a way Burger King 

can’t match. And beverage and 

snack offerings such as McCafe 

and wraps have helped increase 

McDonald’s sales between 

meals. The dramatic impact 

from off-peak business explains 

why chains like Taco Bell are 

entering the battle for morning 

customers, while others such 

as Starbucks are seeking more 

afternoon and evening business.  

    2.   The power of the Happy Meal.  

McDonald’s has the largest 

share of kids’ meal sales in 

the fast-food industry and 

gets about 10 percent of total 

sales from Happy Meals, the 

most commonly advertised 

child-oriented fast-food item 

on television. Burger King, 

meanwhile, is still trying to win 

back “parties with kids and 

seniors and women,” said Josh 

Kobza, Burger King’s chief 

financial officer, at a conference 

last year. One way to do that: 

“We got rid of the creepy king 

character that tended to scare 

away women and children.”  

    3.   McDonald’s has an edge 

on efficiency.  Despite recent 

operational challenges at 

McDonald’s, which have slowed 

down service, it is still more 

efficient. Its drive-through 

service can handle more cars 

at peak times, Tristano says, 

and McDonald’s restaurants are 

adding a third service window 

to get customers through even 

faster. The average service time 

at McDonald’s drive-throughs is 

189.49 seconds, compared to 

198.48 at Burger King, according 

to  QSR Magazine.  Drive-through 

service is important: Burger 

King franchisee Carrols gets 

65 percent of its sales from the 

drive-through.  

    4.   More marketing dollars.  

McDonald’s spends a lot more 

on marketing than competitors, 

as Tristano points out. Its 

advertising costs in 2012 

were $787.5 million vs. Burger 

King’s $48.3 million, and the 

gap widened last year when 

Burger King itself spent only 

a few million on advertising in 

order to focus on equipment 

updates. In its 10-K submission, 

Burger King said it expects to 

spend less on advertising until 

2016; the company declined to 

comment for this story.       

 Source:  Venessa Wong, “How the Average 

McDonald’s Makes Twice as Much as Burger 

King,” Bloomberg Business Week, March 25, 

2014. Used with permission of Bloomberg L.P. 

Copyright © 2014. All rights reserved. 

   Questions for 

Discussion 

    1. McDonald’s uses a cost 

leadership strategy. However, 

what aspects of a differentiation 

strategy does this story suggest 

McDonald’s uses?  

   2. What core strengths could 

Burger King use to catch up with 

McDonald’s?  

   3. If you had to choose between 

eating at a McDonald’s or a 

Burger King, which one would 

you choose and why? Does your 

answer have anything to do with 

the different strategies of the 

two companies?     
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   LO9-1  Explain the role of functional strategy and value chain management in achieving 
superior quality, efficiency, innovation, and responsiveness to customers. 

   LO9-2  Describe what customers want, and explain why it is so important for 
 managers to be responsive to their needs. 

   LO9-3  Explain why achieving superior quality is so important, and understand the 
challenges facing managers and organizations that seek to implement total 
quality management. 

   LO9-4  Explain why achieving superior efficiency is so important, and understand the 
different kinds of techniques that need to be employed to increase efficiency. 

   LO9-5  Differentiate between two forms of innovation, and explain why innovation and 
product development are crucial components of the search for competitive 
advantage.  

 Value Chain Management: Functional 
Strategies for Competitive Advantage 

 CHAPTER 9 

       Learning Objectives 

  After studying this chapter, you should be able to:  
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Airlines are always looking for ways to board passengers faster and 

more efficiently. What slows down boarding and departures? Both 

passengers who jump the line and those who pay for early boarding 

may be in the aisles as others try to board.

   Why is efficiency important?  Is it faster 

to board the back of the plane first? Or 

should airlines file in passengers with window 

seats first, followed by those with middle 

seats, followed by those with aisle seats? 

What about just assigning passengers to ran-

dom groups and boarding that way? Or how 

about not assigning seats and just allowing 

passengers to sit wherever they want? 

 These were the questions some major 

 airlines were asking themselves recently in 

an effort to improve their punctuality rat-

ings. Late departures and arrivals cost air-

lines dearly in more ways than reputation, 

so making sure boarding occurs in a timely 

manner is of great concern to the industry, 

as well as to  passengers needing to make 

connecting flights. 

 Certainly the first two options sound like 

they would be faster than the free-for-all of 

allowing random groups to board at the same 

time or allowing passengers to sit wherever 

they like. Yet two recent studies found that 

random boarding does work a little quicker 

than the other options, believe it or not. 

 One study was conducted by American 

Airlines. It spent two years studying ways to 

speed up the boarding process and landed on 

randomized group boarding for most passen-

gers. The airline still gives families, military per-

sonnel, and travelers with elite status priority 

boarding. It also allows passengers the option 

of paying for early boarding if they choose. 

 Part of American’s study had observers 

watch thousands of boarding processes to 

see where things bogged down. Carry-on 

bags were a big problem. Passengers were 

bringing large bags on board to avoid bag-

gage fees. When the plane was boarded back 

to front, those waiting in the aisles to get to 

their seats would put their bags in overhead 

   A MANAGER’S CHALLENGE 

   Ready for Takeoff? Increasing Airlines’ Boarding Efficiency 
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bins at the front of the plane, leaving no space 

for the bags of passengers who boarded later. 

 Using computer simulations, American not 

only found that the back-to-front boarding 

method was slower than the window-middle-

aisle seat method, it surprisingly discovered 

that putting passengers into random board-

ing groups allowed the plane to fill up faster. 

Using the random method, more passen-

gers got to their seats at the same time than 

the two-at-a-time rate of the back-to-front 

method. Also, passengers were more likely 

to stow their bags in overhead bins closer 

to their seats than at the front of the plane. 

The new method even reduced the number 

of bags American checked at the gate by 

20 percent.  1   More recently, American tweaked 

the system to add passengers without carry-

ons to the list of priority boarders.  2   

 Another study was done by MythBusters, 

the Discovery Channel television show that 

applies scientific methods to test various 

accepted ideas. In the episode on plane 

boarding, the MythBusters team sought to 

confirm the myth that “when boarding an 

airplane, boarding back-to-front is the slow-

est method.”  3   On the program, the hosts 

built a plane replica, complete with seats and 

overhead bins. Volunteers tested the vari-

ous boarding methods. To further simulate 

reality, 5 percent of the volunteers were told 

to disrupt boarding by such actions as sit-

ting in the wrong seat or standing in the aisle 

for longer than needed. Professional flight 

attendants were hired to help with the pro-

cess. The program measured two outcomes 

of each method tested: how long it took to 

board the plane and how satisfied the volun-

teer passengers were with each experience. 

 The method with the highest satisfaction 

rating was the “reverse pyramid” in which 

elite passengers boarded first followed by 

a complex set of zones that began with the 

rear window seats. That method allowed 

the plane to board in 15 minutes and 10 

seconds. The method that allowed for fast-

est boarding was the one with no assigned 

seats. When used, the plane was boarded in 

14 minutes and 7 seconds. Yet this method 

had the lowest satisfaction rating of all the 

methods attempted on the show. 

 The second fastest method was boarding 

elite passengers first, followed by the window-

middle-aisle seat method. This method 

received high marks for passenger satisfac-

tion. This method is similar to one called the 

 “Steffen Method,” named for astrophysicist 

Jason Steffen who wrote a research paper 

with a mathematical approach to efficient 

boarding. In that method, passengers board in 

the  window-middle-aisle seat method, but in 

assigned zones that keep them in different parts 

of the plane and allow simultaneous boarding.  4       

 What slows down boarding? Many indus-

try analysts and bloggers have listed the 

reasons. For one, many passengers board 

outside their “zone” or whatever method 

the airline is using, which makes the system 

less efficient. Some passengers may do 

this purposefully and count on gate agents 

to look the other way.  5   Second, other pas-

sengers pay for early boarding or are given 

early boarding as part of their frequent flier 

reward program, which has the same effect 

as those who jumped the line. Both the 

passengers who boarded with the wrong 

group on purpose and those who paid for 

the privilege may be in the aisle as others 

try to board or may be strapped into middle 

or aisle seats and will need to stand when 

the window seat passengers arrive.  6   Third, 

sometimes after stowing a carry-on bag in 

the overhead bin, a passenger remembers 

something needed from the bag, stands 
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 As “A Manager’s Challenge” suggests, organizations don’t always agree 

on the best way to conduct business. Even organizations in the same 

industry can vary widely on business practices. Some organizations may 

adopt the latest research and methods, while others find different ways to stay competitive. 

 In this chapter we focus on the functional-level strategies managers can use to achieve 

superior efficiency, quality, innovation, and responsiveness to customers and so build com-

petitive advantage. We also examine the nature of an organization’s value chain and discuss 

how the combined or cooperative efforts of managers across the value chain are required if an 

organization is to achieve its mission and goal of maximizing the amount of value its products 

provide customers. By the end of this chapter, you will understand the vital role value chain 

management plays in creating competitive advantage and a high-performing organization.      

 As we noted in Chapter 8, managers can use two basic business-level 

strategies to add value to an organization’s products and achieve a com-

petitive advantage over industry rivals. First, managers can pursue a  low-

cost strategy  and lower the costs of creating value to attract customers by 

keeping product prices as low as or lower than competitors’ prices. 

 Second, managers can pursue a  differentiation strategy  and add value to 

a product by finding ways to make it superior in some way to the prod-

ucts of other companies. If they are successful and customers see greater 

value in the product, then like Apple they can charge a premium or 

higher price for the product. The four specific ways in which managers 

can lower costs and/or increase differentiation to obtain a competitive 

advantage were mentioned in Chapter 1 and are reviewed here; how organizations seek to 

achieve them is the topic of this chapter. (See  Figure 9.1 .) 

Overview

Functional
Strategies, the
Value Chain,

 and Competitive
Advantage

up, and blocks the aisle while rummaging 

through the bag to find it.  7   

 Probably the most mentioned culprit for 

slow boarding is baggage issues. Airlines 

started charging for checked luggage in 2008 

when fuel prices went up.  8   To avoid the fees, 

more passengers began using carry-on lug-

gage. The extra luggage slows the boarding 

process by leaving passengers in the aisle 

longer. The extra luggage also frequently fills 

up the bins, requiring extra time and effort for 

airline personnel to gate-check the bags.  9   

 Why is the speed of boarding an airplane 

important? Airlines save $30 for every minute 

shaved off boarding times.  10   However, airlines 

appear to be making some of this money back 

in fees. In 2014 U.S.-based airlines planned 

to increase their fees, despite making over $6 

billion from fees in 2013. United Continental, 

which collected almost $650 million in checked 

bags fees in 2013, increased its fee charged 

to passengers flying with more than two bags 

by $25 per bag. Oversized bags cost $200 

to check, and bags weighing more than 70 

pounds cost $400 to check.  11   Delta Airlines 

collected about $1 billion in fees in 2013.  12   

 Fees vary at different airlines, as do 

methods for boarding planes. Southwest 

 Airlines uses the unassigned seat method of 

boarding. The airline assigns passengers to 

boarding groups and gives each passenger 

a boarding number within the group. Passen-

gers line up in groups and in numerical order. 

Since seats are not assigned, each passen-

ger selects a seat when on the plane.  13   Like 

American Airlines, most airlines use assigned 

seating and some type of boarding group 

system to put passengers on the planes.          
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     1.   Achieve superior efficiency.  Efficiency is a measure of the amount of inputs required to 

produce a given amount of outputs. The fewer the inputs required to produce a given out-

put, the higher is efficiency and the lower the cost of outputs. For example, in Gartner’s 

annual ranking of the world’s supply chains, Apple was ranked number one for six years 

in a row. Part of Apple’s strength has been its focus on simplicity. Yet the company has 

begun to expand its product portfolio, which will increase the need for complexity man-

agement in its supply chain.  14    

    2.   Achieve superior quality.  Quality means producing goods and services that have  attributes—

such as design, styling, performance, and reliability—that customers perceive as being 

superior to those found in competing products.  15   Providing high-quality products creates a 

brand-name reputation for an organization’s products, and this enhanced reputation allows 

it to charge higher prices. In the car industry, for example, Toyota’s reputation for mak-

ing reliable vehicles allowed it to outperform rival carmakers and gives it a competitive 

advantage.  

    3.   Achieve superior innovation, speed, and flexibility.  Anything new or better about the way 

an organization operates or the goods and services it produces is the result of innova-

tion. Successful innovation gives an organization something  unique  or different about 

its products that rivals lack—more attractive, useful, sophisticated products or superior 

production processes that strengthen its competitive advantage. Innovation adds value to 

products and allows the organization to further differentiate itself from rivals and attract 

customers who are often willing to pay a premium price for unique products. For exam-

ple, Nintendo’s former competitive advantage in handheld video game devices like the 

3DS has been eroded as more games are available on smartphones and tablets.  16    

    4.   Attain superior responsiveness to customers.  An organization that is responsive to cus-

tomers tries to satisfy their needs and give them  exactly  what they want. An organiza-

tion that treats customers better than its rivals do also provides a valuable service some 

customers may be willing to pay a higher price for. Managers can increase responsive-

ness by providing excellent after-sales service and support and by working to provide 

improved products or services to customers in the future. Today smartphone companies 

such as Samsung, Apple, and Nokia are searching for ways to better satisfy changing 

customer needs for higher-quality video, sound, and Internet connection speed.     

   Functional Strategies and Value Chain 
Management 
    Functional-level strategy    is a plan of action to improve the ability of each of an orga-

nization’s functions or departments (such as manufacturing or marketing) to perform its 

task- specific activities in ways that add value to an organization’s goods and services. 

    functional-level 

 strategy    A plan of action to 

improve the ability of each of 

an organization’s functions 

to perform its task-specific 

activities in ways that add 

value to an organization’s 

goods and services.   

 Figure 9.1 

 Four Ways to Create a Competitive Advantage  

Improving quality Improving efficiency

Improving innovation

Improving responsiveness
to customers

Low costs

Differentiation

Result in a competitive
advantage from

 LO9-1 

 Explain the role of 
functional strategy and 
value chain management in 
achieving superior quality, 
efficiency, innovation, 
and responsiveness to 
customers. 
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A company’s    value chain    is the coordinated series or sequence of functional activities nec-

essary to transform inputs such as new product concepts, raw materials, component parts, 

or professional skills into the finished goods or services customers value and want to buy 

(see  Figure 9.2 ). Each functional activity along the chain  adds value  to the product when it 

lowers costs or gives the product differentiated qualities that increase the price a company 

can charge for it.  

    Value chain management    is the development of a set of functional-level strategies that 

support a company’s business-level strategy and strengthen its competitive advantage. Func-

tional managers develop the strategies that increase efficiency, quality, innovation, and/or 

responsiveness to customers and thus strengthen an organization’s competitive advantage. 

So the better the fit between functional- and business-level strategies, the greater will be the 

organization’s competitive advantage, and the better able the organization is to achieve its 

mission and goal of maximizing the amount of value it gives customers. Each function along 

the value chain has an important role to play in value creation. 

 As  Figure 9.2  suggests, the starting point of the value chain is often the search for new and 

improved products that will better appeal to customers, so the activities of the product devel-

opment and marketing functions become important.  Product development  is the engineering 

and scientific research activities involved in innovating new or improved products that add 

value to a product. For example, Apple has been a leader in developing new kinds of mobile 

digital devices that have become so popular among buyers that its products are rapidly imi-

tated by its competitors. Once a new product has been developed, the  marketing   function’s  

task is to persuade customers that the product meets their needs and convince them to buy 

it. Marketing can help create value through brand positioning and advertising that increase 

customer perceptions of the utility of a company’s product. For example, moviegoers appear 

willing to pay more to watch a movie in 3D. In 2014, 28 films were slated to be released in 

3D.  17   Even filmmaker Steven Spielberg doubted the value of paying extra for 3D. In an inter-

view, he said he hoped 3D ticket prices would get in line with 2D prices. However, he did 

indicate that IMAX movies would continue to be worth extra for “a premium experience in a 

premium environment.”  18   

 Even the best-designed product can fail if the marketing function hasn’t devised a careful 

plan to persuade people to buy it and try it out—or to make sure customers really want it. For 

this reason, marketing often conducts consumer research to discover unmet customer product 

needs and to find better ways to tailor existing products to satisfy customer needs. Market-

ing then presents its suggestions to product development, which performs its own research to 

discover how best to design and make the new or improved products. 

 At the next stage of the value chain, the  materials management function  controls the 

movement of physical materials from the procurement of inputs through production and to 

distribution and delivery to the customer. The efficiency with which this is carried out can 

significantly lower costs and create more value. Walmart has the most efficient materials 

management function in the retail industry. By tightly controlling the flow of goods from its 

suppliers through its stores and into the hands of customers, Walmart has eliminated the need 

    value chain    The coordi-

nated series or sequence of 

functional activities necessary 

to transform inputs such as 

new product concepts, raw 

materials, component parts, 

or professional skills into the 

finished goods or services 

customers value and want 

to buy.   

    value chain 

 management    The 

 development of a set of 

functional-level strategies 

that support a company’s 

business-level strategy and 

strengthen its competitive 

advantage.   

 Figure 9.2 

 Functional Activities and the Value Chain  
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to hold large inventories of goods. Lower inventories mean lower costs and hence greater 

value creation. 

 The  production function  is responsible for creating, assembling, or providing a good or 

service—for transforming inputs into outputs. For physical products, when we talk about 

production, we generally mean manufacturing and assembly. For services such as bank-

ing or retailing, production takes place when the service is actually provided or delivered 

to the customer (for example, when a bank originates a loan for a customer, it is engaged 

in “production” of the loan). By performing its activities efficiently, the production func-

tion helps to lower costs. For example, the efficient production operations of Honda and 

Toyota have made them more profitable than competitors such as Renault, Volkswagen, 

and Chrysler. The production function can also perform its activities in a way that is con-

sistent with high product quality, which leads to differentiation (and higher value) and to 

lower costs. 

 At the next stage in the value chain, the  sales function  plays a crucial role in locating 

customers and then informing and persuading them to buy the company’s products. Personal 

selling—that is, direct face-to-face communication by salespeople with existing and poten-

tial customers to promote a company’s products—is a crucial value chain activity. Which 

products retailers choose to stock, for example, or which drugs doctors choose to prescribe 

often depends on the salesperson’s ability to inform and persuade customers that his or her 

company’s product is superior and thus the best choice. 

 Finally, the role of the  customer service function  is to provide after-sales service and sup-

port. This function can create a perception of superior value in the minds of customers by 

solving customer problems and supporting customers after they have purchased the product. 

For example, FedEx can get its customers’ parcels to any point in the world within 24 hours, 

creating value and support for customers’ businesses. Customer service controls the elec-

tronic systems for tracking sales and inventory, pricing products, selling products, dealing 

with customer inquiries, and so on, all of which can greatly increase responsiveness to cus-

tomers. Indeed, an important activity of sales and customer service is to tell product develop-

ment and marketing why a product is meeting or not meeting customers’ needs so the product 

can be redesigned or improved. Hence a feedback loop links the end of the value chain to its 

beginning (see  Figure 9.2 ). 

 In the rest of this chapter, we examine the functional strategies used to manage the value 

chain to improve quality, efficiency, innovation, and responsiveness to customers. Notice, 

however, that achieving superior quality, efficiency, and innovation is  part  of attaining supe-

rior responsiveness to customers. Customers want value for their money, and managers who 

develop functional strategies that result in a value chain capable of creating innovative, high-

quality, low-cost products best deliver this value to customers. For this reason, we begin by 

discussing how functional managers can increase responsiveness to customers.      

  A ll organizations produce outputs—goods or services—that are con-

sumed by customers, who, in buying these products, provide the mone-

tary resources most organizations need to survive. Because customers 

are vital to organizational survival, managers must correctly identify 

their customers and pursue strategies that result in products that best 

meet their needs. This is why the marketing function plays such an 

important part in the value chain, and good value chain management 

requires that marketing managers focus on defining their company’s business in terms of the 

customer  needs  it is satisfying and not by the  type of products  it makes—or the result can be 

disaster.  19   For example, Kodak’s managers said “no thanks” when the company was offered 

the rights to “instant photography,” which was later marketed by Polaroid. Why did they 

make this mistake? Because the managers adopted a product-oriented approach to their busi-

ness that didn’t put the needs of customers first. Kodak’s managers believed their job was to 

sell high-quality glossy photographs to people. Why would they want to become involved in 

instant photography, which results in inferior-quality photographs? In reality, Kodak was not 

satisfying people’s needs for high-quality photographs; it was satisfying the need customers 

Improving
Responsiveness

to Customers
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had to  capture and record the images of their lives —their birthday parties, weddings, gradu-

ations, and so on. And people wanted those images quickly so they could share them right 

away with other people—which is why today digital photography has taken off and Kodak 

filed for bankruptcy in 2012.  

   What Do Customers Want? 
  Given that satisfying customer demand is central to the survival of an organization, an impor-

tant question is “What do customers want?” Although specifying  exactly  what customers 

want is not possible because their needs vary from product to product, most customers prefer

     1.  A lower price to a higher price.  

    2.  High-quality products to low-quality products.  

    3.  Quick service and good after-sales service to slow service and poor after-sales support.  

    4.  Products with many useful or valuable features to products with few features.  

    5.  Products that are, as far as possible, customized or tailored to their unique needs.    

 Managers know that the more desired product attributes a company’s value chain builds 

into its products, the higher the price that must be charged to cover the costs of developing 

and making the product. So what do managers of a customer-responsive organization do? 

They try to develop functional strategies that allow the organization’s value chain to deliver 

to customers either  more  desired product attributes for the  same price  or the  same  product 

attributes for a  lower price.   20   For example, in 2014 Walmart announced that it had made 

a deal to be the only national retailer to sell the Wild Oats brand organic foods and that it 

would do so at prices lower than those usually charged for organic products. Wild Oats was a 

well-known organic food brand in the late 1980s but has been struggling since the late 2000s. 

Walmart’s massive size allows it the organizational efficiencies to offer the organic brand at 

a more affordable price for consumers.  21    

  Managing the Value Chain to Increase 
Responsiveness to Customers 
 Because satisfying customers is so important, managers try to design and improve the way 

their value chains operate so they can supply products that have the desired attributes— 

quality, cost, and features. For example, the need to respond to customer demand for com-

petitively priced, quality cars drove U.S. carmakers like Ford and GM to imitate Japanese 

companies and copy how Toyota and Honda perform their value chain activities. Today the 

imperative of satisfying customer needs shapes the activi-

ties of U.S. carmakers’ materials management and manu-

facturing functions. As an example of the link between 

responsiveness to customers and an organization’s value 

chain, consider how Southwest Airlines, the most profitable 

U.S. airline, operates.  22    

 The major reason for Southwest’s success is that it has 

pursued functional strategies that improve how its value 

chain operates to give customers what they want. South-

west commands high customer loyalty precisely because it 

can deliver products, such as flights from Houston to Dal-

las, that have all the desired attributes: reliability, conve-

nience, and low price. In each of its functions, Southwest’s 

strategies revolve around finding ways to lower costs. For 

example, Southwest offers a no-frills approach to in-flight 

customer service: no meals are served onboard, and there 

are no first-class seats. Southwest does not subscribe to the 

big reservation computers used by travel agents because the 

booking fees are too costly. Also, the airline flies only one 

aircraft, the fuel-efficient Boeing 737, which keeps training 

and maintenance costs down. All this translates into low 

 LO9-2 

 Describe what customers 
want, and explain why it is 
so important for managers 
to be responsive to their 
needs. 

  A Southwest ticket agent may assist a customer and then 
turn around to load her or his baggage as part of the orga-
nization’s emphasis on cross-training workers for multiple 
tasks. Southwest’s operating system is geared toward 
satisfying customer demand for low-priced, reliable, and 
convenient air travel, making it one of the most consistently 
successful airlines in recent years. 
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prices for customers. Additionally, Southwest is one of the few airlines that does not charge 

baggage fees. Passengers can check two bags for free.  23   

 Southwest’s reliability derives from the fact that it has the quickest aircraft turnaround 

time in the industry. A Southwest ground crew needs only 15 minutes to turn around an 

incoming aircraft and prepare it for departure. This speedy operation helps keep flights on 

time. Southwest has such a quick turnaround because it has a flexible workforce that has been 

cross-trained to perform multiple tasks. Thus the person who checks tickets might also help 

with baggage loading if time is short. 

 Southwest’s convenience comes from its scheduling multiple flights every day between its 

popular locations, such as Dallas and Houston, and its use of airports that are close to down-

town areas (Hobby at Houston and Love Field at Dallas) instead of using more distant major 

airports.  24   In sum, Southwest’s excellent value chain management has given it a competitive 

advantage in the airline industry. Another company that has found a way to be responsive to 

customers by offering them faster service is Panera, which is profiled in the accompanying 

“Management Insight” feature.  

  Bread in the e-Commerce Fast Lane 

 Panera is a 1,777 bakery–café chain located in both the United States and Canada. The 
chain is made up of three companies: Saint Louis Bread Co., Paradise Bakery & Café, 
and Panera Bread.  25   Until recent years, the bakeries had been operating successfully 
with a traditional bakery–café model of offerings and service. That’s until the company’s 
CEO, Ron Shaich, had an epiphany. Always running late when driving his son to school 
in the mornings, Shaich would arrange for breakfast and lunch for his son by calling 
ahead to one of his stores and ordering. When he arrived at the store, his son would run 
in with his credit card, skip the line, and pick up the food. While the system worked for 
the Shaichs, it was not one that was available to everyone.  

 That’s what gave Shaich the idea for Panera 2.0. Now customers can place orders via 
computer or mobile app. When the customer arrives at the restaurant, he or she can skip 
the line, pay for the ordered food, and either eat in or carry out. There also are touch-
screen kiosks at the restaurants for customers who did not order ahead but who want to 
get through the line faster. And of course customers can still go to the register and place 
an order.  26   

 One advantage of the new system is that it syncs with the MyPanera rewards pro-
gram. The program remembers all orders that the customer places. If a customer ordered 
a custom sandwich at one visit, the system remembers it and offers to place the same 
order at the next visit. 

 Panera began testing the system in 2011 and hopes to have it rolled out to all restau-
rants by 2016. And it has already seen users of Panera 2.0 and kiosk users increase the 
frequency of their visits. At one location, sales were up more than 50 percent.  27   

 The new system also has improved the order accuracy rates. The industry average is 
one in seven incorrectly fulfilled orders, many of the errors occurring during input at 
the register. “If we’re in the to-go business, we have to be 100 percent accurate,” Shaich 
says.  28   In addition to depending on the customer to enter the order correctly, employees 
double-check each order before it leaves the store. 

 Of course adding the system has meant changes for the employees at Panera. The 
information technology team has doubled. Operations have been affected as well. 
When customers place orders online or at a kiosk, it saves employees at the register 
from having to do so. Those employees can be redeployed to the kitchen to help keep 
up with the demand of incoming orders. Once the system is in place at every Panera 
location, Shaich believes Panera will be one of the 10 largest e-commerce operators in 
the United States.  

 Management 
Insight 

 

Until recently, Panera 
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can place orders online, 
skip the store line, pay 
for the order, and eat in 
or carry out. The new 
system allows Panera to 
increase their efficiency 
and customer service 
satisfaction.
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 Although managers must seek to improve their responsiveness to customers by improving 

how the value chain operates, they should not offer a level of responsiveness to customers 

that results in costs becoming  too high —something that threatens an organization’s future 

performance and survival. For example, a company that customizes every product to the 

unique demands of individual customers is likely to see its costs grow out of control.  

  Customer Relationship Management 
 One functional strategy managers can use to get close to customers and understand their 

needs is    customer relationship management (CRM)   . CRM is a technique that uses IT to 

develop an ongoing relationship with customers to maximize the value an organization can 

deliver to them over time. By the 2000s most large companies had installed sophisticated 

CRM IT to track customers’ changing demands for a company’s products; this became a vital 

tool to maximize responsiveness to customers. CRM IT monitors, controls, and links each of 

the functional activities involved in marketing, selling, and delivering products to custom-

ers, such as monitoring the delivery of products through the distribution channel, monitoring 

salespeople’s selling activities, setting product pricing, and coordinating after-sales service. 

CRM systems have three interconnected components: sales and selling, after-sales service 

and support, and marketing. 

 Suppose a sales manager has access only to sales data that show the total sales revenue 

each salesperson generated in the last 30 days. This information does not break down how 

much revenue came from sales to existing customers versus sales to new customers. What 

important knowledge is being lost? First, if most revenues are earned from sales to existing 

customers, this suggests that the money being spent by a company to advertise and promote 

its products is not attracting new customers and so is being wasted. Second, important dimen-

sions involved in sales are pricing, financing, and order processing. In many companies, to 

close a deal, a salesperson has to send the paperwork to a central sales office that handles mat-

ters such as approving the customer for special financing and determining specific shipping 

and delivery dates. In some companies, different departments handle these activities, and it 

can take a long time to get a response from them; this keeps customers waiting—something 

that often leads to lost sales. Until CRM systems were introduced, these kinds of problems 

were widespread and resulted in missed sales and higher operating costs. Today the sales and 

selling CRM software contains  best sales practices  that analyze this information and then 

recommend ways to improve how the sales process operates. 

 One company that has improved its sales and after-sales practices by implementing CRM 

is Empire HealthChoice Inc., the largest health insurance provider in New York, which sells 

its policies through 1,800 sales agents. For years these agents were responsible for collecting 

all the customer-specific information needed to determine the price of each policy. Once they 

had collected the necessary information, the agents called Empire to get price quotes. After 

waiting days for these quotes, the agents relayed them back to customers, who often then 

modified their requests to reduce the cost of their policies. When this occurred, the agents 

had to telephone Empire again to get revised price quotes. Because this frequently happened 

several times with each transaction, it often took more than 20 days to close a sale and another 

10 days for customers to get their insurance cards.  29   

 Recognizing that these delays were causing lost sales, Empire decided to examine how 

a CRM system could improve the sales process. Its managers chose a web-based system so 

agents themselves could calculate the insurance quotes online. Once an agent enters a cus-

tomer’s data, a quote is generated in just a few seconds. The agent can continually modify a 

policy while sitting face-to-face with the customer until the policy and price are agreed upon. 

As a result, the sales process can now be completed in a few hours, and customers receive 

their insurance cards in 2 to 3 days rather than 10.  30   

 When a company implements after-sales service and support CRM software, salespeople 

are required to input detailed information about their follow-up visits to customers. Because 

the system tracks and documents every customer’s case history, salespeople have instant 

access to a record of everything that occurred during previous phone calls or visits. They 

are in a much better position to respond to customers’ needs and build customer loyalty, so a 

company’s after-sales service improves. Cell phone companies like T-Mobile and Sprint, for 
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example, require that telephone sales reps collect information about all customers’ inquiries, 

complaints, and requests, and this is recorded electronically in customer logs. The CRM mod-

ule can analyze the information in these logs to evaluate whether the customer service reps 

are meeting or exceeding the company’s required service standards. 

 A CRM system can also identify the top 10 reasons for customer complaints. Sales manag-

ers can then work to eliminate the sources of these problems and improve after-sales support 

procedures. The CRM system also identifies the top 10 best service and support practices, 

which can then be taught to all sales reps. 

 Finally, as a CRM system processes information about changing customer needs, this 

improves marketing in many ways. Marketing managers, for example, have access to detailed 

customer profiles, including data about purchases and the reasons why individuals were or 

were not attracted to a company’s products. Armed with this knowledge, marketing can better 

identify customers and the specific product attributes they desire. Traditional CRM systems 

were organized by having salespeople input customer information. Now social CRM systems 

can track customers on social media and put them on a company’s radar. For example, if a 

Twitter user posts frequently about a topic relevant to the company or about the company’s 

product, a CRM system can bring the user to the attention of the company as an important 

connection or a potential customer.  31   In sum, a CRM system is a comprehensive method of 

gathering crucial information about how customers respond to a company’s products. It is a 

powerful functional strategy used to align a company’s products with customer needs.       

 As  n oted earlier, high-quality products possess attributes such as supe-

rior design, features, reliability, and after-sales support; these products 

are designed to better meet customer requirements.  32   Quality is a concept 

that can be applied to the products of both manufacturing and service 

organizations—goods such as an Apple computer or services such as 

Southwest Airlines flight service or customer service in a Citibank branch. Why do managers 

seek to control and improve the quality of their organizations’ products?  33   There are two rea-

sons (see  Figure 9.3 ).  

 First, customers usually prefer a higher-quality product to a lower-quality product. So an 

organization able to provide,  for the same price,  a product of higher quality than a com-

petitor’s product is serving its customers better—it is being more responsive to its customers. 

Often providing high-quality products creates a brand-name reputation for an organization’s 

products. This enhanced reputation may allow the organization to charge more for its prod-

ucts than its competitors can charge, and thus it makes greater profits. For example, in 2014 

Lexus was ranked number one on the J.D. Power list of the 10 most reliable carmakers for 

the third year in a row.  34   The high quality of Lexus vehicles enables the company to charge 

higher prices for its cars than the prices charged by rival carmakers. 

 The second reason for trying to boost product quality is that higher product quality can 

increase efficiency and thereby lower operating costs and boost profits. Achieving high prod-

uct quality lowers operating costs because of the effect of quality on employee productivity: 

Improving
Quality LO9-3 

 Explain why achieving 
superior quality is so 
important, and understand 
the challenges facing 
managers and organizations 
that seek to implement total 
quality management. 

 Figure 9.3 
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Higher product quality means less employee time is wasted in making defective products 

that must be discarded or in providing substandard services, and thus less time has to be 

spent fixing mistakes. This translates into higher employee productivity, which also means 

lower costs. The way each manager can have an impact on quality and cost is discussed in the 

accompanying “Management Insight” feature.   

  Vendor Relationships Key to 
TJX’s Store Offerings 

 The TJX Companies Inc. sell clothes, shoes, handbags, and other fashions along 
with home decorating items at discounted prices. Its U.S. stores are T.J. Maxx, Mar-
shalls, Sierra Trading Post, and HomeGoods. The company was founded in 1919 as 
the New  England Trading Company and expanded into a chain of women’s clothing 
stores. The sons of the founders built the Zayre department store in the 1950s; then 
came T.J. Maxx in 1976, which was created under the Zayre name. In a major restructur-
ing in the late 1980s, the Zayre stores were sold and the company changed its name to 
TJX Companies. It later acquired Marshalls, HomeGoods, and Sierra Trading Post. 

 The company states its mission as delivering “a rapidly changing assortment of fash-
ionable, quality, brand name and designer merchandise at prices generally 20–60 percent 
below department and specialty store regular prices, every day.”  35   Aside from the savings, 
the main appeal of the stores is the “treasure-hunt shopping experience”  36   in which the 
stores have different items and a different look—often a somewhat opposite experience to 
perusing the more static seasonal product lines found in traditional  department stores.  37   

 The company’s business model allows it to perform well in almost any economic 
environment. TJX is able to sell high-quality name-brand merchandise at a discount 
by purchasing overstocks and canceled orders from other retailers. TJX buys up excess 
inventory at a steep discount, which it then passes on to the customer.  38   

 TJX stores have no walls or physical dividers between departments. This allows the 
merchandise categories to expand or contract according to supply and demand. Inven-
tory turns rapidly, which keeps stores fresh and allows the company to buy as it needs.  39   
“Our universe of over 16,000 vendors affords us tremendous flexibility, and we continue 
to strengthen our vendor relationships and build new ones to offer consumers even more 
exciting brands,” said TJX CEO Carol Meyrowitz. “While we drive our top line, we 
expect to also drive our profitability through even better inventory management and a 
further improved supply chain.”  40   

 The supply chain is important to TJX’s ability to deliver value and to properly stock 
each store. The retailer has more than 3,000 stores and plans to grow through new and 
remodeled stores, a new home office and data center, new distribution centers, and sys-
tems and supply chain improvements.  41   The company recently opened a new distribution 
center in Arizona, its first in about 10 years despite a 40 percent increased store base. 
Meyrowitz said the company will continue to invest in its supply chain in fiscal 2015.  42    

 Management 
Insight 

   Total Quality Management 
 At the forefront of the drive to improve product quality is a functional strategy known as 

total quality management.  43      Total quality management (TQM)    focuses on improving the 

quality of an organization’s products and stresses that  all  of an organization’s value chain 

activities should be directed toward this goal. TQM requires the cooperation of managers in 

every function of an organization and across functions.  44   To show how TQM works, we next 

describe the way that Citibank used the technique. Then, using Citibank as an example, we 

look at the 10 steps that are necessary for managers to implement a successful TQM program. 
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 In the 2000s Citibank’s top managers decided the bank could retain and expand its cus-

tomer base only if it could increase customer loyalty, so they decided to implement a TQM 

program to better satisfy customer needs. As the first step in its TQM effort, Citibank identi-

fied the factors that dissatisfy its customers. When analyzing the complaints, it found that 

most concerned the time it took to complete a customer’s request, such as responding to an 

account problem or getting a loan. So Citibank’s managers began to examine how they han-

dled each kind of customer request. For each distinct request, they formed a cross-functional 

team that broke down the request into the steps required, between people and departments, 

to complete the response. In analyzing the steps, teams found that many of them were unnec-

essary and could be replaced by using the right information systems. They also found that 

delays often occurred because employees did not know how to handle a request. They were 

not being given the right kind of training, and when they couldn’t handle a request, they sim-

ply put it aside until a supervisor could deal with it. 

 Citibank’s second step to increase its responsiveness was to implement an organization-

wide TQM program. Managers and supervisors were charged with reducing the complexity 

of the work process and finding the most effective way to process each particular request, 

such as a request for a loan. Managers were also charged with training employees to answer 

each specific request. The results were remarkable. For example, in the loan department the 

TQM program reduced by 75 percent the number of handoffs necessary to process a request. 

The department’s average response time dropped from several hours to 30 minutes. What are 

the 10 steps in TQM that made this possible?

     1.   Build organizational commitment to quality.  TQM will do little to improve the per-

formance of an organization unless all employees embrace it, and this often requires a 

change in an organization’s culture.  45   At Citibank the process of changing culture began 

at the top. First a group of top managers, including the CEO, received training in TQM 

from consultants from Motorola, where Six Sigma was founded (Six Sigma is trade-

marked by Motorola).  46   Each member of the top management group was then given 

the responsibility of training a group at the next level in the hierarchy, and so on down 

through the organization until all 100,000 employees had received basic TQM training.  

    2.   Focus on the customer.  TQM practitioners see a focus on the customer as the starting 

point.  47   According to TQM philosophy, the customer, not managers in quality control or 

engineering, defines what quality is. The challenge is fourfold: (1) to identify what cus-

tomers want from the good or service that the company provides; (2) to identify what the 

company actually provides to customers; (3) to identify any gap between what customers 

want and what they actually get (the quality gap); and (4) to formulate a plan for closing 

the quality gap. The efforts of Citibank managers to increase responsiveness to custom-

ers illustrate this aspect of TQM well.  

    3.   Find ways to measure quality.  Another crucial element of TQM is the development of a 

measuring system that managers can use to evaluate quality. Devising appropriate mea-

sures is relatively easy in manufacturing companies, where quality can be measured by 

criteria such as defects per million parts. It is more difficult in service companies, where 

outputs are less tangible. However, with a little creativity, suitable quality measures can 

be devised as they were by managers at Citibank. Citibank used customer satisfaction 

surveys as quality measures and defined a defect as any rating below the two highest 

ratings.  48    

    4.   Set goals and create incentives.  Once a measure has been devised, managers’ next step 

is to set a challenging quality goal and to create incentives for reaching that goal. At 

Citibank the CEO set an initial goal of reducing customer complaints by 50 percent. One 

way of creating incentives to attain a goal is to link rewards, such as bonus pay and pro-

motional opportunities, to the goal.  

    5.   Solicit input from employees.  Employees are a major source of information about the 

causes of poor quality, so it is important that managers establish a system for soliciting 

employee suggestions about improvements that can be made. At most companies, like 

Citibank, this is an ongoing endeavor—the process never stops.  

    6.   Identify   defects and trace them to their source.  A major source of product defects is the 

production system; a major source of service defects is poor customer service proce-

dures. TQM preaches the need for managers to identify defects in the work process, trace 
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those defects back to their source, find out why they occurred, and make corrections so 

they do not occur again. Today IT makes quality measurement much easier.  

      7.      Introduce just-in-time inventory systems.     Inventory    is the stock of raw materials, 

inputs, and component parts that an organization has on hand at a particular time. When 

the materials management function designs a    just-in-time  ( JIT) inventory system   , 

parts or supplies arrive at the organization when they are needed, not before. Also, 

under a JIT inventory system, defective parts enter an organization’s operating system 

immediately; they are not warehoused for months before use. This means defective 

inputs can be quickly spotted. JIT is discussed more later in the chapter.  

      8.      Work closely with suppliers.  A major cause of poor-quality finished goods is poor-quality 

component parts. To decrease product defects, materials managers must work closely 

with suppliers to improve the quality of the parts they supply. Managers at Xerox worked 

closely with suppliers to get them to adopt TQM programs, and the result was a huge 

reduction in the defect rate of component parts. Managers also need to work closely with 

suppliers to get them to adopt a JIT inventory system, also required for high quality.  

      9.      Design for ease of production.  The more steps required to assemble a product or pro-

vide a service, the more opportunities there are for making a mistake. It follows that 

designing products that have fewer parts or finding ways to simplify providing a service 

should be linked to fewer defects or customer complaints. For example, Apple continu-

ally redesigns the way it assembles its mobile digital devices to reduce the number of 

assembly steps required, and it constantly searches for new ways to reduce the num-

ber of components that have to be linked together. The consequence of these redesign 

efforts was a continuous fall in assembly costs and marked improvement in product 

quality during the 2000s. At Citibank, defect detection and resolution lead to better 

performance in process time, cash management, and customer satisfaction.  49    

    10.       Break down barriers between functions.  Successful implementation of TQM requires 

substantial cooperation between the different value chain functions. Materials managers 

have to cooperate with manufacturing managers to find high-quality inputs that reduce 

manufacturing costs; marketing managers have to cooperate with manufacturing so that 

customer problems identified by marketing can be acted on; information systems have 

to cooperate with all other functions of the company to devise suitable IT training pro-

grams; and so on. At Citibank, a cross-functional process mapping method was used to 

describe the functions involved in each step of a process flow.  50      

 In essence, to increase quality, all functional managers need to cooperate to develop goals 

and spell out exactly how they will be achieved. Managers should embrace the philosophy 

that mistakes, defects, and poor-quality materials are not acceptable and should be elimi-

nated. Functional managers should spend more time working with employees and provid-

ing them with the tools they need to do the job. Managers should create an environment in 

which employees will not be afraid to report problems or recommend improvements. Output 

goals and targets need to include not only numbers or quotas but also some indicators of 

quality to promote the production of defect-free output. Functional managers also need to 

train employees in new skills to keep pace with changes in the workplace. Finally, achieving 

better  quality requires that managers develop organizational values and norms centered on 

 improving quality. 

  SIX SIGMA   One TQM technique called    Six Sigma    has gained increasing popularity in 

the last decade, particularly because of the well-publicized success GE enjoyed as a result 

of implementing it across its operating divisions. The goal of Six Sigma is to improve a 

company’s quality to only three defects per million by systematically altering the way all 

the processes involved in value chain activities are performed, and then carefully measur-

ing how much improvement has been made using statistical methods. Six Sigma shares with 

TQM its focus on improving value chain processes to increase quality; but it differs because 

TQM emphasizes top-down organizationwide employee involvement, whereas the Six Sigma 

approach is to create teams of expert change agents, known as “green belts and black belts,” 

to take control of the problem-finding and problem-solving process and then to train other 

employees in implementing solutions. The accompanying “Management Insight” feature 

shows how Six Sigma works for the city of Tyler, Texas.        
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  Everything’s Coming up Roses 
in One Texas Town 

 Tyler is a city of more than 107,000 people in the northeast quadrant of Texas.  51   It has
the largest rose garden in the United States and a large rose-growing industry, 
 earning it  the nickname “Rose Capital of America.”  52   Tyler Rose Garden has more 
than 500 varieties of roses. Each year the city hosts a rose festival when hundreds of 
 thousands of roses are in bloom. Visitors can tour the Rose Museum and attend the 
Rose Parade. 

 But lately the city has also been noted for a quality control initiative that has saved it 
from some thorny issues. In 2009, facing reduced revenues from sales taxes and sluggish 
property values, the city hired a Six Sigma Master Black Belt and began training city 
employees in Lean Six Sigma, a branch of Six Sigma that focuses on eliminating waste 
in manufacturing and other areas. By 2014, when it was announced that Lean Six Sigma 
programs had saved more than $5 million for the city, almost 27 percent of city employ-
ees had been trained in Lean Six Sigma and worked on Lean Six Sigma projects as part 
of their regular workloads. 

 “In five short years, we’ve changed the culture of how we look at our jobs at city 
hall,” Mayor Barbara Bass said. “For whichever department you’re in, you’re . . .  look-
ing with new eyes on how to improve your departments, and your friends from other 
departments are stepping up and helping you with that process.”  53   

 The city has completed more than 90 Lean Six Sigma projects and still has 35 more 
in process, according to City Manager Mark McDaniel. One project entailed developing 
and implementing inventory control. Before the Lean Six Sigma project, Tyler Purchas-
ing Manager Sherry Pettit said no inventory was being done at the water utilities service 
center meter shop. “It was kind of a mess. We really didn’t know what was in there or 
anything. So . . .  we went in and cleaned it all up.”  54   

 Another project involved cleaning up the filing protocols and systems in the city attor-
ney’s office. A legal assistant commented, “It was taking us on average about 25 minutes 
to find our documents and everything, and after our project it saved about $10,000 in 
salary costs and got it down to four minutes.”  55   

 These and other projects led to reductions in overtime and improved waste collec-
tion. While the city population has grown by 30 percent since the mid-1980s, the Lean 
Six Sigma projects made it possible for the city services to work with roughly the same 
number of employees it had in the mid-1980s. 

 The city posts a list of its Lean Six Sigma Green Belts and Black Belts on its 
web page. Green Belts require 80 hours of training and are then assigned projects 
within the scope of the Green Belt’s current job. Traditionally, a Green Belt would be 
trained in full-day, weeklong increments over two months. However, Tyler changed 
the format to four weeks of half-day training over four months. To be fully certified, 
a Green Belt must complete a Lean Six Sigma project within a year. Candidates for 
Black Belts are selected from the pool of Green Belts and attend an additional 
80 hours of training. In Tyler, Black Belts participate in multiple projects across the 
city. As part of the certification, Black Belts must complete two Lean Six Sigma proj-
ects within a year, mentor Green Belts, and work to spread Lean Six Sigma through-
out the organization.  56   

 Barbara Bass, the mayor, said: “All of our Green Belts and Black Belts have 
completed projects that are focused on improving a city process, saving either time 
or money. Many other city employees have participated on project teams that put 
improvement into the hands of those most familiar with the process—our frontline 
employees.”  57   

 In Tyler style, the announcement of the savings accrued from Lean Six Sigma was 
made in the city’s Rose Garden.  

 Management 
Insight 
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  T h e third goal of value chain management is to increase the efficiency 

of the various functional activities. The fewer the input resources 

required to produce a given volume of output, the higher will be the 

efficiency of the operating system. So efficiency is a useful measure of 

how well an organization uses all its resources—such as labor, capital, 

materials, or energy—to produce its outputs, or goods and services. Developing functional 

strategies to improve efficiency is an extremely important issue for managers because 

increased efficiency lowers production costs, which lets an organization make a greater 

profit or attract more customers by lowering its price. Several important functional strategies 

are discussed here.  

   Facilities Layout, Flexible Manufacturing, 
and Efficiency 
 The strategies managers use to lay out or design an organization’s physical work facilities 

also determine its efficiency. First, the way in which machines and workers are organized or 

grouped together into workstations affects the efficiency of the operating system. Second, a 

major determinant of efficiency is the cost associated with setting up the equipment needed to 

make a particular product.    Facilities layout    is the strategy of designing the machine–worker 

interface to increase operating system efficiency.    Flexible manufacturing    is a strategy 

based on the use of IT to reduce the costs associated with the product assembly process or the 

way services are delivered to customers. For example, this might be how computers are made 

on a production line or how patients are routed through a hospital. 

  FACILITIES LAYOUT   The way in which machines, robots, and people are grouped 

together affects how productive they can be.  Figure 9.4  shows three basic ways of arranging 

workstations: product layout, process layout, and fixed-position layout.  

 In a  product layout,  machines are organized so that each operation needed to manufacture 

a product or process a patient is performed at workstations arranged in a fixed sequence. In 

manufacturing, workers are stationary in this arrangement, and a moving conveyor belt takes 

the product being worked on to the next workstation so that it is progressively assembled. 

Mass production is the familiar name for this layout; car assembly lines are probably the 

best-known example. It used to be that product layout was efficient only when products were 

Improving
Efficiency
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created in large quantities; however, the introduction of modular assembly lines controlled by 

computers is making it efficient to make products in small batches. 

 In a  process layout,  workstations are not organized in a fixed sequence. Rather, each work-

station is relatively self-contained, and a product goes to whichever workstation is needed to 

perform the next operation to complete the product. Process layout is often suited to manu-

facturing settings that produce a variety of custom-made products, each tailored to the needs 

of a different kind of customer. For example, a custom furniture manufacturer might use a 

process layout so different teams of workers can produce different styles of chairs or tables 

made from different kinds of woods and finishes. Such a layout also describes how a patient 

might go through a hospital from emergency room to X-ray room, to operating room, and 

so on. A process layout provides the flexibility needed to change a product, whether it is a 

PC or a patient’s treatment. Such flexibility, however, often reduces efficiency because it is 

expensive. 

 In a  fixed-position layout,  the product stays in a fixed position. Its component parts are 

produced in remote workstations and brought to the production area for final assembly. 

Increasingly, self-managed teams are using fixed-position layouts. Different teams assemble 

each component part and then send the parts to the final assembly team, which makes the final 

product. A fixed-position layout is commonly used for products such as jet airliners, main-

frame computers, and gas turbines—products that are complex and difficult to assemble or so 

large that moving them from one workstation to another would be difficult. Even companies 

that specialize in office architecture have rethought their workspaces, as the accompanying 

“Management Insight” feature discusses.   

  Workspace Company Redefines Its Own 
Workspace Philosophy, Putting Its Money 
Where Its Mouth Is 

 Steelcase develops and manufactures office furniture, technology, and other office archi-
tecture. The Michigan-based company was founded in 1912 as the Metal Office Furni-
ture Company. Its first patent was in 1914 on a metal wastebasket—an important item in 
an era when straw wastebaskets were fire hazards. The company went on to develop and 
sell many office products. In 1954 the name was changed to Steelcase.  58   

 In the more than 100 years that the company has been around, workspace design has 
changed. As CEO Jim Hackett explains it, workers used to jockey to be closer to the 
CEO. Like the organizational chart, the closer a person was to the CEO, the more power 
the person had. Now information is power, and the design of the workspace should 
reflect and promote that. 

 In 2014 Steelcase published a study suggesting that the design of offices affects the 
emotional well-being of employees, which can have an impact on business results. The 
study suggested that workspaces can support positive emotions by encouraging a sense 
of belonging, helping workers see their worth, and promoting mindfulness.  59   

 Workspace should “celebrate the shift of what we call the ‘I’ space to the ‘we’ space,” 
Hackett says. “Space has to enable and empower information in ways we only imagine . . .  
(across) a continuum of I and we work . . .  people need a range of settings to accommo-
date focused, collaborative, and social work in both open and enclosed environments—in 
other words, a palette of place.”  60   

 Steelcase does not just sell the products that make new workspaces possible—it has 
changed its own workspaces to allow for communication and an open culture. One of 
Hackett’s first acts as CEO was to move all executive offices onto floors designed around 
important issues facing the company. Instead of giving executives space, Hackett assigns 
space to “command-level projects.”  61   This shifts the focus of meetings back to business 
and products, and helps foster team building. 

 Management 
Insight 
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 “Innovation requires collective ‘we’ work,” Hackett says. “To this end, it’s critical to 
design spaces that not only support collaboration, but augment it (with) spaces that pro-
mote eye-to-eye contact, provide everyone with equal access to information, and allow 
people to move around and participate freely.”  62    

  FLEXIBLE MANUFACTURING   In a manufacturing company, a major source of costs 

is setting up the equipment needed to make a particular product. One of these costs is that 

of production forgone because nothing is produced while the equipment is being set up. For 

example, components manufacturers often need as much as half a day to set up automated 

production equipment when switching from production of one component part (such as a 

washer ring for the steering column of a car) to another (such as a washer ring for the steering 

column of a truck). During this half-day, a manufacturing plant is not producing anything, but 

employees are paid for this “nonproductive” time. 

 It follows that if setup times for complex production equipment can be reduced, so can 

setup costs, and efficiency will rise; that is, the time that plant and employees spend in actu-

ally producing something will increase. This simple insight has been the driving force behind 

the development of flexible manufacturing techniques. 

 Flexible manufacturing aims to reduce the time required to set up production equipment.  63   

By redesigning the manufacturing process so production equipment geared for manufactur-

ing one product can be quickly replaced with equipment 

geared to make another product, setup times and costs can 

be reduced dramatically. Another favorable outcome from 

flexible manufacturing is that a company can produce many 

more varieties of a product than before in the same amount 

of time. Thus flexible manufacturing increases a company’s 

ability to be responsive to its customers.  

 To obtain the benefits from flexible manufacturing, Gen-

eral Motors built a plant in Lansing, Michigan, in 2001 that 

can expand as the company sees fit. When it was first built, 

the company’s Grand River Assembly plant was already 

more flexible than its other plants.  64   It was modeled after 

GM’s innovative overseas facilities. While some GM execu-

tives expressed concern that the site was too small to work 

well, the plant has received praise for its capacity to manu-

facture a variety of car models, as well as for the collabora-

tive team management style it facilitates and its automation 

capabilities. And GM plans to add on to the plant. In 2013 

GM announced that it would build a $44.5 million Logistics 

Optimization Center. The expansion will include a building 

in which parts will be sorted and delivered for the assembly 

line. In 2014 GM announced that a $162 million stamping plant would be added to the site. 

Stamping plants make parts for auto assembly lines.  65     

  Just-in-Time Inventory and Efficiency 
 As noted earlier, a just-in-time inventory system gets components to the assembly line just 

as they are needed and thus drives down costs. In a JIT inventory system, component parts 

travel from suppliers to the assembly line in a small wheeled container known as a  kanban.  

Assembly-line workers empty the kanbans, which are sent back to the suppliers as the signal to 

produce another small batch of component parts, and so the process repeats itself. This system 

can be contrasted with a just-in-case view of inventory, which leads an organization to stock-

pile excess inputs in a warehouse in case it needs them to meet sudden upturns in demand. 

 JIT inventory systems have major implications for efficiency. Great cost savings can result 

from increasing inventory turnover and reducing inventory holding costs, such as warehous-

ing and storage costs and the cost of capital tied up in inventory. Although companies that 

manufacture and assemble products can obviously use JIT to great advantage, so can service 

  Housing units move on the production line as employees 
of Toyota Motor Corporation work during the installation 
process at the company’s Kasugai Housing Works, one of 
the plants of Toyota home-brand houses on Kasugai, Aichi 
 Prefecture, Japan. Toyota entered the housing industry 
30 years ago applying the plant technology and experience it 
gained through producing cars. 
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organizations.  66   Walmart, the biggest retailer in the United States, uses JIT systems to replen-

ish the stock in its stores at least twice a week. Many Walmart stores receive daily deliveries. 

As soon as goods are purchased, new ones are ordered through Walmart’s sophisticated sup-

ply chain. However, while the supply chain does a good job of getting the goods to stores, 

Walmart recently ran into some problems with stores that were so leanly staffed, there were 

not enough people to move the goods from the storage area to the shelves. To maintain its 

efficiency-based competitive advantage, Walmart will need to bring staffing up to optimal 

levels as well.  67   

 Even a small company can benefit from a kanban system, as the experience of United 

Electric Controls, headquartered in Watertown, Massachusetts, suggests. United Electric is 

the market leader in the manufacture of alarm and shutdown switches for industrial plant 

safety. At one time the company simply stored all its inputs in a warehouse and dispensed 

them as needed. Then it decided to reduce costs by storing the inputs closer to their point of 

use in the production system. This led to inaccurate part counts and caused production stop-

pages due to a lack of inputs. 

 So managers decided to experiment with a supplier kanban system even though United 

Electric had fewer than 40 suppliers and they were up to date with its input requirements. 

Managers decided to store a three-week supply of parts in a central storeroom—a supply 

large enough to avoid unexpected shortages.  68   They began by asking their casting supplier to 

deliver inputs in kanbans and bins. Once a week, this supplier checks the bins to determine 

how much stock needs to be delivered the following week. Other suppliers were then asked 

to participate in this system, and now more than 35 major suppliers operate some form of the 

kanban system. 

 By all measures of performance, the kanban system has succeeded. Inventory holding 

costs have fallen sharply. Products are delivered to all customers on time. And new products’ 

design-to-production cycles have dropped by 50 percent because suppliers are now involved 

much earlier in the design process so they can supply new inputs as needed.  

  Self-Managed Work Teams and Efficiency 
 Another functional strategy to increase efficiency is the use of self-managed work teams.  69   

A typical self-managed team consists of 5 to 15 employees who produce an entire product 

instead of just parts of it.  70   Team members learn all team tasks and move from job to job. The 

result is a flexible workforce because team members can fill in for absent coworkers. The 

members of each team also assume responsibility for scheduling work and vacations, order-

ing materials, and hiring new members—previously all responsibilities of first-line managers. 

Because people often respond well to greater autonomy and responsibility, the use of empow-

ered self-managed teams can increase productivity and efficiency. Moreover, cost savings 

arise from eliminating supervisors and creating a flatter organizational hierarchy, which fur-

ther increase efficiency. 

 The effect of introducing self-managed teams is often an increase in efficiency of 30 percent 

or sometimes much more. After the introduction of flexible manufacturing technology and 

self-managed teams, a GE plant in Salisbury, North Carolina, increased efficiency by 250 per-

cent compared with other GE plants producing the same products.  71    

  Process Reengineering and Efficiency 
 The value chain is a collection of functional activities or business processes that trans-

forms one or more kinds of inputs to create an output that is of value to the customer.  72   

    Process reengineering    involves the fundamental rethinking and radical redesign of business 

processes (and thus the  value chain ) to achieve dramatic improvements in critical measures 

of performance such as cost, quality, service, and speed.  73   Order fulfillment, for example, 

can be thought of as a business process: When a customer’s order is received (the input), 

many different functional tasks must be performed as necessary to process the order, and then 

the ordered goods are delivered to the customer (the output). Process reengineering boosts 

efficiency when it reduces the number of order fulfillment tasks that must be performed, or 

reduces the time they take, and so reduces operating costs. 

    process reengineering    
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and radical redesign of busi-
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such as cost, quality, service, 

and speed.   
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 For an example of process reengineering in practice, consider how Ford used it. One 

day a manager from Ford was working at its Japanese partner Mazda and discovered 

that Mazda had only five people in its accounts payable department. The Ford manager 

was shocked because Ford’s U.S. operation had 500 employees in accounts payable. He 

reported his discovery to Ford’s U.S. managers, who decided to form a task force to study 

this difference. 

 Ford managers discovered that procurement began when the purchasing department sent 

a purchase order to a supplier and sent a copy of the purchase order to Ford’s accounts pay-

able department. When the supplier shipped the goods and they arrived at Ford, a clerk at the 

receiving dock completed a form describing the goods and sent the form to accounts payable. 

The supplier, meanwhile, sent accounts payable an invoice. Thus accounts payable received 

three documents relating to these goods: a copy of the original purchase order, the receiving 

document, and the invoice. If the information in all three was in agreement (most of the time 

it was), a clerk in accounts payable issued payment. Occasionally, however, all three docu-

ments did not agree. And Ford discovered that accounts payable clerks spent most of their 

time straightening out the 1 percent of instances in which the purchase order, receiving docu-

ment, and invoice contained conflicting information.  74   

 Ford managers decided to reengineer the procurement process to simplify it. Now when 

a buyer in the purchasing department issues a purchase order to a supplier, that buyer also 

enters the order into an online database. As before, suppliers send goods to the receiving 

dock. When the goods arrive, the clerk at the receiving dock checks a computer terminal to 

see whether the received shipment matches the description on the purchase order. If it does, 

the clerk accepts the goods and pushes a button on the terminal keyboard that tells the data-

base the goods have arrived. Receipt of the goods is recorded in the database, and a computer 

automatically issues and sends a check to the supplier. If the goods do not correspond to the 

description on the purchase order in the database, the clerk at the dock refuses the shipment 

and sends it back to the supplier. 

 Payment authorization, which used to be performed by accounts payable, is now accom-

plished at the receiving dock. The new process has come close to eliminating the need for 

an accounts payable department. In some parts of Ford, the size of the accounts payable 

department has been cut by 95 percent. By reducing the head count in accounts payable, the 

reengineering effort reduced the amount of time wasted on unproductive activities, thereby 

increasing the efficiency of the total organization.  

  Information Systems, the Internet, 
and Efficiency 
 With the rapid spread of computers, the explosive growth of the Internet and corporate 

intranets, and high-speed digital Internet technology, the information systems function is 

moving to center stage in the quest for operating efficiencies and a lower cost structure. The 

impact of information systems on productivity is wide-ranging and potentially affects all 

other activities of a company. For example, Cisco Systems has been able to realize significant 

cost savings by moving its ordering and customer service functions online. Cisco Systems 

designs, manufactures, and sells networking equipment. The company has just 300 service 

agents handling all its customer accounts, compared to the 900 it would need if sales were not 

handled online. The difference represents an annual savings of $30 million a year. Moreover, 

without automated customer service functions, Cisco calculates that it would need at least 

1,000 additional service engineers, which would cost around $100 million. 

 All large companies today use the Internet to manage the value chain, feeding real-time 

information about order flow to suppliers, which use this information to schedule their own 

production to provide components on a just-in-time basis. This approach reduces the costs of 

coordination both between the company and its customers and between the company and its sup-

pliers. Using the Internet to automate customer and supplier interactions substantially reduces 

the number of employees required to manage these interfaces, which significantly reduces costs. 

This trend extends beyond high-tech companies. Banks and financial service companies are 

finding that they can substantially reduce costs by moving customer accounts and support func-

tions online. Such a move reduces the need for customer service representatives, bank tellers, 
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stockbrokers, insurance agents, and others. For example, it costs about $1 when a customer 

executes a transaction at a bank, such as shifting money from one account to another; over the 

Internet the same transaction costs about $0.01.      

 As   discussed in Chapter 6,  technology  comprises the skills, know-how, 

experience, body of scientific knowledge, tools, machines, computers, 

and equipment used in the design, production, and distribution of goods 

and services. Technology is involved in all functional activities, and the 

rapid advance of technology today is a significant factor in managers’ 

attempts to improve how their value chains innovate new kinds of goods and services or ways 

to provide them.  

   Two Kinds of Innovation  
 Two principal kinds of innovation can be identified based on the nature of the technological 

change that brings them about.    Quantum product innovation    results in the development of 

new, often radically different, kinds of goods and services because of fundamental shifts in 

technology brought about by pioneering discoveries. Examples are the creation of the Inter-

net and the World Wide Web that have revolutionized the computer, cell phone, and media/

music industries, and biotechnology, which has transformed the treatment of illness by creat-

ing new, genetically engineered medicines. Chipotle started a restaurant trend called “fast 

casual” that offers rapidly prepared but high-quality food in an upscale dining environment. 

Prices are higher than typical fast-food chains.  75   

    Incremental product innovation    results in gradual improvements and refinements 

of products over time as existing technologies are perfected and functional managers, like 

those at Apple, Toyota, and McDonald’s, learn how to perform value chain activities in bet-

ter ways—ways that add more value to products. For example, since their debut, Google’s 

staffers have made thousands of incremental improvements to the company’s search engine, 

Chrome Internet browser, and Android operating system—changes that have enhanced their 

capabilities enormously such as giving them the ability to work on all kinds of mobile devices 

and making them available in many different languages. 

 Quantum product innovations are relatively rare; most managers’ activities focus on incre-

mental product innovations that result from ongoing technological advances. For example, every 

time Dell or HP puts a new, faster Intel or AMD chip into a PC, or Google improves its search 

engine’s capability, the company is making incremental product innovations. Similarly, every 

time car engineers redesign a car model, and every time McDonald’s managers work to improve 

the flavor and texture of burgers, fries, and salads, their product development efforts are intended 

to lead to incremental product innovations. Incremental innovation is frequently as important 

as—or even more important than—quantum innovation in raising a company’s performance. 

Indeed, as discussed next, it is often managers’ ability to successfully manage incremental prod-

uct development that results in success or failure in an industry—as Dell found out to its cost. 

 The need to speed innovation and quickly develop new and improved products becomes espe-

cially important when the technology behind the product is advancing rapidly. This is because the 

first companies in an industry to adopt the new technology will be able to develop products that 

better meet customer needs and gain a “first-mover” advantage over their rivals. Indeed, manag-

ers who do not quickly adopt and apply new technologies to innovate products may soon find 

they have no customers for their products—and destroy their organizations. In sum, the greater 

the rate of technological change in an industry, the more important it is for managers to innovate.  

  Strategies to Promote Innovation and 
Speed Product Development 
 There are several ways in which managers can promote innovation and encourage the devel-

opment of new products.    Product development    is the management of the value chain 

Improving
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activities involved in bringing new or improved goods and services to the market. The steps 

that Monte Peterson, former CEO of Thermos, took to develop a new barbecue grill show 

how good product development should proceed. Peterson had no doubt about how to increase 

Thermos’s sales of barbecue grills: motivate Thermos’s functional managers to create new 

and improved models. So Peterson assembled a cross-functional product development team 

of five functional managers (from marketing, engineering, manufacturing, sales, and finance) 

and told them to develop a new barbecue grill within 18 months. To ensure that they were not 

spread too thin, he assigned them to this team only. Peterson also arranged for leadership of 

the team to rotate. Initially, to focus on what customers wanted, the marketing manager would 

take the lead; then, when technical developments became the main consideration, leadership 

would switch to engineering; and so on. 

 Team members christened the group the “lifestyle team.” To find out what people really 

wanted in a grill, the marketing manager and nine subordinates spent a month on the road, 

visiting customers. What they found surprised them. The stereotype of Dad slaving over a 

smoky barbecue grill was wrong—more women were barbecuing. Many cooks were tired of 

messy charcoal, and many homeowners did not like rusty grills that spoiled the appearance 

of their decks. Moreover, environmental and safety issues were increasing in importance. In 

California charcoal starter fluid is considered a pollutant and is banned; in New Jersey the 

use of charcoal and gas grills on the balconies of condos and apartments has been prohibited 

to avoid fires. Based on these findings, the team decided Thermos had to produce a barbecue 

grill that not only made the food taste good but also looked attractive, used no pollutants, and 

was safe for balcony use (which meant it had to be electric). 

 Within one year the basic attributes of the product were defined, and leadership of the team 

moved to engineering. The critical task for engineering was to design a grill that gave food the 

cookout taste that conventional electric grills could not provide because they did not get hot 

enough. To raise the cooking temperature, Thermos’s engineers designed a domed vacuum 

top that trapped heat inside the grill, and they built electric heat rods directly into the surface 

of the grill. These features made the grill hot enough to sear meat and give it brown barbecue 

lines and a barbecue taste. 

 Manufacturing had been active from the early days of the development process, mak-

ing sure any proposed design could be produced economically. Because manufacturing was 

involved from the beginning, the team avoided some costly mistakes. At one critical team 

meeting the engineers said they wanted tapered legs on the grill. Manufacturing explained 

that tapered legs would have to be custom-made—and would raise manufacturing costs—and 

persuaded the team to go with straight legs. 

 When the new grill was introduced on schedule, it was an immediate success. The study of 

many product development successes, such as that of Thermos’s lifestyle team, suggests three 

strategies managers can implement to increase the likelihood that their product development 

efforts will result in innovative and successful new products. 

  INVOLVE BOTH CUSTOMERS AND SUPPLIERS   Many new products fail when 

they reach the marketplace because they were designed with scant attention to customer 

needs. Successful product development requires inputs from more than just an organization’s 

members; also needed are inputs from customers and suppliers. Thermos team members 

spent a month on the road, visiting customers to identify their needs. The revolutionary elec-

tric barbecue grill was a direct result of this process. In other cases companies have found 

it worthwhile to include customer representatives as peripheral members of their product 

development teams. Boeing, for example, has included its customers, the major airlines, in 

the design of its most recent commercial jet aircraft, the 787 Dreamliner.  Boeing builds a 

mockup of the aircraft’s cabin and then, over a period of months, allows each airline’s repre-

sentatives to experiment with repositioning the galleys, seating, aisles, and bathrooms to best 

meet the needs of their particular airline. Boeing has learned a great deal from this process.  

  ESTABLISH A STAGE–GATE DEVELOPMENT FUNNEL   One of the most com-

mon mistakes managers make in product development is trying to fund too many new projects 

at any one time. This approach spreads the activities of the different value chain functions too 

thinly over too many different projects. As a consequence, no single project is given the func-

tional resources and attention required. 
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 One strategy for solving this problem is for managers to develop a structured process for 

evaluating product development proposals and deciding which to support and which to reject. 

A common solution is to establish a    stage–gate development funnel   , a technique that forces 

managers to choose among competing projects so functional resources are not spread thinly 

over too many projects. The funnel gives functional managers control over product devel-

opment and allows them to intervene and take corrective action quickly and appropriately 

(see  Figure 9.5 ).  

 At stage 1 the development funnel has a wide mouth, so top managers initially can encour-

age employees to come up with as many new product ideas as possible. Managers can cre-

ate incentives for employees to come up with ideas. Many organizations run “bright-idea 

programs” that reward employees whose ideas eventually make it through the development 

process. Other organizations allow research scientists to devote a certain amount of work time 

to their own projects. Top managers at 3M, for example, have a 15 percent rule: They expect a 

research scientist to spend 15 percent of the workweek working on a project of his or her own 

choosing. Ideas may be submitted by individuals or by groups. Brainstorming (see Chapter 7) 

is a technique that managers frequently use to encourage new ideas. 

 New product ideas are written up as brief proposals. The proposals are submitted to a 

cross-functional team of managers, who evaluate each proposal at gate 1. The cross-functional 

team considers a proposal’s fit with the organization’s strategy and its technical feasibility. 

 Proposals that are consistent with the strategy of the organization and are judged technically 

feasible pass through gate 1 and into stage 2. Other proposals are turned down (although the 

door is often left open for reconsidering a proposal later). 

 The primary goal in stage 2 is to draft a detailed product development plan. The    product 

development plan    specifies all of the relevant information that managers need to decide 

whether to go ahead with a full-blown product development effort. The product develop-

ment plan should include strategic and financial objectives, an analysis of the product’s 

market potential, a list of desired product features, a list of technological requirements, 

a list of financial and human resource requirements, a detailed development budget, and a 

time line that contains specific milestones (for example, dates for prototype completion and 

final launch). 

 A cross-functional team of managers normally drafts this plan. Good planning requires a 

good strategic analysis (see Chapter 8), and team members must be prepared to spend consid-

erable time in the field with customers, trying to understand their needs. Drafting a product 

development plan generally takes about three months. Once completed, the plan is reviewed 

by a senior management committee at gate 2 (see  Figure 9.5 ). These managers focus on the 

details of the plan to see whether the proposal is attractive (given its market potential) and 

viable (given the technological, financial, and human resources that would be needed to 

develop the product). Senior managers making this review keep in mind all other product 
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development efforts currently being undertaken by the organization. One goal at this point is 

to ensure that limited organizational resources are used to their maximum effect. 

 At gate 2 projects are rejected, sent back for revision, or allowed to pass through to stage 3, 

the development phase. Product development starts with the formation of a cross-functional 

team that is given primary responsibility for developing the product. In some companies, at the 

beginning of stage 3 top managers and cross-functional team members sign a     contract book   , 

a written agreement that details factors such as responsibilities, resource commitments, bud-

gets, time lines, and development milestones. Signing the contract book is viewed as the sym-

bolic launch of a product development effort. The contract book is also a document against 

which actual development progress can be measured. At 3M, for example, team members and 

top management negotiate a contract and sign a contract book at the launch of a development 

effort, thereby signaling their commitment to the objectives contained in the contract. 

 The stage 3 development effort can last anywhere from six months to 10 years, depend-

ing on the industry and type of product. Some electronics products have development cycles 

of six months, but it takes from three to five years to develop a new car, about five years to 

develop a new jet aircraft, and as long as 10 years to develop a new medical drug.  

  ESTABLISH CROSS-FUNCTIONAL TEAMS   A smooth-running cross-functional 

team also seems to be a critical component of successful product development, as the expe-

rience of Thermos suggests. Marketing, engineering, and manufacturing personnel are 

   core members    of a successful product development team—the people who have primary 

responsibility for the product development effort. Other people besides core members work 

on the project when the need arises, but the core members (generally from three to six indi-

viduals) stay with the project from inception to completion of the development effort (see 

 Figure 9.6 ).  

 The reason for using a cross-functional team is to ensure a high level of coordination and 

communication among managers in different functions. Input from both marketing and manu-

facturing members of Thermos’s lifestyle team determined the characteristics of the barbecue 

that the engineers on the team ended up designing. 

 If a cross-functional team is to succeed, it must have the right kind of leadership and it must 

be managed effectively. To be successful, a product development team needs a team leader 

who can rise above a functional background and take a cross-functional view. In addition 
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to having effective leadership, successful cross-functional product development teams have 

several other key characteristics. Often core members of successful teams are located close to 

one another, in the same office space, to foster a sense of shared mission and commitment to 

a development program. Successful teams develop a clear sense of their objectives and how 

they will be achieved, the purpose again being to create a sense of shared mission. Thermos 

eventually sold its grill business to the Char-Broil Division of W.C. Bradley Co. But its story 

demonstrates the three strategies that help ventures succeed: involving customers and suppli-

ers, establishing a stage-gate development funnel, and establishing cross-functional teams. 

The way in which the Lego Group manages its product quality is discussed in the accompany-

ing “Management Insight” feature.  

  Legos Doesn’t Play Around When 
It Comes to Quality 

 “Lego” is an abbreviation of two Danish words: “leg” meaning play and “godt” meaning 
well.  76   The company, based in Denmark, was founded by Ole Kirk Kristiansen and has 
been passed from father to son over the years. It is now owned by Kjeld Kirk Kristiansen, 
a grandchild of the founder.  77   

 The company is known for high-quality manufacturing. The LEGO Group, founded 
in 1932,  78   has made more than 560 billion of those colorful interlocking plastic parts 

kids (and even adults) have been building with for decades.  79   
While the company also has launched supporting movies, video 
games, and themed amusement parks, its interlocking bricks 
remain its flagship product. 

 On its web page, the company touts its position on quality: 
“From a reputation for manufacturing excellence to becoming 
trusted by all—we believe in quality that speaks for itself and 
earns us the recommendation of all. For us quality means the 
challenge of continuous improvement to be the best toy, the best 
for children and their development and the best to our commu-
nity and partners.”  80   

 Anyone who has played with Legos knows that the pieces 
(bricks, mostly) have to snap together. This leaves little room in 
the Lego manufacturing process for error. If the manufacturing 
process were to produce bricks that did not connect, the play sets 
would get a big thumbs down from children. 

 The company has several plants around the world making 
Lego bricks. Every plant must have the same specifications so 
that bricks created in one plant will lock with bricks created in 
another plant.    Quality control is so high that only 18 out of 1 
million pieces are found to be defective. The company’s molds 
have a precision tolerance of 0.002 millimeters.  81   

 To keep quality and specifications identical around the world, 
Lego provides the same training at different plants. Also, the 
equipment at all plants is standardized, so quality workers in dif-
ferent plants can share knowledge with one another.      

 Lego is also concerned with safety. John Hansen, senior vice 
president for engineering and quality at Lego’s headquarters in 
Denmark, defines “a safe element” as one “that won’t hurt any-
body. But also that works as we expect it, that the appearance of 
the element and the dimensions are as expected.”  82   Every Lego 
brick has its own numeric ID. The company also is considering 

 Management 
Insight 

Lego is known for its interlocking brick pieces. To 
maintain its high quality control standards, Lego stan-
dardizes its equipment and trains its employees in the 
same way.
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new materials for the bricks. The company is researching new material that is better for 
the environment than polymers. Lego also has reduced the size of packaging by making 
boxes smaller, which saves on cardboard and on  shipping costs. 

 In 2014, Lego was No. 9 on the “Global RepTrak 100: The World’s Most Reputable 
Companies” list.  83   

 “The reason for this honor comes down to this. Lego delivers what it promises in 
its advertising,” Hansen said. “It stands by its toys with a deeply rooted corporate phi-
losophy of how the power of constructive play can drive the development of intellectual 
competencies—spatial, mathematical, and scientific inquiry. And, significantly, children 
(and adults, who are we kidding) develop and build on the habits of mind to develop and 
promote STEM [science, technology, engineering, and math] learning.”  84   

 In reference to the Lego Group’s results, Henrik Strøier, managing partner of the 
 Reputation Institute, agreed with Hansen. “Support is driven by who you are as a com-
pany; how fair you are when doing business, how you support the community, how 
sustainable your operation is, and how compelling your vision for the future is,” he said. 
“What Lego does so well in these years is to engage with its customers, consumers, 
suppliers, partners, and opinion leaders on issues that matter to them; workplace, gover-
nance, and citizenship while producing amazing products.”  85    

 Managing innovation is an increasingly important aspect of a manager’s job in an era of 

dramatic changes in advanced IT. Promoting successful new product development is difficult 

and challenging, and some product development efforts are much more successful than oth-

ers. In sum, managers need to recognize that successful innovation and product development 

cut across roles and functions and require a high level of cooperation. They should recognize 

the importance of common values and norms in promoting the high levels of cooperation and 

cohesiveness necessary to build a culture for innovation. They also should reward successful 

innovators and make heroes of the employees and teams who develop successful new prod-

ucts. Finally, managers should fully utilize the product development techniques just discussed 

to guide the process.        

   V ALUE CHAIN MANAGEMENT AND COMPETITIVE ADVANTAGE  

 To achieve high performance, managers try to improve their responsiveness 

to customers, the quality of their products, and the efficiency of their orga-

nization. To achieve these goals, managers can use a number of value chain 

management techniques to improve the way an organization operates.    

  IMPROVING RESPONSIVENESS TO CUSTOMERS   To achieve high performance in 

a competitive environment, it is imperative that the organization’s value chain be managed 

to produce outputs that have the attributes customers desire. A central task of value chain 

management is to develop new and improved operating systems that enhance the ability of the 

organization to economically deliver more of the product attributes that customers desire for 

the same price. Techniques such as CRM and TQM, JIT, flexible manufacturing, and process 

reengineering are popular because they promise to do this. As important as responsiveness to 

customers is, however, managers need to recognize that there are limits to how responsive an 

organization can be and still cover its costs.    

  IMPROVING QUALITY   Managers seek to improve the quality of their organization’s out-

put because doing so enables them to better serve customers, to raise prices, and to lower 

production costs. Total quality management focuses on improving the quality of an orga-

nization’s products and services and stresses that all of an organization’s operations should 

be directed toward this goal. Putting TQM into practice requires having an organization-

wide commitment to TQM, having a strong customer focus, finding ways to measure quality, 

setting quality improvement goals, soliciting input from employees about how to improve 

Summary and 
Review
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product quality, identifying defects and tracing them to their source, introducing just-in-time 

inventory systems, getting suppliers to adopt TQM practices, designing products for ease of 

manufacture, and breaking down barriers between functional departments.    

  IMPROVING EFFICIENCY   Improving efficiency requires one or more of the following: 

the introduction of a TQM program, the adoption of flexible manufacturing technologies, the 

introduction of just-in-time inventory systems, the establishment of self-managed work teams, 

and the application of process reengineering. Top management is responsible for setting the 

context within which efficiency improvements can take place by, for example, emphasizing 

the need for continuous improvement. Functional-level managers bear prime responsibility 

for identifying and implementing efficiency-enhancing improvements in operating systems.    

  IMPROVING PRODUCT INNOVATION   When technology is changing, managers must 

quickly innovate new and improved products to protect their competitive advantage. Some 

value chain strategies managers can use to achieve this are (1) involving both customers and 

suppliers in the development process; (2) establishing a stage–gate development funnel for 

evaluating and controlling different product development efforts; and (3) establishing cross-

functional teams composed of individuals from different functional departments, and giving 

each team a leader who can rise above his or her functional background.             

 LO9-4 

 LO9-5 
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  Building Management Skills    
  Managing the Value Chain  [LO9-1, 9-2]  

  Choose an organization with which you are familiar—one 

that you have worked in or patronized or one that has 

received extensive coverage in the popular press. The orga-

nization should be involved in only one industry or business. 

Answer these questions about the organization: 

     1.  What is the output of the organization?  

    2.  Describe the value chain activities that the 

organization uses to produce this output.  

    3.  What product attributes do customers of the 

organization desire?  

    4.  Try to identify improvements that might be made 

to the organization’s value chain to boost its 

responsiveness to customers, quality, efficiency, and 

innovation.     

  Management in Action    
  Topics for Discussion and Action 

  Discussion 

     1.  What is CRM, and how can it help improve 

responsiveness to customers?  [LO9-2]   

    2.  What are the main challenges in implementing a 

successful total quality management program?  [LO9-3]   

    3.  What is efficiency, and what are some strategies 

managers can use to increase it?  [LO9-4]   

    4.  Why is it important for managers to pay close 

attention to value chain management if they wish to 

be responsive to their customers?  [LO9-1, 9-2]   

    5.  What is innovation, and what are some strategies 

managers can use to develop successful new 

products?  [LO9-5]     

  Action 

     6.  Ask a manager how responsiveness to customers, 

quality, efficiency, and innovation are defined and 

measured in his or her organization.  [LO9-1, 9-2]   

    7.  Go to a local store, restaurant, or supermarket; 

observe how customers are treated; and list the 

ways in which you think the organization is being 

responsive or unresponsive to the needs of its 

customers. How could this business improve its 

responsiveness to customers?  [LO9-1, 9-2]      

  Managing Ethically  [LO9-1, 9-4]     

  A
 fter implementing efficiency-improving techniques, many 

companies commonly lay off hundreds or thousands 

of employees whose services are no longer required. And 

frequently remaining employees must perform more tasks 

more quickly—a situation that can generate employee stress 

and other work-related problems. Also, these employees 

may experience guilt because they stayed while many of 

their colleagues and friends were fired. 

  Questions 

     1.  Either by yourself or in a group, think through 

the ethical implications of using a new 

functionalstrategy to improve organizational 

performance.  

    2.  What criteria would you use to decide which kind 

of strategy is ethical to adopt and how far to push 

employees to raise the level of their performance?  

    3.  How big a layoff, if any, is acceptable? If layoffs are 

acceptable, what could be done to reduce their harm 

to employees?    
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 Small Group Breakout Exercise    
  How to Compete in the Sandwich Business  [LO9-1, 9-2]  

  Form groups of three or four people, and appoint one member as the spokesperson who will communicate your 

findings to the class when called on by the instructor. Then discuss the following scenario:  

  Y
 ou and your partners are thinking about opening a 

new kind of sandwich shop that will compete head-to-

head with Subway and Thundercloud Subs. Because these 

chains have good brand-name recognition, it is vital that 

you find some source of competitive advantage for your 

new sandwich shop, and you are meeting to brainstorm 

ways of obtaining one. 

     1.  Identify the product attributes that a typical sandwich 

shop customer wants the most.  

    2.  In what ways do you think you will be able to improve 

on the operations and processes of existing sandwich 

shops and increase responsiveness to customers 

through better product quality, efficiency, or innovation?    

  Be the Manager  [LO9-1, 9-3, 9-4, 9-5]     
  How to Build Flatscreen Displays 

  Y
 ou are the top manager of a start-up company that 

will produce innovative new flatscreen displays for PC 

makers like Apple and HP. The flatscreen display market 

is highly competitive, so there is considerable pressure to 

reduce costs. Also, PC makers are demanding ever-higher 

quality and better features to please customers. In addition, 

they demand that delivery of your product meets their pro-

duction schedule needs. Functional managers want your 

advice on how to best meet these requirements, especially 

because they are in the process of recruiting new workers 

and building a production facility. 

  Questions 

     1.  What kinds of techniques discussed in the chapter can 

help your functional managers to increase efficiency?  

    2.  In what ways can these managers develop a program 

to increase quality and innovation?  

    3.  What critical lessons do these managers need to learn 

about value chain management?     

  Exploring the World Wide Web  [LO9-3, 9-4]     

 G
o to the website for the Container Store ( www.

c ontainerstore.com ). You can click around on the vari-

ous products available for storage. Find the page with tips 

for organizing your workspace. Click through the various 

categories of compartmentalize, de-clutterize, categorize, 

utilize, and minimize. 

     1.  What tips about improving your personal work flow do 

you want to try out after reading the tips, and why?  

    2.  What products would be most helpful to your new 

organization system, and why?   
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  Bloomberg Businessweek  Case
in the News  [LO9-1, 9-4]     

   Maybe March Madness Boosts (Rather Than Kills) U.S. Productivity 

   I
 n 2006 an innovation was unleashed 

on the teeming, college-basketball-

hungry masses that promised to 

unshackle us from the fear of watch-

ing NCAA March Madness tourna-

ment games at work. The Boss Button 

allowed basketball fans at work to 

switch between the live stream of a 

game and a phony financial state-

ment or innocuous spreadsheet.  

 Most of us don’t get paid to watch 

basketball. This year workers in 

the United States have so far spent 

10.5 million hours watching NCAA 

tournament games while on the clock. 

If, as many have argued, all this time 

is completely unproductive and costs 

the U.S. economy $1.7 billion a year, 

bosses should rightfully crack down 

on tournament viewing at work. 

 These productivity analyses, how-

ever, are not based on hard data 

about how the tournament actually 

affects people’s behavior. They’re 

just multiplying the time spent watch-

ing games and picking brackets by 

the average hourly rate paid to work-

ers. But let’s think about the March 

Madness effect more broadly. What 

if, rather than employees just sitting 

at their desks glued to their monitors, 

March Madness gets people talking 

to their colleagues, walking around 

the office, and generally creating the 

kind of camaraderie and information 

flow that companies need to flourish? 

 Communication is the most impor-

tant thing that happens at work, 

even if it’s not work related. At a 

major pharmaceutical company, for 

example, our research showed that 

a 10 percent increase in face-to-face 

communication with people on other 

teams increased sales more than 10 

percent, which translates into hun-

dreds of millions of dollars. 

 To give this question a proper exam-

ination, then, I’ll dig into data collected 

at my own early-stage tech company, 

Sociometric Solutions. We’re still rela-

tively small, with fewer than 10 people, 

but this is a good sample to start with. 

We collected data on ourselves using 

Sociometric Badges (wearable sen-

sor ID badges) to measure how our 

interaction time changed during the 

first two days of the NCAA tourna-

ment. Then we compared these two 

days with data from earlier in the week, 

as well as a representative Thursday 

and Friday from previous weeks. To 

recap, the Sociometric Badges mea-

sure who talks to whom, how people 

talk to each other, how they move 

around, and where people spend time. 

Data on individuals are never shared 

with employers, and the badges are 

used on an opt-in basis, with dummy 

badges that don’t 

collect data pro-

vided to people 

who don’t want to 

participate. 

 OK, now let’s 

get to the data:    
 I must admit, 

I was quite sur-

prised when I saw 

these numbers. 

While the results 

are not statistically 

significant, more 

interaction actually 

occurred the first day of the tourna-

ment (March 20) than every other day 

that week. The second day of the tour-

nament (March 21) saw a similar level 

of interaction. We can also see that 

the first two days of March Madness 

have much higher interaction levels 

than the typical Thursday and Friday. 

 This increased interaction is impor-

tant. Rather than indicating we’re being 

unproductive, these results argue that 

we’re more productive in the long term 

thanks to March Madness. As we’ve 

seen in many organizations, more inter-

action within a tightly knit group yields 

higher performance and higher job sat-

isfaction through increased trust and 

the development of a shared language. 

 So there you have it: March Mad-

ness does not reduce productivity. In 

fact, it may increase it. 

 In that spirit, I’d like to propose an 

updated Boss Button for 2015. Instead 

of hiding the live stream, this Boss But-

ton will call your boss over to your desk 

to watch the game with you. Because, 

as the data show, we all should be get-

ting paid to watch basketball.    

 Source: Ben Weber, “Maybe March Madness 

Boosts (Rather Than Kills) U.S. Productivity, 

Bloomberg Business Week, March 27, 2014. 

Used with permission of Bloomberg L.P. 

Copyright © 2014. All rights reserved. 

   Questions for 

Discussion 

     1.  Besides March Madness, what 

other events might disrupt work 

at the office?  

    2.  How can organizations control the 

disruptive effects of such events?  

    3.  If disruptive events also have 

the positive side effect of 

increasing communication, 

how can organizations create 

a culture in which these events 

are appreciated for their positive 

effects?     
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part 4   Organizing 
and Controlling 

   LO10-1  Identify the factors that influence managers’ choice of an organizational 
structure. 

   LO10-2  Explain how managers group tasks into jobs that are motivating and 
satisfying for employees. 

   LO10-3  Describe the types of organizational structures managers can design, and 
explain why they choose one structure over another. 

   LO10-4  Explain why managers must coordinate jobs, functions, and divisions using 
the hierarchy of authority and integrating mechanisms. 

   LO10-5  List the four sources of organizational culture, and explain why and how a 
company’s culture can lead to competitive advantage.  

 Managing Organizational 
Structure and Culture     

   CHAPTER 10 

  Learning Objectives 

  After studying this chapter, you should be able to:  
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Ed Catmull, co-found of Pixar followed a different strategy when 

Disney and Pixar merged. Instead of consolidating, Catmull was 

adamant that the two not be integrated, that each studio retain its 

own unique culture. He is following the same policy with another 

acquisition, Marvel Studios.

  How can organizational structure 

influence employee creativity?  What 

do Snow White, Buzz Lightyear, and Iron 

Man have in common? The studios that 

produced their movies are all owned by the 

Walt Disney Company. Disney owns several 

organizations, including Walt Disney Anima-

tion Studios, Pixar Animation Studios, and 

Marvel Studios. 

 While these three studios are owned by the 

same company and all do roughly the same 

thing (produce movies), they have different 

stories and different organization cultures. 

Walt Disney Animation Studios is the oldest 

of the three, established by Walt and Roy Dis-

ney under the name Disney Brothers Cartoon 

Studio in 1923. Its first feature film was  Snow 

White and the Seven Dwarfs  in 1937. In 2013 it 

released its 53rd animated film,  Frozen,  which 

became the No. 1 animated film of all time.  1      

 Marvel was founded in 1939 as Timely 

Publications. In 1941 it introduced the comic 

book  Captain America  with a cover picture 

of the hero punching Adolf Hitler.  2   In 1991 

Marvel Studios was established as a film 

production unit.  3   Marvel has more than 

8,000 characters, including the  Avengers,  

 Green Goblin, Iron Man, Spider-Man,  and 

the  X-Men.  Most of these characters live in 

the Marvel universe, in fictional cities similar 

to New York and Los Angeles. The Walt Dis-

ney Company bought Marvel in 2009. 

 In 2002 investor and then-owner of Marvel 

Ronald Perelman said, “It is a mini-Disney 

in terms of intellectual property. Disney’s 

got much more highly recognized char-

acters and softer characters, whereas our 

characters are termed action heroes. But 

at Marvel we are now in the business of the 

creation and marketing of characters.”  4   

 Pixar Animation Studios was founded in 

1979 as Graphics Group. It was originally the 

computer division of Lucasfilm, and became 

 

   A MANAGER’S CHALLENGE 

   Three Studios, Three Cultures, One Company 
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its own corporation in 1986 with funding from 

Apple cofounder Steve Jobs. Its first feature 

film was  Toy Story  in 1995, which eventually 

was nominated for awards by the Academy of 

Motion Pictures Arts and Sciences.  5   The Walt 

Disney Company bought Pixar in 2006. 

 However, while  Toy Story  was a success, 

Pixar cofounder Ed Catmull found there were 

structural issues within the company. Pixar 

had insisted that communication happen 

through proper hierarchical channels. This 

led to hard feelings between the creative and 

production departments. While working on  A 

Bug’s Life,  the film that followed  Toy Story,  

Pixar created a rule that anyone could talk to 

anyone else, regardless of level. The result-

ing communication structure helped Pixar 

foster a more creative culture.  6   

 In his recently published book  Creativity, 

Inc.: Overcoming the Unseen Forces That 

Stand in the Way of True Inspiration,  Catmull, 

now president of Walt Disney Animation 

Studios and Pixar, discussed the merger 

of Disney and Pixar. He said that when two 

organizations merge, there is typically a 

push to consolidate workflows and to reduce 

redundancies. However, when Disney and 

Pixar came together, they did something 

different. 

 “We took the exact opposite approach, 

which was to say to each studio, ‘You may 

look at the tools that the other has, you 

may use them if you want, but the choice is 

entirely yours.’ They each have a develop-

ment group that’s coming up with different 

ideas, but because we said, ‘You don’t have 

to take ideas from anybody else,’ they felt 

freer to talk with each other.”  7   

 Yet some lessons from Pixar were applied 

at Disney, according to Catmull. When Pixar 

joined Disney in 2006, Disney employees 

were demoralized by a few lackluster film 

projects, including  Chicken Little  and  Home 

on the Range.  Pixar practices, such as creat-

ing an environment where workers can be 

candid and where innovative ideas can move 

forward, were applied at Disney. After the 

ideas took hold, the studio produced several 

big hits, including  Tangled  and  Frozen.   8   

 “The one thing we were really adamant 

about was that the two studios not be inte-

grated together. We established an absolute 

rule, which we still adhere to, that neither 

studio can do any production work for the 

other. For me, the local ownership is really 

important. We put in place mechanisms to 

keep each studio’s culture unique,” Catmull 

said. “It’s a model that Bob’s using at Mar-

vel. Marvel has a completely different cul-

ture than Pixar does, or Disney Animation, 

and he lets them run it their way. You want 

to have mechanisms to bridge between 

them, but you don’t interfere with that local 

culture.”  9            

 As the examples of Disney Animation, Pixar, and Marvel Studios sug-

gest, organizational culture is a powerful influence on how employees 

work. How an organization’s structure is designed also affects employ-

ees’ behavior and how well an organization operates, so in a quickly changing global environ-

ment it is important for managers to identify the best way to organize people and resources to 

increase efficiency and effectiveness. 

 In Part 4 of this book, we examine how managers can organize and control human and 

other resources to create high-performing organizations. To organize and control (two of the 

four tasks of management identified in Chapter 1), managers must design an organizational 

Overview
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architecture that makes the best use of resources to produce the goods and services customers 

want.    Organizational architecture    is the combination of organizational structure, culture, 

control systems, and human resource management (HRM) systems that together determine 

how efficiently and effectively organizational resources are used. 

 By the end of this chapter, you will be familiar not only with various forms of organiza-

tional structures and cultures but also with various factors that determine the organizational 

design choices that managers make. Then, in Chapters 11 and 12, we examine issues sur-

rounding the design of an organization’s control systems and HRM systems.      

  O rganizing is the process by which managers establish the structure 

of working relationships among employees to allow them to achieve 

an organization’s goals efficiently and effectively.    Organizational 

 structure    is the formal system of task and job reporting relationships that 

determines how employees use resources to achieve an organization’s 

goals.  10    Organizational culture,  discussed in Chapter 3, is the shared set 

of beliefs, values, and norms that influence how people and groups work 

together to achieve an organization’s goals.    Organizational design    is the process by which 

managers create a specific type of organizational structure and culture so a company can oper-

ate in the most efficient and effective way.  11   

 Once a company decides what kind of work attitudes and behaviors it wants from its 

employees, managers create a particular arrangement of task and authority relationships, and 

promote specific cultural values and norms, to obtain these desired attitudes and behaviors. 

The challenge facing all companies is to design a structure and a culture that (1)  motivate  

managers and employees to work hard and to develop supportive job behaviors and attitudes 

and (2)  coordinate  the actions of employees, groups, functions, and divisions to ensure they 

work together efficiently and effectively. 

 As noted in Chapter 2, according to contingency theory, managers design organizational 

structures to fit the factors or circumstances that are affecting the company the most and caus-

ing the most uncertainty.  12   Thus there is no one best way to design an organization: Design 

reflects each organization’s specific situation, and researchers have argued that in some situa-

tions stable, mechanistic structures may be most appropriate while in others flexible, organic 

structures might be the most effective. Four factors are important determinants of the type of 

organizational structure or culture managers select: the nature of the organizational environ-

ment, the type of strategy the organization pursues, the technology (and particularly informa-

tion technology) the organization uses, and the characteristics of the organization’s human 

resources (see  Figure 10.1 ).  13     

   The Organizational Environment 
 In general, the more quickly the external environment is changing and the greater the 

uncertainty within it, the greater are the problems managers face in trying to gain access 

to scarce resources. In this situation, to speed decision making and communication and 

make it easier to obtain resources, managers typically make organizing choices that result 

in more flexible structures and entrepreneurial cultures.  14   They are likely to decentral-

ize authority, empower lower-level employees to make important operating decisions, and 

encourage values and norms that emphasize change and innovation—a more organic form 

of organizing. 

 In contrast, if the external environment is stable, resources are readily available, and 

uncertainty is low, then less coordination and communication among people and functions are 

needed to obtain resources. Managers can make organizing choices that bring more stability 

or formality to the organizational structure and can establish values and norms that empha-

size obedience and being a team player. Managers in this situation prefer to make decisions 

within a clearly defined hierarchy of authority and to use detailed rules, standard operating 

procedures (SOPs), and restrictive norms to guide and govern employees’ activities—a more 

mechanistic form of organizing. 

    organizational architecture    

The organizational structure, 

control systems, culture, and 

human resource management 

systems that together 

determine how efficiently 

and effectively organizational 

resources are used.   

Designing 
Organizational 

Structure

    organizational structure    

A formal system of task and 

reporting relationships that 

coordinates and motivates 

organizational members so 

they work together to achieve 

an organization’s goals.   

 LO10-1 

 Identify the factors that 
influence managers’ 
choice of an organizational 
structure. 

    organizational design    The 

process by which managers 

make specific organizing 

choices that result in a par-

ticular kind of organizational 

structure.   
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 Figure 10.1 

 Factors Affecting Organizational Structure  

Determine the design
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 As we discussed in Chapter 6, change is rapid in today’s marketplace, and increasing com-

petition both at home and abroad is putting greater pressure on managers to attract customers 

and increase efficiency and effectiveness. Consequently, interest in finding ways to structure 

organizations—such as through empowerment and self-managed teams—to allow people and 

departments to behave flexibly has been increasing.  

  Strategy 
 Chapter 8 suggests that once managers decide on a strategy, they must choose the right means 

to implement it. Different strategies often call for the use of different organizational struc-

tures and cultures. For example, a differentiation strategy aimed at increasing the value cus-

tomers perceive in an organization’s goods and services usually succeeds best in a flexible 

structure with a culture that values innovation; flexibility facilitates a differentiation strategy 

because managers can develop new or innovative products quickly—an activity that requires 

extensive cooperation among functions or departments. In contrast, a low-cost strategy that 

is aimed at driving down costs in all functions usually fares best in a more formal structure 

with more conservative norms, which gives managers greater control over the activities of an 

organization’s various departments.  15   

 In addition, at the corporate level, when managers decide to expand the scope of organiza-

tional activities by vertical integration or diversification, for example, they need to design a 

flexible structure to provide sufficient coordination among the different business divisions.  16   

As discussed in Chapter 8, many companies have been divesting businesses because man-

agers have been unable to create a competitive advantage to keep them up to speed in fast-

changing industries. By moving to a more flexible structure, managers gain more control over 

their different businesses. Finally, expanding internationally and operating in many different 

countries challenges managers to create organizational structures that allow organizations to 

be flexible on a global level.  17   As we discuss later, managers can group their departments or 

divisions in several ways to allow them to effectively pursue an international strategy.  

  Technology 
 Recall that technology is the combination of skills, knowledge, machines, and computers 

that are used to design, make, and distribute goods and services. As a rule, the more compli-

cated the technology that an organization uses, the more difficult it is to regulate or control 

it because more unexpected events can arise. Thus the more complicated the technology, 

the greater is the need for a flexible structure and progressive culture to enhance managers’ 
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ability to respond to unexpected situations—and give them the freedom and desire to work 

out new solutions to the problems they encounter. In contrast, the more routine the technol-

ogy, the more appropriate is a formal structure because tasks are simple and the steps needed 

to produce goods and services have been worked out in advance. 

 What makes a technology routine or complicated? One researcher who investigated this 

issue, Charles Perrow, argued that two factors determine how complicated or nonroutine 

technology is: task variety and task analyzability.  18    Task variety  is the number of new or 

unexpected problems or situations that a person or function encounters in performing tasks or 

jobs.  Task analyzability  is the degree to which programmed solutions are available to people 

or functions to solve the problems they encounter. Nonroutine or complicated technologies 

are characterized by high task variety and low task analyzability; this means many varied 

problems occur and solving these problems requires significant nonprogrammed decision 

making. In contrast, routine technologies are characterized by low task variety and high task 

analyzability; this means the problems encountered do not vary much and are easily resolved 

through programmed decision making. 

 Examples of nonroutine technology are found in the work of scientists in an R&D labo-

ratory who develop new products or discover new drugs, and they are seen in the planning 

exercises an organization’s top management team uses to chart future strategy. Examples 

of routine technology include typical mass production or assembly operations, where work-

ers perform the same task repeatedly and where managers have already identified the pro-

grammed solutions necessary to perform a task efficiently. Similarly, in service organizations 

such as fast-food restaurants, the tasks that crew members perform in making and serving fast 

food are routine.  

  Human Resources  
 A final important factor affecting an organization’s choice of structure and culture is the char-

acteristics of the human resources it employs. In general, the more highly skilled its workforce, 

and the greater the number of employees who work together in groups or teams, the more likely 

an organization is to use a flexible, decentralized structure and a professional culture based on 

values and norms that foster employee autonomy and self-control. Highly skilled employees, 

or employees who have internalized strong professional values and norms of behavior as part 

of their training, usually desire greater freedom and autonomy and dislike close supervision. 

 Flexible structures, characterized by decentralized authority and empowered employees, 

are well suited to the needs of highly skilled people. Similarly, when people work in teams, 

they must be allowed to interact freely and develop norms to guide their own work inter-

actions, which also is possible in a flexible organizational structure. Thus, when designing 

organizational structure and culture, managers must pay close attention to the needs of the 

workforce and to the complexity and kind of work employees perform. 

 In summary, an organization’s external environment, strategy, technology, and human 

resources are the factors to be considered by managers seeking to design the best structure and 

culture for an organization. The greater the level of uncertainty in the organization’s environ-

ment, the more complex its strategy and technologies, and the more highly qualified and skilled 

its workforce, the more likely managers are to design a structure and a culture that are flexible, 

can change quickly, and allow employees to be innovative in their responses to problems, cus-

tomer needs, and so on. The more stable the organization’s environment, the less complex and 

more well understood its strategy or technology, and the less skilled its workforce, the more 

likely managers are to design an organizational structure that is formal and controlling and a 

culture whose values and norms prescribe how employees should act in particular situations. 

 Later in the chapter we discuss how managers can create different kinds of organizational 

cultures. First, however, we discuss how managers can design flexible or formal organi-

zational structures. The way an organization’s structure works depends on the organizing 

choices managers make about three issues:

    • How to group tasks into individual jobs.  

   • How to group jobs into functions and divisions.  

   • How to allocate authority and coordinate or integrate functions and divisions.         

 LO10-2 
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  At Subway, the roles of chef and server are combined 
into one, making the job “larger” than the jobs of 
McDonald’s more specialized food servers. The idea 
behind job enlargement is that increasing the range of 
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   The first step in organizational design is    job design   , the process by 

which managers decide how to divide into specific jobs the tasks that 

have to be performed to provide customers with goods and services. 

Managers at McDonald’s, for example, have decided how best to divide 

the tasks required to provide customers with fast, cheap food in each 

McDonald’s restaurant. After experimenting with different job arrange-

ments, McDonald’s managers decided on a basic division of labor among 

chefs and food servers. Managers allocated all the tasks involved in actually cooking the food 

(putting oil in the fat fryers, opening packages of frozen french fries, putting beef patties on 

the grill, making salads, and so on) to the job of chef. They allocated all the tasks involved in 

giving the food to customers (such as greeting customers, taking orders, putting fries and 

burgers into bags, adding salt, pepper, and napkins, and taking money) to food servers. In 

addition, they created other jobs—the job of dealing with drive-through customers, the job of 

keeping the restaurant clean, and the job of overseeing employees and responding to unex-

pected events. The result of the job design process is a  division of labor  among employees, 

one that McDonald’s managers have discovered through experience is most efficient. 

 Establishing an appropriate division of labor among employ-

ees is a critical part of the organizing process, one that is vital to 

increasing efficiency and effectiveness. At McDonald’s, the tasks 

associated with chef and food server were split into different jobs 

because managers found that, for the kind of food McDonald’s 

serves, this approach was most efficient. It is efficient because 

when each employee is given fewer tasks to perform (so that each 

job becomes more specialized), employees become more produc-

tive at performing the tasks that constitute each job.  

 At Subway sandwich shops, however, managers chose a different 

kind of job design. At Subway there is no division of labor among 

the people who make the sandwiches, wrap the sandwiches, give 

them to customers, and take the money. The roles of chef and food 

server are combined into one. This different division of tasks and 

jobs is efficient for Subway and not for McDonald’s because Subway 

serves a limited menu of mostly submarine-style sandwiches that are 

prepared to order. Subway’s production system is far simpler than 

 McDonald’s; McDonald’s menu is much more varied, and its chefs 

must cook many different kinds of foods. In 2014 Subway changed its 

children’s menu to promote healthful options and trained its employ-

ees to encourage children to choose apples as part of their meals.  19   

 Managers of every organization must analyze the range of tasks to be performed and then 

create jobs that best allow the organization to give customers the goods and services they 

want. In deciding how to assign tasks to individual jobs, however, managers must be care-

ful not to take    job simplification   , the process of reducing the number of tasks that each 

worker performs, too far.  20   Too much job simplification may reduce efficiency rather than 

increase it if workers find their simplified jobs boring and monotonous, become demotivated 

and unhappy, and, as a result, perform at a low level.  

   Job Enlargement and Job Enrichment 
 In an attempt to create a division of labor and design individual jobs to encourage workers to per-

form at a higher level and be more satisfied with their work, several researchers have proposed 

ways other than job simplification to group tasks into jobs: job enlargement and job enrichment. 

    Job enlargement    is increasing the number of different tasks in a given job by changing the 

division of labor.  21   For example, because Subway food servers make the food as well as serve it, 

their jobs are “larger” than the jobs of McDonald’s food servers. The idea behind job enlargement 

is that increasing the range of tasks performed by a worker will reduce boredom and fatigue and 

may increase motivation to perform at a high level—increasing both the quantity and the qual-

ity of goods and services provided. The accompanying “Management Insight” feature describes 

how one Wendy’s franchise tried to improve service by enlarging jobs through training.  

Grouping Tasks 
into Jobs: Job 

Design
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  Giving Wendy’s a New Image 

 Wendy’s is changing its image. It has redesigned its corporate logo and chosen a new 
look for its restaurants that includes new employee uniforms, WiFi, and flat-screen tele-
visions. It also added lounge areas with fireplaces and faux leather chairs.  22   

 What is the idea behind having a living room area at a fast food restaurant? “The hearth at 
home is a gathering place,” said Tré Musco, who is the chief executive of Tesser, the design 
firm hired to oversee Wendy’s remodeling efforts. “It’s warm, it’s comfortable, it says stay 
and relax, as opposed to, this is fast food, get in and get out as quickly as possible.”  23   

 Customers who dine in tend to spend a little more money, so having a welcoming 
environment can increase sales. Wendy’s reported a 25 percent jump in sales at the reno-
vated restaurants.  24   

 The company plans to remodel over 600 of its restaurants in the more modern design 
by the end of 2015. The company also has a schedule for when franchise-owned restau-
rants will be updated. But at least one franchise owner is innovating in a way that has a 
similar effect, without the remodel. 

 Meritage Hospitality Group, which owns 121 Wendy’s locations,  25   is improving cus-
tomer service through training. First, the company committed to bringing on board 10 
well-trained workers to each of its 48 stores in Michigan. That’s almost 500 new work-
ers. The company held a job fair and looked for friendly, caring people. Then the com-
pany provided extensive training for all employees. In fact, they hired the new position 
of corporate trainer to do one-on-one training with cashiers.  26   Employees are encour-
aged to look for ways to initiate a conversation with customers and create a personal 
connection. They also are encouraged to have a regular customer’s order prepared before 
the customer asks. Finally, the franchise group instituted contests among the staff in the 
restaurants. One contest between the day shift and the night shift was to see who could 
get the most customer names in a given day. 

 As a result of the effort, sales went up, customer complaints went down, and customer 
compliments went up. “Our biggest tip is to invest the time in training,” said Al Pruitt, 
president of Wendy’s for Meritage. “If you spend time on your people, you will always 
get a return on your investment.”  27    

 Management 
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    Job enrichment    is increasing the degree of responsibility a worker has over a job by, for 

example, (1) empowering workers to experiment to find new or better ways of doing the job, (2) 

encouraging workers to develop new skills, (3) allowing workers to decide how to do the work 

and giving them the responsibility for deciding how to respond to unexpected situations, and (4) 

allowing workers to monitor and measure their own performance.  28   The idea behind job enrich-

ment is that increasing workers’ responsibility increases their involvement in their jobs and thus 

improves their interest in the quality of the goods they make or the services they provide. 

 In general, managers who make design choices that increase job enrichment and job 

enlargement are likely to increase the degree to which people behave flexibly rather than 

rigidly or mechanically. Narrow, specialized jobs are likely to lead people to behave in pre-

dictable ways; workers who perform a variety of tasks and who are allowed and encouraged 

to discover new and better ways to perform their jobs are likely to act flexibly and creatively. 

Thus managers who enlarge and enrich jobs create a flexible organizational structure, and 

those who simplify jobs create a more formal structure. If workers are grouped into self-

managed work teams, the organization is likely to be flexible because team members provide 

support for each other and can learn from one another.  

  The Job Characteristics Model  
 J. R. Hackman and G. R. Oldham’s job characteristics model is an influential model of job 

design that explains in detail how managers can make jobs more interesting and motivating.  29   

    job enrichment    Increasing 

the degree of responsibility 

a worker has over his or her 

job.   
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 Figure 10.2 

 The Job Characteristics Model   
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permission of Pearson Education, Inc., Upper Saddle River, New Jersey.
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Hackman and Oldham’s model (see  Figure 10.2 ) also describes the likely personal and orga-

nizational outcomes that will result from enriched and enlarged jobs.  

 According to Hackman and Oldham, every job has five characteristics that determine how 

motivating the job is. These characteristics determine how employees react to their work and 

lead to outcomes such as high performance and satisfaction and low absenteeism and turnover:

    •  Skill variety:  The extent to which a job requires that an employee use a wide range of 

different skills, abilities, or knowledge. Example: The skill variety required by the job of 

a research scientist is higher than that called for by the job of a McDonald’s food server.  

   •  Task identity:  The extent to which a job requires that a worker perform all the tasks 

necessary to complete the job, from the beginning to the end of the production process. 

Example: A craftsworker who takes a piece of wood and transforms it into a custom-

made desk has higher task identity than does a worker who performs only one of the 

numerous operations required to assemble a flat-screen TV.  

   •  Task significance:  The degree to which a worker feels his or her job is meaningful because 

of its effect on people inside the organization, such as coworkers, or on people outside 

the organization, such as customers. Example: A teacher who sees the effect of his or her 

efforts in a well-educated and well-adjusted student enjoys high task significance com-

pared to a dishwasher who monotonously washes dishes as they come to the kitchen.  

   •  Autonomy:  The degree to which a job gives an employee the freedom and discretion 

needed to schedule different tasks and decide how to carry them out. Example: Sales-

people who have to plan their schedules and decide how to allocate their time among 

different customers have relatively high autonomy compared to assembly-line workers, 

whose actions are determined by the speed of the production line.  

   •  Feedback:  The extent to which actually doing a job provides a worker with clear and 

direct information about how well he or she has performed the job. Example: An air 

traffic controller whose mistakes may result in a midair collision receives immediate 

feedback on job performance; a person who compiles statistics for a business magazine 

often has little idea of when he or she makes a mistake or does a particularly good job.    

 Hackman and Oldham argue that these five job characteristics affect an employee’s moti-

vation because they affect three critical psychological states (see  Figure 10.2 ). The more 

employees feel that their work is  meaningful  and that they are  responsible for work outcomes 

and responsible for knowing how those outcomes affect others,  the more motivating work 

becomes and the more likely employees are to be satisfied and to perform at a high level. 

Moreover, employees who have jobs that are highly motivating are called on to use their 

skills more and to perform more tasks, and they are given more responsibility for doing the 
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 Figure 10.3 

 The Functional Structure of Pier 1 Imports  
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job. All of the foregoing are characteristic of jobs and employees in flexible structures where 

authority is decentralized and where employees commonly work with others and must learn 

new skills to complete the range of tasks for which their group is responsible.      

  O nce managers have decided which tasks to allocate to which jobs, they 

face the next organizing decision: how to group jobs together to best 

match the needs of the organization’s environment, strategy, technology, 

and human resources. Typically managers first decide to group jobs into 

departments and then design a  functional structure  to use organizational 

resources effectively. As an organization grows and becomes more dif-

ficult to control, managers must choose a more complex organizational 

design, such as a divisional structure or a matrix or product team struc-

ture. The different ways in which managers can design organizational 

structure are discussed next. Selecting and designing an organizational 

structure to increase efficiency and effectiveness is a significant chal-

lenge. As noted in Chapter 8, managers reap the rewards of a well-

thought-out strategy only if they choose the right type of structure to 

implement the strategy. The ability to make the right kinds of organizing 

choices is often what differentiates effective from ineffective managers and creates a high-

performing organization.  

   Functional Structure 
 A  function  is a group of people, working together, who possess similar skills or use the 

same kind of knowledge, tools, or techniques to perform their jobs. Manufacturing, sales, 

and research and development are often organized into functional departments. A    functional 

structure    is an organizational structure composed of all the departments that an organization 

requires to produce its goods or services.  Figure 10.3  shows the functional structure that Pier 

1 Imports, the home furnishings company, uses to supply its customers with a range of goods 

from around the world to satisfy their desires for new and innovative products.  

 Pier 1’s main functions are finance and administration, merchandising (purchasing the 

goods), sales and customer experience (managing the retail outlets), marketing, planning and 

allocations (managing credit and product distribution), and human resources. Each job inside 

a function exists because it helps the function perform the activities necessary for high orga-

nizational performance. Thus within the marketing function are all the jobs necessary to effi-

ciently advertise Pier 1’s products to increase their appeal to customers (such as promotion, 

photography, and visual communication). 

Grouping Jobs 
into Functions 
and Divisions: 

Designing 
Organizational 

Structure

    functional structure    An 

organizational structure com-

posed of all the departments 

that an organization requires 

to produce its goods or 

services.   
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 There are several advantages to grouping jobs according to function. First, when people 

who perform similar jobs are grouped together, they can learn from observing one another and 

thus become more specialized and can perform at a higher level. The tasks associated with 

one job often are related to the tasks associated with another job, which encourages coop-

eration within a function. In Pier 1’s marketing department, for example, the person design-

ing the photography program for an ad campaign works closely with the person responsible 

for designing store layouts and with visual communication experts. As a result, Pier 1 can 

develop a strong, focused marketing campaign to differentiate its products. 

 Second, when people who perform similar jobs are grouped together, it is easier for man-

agers to monitor and evaluate their performance.  30   Imagine if marketing experts, purchasing 

experts, and real estate experts were grouped together in one function and supervised by 

a manager from merchandising. Obviously the merchandising manager would not have the 

expertise to evaluate all these different people appropriately. A functional structure allows 

workers to evaluate how well co-workers are performing their jobs, and if some workers are 

performing poorly, more experienced workers can help them develop new skills. 

 Finally, managers appreciate functional structure because it lets them create the set of 

functions they need to scan and monitor the competitive environment and obtain information 

about how it is changing.  31   With the right set of functions in place, managers are in a good 

position to develop a strategy that allows the organization to respond to its changing situation. 

Employees in the marketing group can specialize in monitoring new marketing developments 

that will allow Pier 1 to better target its customers. Employees in merchandising can monitor 

all potential suppliers of home furnishings both at home and abroad to find the goods most 

likely to appeal to Pier 1’s customers and manage Pier 1’s global supply chain.  

 As an organization grows, and particularly as its task environment and strategy change 

because it is beginning to produce a wider range of goods and services for different kinds of 

customers, several problems can make a functional structure less efficient and effective.  32   

First, managers in different functions may find it more difficult to communicate and coor-

dinate with one another when they are responsible for several different kinds of products, 

especially as the organization grows both domestically and internationally. Second, func-

tional managers may become so preoccupied with supervising their own specific departments 

and achieving their departmental goals that they lose sight of the organization’s goals. If that 

happens, organizational effectiveness will suffer because managers will be viewing issues 

and problems facing the organization only from their own, relatively narrow, departmental 

perspectives.  33   Both of these problems can reduce efficiency and effectiveness.  
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  Divisional Structures: Product, 
Market, and Geographic 
 As the problems associated with growth and diversification increase over time, managers must 

search for new ways to organize their activities to overcome the problems associated with a func-

tional structure. Most managers of large organizations choose a    divisional structure    and create 

a series of business units to produce a specific kind of product for a specific kind of customer. 

Each  division  is a collection of functions or departments that work together to produce the prod-

uct. The goal behind the change to a divisional structure is to create smaller, more manageable 

units within the organization. There are three forms of divisional structure (see  Figure 10.4 ).  34   

When managers organize divisions according to the  type of good or service  they provide, they 

adopt a product structure. When managers organize divisions according to the  area of the coun-

try or world  they operate in, they adopt a geographic structure. When managers organize divi-

sions according to  the type of customer  they focus on, they adopt a market structure.  

  PRODUCT STRUCTURE   Imagine the problems that managers at Pier 1 would 

encounter if they decided to diversify into producing and selling cars, fast food, and health 

 insurance—in addition to home furnishings—and tried to use their existing set of functional 

managers to oversee the production of all four kinds of products. No manager would have the 

    divisional structure    An 

organizational structure com-

posed of separate business 

units within which are the 

functions that work together 

to produce a specific product 

for a specific customer.   
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necessary skills or abilities to oversee those four products. No individual marketing manager, 

for example, could effectively market cars, fast food, health insurance, and home furnishings 

at the same time. To perform a functional activity successfully, managers must have experi-

ence in specific markets or industries. Consequently, if managers decide to diversify into new 

industries or to expand their range of products, they commonly design a product structure to 

organize their operations (see  Figure 10.4 a). 

 Using a    product structure   , managers place each distinct product line or business in its 

own self-contained division and give divisional managers the responsibility for devising an 

appropriate business-level strategy to allow the division to compete effectively in its industry 

or market.  35   Each division is self-contained because it has a complete set of all the  functions—

marketing, R&D, finance, and so on—that it needs to produce or provide goods or services 

efficiently and effectively. Functional managers report to divisional managers, and divisional 

managers report to top or corporate managers. 

 Grouping functions into divisions focused on particular products has several advantages 

for managers at all levels in the organization. First, a product structure allows functional man-

agers to specialize in only one product area, so they can build expertise and fine-tune their 

skills in this particular area. Second, each division’s managers can become experts in their 

industry; this expertise helps them choose and develop a business-level strategy to differenti-

ate their products or lower their costs while meeting the needs of customers. Third, a product 

structure frees corporate managers from the need to supervise directly each division’s day-to-

day operations; this latitude lets corporate managers create the best corporate-level strategy 

to maximize the organization’s future growth and ability to create value. Corporate manag-

ers are likely to make fewer mistakes about which businesses to diversify into or how to 

best expand internationally, for example, because they can take an organizationwide view.  36   

 Corporate managers also are likely to evaluate better how well divisional managers are doing, 

and they can intervene and take corrective action as needed. 

 The extra layer of management, the divisional management layer, can improve the use of 

organizational resources. Moreover, a product structure puts divisional managers close to their 

customers and lets them respond quickly and appropriately to the changing task environment. 

One pharmaceutical company that successfully adopted a new product structure to better orga-

nize its activities is GlaxoSmithKline. The need to innovate new kinds of prescription drugs to 

boost performance is a contivnual battle for pharmaceutical companies. In the 2000s many of 

these companies have been merging to try to increase their research productivity, and one of 

them, GlaxoSmithKline, was created from the merger between Glaxo Wellcome and Smith-

Kline Beecham.  37   Prior to the merger, both companies experienced a steep decline in the number 

of new prescription drugs their scientists were able to invent. The problem facing the new com-

pany’s top managers was how to best use and combine the talents of the scientists and research-

ers from both of the former companies to allow them to quickly innovate exciting new drugs. 

 Top managers realized that after the merger there would be enormous problems associated 

with coordinating the activities of the thousands of research scientists who were working on hun-

dreds of different drug research programs. Understanding the problems associated with large size, 

the top managers decided to group the researchers into eight product divisions to allow them to 

focus on particular clusters of diseases such as heart disease or viral infections. The members of 

each product division were told they would be rewarded based on the number of new prescription 

drugs they were able to invent and the speed with which they could bring these new drugs to the 

market. GlaxoSmithKline’s new product structure worked well; its research productivity doubled 

after the reorganization, and a record number of new drugs moved into clinical trials.  38   However, 

the need to innovate remains, and GlaxoSmithKline plans more restructuring before 2016.  39    

  GEOGRAPHIC STRUCTURE   When organizations expand rapidly both at home and 

abroad, functional structures can create special problems because managers in one central 

location may find it increasingly difficult to deal with the different problems and issues that 

may arise in each region of a country or area of the world. In these cases, a    geographic 

structure   , in which divisions are broken down by geographic location, is often chosen (see 

 Figure  10.4 b). To achieve the corporate mission of providing next-day mail service, Fred 

Smith, CEO of FedEx, chose a geographic structure and divided up operations by creating a 

division in each region. Large retailers such as Macy’s, Neiman Marcus, and Brooks Brothers 

    product structure    An 

organizational structure in 

which each product line or 

business is handled by a self-

contained division.   
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 Managing 
Globally 

  Engineering across the World 
 The Michael Baker Corporation has worked on some high-profile engineering proj-
ects. The company had a role in building the 789-mile Trans-Alaska Pipeline in 
North America, the 135-mile KHMR-American Friendship Highway in Cambodia, 
the New River Gorge Bridge in West Virginia, the Midfield Terminal Complex at 
the Pittsburgh International Airport, and a 2,600-mile fiber optic telecommunications 
network in Mexico.  40   More recently the company was selected to rehabilitate the 
Pulaski Skyway, the bridge that connects Newark and Jersey City in New Jersey.  41      

 As the need for engineering, construction management, and other services expands 
nationally and internationally, the company launched a national and global expansion 
program.  42   Michael Baker Corporation merged with Integrated Mission Solutions in 
2013 to create Michael Baker International. 

 The purpose statement of the organization reads, “Creating value by delivering 
innovative and sustainable solutions for infrastructure and the environment.”  43   Its ser-
vices include architectural, environmental, construction, planning, and program man-
agement. The company has worked with U.S. and foreign allied governments and 
with commercial customers. 

 The engineering and consulting firm has more than 6,000 employees in 90 national 
and international offices. In 2014 it decided to reor-
ganize into an operations-centric structure in seven 
regions. In its announcement of the reorganization, the 
company suggested that its new structure would allow it 
to offer more services to customers in each region. The 
reorganization also would allow more local leadership 
of projects. 

 “This reorganization is a result of extensive review, 
market analysis, client demand, and discussion with per-
sonnel at all levels of the company identifying and high-
lighting opportunities for building a balanced business in 
each of our regions,” stated Kurt Bergman, chief execu-
tive officer. “The new organization promotes empowered 
business leaders at the office and regional levels, sup-
ported by national market and practice leads, to build 
and manage well-balanced portfolios reflective of the 
complete continuum of services provided by the Michael 
Baker International enterprise.”  44    

The renovation of the Pulaski Skyway in New Jersey is one of 
Michael Baker International’s projects. The engineering and 
consulting firm has recently reorganized its operation to offer 
more services and allow for more local project leadership.
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also use a geographic structure. Because the needs of retail customers differ by region—for 

example, shorts in California and down parkas in the Midwest—a geographic structure gives 

retail regional managers the flexibility they need to choose the range of products that best 

meets the needs of regional customers. 

 In adopting a  global geographic structure,  such as shown in  Figure 10.5 a, managers locate 

different divisions in each of the world regions where the organization operates. Managers are 

most likely to do this when they pursue a multidomestic strategy because customer needs vary 

widely by country or world region. If products that appeal to U.S. customers do not sell in 

Europe, the Pacific Rim, or South America, managers must customize the products to meet the 

needs of customers in those different world regions; a global geographic structure with global 

divisions will allow them to do this. For example, food and beverage companies need to cus-

tomize the taste of their products to closely match the desires of customers in different countries 

and world regions. The accompanying “Managing Globally” feature describes how one com-

pany reorganized itself to be able to offer more services to customers in each region it serves.   
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 In contrast, to the degree that customers abroad are willing to buy the same kind of prod-

uct or slight variations thereof, managers are more likely to pursue a global strategy. In this 

case they are more likely to use a global product structure. In a  global product structure,  

each product division, not the country and regional managers, takes responsibility for decid-

ing where to manufacture its products and how to market them in countries worldwide (see 

 Figure 10.5 b). Product division managers manage their own global value chains and decide 

where to establish foreign subsidiaries to distribute and sell their products to customers in 

foreign countries.  

  MARKET STRUCTURE   Sometimes the pressing issue facing managers is to group 

functions according to the type of customer buying the product in order to tailor the products 

the organization offers to each customer’s unique demands. A PC maker such as Dell, for 

example, has several kinds of customers, including large businesses (which might demand 

networks of computers linked to a mainframe computer), small companies (which may need 

just a few PCs linked together), educational users in schools and universities (which might 

want thousands of independent PCs for their students), and individual users (who may want a 

high-quality multimedia PC so they can play the latest video games). 

 To satisfy the needs of diverse customers, a company might adopt a    market  structure   , 

which groups divisions according to the particular kinds of customers they serve (see 

  Figure 10.4 c). A market structure lets managers respond to the needs of their customers and 

allows them to act flexibly in making decisions in response to customers’ changing needs. 

To spearhead its turnaround, for example, Dell created four streamlined market divisions that 

each focus on being responsive to one particular type of customer: individual consumers, 

small businesses, large companies, and government and state agencies. Organizations need 

to continually evaluate their structures and make sure that operations are working according 

to plan. The accompanying “Management Insight” feature provides an example of what can 

happen in an organization when leaders do not know what is happening.   

    market structure    An 

organizational structure in 

which each kind of customer 

is served by a self-contained 

division; also called  customer 

structure.    
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  The Miami Dolphins’ Team-First Culture 

 In the middle of the 2013 professional football season, Miami Dolphins offensive line-
man Jonathan Martin abruptly quit and entered a hospital to get psychiatric help.  45   He 
said he had been bullied by three of his teammates. 

 The National Football League investigated the team and found Martin had been sub-
jected to daily harassment by Richie Incognito, a guard for the Miami Dolphins, as well 
as John Jerry and Mike Pouncey, both offensive linemen who also played for the Miami 
Dolphins. The harassment included racial slurs about Martin being African American, 
sexual taunts about his mother and sister, and jokes that Martin was gay. 

 The owner of the Miami Dolphins, Stephen Ross, said, “When we asked the NFL to 
conduct this independent review, we felt it was important to take a step back and thor-
oughly research these serious allegations. As an organization, we are committed to a 
culture of team-first accountability and respect for one another.”  46   

 The investigation and subsequent report identified Incognito as the main instigator 
of the harassment.  47   After the report was released, Jim Turner, who was the coach of 
the offensive line, was fired for not stopping the harassment and for taking part in some 
taunting. Additionally, Kevin O’Neill, who was the head athletic trainer at the time, was 
fired for not cooperating with the investigation.  48   However, the investigation concluded 
that Joe Philbin, the coach for the Miami Dolphins, did not take part in or know of the 
harassment that Martin was subjugated to. 

 “After interviewing Coach Philbin at length, we were impressed with his commitment 
to promoting integrity and accountability throughout the Dolphins organization—a point 
echoed by many players,” the report said. “We are convinced that had Coach Philbin 
learned of the underlying misconduct, he would have intervened promptly to ensure that 
Martin and others were treated with dignity.”  49   

 Philbin said that the information contained in the report about vulgar language and 
behavior was disappointing and violated the team’s fundamental values. He also indicated 
that he would be responsible for making sure such events do not happen again. “That 
ultimately rests on my shoulders,” he said. “And I will be accountable moving forward 
for making sure that we emphasize a team-first culture of respect toward one another.”  50    

 Management 
Insight 
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  Matrix and Product Team Designs 
 Moving to a product, market, or geographic divisional structure allows managers to respond 

more quickly and flexibly to the particular circumstances they confront. However, when 

information technology or customer needs are changing rapidly and the environment is uncer-

tain, even a divisional structure may not give managers enough flexibility to respond to the 

environment quickly. To operate effectively under these conditions, managers must design 

the most flexible kind of organizational structure available: a matrix structure or a product 

team structure (see  Figure 10.6 ).   

  MATRIX STRUCTURE   In a    matrix structure   , managers group people and resources in 

two ways simultaneously: by function and by product.  51   Employees are grouped by  functions  

to allow them to learn from one another and become more skilled and productive. In addition, 

employees are grouped into  product teams  in which members of different functions work 

together to develop a specific product. The result is a complex network of reporting relation-

ships among product teams and functions that makes the matrix structure very flexible (see 

 Figure 10.6 a). Each person in a product team reports to two managers: (1) a functional boss, 

who assigns individuals to a team and evaluates their performance from a functional per-

spective, and (2) the boss of the product team, who evaluates their performance on the team. 

Thus team members are known as  two-boss employees.  The functional employees assigned 

to product teams change over time as the specific skills that the team needs change. At the 

    matrix structure    An orga-

nizational structure that simul-

taneously groups people and 

resources by function and by 

product.   
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 Figure 10.6 
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beginning of the product development process, for example, engineers and R&D specialists 

are assigned to a product team because their skills are needed to develop new products. When 

a provisional design has been established, marketing experts are assigned to the team to gauge 

how customers will respond to the new product. Manufacturing personnel join when it is time 

to find the most efficient way to produce the product. As their specific jobs are completed, 

team members leave and are reassigned to new teams. In this way the matrix structure makes 

the most use of human resources. 

 To keep the matrix structure flexible, product teams are empowered and team members are 

responsible for making most of the important decisions involved in product development.  52   

The product team manager acts as a facilitator, controlling the financial resources and trying 

to keep the project on time and within budget. The functional managers try to ensure that the 

product is the best it can be to maximize its differentiated appeal. 

 High-tech companies that operate in environments where new product development takes 

place monthly or yearly have used matrix structures successfully for many years, and the need 
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to innovate quickly is vital to the organization’s survival. The flexibility afforded by a matrix 

structure lets managers keep pace with a changing and increasingly complex environment.  53    

  PRODUCT TEAM STRUCTURE   The dual reporting relationships that are at the heart 

of a matrix structure have always been difficult for managers and employees to deal with. 

Often the functional boss and the product boss make conflicting demands on team members, 

who do not know which boss to satisfy first. Also, functional and product team bosses may 

come into conflict over precisely who is in charge of which team members and for how long. 

To avoid these problems, managers have devised a way of organizing people and resources 

that still allows an organization to be flexible but makes its structure easier to operate: a prod-

uct team structure. 

 The    product team structure    differs from a matrix structure in two ways: (1) It does away 

with dual reporting relationships and two-boss employees, and (2) functional employees are 

permanently assigned to a cross-functional team that is empowered to bring a new or rede-

signed product to market. A    cross-functional team    is a group of managers brought together 

from different departments to perform organizational tasks. When managers are grouped into 

cross-functional teams, the artificial boundaries between departments disappear, and a narrow 

focus on departmental goals is replaced with a general interest in working together to achieve 

the organization’s goals. For example, when mattress company Sealy saw its sales slipping, 

it pulled together a cross-functional team that was allowed to work outside the organization’s 

hierarchy and quickly design a new mattress. With everyone focused on the goal, team mem-

bers created a mattress that broke previous sales records.  54   

 Members of a cross-functional team report only to the product team manager or to one 

of his or her direct subordinates. The heads of the functions have only an informal advisory 

relationship with members of the product teams—the role of functional managers is only to 

counsel and help team members, share knowledge among teams, and provide new technologi-

cal developments that can help improve each team’s performance (see  Figure 10.6 b).  55   

 Increasingly, organizations are making empowered cross-functional teams an essential 

part of their organizational architecture to help them gain a competitive advantage in fast-

changing organizational environments. For example, Newell Rubbermaid, the well-known 

maker of more than 5,000 household products, moved to a product team structure because 

its managers wanted to speed up the rate of product innovation. Managers created 20 cross-

functional teams composed of five to seven people from marketing, manufacturing, R&D, 

and other functions.  56   Each team focuses its energies on a particular product line, such as 

garden products, bathroom products, or kitchen products. These teams develop more than 365 

new products a year.  57         

  T he more complex the structure a company uses to group its activities, 

the greater are the problems of  linking and coordinating  its different 

functions and divisions. Coordination becomes a problem because each 

function or division develops a different orientation toward the other 

groups that affects how it interacts with them. Each function or division 

comes to view the problems facing the company from its own perspec-

tive; for example, they may develop different views about the major 

goals, problems, or issues facing a company. 

 At the functional level, the manufacturing function typically has a short-term view; its 

major goal is to keep costs under control and get the product out the factory door on time. By 

contrast, the product development function has a long-term viewpoint because developing a 

new product is a relatively slow process and high product quality is seen as more important 

than low costs. Such differences in viewpoint may make manufacturing and product develop-

ment managers reluctant to cooperate and coordinate their activities to meet company goals. 

At the divisional level, in a company with a product structure, employees may become con-

cerned more with making  their  division’s products a success than with the profitability of the 

entire company. They may refuse, or simply not see, the need to cooperate and share informa-

tion or knowledge with other divisions. 

    cross-functional team    A 

group of managers brought 

together from different 

departments to perform orga-

nizational tasks.   

    product team structure    

An organizational structure in 

which employees are perma-

nently assigned to a cross-

functional team and report 

only to the product team 

manager or to one of his or 

her direct subordinates.   

Coordinating 
Functions and 

Divisions
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 The problem of linking and coordinating the activities of different functions and divisions 

becomes more acute as the number of functions and divisions increases. We look first at how 

managers design the hierarchy of authority to coordinate functions and divisions so that they 

work together effectively. Then we focus on integration and examine the different integrating 

mechanisms managers can use to coordinate functions and divisions.  

   Allocating Authority 
 As organizations grow and produce a wider range of goods and services, the size and num-

ber of their functions and divisions increase. To coordinate the activities of people, func-

tions, and divisions and to allow them to work together effectively, managers must develop a 

clear hierarchy of authority.  58      Authority    is the power vested in a manager to make decisions 

and use resources to achieve the organization’s goals by virtue of his or her position in an 

organization. The    hierarchy of authority    is an organization’s  chain of command —the rela-

tive authority that each manager has—extending from the CEO at the top, down through the 

middle managers and first-line managers, to the nonmanagerial employees who actually make 

goods or provide services. Every manager, at every level of the hierarchy, supervises one or 

more subordinates. The term    span of control    refers to the number of subordinates who report 

directly to a manager. 

  Figure 10.7  shows a simplified picture of the restructured hierarchy of authority at 

McDonald’s in 2015, after the retirement of COO Tim Fenton. At the top of the hierarchy is 

Don Thompson, CEO and president since 2012. Thompson is the manager who has ultimate 

responsibility for McDonald’s performance, and he has the authority to decide how to use 

organizational resources to benefit McDonald’s stakeholders. Tim Fenton, next in line, is 

chief operating officer and is responsible for overseeing 35,000 restaurants across the globe. 

Fenton, who reports directly to Thompson, will retire from McDonald’s in late 2014. When 

he is gone, the board of directors has decided not to replace him, but to do some restructuring. 

McDonald’s area of the world presidents, including the presidents of McDonald’s Europe and 

McDonald’s Latin America, will be directly accountable to Thompson. In place of Fenton’s 

COO role, Executive Vice President and Chief Financial Officer Pete Bensen will be respon-

sible for the development and franchising functions as well as the worldwide supply chain, 

and Steve Easterbrook, who is the executive vice president and global chief brand officer, will 

be responsible for the global corporate social responsibility department, the restaurant solu-

tions group, corporate strategy, and the sustainability and philanthropy department. Also in 

the top management hierarchy is Bridget Coffing, who is the senior vice president and chief 

communications officer. Unlike the other managers, Coffing is not a line manager, someone 

in the direct line or chain of command who has formal authority over people and resources. 

Rather, Coffing is a staff manager, responsible for one of McDonald’s specialist functions, 

communications. She reports directly to Thompson.  59    

 Managers at each level of the hierarchy confer on managers at the next level down the 

authority to decide how to use organizational resources. Accepting this authority, those 

lower-level managers are accountable for how well they make those decisions. Managers who 

    authority    The power to hold 

people accountable for their 

actions and to make deci-

sions concerning the use of 

organizational resources.   

    hierarchy of authority    An 

organization’s chain of com-

mand, specifying the relative 

authority of each manager.   

    span of control    The num-

ber of subordinates who 

report directly to a manager.   

    line manager    Someone 

in the direct line or chain of 

command who has formal 

authority over people and 

resources at lower levels.   

    staff manager    Someone 

responsible for managing a 

specialist function, such as 

finance or marketing.   
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make the right decisions are typically promoted, and organizations motivate managers with 

the prospects of promotion and increased responsibility within the chain of command. 

 Below Thompson are the other main levels or layers in the McDonald’s domestic chain 

of command—executive vice presidents of its West, Central, and East regions, zone manag-

ers, regional managers, and supervisors. A hierarchy is also evident in each company-owned 

McDonald’s restaurant. At the top is the store manager; at lower levels are the first assistant, 

shift managers, and crew personnel. McDonald’s managers have decided that this hierarchy 

of authority best allows the company to pursue its business-level strategy of providing fast 

food at reasonable prices—and its stock price was steadily climbing in the 2010s as perfor-

mance has increased.  

  TALL AND FLAT ORGANIZATIONS   As an organization grows in size (normally 

measured by the number of its managers and employees), its hierarchy of authority normally 

lengthens, making the organizational structure taller. A  tall  organization has many levels of 

authority relative to company size; a  flat  organization has fewer levels relative to company 

size (see  Figure 10.8 ).  60   As a hierarchy becomes taller, problems that make the organization’s 

structure less flexible and slow managers’ response to changes in the organizational environ-

ment may result.  
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  Two employees working in the circuit board 
manufacturing area at Jabil Circuit Inc. 
illustrate cross-functional empowerment that 
can keep production lines moving. 
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 Communication problems may arise when an organization has many levels in the hierar-

chy. It can take a long time for the decisions and orders of upper-level managers to reach man-

agers further down in the hierarchy, and it can take a long time for top managers to learn how 

well their decisions worked. Feeling out of touch, top managers may want to verify that lower-

level managers are following orders and may require written confirmation from them. Middle 

managers, who know they will be held strictly accountable for their actions, start devoting too 

much time to the process of making decisions to improve their chances of being right. They 

might even try to avoid responsibility by making top managers decide what actions to take. 

 Another communication problem that can result is the distortion of commands and mes-

sages being transmitted up and down the hierarchy, which causes managers at different levels 

to interpret what is happening differently. Distortion of orders and messages can be acciden-

tal, occurring because different managers interpret messages from their own narrow func-

tional perspectives. Or distortion can be intentional, occurring because managers low in the 

hierarchy decide to interpret information in a way that increases their own personal advantage. 

 Another problem with tall hierarchies is that they usually indicate that an organization 

is employing many managers, and managers are expensive. Managerial salaries, benefits, 

offices, and secretaries are a huge expense for organizations. Large companies such as IBM 

and GM pay their managers millions of dollars a year. During the current recession, hundreds 

of thousands of managers were laid off as companies restructured and downsized their work-

forces to reduce costs. But in 2014 a gradual recovery was underway.  61   

  THE MINIMUM CHAIN OF COMMAND   To ward off the problems that result when an 

organization becomes too tall and employs too many managers, top managers need to ascertain 

whether they are employing the right number of middle and first-line managers and whether 

they can redesign their organizational architecture to reduce the number of managers. Top 

managers might well follow a basic organizing principle—the principle of the minimum chain 

of command—which states that top managers should always construct a hierarchy with the 

fewest levels of authority necessary to efficiently and effectively use organizational resources. 

 Effective managers constantly scrutinize their hierarchies to see whether the number of 

levels can be reduced—for example, by eliminating one level and giving the responsibilities 

of managers at that level to managers above and by empowering employees below. One man-

ager who has worked to empower employees is David Novak, CEO of Yum Brands. Instead 

of dictating what the company’s Taco Bell, KFC, Pizza Hut, and WingStreet restaurants 

should do, Novak turned the corporate headquarters into the support center for worldwide 

operations. He also wrote a book called  Taking People with You: The Only Way to Make BIG 

Things Happen.  The book outlines the leadership program that Novak developed to motivate 

employees and align them with the organization’s goals.  62   

 In the United States over 5 million manufacturing jobs have been lost to factories in low-

cost countries abroad in the 2000s. While many large U.S. manufacturing companies have 

given up the battle, some small companies such as electronics maker Plexus Corp. have been 

able to find ways of organizing that allow them to survive and prosper in a low-cost manu-

facturing world. They have done this by creating empowered work teams. U.S. companies 

cannot match the efficiency of manufacturers abroad in producing high volumes of a single 

product, such as millions of a particular circuit board used in a laptop com-

puter. So Plexus’s managers decided to focus their efforts on developing 

a manufacturing technology called “low–high” that could efficiently pro-

duce low volumes of many different kinds of products. Plexus’s managers 

formed a team to design an organizational structure based on creating four 

“focused factories” in which control over production decisions is given to 

the workers, whose managers cross-trained them so they can perform all 

the operations involved in making a product in their “factory.” Now, when 

work slows down at any point in the production of a particular product, a 

worker further along the production process can move back to help solve 

the problem that has arisen at the earlier stage.  63    

 Furthermore, managers organized workers into self-managed teams that 

are empowered to make all the decisions necessary to make a particular 

product in one of the four factories. Because each product is different, the 

ability of the teams to make rapid decisions and respond to unexpected 
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 Manager as 
a Person 

  Satya Nadella, Microsoft’s New CEO 
 In February 2014 Microsoft hired its third CEO in the company’s almost 40 years. 
Satya Nadella was formerly the executive vice president of Microsoft’s cloud and 
enterprise group. 

 Former Microsoft CEO Steve Ballmer retired in 2013. On the day Nadella was 
appointed CEO, Ballmer sent an email message to the employees of Microsoft 
announcing Nadella’s appointment and touting Nadella’s business, technical, and 
leadership skills. He also praised the strength of the leadership team, saying that 
together they would drive the company forward.  67   
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contingencies is vital on a production line, where time is money. At Plexus, managers, by 

allowing teams to experiment, have reduced changeover time from hours to as little as 30 

minutes so the line is making products over 80 percent of the time.  64   The flexibility brought 

about by self-managed teams is why Plexus is so efficient and can compete against low-cost 

manufacturers abroad.  

  CENTRALIZATION AND DECENTRALIZATION OF AUTHORITY   Another way 

in which managers can keep the organizational hierarchy flat is by    decentralizing  authority   —

that is, by giving lower-level managers and nonmanagerial employees the right to make impor-

tant decisions about how to use organizational resources.  65   If managers at higher levels give 

lower-level employees the responsibility of making important decisions and only  manage by 

exception,  then the problems of slow and distorted communication noted previously are kept 

to a minimum. Moreover, fewer managers are needed because their role is not to make deci-

sions but to act as coach and facilitator and to help other employees make the best decisions. 

In addition, when decision-making authority is low in the organization and near the customer, 

employees are better able to recognize and respond to customer needs. 

 Decentralizing authority allows an organization and its employees to behave in a flex-

ible way even as the organization grows and becomes taller. This is why managers are so 

interested in empowering employees, creating self-managed work teams, establishing cross-

functional teams, and even moving to a product team structure. These design innovations 

help keep the organizational architecture flexible and responsive to complex task and general 

environments, complex technologies, and complex strategies. 

 Although more and more organizations are taking steps to decentralize authority,  too much  

decentralization has certain disadvantages. If divisions, functions, or teams are given too 

much decision-making authority, they may begin to pursue their own goals at the expense of 

the organization’s goals. Managers in engineering design or R&D, for example, may become 

so focused on making the best possible product that they fail to realize that the best product 

may be so expensive few people are willing or able to buy it. Also, too much decentralization 

can cause lack of communication among functions or divisions; this prevents the synergies of 

cooperation from ever materializing, and organizational performance suffers. 

 Top managers must seek the balance between centralization and decentralization of 

authority that best meets the four major contingencies an organization faces (see  Figure 10.1 ). 

If managers are in a stable environment, are using well-understood technology, and are pro-

ducing stable kinds of products (such as cereal, canned soup, or books), there is no pressing 

need to decentralize authority, and managers at the top can maintain control of much of orga-

nizational decision making.  66   However, in uncertain, changing environments where high-

tech companies are producing state-of-the-art products, top managers must often empower 

employees and allow teams to make important strategic decisions so the organization can 

keep up with the changes taking place. No matter what its environment, a company that fails 

to control the balance between centralization and decentralization will find its performance 

suffering. The accompanying “Manager as a Person” feature describes how Microsoft’s new 

CEO is using elements of both centralization and decentralization.    

    decentralizing authority    

Giving lower-level managers 

and nonmanagerial employ-

ees the right to make impor-

tant decisions about how to 

use organizational resources.   
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 In his first interview as CEO, Nadella discussed elements of centralization and 
decentralization at Microsoft. First, he said the effectiveness of the leadership team 
was his top priority, suggesting a focus on centralization. However, he also discussed 
the need for everyone in the organization to be innovating, suggesting a focus on 
decentralization. 

 On centralization, Nadella wants the leadership team “to commit and engage in an 
authentic way, and for us to feel that energy as a team.”  68   Since he has worked with 
everyone on the team before, he has confidence in their ability to perform. However, 
he wants to see them come together as a team and lead the organization. The job 
of the leadership team, according to Nadella, is to clarify what needs to be done, 
make sure the organization is aligned to be able to do it, and pursue the work with 
intensity.  69   

 On decentralization, Nadella said that the boundaries within the organization 
are crumbling and the company structure is changing. He wants to create a self-
organizing organization in which employees own the innovation agenda and share 
implementation. An organization chart or structure is not helpful in creating such a 
company structure, Nadella said, but a change in organizational culture could achieve 
such a shift.  70   

 In his first email message to Microsoft employees after being named CEO, Nadella 
stressed the need for innovation. He also called on all employees to pitch in and help 
lead change in the organizational culture.  71   

 On the Microsoft web page, Nadella lists his hobbies as poetry and cricket.  72   In fact, 
in his first interview as CEO, he described a leadership lesson from his days on the 
cricket ground. His team captain once took him out of a match because he was not play-
ing well. However, the team captain also put him back in the match before it was over. 
“I never asked him why he did that, but my impression is that he knew he would destroy 
my confidence if he didn’t put me back in. And I went on to take a lot more wickets 
after that. It was a subtle, important leadership lesson about when to intervene and when 
to build the confidence of the team. I think that is perhaps the No. 1 thing that leaders 
have to do: to bolster the confidence of the people you’re leading.”  73    
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  Integrating and Coordinating Mechanisms  
 Much coordination takes place through the hierarchy of authority. However, several problems 

are associated with establishing contact among managers in different functions or divisions. 

As discussed earlier, managers from different functions and divisions may have different 

views about what must be done to achieve the organization’s goals. But if the managers have 

equal authority (as functional managers typically do), the only manager who can tell them 

what to do is the CEO, who has the ultimate authority to resolve conflicts. The need to solve 

everyday conflicts, however, wastes top management time and slows strategic decision mak-

ing; indeed, one sign of a poorly performing structure is the number of problems sent up the 

hierarchy for top managers to solve. 

 To increase communication and coordination among functions or between divisions and 

to prevent these problems from emerging, top managers incorporate various    integrating 

mechanisms    into their organizational architecture. The greater the complexity of an orga-

nization’s structure, the greater is the need for coordination among people, functions, and 

divisions to make the organizational structure work efficiently and effectively.  74   Thus when 

managers adopt a divisional, matrix, or product team structure, they must use complex inte-

grating mechanisms to achieve the organization’s goals. Several integrating mechanisms are 

available to managers to increase communication and coordination.  75    Figure 10.9  lists these 

mechanisms, as well as examples of the individuals or groups who might use them.  

  LIAISON ROLES   Managers can increase coordination among functions and divisions by 

establishing liaison roles. When the volume of contacts between two functions increases, one 

way to improve coordination is to give one manager in each function or division the responsibility 

 LO10-4 

 Explain why managers must 
coordinate jobs, functions, 
and divisions using the 
hierarchy of authority and 
integrating mechanisms. 

    integrating mechanisms    

Organizing tools that man-

agers can use to increase 

communication and coordi-

nation among functions and 

divisions.   
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 Figure 10.9 
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for coordinating with the other. These managers may meet daily, weekly, monthly, or as needed. 

A liaison role is illustrated in  Figure 10.9 ; the small dot represents the person within a function 

who has responsibility for coordinating with the other function. Coordinating is part of the liai-

son’s full-time job, and usually an informal relationship develops between the people involved, 

greatly easing strains between functions. Furthermore, liaison roles provide a way of trans-

mitting information across an organization, which is important in large organizations whose 

employees may know no one outside their immediate function or division.  

  TASK FORCES   When more than two functions or divisions share many common prob-

lems, direct contact and liaison roles may not provide sufficient coordination. In these cases, 

a more complex integrating mechanism, a    task force   , may be appropriate (see  Figure 10.9 ). 

One manager from each relevant function or division is assigned to a task force that meets to 

solve a specific, mutual problem; members are responsible for reporting to their departments 

on the issues addressed and the solutions recommended. Task forces are often called  ad hoc 

committees  because they are temporary; they may meet on a regular basis or only a few times. 

When the problem or issue is solved, the task force is no longer needed; members return to 

their normal roles in their departments or are assigned to other task forces. Typically task 

force members also perform many of their normal duties while serving on the task force.  

  CROSS-FUNCTIONAL TEAMS   In many cases the issues addressed by a task force are 

recurring problems, such as the need to develop new products or find new kinds of customers. 

To address recurring problems effectively, managers are increasingly using permanent inte-

grating mechanisms such as cross-functional teams. An example of a cross-functional team 

is a new product development committee that is responsible for the choice, design, manufac-

turing, and marketing of a new product. Such an activity obviously requires a great deal of 

integration among functions if new products are to be successfully introduced, and using a 

complex integrating mechanism such as a cross-functional team accomplishes this. As dis-

cussed earlier, in a product team structure people and resources are grouped into permanent 

cross-functional teams to speed products to market. These teams assume long-term responsi-

bility for all aspects of development and making the product.  

  INTEGRATING ROLES   An integrating role is a role whose only function is to increase 

coordination and integration among functions or divisions to achieve performance gains from 

synergies. Usually managers who perform integrating roles are experienced senior managers 

    task force    A committee of 

managers from various func-

tions or divisions who meet 

to solve a specific, mutual 

problem; also called  ad hoc 

committee.    
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who can envisage how to use the resources of the functions or divisions to obtain new syn-

ergies. At PepsiCo, Amy Chen, now director of sales, coordinated with several divisions to 

help create a program that would deliver meals during the summer months to children from 

low-income families. The resulting program, Food for Good, delivers meals to children who 

would not normally receive a lunch at school.  76   The more complex an organization and the 

greater the number of its divisions, the more important integrating roles are. 

 In summary, to keep an organization responsive to changes in its task and general environ-

ments as it grows and becomes more complex, managers must increase coordination among 

functions and divisions by using complex integrating mechanisms. Managers must decide 

on the best way to organize their structures—that is, choose the structure that allows them to 

make the best use of organizational resources.       

 T h e second principal issue in organizational design is to create, develop, 

and maintain an organization’s culture. As we discussed in Chapter 3, 

   organizational culture    is the shared set of beliefs, expectations, values, 

and norms that influence how members of an organization relate to one 

another and cooperate to achieve the organization’s goals. Culture influ-

ences the work behaviors and attitudes of individuals and groups in an organization because 

its members adhere to shared values, norms, and expected standards of behavior. Employees 

 internalize  organizational values and norms and then let these values and norms guide their 

decisions and actions.  77   

 A company’s culture is a result of its pivotal or guiding values and norms. A company’s 

 values  are the shared standards that its members use to evaluate whether they have helped 

the company achieve its vision and goals. The values a company might adopt include any 

or all of the following standards: excellence, stability, predictability, profitability, economy, 

creativity, morality, and usefulness. A company’s  norms  specify or prescribe the kinds of 

shared beliefs, attitudes, and behaviors that its members should observe and follow. Norms 

are informal, but powerful, rules about how employees should behave or conduct themselves 

in a company if they are to be accepted and help it to achieve its goals. Norms can be equally 

as constraining as the formal written rules contained in a company’s handbook. Companies 

might encourage workers to adopt norms such as working hard, respecting traditions and 

authority, and being courteous to others; being conservative, cautious, and a “team player”; 

being creative and courageous and taking risks; or being honest and frugal and maintaining 

high personal standards. Norms may also prescribe certain specific behaviors such as keeping 

one’s desk tidy, cleaning up at the end of the day, taking one’s turn to bring doughnuts, and 

even wearing jeans on Fridays. 

 Ideally a company’s norms help the company achieve its values. For example, a new com-

puter company whose culture is based on values of excellence and innovation may try to 

attain this high standard by encouraging workers to adopt norms about being creative, taking 

risks, and working hard now and looking long-term for rewards (this combination of values 

and norms leads to an  entrepreneurial  culture in a company). On the other hand, a bank or 

insurance company that has values of stability and predictability may emphasize norms of 

cautiousness and obedience to authority (the result of adopting these values and norms would 

be a  stable,   conservative  culture in a company). 

 Over time, members of a company learn from one another how to perceive and interpret 

various events that happen in the work setting and to respond to them in ways that reflect 

the company’s guiding values and norms. This is why organizational culture is so important: 

When a strong and cohesive set of organizational values and norms is in place, employees 

focus on what is best for the organization in the long run—all their decisions and actions 

become oriented toward helping the organization perform well. For example, a teacher 

spends personal time after school coaching and counseling students; an R&D scientist works 

80 hours a week, evenings, and weekends to help speed up a late project; or a salesclerk at a 

department store runs after a customer who left a credit card at the cash register. An interest-

ing example of a manager who has been working hard to change a company’s dysfunctional 

culture is profiled in the accompanying “Manager as a Person” feature.   

Organizational 
Culture

   organizational culture   

The shared set of beliefs, 

expectations, values, and 

norms that influence how 

members of an organization 

relate to one another and 

cooperate to achieve the 

organization’s goals.   
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 Manager as 
a Person 

  Marissa Mayer Shakes Up Yahoo! 
 When Marissa Mayer took the job of Yahoo! CEO in 2012, she inherited a com-
pany that needed a turnaround. Its revenues were down, and its image was stale.  78   In 
her time at Yahoo!, Mayer has made several bold moves. She has introduced dozens 
of new apps  79   and purchased 37 companies, including blogging service Tumblr.  80   
However, her most infamous move was one that would change Yahoo!’s culture. She 
ended the company policy of allowing workers to telecommute. The memo ending 
the policy was leaked to the press and included this explanation from Jackie Reses, 
who is the head of HR: 

 “To become the absolute best place to work, communication and collaboration 
will be important, so we need to be working side-by-side. That is why it is critical that 
we are all present in our offices. Some of the best decisions and insights come from 
hallway and cafeteria discussions, meeting new people, and impromptu team meet-
ings. Speed and quality are often sacrificed when we work from home. We need to be 
one Yahoo!, and that starts with physically being together.”  81   

 The reaction from employees, journalists, and other critics was mostly nega-
tive. There was some speculation that perhaps the real intent of the policy was to 
get unproductive workers to quit without having to hold layoffs.  82   Others lamented 
the change in routine: “The tone and tactics have infuriated some at the company. 
Even if that was what was previously agreed to with managers and HR, or was 
a part of the package to take a position, tough .  .  .  It’s outrageous and a morale 
killer.”  83   

 Under the headline “4 Reasons Marissa Mayer’s No-At-Home-Work Policy Is an 
Epic Fail,” business journalist Peter Cohan called the blanket rule on telecommut-
ing a “meat-ax policy” and outlined reasons why the move was bad for Yahoo!.  84   
The first reason was that the best employees would quit, leaving Yahoo! with only 
the mediocre employees who could not find other jobs that allowed them to tele-
commute. The second reason was that working from home creates less stress for 
employees and increases productivity. Bringing people to the office could raise stress 
and reduce productivity. The third reason was that bringing employees to the office 
would require Yahoo! to spend money on cubicles and other employee-related items 
to house the former telecommuters. The final reason was that requiring people to 
come to work would increase traffic and air pollution. 

 Founder of Virgin Group Richard Branson dedicated a blog post to Mayer’s deci-
sion, writing “We like to give people the freedom to work where they want, safe in 
the knowledge that they have the drive and expertise to perform excellently, whether 
they at their desk or in their kitchen. Yours truly has never worked out of an office, 
and never will. So it was perplexing to see Yahoo! CEO Marissa Mayer tell employ-
ees who work remotely to relocate to company facilities. This seems a backwards 
step in an age when remote working is easier and more effective than ever.”  85   

 These criticisms were a far cry from the good wishes that greeted Mayer when 
she first accepted the job in 2012.  86   Headlines read “Marissa Mayer: Yahoo!’s Best 
Hope”  87   and “Google’s First Lady Marissa Mayer Jumps Ship to Yahoo!”  88   

 It may still be too early to determine whether Mayer’s policy will change the com-
pany’s fortunes. However, there are indicators that people are coming around. After 
Mayer had been in the job for one year, her team asked Yahoo! workers to click on 
a link that read “yo/thxmarissa” and leave a note of gratitude to Mayer regarding her 
work for Yahoo!. Some of the notes included “Thank you for epitomizing the values 
of a Yahoo! superstar” and “Best CEO I ever worked for.” The messages were put 
into a book titled “Yahoo! Thanks You Marissa.”  89   In 2013 the company received 
twice as many job applications—340,000—as it did in 2012. After the first quarter of 
2014, there was good financial news as well. Yahoo!’s 2014 first quarter results were 
better than expected. While emphasizing that the company’s turnaround still had a 
long way to go, Mayer told investors that the era of decline was over.  90   
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 Figure 10.10 

 Sources of an Organization’s Culture  
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   Where Does Organizational 
Culture Come From?  
 In managing organizational architecture, some important questions that arise are these: Where 

does organizational culture come from? Why do different companies have different cultures? 

Why might a culture that for many years helped an organization achieve its goals suddenly 

harm the organization? 

 Organizational culture is shaped by the interaction of four main factors: the personal 

and professional characteristics of people within the organization, organizational ethics, the 

nature of the employment relationship, and the design of its organizational structure (see 

 Figure 10.10 ). These factors work together to produce different cultures in different organiza-

tions and cause changes in culture over time.  

  CHARACTERISTICS OF ORGANIZATIONAL MEMBERS   The ultimate source 

of organizational culture is the people who make up the organization. If you want to know 

why organizational cultures differ, look at how the characteristics of their members differ. 

Organizations A, B, and C develop distinctly different cultures because they attract, select, 

and retain people who have different values, personalities, and ethics.  92   Recall the attraction–

selection–attrition model from Chapter 3. People may be attracted to an organization whose 

values match theirs; similarly, an organization selects people who share its values. Over time, 

people who do not fit in leave. The result is that people inside the organization become more 

 LO10-5 

 List the four sources of 
organizational culture, and 
explain why and how a 
company’s culture can lead 
to competitive advantage. 

 “She deserves the credit relative to changing the attitude and morale and the desire, 
if you will, to . . .  attract new folks as well as to retain folks we have,” said Yahoo! CFO 
Ken Goldman in early 2014. “So I think—I’m very confident. If you talk to anybody at 
Yahoo! today you would find them, whether they’ve been here for a year or five years, 
they’re very, very pleased with what they see in working at Yahoo!. I’m absolutely, 
very confident in that relative to attrition and our ability to hire all points to that.”  91    
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similar, the values of the organization become more pronounced and clear-cut, and the culture 

becomes distinct from those of similar organizations.  93   

 The fact that an organization’s members become similar over time and come to share the 

same values may actually hinder their ability to adapt and respond to changes in the envi-

ronment.  94   This happens when the organization’s values and norms become so strong and 

promote so much cohesiveness in members’ attitudes that the members begin to misperceive 

the environment.  95   Companies such as Ford, Google, Apple, and Microsoft need a strong set 

of values that emphasize innovation and hard work; they also need to be careful their success 

doesn’t lead members to believe their company is the best in the business. Companies fre-

quently make this mistake. One famous example is the CEO of Digital Equipment, who in the 

1990s laughed off the potential threat posed by PCs to his powerful minicomputers, claiming, 

“Personal computers are just toys.” This company no longer exists.  

  ORGANIZATIONAL ETHICS   The managers of an organization can set out purpose-

fully to develop specific cultural values and norms to control how its members behave. One 

important class of values in this category stems from    organizational ethics   , which are the 

moral values, beliefs, and rules that establish the appropriate way for an organization and 

its members to deal with each other and with people outside the organization. Recall from 

 Chapter 4 that ethical values rest on principles stressing the importance of treating organi-

zational stakeholders fairly and equitably. Managers and employees are constantly making 

choices about the right, or ethical, thing to do; and to help them make ethical decisions, top 

managers purposefully implant ethical values into an organization’s culture.  96   Consequently 

ethical values, and the rules and norms that embody them, become an integral part of an orga-

nization’s culture and determine how its members will manage situations and make decisions.  

  THE EMPLOYMENT RELATIONSHIP   A third factor shaping organizational culture 

is the nature of the employment relationship a company establishes with its employees via its 

human resource policies and practices. Recall from Chapter 1 our discussion of the changing 

relationship between organizations and their employees due to the growth of outsourcing and 

employment of contingent workers. Like a company’s hiring, promotion, and layoff policies, 

human resource policies, along with pay and benefits, can influence how hard employees will 

work to achieve the organization’s goals, how attached they will be to the organization, and 

whether they will buy into its values and norms.  97   As we discuss in Chapter 12, an organiza-

tion’s human resource policies are a good indicator of the values in its culture concerning 

its responsibilities to employees. Consider the effects of a company’s promotion policy, for 

example: A company with a policy of promoting from within will fill higher-level positions 

with employees who already work for the organization. On the other hand, a company with 

a policy of promotion from without will fill its open positions with qualified outsiders. What 

does this say about each organization’s culture? 

 Promoting from within will bolster strong values and norms that build loyalty, align 

employees’ goals with the organization, and encourage employees to work hard to advance 

within the organization. If employees see no prospect of being promoted from within, they 

are likely to look for better opportunities elsewhere, cultural values and norms result in self-

interested behavior, and cooperation and cohesiveness fall. The tech sector has gone through 

great turmoil in recent years, and over 2 million U.S. tech employees lost their jobs dur-

ing the 2000s because of outsourcing and the recession. Apple, HP, and IBM—known for 

their strong employee-oriented values that emphasized long-term employment and respect for 

employees—were among the many companies forced to lay off employees, and their cultures 

have changed as a result. To rebuild their cultures and make their remaining employees feel 

like “owners,” many companies have HRM pay policies that reward superior performance 

with bonuses and stock options.  98   For example, Southwest Airlines and Google established 

companywide stock option systems that encourage their employees to be innovative and 

responsive to customers. Other companies offered different perks, such as Johnson & John-

son’s concierge service and Cisco’s acupuncture.  99    

  ORGANIZATIONAL STRUCTURE   We have seen how the values and norms that 

shape employee work attitudes and behaviors derive from an organization’s people, eth-

ics, and HRM policies. A fourth source of cultural values comes from the organization’s 

    organizational ethics    The 

moral values, beliefs, and 

rules that establish the appro-

priate way for an organization 

and its members to deal with 

each other and with people 

outside the organization.   
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structure.  Different kinds of structure give rise to different kinds of culture;  so to create a 

certain culture, managers often need to design a particular type of structure. Tall and highly 

centralized structures give rise to totally different sets of norms, rules, and cultural values 

than do structures that are flat and decentralized. In a tall, centralized organization people 

have little personal autonomy, and norms that focus on being cautious, obeying authority, and 

respecting traditions emerge because predictability and stability are desired goals. In a flat, 

decentralized structure people have more freedom to choose and control their own activities, 

and norms that focus on being creative and courageous and taking risks appear, giving rise to 

a culture in which innovation and flexibility are desired goals. 

 Whether a company is centralized or decentralized also leads to the development of dif-

ferent kinds of cultural values. By decentralizing authority and empowering employees, an 

organization can establish values that encourage and reward creativity or innovation. In doing 

this, an organization signals employees that it’s okay to be innovative and do things their own 

way—as long as their actions are consistent with the good of the organization. Conversely, 

in some organizations it is important that employees do not make decisions on their own and 

that their actions be open to the scrutiny of superiors. In cases like this, centralization can be 

used to create cultural values that reinforce obedience and accountability. For example, in 

nuclear power plants, values that promote stability, predictability, and obedience to author-

ity are deliberately fostered to prevent disasters.  100   Through norms and rules, employees 

are taught the importance of behaving consistently and honestly, and they learn that sharing 

information with supervisors, especially information about mistakes or errors, is the only 

acceptable form of behavior.  101   

 An organization that seeks to manage and change its culture must take a hard look at 

all four factors that shape culture: the characteristics of its members, its ethical values, its 

human resource policies, and its organizational structure. However, changing a culture can 

be difficult because of the way these factors interact and affect one another.  102   Often a major 

reorganization is necessary for a cultural change to occur, as we discuss in the next chapter.   

  Strong, Adaptive Cultures versus 
Weak, Inert Cultures 
 Many researchers and managers believe that employees of some organizations go out of their 

way to help the organization because it has a strong and cohesive organizational culture—an 

adaptive culture that controls employee attitudes and behaviors.  Adaptive cultures  are those 

whose values and norms help an organization to build momentum and to grow and change as 

needed to achieve its goals and be effective. By contrast,  inert cultures  are those whose values 

and norms fail to motivate or inspire employees; they lead to stagnation and, often, failure 

over time. What leads to a strong adaptive culture or one that is inert and hard to change? 

 Researchers have found that organizations with strong adaptive cultures, like 3M, UPS, 

Microsoft, and IBM, invest in their employees. They demonstrate their commitment to their 

members by, for example, emphasizing the long-term nature of the employment relationship 

and trying to avoid layoffs. These companies develop long-term career paths for their employ-

ees and spend a lot of money on training and development to increase employees’ value to 

the organization. In these ways, terminal and instrumental values pertaining to the worth of 

human resources encourage the development of supportive work attitudes and behaviors. 

 In adaptive cultures employees often receive rewards linked directly to their performance 

and to the performance of the company as a whole. Sometimes employee stock ownership 

plans (ESOPs) are developed in which workers as a group are allowed to buy a significant 

percentage of their company’s stock. Workers who are owners of the company have addi-

tional incentive to develop skills that allow them to perform highly and search actively for 

ways to improve quality, efficiency, and performance. 

 Some organizations, however, develop cultures with values that do not include protect-

ing and increasing the worth of their human resources as a major goal. Their employment 

practices are based on short-term employment according to the needs of the organization and 

on minimal investment in employees who perform simple, routine tasks. Moreover, employ-

ees are not often rewarded on the basis of their performance and thus have little incentive 

to improve their skills or otherwise invest in the organization to help it achieve goals. If a 
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company has an inert culture, poor working relationships frequently develop between the 

organization and its employees, and instrumental values of noncooperation, laziness, and 

loafing and work norms of output restriction are common. 

 Moreover, an adaptive culture develops an emphasis on entrepreneurship and respect for 

the employee and allows the use of organizational structures, such as the cross-functional 

team structure, that empower employees to make decisions and motivate them to succeed. By 

contrast, in an inert culture, employees are content to be told what to do and have little incen-

tive or motivation to perform beyond minimum work requirements. As you might expect, 

the emphasis is on close supervision and hierarchical authority, which result in a culture that 

makes it difficult to adapt to a changing environment. 

 Google is a good example of a company in which managers strive to create an adaptive cul-

ture that is based on values that emphasize creativity and innovation and where decision mak-

ing is pushed right down to the bottom line to teams of employees who take up the challenge of 

developing the advanced software and hardware for which the company is known. Bureaucracy 

is kept to a minimum at Google; its adaptive culture is based on informal and personal relation-

ships and norms of cooperation and teamwork. To help strengthen its culture, Google built a 

futuristic open-plan campus in which its engineers can work together to innovate ever more 

advanced products such as its new Nexus tablet that it announced in 2012.  103   Google’s cultural 

values and norms can’t be written down but are present in the work routines that cement people 

together and in the language and stories its members use to orient themselves to the company. 

 Another company with an adaptive culture is GlaxoSmithKline, the prescription drug 

maker. Much of GSK’s success can be attributed to its ability to recruit the best research 

scientists because its adaptive culture nurtures scientists and emphasizes values and norms 

of innovation. Scientists are given great freedom to pursue intriguing ideas even if the com-

mercial payoff is questionable. Moreover, researchers are inspired to think of their work as 

a quest to alleviate human disease and suffering worldwide, and GSK has a reputation as an 

ethical company whose values put people above profits. 

 Although the experience of Google and GSK suggests that organizational culture can give 

rise to managerial actions that ultimately benefit the organization, this is not always the case. 

The cultures of some organizations become dysfunctional, encouraging managerial actions 

that harm the organization and discouraging actions that might improve performance.  104   For 

example, when Trace Devanny joined health care information technology company TriZetto 

as CEO in 2010, he saw that employees had a “comfortable mentality.” Devanny’s solution 

was to focus on attitudes and insist that employees listen to clients and then act on their needs. 

He made changes that created a culture of accountability for outcomes by turning the com-

pany from being market-focused to being customer-focused. Devanny left the company in 

2013, the same year it recorded record earnings.  105   Clearly managers can influence how their 

organizational culture develops over time.       

   D ESIGNING ORGANIZATIONAL STRUCTURE     The four main 

determinants of organizational structure are the external environment, 

strategy, technology, and human resources. In general, the higher the 

level of uncertainty associated with these factors, the more appropriate is 

a flexible, adaptable structure as opposed to a formal, rigid one.  

  GROUPING TASKS INTO JOBS     Job design is the process by which managers group 

tasks into jobs. To create more interesting jobs, and to get workers to act flexibly, managers 

can enlarge and enrich jobs. The job characteristics model is a tool that managers can use to 

measure how motivating or satisfying a particular job is.  

   O RGANIZATIONAL STRUCTURE: GROUPING JOBS INTO FUNCTIONS AND 

DIVISIONS     Managers can choose from many kinds of organizational structures to make 

the best use of organizational resources. Depending on the specific organizing problems they 

face, managers can choose from functional, product, geographic, market, matrix, product 

team, and hybrid structures.  

Summary and 
Review

 LO10-1 

 LO10-2 

 LO10-3 
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  COORDINATING FUNCTIONS AND DIVISIONS     No matter which structure managers 

choose, they must decide how to distribute authority in the organization, how many levels 

to have in the hierarchy of authority, and what balance to strike between centralization and 

decentralization to keep the number of levels in the hierarchy to a minimum. As organizations 

grow, managers must increase integration and coordination among functions and divisions. 

Four integrating mechanisms that facilitate this are liaison roles, task forces, cross-functional 

teams, and integrating roles.  

  ORGANIZATIONAL CULTURE     Organizational culture is the set of values, norms, and 

standards of behavior that control how individuals and groups in an organization interact with 

one another and work to achieve the organization’s goals. The four main sources of organiza-

tional culture are member characteristics, organizational ethics, the nature of the employment 

relationship, and the design of organizational structure. How managers work to influence 

these four factors determines whether an organization’s culture is strong and adaptive or inert 

and difficult to change.               

 LO10-4 

 LO10-5 
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 Management in Action    
  Topics for Discussion and Action 

  Discussion 

     1.  Would a flexible or a more formal structure be 

appropriate for these organizations? (a) A large 

department store, (b) a Big Five accounting 

firm, (c) a biotechnology company. Explain your 

reasoning.  [LO10-1, 10-2]   

    2.  Using the job characteristics model as a guide, 

discuss how a manager can enrich or enlarge 

subordinates’ jobs.  [LO10-2]   

    3.  How might a salesperson’s job or a secretary’s job 

be enlarged or enriched to make it more motivating? 

[LO10-2, 10-3]   

    4.  When and under what conditions might managers 

change from a functional to (a) a product, (b) a 

geographic, or (c) a market structure?  [LO10-1, 10-3]

    5.  How do matrix structure and product team structure 

differ? Why is product team structure more widely 

used?  [LO10-1, 10-3, 10-4]   

    6.  What is organizational culture, and how does it affect 

the way employees behave?  [LO10-5]     

  Action 

     7.  Find and interview a manager and identify the kind of 

organizational structure that his or her organization 

uses to coordinate its people and resources. Why is 

the organization using that structure? Do you think a 

different structure would be more appropriate? Which 

one?  [LO10-1, 10-3, 10-4]   

    8.  With the same or another manager, discuss the 

distribution of authority in the organization. Does 

the manager think that decentralizing authority and 

empowering employees are appropriate? 

[LO10-1, 10-3]   

    9.  Interview some employees of an organization and 

ask them about the organization’s values and 

norms, the typical characteristics of employees, and 

the organization’s ethical values and socialization 

practices. Using this information, try to describe the 

organization’s culture and the way it affects how 

people and groups behave.  [LO10-1, 10-5]      

 Building Management Skills    
  Understanding Organizing  [LO10-1, 10-2, 10-3]  

  Think of an organization with which you are familiar, 

perhaps one you have worked for—such as a store, 

restaurant, office, church, or school. Then answer the 

following questions: 

     1.  Which contingencies are most important in explaining 

how the organization is organized? Do you think it is 

organized in the best way?  

    2.  Using the job characteristics model, how motivating 

do you think the job of a typical employee is in this 

organization?  

    3.  Can you think of any ways in which a typical job could 

be enlarged or enriched?  

    4.  What kind of organizational structure does the 

organization use? If it is part of a chain, what kind 

of structure does the entire organization use? What 

other structures discussed in the chapter might allow 

the organization to operate more effectively? For 

example, would the move to a product team structure 

lead to greater efficiency or effectiveness? Why or 

why not?  

    5.  How many levels are there in the organization’s 

hierarchy? Is authority centralized or decentralized? 

Describe the span of control of the top manager and 

of middle or first-line managers.  

    6.  Is the distribution of authority appropriate for the 

organization and its activities? Would it be possible 

to flatten the hierarchy by decentralizing authority and 

empowering employees?  

    7.  What are the principal integrating mechanisms 

used in the organization? Do they provide sufficient 

coordination among individuals and functions? How 

might they be improved?  

    8.  Now that you have analyzed the way this organization 

is structured, what advice would you give its 

managers to help them improve how it operates?     
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 Managing Ethically  [LO10-1, 10-3, 10-5]     

  S
 uppose an organization is downsizing and laying off 

many of its middle managers. Some top managers 

charged with deciding whom to terminate might decide to 

keep the subordinates they like, and who are obedient to 

them, rather than the ones who are difficult or the best per-

formers. They might also decide to lay off the most highly 

paid subordinates even if they are high performers. Think 

of the ethical issues involved in designing a hierarchy, and 

discuss the following issues. 

  Questions 

     1.  What ethical rules (see Chapter 4) should managers 

use to decide which employees to terminate when 

redesigning their hierarchy?  

    2.  Some people argue that employees who have 

worked for an organization for many years have a 

claim on the organization at least as strong as that 

of its shareholders. What do you think of the ethics 

of this position—can employees claim to “own” 

their jobs if they have contributed significantly to the 

organization’s past success? How does a socially 

responsible organization behave in this situation?    

 Small Group Breakout Exercise    
  Bob’s Appliances  [LO10-1, 10-3]  

  Form groups of three or four people, and appoint one member as the spokesperson who will communicate your 

findings to the class when called on by the instructor. Then discuss the following scenario:  

  B
 ob’s Appliances sells and services household appliances 

such as washing machines, dishwashers, ranges, and 

refrigerators. Over the years, the company has developed a 

good reputation for the quality of its customer service, and 

many local builders patronize the store. However, large retail-

ers such as Best Buy, Walmart, and Costco are also provid-

ing an increasing range of appliances. Moreover, to attract 

more customers these stores also carry a complete range of 

consumer electronics products—LCD TVs, computers, and 

digital devices. Bob Lange, the owner of Bob’s Appliances, 

has decided that if he is to stay in business, he must widen 

his product range and compete directly with the chains. 

 In 2007 he decided to build a 20,000-square-foot store 

and service center, and he is now hiring new employees 

to sell and service the new line of consumer electronics. 

Because of his company’s increased size, Lange is not 

sure of the best way to organize the employees. Currently 

he uses a functional structure; employees are divided into 

sales, purchasing and accounting, and repair. Bob is won-

dering whether selling and servicing consumer electronics 

is so different from selling and servicing appliances that he 

should move to a product structure (see the accompanying 

figure) and create separate sets of functions for each of his 

two lines of business.  106   

 You are a team of local consultants whom Bob has 

called in to advise him as he makes this crucial choice. 

Which structure do you recommend? Why?     
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 Exploring the World Wide Web  [LO10-3]    

    G
o to the website of Hitachi, a Japanese multinational 

engineering and electronics conglomerate ( http://

www.hitachi.com/about/corporate/organization/ ). 

    1. Look at the organizational chart. What type of 

structure does Hitachi have?  

   2. Click on the message from top management. What 

does this information tell you about how the structure 

might change or stay the same in the future?  

   3. Find the Hitachi Vision Book. How will the journey 

toward its vision affect the structure of Hitachi?    

 Be the Manager  [LO10-1, 10-3, 10-5]    
  Speeding Up Website Design  

  Y
 ou have been hired by a website design, production, 

and hosting company whose new animated website 

designs are attracting a lot of attention and many cus-

tomers. Currently employees are organized into different 

functions such as hardware, software design, graphic art, 

and website hosting, as well as functions such as market-

ing and human resources. Each function takes its turn to 

work on a new project from initial customer request to final 

online website hosting. 

 The problem the company is experiencing is that it typi-

cally takes one year from the initial idea stage to the time a 

website is up and running; the company wants to shorten 

this time by half to protect and expand its market niche. In 

talking to other managers, you discover that they believe 

the company’s current functional structure is the source 

of the problem—it is not allowing employees to develop 

websites fast enough to satisfy customers’ demands. They 

want you to design a better structure. 

  Questions 

     1.  Discuss how you can improve the way the current 

functional structure operates so it speeds website 

development.  

    2.  Discuss the pros and cons of moving to a (a) 

multidivisional, (b) matrix, and (c) product team 

structure to reduce website development time.  

    3.  Which of these structures do you think is most 

appropriate, and why?  

    4.  What kind of culture would you help create to make 

the company’s structure work more effectively?     

FUNCTIONAL STRUCTURE

Bob Lange

PRODUCT STRUCTURE

Sales
Purchasing

and accounting 
Repair

Consumer

electronics
Appliances

Repair
Purchasing

and accounting 
Sales Sales

Purchasing

and accounting 
Repair

Bob Lange
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  Bloomberg Businessweek  Case 
in the News  [LO10-1, 10-3]   

   Panasonic Revives as Other Japanese Tech Giants Falter 

   T
 hese are trying times for the 

men running Japan’s electronics 

giants. Nintendo President Satoru 

Iwata is taking a 50 percent pay cut 

after the company forecast a surprise 

25 billion yen ($244 million) loss last 

month. Kazuo Hirai took the helm 

at Sony two years ago promising to 

stem a decade of losses at the televi-

sion unit. On February 6 the company 

announced it expects to lose $1.1 bil-

lion in the current fiscal year ending 

March 31. 

 Like many Japanese consumer 

electronics companies, Panasonic 

has tried to be all things to all cus-

tomers, making everything from 

smartphones to solar panels. And like 

its domestic rivals, it faces competi-

tion from lower-cost manufacturers 

in South Korea and China. Panasonic 

lost a combined 1.5 trillion yen in the 

two years ended in March 2013. 

 Over the past year, however, Chief 

Executive Officer Kazuhiro Tsuga has 

engineered a revamp of the Osaka-

based company. By getting out of 

such money-losing businesses and 

focusing on new ventures, Panasonic 

is pushing through “essential struc-

tural reforms,” says Chief Financial 

Officer Hideaki Kawai. Tsuga has said 

that he plans to eliminate unprofitable 

divisions by March 2016. 

 The strategy is beginning to pay 

off. Operating profit at Panasonic’s 

automotive and industrial systems 

unit, which makes batteries and car 

entertainment systems, jumped to 

28.2 billion yen in the last quarter of 

2013, compared with a loss of 800 

million yen the year before. Earn-

ings in the appliances unit increased 

60 percent, to 9.8 billion yen, while 

profits for the company as a whole 

increased 20 percent in the quarter, 

to 73.7 billion yen—68 percent higher 

than analysts’ estimates. “The com-

pany has been making significant 

progress in its business restructur-

ing,” Maki Hanatate, senior credit 

officer at ratings agency Moody’s, 

wrote in a February 6 report. 

 Tsuga has suspended production 

of panels for plasma TVs while trim-

ming circuit board manufacturing and 

giving up on developing consumer 

smartphones. The goal is to reduce 

reliance on consumer electronics, 

where Panasonic has lagged behind 

Samsung Electronics and Apple. 

Instead Tsuga is building partnerships 

with companies such as Tesla Motors, 

the electric car maker that agreed in 

October to buy 2 billion battery cells 

from Panasonic over four years. In 

addition to making batteries for elec-

tric cars and car entertainment sys-

tems, Panasonic is focusing on auto 

safety devices such as cameras with 

360-degree views. By 2019 the com-

pany plans to double revenue from 

auto-related products to 2 trillion yen. 

 One of Tsuga’s biggest chal-

lenges is Panasonic’s semiconductor 

operation, which has lost money for 

seven consecutive quarters. Pana-

sonic is suffering because of the high 

cost of production in its home coun-

try. “It’s really hard to compete in 

chips” against cheaper rivals in Tai-

wan and South Korea, says David 

Motozo Rubenstein, senior analyst 

and managing director with Advanced 

Research Japan in Tokyo. “So it’s 

tough on both sides for the Japanese.” 

 Last year Panasonic moved to 

reduce its exposure in chips by 

merging two operations into joint 

ventures, one with Fujitsu and 

another with Israel’s Tower Semi-

conductor. On February 4 Panasonic 

said it would sell three semiconductor 

assembly plants in Southeast Asia to 

Singapore-based UTAC Manufactur-

ing Services for $116.5 million. 

 For now, the company is stick-

ing with LCD televisions and digital 

cameras—two parts of the business 

that have yet to be restructured. 

Still, compared with the problems at 

Sony, Panasonic is on the right track, 

Fitch Ratings analysts Shelley Jang, 

Kelvin Ho, and Steve Durose wrote in a 

February 12 report. “Panasonic made 

earlier decisions than Sony to get out 

of unprofitable businesses,” they said. 

The result is a “slimmer, nimbler orga-

nization [that] gives Panasonic the 

opportunity to continue its recovery.”  

 Source: Bruce Einhordn, Mariko Yasu, and 

Takashi Amano, “Panasonic Revives as Other 

Japanese Tech Giants Falter,” Bloomberg 

Business Week, February 13, 2014. Used with 

permission of Bloomberg L.P. Copyright 

© 2014. All rights reserved  . 

   Questions for 

Discussion 

    1. Using the information in the 

article alone, how do you believe 

Panasonic is organized?  

   2. What aspects of Panasonic’s 

change do you believe Sony and 

Nintendo should imitate?  

   3. The article suggests that 

Panasonic was smart to move 

faster than Sony and Nintendo. 

What other moves do you 

believe it should make to stay in 

business?       
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   LO11-1  Define organizational control and explain how it increases organizational 
effectiveness. 

   LO11-2  Describe the four steps in the control process and the way it operates over time. 

   LO11-3  Identify the main output controls, and discuss their advantages and 
 disadvantages as means of coordinating and motivating employees. 

   LO11-4  Identify the main behavior controls, and discuss their advantages and 
 disadvantages as a means of coordinating and motivating employees. 

   LO11-5  Discuss the relationship between organizational control and change, and 
explain why managing change is a vital management task.  

 Organizational Control and Change  

 CHAPTER 11 

  Learning Objectives 

  After studying this chapter, you should be able to:  
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Zappos CEO Tony Hsieh promotes core values and is now switch-

ing the company from a traditional hierarchical structure to a system 

called holacracy, which organizes employees around work to be done 

instead of the workers who do it.

  How can a company be controlled 

without becoming rigid?  Zappos has 

always been a zany place to work. Before 

an employee even starts, the Las Vegas–

based company offers the employee $2,000 

to leave.  1   The company believes it saves 

money if an employee takes the offer 

because the company gets rid of someone 

who would be there only for the paycheck. 

The CEO wrote a book called  Delivering 

Happiness  about how concepts from hap-

piness can be applied to business.  2   Then 

there’s the call center. Rather than running 

a lean call center, Zappos encourages its 

employees to spend lots of time talking 

to customers and going the extra mile to 

resolve their issues. There are stories of the 

great lengths to which customer service 

representatives will go. For example, one 

employee went to a rival shoe store, bought 

a pair of shoes that Zappos did not have in 

stock, and delivered the shoes to the cus-

tomer’s Las Vegas hotel.  3   

 This different way of doing things is 

reflected in the Zappos core values, like 

“deliver WOW through service,” “embrace 

and drive change,” “create fun and a little 

weirdness,” “pursue growth and learn-

ing,” “be adventurous, creative, and open-

minded,” “build a positive team and family 

spirit,” “build open and honest relationships 

with communication,” “be passionate and 

determined,” and “be humble.”  4   

 And while the book and the active call 

center do not sound like trappings of a tra-

ditional lean company, another of the Zap-

pos core values is “do more with less.” The 

company claims that while it may have an 

informal culture, it is serious about operat-

ing efficiently. On its web page the com-

pany states, “We believe in operational 

excellence and realize that there is always 

room for improvement in everything we do. 

   A MANAGER’S CHALLENGE 

   The Zappos Holacracy  
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This means that our work is never done. In 

order to stay ahead of the competition (or 

would-be competition), we need to continu-

ously innovate as well as make incremental 

improvements to our operations, always 

striving to make ourselves more efficient, 

always trying to figure out how to do some-

thing better. We use mistakes as learning 

opportunities.”  5   

 Now the company is getting even leaner 

by removing the traditional chain of com-

mand, job titles, and managers.  6   The change 

is designed to prevent the company from 

becoming too rigid as it grows. “Research 

shows that every time the size of a city dou-

bles, innovation or productivity per resident 

increases by 15 percent. But when compa-

nies get bigger, innovation or productivity per 

employee generally goes down,” said CEO 

Tony Hsieh. “So we’re trying to figure out 

how to structure Zappos more like a city, and 

less like a bureaucratic corporation. In a city, 

people and businesses are self-organizing. 

We’re trying to do the same thing by switch-

ing from a normal hierarchical structure to 

a system called holacracy, which enables 

employees to act more like entrepreneurs 

and self-direct their work instead of reporting 

to a manager who tells them what to do.”  7   

 A holacracy is different from a tradi-

tional organization in three important ways. 

First, the former hierarchy is replaced with 

overlapping and self-governing circles 

of employees.  8   Second, employees are 

assigned several roles in different circles 

where they perform different functions. There 

are no job titles because holacracy organizes 

around the work to be done instead of the 

workers who do it. Decisions about what 

each role involves are made within the circle. 

Third, managers are redefined as “lead links” 

who assign employees to roles but do not 

tell them what to do. Despite this lack of for-

mal structure, Zappos says employees will 

still be appraised. The constitution of hol-

acracy begins with roles, which it defines as 

“an organizational entity with a ‘purpose’ to 

express, ‘domains’ to control, and ‘account-

abilities’ to perform.”  9   From this definition 

of roles, the constitution builds to include a 

circle structure that contains and integrates 

roles; a governance process that defines 

roles and policies, and an operational pro-

cess in which members of the circles rely on 

one another to do operational work.  10   

 John Bunch, who is leading the change 

for Zappos, was quoted in  The New York 

Times  as saying that people see the holacracy 

as removing managers. However, Bunch 

explains that they are “decoupling the profes-

sional development side of the business from 

the technical getting-the-work-done side.”  11   

 Zappos was acquired by Amazon in 2009 

but is run as a mostly independent unit. Zap-

pos expects to transition to holacracy by the 

end of 2014.         

  As we discussed in Chapter 10, the first task facing managers is to estab-

lish a structure of task and job reporting relationships that allows organi-

zational members to use resources most efficiently and effectively. 

Structure alone, however, does not provide the incentive or motivation for people to behave 

in ways that help achieve organizational goals. When managers choose how to influence, 

shape, and regulate the activities of organizational divisions, functions, and employees to 

achieve the organization’s mission and goals, they establish the second foundation of organi-

zational architecture: organizational control. An organization’s structure provides the 

Overview
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organization with a skeleton, but its control systems give it the muscles, sinews, nerves, and 

sensations that allow managers to regulate and govern its activities. The control systems also 

give managers specific feedback on how well the organization and its members are perform-

ing. The managerial functions of organizing and controlling are inseparable, and effective 

managers must learn to make them work together in a harmonious way. 

 In this chapter, we look in detail at the nature of organizational control and describe the 

main steps in the control process. We also discuss the different types of control systems 

that are available to managers to shape and influence organizational activities— output 

control, behavior control,  and  clan control.   12   Finally, we discuss the important issue of 

organizational change, which is possible only when managers have put in place a control 

system that allows them to adjust the way people and groups behave and alter or transform 

the way the organization operates. Control is the essential ingredient that is needed to 

bring about and manage organizational change efficiently and effectively. By the end of 

this chapter, you will appreciate the different forms of control available to managers and 

understand why developing an appropriate control system is vital to increasing organiza-

tional performance.      

 As noted in Chapter 1,  controlling  is the process whereby managers 

monitor and regulate how efficiently and effectively an organization and 

its members are performing the activities necessary to achieve organiza-

tional goals. As discussed in previous chapters, when planning and orga-

nizing, managers develop the organizational strategy and structure that 

they hope will allow the organization to use resources most effectively to 

create value for customers. In controlling, managers monitor and evalu-

ate whether the organization’s strategy and structure are working as intended, how they could 

be improved, and how they might be changed if they are not working. 

 Control, however, does not mean just reacting to events after they have occurred. It also 

means keeping an organization on track, anticipating events that might occur, and then chang-

ing the organization to respond to whatever opportunities or threats have been identified. 

Control is concerned with keeping employees motivated, focused on the important problems 

confronting the organization, and working together to make the changes that will help an 

organization improve its performance over time.  

   The Importance of Organizational Control 
 To understand the importance of organizational control, consider how it helps managers 

obtain superior efficiency, quality, responsiveness to customers, and innovation—the four 

building blocks of competitive advantage. 

 To determine how efficiently they are using their resources, managers must be able to 

accurately measure how many units of inputs (raw materials, human resources, and so on) are 

being used to produce a unit of output, such as a Toyota vehicle. Managers also must be able 

to measure how many units of outputs (goods and services) are being produced. A control 

system contains the measures or yardsticks that let managers assess how efficiently the orga-

nization is producing goods and services. Moreover, if managers experiment with changing 

how the organization produces goods and services to find a more efficient way of produc-

ing them, these measures tell managers how successful they have been. For example, when 

Kimberly-Clark, maker of Kleenex and other products, outsourced logistics at a U.K. plant 

to a leading lean organization, it reduced long shifts and overtime for its workers. Absentee-

ism dropped and productivity improved as staff morale went up. Without a control system 

in place, managers have no idea how well their organization is performing and how its per-

formance can be improved—information that is becoming increasingly important in today’s 

highly competitive environment. 

 Today much of the competition among organizations centers on increasing the quality of 

goods and services. In the car industry, for example, cars within each price range compete 

in features, design, and reliability. Thus whether a customer buys a Ford Focus, GM Cruze, 

What Is 
Organizational 

Control?
 LO11-1 

 Define organizational control 
and explain how it increases 
organizational effectiveness. 



Free ebooks ==>   www.ebook777.com
316 Chapter Eleven

Chrysler 200, Toyota Avalon, or Honda CRV depends significantly on the design and qual-

ity of each car. Organizational control is important in determining the quality of goods and 

services because it gives managers feedback on product quality. If the managers of carmak-

ers consistently measure the number of customer complaints and the number of new cars 

returned for repairs, or if school principals measure how many students drop out of school 

or how achievement scores on nationally based tests vary over time, they have a good indi-

cation of how much quality they have built into their product—whether it is an educated 

student or a car that does not break down. Effective managers create a control system that 

consistently monitors the quality of goods and services so they can continuously improve 

quality—an approach to change that gives them a competitive advantage. These control sys-

tems include personal systems such as email, as the accompanying “Management Insight” 

feature suggests.  

  Email at Work 

 In terms of problems in the modern workplace, email may 
be number one.  13   Overuse of this communication medium 
and the problems surrounding it are hindering effective-
ness in the workplace. The average worker spends about 
13 hours per week on email.  14   How can managers help their 
employees handle email so that quality does not suffer? 
Three experts offer the following tips on handling email. 

 Marsha Egan, CEO of  InboxDetox.com , shares the fol-
lowing advice for handling email:  15   

    1. Turn off notifications so you are not distracted by every 
message that arrives. “If you’re interrupted, even if you 
handle it in one minute, it takes another four minutes to 
get back to what you were doing before.”  16    

   2. Don’t check email more than three times a day, and 
choose when you do it. Egan recommends a morning, 
after lunch, and right before the end of the workday check.  

   3. If you need something in less than three hours, use a different mode of commu-
nication such as a phone call. Egan points out two benefits to the behavior. First, 
it allows co-workers to work on other tasks without dreading an email notifica-
tion. Second, it models behavior that co-workers might adapt, resulting in fewer 
email messages.  

   4. Treat email in one of three ways: Respond to simple and urgent messages, file 
those that do not require a response, and flag any that require more thought and 
follow-up.  

   5. Do not open your inbox when you do not have time to send responses. “Check 
your email only when you have time to respond, not just react.”  17     

 Jill Duffy, a software analyst who writes a weekly column called “Get Organized,” 
provides the following advice:

    1. Delete unnecessary messages before reading the necessary ones. Move any 
items that you can to the trash. The email will still be there later if you decide 
you need them.  

   2. Write short email messages to save time.  
   3. Reuse standard sent email. For routine email that you send more than once, just 

remove the “Re:” in the subject line, update the message if needed, and send.  
   4. Reuse standard subject lines. This makes writing easier and allows you to sort 

by subject line.  

 Management 
Insight 

   Marsha Egan, CEO of 
InboxDetox.com, is one 
CEO who has a system 
to help employees han-
dle email efficiently and 
without wasting time. 
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 Effective organizational control can also increase responsiveness to customers. Managers 

can help make their organizations more responsive to customers, for example, if they develop 

a control system, such as a CRM system, that allows them to evaluate how well customer 

contact employees perform their jobs. Monitoring employee behavior can help managers find 

ways to increase employees’ performance levels, perhaps by revealing areas in which skill 

training or new procedures can allow employees to perform their jobs better. Also, when 

employees know their behaviors are being monitored, they have more incentive to be helpful 

and consistent in how they act toward customers. For example, Caterpillar has a lean initiative 

to bring employees closer to customers so the employees can provide products and services 

   5. Use groups. If you email the same group of people over and over, put them in 
a group so you do not have to type everyone’s email addresses each time. This 
also allows you to sort messages to and from the group for easy archiving or 
deleting.  

   6. To maximize space in your mailbox, sort your sent items by file size or attach-
ment and delete what you can. Working in your sent items is recommended 
because you likely have the attachments in your local files.  

   7. Turn off notifications of incoming email. These are distractions.  
   8. Turn off email when you need to focus on work.  
   9. Use auto-replies if you are concerned someone will try to contact you while 

you have your email turned off. You can write an auto-reply asking anyone 
with an urgent matter to call you instead.  

   10. Delete or refile messages. If you can, delete messages on which you will not 
act. If you feel you must hold on to some messages, create folders in which to 
store them so they are not in your inbox.  

   11. Empty the trash at the end of the day. Sometimes you will need to retrieve an 
email from trash, so make this the last thing you do each day (or each week if 
you prefer).  18      

 Sarah Green, a senior associate editor at  Harvard Business Review,  shared the follow-
ing tips that worked for her. Instead of telling readers what she recommends doing, she 
lists the things she stopped doing:

    1. She stopped seeing email as separate from “real work.” Building relationships 
is part of work, and email is one way to accomplish that. Making this mind 
shift from email not being real work to it being part of the job made it easier 
for her to make time for it.  

   2. She stopped using email to manage a to-do list and started using a project man-
agement app.  

   3. She stopped scheduling meetings back-to-back with no time for email. Now 
she places two hours of fake meeting times on the calendar each day so that 
she has time for email.  

   4. She stopped sending a mass email message that she was going on vacation 
and started putting the dates she would be away in her email signature for 
two weeks before she left. This helps people remember that she is leaving and 
helps her deal with last-minute requests. The result is that she can disconnect 
better when she is away.  

   5. She stopped relying on herself to sort email and got a filtering system that uses 
an algorithm to decide which messages are the most important and which can 
go into separate folders to be reviewed later. She also got an app that combines 
newsletter subscriptions into digest form and un-enrolls her from the ones she 
no longer wants.  

   6. She stopped listening to advice about avoiding reliance on her smartphone, 
finding that it allowed her to be brief and to the point in her responses.  19      

 The advice on taming email is varied among the three experts, indicating that each 
user should look for a system of controlling email that works for him or her.  
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that match customers’ needs. Before Caterpillar introduced its lean manufacturing principle 

at its Aurora, Illinois facility in 2013, discovering defects on its medium wheel loader value 

stream was considered normal. Because the defects were discovered, they were fixed before 

being passed on to the customer. However, the defects were still costing the company lost 

time and other costs. After the company introduced its lean program at the plant and made it 

clear that the company was dedicated to eliminating defects, average internal defects fell by 

60 percent.  20   

 Finally, controlling can raise the level of innovation in an organization. Successful inno-

vation takes place when managers create an organizational setting in which employees feel 

empowered to be creative and in which authority is decentralized to employees so they feel 

free to experiment and take control of their work activities. Deciding on the appropriate con-

trol systems to encourage risk taking is an important management challenge; organizational 

culture is vital in this regard. At Caterpillar the lean initiative extends beyond manufacturing 

to all functional areas and has been embraced by leaders at all levels. The standard across the 

company is that no defect, no matter how small, be passed on to another stage in the process. 

Every person at Caterpillar is expected to perform high-quality work.  21    

  Control Systems and IT 
    Control systems    are formal target-setting, monitoring, evaluation, and feedback systems 

that provide managers with information about whether the organization’s strategy and struc-

ture are working efficiently and effectively.  22   Effective control systems alert managers when 

something is going wrong and give them time to respond to opportunities and threats. An 

effective control system has three characteristics: It is flexible enough to allow managers to 

respond as necessary to unexpected events; it provides accurate information about organiza-

tional performance; and it gives managers information in a timely manner because making 

decisions on the basis of outdated information is a recipe for failure. 

 New forms of IT have revolutionized control systems because they facilitate the flow of 

accurate and timely information up and down the organizational hierarchy and between func-

tions and divisions. Today employees at all levels of the organization routinely feed informa-

tion into a company’s information system or network and start the chain of events that affect 

decision making in some other part of the organization. This could be the department store 

clerk whose scanning of purchased clothing tells merchandise managers what kinds of cloth-

ing need to be reordered or the salesperson in the field who feeds into a tablet computer the 

CRM information necessary to inform marketing about customers’ changing needs. 

 Control and information systems are developed to measure performance at each stage in 

the process of transforming inputs into finished goods and services (see  Figure 11.1 ). At the 

input stage, managers use    feedforward control    to anticipate problems before they arise so 

problems do not occur later during the conversion process.  23   For example, by giving stringent 

    control systems    Formal 

target-setting, monitoring, 

evaluation, and feedback 

systems that provide manag-

ers with information about 

how well the organization’s 

strategy and structure are 

working.   

    feedforward control    

Control that allows managers 

to anticipate problems before 

they arise.   

 Figure 11.1 
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product specifications to suppliers in advance (a form of performance target), an organization 

can control the quality of the inputs it receives from its suppliers and thus avoid potential 

problems during the conversion process. Also, IT can be used to keep in contact with sup-

pliers and to monitor their progress. Similarly, by screening job applicants, often by viewing 

their résumés electronically and using several interviews to select the most highly skilled peo-

ple, managers can lessen the chance that they will hire people who lack the necessary skills 

or experience to perform effectively. In general, the development of management information 

systems promotes feedforward control that gives managers timely information about changes 

in the task and general environments that may impact their organization later on. Effective 

managers always monitor trends and changes in the external environment to try to anticipate 

problems. (We discuss management information systems in detail in Chapter 18.)  

 At the conversion stage,    concurrent control    gives managers immediate feedback on how 

efficiently inputs are being transformed into outputs so managers can correct problems as they 

arise. Concurrent control through IT alerts managers to the need to react quickly to whatever 

is the source of the problem, whether it is a defective batch of inputs, a machine that is out of 

alignment, or a worker who lacks the skills necessary to perform a task efficiently. Concur-

rent control is at the heart of total quality management programs (discussed in Chapter 9), in 

which workers are expected to constantly monitor the quality of the goods or services they 

provide at every step of the production process and inform managers as soon as they discover 

problems. For example, United Technologies Corporation uses a system called Achieving 

Competitive Excellence (ACE) to get employees involved in identifying and solving design 

and quality problems and finding better ways to assemble its products to increase quality and 

reduce costs. When problems are corrected on an ongoing basis, the result is finished products 

that are more valuable to customers and command higher prices. 

 At the output stage, managers use    feedback control    to provide information about custom-

ers’ reactions to goods and services so corrective action can be taken if necessary. For exam-

ple, a feedback control system that monitors the number of customer returns alerts managers 

when defective products are being produced, and a management information system (MIS) 

that measures increases or decreases in relative sales of different products alerts managers to 

changes in customer tastes so they can increase or reduce the production of specific products.  

  The Control Process 
  The control process, whether at the input, conversion, or output stage, can be broken down 

into four steps: establishing standards of performance and then measuring, comparing, and 

evaluating actual performance (see  Figure 11.2 ).  24   

    • Step 1:  Establish the standards of performance, goals, or targets against which perfor-

mance is to be evaluated.  

    concurrent control    

Control that gives managers 

immediate feedback on how 

efficiently inputs are being 

transformed into outputs so 

managers can correct prob-

lems as they arise.   

    feedback control    Control 

that gives managers informa-

tion about customers’ reac-

tions to goods and services 

so corrective action can be 

taken if necessary.   
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 Describe the four steps in 
the control process and the 
way it operates over time. 

 Figure 11.2 

 Four Steps in Organizational Control  

Step 1

Step 2

Step 3

Step 4 Evaluate the result and initiate corrective action if
the standard is not being achieved.

Compare actual performance against chosen
standards of performance.

Measure actual performance.

Establish the standards of performance, goals, or targets
against which performance is to be evaluated.    



Free ebooks ==>   www.ebook777.com
320 Chapter Eleven

 At step 1 in the control process managers decide on the standards of performance, goals, or 

targets that they will use in the future to evaluate the performance of the entire organization 

or part of it (such as a division, a function, or an individual). The standards of performance 

that managers select measure efficiency, quality, responsiveness to customers, and innova-

tion.  25   If managers decide to pursue a low-cost strategy, for example, they need to measure 

efficiency at all levels in the organization. 

 At the corporate level, a standard of performance that measures efficiency is operat-

ing costs, the actual costs associated with producing goods and services, including all 

employee-related costs. Top managers might set a corporate goal of “reducing operating 

costs by 10% for the next three years” to increase efficiency. Corporate managers might 

then evaluate divisional managers for their ability to reduce operating costs within their 

respective divisions, and divisional managers might set cost-saving targets for functional 

managers. Thus performance standards selected at one level affect those at the other levels, 

and ultimately the performance of individual managers is evaluated in terms of their ability 

to reduce costs. 

 The number of standards or indicators of performance that an organization’s managers 

use to evaluate efficiency, quality, and so on can run into the thousands or hundreds of thou-

sands. Managers at each level are responsible for selecting standards that will best allow them 

to evaluate how well the part of the organization they are responsible for is performing.  26   

Managers must be careful to choose standards of performance that let them assess how well 

they are doing with all four building blocks of competitive advantage. If managers focus on 

just one standard (such as efficiency) and ignore others (such as determining what customers 

really want and innovating a new line of products to satisfy them), managers may end up hurt-

ing their organization’s performance.   

   • Step 2:  Measure actual performance.  

 Once managers have decided which standards or targets they will use to evaluate per-

formance, the next step in the control process is to measure actual performance. In prac-

tice, managers can measure or evaluate two things: (1) the actual  outputs  that result from the 

behavior of their members and (2) the  behaviors  themselves (hence the terms  output control  

and  behavior control  used in this chapter).  27   

 Sometimes both outputs and behaviors can be easily measured. Measuring outputs and 

evaluating behavior is relatively easy in a fast-food restaurant, for example, because employ-

ees are performing routine tasks. Managers at Home Depot are rigorous in using output con-

trol to measure how fast inventory flows through stores. Similarly, managers of a fast-food 

restaurant can easily measure outputs by counting how many customers their employees 

serve, the time each transaction takes, and how much money each customer spends. Managers 

can easily observe each employee’s behavior and quickly take action to solve any problems 

that may arise. 

 When an organization and its members perform complex, nonroutine activities that are 

intrinsically hard to measure, it is more challenging for managers to measure outputs or 

behavior.  28   For example, it might be simple for a manager at Zappos to measure a customer 

service representative’s effectiveness by examining sales figures and customer satisfac-

tion reports. However, it would be difficult for the managers at the companies that supply 

Zappos with shoes to measure a shoe designer’s creativity just by watching the designer’s 

actions. 

 In general, the more nonroutine or complex organizational activities are, the harder it 

is for managers to measure outputs or behaviors.  29   Outputs, however, are usually easier to 

measure than behaviors because they are more tangible and objective. Therefore, the first 

kind of performance measures that managers tend to use is those that measure outputs. Then 

managers develop performance measures or standards that allow them to evaluate behaviors 

to determine whether employees at all levels are working toward organizational goals. Some 

simple behavior measures are (1) whether employees come to work on time and (2) whether 

employees consistently follow the established rules for greeting and serving customers. The 

various types of output and behavior control and how they are used at the different orga-

nizational  levels—corporate, divisional, functional, and individual—are discussed in detail 

subsequently.  
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   • Step 3:  Compare actual performance against chosen standards of performance.  

 During step 3, managers evaluate whether—and to what extent—performance deviates from 

the standards of performance chosen in step 1. If performance is higher than expected, managers 

might decide they set performance standards too low and may raise them for the next period to 

challenge their subordinates.  30   Managers at successful companies are well known for the way 

they try to improve performance in manufacturing settings by constantly raising performance 

standards to motivate managers and workers to find new ways to reduce costs or increase quality. 

 However, if performance is too low and standards were not reached, or if standards were set 

so high that employees could not achieve them, managers must decide whether to take correc-

tive action.  31   It is easy to take corrective action when the reasons for poor performance can be 

 identified—for instance, high labor costs. To reduce costs, managers can search for low-cost 

overseas suppliers, invest more in technology, or implement cross-functional teams. More often, 

however, the reasons for poor performance are hard to identify. Changes in the environment, 

such as the emergence of a new global competitor, a recession, or an increase in interest rates, 

might be the source of the problem. Within an organization, perhaps the R&D function under-

estimated the problems it would encounter in developing a new product or the extra costs of doing 

unforeseen research or perhaps the faulty design of just one component in thousands slipped 

through the cracks. If managers are to take any form of corrective action, step 4 is necessary.  

   • Step 4:  Evaluate the result and initiate corrective action (that is, make changes) if the 

standard is not being achieved.  

 The final step in the control process is to evaluate the results and bring about change as 

appropriate. Whether or not performance standards have been met, managers can learn a great 

deal during this step. If managers decide the level of performance is unacceptable, they must 

try to change how work activities are performed to solve the problem. Sometimes perfor-

mance problems occur because the work standard was too high—for example, a sales target 

was too optimistic and impossible to achieve. In this case, adopting more realistic standards 

can reduce the gap between actual performance and desired performance. 

 However, if managers determine that something in the situation is causing the prob-

lem, then to raise performance they will need to change how resources are being utilized or 

shared.  32   Perhaps the latest technology is not being used; perhaps workers lack the advanced 

training needed to perform at a higher level; perhaps the organization needs to buy its inputs 

or assemble its products abroad to compete against low-cost rivals; perhaps it needs to restruc-

ture itself or reengineer its work processes using Six Sigma to increase efficiency. A recent 

case among forward-deployed troops throughout Afghanistan demonstrates the four steps of 

the control process (see the accompanying “Management Insight” feature).    

  The Four Control Steps in Afghanistan 

 The U.S. Army’s research and development team 
seeks to increase efficiency and performance of 
power and energy. The Department of Defense’s 
Project Manager Mobile Electric Power is the 
energy behind modern warfare.  33   Two electri-
cal engineers from the army’s Communica-
tions-Electronics Research, Development and 
Engineering Center (CERDEC) deployed to 
Afghanistan to support the project. The mission 
of Project Manager Mobile Electric Power is to 
manage the department’s mobile electric power 
generators. In combat zones, power is mainly 
provided by mobile generators. It is the depart-
ment’s policy that all armed forces use the same 

 Management 
Insight 

   U.S. Army mobile power generator. 
The mission of Project Manager 
Mobile Electric Power is to manage 
the mobile electric power gen-
erators used by the army to power 
modern warfare using the four steps 
of the control process. 
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 The simplest example of a control system is the thermostat in a home. By setting the 

thermostat, you establish the standard of performance with which actual temperature is to 

be compared. The thermostat contains a sensing or monitoring device, which measures the 

actual temperature against the desired temperature. Whenever there is a difference between 

them, the furnace or air-conditioning unit is activated to bring the temperature back to the 

standard. In other words, corrective action is initiated. This is a simple control system: It is 

entirely self-contained and the target (temperature) is easy to measure.  

 Establishing targets and designing measurement systems are much more difficult for man-

agers because the high level of uncertainty in the organizational environment means managers 

rarely know what might happen in the future. Thus it is vital for managers to design control 

systems to alert them to problems quickly so they can be dealt with before they become threat-

ening. Another issue is that managers are not just concerned about bringing the organization’s 

performance up to some predetermined standard; they want to push that standard forward to 

generator sets to the extent possible. Having everyone use the same generator sets 
reduces costs and enhances logistics support and interoperability.  34   

 The job of the two engineers deployed to Afghanistan was to assess and improve the 
energy stability of forward-deployed troops. Their work followed the four steps of the 
control process. 

  Step 1: Establish the standards of performance, goals, or targets against which 

performance is to be evaluated.  The two engineers on the project, Noel Pleta and Jen-
nifer Whitmore, both outlined the need to know each soldier’s energy needs, in addition 
to figuring out how much energy use could be reduced. 

  Step 2: Measure actual performance.  The engineers began with collecting data that 
determined a power profile by surveying all equipment and combining the information 
with manufacturer data. The data were compiled into a database that can be used to make 
decisions. A separate planning tool allowed commanders to plan efficient power grids by 
generating virtual layouts of outposts and bases, along with how much energy would be 
needed based on the number of tents and other energy-using devices. 

  Step 3: Compare actual performance against chosen standards of performance  .  The 
engineers found that much of the current energy and power infrastructure was in bad 
condition and that the basics needed to be established as well. “Many of the COPs [com-
bat outposts] were on their last leg of generator power, causing them to shut down their 
sustainment of life support systems and focus on the tactical support systems,” Pleta said. 
“We found that backup power for tactical operation centers wasn’t consistent. If the TOC 
[tactical operation center] goes down, the mission is compromised as well as the soldiers’ 
safety, and that’s priority. That’s why it’s so important to do it right the first time.”  35   

  Step 4: Evaluate the result and initiate corrective action if the standard is not being 

achieved.  The engineers did initiate corrective action. More than 30 combat outposts and 
35 village stability platforms were rebuilt. Electrical problems that were causing safety con-
cerns were fixed, and new energy plans that improved key facilities for the soldiers, such 
as dining halls and latrines, were implemented. In 2014 it was reported that the work of the 
CERDEC engineers under Project Manager Mobile Electric Power lowered fuel consumption 
by 21 percent across the fleet. Also, units are now set up to do their own quality control by 
noting trends based on the tracking of energy/fuel consumption and maintenance frequency.  36   

 “You just don’t get the same experience behind a desk. With each deployment, we 
increase knowledge regarding the latest challenges,” Pleta said. “Most importantly, it 
allows us to customize user-friendly solutions that will improve safety, reliability, and 
quality of life for the soldier.”  37   

 The next step is to extend the power assessments to the individual soldier. This pro-
cess will apply the control process to the individual as well as to the squad requirements. 
In other words, the analysis will begin by establishing the goal for energy consumption 
by soldiers, then measure the actual energy consumption and consider the gap between 
the two. Engineers will then look to improve energy use by soldiers and squads by elimi-
nating redundancies and finding ways to reduce energy use.  
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encourage employees at all levels to find new ways to raise performance. In 2014 Toyota was 

hit with a $1.2 billion fine by the U.S. Justice Department for not reporting a problem with 

accelerators in many of its vehicles. In addition to accepting the fine, the company vowed to 

make changes to its global operations to be more responsive to problems.  38   

 In the following sections, we consider three important types of control systems that man-

agers use to coordinate and motivate employees to ensure that they pursue superior efficiency, 

quality, innovation, and responsiveness to customers: output control, behavior control, and 

clan control (see  Figure 11.3 ). Managers use all three to shape, regulate, and govern organi-

zational activities, no matter what specific organizational structure is in place. However, as 

 Figure 11.3  suggests, an important element of control is embedded in organizational culture, 

which is discussed later.     

   All managers develop a system of output control for their organizations. 

First they choose the goals or output performance standards or targets 

that they think will best measure efficiency, quality, innovation, and 

responsiveness to customers. Then they measure to see whether the performance goals and 

standards are being achieved at the corporate, divisional, functional, and individual employee 

levels of the organization. The three main mechanisms that managers use to assess output or 

performance are financial measures, organizational goals, and operating budgets.  

   Financial Measures of Performance 
 Top managers are most concerned with overall organizational performance and use various 

financial measures to evaluate it. The most common are profit ratios, liquidity ratios, leverage 

ratios, and activity ratios. They are discussed here and summarized in  Table 11.1 .  39   

    •  Profit ratios  measure how efficiently managers are using the organization’s resources to 

generate profits.  Return on investment   (ROI),  an organization’s net income before taxes 

divided by its total assets, is the most commonly used financial performance measure 

because it allows managers of one organization to compare performance with that of 

other organizations. ROI lets managers assess an organization’s competitive advantage. 

 Operating margin  is calculated by dividing a company’s operating profit (the amount 

it has left after all the costs of making the product and running the business have been 

deducted) by sales revenues. This measure tells managers how efficiently an organiza-

tion is using its resources; every successful attempt to reduce costs will be reflected in 

increased operating profit, for example. Also, operating margin is a means of comparing 

one year’s performance to another; for example, if managers discover operating margin 

has improved by 5 percent from one year to the next, they know their organization is 

building a competitive advantage.   

Output Control

 LO11-3 

 Identify the main output 
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their advantages and 
disadvantages as means of 
coordinating and motivating 
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 Figure 11.3 
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   •  Liquidity ratios  measure how well managers have protected organizational resources 

to be able to meet short-term obligations. The  current ratio  (current assets divided by 

current liabilities) tells managers whether they have the resources available to meet the 

claims of short-term creditors. The  quick ratio  shows whether they can pay these claims 

without selling inventory.  

   •  Leverage ratios,  such as the  debt-to-assets ratio  and the  times-covered ratio,  measure 

the degree to which managers use debt (borrow money) or equity (issue new shares) 

to finance ongoing operations. An organization is highly leveraged if it uses more debt 

than equity. Debt can be risky when net income or profit fails to cover the interest on the 

debt—as some people learn too late when their paychecks do not allow them to pay off 

their credit cards.  

   •  Activity ratios  show how well managers are creating value from organizational assets. 

 Inventory turnover  measures how efficiently managers are turning inventory over so 

excess inventory is not carried.  Days sales outstanding  reveals how efficiently managers 

are collecting revenue from customers to pay expenses.   

 The objectivity of financial measures of performance is the reason why so many manag-

ers use them to assess the efficiency and effectiveness of their organizations. When an orga-

nization fails to meet performance standards such as ROI, revenue, or stock price targets, 

managers know they must take corrective action. Thus financial controls tell managers when 

a corporate reorganization might be necessary, when they should sell off divisions and exit 

businesses, or when they should rethink their corporate-level strategies.  40   Today, quantitative 

skills are needed by many job candidates and employees, as the accompanying “Management 

Insight” feature describes.  

  Profit Ratios        

 Return on investment   5  
Net profit before taxes

Total assets

 Measures how well managers are using the organization’s 

resources to generate profits. 

 Operating margin   5  
Total operating profit

Sales revenues

 A measure of how much percentage profit a company is earn-

ing on sales; the higher the percentage, the better a company is 

using its resources to make and sell the product. 

  Liquidity Ratios      

 Current ratio   5  
Current assets

Current liabilities

 Do managers have resources available to meet claims of short-

term creditors? 

 Quick ratio   5  
Current assets 2 Inventory

Current liabilities

 Can managers pay off claims of short-term creditors without 

selling inventory? 

  Leverage Ratios      

 Debt-to-assets ratio   5  
Total debt

Total assets

 To what extent have managers used borrowed funds to finance 

investments? 

 Times-covered ratio   5  
Profit before interest and taxes

Total interest charges

 Measures how far profits can decline before managers cannot 

meet interest charges. If this ratio declines to less than 1, the 

organization is technically insolvent. 

  Activity Ratios      

 Inventory turnover   5  
Cost of good sold

Inventory

 Measures how efficiently managers are turning inventory over 

so that excess inventory is not carried. 

 Days sales outstanding   5  
Current accounts receivable

Sales for period 
divided by days in period

 Measures how efficiently managers are collecting revenues 

from customers to pay expenses. 

 Table 11.1 

 Four Measures of Financial Performance 
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 Although financial information is an important output control, financial information by 

itself does not tell managers all they need to know about the four building blocks of com-

petitive advantage. Financial results inform managers about the results of decisions they have 

already made; they do not tell managers how to find new opportunities to build competitive 

advantage in the future. To encourage a future-oriented approach, top managers must estab-

lish organizational goals that encourage middle and first-line managers to achieve superior 

efficiency, quality, innovation, and responsiveness to customers.  

  Organizational Goals 
 Once top managers consult with lower-level managers and set the organization’s overall goals, 

they establish performance standards for the divisions and functions. These standards specify 

for divisional and functional managers the level at which their units must perform if the organi-

zation is to achieve its overall goals.  45   Each division is given a set of specific goals to achieve 

(see  Figure 11.4 ). For example, Jeffrey Immelt, CEO of GE, has established the goal of having 

each GE division be first or second in its industry in profit. Divisional managers then develop 

a business-level strategy (based on achieving superior efficiency or innovation) that they hope 

will allow them to achieve that goal.  46   In consultation with functional managers, they spec-

ify the functional goals that the managers of different functions need to achieve to allow the 

division to achieve its goals. For example, sales managers might be evaluated for their ability 

to increase sales; materials management managers, for their ability to increase the quality of 

inputs or lower their costs; R&D managers, for the number of products they innovate or the 

number of patents they receive. In turn, functional managers establish goals that first-line man-

agers and nonmanagerial employees need to achieve to allow the function to achieve its goals. 

  Quantitative Skills in the Job Market 

 In today’s job market, quantitative skills are important for college graduates. The 
National Association of Colleges and Employers  Job Outlook 2014  survey reported that 
employers highly value an employee’s or candidate’s “ability to analyze quantitative 
information.”  41   Other top skills included “ability to work in a team structure,” “ability to 
make decisions and solve problems,” “ability to plan, organize, and prioritize work,” and 
“ability to verbally communicate with persons inside and outside the organization,” and 
“ability to obtain and process information.”  42   

 These skills will be needed to cope with the flood of data being collected in the global 
economy. Data are being collected from all types of sources. In addition to collecting 
information on their own operations, companies are collecting data on their customers 
and suppliers. Mobile phones and other smart devices are creating and communicating 
data. There are even “exhaust data”—data that are by-products of other activities. All 
this information is being dubbed “big data.” It is creating datasets so large that typical 
database software cannot store or analyze it. So data analysis is no longer the concern 
of a few well-trained data “geeks,” according to McKinsey Global Institute. Big data are 
now relevant in every sector of the economy.  43   

 A study by the McKinsey Global Institute predicts that there will be more jobs for 
people with strong data analysis skills than there will be people to fill them. There could 
be as many as 140,00 to 190,000 unfilled positions in the United States by the year 2018. 
The study also expects a lack of 1.5 million managers who can understand big data well 
enough to make decisions using them.  44   The gap is so big that the McKinsey report 
points out it cannot be filled through hiring. Organizations may need to send existing 
employees back to school to get needed training in data analysis. 

 That’s not to say that soft skills are not in demand as well. Refer back to the list from 
the National Association of Colleges and Employers  Job Outlook 2014.  Many of the top 
skills include teamwork and communication.  

 Management 
Insight 
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 Output control is used at every level of the organization, and it is vital that the goals set 

at each level harmonize with the goals set at other levels so managers and other employees 

throughout the organization work together to attain the corporate goals that top managers 

have set.  47   It is also important that goals be set appropriately so managers are motivated to 

accomplish them. If goals are set at an impossibly high level, managers might work only half-

heartedly to achieve them because they are certain they will fail. In contrast, if goals are set so 

low that they are too easy to achieve, managers will not be motivated to use all their resources 

as efficiently and effectively as possible. Research suggests that the best goals are specific, 

difficult goals—goals that challenge and stretch managers’ ability but are not out of reach and 

do not require an impossibly high expenditure of managerial time and energy. Such goals are 

often called  stretch goals.  

 Deciding what is a specific difficult goal and what is a goal that is too difficult or too easy 

is a skill that managers must develop. Based on their own judgment and work experience, 

managers at all levels must assess how difficult a certain task is, and they must assess the abil-

ity of a particular subordinate manager to achieve the goal. If they do so successfully, chal-

lenging, interrelated goals—goals that reinforce one another and focus on achieving overall 

corporate objectives—will energize the organization.  

  Operating Budgets 
 Once managers at each level have been given a goal or target to achieve, the next step in devel-

oping an output control system is to establish operating budgets that regulate how managers 

and workers attain their goals. An    operating budget    is a blueprint that states how managers 

intend to use organizational resources to achieve organizational goals efficiently. Typically 

managers at one level allocate to subordinate managers a specific amount of resources to 

produce goods and services. Once they have been given a budget, these lower-level manag-

ers must decide how to allocate money for different organizational activities. They are then 

evaluated for their ability to stay within the budget and to make the best use of available 

resources. For example, managers at GE’s washing machine division might have a budget of 

$50 million to spend on developing and selling a new line of washing machines. They must 

decide how much money to allocate to the various functions such as R&D, engineering, and 

sales so the division generates the most customer revenue and makes the biggest profit.  

 Large organizations often treat each division as a singular or stand-alone responsibility 

center. Corporate managers then evaluate each division’s contribution to corporate perfor-

mance. Managers of a division may be given a fixed budget for resources and be evaluated 

on the amount of goods or services they can produce using those resources (this is a cost or 

expense budget approach). Alternatively, managers may be asked to maximize the revenues 

from the sales of goods and services produced (a revenue budget approach). Or managers 

may be evaluated on the difference between the revenues generated by the sales of goods and 

services and the budgeted cost of making those goods and services (a profit budget approach). 

Japanese companies’ use of operating budgets and challenging goals to increase efficiency is 

instructive in this context. 

    operating budget    A budget 

that states how managers 

intend to use organizational 

resources to achieve organi-

zational goals.   

 Figure 11.4 

 Organizationwide Goal Setting  

Functional managers set goals for each individual worker
that will allow the function to achieve its goals.

Divisional managers set goals for each function that will allow the
division to achieve its goals.

Corporate-level managers set goals for individual divisions that will
allow the organization to achieve corporate goals.
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 In summary, three components—objective financial measures, challenging goals and per-

formance standards, and appropriate operating budgets—are the essence of effective output 

control. Most organizations develop sophisticated output control systems to allow managers 

at all levels to keep accurate account of the organization so they can move quickly to take cor-

rective action as needed.  48   Output control is an essential part of management.  

  Problems with Output Control 
  When designing an output control system, managers must be careful to avoid some pitfalls. 

For example, they must be sure the output standards they create motivate managers at all levels 

and do not cause managers to behave in inappropriate ways to achieve organizational goals. 

 Suppose top managers give divisional managers the goal of doubling profits over a three-

year period. This goal seems challenging and reachable when it is jointly agreed upon, and 

in the first two years profits go up by 70 percent. In the third year, however, an economic 

recession hits and sales plummet. Divisional managers think it is increasingly unlikely that 

they will meet their profit goal. Failure will mean losing the substantial monetary bonus tied 

to achieving the goal. How might managers behave to try to preserve their bonuses? 

 Perhaps they might find ways to reduce costs because profit can be increased either by 

raising sales revenues or reducing costs. Thus divisional managers might cut back on expen-

sive research activities, delay machinery maintenance, reduce marketing expenditures, and 

lay off middle managers and workers to reduce costs so that at the end of the year they will 

make their target of doubling profits and receive their bonuses. This tactic might help them 

achieve a short-run goal—doubling profits—but such actions could hurt long-term profitabil-

ity or ROI (because a cutback in R&D can reduce the rate of product innovation, a cutback in 

marketing will lead to the loss of customers, and so on). 

 The message is clear: Although output control is a useful tool for keeping managers and 

employees at all levels motivated and the organization on track, it is only a guide to appropri-

ate action. Managers must be sensitive in how they use output control and must constantly 

monitor its effects at all levels in the organization—and on customers and other stakeholders.     

  Organizational structure by itself does not provide any mechanism that 

motivates managers and nonmanagerial employees to behave in ways 

that make the structure work—or even improve how it works; hence the 

need for control. Put another way, managers can develop an organiza-

tional structure that has the right grouping of divisions and functions, and 

an effective chain of command, but it will work as designed  only  if managers also establish 

control systems that motivate and shape employee behavior in ways that  match  this struc-

ture.  49   Output control is one method of motivating employees; behavior control is another 

method. This section examines three mechanisms of behavior control that managers can use 

to keep subordinates on track and make organizational structures work as they are designed to 

work: direct supervision, management by objectives, and rules and standard operating proce-

dures (see  Figure 11.3 ).  

   Direct Supervision 
 The most immediate and potent form of behavior control is direct supervision by managers 

who actively monitor and observe the behavior of their subordinates, teach subordinates the 

behaviors that are appropriate and inappropriate, and intervene to take corrective action as 

needed. Moreover, when managers personally supervise subordinates, they lead by example 

and in this way can help subordinates develop and increase their own skill levels. (Leadership 

is the subject of Chapter 14.) 

 Direct supervision allows managers at all levels to become personally involved with their 

subordinates and allows them to mentor subordinates and develop their management skills. 

Thus control through personal supervision can be an effective way of motivating employees 

and promoting behaviors that increase efficiency and effectiveness.  50   

Behavior 
Control

 LO11-4 

 Identify the main behavior 
controls, and discuss 
their advantages and 
disadvantages as a means 
of coordinating and 
motivating employees. 
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 Nevertheless, certain problems are associated with direct supervision. First, it is expensive 

because a manager can personally manage only a relatively small number of subordinates 

effectively. Therefore, if direct supervision is the main kind of control being used in an orga-

nization, a lot of managers will be needed and costs will increase. For this reason, output con-

trol is usually preferred to behavior control; indeed, output control tends to be the first type of 

control that managers at all levels use to evaluate performance. Second, direct supervision can 

 demotivate  subordinates. This occurs if employees feel they are under such close scrutiny that 

they are not free to make their own decisions or if they feel they are not being evaluated in an 

accurate and impartial way. Team members and other employees may start to pass the buck, 

avoid responsibility, and cease to cooperate with other team members if they feel their man-

ager is not accurately evaluating their performance and is favoring some people over others. 

 Third, as noted previously, for many jobs personal control through direct supervision is 

simply not feasible. The more complex a job is, the more difficult it is for a manager to evalu-

ate how well a subordinate is performing. The performance of divisional and functional man-

agers, for example, can be evaluated only over relatively long periods (this is why an output 

control system is developed), so it makes little sense for top managers to continually monitor 

their performance. However, managers can still communicate the organization’s mission and 

goals to their subordinates and reinforce the values and norms in the organization’s culture 

through their own personal style.  

  Management by Objectives 
 To provide a framework within which to evaluate subordinates’ behavior and, in particular, to 

allow managers to monitor progress toward achieving goals, many organizations implement 

some version of management by objectives.    Management by objectives (MBO)    is a formal 

system of evaluating subordinates on their ability to achieve specific organizational goals or 

performance standards and to meet operating budgets.  51   Most organizations use some form of 

MBO system because it is pointless to establish goals and then fail to evaluate whether they 

are being achieved. Management by objectives involves three specific steps:

    • Step 1:  Specific goals and objectives are established at each level of the organization.  

 MBO starts when top managers establish overall organizational objectives, such as specific 

financial performance goals or targets. Then, objective setting cascades down throughout the 

organization as managers at the divisional and functional levels set their goals to achieve 

corporate objectives.  52   Finally, first-level managers and employees jointly set goals that will 

contribute to achieving functional objectives.  

   • Step 2:  Managers and their subordinates together determine the subordinates’ goals.  

 An important characteristic of management by objectives is its participatory nature. Man-

agers at every level sit down with each of the subordinate managers who report directly to 

them, and together they determine appropriate and feasible goals for the subordinate and 

bargain over the budget that the subordinate will need to achieve his or her goals. The partici-

pation of subordinates in the objective-setting process is a way of strengthening their com-

mitment to achieving their goals and meeting their budgets.  53   Another reason why it is so 

important for subordinates (both individuals and teams) to participate in goal setting is that 

doing so enables them to tell managers what they think they can realistically achieve.  54    

   • Step 3:  Managers and their subordinates periodically review the subordinates’ progress 

toward meeting goals.  

 Once specific objectives have been agreed on for managers at each level, managers are 

accountable for meeting those objectives. Periodically they sit down with their subordinates 

to evaluate their progress. Normally salary raises and promotions are linked to the  goal-setting 

process, and managers who achieve their goals receive greater rewards than those who fall 

short. (The issue of how to design reward systems to motivate managers and other organiza-

tional employees is discussed in Chapter 13.) 

 In companies that have decentralized responsibility for the production of goods and  services 

to empowered teams and cross-functional teams, management by objectives works somewhat 

    management by objec-

tives (MBO)    A goal-setting 

process in which a manager 

and each of his or her sub-

ordinates negotiate specific 

goals and objectives for the 

subordinate to achieve and 

then periodically evaluate the 

extent to which the subordi-

nate is achieving those goals.   
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differently. Managers ask each team to develop a set of goals and performance targets that the 

team hopes to achieve—goals consistent with organizational objectives. Managers then negotiate 

with each team to establish its final goals and the budget the team will need to achieve them. The 

reward system is linked to team performance, not to the performance of any one team member. 

 Cypress Semiconductor offers an interesting example of how IT can be used to manage 

the MBO process quickly and effectively. In the fast-moving semiconductor business, a pre-

mium is placed on organizational adaptability. At Cypress, CEO T. J. Rodgers was facing a 

problem: How could he control his growing 1,500-employee organization without develop-

ing a bureaucratic management hierarchy? Rodgers believed that a tall hierarchy hinders the 

ability of an organization to adapt to changing conditions. He was committed to maintaining 

a flat and decentralized organizational structure with a minimum of management layers. At 

the same time, he needed to control his employees to ensure that they performed in a manner 

consistent with the goals of the company.  55   How could he achieve this without resorting to 

direct supervision and the lengthy management hierarchy that it implies? 

 To solve this problem, Rodgers implemented an online information system through which 

he can monitor what every employee and team is doing in his fast-moving and decentralized 

organization. Each employee maintains a list of 10 to 15 goals, such as “Meet with marketing 

for new product launch” or “Make sure to check with customer X.” Noted next to each goal 

are when it was agreed upon, when it is due to be finished, and whether it has been finished. 

All this information is stored on a central computer. Rodgers claims that he can review the 

goals of all employees in about four hours and that he does so each week.  56   How is this possi-

ble? He  manages by exception  and looks only for employees who are falling behind. He then 

calls them, not to scold but to ask whether there is anything he can do to help them get the 

job done. It takes only about half an hour each week for employees to review and update their 

lists. This system allows Rodgers to exercise control over his organization without resorting 

to the expensive layers of a management hierarchy and direct supervision. 

 MBO does not always work out as planned, however. Managers and their subordinates at 

all levels must believe that performance evaluations are accurate and fair. Any suggestion that 

personal biases and political objectives play a part in the evaluation process can lower or even 

destroy MBO’s effectiveness as a control system. This is why many organizations work so 

hard to protect the integrity of their systems. 

 Also, when people work in teams, each member’s contribution to the team and each team’s 

contribution to the goals of the organization must be fairly evaluated. This is not easy to do. It 

depends on managers’ ability to create an organizational control system that measures perfor-

mance accurately and fairly and links performance evaluations to rewards so that employees 

stay motivated and coordinate their activities to achieve the organization’s mission and goals.      

  Bureaucratic Control 
 When direct supervision is too expensive and management by objectives is inappropri-

ate, managers might turn to another mechanism to shape and motivate employee behavior: 

bureaucratic control.    Bureaucratic control    is control by means of a comprehensive system 

of rules and standard operating procedures (SOPs) that shapes and regulates the behavior of 

divisions, functions, and individuals. In Chapter 2 we discussed Weber’s theory of bureau-

cracy and noted that all organizations use bureaucratic rules and procedures but some use 

them more than others.  57   Recall that rules and SOPs are formal, written instructions that spec-

ify a series of actions that employees should follow to achieve a given end; in other words, if 

 A  happens, then do  B  and  C.  For example, a simple set of rules developed by the supervisor 

of some custodial workers (Crew G) at a Texas A&M University building clearly established 

task responsibilities and clarified expectations (see  Table 11.2 ). 

 Rules and SOPs guide behavior and specify what employees are to do when they con-

front a problem that needs a solution. It is the responsibility of a manager to develop rules 

that allow employees to perform their activities efficiently and effectively. Rules and SOPs 

also clarify people’s expectations about one another and prevent misunderstandings over 

responsibility or the use of power. Such guidelines can prevent a supervisor from arbitrarily 

increasing a subordinate’s workload and prevent a subordinate from ignoring tasks that are a 

legitimate part of the job. 

    bureaucratic control    

Control of behavior by means 

of a comprehensive system of 

rules and standard operating 

procedures.   
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 When employees follow the rules that managers have developed, their behavior is 

  standardized —actions are performed the same way time and time again—and the outcomes 

of their work are predictable. And to the degree that managers can make employees’ behavior 

predictable, there is no need to monitor the outputs of behavior because  standardized behav-

ior leads to standardized outputs,  such as goods and services of the same uniform quality. 

Suppose a worker at Toyota comes up with a way to attach exhaust pipes that reduces the 

number of steps in the assembly process and increases efficiency. Always on the lookout for 

ways to standardize and improve procedures, managers make this idea the basis of a new rule 

that says, “From now on, the procedure for attaching the exhaust pipe to the car is as follows.” 

If all workers follow the rule to the letter, every car will come off the assembly line with its 

exhaust pipe attached in the new way, and there will be no need to check exhaust pipes at the 

end of the line. 

 In practice, mistakes and lapses of attention happen, so output control is used at the end of 

the line, and each car’s exhaust system is given a routine inspection. However, the number of 

quality problems with the exhaust system is minimized because the rule (bureaucratic con-

trol) is being followed. Service organizations such as retail stores, fast-food restaurants, and 

home improvement stores also attempt to standardize employee behavior, such as customer 

service quality, by instructing employees in the correct way to greet customers or the appro-

priate way to serve and bag food. Employees are trained to follow the rules that have proved 

to be most effective in a particular situation, and the better trained the employees are, the 

more standardized is their behavior and the more trust managers can have that outputs (such 

as food quality) will be consistent. 

 Not following rules is one of the reasons often given for the high death toll (158 people) 

of the 2011 tornado that swept through Joplin, Missouri. Tornado warnings were issued and 

residents were advised to seek shelter. However, many failed to do so. The reasons why 

were examined by the National Weather Service. The service performs a service assessment 

to review its performance after severe weather events. In the Joplin tornados, the National 

Weather Service concluded that initial siren warnings had lost their credibility due to many 

      1.  All employees must call their supervisor or leader before 5:55 a.m. to notify of absence 

or tardiness.  

    2.  Disciplinary action will be issued to any employee who abuses sick leave policy.  

    3.  Disciplinary action will be issued to any employee whose assigned area is not up to 

custodial standards.  

    4.  If a door is locked when you go in to clean an office, it’s your responsibility to lock it 

back up.  

    5.  Name tags and uniforms must be worn daily.  

    6.  Each employee is responsible for buffing hallways and offices. Hallways must be 

buffed weekly, offices periodically.  

    7.  All equipment must be put in closets during 9:00 a.m. and 11 a.m. breaks.  

    8.  Do not use the elevator to move trash or equipment from 8:50 to 9:05, 9:50 to 10:05, 

11:50 to 12:05, or 1:50 to 2:05 to avoid breaks between classes.  

    9.  Try to mop hallways when students are in classrooms, or mop floors as you go down to 

each office.  

    10.  Closets must be kept clean and all equipment must be clean and operative.  

    11.  Each employee is expected to greet building occupants with “Good morning.”  

    12.  Always knock before entering offices and conference rooms.  

    13.  Loud talking, profanity, and horseplay will not be tolerated inside buildings.  

    14.  All custodial carts must be kept uniform and cleaned daily.  

    15.  You must have excellent “public relations” with occupants at all times.    

 Table 11.2 

 Team Rules of Conduct 
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false alarms. Residents were waiting for more conclusive evidence that a severe weather 

event was actually happening. The report suggested ways to improve responses to warnings, 

noting that response to severe weather situations like tornados is a complex, nonlinear pro-

cess. To improve responses to the warning and overcome complacency among residents, the 

report suggested a new structure for warnings that would be more credible and allow residents 

to make better decisions.  58   

 Two years later, in May 2013, a series of tornados and related weather events like flash 

flooding killed 47 people in Oklahoma City, Oklahoma. Again the National Weather Ser-

vice’s service assessment concluded that sirens were not taken seriously. Some interpreted 

the sirens to mean that they should seek further information.  59   The Oklahoma City report 

drew on the knowledge gained from the Joplin report that previous experience with tornadoes 

influences how residents responded to warnings. What the reports on these two devastating 

weather events indicate is that the simple rule that when residents hear a warning they should 

take shelter is not enough. Severe weather events are complex situations, and better rules are 

needed to protect lives.  60   

 The goal is simple: Use the rules to achieve a quick resolution of a complex issue. If the 

existing rules don’t work, employees must experiment; and when they find a solution, it is 

turned into a new rule to be included in the procedures book to aid the future decision making 

of all employees in the organization.  

  Problems with Bureaucratic Control 
 All organizations, make extensive use of bureaucratic control because rules and SOPs effec-

tively control routine organizational activities. With a bureaucratic control system in place, 

managers can manage by exception and intervene and take corrective action only when neces-

sary. However, managers need to be aware of a number of problems associated with bureau-

cratic control because such problems can reduce organizational effectiveness.  61   

 First, establishing rules is always easier than discarding them. Organizations tend to 

become overly bureaucratic over time as managers do everything according to the rule book. 

If the amount of red tape becomes too great, decision making slows and managers react slug-

gishly to changing conditions. This can imperil an organization’s survival 

if agile new competitors emerge. 

 Second, because rules constrain and standardize behavior and lead 

people to behave in predictable ways, people might become so used to 

automatically following rules that they stop thinking for themselves. Thus 

too much standardization can actually  reduce  the level of learning taking 

place in an organization and get the organization off track if managers and 

workers focus on the wrong issues. An organization thrives when its mem-

bers are constantly thinking of new ways to increase efficiency, quality, 

and customer responsiveness. By definition, new ideas do not come from 

blindly following standardized procedures. Similarly, the pursuit of inno-

vation implies a commitment by managers to discover new ways of doing 

things; innovation, however, is incompatible with extensive bureaucratic 

control.  

 Consider, for example, what happened at Walt Disney when Bob Iger 

became CEO of the troubled company. Bob Iger had been COO of Disney 

under CEO Michael Eisner, and he had noticed that Disney was plagued by 

slow decision making that had led to many mistakes in putting its new strat-

egies into action. Its Disney stores were losing money; its Internet proper-

ties were flops; and even its theme parks seemed to have lost their luster as 

few new rides or attractions were introduced. Iger believed one of the main 

reasons for Disney’s declining performance was that it had become too tall 

and bureaucratic and its top managers were following financial rules that 

did not lead to innovative strategies. 

 One of Iger’s first moves to turn around performance was to disman-

tle Disney’s central strategic planning office. In this office several levels 

of managers were responsible for sifting through all the new ideas and 

  Looks like even Mickey Mouse approves! 
Bob Iger’s redesign of Disney’s methods 
of innovation and planning lets employees 
move faster on new ideas. 
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innovations sent up by Disney’s different business divisions, such as theme parks, movies, 

and gaming, and then deciding which ones to present to the CEO. Iger saw the strategic plan-

ning office as a bureaucratic bottleneck that reduced the number of ideas coming from below. 

So he dissolved the office and reassigned its managers back to the different business units.  62   

 The result of cutting an unnecessary layer in Disney’s hierarchy has been that more new 

ideas are generated by its different business units. The level of innovation has increased 

because managers are more willing to speak out and champion their ideas when they know 

they are dealing directly with the CEO and a top management team searching for innova-

tive ways to improve performance—rather than a layer of strategic planning bureaucrats 

concerned only with the bottom line.  63   Disney continues to thrive. Captain America had the 

largest April opening of all time. The company’s portfolio includes movies, theme parks, 

children’s retailing, and cruise ships.  64   

 Managers must always be sensitive about the way they use bureaucratic control. It is most 

useful when organizational activities are routine and well understood and when employees 

are making programmed decisions—for example, in mass-production settings such as Ford 

or in routine service settings such as stores like Target or Midas Muffler. Bureaucratic con-

trol is much less useful in situations where nonprogrammed decisions have to be made 

and managers have to react quickly to changes in the task environment. The accompanying 

“Ethics in Action” feature describes how one company has thrived without many bureau-

cratic rules.  

  Netflix: Freedom and Responsibility 

 Netflix, an organization that provides on-demand Internet streaming of movies and 
television shows as well as a DVD-by-mail service, uses little bureaucratic con-
trol. There are no traditional performance appraisals, no formal tracking of vacation 
time for managers, and no performance-based bonuses. On its web page the com-
pany describes itself this way: “At Netflix we value high performance, freedom, and 
responsibility. We don’t focus on rules, processes, or procedures. We are candid and 
transparent and seek excellence in all that we do.”  65   

 Much of this lack of bureaucratic control is captured in a presentation called Free-
dom & Responsibility Culture available on the Netflix website.  66   Sheryl Sandberg, 
the chief operating officer at Facebook, is quoted as saying the slideshow “may well 
be the most important document ever to come out of [Silicon] Valley.”  67   The pre-
sentation’s name comes from the Netflix philosophy of allowing employees to make 
decisions rather than having a strong command and control environment.  68   

 Patty McCord, the former chief talent officer at Netflix, outlined five ideas that 
defined Netflix’s philosophy in a 2014  Harvard Business Review  article.    

    1. “Hire, Reward, and Tolerate Only Fully Formed Adults”:  69   Netflix asks employ-
ees to rely on their own judgment rather than corporate policies when making 
decisions. Thus it is important that Netflix hire people who understand how their 
actions affect others and who put the best interests of the company first.  

   2. “Tell the Truth about Performance”:  70   The company did away with performance 
appraisals. It felt they were too infrequent and ritualistic and did not improve 
performance. Instead they encourage employees and managers to talk fre-
quently. They also hold informal 360-degree reviews by asking employees to 
critique each other.  

   3. “Managers Own the Job of Creating Great Teams”:  71   Netflix focuses its ener-
gies on making sure the right people are doing the right job for their skill set. 
The company places great importance on team building.  

   4. “Leaders Own the Job of Creating the Company Culture”:  72   McCord makes 
three points about this: (1) There should not be a difference between how 

 Ethics 
in Action 
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 To use output control and behavior control, managers must be able to identify the 

outcomes they want to achieve and the behaviors they want employees to perform to 

achieve those outcomes. For many of the most important and significant organizational 

activities, however, output control and behavior control are inappropriate for several 

reasons:

    • A manager cannot evaluate the performance of workers such as doctors, research scien-

tists, or engineers by observing their daily behavior.  

   • Rules and SOPs are of little use in telling a doctor how to respond to an emergency situ-

ation or a scientist how to discover something new.  

   • Output controls such as the amount of time a surgeon takes for each operation or the costs 

of making a discovery are crude measures of the quality of performance.    

 How can managers attempt to control and regulate the behavior of their subordinates when 

personal supervision is of little use, when rules cannot be developed to tell employees what 

to do, and when outputs and goals cannot be measured at all or can be measured usefully only 

over long periods?     

  One source of control increasingly being used by organizations is 

   clan control   , which takes advantage of the power of internalized val-

ues and norms to guide and constrain employee attitudes and behavior 

in ways that increase organizational performance.  76   The first function of a control system 

is to shape the behavior of organizational members to ensure that they are working toward 

organizational goals and to take corrective action if those goals are not being met. The 

second function of control, however, is to keep organizational members focused on think-

ing about what is best for their organization in the future and to keep them looking for new 

opportunities to use organizational resources to create value. Clan control serves this dual 

function of keeping organizational members goal-directed while open to new opportuni-

ties because it takes advantage of the power of organizational culture, discussed in the 

previous chapter. 

 Organizational culture functions as a kind of control system because managers can delib-

erately try to influence the kind of values and norms that develop in an organization—values 

and norms that specify appropriate and inappropriate behaviors and so determine the way its 

members behave.  77   We discussed the sources of organizational culture and the way manag-

ers can help create different kinds of cultures in Chapter 10, so there is no need to repeat this 

discussion here. Another example of using internalized values and norms to guide behavior is 

described in the accompanying “Management Insight” feature.     

Clan Control
    clan control    The control 

exerted on individuals and 

groups in an organization 

by shared values, norms, 

standards of behavior, and 

expectations.   

culture and values are described and how they are carried out in the company. 
(2) Employees need to understand how the business works so they can sup-
port it. (3) There should be awareness that within the culture there will be 
subcultures to manage.  

   5. “Good Talent Managers Think Like Businesspeople and Innovators First, and 
Like HR People Last”:  73   She thinks HR is better served to innovate and think 
of themselves like businesspeople, rather than focus on implementing morale 
improvement plans that don’t usually work.74    

 Netflix was founded in 1997, launched its subscription service in 1999, and 
introduced streaming in 2007. It went from 857,000 members in 2002 to more than 
40 million members in 2013.  75   It has been successful despite having little bureau-
cratic control.  
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   As we have discussed, many problems can arise if an organization’s con-

trol systems are not designed correctly. One of these problems is that an 

organization cannot change or adapt in response to a changing environ-

ment unless it has effective control over its activities. Companies can 

lose this control over time, or they can change in ways that make them 

more effective.    Organizational change    is the movement of an organization away from its 

present state toward some preferred future state to increase its efficiency and effectiveness. 

Organizational 
Change

  How Philanthrofits Help Users 
Help Charities 

 The popularity of a new category of fitness apps provides an example of how a control sys-
tem can use internalized values and norms. Philanthrofits  78   are apps that donate money to 
charities based on the behaviors of the users. For example, the app Charity Miles donates 
25 cents per mile for walkers and runners to charities including Habitat for Humanity, 
Feeding America, and Autism Speaks.  79   With a $1 million sponsorship pool, the company 
hopes that as the number of athletes using the app increase, so will the corporate sponsors, 
thus providing more money for athletes to donate to charity.  80   Users must share their activ-
ity on Facebook for their designated charity to receive the money raised. 

 On its web page, a Charity Miles user who lost 50 pounds by running wrote, “Char-
ity Miles helped me get started with running because I knew with each run, I was doing 
something bigger. It helped me get to where I am today, and I would like others to get the 
same experience from it that I have.”  81   

 Another app, stickK, was developed by Yale University economists based on research of 
the effectiveness of people making contracts to achieve their goals. The standard objectives 
offered by the app include losing weight, exercising regularly, quitting smoking, preparing 
for a race, and maintaining weight. The user can also choose a custom goal, such as raising 
one’s grade point average. Next the user can enter credit card information to wager money 
on whether the user will achieve the set goals. This step is optional. If the goal is achieved, 
the credit card is not charged. If the goal is not achieved, the money the user wagered will 
go to a charity of the user’s choice. The chosen charity can be one the user supports or 
one the user would prefer not to support. To hold the user accountable, the user chooses a 
referee to monitor progress. The referee verifies the accuracy of the user’s reports. Finally, 
the user can ask friends and family who also are registered for the app to act as supporters. 
These supporters can send the user encouraging messages on the app.  82   

 There are too many Philanthrofit apps on the market to mention them all here. But 
Charity Miles and stickK represent two ways of leveraging users’ internalized values 
and norms to influence behavior. Charity Miles allows the user to donate a sponsor’s 
money. StickK has users donate their own money. Charity Miles donates money when 
users perform their activities and stickK donates when they do not. But perhaps the big-
gest difference is that stickK also allows users to donate to either a charity or an “anti-
charity” if the user does not live up to the contract. 

 If a stickK user chooses to send money to a charity, stickK does not inform the user 
which charity receives the money. The idea is that if the user knew what good cause 
received the money, he or she might feel OK about breaking the contract. Instead the 
stickK web page lists a few reputable charities such as the Red Cross and Doctors with-
out Borders. Users who chose the charity option are told that their money went to such a 
charity without providing the charity name. 

 However, if the user chooses an anti-charity, the user is told which charity got their 
money. An anti-charity is one with views the user opposes. The stickK website provides 
a choice of anti-charities from either side of controversial issues, including the political 
action committees supporting both the Republican and Democratic parties.  

 Management 
Insight 
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 Interestingly enough, there is a fundamental tension or need to balance two opposing 

forces in the control process that influences how organizations change. As just noted, orga-

nizations and their managers need to be able to control their activities and make their opera-

tions routine and predictable. At the same time, however, organizations have to be responsive 

to the need to change, and managers and employees have to “think on their feet” and realize 

when they need to depart from routines to be responsive to unpredictable events. In other 

words, even though adopting the right set of output and behavior controls is essential for 

improving efficiency, because the environment is dynamic and uncertain, employees also 

need to feel that they have the autonomy to depart from routines as necessary to increase 

effectiveness. (See  Figure 11.5 .)  

 For this reason many researchers believe that the highest-performing organizations are 

those that are constantly changing—and thus become experienced at doing so—in their search 

to become more efficient and effective. Companies like UPS, Toyota, and Walmart are con-

stantly changing the mix of their activities to move forward even as they seek to make their 

existing operations more efficient. For example, UPS entered the air express parcel market, 

bought a chain of mailbox stores, and began offering a consulting service. At the same time 

it has been increasing the efficiency of its ground and global air transport network, including 

2,864 alternative fuel and technology vehicles.  83    

   Lewin’s Force-Field Theory of Change 
 Researcher Kurt Lewin developed a theory about organizational change. According to his 

 force-field theory,  a wide variety of forces arise from the way an organization  operates—

from its structure, culture, and control systems—that make organizations resistant to 

change. At the same time a wide variety of forces arise from changing task and general 

environments that push organizations toward change. These two sets of forces are always 

in opposition in an organization.  84   When the forces are evenly balanced, the organization 

is in a state of inertia and does not change. To get an organization to change, managers 

must find a way to  increase  the forces for change,  reduce  resistance to change, or do  both  

simultaneously. Any of these strategies will overcome inertia and cause an organization 

to change. 

  Figure 11.6  illustrates Lewin’s theory. An organization at performance level P1 is in bal-

ance: Forces for change and resistance to change are equal. Management, however, decides 

that the organization should strive to achieve performance level P2. To get to level P2, man-

agers must  increase  the forces for change (the increase is represented by the lengthening of 

the up arrows),  reduce  resistance to change (the reduction is represented by the shortening 

of the down arrows), or both. If managers pursue any of the three strategies successfully, 

organizational change 

The movement of an orga-

nization away from its pres-

ent state and toward some 

preferred future state to 

increase its efficiency and 

effectiveness.

 LO11-5 

 Discuss the relationship 
between organizational 
control and change, and 
explain why managing 
change is a vital 
management task. 

 Figure 11.5 

 Organizational Control and Change  
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Managers must balance the
need for an organization to
improve the way it currently
operates and the need for it

to change in response to new,
unanticipated events.
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the organization will change and reach performance level P2. Before we look in more detail 

at the techniques managers can use to overcome resistance and facilitate change, we need 

to look at the types of change they can implement to increase organizational effectiveness.   

  Evolutionary and Revolutionary Change 
 Managers continually face choices about how best to respond to the forces for change. There 

are several types of change that managers can adopt to help their organizations achieve 

desired future states.  85   In general, types of change fall into two broad categories: evolutionary 

change and revolutionary change.  86   

    Evolutionary change    is gradual, incremental, and narrowly focused. Evolutionary change 

is not drastic or sudden but, rather, is a constant attempt to improve, adapt, and adjust strat-

egy and structure incrementally to accommodate changes taking place in the environment.  87   

Sociotechnical systems theory and total quality management, or kaizen, are two instruments 

of evolutionary change. Such improvements might entail using technology in a better way or 

reorganizing the work process. 

 Some organizations, however, need to make major changes quickly. Faced with drastic, 

unexpected changes in the environment (for example, a new technological breakthrough) or 

with an impending disaster resulting from mismanagement, an organization might need to act 

quickly and decisively. In this case, revolutionary change is called for. 

    Revolutionary change    is rapid, dramatic, and broadly focused. Revolutionary change involves 

a bold attempt to quickly find new ways to be effective. It is likely to result in a radical shift in ways 

of doing things, new goals, and a new structure for the organization. The process has repercussions 

at all levels in the organization—corporate, divisional, functional, group, and individual. Reengi-

neering, restructuring, and innovation are three important instruments of revolutionary change.  

  Managing Change 
 The need to constantly search for ways to improve efficiency and effectiveness makes it vital 

that managers develop the skills necessary to manage change effectively. Several experts have 

proposed a model of change that managers can follow to implement change  successfully—

that is, to move an organization away from its present state and toward some desired future 

state to increase its efficiency and effectiveness.  88    Figure 11.7  outlines the steps in this pro-

cess. In the rest of this section we examine each one.  

  ASSESSING THE NEED FOR CHANGE   Organizational change can affect practi-

cally all aspects of organizational functioning, including organizational structure, culture, 

strategies, control systems, and groups and teams, as well as the human resource management 

    evolutionary change    

Change that is gradual, incre-

mental, and narrowly focused.   

    revolutionary change    

Change that is rapid,  dramatic, 

and broadly focused.   

 Figure 11.6 
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system and critical organizational processes such as communication, motivation, and leader-

ship. Organizational change can alter how managers carry out the critical tasks of planning, 

organizing, leading, and controlling and the ways they perform their managerial roles. 

 Deciding how to change an organization is a complex matter because change disrupts the 

status quo and poses a threat, prompting employees to resist attempts to alter work relation-

ships and procedures. Organizational learning—the process through which managers try to 

increase organizational members’ abilities to understand and appropriately respond to chang-

ing conditions—can be an important impetus for change and can help all members of an orga-

nization, including managers, effectively make decisions about needed changes. 

 Assessing the need for change calls for two important activities: recognizing that there is a 

problem and identifying its source. Sometimes the need for change is obvious, such as when an 

organization’s performance is suffering. Often, however, managers have trouble determining 

that something is going wrong because problems develop gradually; organizational performance 

may slip for a number of years before a problem becomes obvious. Thus during the first step 

in the change process, managers need to recognize that there is a problem that requires change. 

 Often the problems that managers detect have produced a gap between desired perfor-

mance and actual performance. To detect such a gap, managers need to look at performance 

measures—such as falling market share or profits, rising costs, or employees’ failure to meet 

their established goals or stay within budgets—that indicate whether change is needed. These 

measures are provided by organizational control systems, discussed earlier in the chapter. 

 To discover the source of the problem, managers need to look both inside and outside 

the organization. Outside the organization, they must examine how changing environmental 

forces may be creating opportunities and threats that are affecting internal work relationships. 

Perhaps the emergence of low-cost competitors abroad has led to conflict among different 

departments that are trying to find new ways to gain a competitive advantage. Managers also 

need to look within the organization to see whether its structure is causing problems between 

departments. Perhaps a company does not have integrating mechanisms in place to allow dif-

ferent departments to respond to low-cost competition.  

  DECIDING ON THE CHANGE TO MAKE   Once managers have identified the source 

of the problem, they must decide what they think the organization’s ideal future state would 

be. In other words, they must decide where they would like their organization to be in the 

future—what kinds of goods and services it should be making, what its business-level strat-

egy should be, how the organizational structure should be changed, and so on. During this 

step, managers also must plan how to attain the organization’s ideal future state. 

 This step in the change process also includes identifying obstacles or sources of resistance 

to change. Managers must analyze the factors that may prevent the company from reaching 

its ideal future state. Obstacles to change are found at the corporate, divisional, departmental, 

and individual levels of the organization. 

 Corporate-level changes in an organization’s strategy or structure, even seemingly  trivial 

changes, may significantly affect how divisional and departmental managers behave. Sup-

pose that to compete with low-cost foreign competitors, top managers decide to increase the 

resources spent on state-of-the-art machinery and reduce the resources spent on marketing 

or R&D. The power of manufacturing managers would increase, and the power of market-

ing and R&D managers would fall. This decision would alter the balance of power among 

 Figure 11.7 
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departments and might increase conflict as departments fight to retain their status in the orga-

nization. An organization’s present strategy and structure are powerful obstacles to change. 

 Whether a company’s culture is adaptive or inert facilitates or obstructs change. Organiza-

tions with entrepreneurial, flexible cultures, such as high-tech companies, are much easier 

to change than are organizations with more rigid cultures, such as those sometimes found in 

large, bureaucratic organizations like the military or GM. 

 The same obstacles to change exist at the divisional and departmental levels. Division 

managers may differ in their attitudes toward the changes that top managers propose and, if 

their interests and power seem threatened, will resist those changes. Managers at all levels 

usually fight to protect their power and control over resources. Because departments have 

different goals and time horizons, they may also react differently to the changes other man-

agers propose. When top managers are trying to reduce costs, for example, sales managers 

may resist attempts to cut back on sales expenditures if they believe that problems stem from 

manufacturing managers’ inefficiencies. 

 At the individual level, too, people often resist change because it brings uncertainty and 

stress. For example, individuals may resist the introduction of a new technology because they 

are uncertain about their abilities to learn it and effectively use it. 

 These obstacles make organizational change a slow process. Managers must recognize 

the potential obstacles to change and take them into consideration. Some obstacles can be 

overcome by improving communication so all organizational members are aware of the need 

for change and of the nature of the changes being made. Empowering employees and invit-

ing them to participate in planning for change also can help overcome resistance and allay 

employees’ fears. In addition, managers can sometimes overcome resistance by emphasiz-

ing group or shared goals such as increased organizational efficiency and effectiveness. The 

larger and more complex an organization is, the more complex is the change process.  

  IMPLEMENTING THE CHANGE   Generally, managers implement—that is, introduce 

and manage—change from the top down or from the bottom up.  89      Top-down change    is imple-

mented quickly: Top managers identify the need for change, decide what to do, and then move 

quickly to implement the changes throughout the organization. For example, top managers may 

decide to restructure and downsize the organization and then give divisional and departmental 

managers specific goals to achieve. With top-down change, the emphasis is on making the 

changes quickly and dealing with problems as they arise; it is revolutionary in nature. 

    Bottom-up change    is typically more gradual or evolutionary. Top managers consult with 

middle and first-line managers about the need for change. Then, over time, managers at all 

levels work to develop a detailed plan for change. A major advantage of bottom-up change is 

that it can co-opt resistance to change from employees. Because the emphasis in bottom-up 

change is on participation and on keeping people informed about what is going on, uncer-

tainty and resistance are minimized. The accompanying “Managing Globally” feature pro-

vides an example of a change that leads to other changes.   

    top-down change    A fast, 

revolutionary approach to 

change in which top manag-

ers identify what needs to be 

changed and then move quickly 

to implement the changes 

throughout the organization.   

    bottom-up change    A grad-

ual or evolutionary approach 

to change in which managers 

at all levels work together to 

develop a detailed plan for 

change.   

 Managing 
Globally 

  Changing Online Retailing with Virtusize 
 Sometimes an organization can make one small change that cascades throughout the 
organization, cutting costs and reallocating resources to important projects. In the 
online apparel industry, one such small change could be a reduction in merchan-
dise returns. A company called Virtusize claims to reduce fit-related returns by 
50 percent.  90   

 Before the Zappos policy of free returns, online shoppers paid to return ill-fitting 
clothing and shoes. Then Zappos provided free returns and told customers to order 
in multiple sizes and return the ones that did not fit. To compete, other online retail-
ers followed suit. Online shoppers now return between 20 and 30 percent of apparel 
orders.  91   
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  EVALUATING THE CHANGE   The last step in the change process is to evaluate how 

successful the change effort has been in improving organizational performance.  97   Using 

measures such as changes in market share, in profits, or the ability of scientists to innovate 

new drugs, managers compare how well an organization is performing after the change with 

how well it was performing before. Managers also can use    benchmarking   , comparing their 

performance on specific dimensions with the performance of high-performing organiza-

tions to decide how successful a change effort has been. For example, when Xerox was 

performing poorly in the 1980s, it benchmarked the efficiency of its distribution operations 

against that of L.L.Bean, the efficiency of its central computer operations against that of 

John Deere, and the efficiency of its marketing abilities against that of Procter & Gamble. 

Those three companies are renowned for their skills in these different areas, and by study-

ing how they performed, Xerox was able to dramatically increase its own performance. 

Benchmarking is a key tool in total quality management, an important change program 

discussed in Chapter 9. 

 In summary, organizational control and change are closely linked because organizations 

operate in environments that are constantly changing; so managers must be alert to the need 

to change their strategies and structures. Managers of high-performing organizations are 

attuned to the need to continually modify the way they operate, and they adopt techniques 

like empowered work groups and teams, benchmarking, and global outsourcing to remain 

competitive in a global world.        

    benchmarking    The pro-

cess of comparing one 

company’s performance on 

specific dimensions with the 

performance of other high- 

performing organizations.   

 Virtusize’s vision is to be “a global standard for 
illustrating size and fit of clothes sold online”.  92   The 
company helps online retailers show the size and fit of 
clothing to online shoppers by illustrating the silhouette 
of the garment, so there are fewer fit-related returns. 
Virtusize is a web widget that lets the online shoppers 
insert reference garments for different categories of 
clothing, such as pants, jackets, shirts and dresses. 

 To insert a reference garment, there are two options. 
The online shopper can enter measurements of a gar-
ment they already own or tag a previous purchase made 
at one of the Virtusize connected stores. Virtusize will 
then overlay the two silhouettes to help the online shop-
per to clearly see the difference in size and fit of the 
garment they want to buy compared to the garment they 
already own. 

 By decreasing the need for fit-related returns, com-
panies like Virtusize can save money for organizations 
in at least two ways.  93   First, decreasing both the volume 

of returns and the volume of re-ships to customers can save the organization shipping 
costs. Nick Robertson, CEO of the global online fashion and beauty retailer ASOS, 
estimates that a 1 percent reduction in returns would add $16 million to the com-
pany’s bottom line.  94   Second, fewer fit-related returns mean fewer customer support 
calls, reducing staff time in call centers. 

 But the savings to online retailers go beyond shipping and customer calls. If an 
online retailer has fewer returns to handle, the retailer can carry less necessary inven-
tory, which saves on warehousing and delivery logistics costs.  95   Also, more intan-
gibly, when customers do not have to return their online orders, their satisfaction 
increases and they may be more willing to buy from the retailer again.  96   

 With the monetary savings provided by reduced fit-related returns, organizations 
can shift their focus to other efforts, such as improving customer service or develop-
ing new products. Just one small change in the supply chain can mean big change 
throughout the organization.  

   A page from the Virtusize website. The company helps online 
retailers show the size and fit of clothing by comparing an 
item silhouette to a reference silhouette with the shopper’s 
own measurements. 



Free ebooks ==>   www.ebook777.com
340 Chapter Eleven

  WHAT IS ORGANIZATIONAL CONTROL?     Controlling is the pro-

cess whereby managers monitor and regulate how efficiently and effec-

tively an organization and its members are performing the activities 

necessary to achieve organizational goals. Controlling is a four-step pro-

cess: (1) establishing performance standards, (2) measuring actual perfor-

mance, (3) comparing actual performance against performance standards, and (4) evaluating 

the results and initiating corrective action if needed.  

  OUTPUT CONTROL     To monitor output or performance, managers choose goals or per-

formance standards that they think will best measure efficiency, quality, innovation, and 

responsiveness to customers at the corporate, divisional, departmental or functional, and indi-

vidual levels. The main mechanisms that managers use to monitor output are financial mea-

sures of performance, organizational goals, and operating budgets.  

  BEHAVIOR CONTROL     In an attempt to shape behavior and induce employees to work 

toward achieving organizational goals, managers use direct supervision, management by 

objectives, and bureaucratic control by means of rules and standard operating procedures.  

  CLAN CONTROL   Clan control is the control exerted on individuals and groups by shared 

values, norms, and prescribed standards of behavior. An organization’s culture is deliber-

ately fashioned to emphasize the values and norms top managers believe will lead to high 

performance.  

  ORGANIZATIONAL CHANGE     There is a need to balance two opposing forces in the 

control process that influences the way organizations change. On one hand, managers need to 

be able to control organizational activities and make their operations routine and predictable. 

On the other hand, organizations have to be responsive to the need to change, and managers 

must understand when they need to depart from routines to be responsive to unpredictable 

events. The four steps in managing change are (1) assessing the need for change, (2) deciding 

on the changes to make, (3) implementing change, and (4) evaluating the results of change.         

Summary and 
Review

 LO11-1, 11-2 

 LO11-3 

 LO11-4 

 LO11-5 
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 Management in Action    
  Topics for Discussion and Action 

  Discussion 

     1.  What is the relationship between organizing and 

controlling?  [LO11-1]   

    2.  How do output control and behavior control differ? 

 [LO11-2, 11-3]   

    3.  Why is it important for managers to involve 

subordinates in the control process?  [LO11-3, 11-4]   

    4.  What kind of controls would you expect to find most 

used in (a) a hospital, (b) the Navy, and (c) a city 

police force? Why?  [LO11-2, 11-3, 11-4]   

    5.  What are the main obstacles to organizational 

change? What techniques can managers use to 

overcome these obstacles?  [LO11-1, 11-5]     

  Action 

     6.  Ask a manager to list the main performance 

measures that he or she uses to evaluate how well 

the organization is achieving its goals.  [LO11-1, 

11-3, 11-4]   

    7.  Ask the same or a different manager to list the main 

forms of output control and behavior control that 

he or she uses to monitor and evaluate employee 

behavior.  [LO11-3, 11-4]      

 Building Management Skills    
  Understanding Controlling  [LO11-1, 11-3, 11-4]  

  For this exercise you will analyze the control systems 

used by a real organization such as a department store, 

restaurant, hospital, police department, or small busi-

ness. It can be the organization that you investigated 

in Chapter 10 or a different one. Your objective is to 

uncover all the different ways in which managers moni-

tor and evaluate the performance of the organization and 

employees.  

     1.  At what levels does control take place in this 

organization?  

    2.  Which output performance standards (such as 

financial measures and organizational goals) do 

managers use most often to evaluate performance at 

each level?  

    3.  Does the organization have a management by 

objectives system in place? If it does, describe it. If it 

does not, speculate about why not.  

    4.  How important is behavior control in this organization? 

For example, how much of managers’ time is spent 

directly supervising employees? How formalized is the 

organization? Do employees receive a book of rules to 

teach them how to perform their jobs?  

    5.  What kind of culture does the organization have? 

What are the values and norms? What effect does 

the organizational culture have on the way employees 

behave or treat customers?  

    6.  Based on this analysis, do you think there is a fit between 

the organization’s control systems and its culture? What 

is the nature of this fit? How could it be improved?    

 Managing Ethically  [LO11-1, 11-5]     

  S
 ome managers and organizations go to great lengths to 

monitor their employees’ behavior, and they keep exten-

sive records about employees’ behavior and performance. 

Some organizations also seem to possess norms and values 

that cause their employees to behave in certain ways. 

  Questions 

     1.  Either by yourself or in a group, think about the 

ethical implications of organizations’ monitoring 

and collecting information about their employees. 
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 Small Group Breakout Exercise    
  How Best to Control the Sales Force?  [LO11-1, 11-3, 11-5]  

  Form groups of three or four people, and appoint one member as the spokesperson who will communicate your 

findings to the class when called on by the instructor. Then discuss the following scenario:  

  Y
 ou are the regional sales managers of an organization 

that supplies high-quality windows and doors to build-

ing supply centers nationwide. Over the last three years, 

the rate of sales growth has slackened. There is increasing 

evidence that, to make their jobs easier, salespeople are 

primarily servicing large customer accounts and ignoring 

small accounts. In addition, the salespeople are not deal-

ing promptly with customer questions and complaints, and 

this inattention has resulted in poor after-sales service. You 

have talked about these problems, and you are meeting 

to design a control system to increase both the amount of 

sales and the quality of customer service. 

     1.  Design a control system that you think will best 

motivate salespeople to achieve these goals.  

    2.  What relative importance do you put on (a) output 

control, (b) behavior control, and (c) organizational 

culture in this design?    

 Exploring the World Wide Web  [LO11-1, 11-5]    

 G
o to the website of  Fortune ’s 100 Best Companies to 

Work For. Check out a few of the different companies 

on the list. Read a few of the “What makes it so great?” 

profiles. 

    1. Do you notice any common values and norms in the 

top companies?  

   2. Is there anything about a particular company’s culture 

or structure that would make you want to work there?   

 Be the Manager    

  Y
 ou have been asked by your company’s CEO to find 

a way to improve the performance of its teams of 

web design and web hosting specialists and program-

mers. Each team works on a different aspect of website 

production; and while each is responsible for the quality 

of its own performance, its performance also depends 

on how well the other teams perform. Your task is to cre-

ate a control system that will help to increase the perfor-

mance of each team separately and facilitate cooperation 

among the teams. This is necessary because the vari-

ous projects are interlinked and affect one another just 

as the different parts of a car must fit together. Because 

competition in the website production market is intense, 

it is imperative that each website be up and running 

as quickly as possible and incorporate all the latest 

advances in website software technology.    

  Questions 

     1.  What kind of output controls will best facilitate 

positive interactions both within the teams and among 

the teams?  

    2.  What kind of behavior controls will best facilitate 

positive interactions both within the teams and among 

the teams?  

    3.  How would you help managers develop a culture to 

promote high team performance?     

What kinds of information is it ethical or unethical to 

collect? Why? Should managers and organizations 

tell subordinates they are collecting such information?  

    2.  Similarly, some organizations’ cultures seem to 

develop norms and values that cause their members 

to behave in unethical ways. When and why does 

a strong norm that encourages high performance 

become one that can cause people to act unethically? 

How can organizations keep their values and norms 

from becoming “too strong”?    
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   Bloomberg Businessweek  Case 
in the News  [LO11-1, 11-2, 11-5]     

   How Chick-fil-A Spent $50 Million to Change Its Grilled Chicken 

  C
hick-fil-A wants a healthier image 

to go along with its emblematic 

fried chicken sandwiches. To that 

end, next week the country’s largest 

chicken chain by sales will replace its 

old chargrilled menu options with a 

new recipe used for three new items: 

a grilled chicken sandwich, a grilled 

chicken club with bacon, and grilled 

chicken tenders. The new grilled rec-

ipe also replaces the chicken in its 

salads and wraps. 

 It’s a small gamble for the company: 

the chargrilled sandwich accounted 

for 7 percent of Chick-fil-A’s sales in 

2013. “I never thought of it as being 

craveable,” says David Farmer, vice 

president of product strategy and 

development. People ate it because 

they  should,  he theorizes, not because 

they looked forward to it. As consum-

ers become more health conscious, 

Farmer says, having an enticing grilled 

option is necessary: “Taste is king, but 

it increasingly has to be healthy, natu-

ral, and sustainable.” 

 Chick-fil-A claims it spent more 

than $50 million figuring out its new 

approach to grilling, which included 

developing new automated grills that 

wouldn’t dry out the meat and install-

ing them at all 1,775 restaurants. 

After trying more than a thousand 

recipe iterations, it settled on one that 

involved not just marinating the fillets 

in “a blend of sea salt, lemon, garlic, 

and savory herbs,” but also basting 

the chicken. 

 The result of all that testing, 

according to Chick-fil-A’s marketing, 

is “a tender, juicy filet with just the 

right amount of smoky flavor.” Add 

gluten-free to the list of promotional 

terms. Coming up with a new recipe 

would seem like an obvious place to 

start. But Chick-fil-A found otherwise: 

“The trick,” Farmer explains, “was 

more on the equipment side.” The 

old grill applied too much pressure 

on the meat, which produced dry 

sandwiches. 

 Like its predecessor, the new grill 

has a clamshell shape to cook the 

chicken on both sides—envision an 

industrial-scale George Foreman 

Grill—and slash the cooking time. 

The new version, developed by Gar-

land Grills after Chick-fil-A’s in-house 

prototype failed to make the cut, has 

cast-iron grates and is programmed 

to automatically lower and lift the 

upper part to apply the right amount 

of pressure on the meat. 

 It was also made the same size as 

the old grills, about one foot across 

and four feet deep—big enough to 

cook 10 fillets at a time—to make 

replacement at every restaurant rela-

tively easy. “When we came up with a 

new cooking platform,” Farmer says, 

“that was the breakthrough that helped 

the most.” The recipe was then tailored 

for the new grill. 

 If the new chicken items do well 

enough, the company will consider 

swapping out a fryer—most stores 

have three or four—to add a second 

grill. That would be a huge change for 

a brand built on fried chicken. “That’s 

OK,” Farmer says. “I could see that.”  

 Source: Venessa Wong, “How Chick-fil-A Spent 

$50 Million to Change Its Grilled Chicken,” 

Bloomberg Business Week, April 11, 2014. 

Used with permission of Bloomberg L.P. 

Copyright © 2014. All rights reserved  . 

   Questions for 

Discussion 

     1.  Describe how Chick-fil-A’s 

timeline to new grilled chicken 

followed the four-step control 

process outlined in the chapter.  

    2.  The goal of Chick-fil-A’s new 

chicken items is to improve the 

company’s image for healthful 

food. How can the company 

use clan control to help its 

employees further its goal?  

    3.  Apply the first three steps of 

the four steps to managing 

change to this case. How 

should the company carry out 

the fourth step?            
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 Human Resource Management 

 CHAPTER 12 

   LO12-1  Explain why strategic human resource management can help an organization 
gain a competitive advantage. 

   LO12-2  Describe the steps managers take to recruit and select organizational 
members. 

   LO12-3  Discuss the training and development options that ensure organizational 
members can effectively perform their jobs. 

   LO12-4  Explain why performance appraisal and feedback are such crucial activities, 
and list the choices managers must make in designing effective performance 
appraisal and feedback procedures. 

   LO12-5  Explain the issues managers face in determining levels of pay and benefits. 

   LO12-6  Understand the role that labor relations play in the effective management of 
human resources.  

   Learning Objectives 

  After studying this chapter, you should be able to:  
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  How can managers promote high 

levels of personalized customer ser-

vice in an industry known for high 

employee turnover?  Four Seasons Hotels 

and Resorts is one of only 13 companies 

to be ranked one of the “100 Best Compa-

nies to Work For” every year since  Fortune  

magazine started this annual ranking of 

companies (from 1998 to 2014).  1   And the 

Four Seasons often receives other awards 

and recognition such as having some of its 

properties included on the  Condé Nast   Trav-

eler  Gold List, the   Travel   1    Leisure  T  1  L 

500 list, and Robb Report’s World’s Top 

100 Hotels.  2   In 2013 the Four Seasons was 

awarded Best Hotel Group in the Travel 

Awards of the  Telegraph.   3   In an industry in 

which annual turnover rates are relatively 

high, the Four Seasons’ turnover rate for 

full-time employees is 12.7 percent, which is 

among the lowest in the industry.  4   Evidently 

employees and customers alike are satis-

fied with how they are treated at the Four 

Seasons. Understanding that the two are 

causally linked is perhaps the key to the Four 

Seasons’ success. As the Four Seasons’ 

founder and Chairman of the Board Isadore 

Sharp  5   suggested, “How you treat your 

employees is how you expect them to treat 

the customer.”  6   

 The Four Seasons was founded by Sharp 

in 1961 when he opened his first hotel called 

the Four Seasons Motor Hotel in a less-than-

desirable area outside downtown Toronto. 

Whereas his first hotel had 125 inexpensively 

priced rooms appealing to the individual 

traveler, his fourth hotel was built to appeal 

to business travelers and conventions with 

1,600 rooms, conference facilities, several 

restaurants, banquet halls, and shops in an 

arcade. Both these hotels were successful, 

but Sharp decided he could provide custom-

ers with a different kind of hotel experience 

by combining the best features of both kinds 

of hotel experiences—the sense of close-

ness and personal attention that a small 

hotel brings with the amenities of a big hotel 

to suit the needs of business travelers.  7   

 Sharp sought to provide the kind of per-

sonal service that would really help business 

travelers on the road—giving them the ame-

nities they have at home and in the office 

and miss when traveling on business. Thus 

the Four Seasons was the first hotel chain 

to provide bathrobes, shampoo, round-the-

clock room service, laundry and dry cleaning 

services, large desks in every room, two-line 

phones, and round-the-clock secretarial 

   

   A MANAGER’S CHALLENGE 

   Treating Employees Well Leads to Satisfied Customers 

and Low Turnover at the Four Seasons 

At the Four Seasons, treating employees well leads to satisfied 

customers. Everyone wins!
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assistance.  8   While these are relatively con-

crete ways of personalizing the hotel experi-

ence, Sharp realized that how employees 

treat customers is just as, or perhaps even 

more, important. When employees view each 

customer as an individual with his or her own 

needs and desires, and empathetically try 

to meet these needs and desires and help 

customers both overcome any problems or 

challenges they face and truly enjoy their 

hotel experience, a hotel can indeed serve the 

purposes of a home away from home (and an 

office away from the office), and customers 

are likely to be both loyal and highly satisfied.  9   

 Sharp always realized that for employees 

to treat customers well, the Four Seasons 

needs to treat its employees well. Salaries 

are relatively high at the Four Seasons by 

industry standards (between the 75th and 

90th percentiles); employees participate in 

a profit-sharing plan; and the company con-

tributes to their 401(k) plans. Four Seasons 

pays 78 percent of employees’ health insur-

ance premiums and provides free dental 

insurance.  10   All employees get free meals 

in the hotel cafeteria, have access to staff 

showers and a locker room, and receive an 

additional highly attractive benefit—once 

a new employee has worked for the Four 

Seasons for six months, he or she can stay 

for three nights free at any Four Seasons 

hotel or resort in the world. After a year of 

employment, this benefit increases to six 

free nights, and it continues to grow as ten-

ure with the company increases. Employees 

like waitress Michelle De Rochemont loved 

this benefit. As she indicated, “You’re never 

treated like just an employee. You’re a 

guest. . . . You come back from those trips 

on fire. You want to do so much for the 

guest.”  11   

 All aspects of human resource manage-

ment at the Four Seasons are oriented around 

ensuring that the guiding principle behind all 

Four Seasons operations is upheld.  12   As Nick 

Mutton, executive vice president for human 

resources, indicates, “Our strong culture has 

always been based on the Golden Rule—the 

simple idea of treating others as you would 

have them treat you.”  13   

 All job applicants to the Four Seasons, 

regardless of level or area, have a minimum 

of four interviews, one of which is with the 

general manager of the property.  14   The 

human resources department interviews 

many of the applicants because the phi-

losophy at the Four Seasons is that employ-

ees need to be helpful and have a positive 

approach or perspective; the specific 

requirements for each job can be taught, 

but a helpful, positive attitude is something 

the Four Seasons looks for potential hires 

to bring with them to a new job. Given the 

reputation that the Four Seasons has for 

treating employees well and providing them 

with great benefits, it often has many appli-

cants for job openings. For example, when 

the Four Seasons opened a new hotel in 

Baltimore, 4,000 people applied for 250 

open positions. The Four Seasons devotes 

so much attention to hiring the right people 

because of the importance of each and 

every employee providing a consistently high 

level of empathetic and responsive customer 

service.  15   

 New hires participate in a three-month 

training program that includes improvisa-

tion activities to help new hires learn how to 

anticipate guests’ needs, requirements, and 

actions and appropriately respond to them.  16   

The aim of training is to help ensure that all 

employees, regardless of area or function, 

provide consistently high quality and highly 

responsive customer service. Since customer 

service is everyone’s responsibility, the Four 

Seasons has no separate customer service 
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department per se. Training is ongoing at the 

Four Seasons and never really stops.  17   

 The Four Seasons also tends to promote 

from within.  18   For example, while recent 

college graduates may start out as assis-

tant managers, those who do well and have 

high aspirations could potentially become 

general managers in less than 15 years. 

This helps to ensure that managers have 

empathy and respect for those in lower-level 

positions as well as the ingrained ethos of 

treating others (employees, subordinates, 

coworkers, and customers) as they would 

like to be treated. All in all, treating employ-

ees well leads to satisfied customers at the 

Four Seasons.  19              

  Managers are responsible for acquiring, developing, protecting, and 

utilizing the resources an organization needs to be efficient and effec-

tive. One of the most important resources in all organizations is human 

resources—the people involved in producing and distributing goods and services. Human 

resources include all members of an organization, ranging from top managers to entry-

level employees. Effective managers like Isadore Sharp and Nick Mutton in “A Manager’s 

Challenge” realize how valuable human resources are and take active steps to make sure 

their organizations build and fully utilize their human resources to gain a competitive 

advantage. 

 This chapter examines how managers can tailor their human resource management system 

to their organization’s strategy and structure. We discuss in particular the major components 

of human resource management: recruitment and selection, training and development, per-

formance appraisal, pay and benefits, and labor relations. By the end of this chapter you will 

understand the central role human resource management plays in creating a high-performing 

organization.     

 Organizational architecture (see Chapter 10) is the combination of orga-

nizational structure, control systems, culture, and a human resource man-

agement system that managers develop to use resources efficiently and 

effectively.    Human resource management (HRM)    includes all the 

activities managers engage in to attract and retain employees and to 

ensure that they perform at a high level and contribute to the accomplish-

ment of organizational goals. These activities make up an organization’s 

human resource management system, which has five major components: recruitment and 

selection, training and development, performance appraisal and feedback, pay and benefits, 

and labor relations (see  Figure 12.1 ).  

    Strategic human resource management    is the process by which managers design the 

components of an HRM system to be consistent with each other, with other elements of orga-

nizational architecture, and with the organization’s strategy and goals.  20   The objective of stra-

tegic HRM is the development of an HRM system that enhances an organization’s efficiency, 

quality, innovation, and responsiveness to customers—the four building blocks of competi-

tive advantage. At the Four Seasons in “A Manager’s Challenge,” HRM practices ensure that 

all employees provide excellent customer service. 

 As part of strategic human resource management, some managers have adopted Six Sigma 

quality improvement plans. These plans ensure that an organization’s products and services 

are as free of errors or defects as possible through a variety of human resource–related initia-

tives. Jack Welch, former CEO of General Electric Company (GE), indicated that these ini-

tiatives saved GE millions of dollars; and other companies, such as Whirlpool and Motorola, 

also have implemented Six Sigma initiatives. For such initiatives to be effective, however, top 

Overview
 LO12-1 
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managers have to be committed to Six Sigma, employees must be motivated, and there must 

be demand for the products or services of the organization in the first place. David Fitzpat-

rick, former head of Deloitte Consulting’s Lean Enterprise Practice and currently a managing 

director at AlixPartners Professionals,  21   estimated that most Six Sigma plans are not effective 

because the conditions for effective Six Sigma are not in place. For example, if top manag-

ers are not committed to the quality initiative, they may not devote the necessary time and 

resources to make it work and may lose interest in it prematurely.  22    

   Overview of the Components of HRM 
 Managers use  recruitment and selection,  the first component of an HRM system, to attract 

and hire new employees who have the abilities, skills, and experiences that will help an orga-

nization achieve its goals. Microsoft Corporation, for example, has the goal of remaining the 

premier computer software company in the world. To achieve this goal, managers at Micro-

soft realize the importance of hiring only the best software designers: hundreds of highly 

qualified candidates are interviewed and rigorously tested. This careful attention to selection 

has contributed to Microsoft’s competitive advantage. Microsoft has little trouble recruiting 

top programmers because candidates know they will be at the forefront of the industry if they 

work for Microsoft.  23   

 After recruiting and selecting employees, managers use the second component,  training 

and development,  to ensure that organizational members develop the skills and abilities that 

will enable them to perform their jobs effectively in the present and the future. Training and 

development are an ongoing process; changes in technology and the environment, as well 

as in an organization’s goals and strategies, often require that organizational members learn 

new techniques and ways of working. At Microsoft, newly hired program designers receive 

on-the-job training by joining small teams that include experienced employees who serve as 

mentors or advisers. New recruits learn firsthand from team members how to develop com-

puter systems that are responsive to customers’ programming needs.  24   

Recruiting and selecting employees and providing training and development often go hand-

in-hand, as is true at Zappos, profiled in the accompanying “Management Insight” feature.

 Figure 12.1 

 Components of a Human Resource Management System  

Training
and

development

Pay
and

benefits

Labor
relations

Recruitment
and

selection

Each component of an HRM system influences
 the others, and all five must fit together.

Performance
appraisal and

feedback



Free ebooks ==>   www.ebook777.com

Training at Zappos for new employees of the Customer 
Loyalty Team. Zappos’ careful attention to recruitment, 
selection, and training have contributed to the company’s 
success, as has a work environment geared toward mak-
ing employees happy.
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  Recruitment and Selection and Training 
and Development at Zappos 

 Nothing is conventional about the online retailer Zappos, headquartered in Henderson, 
Nevada.  25   Think accountants running Pinewood Derby car races during the workday, a 
conference room that a team decorated to simulate a log cabin, employees ringing cowbells 
and blowing horns during visitor tours, costume parades, and managers spending 10–20 
percent of their time socializing with their subordinates.  26   And the list could go on. Yet 
Zappos, founded in 1999 as a struggling online shoe shop, rode out the dot-com bust to 
earn over $1.6 billion in annual revenues in 2010 and be ranked 38th on  Fortune  maga-
zine’s list of the One Hundred Best Companies to Work For in 2014.  27   In 2009  Amazon.
com  purchased Zappos for shares worth $1.2 billion.  28   As a wholly owned subsidiary of 
Amazon, Zappos continues to be led by its long-standing CEO Tony Hsieh; Hsieh was the 
initial primary investor who kept Zappos afloat as a start-up and became its CEO in 2000.  29      

 Zappos has expanded from selling shoes to selling a wide range 
of products ranging from clothing and handbags to housewares, 
watches, and jewelry.  30   What is distinctive about Zappos is not 
so much the products it sells but rather the exceptional service it 
provides customers.  31   In fact, central to the guiding philosophy at 
Zappos is having a happy workforce of satisfied employees who 
actually want to come to work each day and have fun on and off 
the job.  32   Thus Hsieh and other managers at Zappos go to great 
lengths to ensure that the Zappos core values and unique culture 
are maintained and strengthened. The core values of Zappos 
are these: “1. Deliver WOW through Service; 2. Embrace and Drive 
Change; 3. Create Fun and a Little Weirdness; 4. Be Adventurous, 
Creative, and Open-Minded; 5. Pursue Growth and Learning; 
6. Build Open and Honest Relationships with Communication; 
7. Build a Positive Team and Family Spirit; 8. Do More with 
Less; 9. Be Passionate and Determined; 10. Be Humble.”  33   

 Because of the importance of having happy employees, 
Zappos goes to great lengths to effectively manage human 

resources. Potential new hires are interviewed by human resources, to make sure they 
will work well in Zappos’s culture and support its values, as well as by the department 
doing the hiring, to determine their suitability for the position they are interviewing for. 
If human resources and the hiring manager disagree in their assessments of an applicant, 
Hsieh interviews the applicant himself and makes the final decision.  34   

 Newly hired employees receive extensive training. For example, the Customer Loy-
alty Team (CLT) new hires who answer calls have two weeks of classroom training fol-
lowed by two weeks of training in answering calls. Once the training is completed, they 
are given the opportunity to receive $2,000 and pay for the time they spent in training if 
they want to quit.  35   This way only new hires who want to stay with the company remain. 

 Experienced employees are encouraged to continue to grow and develop on the 
job. For example, employees who have worked at Zappos for two or fewer years have 
over 200 hours of classroom training and development during their work hours and are 
required to read nine books about business. More experienced employees receive train-
ing and development in such areas as financial planning and speaking in public. Zappos 
has a company library well stocked with multiple copies of business books and books 
about personal growth and development for employees to borrow and read. Training and 
development at Zappos not only help to keep employees happy but also help them gain 
the skills and abilities needed to advance to higher-level positions in the company.  36   All 
in all, careful attention to recruitment and selection and training and development have 
certainly contributed to Zappo’s ongoing success story.  

 Management 
Insight 
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    The third component,  performance appraisal and feedback,  serves two different purposes 

in HRM. First, performance appraisal can give managers the information they need to make 

good human resources decisions—decisions about how to train, motivate, and reward orga-

nizational members.  37   Thus the performance appraisal and feedback component is a kind of 

 control system  that can be used with management by objectives (discussed in Chapter 11). 

Second, feedback from performance appraisal serves a developmental purpose for members 

of an organization. When managers regularly evaluate their subordinates’ performance, they 

can give employees valuable information about their strengths and weaknesses and the areas 

in which they need to concentrate. 

 On the basis of performance appraisals, managers distribute  pay  to employees, which 

is part of the fourth component of an HRM system. By rewarding high-performing organi-

zational members with pay raises, bonuses, and the like, managers increase the likelihood 

that an organization’s most valued human resources will be motivated to continue their high 

levels of contribution to the organization. Moreover, if pay is linked to performance, high-

performing employees are more likely to stay with the organization, and managers are more 

likely to fill positions that become open with highly talented individuals.  Benefits  such as 

health insurance are important outcomes that employees receive by virtue of their member-

ship in an organization. 

 Last but not least,  labor relations  encompass the steps that managers take to develop 

and maintain good working relationships with the labor unions that may represent their 

employees’ interests. For example, an organization’s labor relations component can help 

managers establish safe working conditions and fair labor practices in their offices and 

plants. 

 Managers must ensure that all five of these components fit together and complement their 

company’s structure and control systems.  38   For example, if managers decide to decentralize 

authority and empower employees, they need to invest in training and development to ensure 

that lower-level employees have the knowledge and expertise they need to make the decisions 

that top managers would make in a more centralized structure. 

 Each of the five components of HRM influences the others (see  Figure  12.1 ).  39   The 

kinds of people that the organization attracts and hires through recruitment and selection, 

for example, determine (1) the kinds of training and development that are necessary, (2) the 

way performance is appraised, and (3) the appropriate levels of pay and benefits. Manag-

ers at Microsoft ensure that their organization has highly qualified program designers by 

(1) recruiting and selecting the best candidates, (2) guiding new hires with experienced team 

members, (3) appraising program designers’ performance in terms of their individual con-

tributions and their teams’ performance, and (4) basing programmers’ pay on individual and 

team performance. 

 Effectively managing human resources helps ensure that both customers and employees 

are satisfied and loyal, as illustrated in the accompanying “Managing Globally” feature.       

 Managing 
Globally 

  Managing Human Resources at Semco 
 Ricardo Semler was 21 years old (and one of the youngest graduates from the Har-
vard Business School MBA program) when he took his father’s place as head of the 
family business, Semco, based in São Paolo, Brazil, in 1984.  40   His father Antonio had 
founded Semco in 1954 as a machine shop; the company went on to become a manu-
facturer of marine pumps for the shipbuilding industry, with $4 million a year in reve-
nues when Ricardo Semler took over. Today Semco’s revenues are over $200 million 
a year from a diverse set of businesses ranging from the development and manufacture 
of industrial mixing and refrigeration equipment to the provision of systems to man-
age communication, correspondence, and goods exchanges between an organization 
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 In the rest of this chapter we focus in detail on the choices managers 

must make in strategically managing human resources to attain organi-

zational goals and gain a competitive advantage. Effectively managing 

human resources is a complex undertaking for managers, and we pro-

vide an overview of some major issues they face. First, however, we 

need to look at how the legal environment affects human resource 

management. 

 The local, state, and national laws and regulations that managers and organizations must 

abide by add to the complexity of HRM. For example, the U.S. government’s commitment 

The Legal 
Environment of 

HRM

and its suppliers, customers, and partners.  41   Semco prides itself on being a premier 
provider of goods and services in its markets and has loyal customers.  42   

 Semler is the first to admit that Semco’s track record of success is due to its human 
resources—its employees. In fact, Semler so firmly believes in Semco’s employ-
ees that he and the other top managers are reluctant to tell employees what to do. 
Semco has no rules, regulations, or organizational charts; hierarchy is eschewed; and 
workplace democracy rules the day. Employees have levels of autonomy unheard 
of in other companies, and flexibility and trust are built into every aspect of human 
resource management at Semco.  43   

 Human resource practices at Semco revolve around maximizing the contributions 
employees make to the company, and this begins by hiring individuals who want to, 
can, and will contribute. Semco strives to ensure that all selection decisions are based 
on relevant and complete information. Job candidates are first interviewed as a group; 
the candidates meet many employees, receive a tour of the company, and interact 
with potential coworkers. This gives Semco a chance to size up candidates in ways 
more likely to reveal their true natures, and it gives the candidates a chance to learn 
about Semco. When finalists are identified from the pool, multiple Semco employees 
interview each finalist five or six more times to choose the best person(s) to be hired. 
The result is that both Semco and new hires make informed decisions and are mutu-
ally committed to making the relationship a success.  44   

 Once hired, entry-level employees participate in the Lost in Space program, in 
which they rotate through different positions and units of their own choosing for about 
a year.  45   In this way, the new hires learn about their options and can decide where 
their interests lie, and the units they work in learn about the new hires. At the end of 
the year, the new employees may be offered a job in one of the units in which they 
worked, or they may seek a position elsewhere in Semco. Seasoned Semco employees 
are also encouraged to rotate positions and work in different parts of the company to 
keep them fresh, energized, and motivated and to give them the opportunity to contrib-
ute in new ways as their interests change.  46   

 Performance is appraised at Semco in terms of results; all employees and man-
agers must demonstrate that they are making valuable contributions and deserve to 
be “rehired.” For example, each manager’s performance is anonymously appraised 
by all the employees who report to him or her, and the appraisals are made pub-
licly available in Semco. Employees also can choose how they are paid from a 
combination of 11 different compensation options, ranging from fixed salaries, 
bonuses, and profit sharing to royalties on sales or profits and arrangements based 
on meeting annual self-set goals. Flexibility in compensation promotes risk taking 
and innovation, according to Semler, and maximizes returns to employees in terms 
of their pay and to the company in terms of revenues and profitability.  47   Flexibility, 
autonomy, the ability to change jobs often, and control of working hours and even 
compensation are some of the ways by which Semler strives to ensure that employ-
ees are loyal and involved in their work because they  want  to be; turnover at Semco 
is less than 1 percent annually.  48   And with human resource practices geared toward 
maximizing contributions and performance, Semco is well poised to continue to 
provide value to its customers.  
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to    equal employment opportunity (EEO)    has resulted in the creation and enforcement of 

a number of laws that managers must abide by. The goal of EEO is to ensure that all citizens 

have an equal opportunity to obtain employment regardless of their gender, race, country 

of origin, religion, age, or disabilities.  Table 12.1  summarizes some of the major EEO laws 

affecting HRM. Other laws, such as the Occupational Safety and Health Act of 1970, require 

that managers ensure that employees are protected from workplace hazards and safety stan-

dards are met.  

 In Chapter 5 we explained how effectively managing diversity is an ethical and business 

imperative, and we discussed the many issues surrounding diversity. EEO laws and their 

enforcement make the effective management of diversity a legal imperative as well. The 

Equal Employment Opportunity Commission (EEOC) is the division of the Department of 

Justice that enforces most EEO laws and handles discrimination complaints. In addition, the 

EEOC issues guidelines for managers to follow to ensure that they are abiding by EEO laws. 

For example, the Uniform Guidelines on Employee Selection Procedures issued by the EEOC 

(in conjunction with the Departments of Labor and Justice and the Civil Service Commission) 

guide managers on how to ensure that the recruitment and selection component of human 

resource management complies with Title VII of the Civil Rights Act (which prohibits dis-

crimination based on gender, race, color, religion, and national origin).  49   

 Contemporary challenges that managers face related to the legal environment include how 

to eliminate sexual harassment (see Chapter 5 for an in-depth discussion of sexual harass-

ment), how to accommodate employees with disabilities, how to deal with employees who 

have substance abuse problems, and how to manage HIV-positive employees and employees 

with AIDS.  50   HIV-positive employees are infected with the virus that causes AIDS but may 

show no AIDS symptoms and may not develop AIDS in the near future. Often such employ-

ees are able to perform their jobs effectively, and managers must take steps to ensure that they 

are allowed to do so and are not discriminated against in the workplace.  51   Employees with 

AIDS may or may not be able to perform their jobs effectively, and, once again, managers 

need to ensure that they are not unfairly discriminated against.  52   Many organizations have 

equal employment oppor-

tunity (EEO) The equal right 

of all citizens to the oppor-

tunity to obtain employment 

regardless of their gender, 

age, race, country of origin, 

religion, or disabilities.

  Year    Law    Description  

 1963  Equal Pay Act  Requires that men and women be paid equally if they are performing 

equal work. 

 1964  Title VII of the Civil Rights Act  Prohibits employment discrimination on the basis of race, religion, 

sex, color, or national origin; covers a wide range of employment 

decisions, including hiring, firing, pay, promotion, and working 

conditions. 

 1967  Age Discrimination in Employment 

Act 

 Prohibits discrimination against workers over the age of 40 and 

restricts mandatory retirement. 

 1978  Pregnancy Discrimination Act  Prohibits employment discrimination against women on the basis of 

pregnancy, childbirth, and related medical decisions. 

 1990  Americans with Disabilities Act  Prohibits employment discrimination against individuals with dis-

abilities and requires that employers make accommodations for such 

workers to enable them to perform their jobs. 

 1991  Civil Rights Act  Prohibits discrimination (as does Title VII) and allows the awarding 

of punitive and compensatory damages, in addition to back pay, in 

cases of intentional discrimination. 

 1993  Family and Medical Leave Act  Requires that employers provide 12 weeks of unpaid leave for medi-

cal and family reasons, including paternity and illness of a family 

member. 

 Table 12.1 

 Major Equal Employment Opportunity Laws Affecting HRM 
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instituted AIDS awareness training programs to educate organizational members about HIV 

and AIDS, dispel myths about how HIV is spread, and ensure that individuals infected with 

the HIV virus are treated fairly and are able to be productive as long as they can be while not 

putting others at risk.  53        

    Recruitment    includes all the activities managers engage in to develop 

a pool of qualified candidates for open positions.  54      Selection    is the 

process by which managers determine the relative qualifications of 

job applicants and their potential for performing well in a particular 

job. Before actually recruiting and selecting employees, managers 

need to engage in two important activities: human resource planning and job analysis 

( Figure 12.2 ).   

   Human Resource Planning 
    Human resource planning    includes all the activities managers engage in to forecast their 

current and future human resource needs. Current human resources are the employees an 

organization needs today to provide high-quality goods and services to customers. Future 

human resource needs are the employees the organization will need at some later date to 

achieve its longer-term goals. 

 As part of human resource planning, managers must make both demand forecasts and 

supply forecasts.  Demand forecasts  estimate the qualifications and numbers of employees an 

organization will need given its goals and strategies.  Supply forecasts  estimate the availability 

and qualifications of current employees now and in the future, as well as the supply of quali-

fied workers in the external labor market. 

 As a result of their human resource planning, managers sometimes decide to    outsource    

to fill some of their human resource needs. Instead of recruiting and selecting employees to 

produce goods and services, managers contract with people who are not members of their 

organization to produce goods and services. Managers in publishing companies, for example, 

frequently contract with freelance editors to copyedit books that they intend to publish. Kelly 

Services is an organization that provides the services of technical and professional employees 

to managers who want to use outsourcing to fill some of their human resource requirements 

in these areas.  55   

 Two reasons why human resource planning sometimes leads managers to outsource are 

flexibility and cost. First, outsourcing can give managers increased flexibility, especially 

when accurately forecasting human resource needs is difficult, human resource needs fluctu-

ate over time, or finding skilled workers in a particular area is difficult. Second, outsourcing 

can sometimes allow managers to use human resources at a lower cost .  When work is out-

sourced, costs can be lower for a number of reasons: The organization does not have to pro-

vide benefits to workers; managers can contract for work only when the work is needed; and 

managers do not have to invest in training. Outsourcing can be used for functional activities 

Recruitment 
and Selection
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 LO12-2 

 Describe the steps 
managers take to recruit 
and select organizational 
members. 

 Figure 12.2 

 The Recruitment and Selection System  

Determine recruitment
and selection needs

Human
resource
planning

Job
analysis



Free ebooks ==>   www.ebook777.com
354 Chapter Twelve

such as after-sales service on appliances and equipment, legal work, and the management of 

information systems.  56   

 Outsourcing has disadvantages, however.  57   When work is outsourced, managers may lose 

some control over the quality of goods and services. Also, individuals performing outsourced 

work may have less knowledge of organizational practices, procedures, and goals and less 

commitment to an organization than regular employees. In addition, unions resist outsourcing 

because it has the potential to eliminate some of their members. To gain some of the flexibil-

ity and cost savings of outsourcing and avoid some of its disadvantages, a number of organi-

zations, such as Microsoft and IBM, rely on a pool of temporary employees to, for example, 

debug programs. 

 A major trend reflecting the increasing globalization of business is the outsourcing of 

office work, computer programming, and technical jobs from the United States and countries 

in western Europe, with high labor costs, to countries like India and China, with low labor 

costs.  58   For example, computer programmers in India and China earn a fraction of what their 

U.S. counterparts earn. Outsourcing (or  offshoring,  as it is also called when work is out-

sourced to other countries) has also expanded into knowledge-intensive work such as engi-

neering, research and development, and the development of computer software. According 

to a study conducted by The Conference Board and Duke University’s Offshoring Research 

Network, more than half of U.S. companies surveyed have some kind of offshoring strategy 

related to knowledge-intensive work and innovation.  59   Why are so many companies engaged 

in offshoring, and why are companies that already offshore work planning to increase the 

extent of offshoring? While cost savings continue to be a major motivation for offshoring, 

managers also want to take advantage of an increasingly talented global workforce and be 

closer to the growing global marketplace for goods and services.  60   

 Major U.S. companies often earn a substantial portion of their revenues overseas. For 

example, Hewlett-Packard, Caterpillar, and IBM earn over 60 percent of their revenues 

from overseas markets. And many large companies employ thousands of workers overseas. 

For example, IBM employs close to 100,000 workers in India and Hewlett-Packard, over 

25,000.  61   Managers at some smaller companies have offshored work to Sri Lanka, Russia, 

and Egypt.  62   Key challenges for managers who offshore are retaining sufficient managerial 

control over activities and employee turnover.  63   In recent times, there have been some inter-

esting developments in outsourcing to other countries, as profiled in the accompanying “Man-

aging Globally” feature.   

 Managing 
Globally 

  Recent Trends in Outsourcing 
 Countries in Latin America and Eastern Europe are becoming increasingly popu-
lar outsourcing destinations for skilled professional workers in the areas of finance, 
accounting, research, and procurement. For example, São Paulo, Brazil, has a sizable 
population of engineering and business school graduates who speak English and can 
perform a diverse set of tasks ranging from financial analysis to video game develop-
ment.  64   A Brazilian trade group for technology, Brasscom,  65   indicates that there are 
more Java programmers in Brazil than in any other country and Brazil has the sec-
ond highest number of COBOL programmers. Thus perhaps it is not surprising that 
IBM’s ninth research center is located in São Paulo.  66      

 It typically costs more to outsource work to Latin American countries than to 
India. For example, outsourcing an entry-level accounting job to India costs around 
51 percent less than hiring a worker in the United States; outsourcing the same job 
to Argentina costs about 13 percent less than hiring a U.S. worker.  67   However, if the 
Argentinian has a better understanding of business and is more skilled at interacting 
with clients, bearing the added costs might make sense. Additionally, if client interac-
tion levels are high, it is advantageous for outsourcing countries and home countries 
to be in similar time zones. The time difference between New York and Argentina, 
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  Job Analysis 
 Job analysis is a second important activity that managers need to undertake prior to recruit-

ment and selection.  75      Job analysis    is the process of identifying (1) the tasks, duties, and 

responsibilities that make up a job (the  job description ) and (2) the knowledge, skills, and 

abilities needed to perform the job (the  job specifications ).  76   For each job in an organization, 

a job analysis needs to be done. 

 Job analysis can be done in a number of ways, including observing current employees 

as they perform the job or interviewing them. Often managers rely on questionnaires com-

piled by jobholders and their managers. The questionnaires ask about the skills and abilities 

needed to perform the job, job tasks and the amount of time spent on them, responsibilities, 

supervisory activities, equipment used, reports prepared, and decisions made.  77   The Posi-

tion Analysis Questionnaire (PAQ) is a comprehensive standardized questionnaire that many 

managers rely on to conduct job analyses.  78   It focuses on behaviors jobholders perform, 

working conditions, and job characteristics and can be used for a variety of jobs.  79   The PAQ 

contains 194 items organized into six divisions: (1) information input (where and how the 

jobholder acquires information to perform the job), (2) mental processes (reasoning, decision 

making, planning, and information processing activities that are part of the job), (3) work 

output (physical activities performed on the job and machines and devices used), (4) relation-

ships with others (interactions with other people that are necessary to perform the job), (5) 

job context (the physical and social environment of the job), and (6) other job characteristics 

(such as work pace).  80   A trend, in some organizations, is toward more flexible jobs in which 

tasks and responsibilities change and cannot be clearly specified in advance. For these kinds 

of jobs, job analysis focuses more on determining the skills and knowledge workers need to 

be effective and less on specific duties. 

job analysis Identifying the 

tasks, duties, and responsi-

bilities that make up a job and 

the knowledge, skills, and 

abilities needed to perform 

the job.

for example, is much smaller than the time difference 
between New York and India.  68   

 Copal Amba, an outsourcing/offshoring company that 
provides research and analytic services for global cor-
porations and financial institutions, has offices in West 
Chester, Pennsylvania, Beijing, China, Gurgaon and Ban-
galore, India, Argentina, San Jose, Costa Rica, Prague, 
Czech Republic, and Colombo, Sri Lanka, in part because 
of the benefits of being in a closer time zone with cli-
ents.  69   As Rishi Khosla, the chairman and CEO of Copal 
Amba  70   put it, “If you’re working with a hedge fund man-
ager where you have to interact 10 to 15 times a day, hav-
ing someone in about the same time zone is important.”  71   
Tata Consultancy Services, the Indian outsourcing giant, 
has over 8,000 employees in South American countries, 
including Peru and Paraguay.  72   

 Countries in Eastern Europe are also seeing surges 
in outsourcing. For example, Microsoft, Ernst & Young, 
and IBM have all opened outsourcing facilities in Wro-
claw, Poland. Ernst & Young actually has six outsourc-

ing centers in cities in Poland that together have around 1,300 employees.  73   Young 
people in Poland are more likely to be college educated than in India, and they tend 
to be multilingual. Jacek Levernes, who managed outsourcing to Europe, Africa, 
and the Middle East for Hewlett-Packard’s Wroclaw, Poland, facility indicated that 
having 26 different languages spoken in the center was advantageous for interacting 
with clients in different countries in these regions. Guatemala is also an outsourc-
ing destination for companies like Capgemini Consulting and Coca-Cola enter-
prises. Evidently the trend toward “near-shoring” to countries closer to home has 
advantages.  74    

Indian office workers face a downswing in the amount of 
outsourced jobs from the United States. Argentina offers 
stiff competition with skilled workers whose hours are more 
closely aligned to the U.S. time zones but who can still be 
paid less than their U.S. counterparts.
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 After managers have completed human resource planning and job analyses for all jobs in 

an organization, they will know their human resource needs and the jobs they need to fill. 

They will also know what knowledge, skills, and abilities potential employees need to per-

form those jobs. At this point, recruitment and selection can begin.  

  External and Internal Recruitment 
 As noted earlier, recruitment is what managers do to develop a pool of qualified candidates 

for open positions.  81   They traditionally have used two main types of recruiting, external and 

internal, which are now supplemented by recruiting over the Internet. 

  EXTERNAL RECRUITING   When managers recruit externally to fill open positions, 

they look outside the organization for people who have not worked for the organization previ-

ously. There are multiple means through which managers can recruit externally: advertise-

ments in newspapers and magazines, open houses for students and career counselors at high 

schools and colleges or on-site at the organization, career fairs at colleges, and recruitment 

meetings with groups in the local community. 

 Many large organizations send teams of interviewers to college campuses to recruit new 

employees. External recruitment can also take place through informal networks, as occurs 

when current employees inform friends about open positions in their companies or recom-

mend people they know to fill vacant spots. Some organizations use employment agencies for 

external recruitment, and some external recruitment takes place simply through walk-ins—job 

hunters coming to an organization and inquiring about employment possibilities. 

 With all the downsizing and corporate layoffs that have taken place in recent years, you 

might think external recruiting would be a relatively easy task for managers. However, it 

often is not, because even though many people may be looking for jobs, many jobs that are 

open require skills and abilities that these job hunters do not have. Managers needing to fill 

vacant positions and job hunters seeking employment opportunities are increasingly relying 

on the Internet to connect with each other through employment websites such as  Monster.

com   82   and JobLine International.  83   Major corporations such as Coca-Cola, Cisco, Ernst & 

Young, Canon, and Telia have relied on JobLine to fill global positions.  84   

 External recruiting has both advantages and disadvantages for managers. Advantages 

include having access to a potentially large applicant pool, being able to attract people 

who have the skills, knowledge, and abilities that an organization needs to achieve its 

goals, and being able to bring in newcomers who may have a fresh approach to problems 

and be up to date on the latest technology. These advantages have to be weighed against 

the disadvantages, including the relatively high costs of external recruitment. Employees 

recruited externally lack knowledge about the inner workings of the organization and may 

need to receive more training than those recruited internally. Finally, when employees are 

recruited externally, there is always uncertainty concerning whether they will actually be 

good performers. Nonetheless, managers can take steps to reduce some of the uncertainty 

surrounding external recruitment, as profiled in the accompanying “Information Technol-

ogy Byte” feature.   

  Fog Creek Software’s Approach 
to Recruiting 
 Fog Creek Software is a small, privately owned software company founded in 2000 
by Joel Spolsky and Michael Pryor in a renovated loft in the Fashion District of New 
York City.  85   Fog Creek has earned a profit each year since its founding.  86   Hiring great 
computer software developers is essential for a company like Fog Creek; according to 
Spolsky, the top 1 percent of software developers outperform average developers by a 
ratio of around 10:1. And the top 1 percent are the inventive types who can successfully 
develop new products while also being highly efficient.  87      

 Information 
Technology 

Byte 
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  INTERNAL RECRUITING   When recruiting is internal, managers turn to existing 

employees to fill open positions. Employees recruited internally are either seeking    lateral 

moves    (job changes that entail no major changes in responsibility or authority levels) or 

promotions. Internal recruiting has several advantages. First, internal applicants are already 

familiar with the organization (including its goals, structure, culture, rules, and norms). 

Second, managers already know the candidates; they have considerable information about 

their skills and abilities and actual behavior on the job. Third, internal recruiting can help 

boost levels of employee motivation and morale, both for the employee who gets the job 

and for other workers. Those who are not seeking a promotion or who may not be ready 

for one can see that promotion is a possibility in the future; or a lateral move can allevi-

ate boredom once a job has been fully mastered and can also be a useful way to learn 

new skills. Finally, internal recruiting is normally less time-consuming and expensive than 

external recruiting. 

 Given the advantages of internal recruiting, why do managers rely on external recruiting as 

much as they do? The answer lies in the disadvantages of internal recruiting—among them, 

a limited pool of candidates and a tendency among those candidates to be set in the organiza-

tion’s ways. Often the organization simply does not have suitable internal candidates. Some-

times, even when suitable internal applicants are available, managers may rely on external 

lateral move A job change 

that entails no major changes 

in responsibility or authority 

levels.

 Finding, never mind recruiting, the top 1 percent is a real 
challenge for a small company like Fog Creek because many 
of these people already have great jobs and are not looking to 
switch employers. Realizing that the top 1 percent of developers 
might rarely apply for positions with Fog Creek (or any other 
company), Fog Creek uses paid summer internships to recruit 
over 50 percent of its developers while they are still in college; 
they are hired full-time after graduation.  88   

 In the fall of every year, Fog Creek sends personalized letters 
to computer science majors across the country who have the 
potential to be top developers in the future, contacts professors 
at leading computer science programs for recommendations, 
and also seeks applications through its website.  89   This process 

yields hundreds of applicants for internships, the best of whom 
are then given a phone interview. During the interview, the can-

didates describe themselves and their classes, are asked how they would go about solv-
ing a software development problem or challenge, and then can ask anything they want 
about the company or living in New York City.  90   

 Those who do well in the phone interview are flown to New York for an all-expense 
paid visit to Fog Creek—they are met at the airport in a limousine, stay in a hip hotel, 
receive welcoming gifts in their rooms, have a full day of interviews at Fog Creek, and 
then are given the option of staying two extra nights (at no cost to themselves) to get a 
feel for New York City. Typically only one out of every three recruits who has an on-site 
visit receives an internship offer.  91   

 Interns perform real software development work—several summers ago, a team of 
four interns developed a new successful technology support product called Fog Creek 
Copilot.  92   This both motivates the interns and helps managers decide which interns they 
would like to hire. The interns are treated well—in addition to being paid, they receive 
free housing and are invited to outings, parties, and cultural events in New York City. 
At the conclusion of the internships, managers have a good sense of which interns are 
great programmers. These top programmers are offered jobs upon graduation with gen-
erous salaries, excellent working conditions, and great benefits. Although Fog Creek’s 
approach to external recruitment is lengthy and expensive, it more than pays for itself 
by identifying and attracting top programmers. As Spolsky indicates, “An internship 
program creates a pipeline for great employees. It’s a pretty long pipeline, so you need 
to have a long-term perspective, but it pays off in spades.”  93    

 Fog Creek Software uses paid summer internships to 
help identify and attract promising software developers. 
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recruiting to find the very best candidate or to help bring new ideas and approaches into their 

organization. When organizations are in trouble and performing poorly, external recruiting is 

often relied on to bring in managerial talent with a fresh approach.  

  HONESTY IN RECRUITING   At times, when trying to recruit the most qualified appli-

cants, managers may be tempted to paint rosy pictures of both the open positions and the 

organization as a whole. They may worry that if they are honest about advantages and dis-

advantages, they either will not be able to fill positions or will have fewer or less qualified 

applicants. A manager trying to fill a secretarial position, for example, may emphasize the 

high level of pay and benefits the job offers and fail to mention the fact that the position is 

usually a dead-end job offering few opportunities for promotion. 

 Research suggests that painting a rosy picture of a job and the organization is not a wise 

recruiting strategy. Recruitment is more likely to be effective when managers give potential 

applicants an honest assessment of both the advantages and the disadvantages of the job 

and organization. Such an assessment is called a    realistic job preview (RJP).     94   RJPs can 

reduce the number of new hires who quit when their jobs and organizations fail to meet their 

unrealistic expectations, and they help applicants decide for themselves whether a job is 

right for them. 

 Take the earlier example of the manager trying to recruit a secretary. The manager who 

paints a rosy picture of the job might have an easy time filling it but might hire a secretary 

who expects to be promoted quickly to an administrative assistant position. After a few 

weeks on the job, the secretary may realize that a promotion is unlikely no matter how good 

his or her performance, become dissatisfied, and look for and accept another job. The man-

ager then has to recruit, select, and train another new secretary. The manager could have 

avoided this waste of valuable organizational resources by using a realistic job preview. 

The RJP would have increased the likelihood of hiring a secretary who was comfortable 

with few promotional opportunities and subsequently would have been satisfied to remain 

on the job.   

  The Selection Process 
 Once managers develop a pool of applicants for open positions through the recruitment pro-

cess, they need to find out whether each applicant is qualified for the position and likely to 

be a good performer. If more than one applicant meets these two conditions, managers must 

further determine which applicants are likely to be better performers than others. They have 

several selection tools to help them sort out the relative qualifications of job applicants and 

appraise their potential for being good performers in a particular job. These tools include 

background information, interviews, paper-and-pencil tests, physical ability tests, perfor-

mance tests, and references (see  Figure 12.3 ).  95    

  BACKGROUND INFORMATION   To aid in the selection process, managers obtain 

background information from job applications and from résumés. Such information might 

include the highest levels of education obtained, college majors and minors, type of college 

or university attended, years and type of work experience, and mastery of foreign languages. 

Background information can be helpful both to screen out applicants who are lacking key 

qualifications (such as a college degree) and to determine which qualified applicants are more 

promising than others. For example, applicants with a BS may be acceptable, but those who 

also have an MBA may be preferable. 

 Increasing numbers of organizations are performing background checks to verify the 

background information prospective employees provide (and also to uncover any negative 

information such as crime convictions).  96   According to Automatic Data Processing, Inc. 

(ADP), an outsourcing company that performs payroll and human resource functions for 

organizations, more and more companies are performing background checks on prospective 

employees and are uncovering inaccuracies, inconsistencies, and negative information not 

reported on applications.  97   According to ADP, about 30 percent of applicants provide some 

form of false information about their employment history.  98   And in some cases, background 

checks reveal prior convictions.  99    

realistic job preview 

(RJP) An honest assess-

ment of the advantages and 

disadvantages of a job and 

organization.
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  INTERVIEWS   Virtually all organizations use interviews during the selection process, as 

is true at the Four Seasons in “A Manager’s Challenge.” Interviews may be structured or 

unstructured. In a  structured interview,  managers ask each applicant the same standard ques-

tions (such as “What are your unique qualifications for this position?” and “What character-

istics of a job are most important to you?”). Particularly informative questions may be those 

that prompt an interviewee to demonstrate skills and abilities needed for the job by answering 

the question. Sometimes called  situational interview questions,  these often present interview-

ees with a scenario they would likely encounter on the job and ask them to indicate how they 

would handle it.  100   For example, applicants for a sales job may be asked to indicate how they 

would respond to a customer who complains about waiting too long for service, a customer 

who is indecisive, and a customer whose order is lost. 

 An  unstructured interview  proceeds more like an ordinary conversation. The interviewer 

feels free to ask probing questions to discover what the applicant is like and does not ask a 

fixed set of questions determined in advance. In general, structured interviews are superior 

to unstructured interviews because they are more likely to yield information that will help 

identify qualified candidates, are less subjective, and may be less influenced by the inter-

viewer’s biases. 

 Even when structured interviews are used, however, the potential exists for the interview-

er’s biases to influence his or her judgment. Recall from Chapter 5 how the similar-to-me 

effect can cause people to perceive others who are similar to themselves more positively than 

those who are different and how stereotypes can result in inaccurate perceptions. Interviewers 

must be trained to avoid these biases and sources of inaccurate perceptions as much as pos-

sible. Many of the approaches to increasing diversity awareness and diversity skills described 

in Chapter 5 are used to train interviewers to avoid the effects of biases and stereotypes. In 

addition, using multiple interviewers can be advantageous because their individual biases and 

idiosyncrasies may cancel one another out.  101   

 When conducting interviews, managers cannot ask questions that are irrelevant to the job 

in question; otherwise their organizations run the risk of costly lawsuits. It is inappropriate 

and illegal, for example, to inquire about an interviewee’s spouse or to ask questions about 

whether an interviewee plans to have children. Because questions such as these are irrelevant 

to job performance, they are discriminatory and violate EEO laws (see  Table 12.1 ). Thus 

interviewers need to be instructed in EEO laws and informed about questions that may vio-

late those laws. 

 Figure 12.3 
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 Managers can use interviews at various stages in the selection process. Some use inter-

views as initial screening devices; others use them as a final hurdle that applicants must jump. 

Regardless of when they are used, managers typically use other selection tools in conjunction 

with interviews because of the potential for bias and for inaccurate assessments of interview-

ees. Even though training and structured interviews can eliminate the effects of some biases, 

interviewers can still come to erroneous conclusions about interviewees’ qualifications. Inter-

viewees, for example, who make a bad initial impression or are overly nervous in the first 

minute or two of an interview tend to be judged more harshly than less nervous candidates, 

even if the rest of the interview goes well.  

  PAPER-AND-PENCIL TESTS   The two main kinds of paper-and-pencil tests used for 

selection purposes are ability tests and personality tests; both kinds of tests can be admin-

istered in hard copy or electronic form.  Ability tests  assess the extent to which applicants 

possess the skills necessary for job performance, such as verbal comprehension or numerical 

skills. Autoworkers hired by General Motors, Chrysler, and Ford, for example, are typically 

tested for their ability to read and to do mathematics.  102   

  Personality tests  measure personality traits and characteristics relevant to job performance. 

Some retail organizations, for example, give job applicants honesty tests to determine how 

trustworthy they are. The use of personality tests (including honesty tests) for hiring purposes 

is controversial. Some critics maintain that honesty tests do not really measure honesty (that 

is, they are not valid) and can be faked by job applicants. Before using any paper-and-pencil 

tests for selection purposes, managers must have sound evidence that the tests are actually 

good predictors of performance on the job in question. Managers who use tests without such 

evidence may be subject to costly discrimination lawsuits.  

  PHYSICAL ABILITY TESTS   For jobs requiring physical abilities, such as firefighting, 

garbage collecting, and package delivery, managers use physical ability tests that measure 

physical strength and stamina as selection tools. Autoworkers are typically tested for mechan-

ical dexterity because this physical ability is an important skill for high job performance in 

many auto plants.  103    

  PERFORMANCE TESTS    Performance tests  measure job applicants’ performance on 

actual job tasks. Applicants for secretarial positions, for example, typically are required to com-

plete a keyboarding test that measures how quickly and accurately they type. Applicants for 

middle and top management positions are sometimes given short-term projects to complete—

projects that mirror the kinds of situations that arise in the job being filled—to assess their 

knowledge and problem-solving capabilities.  104   

 Assessment centers, first used by AT&T, take performance tests one step further. In a 

typical assessment center, about 10 to 15 candidates for managerial positions participate in a 

variety of activities over a few days. During this time they are assessed for the skills an effec-

tive manager needs—problem-solving, organizational, communication, and conflict resolu-

tion skills. Some of the activities are performed individually; others are performed in groups. 

Throughout the process, current managers observe the candidates’ behavior and measure 

performance. Summary evaluations are then used as a selection tool.  

  REFERENCES   Applicants for many jobs are required to provide references from former 

employers or other knowledgeable sources (such as a college instructor or adviser) who know 

the applicants’ skills, abilities, and other personal characteristics. These individuals are asked 

to provide candid information about the applicant. References are often used at the end of the 

selection process to confirm a decision to hire. Yet the fact that many former employers are 

reluctant to provide negative information in references sometimes makes it difficult to inter-

pret what a reference is really saying about an applicant. 

 In fact, several recent lawsuits filed by applicants who felt that they were unfairly denigrated 

or had their privacy invaded by unfavorable references from former employers have caused 

managers to be increasingly wary of providing any negative information in a reference, even if 

it is accurate. For jobs in which the jobholder is responsible for the safety and lives of other peo-

ple, however, failing to provide accurate negative information in a reference does not just mean 

that the wrong person might get hired; it may also mean that other people’s lives will be at stake.  
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  THE IMPORTANCE OF RELIABILITY AND VALIDITY   Whatever selection tools a 

manager uses need to be both reliable and valid.    Reliability    is the degree to which a tool or test 

measures the same thing each time it is administered. Scores on a selection test should be similar if 

the same person is assessed with the same tool on two different days; if there is quite a bit of vari-

ability, the tool is unreliable. For interviews, determining reliability is more complex because the 

dynamic is personal interpretation. That is why the reliability of interviews can be increased if two 

or more different qualified interviewers interview the same candidate. If the interviews are reli-

able, the interviewers should come to similar conclusions about the interviewee’s qualifications. 

    Validity    is the degree to which a tool measures what it purports to measure—for selection 

tools, it is the degree to which the test predicts performance on the tasks or job in question. 

Does a physical ability test used to select firefighters, for example, actually predict on-the-

job performance? Do assessment center ratings actually predict managerial performance? Do 

keyboarding tests predict secretarial performance? These are all questions of validity. Hon-

esty tests, for example, are controversial because it is not clear that they validly predict hon-

esty in such jobs as retailing and banking. 

 Managers have an ethical and legal obligation to use reliable and valid selection tools. Yet 

reliability and validity are matters of degree rather than all-or-nothing characteristics. Thus 

managers should strive to use selection tools in such a way that they can achieve the greatest 

degree of reliability and validity. For ability tests of a particular skill, managers should keep 

up to date on the latest advances in the development of valid paper-and- pencil tests and use the 

test with the highest reliability and validity ratings for their purposes. Regarding interviews, 

managers can improve reliability by having more than one person interview job candidates.        

 Training and development help to ensure that organizational members 

have the knowledge and skills needed to perform jobs effectively, take 

on new responsibilities, and adapt to changing conditions.    Training    

focuses primarily on teaching organizational members how to perform 

their current jobs and helping them acquire the knowledge and skills they 

need to be effective performers.    Development    focuses on building the knowledge and skills 

of organizational members so they are prepared to take on new responsibilities and chal-

lenges. Training tends to be used more frequently at lower levels of an organization; develop-

ment tends to be used more frequently with professionals and managers. 

 Before creating training and development programs, managers should perform a    needs 

assessment    to determine which employees need training or development and what type of 

skills or knowledge they need to acquire (see  Figure 12.4 ).  105     

   Types of Training 
 There are two types of training: classroom instruction and on-the-job training. 

  CLASSROOM INSTRUCTION   Through classroom instruction, employees acquire 

knowledge and skills in a classroom setting. This instruction may take place within the organi-

zation or outside it, such as through courses at local colleges and universities. Many organiza-

tions establish their own formal instructional divisions—some are even called “colleges”—to 

provide needed classroom instruction. For example, at Disney, classroom instruction and 

other forms of training and developing are provided to employees at Disney University.  106   

 Classroom instruction frequently uses videos and role playing in addition to traditional writ-

ten materials, lectures, and group discussions.  Videos  can demonstrate appropriate and inappro-

priate job behaviors. For example, by watching an experienced salesperson effectively deal with 

a loud and angry customer, inexperienced salespeople can develop skills in handling similar situ-

ations. During  role playing,  trainees either directly participate in or watch others perform actual 

job activities in a simulated setting. At McDonald’s Hamburger University, for example, role 

playing helps franchisees acquire the knowledge and skills they need to manage their restaurants. 

  Simulations  also can be part of classroom instruction, particularly for complicated jobs 

that require an extensive amount of learning and in which errors carry a high cost. In a simula-

tion, key aspects of the work situation and job tasks are duplicated as closely as possible in an 

reliability The degree to 

which a tool or test measures 

the same thing each time it 

is used.

validity The degree to which 

a tool or test measures what 

it purports to measure.
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artificial setting. For example, air traffic controllers are trained by simulations because of the 

complicated nature of the work, the extensive amount of learning involved, and the very high 

costs of air traffic control errors.  

  ON-THE-JOB TRAINING   In    on-the-job training,    learning occurs in the work setting 

as employees perform their job tasks. On-the-job training can be provided by coworkers or 

supervisors or can occur simply as jobholders gain experience and knowledge from doing the 

work. Newly hired waiters and waitresses in chains such as Red Lobster or the Olive Gar-

den often receive on-the-job training from experienced employees. The supervisor of a new 

bus driver for a campus bus system may ride the bus for a week to ensure that the driver has 

learned the routes and follows safety procedures. Chefs learn to create new and innovative 

dishes by experimenting with different combinations of ingredients and cooking techniques. 

For all on-the-job training, employees learn by doing.   

 Managers often use on-the-job training on a continuing basis to ensure that their subordinates 

keep up to date with changes in goals, technology, products, or customer needs and desires. For 

example, sales representatives at Mary Kay Cosmetics Inc. receive ongoing training so they not 

only know about new cosmetic products and currently popular colors but also are reminded of 

Mary Kay’s guiding principles. Mary Kay’s expansion into 

Russia has succeeded in part because of the ongoing training 

that Mary Kay’s Russian salespeople receive.  107     

  Types of Development 
 Although both classroom instruction and on-the-job training 

can be used for development as well as training, develop-

ment often includes additional activities such as varied work 

experiences and formal education. 

  VARIED WORK EXPERIENCES   Top managers need 

to develop an understanding of, and expertise in, a variety of 

functions, products and services, and markets. To develop 

executives who will have this expertise, managers frequently 

make sure that employees with high potential have a wide 

variety of different job experiences, some in line positions 

and some in staff positions. Varied work experiences broaden 

employees’ horizons and help them think about the big 

on-the-job training Train-

ing that takes place in the 

work setting as employees 

perform their job tasks.

 At many restaurants, new employees receive on-the-job 
training by shadowing more experienced waiters and wait-
resses as they go about their work. 

 Figure 12.4 
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picture. For example, one- to three-year stints overseas are being used increasingly to provide 

managers with international work experiences. With organizations becoming more global, 

managers need to understand the different values, beliefs, cultures, regions, and ways of doing 

business in different countries. 

 Another development approach is mentoring. (Recall from Chapter 5 that a  mentor  is an 

experienced member of an organization who provides advice and guidance to a less experi-

enced member, called a  protégé. ) Having a mentor can help managers seek out work expe-

riences and assignments that will contribute to their development and can enable them to 

gain the most possible from varied work experiences.  108   Although some mentors and pro-

tégés hook up informally, organizations have found that formal mentoring programs can be 

valuable ways to contribute to the development of managers and all employees. For exam-

ple, Goldman Sachs, Deloitte, and Time Inc. all have formal (and mandatory) mentoring 

programs.  109   

 Formal mentoring programs ensure that mentoring takes place in an organization and 

structure the process. Participants receive training, efforts are focused on matching mentors 

and protégés so meaningful developmental relationships ensue, and organizations can track 

reactions and assess the potential benefits of mentoring. Formal mentoring programs can also 

ensure that diverse members of an organization receive the benefits of mentoring. A study 

conducted by David A. Thomas, a professor at the Harvard Business School, found that mem-

bers of racial minority groups at three large corporations who were very successful in their 

careers had the benefit of mentors. Formal mentoring programs help organizations make this 

valuable development tool available to all employees.  110   

 When diverse members of an organization lack mentors, their progress in the organization 

and advancement to high-level positions can be hampered. Ida Abott, a lawyer and consultant 

on work-related issues, presented a paper to the Minority Corporate Counsel Association in 

which she concluded, “The lack of adequate mentoring has held women and minority lawyers 

back from achieving professional success and has led to high rates of career dissatisfaction 

and attrition.”  111   

 Mentoring can benefit all kinds of employees in all kinds of work.  112   John Washko, a 

manager at the Four Seasons hotel chain, benefited from the mentoring he received from Stan 

Bromley on interpersonal relations and how to deal with employees; mentor Bromley, in turn, 

found that participating in the Four Seasons’ mentoring program helped him develop his own 

management style.  113   More generally, development is an ongoing process for all managers, 

and mentors often find that mentoring contributes to their own personal development.  

  FORMAL EDUCATION   Many large corporations reimburse employees for tuition exp-

enses they incur while taking college courses and obtaining advanced degrees. This is not 

just benevolence on the part of the employer or even a simple reward given to the employee; 

it is an effective way to develop employees who can take on new responsibilities and more 

challenging positions. For similar reasons, corporations spend thousands of dollars sending 

managers to executive development programs such as executive MBA programs. In these 

programs, experts teach managers the latest in business and management techniques and 

practices. 

 To save time and travel costs, some managers rely on  long-distance learning  to formally 

educate and develop employees. Using videoconferencing technologies, business schools 

such as the Harvard Business School, the University of Michigan, and Babson College teach 

courses on video screens in corporate conference rooms. Business schools also customize 

courses and degrees to fit the development needs of employees in a particular company and/or 

a particular geographic region.  114   Moreover, some employees and managers seek to advance 

their educations though online degree programs.  115     

  Transfer of Training and Development 
 Whenever training and development take place off the job or in a classroom setting, it is vital 

for managers to promote the transfer of the knowledge and skills acquired  to the actual work 

situation.  Trainees should be encouraged and expected to use their newfound expertise on 

the job.       
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 The recruitment/selection and training/development components of a 

human resource management system ensure that employees have the 

knowledge and skills needed to be effective now and in the future. Perfor-

mance appraisal and feedback complement recruitment, selection, training, 

and development.    Performance appraisal    is the evaluation of employ-

ees’ job performance and contributions to the organization.     Performance 

feedback    is the process through which managers share performance 

appraisal information with their subordinates, give subordinates an opportunity to reflect on 

their own performance, and develop, with subordinates, plans for the future. Before performance 

feedback, performance appraisal must take place. Performance appraisal could take place with-

out providing performance feedback, but wise managers are careful to provide feedback because 

it can contribute to employee motivation and performance. 

 Performance appraisal and feedback contribute to the effective management of human 

resources in several ways. Performance appraisal gives managers important information on 

which to base human resource decisions.  116   Decisions about pay raises, bonuses, promotions, 

and job moves all hinge on the accurate appraisal of performance. Performance appraisal can 

also help managers determine which workers are candidates for training and development and 

in what areas. Performance feedback encourages high levels of employee motivation and per-

formance. It lets good performers know that their efforts are valued and appreciated. It also 

lets poor performers know that their lackluster performance needs improvement. Performance 

feedback can give both good and poor performers insight on their strengths and weaknesses 

and ways in which they can improve their performance in the future.  

   Types of Performance Appraisal 
 Performance appraisal focuses on the evaluation of traits, behaviors, and results.  117   

  TRAIT APPRAISALS   When trait appraisals are used, managers assess subordinates on 

personal characteristics that are relevant to job performance, such as skills, abilities, or per-

sonality. A factory worker, for example, may be evaluated based on her ability to use com-

puterized equipment and perform numerical calculations. A social worker may be appraised 

based on his empathy and communication skills. 

 Three disadvantages of trait appraisals often lead managers to rely on other appraisal 

methods. First, possessing a certain personal characteristic does not ensure that the personal 

characteristic will actually be used on the job and result in high performance. For example, a 

factory worker may possess superior computer and numerical skills but be a poor performer 

due to low motivation. The second disadvantage of trait appraisals is linked to the first. 

Because traits do not always show a direct association with performance, workers and courts 

of law may view them as unfair and potentially discriminatory. The third disadvantage of trait 

appraisals is that they often do not enable managers to give employees feedback they can use 

to improve performance. Because trait appraisals focus on relatively enduring human charac-

teristics that change only over the long term, employees can do little to change their behavior 

in response to performance feedback from a trait appraisal. Telling a social worker that he 

lacks empathy says little about how he can improve his interactions with clients, for example. 

These disadvantages suggest that managers should use trait appraisals only when they can 

demonstrate that the assessed traits are accurate and important indicators of job performance.  

  BEHAVIOR APPRAISALS   Through behavior appraisals, managers assess how workers 

perform their jobs—the actual actions and behaviors that workers exhibit on the job. Whereas 

trait appraisals assess what workers  are   like,  behavior appraisals assess what workers  do.  For 

example, with a behavior appraisal, a manager might evaluate a social worker on the extent 

to which he looks clients in the eye when talking with them, expresses sympathy when they 

are upset, and refers them to community counseling and support groups geared toward the 

specific problems they are encountering. Behavior appraisals are especially useful when  how  

workers perform their jobs is important. In educational organizations such as high schools, 

for example, the numbers of classes and students taught are important, but also important is 

how they are taught or the methods teachers use to ensure that learning takes place. 
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 Behavior appraisals have the advantage of giving employees clear information about what 

they are doing right and wrong and how they can improve their performance. And because 

behaviors are much easier for employees to change than traits, performance feedback from 

behavior appraisals is more likely to lead to improved performance.  

  RESULTS APPRAISALS   For some jobs,  how  people perform the job is not as important 

as  what  they accomplish or the results they obtain. With results appraisals, managers appraise 

performance by the results or the actual outcomes of work behaviors. Take the case of two 

new car salespeople. One salesperson strives to develop personal relationships with her cus-

tomers. She spends hours talking to them and frequently calls them to see how their decision-

making process is going. The other salesperson has a much more hands-off approach. He is 

very knowledgeable, answers customers’ questions, and then waits for them to come to him. 

Both salespersons sell, on average, the same number of cars, and the customers of both are 

satisfied with the service they receive, according to postcards the dealership mails to custom-

ers asking for an assessment of their satisfaction. The manager of the dealership appropriately 

uses results appraisals (sales and customer satisfaction) to evaluate the salespeople’s perfor-

mance because it does not matter which behavior salespeople use to sell cars as long as they 

sell the desired number and satisfy customers. If one salesperson sells too few cars, however, 

the manager can give that person performance feedback about his or her low sales.  

  OBJECTIVE AND SUBJECTIVE APPRAISALS   Whether managers appraise perfor-

mance in terms of traits, behaviors, or results, the information they assess is either  objective  

or  subjective.     Objective appraisals    are based on facts and are likely to be numerical—the 

number of cars sold, the number of meals prepared, the number of times late, the number of 

audits completed. Managers often use objective appraisals when results are being appraised 

because results tend to be easier to quantify than traits or behaviors. When  how  workers per-

form their jobs is important, however, subjective behavior appraisals are more appropriate 

than results appraisals. 

    Subjective appraisals    are based on managers’ perceptions of traits, behaviors, or results. 

Because subjective appraisals rest on managers’ perceptions, there is always the chance that 

they are inaccurate (see Chapter 5). This is why both researchers and managers have spent 

considerable time and effort on determining the best way to develop reliable and valid subjec-

tive measures of performance. 

 Some of the more popular subjective measures such as the graphic rating scale, the behav-

iorally anchored rating scale (BARS), and the behavior observation scale (BOS) are illus-

trated in  Figure 12.5 .  118   When graphic rating scales are used, performance is assessed along 

a continuum with specified intervals. With a BARS, performance is assessed along a scale 

with clearly defined scale points containing examples of specific behaviors. A BOS assesses 

performance by how often specific behaviors are performed. Many managers may use both 

objective and subjective appraisals. For example, a salesperson may be appraised both on the 

dollar value of sales (objective) and the quality of customer service (subjective).  

 In addition to subjective appraisals, some organizations employ  forced rankings  whereby 

supervisors must rank their subordinates and assign them to different categories according to 

their performance (which is subjectively appraised). For example, at LendingTree, manag-

ers and employees are ranked by their superiors as a “1” (top 15 percent based on individual 

performance and goals), “2” (middle 75 percent), or “3” (bottom 10 percent).  119   Although the 

forced ranking system was originally adopted at LendingTree to reward high performers and 

make it less likely that they would seek positions elsewhere, in tough times when housing 

and mortgage sales are down, the “3’s” are the ones mostly likely to be laid off if layoffs take 

place.  120   Some managers are proponents of forced rankings, but others strongly oppose the 

practice. Proponents believe that forced rankings help ensure that human resource decisions 

are made based on merit, top performers are recognized, and all employees know where they 

stand relative to others. Opponents of forced ranking believe that forced rankings can be 

demoralizing, lead to a competitive environment unsupportive of cooperation and teamwork, 

and also result in favoritism. And forced rankings schemes that force managers to group per-

centages of employees in certain predetermined categories might not make sense if the prede-

termined categories do not match the distribution of performance across the employees. For 
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example, a forced ranking system might require a manager to “force” 20 percent of his or her 

subordinates into the bottom ranking designation when in fact most of the subordinates’ per-

formance is average or above average and only 5 to 10 percent of employees are poor perform-

ers. When forced rankings are applied on a regional basis, they can cause conflict and political 

maneuvering among managers, each of whom wants to ensure that his or her subordinates are 

ranked in the better categories. Interestingly enough, while forced rankings were popularized, 

in part, by their use at General Electric under the leadership of Jack Welch, GE no longer uses 

a forced ranking system.   

  Who Appraises Performance? 
 We have been assuming that managers or the supervisors of employees evaluate perfor-

mance. This is a reasonable assumption: supervisors are the most common appraisers of 

 Figure 12.5 
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performance.  121   Performance appraisal is an important part of most managers’ job duties. 

Managers are responsible for not only motivating their subordinates to perform at a high 

level but also making many decisions hinging on performance appraisals, such as pay raises 

or promotions. Appraisals by managers can be usefully augmented by appraisals from other 

sources (see  Figure 12.6 ).  

  SELF, PEERS, SUBORDINATES, AND CLIENTS   When self-appraisals are used, 

managers supplement their evaluations with an employee’s assessment of his or her own per-

formance. Peer appraisals are provided by an employee’s coworkers. Especially when subor-

dinates work in groups or teams, feedback from peer appraisals can motivate team members 

while giving managers important information for decision making. A growing number of 

companies are having subordinates appraise their managers’ performance and leadership as 

well. And sometimes customers or clients assess employee performance in terms of respon-

siveness to customers and quality of service. Although appraisals from these sources can 

be useful, managers need to be aware of potential issues that may arise when they are used. 

Subordinates sometimes may be inclined to inflate self-appraisals, especially if organizations 

are downsizing and they are worried about job security. Managers who are appraised by their 

subordinates may fail to take needed but unpopular actions out of fear that their subordinates 

will appraise them negatively. Some of these potential issues can be mitigated to the extent 

that there are high levels of trust in an organization.  

  360-DEGREE PERFORMANCE APPRAISALS   To improve motivation and perfor-

mance, some organizations include 360-degree appraisals and feedback in their performance 

appraisal systems, especially for managers. In a    360-degree appraisal    a variety of people, 

beginning with the manager and including peers or coworkers, subordinates, superiors, and 

sometimes even customers or clients, appraise a manager’s performance. The manager receives 

feedback based on evaluations from these multiple sources. 

 Companies in a variety of industries rely on 360-degree appraisals and feedback.  122   For 

360-degree appraisals and feedback to be effective, there has to be trust throughout an orga-

nization. More generally, trust is a critical ingredient in any performance appraisal and feed-

back procedure. In addition, research suggests that 360-degree appraisals should focus on 

behaviors rather than traits or results and that managers need to carefully select appropriate 

raters. Moreover, appraisals tend to be more honest when made anonymously and when raters 

have been trained in how to use 360-degree appraisal forms.  123   Additionally, managers need 
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to think carefully about the extent to which 360-degree appraisals are appropriate for certain 

jobs and be willing to modify any appraisal system they implement if they become aware of 

unintended problems it creates.  124   

 Even when 360-degree appraisals are used, it is sometimes difficult to design an effec-

tive process by which subordinates’ feedback can be communicated to their managers; but 

advances in information technology can solve this problem. For example,  ImproveNow.

com  has online questionnaires that subordinates fill out to evaluate the performance of their 

managers and give the managers feedback. Each subordinate of a particular manager com-

pletes the questionnaire independently, all responses are tabulated, and the manager is given 

specific feedback on behaviors in a variety of areas, such as rewarding good performance, 

looking out for subordinates’ best interests and being supportive, and having a vision for 

the future.  125     

  Effective Performance Feedback 
 For the appraisal and feedback component of a human resource management system to 

encourage and motivate high performance, managers must give their subordinates feedback. 

To generate useful information to feed back to their subordinates, managers can use both for-

mal and informal appraisals.    Formal appraisals    are conducted at set times during the year 

and are based on performance dimensions and measures that have been specified in advance. 

A salesperson, for example, may be evaluated by his or her manager twice a year on the per-

formance dimensions of sales and customer service, sales being objectively measured from 

sales reports, and customer service being measured with a BARS (see  Figure 12.5 ). 

 Managers in most large organizations use formal performance appraisals on a fixed sched-

ule dictated by company policy, such as every six months or every year. An integral part of a 

formal appraisal is a meeting between the manager and the subordinate in which the subordi-

nate is given feedback on performance. Performance feedback lets subordinates know which 

areas they are excelling in and which areas need improvement; it should also tell them  how  

they can improve their performance. Realizing the value of formal appraisals, managers in 

many large corporations have committed substantial resources to updating their performance 

appraisal procedures and training low-level managers in how to use them and provide accu-

rate feedback to employees.  126   

 Formal performance appraisals supply both managers and subordinates with valuable 

information; but subordinates often want more frequent feedback, and managers often want 

to motivate subordinates as the need arises. For these reasons many companies supplement 

formal performance appraisal with frequent    informal appraisals,    for which managers and 

their subordinates meet as the need arises to discuss ongoing progress and areas for improve-

ment. Moreover, when job duties, assignments, or goals change, informal appraisals can give 

workers timely feedback concerning how they are handling their new responsibilities. 

 Managers often dislike providing performance feedback, especially when the feedback is 

negative, but doing so is an important managerial activity.  127   Here are some guidelines for giv-

ing effective performance feedback that contributes to employee motivation and performance:

    •  Be specific and focus on behaviors or outcomes that are correctable and within a work-

er’s ability to improve.  Example: Telling a salesperson that he is too shy when interacting 

with customers is likely to lower his self-confidence and prompt him to become defen-

sive. A more effective approach would be to give the salesperson feedback about specific 

behaviors to engage in—greeting customers as soon as they enter the department, asking 

customers whether they need help, and volunteering to help customers find items.  

   •  Approach performance appraisal as an exercise in problem solving and solution finding, 

not criticizing.  Example: Rather than criticizing a financial analyst for turning in reports 

late, the manager helps the analyst determine why the reports are late and identify ways 

to better manage her time.  

   •  Express confidence in a subordinate’s ability to improve.  Example: Instead of being 

skeptical, a first-level manager tells a subordinate that he is confident that the subordinate 

can increase quality levels.  
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   •  Provide performance feedback both formally and informally.  Example: The staff of a pre-

school receives feedback from formal performance appraisals twice a year. The school 

director also provides frequent informal feedback such as complimenting staff members 

on creative ideas for special projects, noticing when they do a particularly good job han-

dling a difficult child, and pointing out when they provide inadequate supervision.  

   •  Praise instances of high performance and areas of a job in which a worker excels.  Exam-

ple: Rather than focusing on just the negative, a manager discusses the areas her subordi-

nate excels in as well as the areas in need of improvement.  

   •  Avoid personal criticisms and treat subordinates with respect.  Example: An engineer-

ing manager acknowledges her subordinates’ expertise and treats them as professionals. 

Even when the manager points out performance problems to subordinates, she refrains 

from criticizing them personally.  

   •   Agree to a timetable for performance improvements.  Example: A first-level manager and 

his subordinate decide to meet again in one month to determine whether quality levels 

have improved.    

 In following these guidelines, managers need to remember  why  they are giving perfor-

mance feedback: to encourage high levels of motivation and performance. Moreover, the 

information that managers gather through performance appraisal and feedback helps them 

determine how to distribute pay raises and bonuses.       

  Pay  includes employees’ base salaries, pay raises, and bonuses and is deter-

mined by a number of factors such as characteristics of the organization and 

the job and levels of performance. Employee  benefits  are based on mem-

bership in an organization (not necessarily on the particular job held) and include sick days, vaca-

tion days, and medical and life insurance. In Chapter 13 we discuss how pay can motivate 

organizational members to perform at a high level, as well as the different kinds of pay plans 

managers can use to help an organization achieve its goals and gain a competitive advantage. As 

you will learn, it is important to link pay to behaviors or results that contribute to organizational 

effectiveness. Next we focus on establishing an organization’s pay level and pay structure.  

   Pay Level 
    Pay level    is a broad comparative concept that refers to how an organization’s pay incentives 

compare, in general, to those of other organizations in the same industry employing similar 

kinds of workers. Managers must decide if they want to offer relatively high wages, average 

wages, or relatively low wages. High wages help ensure that an organization is going to be 

able to recruit, select, and retain high performers, but high wages also raise costs. Low wages 

give an organization a cost advantage but may undermine the organization’s ability to select 

and recruit high performers and to motivate current employees to perform at a high level. 

Either of these situations may lead to inferior quality or inadequate customer service. 

 In determining pay levels, managers should take into account their organization’s strategy. 

A high pay level may prohibit managers from effectively pursuing a low-cost strategy. But a 

high pay level may be worth the added costs in an organization whose competitive advantage 

lies in superior quality and excellent customer service. As one might expect, hotel and motel 

chains with a low-cost strategy, such as Days Inn and Hampton Inns, have lower pay levels 

than chains striving to provide high-quality rooms and services, such as the Four Seasons 

profiled in “A Manager’s Challenge.”  

  Pay Structure 
 After deciding on a pay level, managers have to establish a pay structure for the different jobs 

in the organization. A    pay structure    clusters jobs into categories reflecting their relative 

importance to the organization and its goals, levels of skill required, and other characteristics 
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managers consider important. Pay ranges are established for each job category. Individual 

jobholders’ pay within job categories is then determined by factors such as performance, 

seniority, and skill levels. 

 There are some interesting global differences in pay structures. Large corporations based 

in the United States tend to pay their CEOs and top managers higher salaries than do their 

European or Japanese counterparts. Also, the pay differential between employees at the bot-

tom of the corporate hierarchy and those higher up is much greater in U.S. companies than in 

European or Japanese companies.  128   

 Concerns have been raised over whether it is equitable or fair for CEOs of large compa-

nies in the United States to be making millions of dollars in years when their companies are 

restructuring and laying off a large portion of their workforces.  129   Additionally, the average 

CEO in the United States typically earns over 360 times what the average hourly worker 

earns.  130   Is a pay structure with such a huge pay differential ethical? Shareholders and the 

public are increasingly asking this very question and asking large corporations to rethink their 

pay structures.  131   Also troubling are the millions of dollars in severance packages that some 

CEOs receive when they leave their organizations. When many workers are struggling to find 

and keep jobs and make ends meet, people are questioning whether it is ethical for some top 

managers to be making so much money.  132    

  Benefits 
 Organizations are legally required to provide certain benefits to their employees, includ-

ing workers’ compensation, Social Security, and unemployment insurance. Workers’ com-

pensation helps employees financially if they become unable to work due to a work-related 

injury or illness. Social Security provides financial assistance to retirees and disabled former 

employees. Unemployment insurance provides financial assistance to workers who lose their 

jobs due to no fault of their own. The legal system in the United States views these three 

benefits as ethical requirements for organizations and thus mandates that they be provided. 

 Other benefits such as health insurance, dental insurance, vacation time, pension plans, 

life insurance, flexible working hours, company-provided day care, and employee assistance 

and wellness programs have traditionally been provided at the option of employers. The 

Health Care Reform Bill signed by President Barack Obama in March 2010 contains provi-

sions whereby, starting in 2014, employers with 50 or more employees may face fines if they 

don’t provide their employees with health insurance coverage.  133   Benefits enabling workers 

to balance the demands of their jobs and of their lives away from the office or factory are of 

growing importance for many workers who have competing demands on their scarce time 

and energy. 

 In some organizations, top managers determine which benefits might best suit the employ-

ees and organization and offer the same benefit package to all employees. Other organiza-

tions, realizing that employees’ needs and desires might 

differ, offer    cafeteria-style benefit plans    that let employ-

ees choose the benefits they want. Cafeteria-style benefit 

plans sometimes help managers deal with employees who 

feel unfairly treated because they are unable to take advan-

tage of certain benefits available to other employees who, for 

example, have children. Some organizations have success 

with cafeteria-style benefit plans; others find them difficult 

to manage. 

 As health care costs escalate and overstretched employ-

ees find it hard to take time to exercise and take care of their 

health, more companies are providing benefits and incen-

tives to promote employee wellness. According to a survey 

conducted by Fidelity Investments and the National Busi-

ness Group on Health, close to 90 percent of organizations 

provide some kind of incentive, prize, or reward to employ-

ees who take steps to improve their health.  134   For working 

parents, family-friendly benefits are especially attractive. 

For example, access to on-site child care, being able to 
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telecommute and take time off to care for sick children, and provisions for emergency back-

up child care can be valued benefits for working parents with young children. 

 Same-sex domestic partner benefits are also being used to attract and retain valued employ-

ees. Gay and lesbian workers are reluctant to work for companies that do not provide the same 

kinds of benefits for their partners as those provided for partners of the opposite sex.  135         

    Labor relations    are the activities managers engage in to ensure that they 

have effective working relationships with the labor unions that represent 

their employees’ interests. Although the U.S. government has responded 

to the potential for unethical and unfair treatment of workers by creating and enforcing laws 

regulating employment (including the EEO laws listed in  Table 12.1 ), some workers believe 

a union will ensure that their interests are fairly represented in their organizations. 

 Before we describe unions in more detail, let’s take a look at some examples of impor-

tant employment legislation. In 1938 the government passed the Fair Labor Standards Act, 

which prohibited child labor and provided for minimum wages, overtime pay, and maximum 

working hours to protect workers’ rights. In 1963 the Equal Pay Act mandated that men and 

women performing equal work (work requiring the same levels of skill, responsibility, and 

effort performed in the same kind of working conditions) receive equal pay (see  Table 12.1 ). 

In 1970 the Occupational Safety and Health Act mandated procedures for managers to follow 

to ensure workplace safety. These are just a few of the U.S. government’s efforts to protect 

workers’ rights. State legislatures also have been active in promoting safe, ethical, and fair 

workplaces.  

   Unions 
 Unions exist to represent workers’ interests in organizations. Given that managers have more 

power than rank-and-file workers and that organizations have multiple stakeholders, there is 

always the potential that managers might take steps that benefit one set of stakeholders such 

as shareholders while hurting another such as employees. For example, managers may decide 

to speed up a production line to lower costs and increase production in the hopes of increasing 

returns to shareholders. Speeding up the line, however, could hurt employees forced to work 

at a rapid pace and may increase the risk of injuries. Also, employees receive no additional 

pay for the extra work they are performing. Unions would represent workers’ interests in a 

scenario such as this one. 

 Congress acknowledged the role that unions could play in ensuring safe and fair work-

places when it passed the National Labor Relations Act of 1935. This act made it legal for 

workers to organize into unions to protect their rights and interests and declared certain unfair 

or unethical organizational practices to be illegal. The act also established the National Labor 

Relations Board (NLRB) to oversee union activity. Currently the NLRB conducts certifica-

tion elections, which are held among the employees of an organization to determine whether 

they want a union to represent their interests. The NLRB also makes judgments concerning 

unfair labor practices and specifies practices that managers must refrain from. 

 Employees might vote to have a union represent them for any number of reasons.  136   They 

may think their wages and working conditions need improvement. They may believe man-

agers are not treating them with respect. They may think their working hours are unfair or 

they need more job security or a safer work environment. Or they may be dissatisfied with 

management and find it difficult to communicate their concerns to their bosses. Regardless 

of the specific reason, one overriding reason is power: A united group inevitably wields more 

power than an individual, and this type of power may be especially helpful to employees in 

some organizations. 

 Although these would seem to be potent forces for unionization, some workers are reluc-

tant to join unions. Sometimes this reluctance is due to the perception that union leaders are 

corrupt. Some workers may simply believe that belonging to a union might not do them much 

good while costing them money in membership dues. Employees also might not want to be 

forced into doing something they do not want to, such as striking because the union thinks 

it is in their best interest. Moreover, although unions can be a positive force in organiza-

tions, sometimes they also can be a negative force, impairing organizational effectiveness. 

Labor Relations
labor relations The activi-

ties managers engage in to 

ensure that they have effec-

tive working relationships 

with the labor unions that 

represent their employees’ 

interests.

 LO12-6 

 Understand the role that 
labor relations play in the 
effective management of 
human resources. 
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For example, when union leaders resist needed changes in an organization or are corrupt, 

organizational performance can suffer. 

 The percentage of U.S. workers represented by unions today is smaller than it was in 

the 1950s, an era when unions were especially strong.  137   In the 1950s, around 35 percent 

of U.S. workers were union members; in 2013, 11.3 percent of workers were members of 

unions.  138   The American Federation of Labor–Congress of Industrial Organizations (AFL-

CIO) includes 56 voluntary member unions representing over 12 million workers.  139   Overall, 

approximately 14.5 million workers in the United States belong to unions.  140   Union influence 

in manufacturing and heavy industries has been on the decline; more generally, approximately 

6.7 percent of private sector workers are union members.  141   However, around 35.3 percent 

of government workers belong to unions.  142   Unions have made inroads in other segments of 

the workforce, particularly the low-wage end. Garbage collectors in New Jersey, poultry plant 

workers in North Carolina, and janitors in Baltimore are among the growing numbers of low-

paid workers who are currently finding union membership attractive. North Carolina poultry 

workers voted in a union partly because they thought it was unfair that they had to buy their 

own gloves and hairnets used on the job and had to ask their supervisors’ permission to go to 

the restroom.  143   

 Union membership and leadership, traditionally dominated by white men, are becoming 

increasingly diverse. For example, Linda Chavez-Thompson was the executive vice president 

of the AFL-CIO from 1995 to 2007 and was the first woman and Hispanic to hold a top man-

agement position in the federation.  144   Labor officials in Washington, DC, also are becoming 

increasingly diverse. Elaine L. Chao, the 24th U.S. Secretary of Labor,  145   was the first Asian-

American woman to hold an appointment in a U.S. president’s cabinet.  146   In terms of union 

membership, women now make up over 45 percent of unionized workers.  147    

  Collective Bargaining 
    Collective bargaining    is negotiation between labor unions and managers to resolve conflicts 

and disputes about important issues such as working hours, wages, working conditions, and 

job security. Sometimes union members go on strike to drive home their concerns to manag-

ers. Once an agreement that union members support has been reached (sometimes with the 

help of a neutral third party called a  mediator ), union leaders and managers sign a contract 

spelling out the terms of the collective bargaining agreement. We discuss conflict and nego-

tiation in depth in Chapter 17, but some brief observations are in order here because collective 

bargaining is an ongoing consideration in labor relations. 

 The signing of a contract, for example, does not finish the collective bargaining process. 

Disagreement and conflicts can arise over the interpretation of the contract. In such cases, a 

neutral third party called an  arbitrator  is usually called in to resolve the conflict. An impor-

tant component of a collective bargaining agreement is a  grievance procedure  through which 

workers who believe they are not being fairly treated are allowed to voice their concerns and 

have their interests represented by the union. Workers who think they were unjustly fired 

in violation of a union contract, for example, may file a grievance, have the union represent 

them, and get their jobs back if an arbitrator agrees with them. Union members sometimes go 

on strike when managers make decisions that the members think will hurt them and are not in 

their best interests.      

  STRATEGIC HUMAN RESOURCE MANAGEMENT   Human 

resource management (HRM) includes all the activities managers engage 

in to ensure that their organizations can attract, retain, and effectively 

use human resources. Strategic HRM is the process by which managers 

design the components of a human resource management system to be 

consistent with each other, with other elements of organizational architecture, and with the 

organization’s strategies and goals.    

collective bargaining 

Negotiations between labor 

unions and managers to 

resolve conflicts and disputes 

about issues such as working 

hours, wages, benefits, working 

conditions, and job security.

LO12-1

Summary and 
Review
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  RECRUITMENT AND SELECTION   Before recruiting and selecting employees, man-

agers must engage in human resource planning and job analysis. Human resource planning 

includes all the activities managers engage in to forecast their current and future needs for 

human resources. Job analysis is the process of identifying (1) the tasks, duties, and respon-

sibilities that make up a job and (2) the knowledge, skills, and abilities needed to perform the 

job. Recruitment includes all the activities managers engage in to develop a pool of qualified 

applicants for open positions. Selection is the process by which managers determine the rela-

tive qualifications of job applicants and their potential for performing well in a particular job.    

  TRAINING AND DEVELOPMENT   Training focuses on teaching organizational mem-

bers how to perform effectively in their current jobs. Development focuses on broadening 

organizational members’ knowledge and skills so they are prepared to take on new responsi-

bilities and challenges.    

  PERFORMANCE APPRAISAL AND FEEDBACK   Performance appraisal is the eval-

uation of employees’ job performance and contributions to the organization. Performance 

feedback is the process through which managers share performance appraisal information 

with their subordinates, give them an opportunity to reflect on their own performance, and 

develop with them plans for the future. Performance appraisal gives managers useful infor-

mation for decision making. Performance feedback can encourage high levels of motivation 

and performance.    

  PAY AND BENEFITS   Pay level is the relative position of an organization’s pay incentives 

in comparison with those of other organizations in the same industry employing similar work-

ers. A pay structure clusters jobs into categories according to their relative importance to the 

organization and its goals, the levels of skill required, and other characteristics. Pay ranges 

are then established for each job category. Organizations are legally required to provide cer-

tain benefits to their employees; other benefits are provided at the discretion of employers.    

  LABOR RELATIONS   Labor relations include all the activities managers engage in to 

ensure that they have effective working relationships with the labor unions that represent their 

employees’ interests. The National Labor Relations Board oversees union activity. Collec-

tive bargaining is the process through which labor unions and managers resolve conflicts and 

disputes and negotiate agreements.           

LO12-2

LO12-3

LO12-4

LO12-5

LO12-6
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 Management in Action    
  Topics for Discussion and Action 

  Discussion 

    1. Discuss why it is important for human resource 

management systems to be in sync with an 

organization’s strategy and goals and with each other. 

[LO12-1]   

   2. Discuss why training and development are ongoing 

activities for all organizations.  [LO12-3]   

   3. Describe the type of development activities you think 

middle managers are most in need of.  [LO12-3]   

   4. Evaluate the pros and cons of 360-degree 

performance appraisals and feedback. Would you like 

your performance to be appraised in this manner? 

Why or why not?  [LO12-4]   

   5. Discuss why two restaurants in the same community 

might have different pay levels.  [LO12-5]   

   6. Explain why union membership is becoming more 

diverse.  [LO12-6]     

  Action 

    7. Interview a manager in a local organization to 

determine how that organization recruits and selects 

employees.  [LO12-2]      

 Building Management Skills    
  Analyzing Human Resource Management Systems  [LO12-1, 12-2, 12-3, 12-4, 12-5]  

  Think about your current job or a job you have had in the 

past. If you have never had a job, interview a friend or 

family member who is currently working. Answer the 

following questions about the job you have chosen:  

    1. How are people recruited and selected for this job? 

Are the recruitment and selection procedures the 

organization uses effective or ineffective? Why?  

   2. What training and development do people who hold 

this job receive? Are the training and development 

appropriate? Why or why not?  

   3. How is performance of this job appraised? Does 

performance feedback contribute to motivation and 

high performance on this job?  

   4. What levels of pay and benefits are provided on this 

job? Are these levels appropriate? Why or why not?    

 Managing Ethically  [LO12-4, 12-5]     

  S
 ome managers do not want to become overly friendly 

with their subordinates because they are afraid that if 

they do so their objectivity when conducting performance 

appraisals and making decisions about pay raises and 

promotions will be impaired. Some subordinates resent it 

when they see one or more of their coworkers being very 

friendly with the boss; they are concerned about the poten-

tial for favoritism. Their reasoning runs something like this: 

If two subordinates are equally qualified for a promotion 

and one is a good friend of the boss and the other is a mere 

acquaintance, who is more likely to receive the promotion? 

  Questions 

    1. Either individually or in a group, think about the ethical 

implications of managers’ becoming friendly with their 

subordinates.  

   2. Do you think managers should feel free to socialize 

and become good friends with their subordinates 

outside the workplace if they so desire? Why or why 

not?    



Free ebooks ==>   www.ebook777.com

375

 Small Group Breakout Exercise    
  Building a Human Resource Management System  [LO12-1, 12-2, 12-3, 12-4, 12-5]  

  Form groups of three or four people, and appoint one group member as the spokesperson who will communicate 

your findings to the class when called on by the instructor. Then discuss the following scenario:  

  Y
 ou and your three partners are engineers who minored 

in business at college and have decided to start a 

consulting business. Your goal is to provide manufactur-

ing process engineering and other engineering services 

to large and small organizations. You forecast that there 

will be an increased use of outsourcing for these activities. 

You discussed with managers in several large organiza-

tions the services you plan to offer, and they expressed 

considerable interest. You have secured funding to start 

your business and now are building the HRM system. Your 

human resource planning suggests that you need to hire 

between five and eight experienced engineers with good 

communication skills, two clerical/secretarial workers, and 

two MBAs who between them have financial, accounting, 

and human resource skills. You are striving to develop your 

human resources in a way that will enable your new busi-

ness to prosper. 

    1. Describe the steps you will take to recruit and select 

(a) the engineers, (b) the clerical/secretarial workers, 

and (c) the MBAs.  

   2. Describe the training and development the engineers, 

the clerical/secretarial workers, and the MBAs will 

receive.  

   3. Describe how you will appraise the performance of 

each group of employees and how you will provide 

feedback.  

   4. Describe the pay level and pay structure of your 

consulting firm.    

 Be the Manager  [LO12-4]     

  Y
 ou are Walter Michaels and have just received some 

disturbing feedback. You are the director of human 

resources for Maxi Vision Inc., a medium-size window and 

glass door manufacturer. You recently initiated a 360-degree 

performance appraisal system for all middle and upper 

managers at Maxi Vision, including yourself, but excluding 

the most senior executives and the top management team. 

 You were eagerly awaiting the feedback you would 

receive from the managers who report to you; you had 

recently implemented several important initiatives that 

affected them and their subordinates, including a complete 

overhaul of the organization’s performance appraisal sys-

tem. While the managers who report to you were evaluated 

based on 360-degree appraisals, their subordinates were 

evaluated using a 20-question BARS scale you recently 

created that focuses on behaviors. Conducted annually, 

appraisals are an important input into pay raise and bonus 

decisions. 

 You were so convinced that the new performance 

appraisal procedures were highly effective that you hoped 

your own subordinates would mention them in their feed-

back to you. And boy did they! You were amazed to learn 

that the managers  and  their subordinates thought the new 

BARS scales were unfair, inappropriate, and a waste of 

time. In fact, the managers’ feedback to you was that their 

own performance was suffering, based on the 360-degree 

appraisals they received, because their subordinates hated 

the new appraisal system and partially blamed their bosses, 

who were part of management. Some managers even admit-

ted giving all their subordinates approximately the same 

scores on the scales so their pay raises and bonuses would 

not be affected by their performance appraisals. 

 You couldn’t believe your eyes when you read these 

comments. You spent so much time developing what you 

thought was the ideal rating scale for this group of employ-

ees. Evidently, for some unknown reason, they wouldn’t 

give it a chance. Your own supervisor is aware of these 

complaints and said that it was a top priority for you to fix 

“this mess” (with the implication that you were responsible 

for creating it). What are you going to do? 

 Exploring the World Wide Web  [LO12-2]     

 G
o to  www.net-temps.com , a website geared toward 

temporary employment. Imagine that you have to 

take a year off from college and are seeking a one-year 

position. Guided by your own interests, use this website 

to learn about your options and possible employment 

opportunities. 

    1. What are the potential advantages of online job 

searching and recruiting? What are the potential 

disadvantages?  

   2. Would you ever rely on a website like this to help you 

find a position? Why or why not?   
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   The Wall Street Journal  Case 
in the News  [LO12-1, 12-2]     

   Amazon Recruits Face “Bar Raisers”  

  I
 n fulfilling online orders,  Amazon.com  

Inc. is all about expediency. The fewer 

people involved the better. 

 But when it comes to filling higher-

level jobs, the e-commerce giant is in 

no rush—and it has a gantlet of peo-

ple, dubbed “bar raisers,” who must 

sign off on would-be hires. 

 Bar raisers are skilled evaluators 

who, while holding full-time jobs at 

the company in a range of depart-

ments, play a crucial role in Amazon’s 

hiring process, interviewing job can-

didates in other parts of the com-

pany. With a word, they can veto any 

candidate, even if their expertise is in 

an area that has nothing to do with 

the prospective employee’s. 

 Amazon believes the program, 

created in the company’s infancy and 

honed by founder and Chief Executive 

Jeff Bezos, screens out cultural mis-

fits and helps make the e-commerce 

giant a feared competitor in fields as 

diverse as logistics, tablet manufac-

turing and television production. 

 “There is no company that sticks 

to its process like Amazon does,” 

says Valerie Frederickson, whose 

eponymous Menlo Park, Calif., 

human-resources consultancy works 

with Silicon Valley companies includ-

ing  Facebook  Inc. and  Twitter  Inc. 

“They don’t just hire the best of what 

they see; they’re willing to keep look-

ing and looking for the right talent.” 

 As Amazon’s payroll has swelled 

to 110,000 employees, however, the 

program is exacting a toll, current and 

former employees say. 

 There are several hundred bar 

raisers today across the company, 

according to former employees, 

though Amazon won’t confirm a total. 

Some employees shun the bar raiser 

designation, a voluntary program that 

comes with no extra pay, even though 

it reportedly can lead to speedier 

promotions because of the time 

demands. Bar raisers may be asked 

to assess as many as 10 candidates 

a week, for between two and three 

hours each, including paperwork and 

meetings—all while doing their regu-

lar full-time job, be it in finance, mar-

keting or product development. 

 That has led to a crunch of bar 

raisers at times, some managers say. 

Andy Jassy, head of the fast-growing 

Amazon Web Services cloud-com-

puting unit, said in an interview in 

November there seemed not to be 

enough bar raisers to go around and 

he was looking for more. 

 Not every Amazon applicant faces 

a bar raiser. Current and former 

employees say the company uses a 

streamlined process for warehouse 

employees, estimated to be three-

fourths of its workforce. 

 Most others, though, must endure 

an obstacle course of phone inter-

views and one-on-one sessions. The 

interviewers then write evaluations 

and then meet to discuss the candi-

date. Inside Amazon, evaluating an 

applicant typically takes five or six 

employees at least two hours each. 

 “We want to be as objective and 

scientific in our hiring as possible,” 

said Susan Harker, Amazon’s vice 

president of global talent acquisition, 

noting the process extends even to 

C-level executives. “The point is to 

optimize our chances of having long-

term employees.” 

 Other tech companies have their 

own systems for identifying the best 

and brightest. For a time,  Google  

Inc. asked candidates their I.Q’s, and 

posed brain teasers. 

  Microsoft  Corp. calls in senior 

executives known as “as-appropri-

ates” in the late stages of consider-

ing some applicants. Facebook Inc. 

asks some job hopefuls tricky coding 

questions or solutions to business 

challenges. 

 The bar raiser is Amazon’s distinc-

tion. To become a bar raiser, a worker 

generally must have conducted doz-

ens or hundreds of interviews, and 

gained a reputation for asking tough 

questions and identifying candidates 

who go on to be stars. 

 Bar raisers typically interview 

candidates in another part of the 

company, posing unexpected or 

challenging questions to gauge an 

applicant’s analytical skills. Current 

and former bar raisers say the desig-

nation is both an honor and a burden. 

 Sailesh Rachabathuni, who devel-

oped software for Kindle devices 

before leaving Amazon in 2012, says 

he once vetoed a candidate for a pro-

gramming job because the candidate 

didn’t know much about a specific 

programming language, a detail oth-

ers missed. 

 “It’s an enormous time commit-

ment,” Mr. Rachabathuni says. “I 

had to limit myself to six interviews a 

week.” 

 One of Mr. Rachabathuni’s for-

mer colleagues in Lab126, Amazon’s 

secretive Silicon Valley hardware 

laboratory, says he conducted more 

than 700 interviews over eight years 

at Amazon. But this ex-employee 

declined to become a bar raiser for 

fear of devoting more time to hiring. 
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 In cultivating the program, Mr. 

Bezos wanted to create a consistent 

corporate culture. Amazon execu-

tives say the approach reduces hiring 

mistakes by forcing several people to 

sign off on a candidate. The program 

is “something the broader team is 

very proud of,” Mr. Bezos said in an 

interview last year. 

 John Vlastelica, an early Amazon 

human-resources employee who 

helped design the program, said the 

tough review process was meant to 

weed out job hopefuls who aren’t 

adaptable and may be skilled at only 

one task. 

 “You want someone who can 

adapt to new roles in the company, 

not just someone who can fill the 

role that’s vacant,” said Mr. Vlaste-

lica, who now runs HR consultancy 

Recruiting Toolbox and counted Ama-

zon among his former clients. “It can 

be an expensive process because it 

takes longer, but think of how expen-

sive it is to hire the wrong person.” 

 The burden is likely to grow as 

Amazon extends its torrid hiring pace, 

needed to staff its ambitious efforts to 

expand same-day delivery, and to build 

Kindle tablets, as well as smartphones 

and set-top boxes. In the 12 months 

ended Sept. 30, Amazon added close 

to 30,000 employees, roughly as many 

as  eBay  Inc.’s total payroll. The retail 

giant’s workforce has more than tripled 

in the past three years. 

 Google contracted to 46,421 

employees as of the end of Septem-

ber 2013, from 53,546 a year earlier, 

due in part to cuts at its Motorola 

Mobility division.  Apple  Inc. grew 

by 10% to 80,300 in the fiscal year 

ended Sept. 28, and  Microsoft  Corp. 

increased its staff by 5% to 99,000 in 

the year ended June 30. 

 Dave Clark, vice president of Ama-

zon’s world-wide operations, said the 

company typically will conduct more 

than 75,000 interviews to hire 30,000 

new workers. Bar raisers “help bring 

a consistency of the types of skill sets 

and perspectives that we’re looking 

for,” said Mr. Clark. 

 John Sullivan, a San Francisco State 

University management professor, said 

Amazon’s protracted hiring process is 

an important signal for applicants that 

Amazon is a tough place to work, with 

a lot of pressure. 

 “If a job seeker feels like they 

want to run away from the building 

screaming after the interview, that’s a 

probably a good sign that they don’t 

belong there,” he said.    

 Source: Greg Bensinger, “Amazon Recruits 

Face ‘Bar Raisers’” The Wall Street Journal, 

January 8, 2014. Copyright © 2014 Dow Jones 

& Company, Inc. Reproduced with permission 

via Copyright Clearance Center. 

   Questions for 

Discussion 

    1. Why does Amazon use “bar 

raisers” in the hiring process?  

   2. What are the potential 

advantages of using bar raisers 

for Amazon?  

   3. What are the potential 

disadvantages of using bar 

raisers for Amazon?  

   4. What are the potential 

advantages and disadvantages 

for job applicants of bar raisers 

being used?      
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 part 5  Leading Individuals 
and Groups 

   LO13-1  Explain what motivation is and why managers need to be concerned 
about it. 

   LO13-2  Describe from the perspectives of expectancy theory and equity theory what 
managers should do to have a highly motivated workforce. 

   LO13-3  Explain how goals and needs motivate people and what kinds of goals are 
especially likely to result in high performance. 

   LO13-4  Identify the motivation lessons that managers can learn from operant 
conditioning theory and social learning theory. 

   LO13-5  Explain why and how managers can use pay as a major motivation tool.  

Motivation and Performance 

   CHAPTER 13  

     Learning Objectives 

  After studying this chapter, you should be able to:  
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Running into your boss’s boss in the cafeteria isn’t quite so daunting 

when the food is good, your pay is  reasonable, and you know your 

kids are happily playing in the awesome day care just up the road! 

SAS knows how to keep its employees engaged in their work by rec-

ognizing a broad range of worker needs.

   How can managers ensure that 

employees are, and stay, highly 

 motivated?  The SAS Institute is in the 

enviable position of being listed on  Fortune  

magazine’s annual ranking of the “100 Best 

Companies to Work For” for 17 years in a 

row; in 2014 the SAS Institute was ranked 

second.  1   The SAS Institute is the world’s 

largest privately owned software company, 

with over 13,700 employees worldwide and 

over $3 billion in revenues.  2   In fact, revenues 

have increased at SAS every year since the 

company was founded in 1976. SAS soft-

ware is used at over 70,000 locations in 

more than 130 countries; over 90 of the top 

100 companies on the  Fortune Global 500  

list of largest companies use SAS software. 

Headquartered in Cary, North Carolina, 

SAS also has offices in Europe, the Middle 

East, Africa, Asia Pacific, Latin America, and 

Canada.  3       

 Every indicator suggests that SAS 

employees are highly motivated and per-

form well while also working 35-hour weeks. 

Since its founding, the SAS Institute has 

strived to ensure that employees enjoy and 

are motivated by the work they perform. 

Managers approach motivation from the 

perspective that all employees should be 

interested and involved in the work that they 

are performing and have the sense that they 

are making meaningful contributions to SAS 

and SAS’ customers. While some software 

companies that seek to develop new prod-

ucts buy companies that are already making 

these products, SAS develops its new prod-

ucts internally, and employees can perform 

interesting work at the forefront of technol-

ogy.  4   Creativity is encouraged at SAS, and 

employees experience the excitement of 

developing a new product and seeing it suc-

ceed.  5   Overall, employees exert high levels 

of effort and persist in the face of setbacks 

to develop and provide the outstanding soft-

ware solutions for businesses that SAS is 

renowned for. 

 Over 20 percent of annual revenues are 

committed to research and development at 

SAS, consistent with its long-term focus.  6   

This long-term focus also helps ensure that 

SAS can weather economic downturns. For 

example, as a result of the recession that 

started in 2007, many technology compa-

nies laid off employees in 2009, which was 

not the case at SAS. As SAS cofounder and 

CEO James Goodnight puts it, “I’ve got a 

   A MANAGER’S CHALLENGE 

   High Motivation Rules at the SAS Institute 
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two-year pipeline of projects in R&D . . . Why 

would I lay anyone off?”  7   

 Recognizing that sometimes employees 

might lose interest in the type of work they 

are doing or just need a change of pace, 

SAS allows employees to change jobs to 

prevent becoming bored with their work. 

SAS gives employees any additional train-

ing they might need when they change 

jobs. By encouraging these kinds of lateral 

moves, managers help to ensure that high 

levels of motivation at SAS are sustained 

over time.  8   While annual turnover rates 

in the software industry are around 15 

percent, SAS’s turnover rate in 2013 was 

3.6 percent and average tenure at SAS is 

around 10 years.  9   

 Managers at SAS fairly and equitably 

reward employees for a job well done. 

Moreover, Goodnight and other managers 

recognize that SAS’s employees are its big-

gest asset and go to great lengths to satisfy 

their needs and create a work environment 

that will be conducive to creativity, high 

motivation, and well-being for employees 

and their families. At headquarters in North 

Carolina, employees have access to two 

child care centers that SAS subsidizes, a 

summer camp, three subsidized cafeterias, 

a 66,000-square-foot fitness and recreation 

center including an Olympic-size pool, and 

all kinds of services ranging from dry clean-

ing and car detailing to massages and a 

book exchange. Google (one of SAS’s cus-

tomers) actually used SAS as a prototype 

when Google was developing its own suite 

of employee benefits and perks.  10   

 An on-campus health care center with an 

annual budget of $4.5 million and staff of 53 

provides SAS employees and their families 

with free basic care clinic services.  11   The 

center is open 10 hours most days and has 

three physicians, 11 nurse practitioners, 

physical therapists, nurses, dietitians, lab 

technicians, and a psychologist on hand 

to attend to health needs and problems. 

In 2009 about 90 percent of headquarters’ 

employees and their families had 40,000 

appointments at the center. SAS estimates 

that the center saves the company about 

$5 million per year because employees are 

not losing valuable time traveling to doctors’ 

offices and waiting a long time to see them. 

Moreover, employees are more likely to get 

care when they need it, and SAS can provide 

the care they need at lower costs.  12   

 Wellness and work/life centers offer a vari-

ety of programs to help employees achieve 

a sense of balance in their lives and days. 

Programs range from Pilates, Zumba, and 

partner yoga to weight management, salsa 

aerobics, cooking classes, harmonic sound 

healing, and movies that employees can 

watch while floating in the pool. Employees 

with children are encouraged to have lunch 

with their kids in the subsidized cafeterias 

complete with high chairs, and of course 

they can bring their kids to the health center 

when they get sick.  13   

 Employees have their own offices, and 

the work environment is rich in pleasant vis-

tas, whether they be artwork on the walls 

or views of the rolling hills of Cary, North 

Carolina, at company headquarters. SAS 

keeps two artists on its staff in the belief that 

exposure to beautiful artwork and surround-

ings can spur creativity.  14   Employees and 

their families are encouraged to use the 200 

acres that surround company headquarters 

for family walks and picnics.  15   

 SAS trusts its employees to do what is 

right for the company. Thus many employees 

are able to determine their own work sched-

ules and there are unlimited sick days.  16   

Due to having so many benefits and facili-

ties, employees do not have to interrupt their 
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  Even with the best strategy in place and an appropriate organizational 

architecture, an organization will be effective only if its members are 

motivated to perform at a high level. James Goodnight of SAS in “A 

Manager’s Challenge” clearly realizes this. One reason why leading is such an important man-

agerial activity is that it entails ensuring that each member of an organization is motivated to 

perform highly and help the organization achieve its goals. When managers are effective, the 

outcome of the leading process is a highly motivated workforce. A key challenge for managers 

of organizations both large and small is to encourage employees to perform at a high level. 

 In this chapter we describe what motivation is, where it comes from, and why managers 

need to promote high levels of it for an organization to be effective and achieve its goals. We 

examine important theories of motivation: expectancy theory, need theories, equity theory, 

goal-setting theory, and learning theories. Each gives managers important insights about how 

to motivate organizational members. The theories are complementary in that each focuses on a 

different aspect of motivation. Considering all the theories together helps managers gain a rich 

understanding of the many issues and problems involved in encouraging high levels of motiva-

tion throughout an organization. Last, we consider the use of pay as a motivation tool. By the 

end of this chapter you will understand what it takes to have a highly motivated workforce.       

     Motivation    may be defined as psychological forces that determine the 

direction of a person’s behavior in an organization, a person’s level of 

effort, and a person’s level of persistence in the face of obstacles.  21   The 

 direction of a person’s behavior  refers to the many possible behaviors a 

person could engage in. For example, employees at the SAS Institute are encouraged to be 

creative and develop new software that will meet customers’ future needs.  Effort  refers to 

Overview

The Nature of
Motivation

    motivation     Psychological 

forces that determine the 

direction of a person’s 

behavior in an organization, a 

person’s level of effort, and a 

person’s level of persistence.   

workdays or leave the campus for a doctor’s 

appointment or to run an errand. And SAS 

realizes that to maintain high levels of moti-

vation over time, employees need to have a 

balanced life—hence the 35-hour workweek. 

Of course, because SAS is a truly global 

company, sometimes employees on global 

teams with a tight new product development 

schedule need to work long hours and some 

employees check work email at home. None-

theless, employees at SAS are not expected 

to work excessive hours as is common at 

some other companies.  17   

 Since the company was founded, CEO 

James Goodnight has been committed 

to motivating employees to develop cre-

ative and high-quality products that meet 

customers’ needs. Today hundreds of 

companies use SAS products for a wide 

variety of purposes including risk manage-

ment, monitoring and measuring perfor-

mance, managing relations with suppliers 

and customers, and detecting fraud.  18   

SAS also provides educational software 

for schools and teachers through SAS in 

School.  19   Clearly, motivating employees 

and helping to satisfy their needs is a 

win–win situation for SAS. And by trusting 

employees and treating them well, SAS 

motivates employees to do what is best 

for SAS. As Bev Brown, a SAS employee 

in external communications put it, “Some 

may think that because SAS is family-

friendly and has great benefits that we 

don’t work hard . . . But people do work 

hard here, because they’re motivated to 

take care of a company that takes care of 

them.”  20           

 LO13-1 

 Explain what motivation is 
and why managers need to 
be concerned about it. 
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how hard people work. Employees at the SAS Institute exert high levels of effort to provide 

superior software solutions for business customers.  Persistence  refers to whether, when faced 

with roadblocks and obstacles, people keep trying or give up. Setbacks and obstacles are part 

and parcel of research and development work; at the SAS Institute, employees persist in the 

face of these difficulties to develop new sophisticated software. 

 Motivation is central to management because it explains  why  people behave the way they 

do in organizations  22  —why employees at the SAS Institute continue to develop software that 

is used by SAS customers around the world. Motivation also explains why a waiter is polite 

or rude and why a kindergarten teacher really tries to get children to enjoy learning or just 

goes through the motions. It explains why some managers truly put their organizations’ best 

interests first, whereas others are more concerned with maximizing their salaries and why—

more generally—some workers put forth twice as much effort as others. 

 Motivation can come from  intrinsic  or  extrinsic  sources.    Intrinsically motivated 

 behavior    is behavior that is performed for its own sake; the source of motivation is actu-

ally performing the behavior, and motivation comes from doing the work itself. Many 

managers are intrinsically motivated; they derive a sense of accomplishment and achieve-

ment from helping the organization achieve its goals and gain competitive advantages. 

Jobs that are interesting and challenging or high on the five characteristics described by 

the job characteristics model (see Chapter 10) are more likely to lead to intrinsic motiva-

tion than are jobs that are boring or do not use a person’s skills and abilities. An elemen-

tary school teacher who really enjoys teaching children, a computer programmer who 

loves solving programming problems, and a commercial photographer who relishes tak-

ing creative photographs are all intrinsically motivated. For these individuals, motivation 

comes from performing their jobs—teaching children, finding bugs in computer programs, 

and taking pictures. 

 A lack of intrinsic motivation at work sometimes propels people to make major changes in 

their lives, as illustrated in the accompanying “Managing Globally” feature.  

    intrinsically motivated 

behavior    Behavior that is 

performed for its own sake.   

 Managing 
Globally 

  Seeking Intrinsic Motivation in Far-Flung 
Places 
 Dom Jackman and Rob Symington, then in their late 20s, were doing financial con-
sulting work for Ernst & Young in London when they were both struck by how lack-
ing their jobs felt in terms of intrinsic motivation. As Symington put it, “It felt like 
the work we did, crunching spreadsheets, just didn’t matter to anyone, including to 
our customers or employers.”  23   Realizing that they were probably not the only young 
workers in the finance field who didn’t enjoy the work they were doing, Jackman and 
Symington decided to do something about it. They quit their jobs and created Escape 
the City, a website devoted to assisting bankers, financiers, and professionals find 
interesting and exciting work in far-flung places.  24   “The City” refers to the financial 
district in London, and hence Escape the City is a fitting name for a website oriented 
toward “escaping unfulfilling corporate jobs.”  25   

 Employers pay to list positions on the site that entail initiative and adventure, 
while job seekers can sign up for free.  26   Weekly email messages inform job seekers 
of interesting opportunities they might want to pursue, ranging from African charity 
work and employment with venture capital firms in Mongolia to microfinance work 
in India and surf camps in Morocco. Escape the City earned profits its first year in 
operation and has expanded to the United States with a New York office.  27   

 Asia Pacific Investment Partners hired an operations manager and a communi-
cations manager from posting listings on the site.  28   Will Tindall landed the latter 
position, and as chief communications officer for Asia Pacific he works out of Hong 
Kong, Ulan Bator, and London. Harry Minter found a position as the manager of 
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    Extrinsically motivated behavior    is behavior that is performed to acquire material or 

social rewards or to avoid punishment; the source of motivation is the consequences of the 

behavior, not the behavior itself. A car salesperson who is motivated by receiving a commis-

sion on all cars sold, a lawyer who is motivated by the high salary and status that go along 

with the job, and a factory worker who is motivated by the opportunity to earn a secure 

income are all extrinsically motivated. Their motivation comes from the consequences they 

receive as a result of their work behaviors. 

 People can be intrinsically motivated, extrinsically motivated, or both intrinsically and 

extrinsically motivated.  31   A top manager who derives a sense of accomplishment and 

achievement from managing a large corporation and strives to reach year-end targets to 

obtain a hefty bonus is both intrinsically and extrinsically motivated. Similarly, a nurse who 

enjoys helping and taking care of patients and is motivated by having a secure job with good 

benefits is both intrinsically and extrinsically motivated. At the SAS Institute, employees are 

both extrinsically motivated, because of equitable pay and outstanding benefits, and intrin-

sically motivated, because of the opportunity to do interesting work. Whether workers are 

intrinsically motivated, extrinsically motivated, or both depends on a wide variety of factors: 

(1) workers’ own personal characteristics (such as their personalities, abilities, values, atti-

tudes, and needs), (2) the nature of their jobs (such as whether they have been enriched or 

where they are on the five core characteristics of the job characteristics model), and (3) the 

nature of the organization (such as its structure, its culture, its control systems, its human 

resource management system, and the ways in which rewards such as pay are distributed to 

employees). 

 In addition to being intrinsically or extrinsically moti-

vated, some people are prosocially motivated by their work.  32   

    Prosocially motivated behavior    is behavior that is performed 

to benefit or help others.  33   Behavior can be prosocially motivated 

in addition to being extrinsically and/or intrinsically motivated. 

An elementary school teacher who not only enjoys the process of 

teaching young children (has high intrinsic motivation) but also 

has a strong desire to give children the best learning experience 

possible and help those with learning disabilities overcome their 

challenges, and who keeps up with the latest research on child 

development and teaching methods in an effort to continually 

improve the effectiveness of his teaching, has high prosocial moti-

vation in addition to high intrinsic motivation. A surgeon who 

specializes in organ transplants, enjoys the challenge of perform-

ing complex operations, has a strong desire to help her patients 

regain their health and extend their lives through successful organ 

transplants, and is also motivated by the relatively high income she 

earns has high intrinsic, prosocial, and extrinsic motivation. Recent preliminary research sug-

gests that when workers have high prosocial motivation, also having high intrinsic motivation 

can be especially beneficial for job performance.  34       

Regardless of whether people are intrinsically, extrinsically, or prosocially motivated, they 

join and are motivated to work in organizations to obtain certain outcomes. An    outcome    

is anything a person gets from a job or organization. Some outcomes, such as autonomy, 

responsibility, a feeling of accomplishment, and the pleasure of doing interesting or enjoy-

able work, result in intrinsically motivated behavior. Outcomes such as improving the lives or 

well-being of other people and doing good by helping others result in prosocially motivated 

    extrinsically motivated 

behavior    Behavior that is 

performed to acquire material 

or social rewards or to avoid 

punishment.   

    prosocially motivated 

behavior    Behavior that is 

performed to benefit or help 

others.   

    outcome    Anything a 

person gets from a job or 

organization.   

Where are you more likely to find prosocial motivation? 
Here in the classroom as a teacher walks her student 
through that tricky math problem. Getting companies to 
foster this type of motivation is a bit trickier!

Guludo Beach Lodge in Mozambique—he used to work in the hedge fund field at 
Headstart Advisers.  29   He has since moved on to another opportunity.  30   Of course not 
all professionals in finance and the corporate world find their work to be uninteresting 
and demotivating; some are intrinsically motivated by the work they do. Nonetheless, 
for those who are not motivated and desire more exciting, interesting, and meaningful 
work, Escape the City expands the set of options they might want to consider.  
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behavior. Other outcomes, such as pay, job security, benefits, and vacation time, result in 

extrinsically motivated behavior. 

 Organizations hire people to obtain important inputs. An    input    is anything a person con-

tributes to the job or organization, such as time, effort, education, experience, skills, knowl-

edge, and actual work behaviors. Inputs such as these are necessary for an organization to 

achieve its goals. Managers strive to motivate members of an organization to contribute 

inputs—through their behavior, effort, and persistence—that help the organization achieve 

its goals. How do managers do this? They ensure that members of an organization obtain the 

outcomes they desire when they make valuable contributions to the organization. Managers 

use outcomes to motivate people to contribute their inputs to the organization. Giving people 

outcomes when they contribute inputs and perform well aligns the interests of employees 

with the goals of the organization as a whole because when employees do what is good for the 

organization, they personally benefit. 

 This alignment between employees and organizational goals as a whole can be described 

by the motivation equation depicted in  Figure 13.1 . Managers seek to ensure that people are 

motivated to contribute important inputs to the organization, that these inputs are put to good 

use or focused in the direction of high performance, and that high performance results in 

workers’ obtaining the outcomes they desire.

   Each of the theories of motivation discussed in this chapter focuses on one or more aspects 

of this equation. Each theory focuses on a different set of issues that managers need to address 

to have a highly motivated workforce. Together the theories provide a comprehensive set of 

guidelines for managers to follow to promote high levels of employee motivation. Effective 

managers, such as James Goodnight in “A Manager’s Challenge,” tend to follow many of 

these guidelines, whereas ineffective managers often fail to follow them and seem to have 

trouble motivating organizational members.    

      Expectancy theory    ,  formulated by Victor H. Vroom in the 1960s, pos-

its that motivation is high when workers believe that high levels of effort 

lead to high performance and high performance leads to the attainment of 

desired outcomes. Expectancy theory is one of the most popular theories 

of work motivation because it focuses on all three parts of the motivation equation: inputs, 

performance, and outcomes. Expectancy theory identifies three major factors that determine a 

person’s motivation:  expectancy, instrumentality,  and  valence  (see  Figure 13.2 ).  35     

    input    Anything a person 

contributes to his or her job or 

organization.   

Expectancy
Theory

    expectancy theory    The 

theory that motivation will be 

high when workers believe 

that high levels of effort lead 

to high performance and 

high performance leads to 

the attainment of desired 

outcomes.   

 Figure 13.1 

 The Motivation Equation  
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theory and equity theory 
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to have a highly motivated 
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   Expectancy 
    Expectancy    is a person’s perception about the extent to which effort (an input) results in a 

certain level of performance. A person’s level of expectancy determines whether he or she 

believes that a high level of effort results in a high level of performance. People are motivated 

to put forth a lot of effort on their jobs only if they think that their effort will pay off in high 

performance—that is, if they have high expectancy. Think about how motivated you would 

be to study for a test if you thought that no matter how hard you tried, you would get a D. 

Think about how motivated a marketing manager would be who thought that no matter how 

hard he or she worked, there was no way to increase sales of an unpopular product. In these 

cases, expectancy is low, so overall motivation is also low. 

 Members of an organization are motivated to put forth a high level of effort only if they 

think that doing so leads to high performance.  36   In other words, in order for people’s moti-

vation to be high, expectancy must be high. Thus, in attempting to influence motivation, 

managers need to make sure their subordinates believe that if they do try hard, they can actu-

ally succeed. One way managers can boost expectancies is through expressing confidence in 

their subordinates’ capabilities. Managers at The Container Store, for example, express high 

levels of confidence in their subordinates. As Container Store cofounder Garrett Boone put 

it, “Everybody we hire, we hire as a leader. Anybody in our store can take an action that you 

might think of typically being a manager’s action.”  37   

 In addition to expressing confidence in subordinates, other ways for managers to boost 

subordinates’ expectancy levels and motivation are by providing training so people have the 

expertise needed for high performance and increasing their levels of autonomy and respon-

sibility as they gain experience so they have the freedom to do what it takes to perform at a 

high level. For example, the Best Buy chain of stores selling electronics, computers, music 

and movies, and gadgets of all sorts boosts salespeople’s expectancies by giving them exten-

sive training in on-site meetings and online. Electronic learning terminals in each department 

not only help salespeople learn how different systems work and can be sold as an integrated 

package but also enable them to keep up to date with the latest advances in technology and 

products. Salespeople also receive extensive training in how to determine customers’ needs.  38   

At the SAS Institute in “A Manager’s Challenge,” employees who change jobs receive any 

additional training they might need to be effective in their new positions, which boosts their 

expectancy.  

    expectancy    In expectancy 

theory, a perception about 

the extent to which effort 

results in a certain level of 

performance.   

 Figure 13.2 

 Expectancy, Instrumentality, and Valence  
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  Instrumentality 
 Expectancy captures a person’s perceptions about the relationship between effort and per-

formance.    Instrumentality    ,  the second major concept in expectancy theory, is a person’s 

perception about the extent to which performance at a certain level results in the attainment 

of outcomes (see  Figure 13.2 ). According to expectancy theory, employees are motivated to 

perform at a high level only if they think high performance will lead to (or is  instrumental  

for attaining) outcomes such as pay, job security, interesting job assignments, bonuses, or 

a feeling of accomplishment. In other words, instrumentalities must be high for motivation 

to be high—people must perceive that because of their high performance they will receive 

outcomes.  39   

 Managers promote high levels of instrumentality when they link performance to desired 

outcomes. In addition, managers must clearly communicate this linkage to subordinates. 

By making sure that outcomes available in an organization are distributed to organiza-

tional members on the basis of their performance, managers promote high instrumentality 

and motivation. When outcomes are linked to performance in this way, high performers 

receive more outcomes than low performers. In “A Manager’s Challenge,” managers raise 

levels of instrumentality and motivation for SAS employees by rewarding employees for 

a job well done. 

 Another example of high instrumentality contributing to high motivation can be found 

in the Cambodian immigrants who own, manage, and work in more than 80 percent of the 

doughnut shops in California.  40   These immigrants see high performance as leading to many 

important outcomes such as income, a comfortable existence, family security, and the auton-

omy provided by working in a small business. Their high instrumentality contributes to their 

high motivation to succeed.  

  Valence 
 Although all members of an organization must have high expectancies and instrumentali-

ties, expectancy theory acknowledges that people differ in their preferences for outcomes. 

For many people, pay is the most important outcome of working. For others, a feeling of 

accomplishment or enjoying one’s work is more important than pay. The term    valence    refers 

to how desirable each of the outcomes available from a job or organization is to a person. To 

motivate organizational members, managers need to determine which outcomes have high 

valence for them—are highly desired—and make sure that those outcomes are provided when 

members perform at a high level. 

 Providing employees with highly valent outcomes not only can contribute to high levels 

of motivation but also has the potential to reduce turnover, as indicated in the accompanying 

“Management Insight” feature.   

    instrumentality    In expec-

tancy theory, a perception 

about the extent to which 

performance results in the 

attainment of outcomes.   

    valence    In expectancy 

theory, how desirable each of 

the outcomes available from 

a job or organization is to a 

person.   

  Motivating and Retaining Employees 
at The Container Store 

 Kip Tindell and Garrett Boone founded The Container Store in Dallas, Texas, in 1978, 
and Tindell currently serves as CEO and chairman (Boone is chairman emeritus).  41   
When they opened their first store, they were out on the floor trying to sell custom-
ers their storage and organization products that would economize on space and time 
and make purchasers’ lives a little less complicated. The Container Store has grown 
to include 65 stores in 23 U.S. markets from coast to coast; although the original 

 Management 
Insight 
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  Bringing It All Together  
According to expectancy theory, high motivation results from high levels of expectancy, 

instrumentality, and valence (see  Figure 13.3 ). If any one of these factors is low, motivation 

is likely to be low. No matter how tightly desired outcomes are linked to performance, if a 

person thinks it is practically impossible to perform at a high level, motivation to perform 

at a high level will be low. Similarly, if a person does not think outcomes are linked to high 

performance, or if a person does not desire the outcomes that are linked to high performance, 

motivation to perform at a high level will be low. Effective managers realize the importance 

of high levels of expectancy, instrumentality, and valence and take concrete steps to ensure 

that their employees are highly motivated, as is true at Enterprise Rent-A-Car profiled in the 

accompanying “Management Insight” feature.         

store in Dallas had only 1,600 square feet, the stores today average around 25,000 
square feet.  42   The phenomenal growth in the size of the stores has been matched by 
impressive growth rates in sales and profits.  43   Managers at The Container Store are 
often found on the shop floor tidying shelves and helping customers carry out their 
purchases.  44   And that, perhaps, is an important clue to the secret of their success. The 
Container Store has been consistently ranked among  Fortune  magazine’s “100 Best 
Companies to Work For” for 15 years running.  45   In 2014 The Container Store was 
28th on this list.  46   

 Early on, Tindell and Boone recognized that people are The Container Store’s most 
valuable asset and that after hiring great people, one of the most important managerial 
tasks is motivating them. One would think motivating employees might be especially 
challenging in the retail industry, which has an average annual turnover rate of 100 per-
cent or more.  47   At The Container Store annual voluntary turnover is around 11 percent, a 
testament to Tindell’s and other managers’ ability to motivate.  48    

Tindell and Boone have long recognized the importance of rewarding employees for 
a job well done with highly valent outcomes. For example, the average annual pay for 
salespeople is around $48,000, which is significantly higher than retail averages; and 
employees receive merit pay increases for superior sales performance.  49   To encourage 
high individual performance as well as teamwork and cooperation, both individual and 
team-based rewards are given at The Container Store. Some high-performing salespeo-
ple earn more than their store managers, which suits the store managers fine as long as 
equitable procedures are used and rewards are distributed fairly.  50   

 Professional development is another valent outcome employees obtain from work-
ing at The Container Store. Full-time salespeople receive over 240 hours of training 
their first year, and all employees have ongoing opportunities for additional training 
and development.  51   Employees also have flexible work options and flexible benefits; 
medical, dental, and 401(k) retirement plans; job security; a casual dress code; and 
access to a variety of wellness programs ranging from yoga classes and chair mas-
sages to a personalized web-based nutrition and exercise planner.  52   Another valent 
outcome is the opportunity to work with other highly motivated individuals in an envi-
ronment that exudes enthusiasm and excitement. Not only are The Container Store’s 
employees motivated, but they also look forward to coming to work and feel as if their 
coworkers and managers are part of their family. Employees feel pride in what they 
do—helping customers organize their lives, save space and time, and have a better 
sense of well-being. Hence they not only personally benefit from high performance 
by receiving highly valent outcomes but also feel good about the products they sell 
and the help they give customers.  53   Tindell and other managers at The Container Store 
evidently have never lost sight of the importance of motivation for both organizations 
and their members.  

Kip Tindell, founder, 
CEO, and chairman of 
the Container Store. 
The Container Store has 
seen growth through out 
its history which could 
be attributed to the way 
their managers actively 
assist customers on the 
shop floor.
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  How Enterprise Rent-A-Car Motivates 
Employees 

 Enterprise Rent-A-Car was founded by Jack Taylor in 1957 in St. Louis, Missouri, as a 
very small auto leasing business.  54   Today Enterprise Holdings, which owns and operates 
Enterprise Rent-A-Car, is the biggest car rental company in the world with over $16 billion 
in revenues and over 78,000 employees. Enterprise has over 8,000 locations in the United 
States, Canada, the United Kingdom, Ireland, and Germany.  55   One of the biggest employ-
ers of new college graduates in the United States, Enterprise typically hires over 8,000 col-
lege graduates each year.  56   While starting salaries tend to be low and the work can be hard 
(e.g., four assistant managers once sued the company claiming that they should receive 
overtime pay), Enterprise has been ranked among the top 50 best companies for new col-
lege graduates to launch their careers by  Bloomberg Businessweek  magazine.  57   

 One of the keys to Enterprise’s success is the way it motivates its employees to provide 
excellent customer service.  58   Practically all entry-level hires participate in Enterprise’s 
Management Training Program.  59   As part of the program, new hires learn all aspects of the 
company business, and how to provide excellent customer service. Management trainees 
first have a four-day training session focused primarily on Enterprise’s culture. They are 
then assigned to a branch office for around 8 to 12 months where they learn all aspects of 
the business, from negotiating with body shops to helping customers to washing cars. As 
part of this training, they learn how important high-quality customer service is to Enterprise 
and how they can personally provide great service, increasing their confidence levels.  60   

 All those who do well in the program are promoted after about a year to the position 
of management assistant. Management assistants who do well are promoted to become 
assistant branch managers with responsibility for mentoring and supervising employees. 
Assistant managers who do well can be promoted to become branch managers who are 
responsible for managing a branch’s employees and provision of customer service, rental car 
fleet, and financial performance. Branch managers with about five years of experience in the 
position often move on to take up management positions at headquarters or assume the posi-
tion of area manager overseeing all the branches in a certain geographic region.  61   By train-
ing all new hires in all aspects of the business including the provision of excellent customer 
service, by providing them with valuable experience with increasing levels of responsibility 
and empowerment, and by providing all new hires who perform well with the opportunity to 
advance in the company, Enterprise has developed a highly motivated workforce.  62   

 In addition to motivating high performance and excellent customer service through 
training and promotional opportunities, Enterprise also uses financial incentives to moti-
vate employees. Essentially each branch is considered a profit center, and the managers 
overseeing the branch and in charge of all aspects of its functioning have the autonomy 
and responsibility for the branch’s profitability almost as if the branch was their own 
small business or franchise.  63   All branch employees at the rank of assistant manager and 
higher earn incentive compensation whereby their monthly pay depends on the profit-
ability of their branch. Managers at higher levels, such as area managers, have their 
monthly pay linked to the profitability of the region they oversee. Thus managers at 
all levels know that their pay is linked to the profitability of the parts of Enterprise for 
which they are responsible. And they have the autonomy to make decisions ranging from 
buying and selling cars to opening new branches.  64   

 All in all Enterprise’s employees are highly motivated because of their high levels of 
expectancy, instrumentality, and valence. Contributing to high levels of expectancy is 
the training all new hires receive in all aspects of the business, including the provision 
of excellent customer service and the ongoing valuable experiences employees receive 
with increasing levels of responsibility and empowerment. Linking two highly valent 
outcomes, pay and promotions, to performance leads to high instrumentality. And highly 
motivated employees at Enterprise do provide excellent service to their customers.  

 Management 
Insight 

Management 
Insight
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   A    need    is a requirement or necessity for survival and well-being. The 

basic premise of    need theories    is that people are motivated to obtain 

outcomes at work that will satisfy their needs. Need theory comple-

ments expectancy theory by exploring in depth which outcomes motivate people to per-

form at a high level. Need theories suggest that to motivate a person to contribute valuable 

inputs to a job and perform at a high level, a manager must determine what needs the per-

son is trying to satisfy at work and ensure that the person receives outcomes that help to 

satisfy those needs when the person performs at a high level and helps the organization 

achieve its goals. 

 There are several need theories. Here we discuss Abraham Maslow’s hierarchy of needs, 

Clayton Alderfer’s ERG theory, Frederick Herzberg’s motivator-hygiene theory, and David 

McClelland’s needs for achievement, affiliation, and power. These theories describe needs 

that people try to satisfy at work. In doing so, they give managers insights about what out-

comes motivate members of an organization to perform at a high level and contribute inputs 

to help the organization achieve its goals.  

   Maslow’s Hierarchy of Needs 
 Psychologist Abraham Maslow proposed that all people seek to satisfy five basic kinds of needs: 

physiological needs, safety needs, belongingness needs, esteem needs, and self- actualization 

needs (see  Table 13.1 ).  65   He suggested that these needs constitute a    hierarchy of needs    ,  with 

the most basic or compelling needs—physiological and safety needs—at the bottom. Maslow 

argued that these lowest-level needs must be met before a person strives to satisfy needs higher 

up in the hierarchy, such as self-esteem needs. Once a need is satisfied, Maslow proposed, it 

ceases to operate as a source of motivation. The lowest level of  unmet  needs in the hierarchy 

is the prime motivator of behavior; if and when this level is satisfied, needs at the next highest 

level in the hierarchy motivate behavior.  

 Although this theory identifies needs that are likely to be important sources of motivation 

for many people, research does not support Maslow’s contention that there is a need hierar-

chy or his notion that only one level of needs is motivational at a time.  66   Nevertheless, a key 

conclusion can be drawn from Maslow’s theory: People try to satisfy different needs at work. 

To have a motivated workforce, managers must determine which needs employees are trying 

to satisfy in organizations and then make sure that individuals receive outcomes that satisfy 

their needs when they perform at a high level and contribute to organizational effectiveness. 

By doing this, managers align the interests of individual members with the interests of the 

Need Theories

need A requirement or 

necessity for survival and 

well-being.

    need theories    Theories 

of motivation that focus on 

what needs people are trying 

to satisfy at work and what 

outcomes will satisfy those 

needs.   
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 Explain how goals and 
needs motivate people and 
what kinds of goals are 
especially likely to result in 
high performance. 

    Maslow’s hierarchy of 

needs    An arrangement of 

five basic needs that, accord-

ing to Maslow, motivate 

behavior. Maslow proposed 

that the lowest level of unmet 

needs is the prime motiva-

tor and that only one level 

of needs is motivational at a 

time.   

 Figure 13.3 
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organization as a whole. By doing what is good for the organization (that is, performing at a 

high level), employees receive outcomes that satisfy their needs.  

In our increasingly global economy, managers must realize that citizens of different coun-

tries might differ in the needs they seek to satisfy through work.  67   Some research suggests, for 

example, that people in Greece and Japan are especially motivated by safety needs and that 

people in Sweden, Norway, and Denmark are motivated by belongingness needs.  68   In less 

developed countries with low standards of living, physiological and safety needs are likely 

to be the prime motivators of behavior. As countries become wealthier and have higher stan-

dards of living, needs related to personal growth and accomplish-

ment (such as esteem and self-actualization) become important 

motivators of behavior.  

  Alderfer’s ERG Theory 
 Clayton    Alderfer’s ERG theory    collapsed the five categories 

of needs in Maslow’s hierarchy into three universal  categories—

existence, relatedness, and growth—also arranged in a hier-

archy (see  Table  13.2 ). Alderfer agreed with Maslow that as 

lower-level needs become satisfied, a person seeks to satisfy 

higher-level needs. Unlike Maslow, however, Alderfer believed 

that a person can be motivated by needs at more than one level 

at the same time. A cashier in a supermarket, for example, may 

be motivated by both existence needs and relatedness needs. 

The existence needs motivate the cashier to come to work regu-

larly and not make mistakes so his job will be secure and he 

will be able to pay his rent and buy f o od. The relatedness needs 

    Alderfer’s ERG theory    The 

theory that three universal 

needs—for existence, related-

ness, and growth—constitute 

a hierarchy of needs and 

motivate behavior. Alderfer 

proposed that needs at more 

than one level can be motiva-

tional at the same time.   

    Needs    Description  

  Examples of How Managers 
Can Help People Satisfy These 
Needs at Work  

  Highest-level 

needs  

  Self-actualization 

needs  

 The needs to realize one’s full poten-

tial as a human being. 

 By giving people the opportunity to 

use their skills and abilities to the 

fullest extent possible. 

    Esteem needs   The needs to feel good about oneself 

and one’s capabilities, to be respected 

by others, and to receive recognition 

and appreciation. 

 By granting promotions and recog-

nizing accomplishments. 

    Belongingness 

needs  

 Needs for social interaction, friend-

ship, affection, and love. 

 By promoting good interpersonal 

relations and organizing social func-

tions such as company picnics and 

holiday parties. 

    Safety needs   Needs for security, stability, and a 

safe environment. 

 By providing job security, adequate 

medical benefits, and safe working 

conditions. 

  Lowest-level 

needs (most 

basic or 

compelling)  

  Physiological needs   Basic needs for things such as food, 

water, and shelter that must be met in 

order for a person to survive. 

 By providing a level of pay that 

enables a person to buy food and 

clothing and have adequate housing. 

  The lowest level of unsatisfied needs motivates behavior; once this level 

of needs is  satisfied, a person tries to satisfy the needs at the next level.  

 Table 13.1 

 Maslow’s Hierarchy of Needs 

No one pumps their fist over their laptop unless it’s 
for a good reason! Clearly, whipping an obnoxious 
 spreadsheet into shape and sending out a calmly worded 
press release makes for satisfied self-actualization needs.
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motivate the cashier to become friends with  s ome of the other cashiers and have a good rela-

tionship with the store manager. Alderfer also suggested that when people experience  need 

frustration  or are unable to satisfy needs at a certain level, they will focus more intently on 

satisfying the needs at the next lowest level in the hierarchy.  69    

 As with Maslow’s theory, research does not support some of the specific ideas outlined 

in ERG theory, such as the existence of the three-level need hierarchy that Alderfer pro-

posed.  70   However, for managers, the important message from ERG theory is the same as 

that from Maslow’s theory: Determine what needs your subordinates are trying to satisfy 

at work, and make sure they receive outcomes that satisfy these needs when they perform 

at a high level to help the organization achieve its goals.  

  Herzberg’s Motivator-Hygiene Theory 
 Adopting an approach different from Maslow’s and Alderfer’s, Frederick Herzberg 

focused on two factors: (1) outcomes that can lead to high levels of motivation and job 

satisfaction and (2) outcomes that can prevent people from being dissatisfied. According to 

   Herzberg’s motivator-hygiene theory    ,  people have two sets of needs or requirements: 

motivator needs and hygiene needs.  71    Motivator needs  are related to the nature of the work 

itself and how challenging it is. Outcomes such as interesting work, autonomy, responsibil-

ity, being able to grow and develop on the job, and a sense of accomplishment and achieve-

ment help to satisfy motivator needs. To have a highly motivated and satisfied workforce, 

Herzberg suggested, managers should take steps to ensure that employees’ motivator needs 

are being met. 

  Hygiene needs  are related to the physical and psychological context in which the work is 

performed. Hygiene needs are satisfied by outcomes such as pleasant and comfortable work-

ing conditions, pay, job security, good relationships with coworkers, and effective supervi-

sion. According to Herzberg, when hygiene needs are not met, workers are dissatisfied, and 

when hygiene needs are met, workers are not dissatisfied. Satisfying hygiene needs, however, 

does not result in high levels of motivation or even high levels of job satisfaction. For motiva-

tion and job satisfaction to be high, motivator needs must be met. 

 Many research studies have tested Herzberg’s propositions, and, by and large, the theory 

fails to receive support.  72   Nevertheless, Herzberg’s formulations have contributed to our 

    Herzberg’s motivator-

hygiene theory    A need 

theory that distinguishes 

between motivator needs 

(related to the nature of the 

work itself) and hygiene 

needs (related to the physical 

and psychological context in 

which the work is performed) 

and proposes that motivator 

needs must be met for moti-

vation and job satisfaction to 

be high.   

    Needs    Description  

  Examples of How Managers Can 
Help People Satisfy These Needs 
at Work  

  Highest-level 

needs  

  Growth needs   The needs for self-development and 

creative and productive work. 

 By allowing people to continually 

improve their skills and abilities and 

engage in meaningful work. 

    Relatedness needs   The needs to have good interper-

sonal relations, to share thoughts and 

feelings, and to have open two-way 

communication. 

 By promoting good interpersonal relations 

and by providing accurate feedback. 

  Lowest-level 

needs  

  Existence needs   Basic needs for food, water, cloth-

ing, shelter, and a secure and safe 

environment. 

 By providing enough pay for the basic 

necessities of life and safe working 

conditions. 

  As lower-level needs are satisfied, a person is motivated to satisfy higher-level needs. 

When a person is unable to satisfy higher-level needs (or is frustrated), 

motivation to  satisfy lower-level needs increases.  

 Table 13.2 

 Alderfer’s ERG Theory 
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understanding of motivation in at least two ways. First, Herzberg helped to focus researchers’ 

and managers’ attention on the important distinction between intrinsic motivation (related to 

motivator needs) and extrinsic motivation (related to hygiene needs), covered earlier in the 

chapter. Second, his theory prompted researchers and managers to study how jobs could be 

designed or redesigned so they are intrinsically motivating.  

  McClelland’s Needs for Achievement, 
Affiliation, and Power 
 Psychologist David McClelland extensively researched the needs for achievement, affilia-

tion, and power.  73   The    need for achievement    is the extent to which an individual has a 

strong desire to perform challenging tasks well and to meet personal standards for excellence. 

People with a high need for achievement often set clear goals for themselves and like to 

receive performance feedback. The    need for affiliation    is the extent to which an individual 

is concerned about establishing and maintaining good interpersonal relations, being liked, and 

having the people around him or her get along with each other. The    need  f or power    is the 

extent to which an individual desires to control or influence others.  74   

 Although each of these needs is present in each of us to some degree, their importance in 

the workplace depends on the position one occupies. For example, research suggests that high 

needs for achievement and for power are assets for first-line and middle managers and that a 

high need for power is especially important for upper managers.  75   One study found that U.S. 

presidents with a relatively high need for power tended to be especially effective during their 

terms of office.  76   A high need for affiliation may not always be desirable in managers and other 

leaders because it might lead them to try too hard to be liked by others (including subordinates) 

rather than doing all they can to ensure that performance is as high as it can and should be. 

Although most research on these needs has been done in the United States, some studies sug-

gest that the findings may be applicable to people in other countries as well, such as India and 

New Zealand.  77    

  Other Needs 
 Clearly, more needs motivate workers than the needs described by these four theories. For 

example, more and more workers are feeling the need for work–life balance and time to take 

care of their loved ones while simultaneously being highly motivated at work. Recall how 

the SAS Institute recognizes and seeks to satisfy these needs from “A Manager’s Challenge.” 

Interestingly enough, recent research suggests that being exposed to nature (even just being 

able to see some trees from an office window) has many salutary effects, and a lack of such 

exposure can impair well-being and performance.  78   Thus having some time during the day 

when one can at least see nature may be another important need. Managers of successful 

companies often strive to ensure that as many of their valued employees’ needs as possible 

are satisfied in the workplace.      

    Equity theory    is a theory of motivation that concentrates on people’s 

perceptions of the fairness of their work  outcomes  relative to, or in pro-

portion to, their work  inputs.  Equity theory complements expectancy and need theories by 

focusing on how people perceive the relationship between the outcomes they receive from 

their jobs and organizations and the inputs they contribute. Equity theory was formulated in 

the 1960s by J. Stacy Adams, who stressed that what is important in determining motivation 

is the  relative  rather than the  absolute  levels of outcomes a person receives and inputs a per-

son contributes. Specifically, motivation is influenced by the comparison of one’s own 

 outcome–input ratio with the outcome–input ratio of a referent.  79   The  referent  could be 

another person or a group of people who are perceived to be similar to oneself; the referent 

also could be oneself in a previous job or one’s expectations about what outcome–input ratios 

    need for achievement    The 

extent to which an individual 

has a strong desire to perform 

challenging tasks well and to 

meet personal standards for 

excellence.   

    need for affiliation    The 

extent to which an individual 

is concerned about establish-

ing and maintaining good 

interpersonal relations, being 

liked, and having the people 

around him or her get along 

with each other.   

    need for power    The extent 

to which an individual desires 

to control or influence others.   

    equity theory    A theory of 

motivation that focuses on 

people’s perceptions of the 

fairness of their work out-

comes relative to their work 

inputs.   

Equity Theory
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should be. In a comparison of one’s own outcome–input ratio to a referent’s ratio, one’s  per-

ceptions  of outcomes and inputs (not any objective indicator of them) are key.  

   Equity 
    Equity    exists when a person perceives his or her own outcome–input ratio to be equal to 

a referent’s outcome–input ratio. Under conditions of equity (see  Table 13.3 ), if a refer-

ent receives more outcomes than you receive, the referent contributes proportionally more 

inputs to the organization, so his or her outcome–input ratio still equals your ratio. Maria 

Sanchez and Claudia King, for example, both work in a shoe store in a large mall. Sanchez 

is paid more per hour than King but also contributes more inputs, including being respon-

sible for some of the store’s bookkeeping, closing the store, and periodically depositing 

cash in the bank. When King compares her outcome–input ratio to Sanchez’s (her refer-

ent’s), she perceives the ratios to be equitable because Sanchez’s higher level of pay (an 

outcome) is proportional to her higher level of inputs (bookkeeping, closing the store, and 

going to the bank).  

 Similarly, under conditions of equity, if you receive more outcomes than a referent, your 

inputs are perceived to be proportionally higher. Continuing with our example, when Sanchez 

compares her outcome–input ratio to King’s (her referent’s) ratio, she perceives them to be 

equitable because her higher level of pay is proportional to her higher level of inputs. 

 When equity exists, people are motivated to continue contributing their current levels of 

inputs to their organizations to receive their current levels of outcomes. If people wish to 

increase their outcomes under conditions of equity, they are motivated to increase their inputs.  

  Inequity 
    Inequity    ,  or lack of fairness, exists when a person’s outcome–input ratio is not perceived to 

be equal to a referent’s. Inequity creates pressure or tension inside people and motivates them 

to restore equity by bringing the two ratios back into balance. 

 There are two types of inequity: underpayment inequity and overpayment inequity (see 

 Table 13.3 ).    Underpayment inequity    exists when a person’s own outcome–input ratio is 

perceived to be  less  than that of a referent. In comparing yourself to a referent, you think you 

are  not  receiving the outcomes you should be, given your inputs.    Overpayment inequity    

exists when a person perceives that his or her own outcome–input ratio is  greater  than that 

of a referent. In comparing yourself to a referent, you think you are receiving  more  outcomes 

than you should be, given your inputs.  

  Ways to Restore Equity 
 According to equity theory, both underpayment inequity and overpayment inequity create 

tension that motivates most people to restore equity by bringing the ratios back into balance.  80   

When people experience  underpayment  inequity, they may be motivated to lower their inputs 

    equity    The justice, impartial-

ity, and fairness to which all 

organizational members are 

entitled.   

    inequity    Lack of fairness.   

    underpayment inequity    

The inequity that exists when 

a person perceives that his 

or her own outcome–input 

ratio is less than the ratio of a 

referent.   

    overpayment inequity    The 

inequity that exists when a 

person perceives that his or 

her own outcome–input ratio 

is greater than the ratio of a 

referent.   

  Condition    Person      Referent    Example  

  Equity  

    

Outcomes

Inputs   

 5 

    

Outcomes

Inputs   

 An engineer perceives that he contributes more inputs 

(time and effort) and receives proportionally more 

 outcomes (a higher salary and choice job assignments) 

than his referent. 

  Underpayment 

inequity      

Outcomes

Inputs   

 < 

 (less than)     

Outcomes

Inputs   

 An engineer perceives that he contributes more inputs 

but receives the same outcomes as his referent. 

  Overpayment 

inequity      

Outcomes

Inputs   

 > 

 (greater than)     

Outcomes

Inputs   

 An engineer perceives that he contributes the same 

inputs but receives more outcomes than his referent. 

 Table 13.3 

 Equity Theory 
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by reducing their working hours, putting forth less effort on the job, or being absent; or they 

may be motivated to increase their outcomes by asking for a raise or a promotion. Susan 

Richie, a financial analyst at a large corporation, noticed that she was working longer hours 

and getting more work accomplished than a coworker who had the same position, yet they 

both received the exact same pay and other outcomes. To restore equity, Richie decided to 

stop coming in early and staying late. Alternatively, she could have tried to restore equity by 

trying to increase her outcomes, perhaps by asking her boss for a raise. 

 When people experience underpayment inequity and other means of equity restoration 

fail, they can change their perceptions of their own or the referent’s inputs or outcomes. 

For example, they may realize that their referent is really working on more difficult projects 

than they are or that they really take more time off from work than their referent does. Alter-

natively, if people who feel they are underpaid have other employment options, they may 

leave the organization. As an example, John Steinberg, an assistant principal in a high school, 

experienced underpayment inequity when he realized all the other assistant principals of high 

schools in his school district had received promotions to the position of principal even though 

they had been in their jobs for a shorter time than he had. Steinberg’s performance had always 

been appraised as being high, so after his repeated requests for a promotion went unheeded, 

he found a job as a principal in a different school district. 

 When people experience  overpayment  inequity, they may try to restore equity by changing 

their perceptions of their own or their referent’s inputs or outcomes. Equity can be restored 

when people realize they are contributing more inputs than they originally thought. Equity 

also can be restored by perceiving the referent’s inputs to be lower or the referent’s outcomes 

to be higher than one originally thought. When equity is restored in this way, actual inputs 

and outcomes are unchanged, and the person being overpaid takes no real action. What is 

changed is how people think about or view their or the referent’s inputs and outcomes. For 

instance, Mary McMann experienced overpayment inequity when she realized she was being 

paid $2 an hour more than a coworker who had the same job as she did in a health food store 

and who contributed the same amount of inputs. McMann restored equity by changing her 

perceptions of her inputs. She realized she worked harder than her coworker and solved more 

problems that came up in the store. 

 Experiencing either overpayment or underpayment inequity, you might decide that your 

referent is not appropriate because, for example, the referent is too different from your-

self. Choosing a more appropriate referent may bring the ratios back into balance. Angela 

 Martinez, a middle manager in the engineering department of a chemical company, experi-

enced overpayment inequity when she realized she was being paid quite a bit more than her 

friend, who was a middle manager in the marketing department of the same company. After 

thinking about the discrepancy for a while, Martinez decided that engineering and marketing 

were so different that she should not be comparing her job to her friend’s job even though they 

were both middle managers. Martinez restored equity by changing her referent; she picked a 

middle manager in the engineering department as a new referent. 

 Motivation is highest when as many people as possible in an organization perceive that 

they are being equitably treated—their outcomes and inputs are in balance. Top contribu-

tors and performers are motivated to continue contributing a high level of inputs because 

they are receiving the outcomes they deserve. Mediocre contributors and performers realize 

that if they want to increase their outcomes, they have to increase their inputs. Managers of 

effective organizations, like the SAS Institute, realize the importance of equity for motiva-

tion and performance and continually strive to ensure that employees believe they are being 

equitably treated. 

 The dot-com boom, its subsequent bust, and two recessions, along with increased global 

competition, have resulted in some workers putting in longer and longer working hours 

(increasing their inputs) without any increase in their outcomes. For those whose referents 

are not experiencing a similar change, perceptions of inequity are likely. According to Jill 

Andresky Fraser, author of  White Collar Sweatshop,  over 25 million U.S. workers work more 

than 49 hours per week in the office, almost 11 million work more than 60 hours per week in 

the office, and many also put in additional work hours at home. Moreover, advances in infor-

mation technology, such as email and cell phones, have resulted in work intruding on home 

time, vacation time, and even special occasions.  81    
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  Equity and Justice in Organizations 
 Equity theory, given its focus on the fair distribution of outcomes in organizations to foster 

high motivation, is often labeled a theory of distributive justice.  82      Distributive justice    refers 

to an employee’s perception of the fairness of the distribution of outcomes (such as promo-

tions, pay, job assignments, and working conditions) in an organization.  83   Employees are 

more likely to be highly motivated when they perceive distributive justice to be high rather 

than low. 

 Three other forms of justice are important for high motivation.    Procedural justice    

refers to an employee’s perception of the fairness of the procedures used to determine how 

to distribute outcomes in an organization.  84   For example, if important outcomes such as 

pay and promotions are distributed based on performance appraisals (see Chapter 12) and 

an employee perceives that the procedure that is used (i.e., the performance appraisal sys-

tem) is unfair, then procedural justice is low and motivation is likely to suffer. More gener-

ally, motivation is higher when procedural justice is high rather than low.  85      Interpersonal 

justice    refers to an employee’s perception of the fairness of the interpersonal treatment 

he or she receives from whoever distributes outcomes to him or her (typically his or her 

manager).  86   Interpersonal justice is high when managers treat subordinates with dignity 

and respect and are polite and courteous.  87   Motivation is higher when interpersonal justice 

is high rather than low.     Informational   justice    refers to an employee’s perception of the 

extent to which his or her manager provides explanations for decisions and the procedures 

used to arrive at them.  88   For example, if a manager explains how performance is appraised 

and how decisions about the distribution of outcomes are made, informational justice (and 

motivation) are more likely to be high than if the manager does not do this.  89   All in all, it 

is most advantageous for distributive, procedural, interpersonal, and informational justice 

all to be high.         

      Goal-setting theory    focuses on motivating workers to contribute their 

inputs to their jobs and organizations; in this way it is similar to expec-

tancy theory and equity theory. But goal-setting theory takes this focus a 

step further by considering as well how managers can ensure that organi-

zational members focus their inputs in the direction of high performance 

and the achievement of organizational goals. 

 Ed Locke and Gary Latham, the leading researchers for goal-setting theory, suggested that 

the goals organizational members strive to attain are prime determinants of their motivation 

and subsequent performance. A  goal  is what a person is trying to accomplish through his or 

her efforts and behaviors.  90   Just as you may have a goal to get a good grade in this course, 

so do members of an organization have goals they strive to meet. For example, salespeople 

at Neiman Marcus strive to meet sales goals, while top managers pursue market share and 

profitability goals. 

 Goal-setting theory suggests that to stimulate high motivation and performance, goals must 

be  specific  and  difficult.   91   Specific goals are often quantitative—a salesperson’s goal to sell 

$500 worth of merchandise per day, a scientist’s goal to finish a project in one year, a CEO’s 

goal to reduce debt by 40 percent and increase revenues by 20 percent, a restaurant manager’s 

goal to serve 150 customers per evening. In contrast to specific goals, vague goals such as 

“doing your best” or “selling as much as you can” do not have much motivational impact.  

Difficult goals are hard but not impossible to attain. In contrast to difficult goals, easy 

goals are those that practically everyone can attain, and moderate goals are goals that about 

one-half of the people can attain. Both easy and moderate goals have less motivational power 

than difficult goals. 

 Regardless of whether specific, difficult goals are set by managers, workers, or teams 

of managers and workers, they lead to high levels of motivation and performance. When 

managers set goals for their subordinates, their subordinates must accept the goals or 

agree to work toward them; also, they should be committed to them or really want to 

    distributive justice    A 

person’s perception of the 

fairness of the distribution of 

outcomes in an organization   

    procedural justice    A per-

son’s perception of the fair-

ness of the procedures that 

are used to determine how 

to distribute outcomes in an 

organization.   

    interpersonal justice    A 

person’s perception of the 

fairness of the interpersonal 

treatment he or she receives 

from whoever distributes out-

comes to him or her.   

    informational justice    A 

person’s perception of the 

extent to which his or her man-

ager provides explanations for 

decisions and the procedures 

used to arrive at them.   
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attain them. Some managers find that having subordi-

nates participate in the actual setting of goals boosts their 

acceptance of and commitment to the goals. In addition, 

organizational members need to receive  feedback  about 

how they are doing; feedback can often be provided by 

the performance appraisal and feedback component of an 

organization’s human resource management system (see 

Chapter 12). More generally, goals and feedback are inte-

gral  components of performance management systems 

such as management by objectives (see Chapter 11). 

 Specific, difficult goals affect motivation in two ways. 

First, they motivate people to contribute more inputs to their 

jobs. Specific, difficult goals cause people to put forth high 

levels of effort, for example. Just as you would study harder 

if you were trying to get an A in a course instead of a C, so 

too will a salesperson work harder to reach a $500 sales goal 

instead of a $200 sales goal. Specific, difficult goals also cause people to be more persistent 

than easy, moderate, or vague goals when they run into difficulties. Salespeople who are told 

to sell as much as possible might stop trying on a slow day, whereas having a specific, dif-

ficult goal to reach causes them to keep trying. 

 A second way in which specific, difficult goals affect motivation is by helping people focus 

their inputs in the right direction. These goals let people know what they should be focusing 

their attention on, whether it is increasing the quality of customer service or sales or lowering 

new product development times. The fact that the goals are specific and difficult also frequently 

causes people to develop  action plans  for reaching them.  92   Action plans can include the strate-

gies to attain the goals and timetables or schedules for the completion of different activities 

crucial to goal attainment. Like the goals themselves, action plans also help ensure that efforts 

are focused in the right direction and that people do not get sidetracked along the way. 

 Although specific, difficult goals have been found to increase motivation and perfor-

mance in a wide variety of jobs and organizations both in the United States and abroad, recent 

research suggests that they may detract from performance under certain conditions. When 

people are performing complicated and challenging tasks that require them to focus on a 

considerable amount of learning, specific, difficult goals may actually impair performance.  93   

Striving to reach such goals may direct some of a person’s attention away from learning about 

the task and toward trying to figure out how to achieve the goal. Once a person has learned 

the task and it no longer seems complicated or difficult, then the assignment of specific, dif-

ficult goals is likely to have its usual effects. Additionally, for work that is very creative and 

uncertain, specific, difficult goals may be detrimental.      

   The basic premise of    learning theories    as applied to organizations is 

that managers can increase employee motivation and performance by 

how they link the outcomes that employees receive to the performance of 

desired behaviors and the attainment of goals. Thus learning theory 

focuses on the linkage between performance and outcomes in the moti-

vation equation (see  Figure 13.1 ). 

    Learning    can be defined as a relatively permanent change in a person’s knowledge or 

behavior that results from practice or experience.  94   Learning takes place in organizations 

when people learn to perform certain behaviors to receive certain outcomes. For example, a 

person learns to perform at a higher level than in the past or to come to work earlier because 

he or she is motivated to obtain the outcomes that result from these behaviors, such as a pay 

raise or praise from a supervisor. 

 Training can spur learning in all kinds of jobs and organizations, even ones where a good 

portion of the workforce is working freelance, at home, and part-time, as indicated in the 

accompanying “Management Insight” feature.  

Learning 
Theories
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 Identify the motivation 
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can learn from operant 
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 Of the different learning theories, operant conditioning theory and social learning theory 

provide the most guidance to managers in their efforts to have a highly motivated workforce.  

   Operant Conditioning Theory 
 According to    operant conditioning theory    ,  developed by psychologist B. F. Skinner, peo-

ple learn to perform behaviors that lead to desired consequences and learn not to perform 

behaviors that lead to undesired consequences.  102   Translated into motivation terms, Skinner’s 

theory means that people will be motivated to perform at a high level and attain their work 

goals to the extent that high performance and goal attainment allow them to obtain outcomes 

they desire. Similarly, people avoid performing behaviors that lead to outcomes they do not 

desire. By linking the performance of  specific behaviors  to the attainment of  specific out-

comes,  managers can motivate organizational members to perform in ways that help an orga-

nization achieve its goals. 

 Operant conditioning theory provides four tools that managers can use to motivate high 

performance and prevent workers from engaging in absenteeism and other behaviors that 

detract from organizational effectiveness. These tools are positive reinforcement, negative 

reinforcement, extinction, and punishment.  103   

    operant conditioning 

 theory    The theory that 

people learn to perform 

behaviors that lead to desired 

consequences and learn not 

to perform behaviors that lead 

to undesired consequences.   

  Training Spurs Learning at Stella & Dot 

 Stella & Dot, based in San Francisco, is a social selling company that sells jewelry and 
accessories exclusively through independent stylists who host trunk shows in their homes 
and online. Founded by Jessica Herrin, who started the firm by designing jewelry, is its 

current CEO, and was a cofounder of the WeddingChannel.
com, Stella & Dot has grown to have over $200 million in 
sales.  95   Stella & Dot has approximately 10,000 stylists who 
work out of their homes, many of them part-time. According 
to Herrin, one of the keys to their success is the training they 
provide to stylists.  96    

The company has its own online learning center, called 
Stella & Dot University, where stylists have access to inter-
active videos, guidebooks, tutorials, and audio training. 
Online quizzes ensure that learning takes place, and stylists 
receive immediate feedback when they master a content area. 
Weekly phone calls with headquarters also focus on coach-
ing and training stylists to learn how best to market and sell 
products.  97   Herrin herself makes it a point to send personal 
email messages, and she calls at least 10 stylists a day to see 
how they are doing and to congratulate them when things go 
well.  98   

 There are also many opportunities for stylists to learn from 
each other. High-performing stylists relate the keys to their 
own success in webcams in their homes, how they managed 
the process, and the obstacles they were able to overcome.  99   
A national annual conference also enables stylists to learn 
from each other by providing networking opportunities and 
training sessions led by high-performing stylists. Regional 
training also is provided by local high-performing stylists.  100   

In all of its training efforts, Stella & Dot emphasizes treating stylists with respect as the 
professionals that they are and celebrating successes.  101   All in all, facilitating learning 
through training has certainly paid off for Stella & Dot.  

 Management 
Insight 

CEO and founder of 
Stella & Dot, Jessica 
Herrin, whose com-
pany sells jewelry and 
accessories exclusively 
through independent 
stylists who host trunk 
shows in their homes 
and online. Its stylists are 
given training at its own 
online learning center, 
Stella & Dot University.
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    punishment    Administering 

an undesired or negative con-

sequence when dysfunctional 

behavior occurs.   

  POSITIVE REINFORCEMENT      Positive reinforcement    gives people outcomes they 

desire when they perform organizationally functional behaviors. These desired outcomes, called 

 positive reinforcers,  include any outcomes that a person desires, such as pay, praise, or a promo-

tion. Organizationally functional behaviors are behaviors that contribute to organizational effec-

tiveness; they can include producing high-quality goods and services, providing high-quality 

customer service, and meeting deadlines. By linking positive reinforcers to the performance of 

functional behaviors, managers motivate people to perform the desired behaviors.  

  NEGATIVE REINFORCEMENT      Negative reinforcement    also can encourage mem-

bers of an organization to perform desired or organizationally functional behaviors. Manag-

ers using negative reinforcement actually eliminate or remove undesired outcomes once the 

functional behavior is performed. These undesired outcomes, called  negative reinforcers,  can 

range from a manager’s constant nagging or criticism to unpleasant assignments or the ever-

present threat of losing one’s job. When negative reinforcement is used, people are motivated 

to perform behaviors because they want to stop receiving or avoid undesired outcomes. Man-

agers who try to encourage salespeople to sell more by threatening them with being fired are 

using negative reinforcement. In this case, the negative reinforcer is the threat of job loss, 

which is removed once the functional behavior is performed. 

 Whenever possible, managers should try to use positive reinforcement. Negative rein-

forcement can create a very unpleasant work environment and even a negative culture in an 

organization. No one likes to be nagged, threatened, or exposed to other kinds of negative 

outcomes. The use of negative reinforcement sometimes causes subordinates to resent man-

agers and try to get back at them.  

  IDENTIFYING THE RIGHT BEHAVIORS FOR REINFORCEMENT   Even man-

agers who use positive reinforcement (and refrain from using negative reinforcement) can 

get into trouble if they are not careful to identify the right behaviors to reinforce—behaviors 

that are truly functional for the organization. Doing this is not always as straightforward as 

it might seem. First, it is crucial for managers to choose behaviors over which subordinates 

have control; in other words, subordinates must have the freedom and opportunity to perform 

the behaviors that are being reinforced. Second, it is crucial that these behaviors contribute to 

organizational effectiveness.  

  EXTINCTION   Sometimes members of an organization are motivated to perform behav-

iors that detract from organizational effectiveness. According to operant conditioning theory, 

all behavior is controlled or determined by its consequences; one way for managers to curtail 

the performance of dysfunctional behaviors is to eliminate whatever is reinforcing the behav-

iors. This process is called    extinction    .  

 Suppose a manager has a subordinate who frequently stops by his office to chat— sometimes 

about work-related matters but at other times about various topics ranging from politics to last 

night’s football game. The manager and the subordinate share certain interests and views, so 

these conversations can get quite involved, and both seem to enjoy them. The manager, how-

ever, realizes that these frequent and sometimes lengthy conversations are causing him to stay 

at work later in the evenings to make up for the time he loses during the day. The manager also 

realizes that he is reinforcing his subordinate’s behavior by acting interested in the topics the 

subordinate brings up and responding at length to them. To extinguish this behavior, the man-

ager stops acting interested in these non-work-related conversations and keeps his responses 

polite and friendly but brief. No longer being reinforced with a pleasurable conversation, the 

subordinate eventually ceases to be motivated to interrupt the manager during working hours 

to discuss non-work-related issues.  

  PUNISHMENT   Sometimes managers cannot rely on extinction to eliminate dysfunc-

tional behaviors because they do not have control over whatever is reinforcing the behavior or 

because they cannot afford the time needed for extinction to work. When employees are per-

forming dangerous behaviors or behaviors that are illegal or unethical, the behavior needs to be 

eliminated immediately. Sexual harassment, for example, is an organizationally dysfunctional 

behavior that cannot be tolerated. In such cases managers often rely on    punishment    ,  which 

is administering an undesired or negative consequence to subordinates when they perform 

    positive reinforcement    

Giving people outcomes they 

desire when they perform 

organizationally functional 

behaviors.   

    negative reinforcement    

Eliminating or removing unde-

sired outcomes when people 

perform organizationally func-

tional behaviors.   

    extinction    Curtailing the 

performance of dysfunctional 

behaviors by eliminating 

whatever is reinforcing them.   
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the dysfunctional behavior. Punishments used by organizations range from verbal reprimands 

to pay cuts, temporary suspensions, demotions, and firings. Punishment, however, can have 

some unintended side effects—resentment, loss of self-respect, a desire for retaliation—and 

should be used only when necessary. 

 To avoid the unintended side effects of punishment, managers should keep in mind these 

guidelines:

    • Downplay the emotional element involved in punishment. Make it clear that you are punish-

ing a person’s performance of a dysfunctional behavior, not the person himself or herself.  

   • Try to punish dysfunctional behaviors as soon as possible after they occur and make sure 

the negative consequence is a source of punishment for the individuals involved. Be cer-

tain that organizational members know exactly why they are being punished.  

   •  Try to avoid punishing someone in front of others because this can hurt a person’s 

self-respect and lower esteem in the eyes of coworkers as well as make coworkers feel 

uncomfortable.  104   Even so, making organizational members aware that an individual 

who has committed a serious infraction has been punished can sometimes be effective 

in preventing future infractions and teaching all members of the organization that certain 

behaviors are unacceptable. For example, when organizational members are informed 

that a manager who has sexually harassed subordinates has been punished, they learn or 

are reminded of the fact that sexual harassment is not tolerated in the organization.    

 Managers and students alike often confuse negative reinforcement and punishment. To 

avoid such confusion, keep in mind the two major differences between them. First, negative 

reinforcement is used to promote the performance of functional behaviors in organizations; 

punishment is used to stop the performance of dysfunctional behaviors. Second, negative 

reinforcement entails the  removal  of a negative consequence when functional behaviors are 

performed; punishment entails the  administration  of negative consequences when dysfunc-

tional behaviors are performed.  

  ORGANIZATIONAL BEHAVIOR MODIFICATION   When managers systemati-

cally apply operant conditioning techniques to promote the performance of organizationally 

functional behaviors and discourage the performance of dysfunctional behaviors, they are 

engaging in    organizational behavior modification (OB MOD)    .   105   OB MOD has been suc-

cessfully used to improve productivity, efficiency, attendance, punctuality, safe work prac-

tices, customer service, and other important behaviors in a wide variety of organizations such 

as banks, department stores, factories, hospitals, and construction sites.  106   The five basic steps 

in OB MOD are described in  Figure 13.4 .  

 OB MOD works best for behaviors that are specific, objective, and countable, such as atten-

dance and punctuality, making sales, or putting telephones together, all of which lend themselves 

to careful scrutiny and control. OB MOD may be questioned because of its lack of relevance to 

certain work behaviors (for example, the many work behaviors that are not specific, objective, 

and countable). Some people also have questioned it on ethical grounds. Critics of OB MOD 

suggest that it is overly controlling and robs workers of their dignity, individuality, freedom of 

choice, and even creativity. Supporters counter that OB MOD is a highly effective means of 

promoting organizational efficiency. There is some merit to both sides of this argument. What 

is clear, however, is that when used appropriately, OB MOD gives managers a technique to 

motivate the performance of at least some organizationally functional behaviors.  107     

  Social Learning Theory 
    Social learning theory    proposes that motivation results not only from direct experience of 

rewards and punishments but also from a person’s thoughts and beliefs. Social learning the-

ory extends operant conditioning’s contribution to managers’ understanding of motivation by 

explaining (1) how people can be motivated by observing other people performing a behavior 

and being reinforced for doing so ( vicarious learning ), (2) how people can be motivated to 

control their behavior themselves ( self-reinforcement ), and (3) how people’s beliefs about 

their ability to successfully perform a behavior affect motivation ( self-efficacy ).  108   We look 

briefly at each of these motivators. 
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  VICARIOUS LEARNING      Vicarious learning    ,  often called  observational learning,  

occurs when a person (the learner) becomes motivated to perform a behavior by watching 

another person (the model) performing the behavior and being positively reinforced for doing 

so. Vicarious learning is a powerful source of motivation on many jobs in which people learn 

to perform functional behaviors by watching others. Salespeople learn how to help customers, 

medical school students learn how to treat patients, law clerks learn how to practice law, and 

nonmanagers learn how to be managers, in part, by observing experienced members of an 

organization perform these behaviors properly and be reinforced for them. In general, people 

are more likely to be motivated to imitate the behavior of models who are highly competent, 

are (to some extent) experts in the behavior, have high status, receive attractive reinforcers, 

and are friendly or approachable.  109   

 To promote vicarious learning, managers should strive to have the learner meet the follow-

ing conditions:

    • The learner observes the model performing the behavior.  

   • The learner accurately perceives the model’s behavior.  

   • The learner remembers the behavior.  

   • The learner has the skills and abilities needed to perform the behavior.  

   • The learner sees or knows that the model is positively reinforced for the behavior.  110       

    vicarious learning    Learn-

ing that occurs when the 

learner becomes motivated to 

perform a behavior by watch-

ing another person perform-

ing it and being reinforced for 

doing so; also called  observa-

tional learning.    

 Figure 13.4 

 Five Steps in OB MOD     

EXAMPLE

Each worker assembles,
on average, 10 printers per day.

Assembling computer printers. 

Workers know that they should
assemble as many printers as they
can per day while maintaining high

quality; however, they receive the same
hourly wage regardless of the

number of printers they assemble.

Positively reinforce workers such that
they receive $5 for each defect-free

printer they assemble instead of
an hourly wage.

Each worker assembles,
on average, 14 printers per day.

Problem solved.

Maintain positive reinforcement.

STEPS

Managers determine
if the problem is
solved.

Managers identify
an important behavior.   

Managers measure the frequency
with which the behavior

is occurring.

Managers develop and apply a strategy
entailing the use of positive reinforce-

ment, negative reinforcement,
punishment, or extinction.

Managers measure the
frequency of the behavior.

Managers determine if people know
whether they should be performing the
behavior and what consequences they

receive when they do perform it.

No

Managers maintain the
behavior by continuing to

use the strategy.

Yes

Source: Adapted from F. Luthans and R. Kreitner, Organizational Behavior Modification and Beyond, Scott Foresman, 

1985. Copyright © 1985. Reprinted with permission of the authors.
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  SELF-REINFORCEMENT   Although managers are often 

the providers of reinforcement in organizations, sometimes 

people motivate themselves through self-reinforcement. People 

can control their own behavior by setting goals for themselves 

and then reinforcing themselves when they achieve the goals.  111   

    Self-reinforcers    are any desired or attractive outcomes or rewards 

that people can give to themselves for good performance, such 

as a feeling of accomplishment, going to a movie, having dinner 

out, buying a new CD, or taking time out for a golf game. When 

members of an organization control their own behavior through 

self-reinforcement, managers do not need to spend as much time 

as they ordinarily would trying to motivate and control behavior 

through the administration of consequences because subordinates 

are controlling and motivating themselves. In fact, this self-control 

is often referred to as the  self-management of behavior.  

 When employees are highly skilled and are responsible for 

creating new goods and services, managers typically rely on 

self-control and self-management of behavior, as is the case at 

Google. Employees at Google are given the flexibility and autonomy to experiment, take 

risks, and sometimes fail as they work on new projects. They are encouraged to learn from 

their failures and apply what they learn to subsequent projects.  112   Google’s engineers are 

given one day a week to work on their own projects that they are highly involved with, and 

new products such as Google News often emerge from these projects.  113    

  SELF-EFFICACY      Self-efficacy    is a person’s belief about his or her ability to perform a 

behavior successfully.  114   Even with all the most attractive consequences or reinforcers hing-

ing on high performance, people are not going to be motivated if they do not think they can 

actually perform at a high level. Similarly, when people control their own behavior, they are 

likely to set for themselves difficult goals that will lead to outstanding accomplishments only 

if they think they can reach those goals. Thus self-efficacy influences motivation both when 

managers provide reinforcement and when workers themselves provide it.  115   The greater the 

self-efficacy, the greater is the motivation and performance. Verbal persuasion such as a man-

ager expressing confidence in an employee’s ability to reach a challenging goal, as well as 

a person’s own past performance and accomplishments and the accomplishments of other 

people, plays a role in determining a person’s self-efficacy.        

   In Chapter 12 we discussed how managers establish a pay level and struc-

ture for an organization as a whole. Here we focus on how, once a pay 

level and structure are in place, managers can use pay to motivate employ-

ees to perform at a high level and attain their work goals. Pay is used to 

motivate entry-level workers, first-line and middle managers, and even 

top managers such as CEOs. Pay can motivate people to perform behaviors that help an orga-

nization achieve its goals, and it can motivate people to join and remain with an organization. 

 Each of the theories described in this chapter alludes to the importance of pay and suggests 

that pay should be based on performance:

    •  Expectancy theory:  Instrumentality, the association between performance and outcomes 

such as pay, must be high for motivation to be high. In addition, pay is an outcome that 

has high valence for many people.  

   •  Need theories:  People should be able to satisfy their needs by performing at a high level; 

pay can be used to satisfy several different kinds of needs.  

   •  Equity theory:  Outcomes such as pay should be distributed in proportion to inputs 

(including performance levels).  

   •  Goal-setting theory:  Outcomes such as pay should be linked to the attainment of goals.  

   •   Learning theories:  The distribution of outcomes, such as pay, should be contingent on the 

performance of organizationally functional behaviors.    

    self-reinforcer    Any desired 

or attractive outcome or 
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to himself or herself for good 
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ity to perform a behavior 
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 As these theories suggest, to promote high motivation, managers should base the distribu-

tion of pay to organizational members on performance levels so that high performers receive 

more pay than low performers (other things being equal).  116   A compensation plan basing pay 

on performance is often called a    merit pay plan    .  

 In tough economic times, when organizations lay off employees and pay levels and ben-

efits of those who are at least able to keep their jobs may be cut while their responsibilities 

are often increased,  117   managers are often limited in the extent to which they can use merit 

pay, if at all.  118   Nonetheless, in such times, managers can still try to recognize top performers. 

Jenny Miller, manager of 170 engineers in the commercial systems engineering department 

at Rockwell Collins, an aerospace electronics company in Cedar Rapids, Iowa, experienced 

firsthand the challenge of not being able to recognize top performers with merit pay during 

tough economic times.  119   Rockwell Collins laid off 8 percent of its workforce, and the work-

loads for the engineers Miller managed increased by about 15 percent. The engineers were 

working longer hours without receiving any additional pay; there was a salary freeze, so they 

knew raises were not in store. With a deadline approaching for flight deck software for a 

customer, she needed some engineers to work over the Thanksgiving holiday and so sent out 

an email request for volunteers. Approximately 20 employees volunteered. In recognition of 

their contributions, Miller gave them each a $100 gift card.  120   

 A $100 gift card might not seem like much for an employee who is already working long 

hours to come to work over the Thanksgiving holiday for no additional pay or time off. Yet 

Steve Nieuwsma, division vice president at Rockwell Collins, indicates that the gift cards at 

least signaled that managers recognized and appreciated employees’ efforts and sought to 

thank them for it. Not being able to give his employees raises at that time, Nieuwsma also 

gave gift cards to recognize contributions and top performers in amounts varying between 

$25 and $500.  121   

 Once managers have decided to use a merit pay plan, they face two important choices: 

whether to base pay on individual, group, or organizational performance and whether to use 

salary increases or bonuses.  

   Basing Merit Pay on Individual, Group, 
or Organizational Performance 
 Managers can base merit pay on individual, group, or organizational performance. When indi-

vidual performance (such as the dollar value of merchandise a salesperson sells, the number 

of loudspeakers a factory worker assembles, and a lawyer’s billable hours) can be accurately 

determined, individual motivation is likely to be highest when pay is based on individual per-

formance.  122   When members of an organization work closely together and individual perfor-

mance cannot be accurately determined (as in a team of computer programmers developing 

a single software package), pay cannot be based on individual performance, and a group- or 

organization-based plan must be used. When the attainment of organizational goals hinges on 

members’ working closely together and cooperating with each other (as in a small construc-

tion company that builds custom homes), group- or organization-based plans may be more 

appropriate than individual-based plans.  123   

 It is possible to combine elements of an individual-based plan with a group- or organization-

based plan to motivate each individual to perform highly and, at the same time, motivate all 

individuals to work well together, cooperate with one another, and help one another as needed. 

Lincoln Electric, a very successful company and a leading manufacturer of welding machines, 

uses a combination individual- and organization-based plan.  124   Pay is based on individual per-

formance. In addition, each year the size of a bonus fund depends on organizational perfor-

mance. Money from the bonus fund is distributed to people on the basis of their contributions 

to the organization, attendance, levels of cooperation, and other indications of performance. 

Employees of Lincoln Electric are motivated to cooperate and help one another because when 

the firm as a whole performs well, everybody benefits by having a larger bonus fund. Employ-

ees also are motivated to contribute their inputs to the organization because their contributions 

determine their share of the bonus fund.  

    merit pay plan    A compen-

sation plan that bases pay on 

performance.   



Free ebooks ==>   www.ebook777.com
 Motivation and Performance 403

  Salary Increase or Bonus? 
 Managers can distribute merit pay to people in the form of a salary increase or a bonus on top 

of regular salaries. Although the dollar amount of a salary increase or bonus might be identi-

cal, bonuses tend to have more motivational impact for at least three reasons. First, salary 

levels are typically based on performance levels, cost-of-living increases, and so forth, from 

the day people start working in an organization, which means the absolute level of the salary 

is based largely on factors unrelated to  current  performance. A 5 percent merit increase in 

salary, for example, may seem relatively small in comparison to one’s total salary. Second, 

a current salary increase may be affected by other factors in addition to performance, such 

as cost-of-living increases or across-the-board market adjustments. Third, because organi-

zations rarely reduce salaries, salary levels tend to vary less than performance levels do. 

Related to this point is the fact that bonuses give managers more flexibility in distributing 

outcomes. If an organization is doing well, bonuses can be relatively high to reward employ-

ees for their contributions. However, unlike salary increases, bonus levels can be reduced 

when an organization’s performance lags. All in all, bonus plans have more motivational 

impact than salary increases because the amount of the bonus can be directly and exclusively 

based on performance.  125   

 Consistent with the lessons from motivation theories, bonuses can be linked directly to 

performance and vary from year to year and employee to employee, as at Gradient Corpora-

tion, a Cambridge, Massachusetts, environmental consulting firm.  126   Another organization 

that successfully uses bonuses is Nucor Corporation. Steelworkers at Nucor tend to be much 

more productive than steelworkers in other companies—probably because they can receive 

bonuses tied to performance and quality that can range from 130 percent to 150 percent of 

their regular base pay.  127   During the economic downturn in 2007–2009, Nucor struggled as 

did many other companies, and bonus pay for steelworkers dropped considerably. However, 

managers at Nucor avoided having to lay off employees by finding ways to cut costs and hav-

ing employees work on maintenance activities and safety manuals, along with taking on tasks 

that used to be performed by independent contractors, such as producing specialty parts and 

mowing the grass.  128   

 In addition to receiving pay raises and bonuses, high-level managers and executives 

are sometimes granted employee stock options.    Employee stock options    are financial 

instruments that entitle the bearer to buy shares of an organization’s stock at a certain 

price during a certain period or under certain conditions.  129   For example, in addition to 

salaries, stock options are sometimes used to attract high-level managers. The exercise 

price is the stock price at which the bearer can buy the stock, and the vesting conditions 

specify when the bearer can actually buy the stock at the exercise price. The option’s 

exercise price is generally set equal to the market price of the stock on the date it is 

granted, and the vesting conditions might specify that the manager has to have worked 

at the organization for 12 months or perhaps met some performance target (perhaps an 

increase in profits) before being able to exercise the option. In high-technology firms and 

start-ups, options are sometimes used in a similar fashion for employees at various levels 

in the organization.  130   

 From a motivation standpoint, stock options are used not so much to reward past indi-

vidual performance but, rather, to motivate employees to work in the future for the good of 

the company as a whole. This is true because stock options issued at current stock prices 

have value in the future only if an organization does well and its stock price appreci-

ates; thus giving employees stock options should encourage them to help the organization 

improve its performance over time.  131   At high-technology start-ups and dot-coms, stock 

options have often motivated potential employees to leave promising jobs in larger com-

panies and work for the start-ups. In the late 1990s and early 2000s, many dot-commers 

were devastated to learn not only that their stock options were worthless, because their 

companies went out of business or were doing poorly, but also that they were unemployed. 

Unfortunately stock options have also led to unethical behavior; for example, sometimes 

individuals seek to artificially inflate the value of a company’s stock to increase the value 

of stock options.  
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  Examples of Merit Pay Plans 
 Managers can choose among several merit pay plans, depending on the work that employ-

ees perform and other considerations. Using  piece-rate pay,  an individual-based merit plan, 

managers base employees’ pay on the number of units each employee produces, whether 

televisions, computer components, or welded auto parts. Managers at Lincoln Electric use 

piece-rate pay to determine individual pay levels. Advances in information technology have 

dramatically simplified the administration of piece-rate pay in a variety of industries. 

 Using  commission pay,  another individual-based merit pay plan, managers base pay on 

a percentage of sales. Managers at the successful real estate company Re/Max International 

Inc. use commission pay for their agents, who are paid a percentage of their sales. Some 

department stores, such as Neiman Marcus, use commission pay for their salespeople. 

 Examples of organizational-based merit pay plans include the Scanlon plan and profit 

sharing. The  Scanlon plan  (developed by Joseph Scanlon, a union leader in a steel and tin 

plant in the 1920s) focuses on reducing expenses or cutting costs; members of an organization 

are motivated to propose and implement cost-cutting strategies because a percentage of the 

cost savings achieved during a specified time is distributed to the employees.  132   Under  profit 

sharing,  employees receive a share of an organization’s profits. Regardless of the specific 

kind of plan that is used, managers should always strive to link pay to the performance of 

behaviors that help an organization achieve its goals. 

 Japanese managers in large corporations have long shunned merit pay plans in favor of 

plans that reward seniority. However, more and more Japanese companies are adopting merit-

based pay due to its motivational benefits; among such companies are SiteDesign,  133   Tokio 

Marine and Fire Insurance, and Hissho Iwai, a trading organization.  134           

 LO13-1 

   T HE NATURE OF MOTIVATION  Motivation encompasses the psy-

chological forces within a person that determine the direction of the per-

son’s behavior in an organization, the person’s level of effort, and the 

person’s level of persistence in the face of obstacles. Managers strive to 

motivate people to contribute their inputs to an organization, to focus 

these inputs in the direction of high performance, and to ensure that people receive the out-

comes they desire when they perform at a high level.   

  EXPECTANCY THEORY  According to expectancy theory, managers can promote high 

levels of motivation in their organizations by taking steps to ensure that expectancy is high 

(people think that if they try, they can perform at a high level), instrumentality is high (people 

think that if they perform at a high level, they will receive certain outcomes), and valence is 

high (people desire these outcomes).   

  NEED THEORIES  Need theories suggest that to motivate their workforces, managers 

should determine what needs people are trying to satisfy in organizations and then ensure 

that people receive outcomes that satisfy these needs when they perform at a high level and 

contribute to organizational effectiveness.   

  EQUITY THEORY  According to equity theory, managers can promote high levels of 

motivation by ensuring that people perceive that there is equity in the organization or that 

outcomes are distributed in proportion to inputs. Equity exists when a person perceives that 

his or her own outcome–input ratio equals the outcome–input ratio of a referent. Inequity 

motivates people to try to restore equity. Equity theory is a theory of distributive justice. It is 

most advantageous for distributive, procedural, interpersonal, and informational justice all to 

be high.   

   G OAL-SETTING THEORY  Goal-setting theory suggests that managers can promote high 

motivation and performance by ensuring that people are striving to achieve specific, difficult 

goals. It is important for people to accept the goals, be committed to them, and receive feed-

back about how they are doing.   

Summary and 
Review

 LO13-2 

 LO13-3 

 LO13-2 

 LO13-3 
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  LEARNING THEORIES  Operant conditioning theory suggests that managers can moti-

vate people to perform highly by using positive reinforcement or negative reinforcement 

(positive reinforcement being the preferred strategy). Managers can motivate people to avoid 

performing dysfunctional behaviors by using extinction or punishment. Social learning theory 

suggests that people can also be motivated by observing how others perform behaviors and 

receive rewards, by engaging in self-reinforcement, and by having high levels of self-efficacy.   

  PAY AND MOTIVATION  Each of the motivation theories discussed in this chapter 

alludes to the importance of pay and suggests that pay should be based on performance. Merit 

pay plans can be individual-, group-, or organization-based and can entail the use of salary 

increases or bonuses.        

 LO13-5 

 LO13-4 
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 Management in Action    
  Topics for Discussion and Action 

  Discussion 

    1. Discuss why two people with similar abilities may 

have very different expectancies for performing at a 

high level.  [LO13-2]   

   2. Describe why some people have low instrumentalities 

even when their managers distribute outcomes based 

on performance.  [LO13-2]   

   3. Analyze how professors try to promote equity to 

motivate students.  [LO13-2]   

   4. Describe three techniques or procedures that 

managers can use to determine whether a goal is 

difficult.   [LO13-3]   

   5. Discuss why managers should always try to 

use positive reinforcement instead of negative 

reinforcement.   [LO13-4]     

  Action 

    6. Interview three people who have the same kind of job 

(such as salesperson, waiter/waitress, or teacher), 

and determine what kinds of needs each is trying to 

satisfy at work.   [LO13-3]   

   7. Interview a manager in an organization in your 

community to determine the extent to which the 

manager takes advantage of vicarious learning 

to promote high motivation among subordinates.  

[LO13-3]      

 Building Management Skills    
  Diagnosing Motivation  [LO13-1, 13-2, 13-3, 13-4]  

  Think about the ideal job that you would like to obtain 

after graduation. Describe this job, the kind of manager 

you would like to report to, and the kind of organiza-

tion you would be working in. Then answer the following 

questions: 

    1. What would be your levels of expectancy and 

instrumentality on this job? Which outcomes would 

have high valence for you on this job? What steps 

would your manager take to influence your levels of 

expectancy, instrumentality, and valence?  

   2. Whom would you choose as a referent on this job? 

What steps would your manager take to make 

you feel that you were being equitably treated? 

What would you do if, after a year on the job, you 

experienced underpayment inequity?  

   3. What goals would you strive to achieve on this 

job? Why? What role would your manager play in 

determining your goals?  

   4. What needs would you strive to satisfy on this job? 

Why? What role would your manager play in helping 

you satisfy these needs?  

   5. What behaviors would your manager positively 

reinforce on this job? Why? What positive reinforcers 

would your manager use?  

   6. Would there be any vicarious learning on this job? 

Why or why not?  

   7. To what extent would you be motivated by self-

control on this job? Why?  

   8. What would be your level of self-efficacy on this job? 

Why would your self-efficacy be at this level? 

Should your manager take steps to boost your self-

efficacy? If not, why not? If so, what would these 

steps be?     
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 Managing Ethically  [LO13-5]     

  S
 ometimes pay is so contingent upon performance that 

it creates stress for employees. Imagine a salesperson 

who knows that if sales targets are not met, she or he will not 

be able to make a house mortgage payment or pay the rent. 

  Questions 

    1. Either individually or in a group, think about the ethical 

implications of closely linking pay to performance.  

   2. Under what conditions might contingent pay be most 

stressful, and what steps can managers take to try 

to help their subordinates perform effectively and not 

experience excessive amounts of stress?    

 Small Group Breakout Exercise    
  Increasing Motivation  [LO13-1, 13-2, 13-3, 13-4, 13-5]  

  Form groups of three or four people, and appoint one member as the spokesperson who will communicate your 

findings to the class when called on by the instructor. Then discuss the following scenario:  

  Y
 ou and your partners own a chain of 15 dry-cleaning 

stores in a medium-size town. All of you are concerned 

about a problem in customer service that has surfaced 

recently. When any one of you spends the day, or even 

part of the day, in a particular store, clerks seem to provide 

excellent customer service, spotters make sure all stains 

are removed from garments, and pressers do a good job 

of pressing difficult items such as silk blouses. Yet during 

those same visits customers complain to you about such 

things as stains not being removed and items being poorly 

pressed in some of their previous orders; indeed, several 

customers have brought garments in to be redone. Cus-

tomers also sometimes comment on having waited too 

long for service on previous visits. You and your partners 

are meeting today to address this problem. 

    1. Discuss the extent to which you believe that you have 

a motivation problem in your stores.  

   2. Given what you have learned in this chapter, design 

a plan to increase the motivation of clerks to provide 

prompt service to customers even when they are not 

being watched by a partner.  

   3. Design a plan to increase the motivation of spotters 

to remove as many stains as possible even when they 

are not being watched by a partner.  

   4. Design a plan to increase the motivation of pressers 

to do a top-notch job on all clothes they press, no 

matter how difficult.    

 Exploring the World Wide Web  [LO13-1, 13-2, 13-3, 13-4, 13-5]  

 I
f you had the chance to choose which well-known cor-

poration you would work for, which would it be? Now 

go to the website of that company and find out as much 

as you can about how it motivates employees. Also, using 

Google and other search engines, try to find articles in 

the news about this company. Based on what you have 

learned, would this company still be your top choice? Why 

or why not? 
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 Be the Manager  [LO13-1, 13-2, 13-3, 13-4, 13-5]     

  Y
 ou supervise a team of marketing analysts who work 

on different snack products in a large food products 

company. The marketing analysts have recently received 

undergraduate degrees in business or liberal arts and 

have been on the job between one and three years. Their 

responsibilities include analyzing the market for their 

respective products, including competitors; tracking cur-

rent marketing initiatives; and planning future marketing 

campaigns. They also need to prepare quarterly sales and 

expense reports for their products and estimated budgets 

for the next three quarters; to prepare these reports, they 

need to obtain data from financial and accounting analysts 

assigned to their products. 

 When they first started on the job, you took each mar-

keting analyst through the reporting cycle, explaining what 

needs to be done and how to accomplish it and empha-

sizing the need for timely reports. Although preparing the 

reports can be tedious, you think the task is pretty straight-

forward and easily accomplished if the analysts plan ahead 

and allocate sufficient time for it. When reporting time 

approaches, you remind the analysts through email mes-

sages and emphasize the need for accurate and timely 

reports in team meetings. 

 You believe this element of the analysts’ jobs couldn’t 

be more straightforward. However, at the end of each 

quarter, the majority of the analysts submit their reports a 

day or two late, and, worse yet, your own supervisor (to 

whom the reports are eventually given) has indicated that 

information is often missing and sometimes the reports 

contain errors. Once you started getting flak from your 

supervisor about this problem, you decided you had bet-

ter fix things quickly. You met with the marketing analysts, 

explained the problem, told them to submit the reports to 

you a day or two early so you could look them over, and 

more generally emphasized that they really needed to get 

their act together. Unfortunately, things have not improved 

much and you are spending more and more of your own 

time doing the reports. What are you going to do? 

   INC.  Case in the News  (LO13-1, 13-2, 13-3)    

   You Can Buy Employee Happiness. But Should You? 

   C
ompanies that offer lavish ben-

efits believe there is a return on 

their investment. The challenge: figur-

ing out how to calculate it.  

 Employees don’t pay a dime for 

health insurance. A registered dieti-

tian is on hand to help workers create 

nutrition plans. If employees require 

time off to handle a family emergency, 

they get it, no questions asked. They 

get bonuses and profit sharing. 

 What kind of employer are we talk-

ing about? Some perk-laden tech 

start-up embroiled in a perpetual war 

for talent? Nope. 

 In fact, the company in question 

is Diamond Pet Foods, a manufac-

turer of, yes, pet food based in Meta, 

Missouri. The company, founded in 

1970, has 535 employees at facili-

ties in three states. Most of them 

are the kinds of factory workers and 

manual laborers who would be happy 

to have the most modest of benefits 

packages, let alone the lavish one 

supplied by Diamond. 

 Why go to such lengths when 

many of its peers do precisely the 

opposite? The answer: a substantial 

ROB, or return on benefits. 

 Wages at Diamond are no higher 

than those at similar manufacturers. 

But voluntary turnover is at a mere 3 

percent, compared with an industry 

average of almost 11 percent. And 

people don’t just stick around—they 

produce. “When employees don’t 

have to worry about health care or 

financial issues, they can focus on 

success and growing our business,” 

says Andrew Brondel, the company’s 

director of administration. “They have 

the mental clarity to see areas for 

improvement and to take the initiative 

to offer and implement new ideas.” 

 In an age of outsourcing, declin-

ing real wages, and ever-rising con-

tributions for health care (assuming 

insurance is offered at all), you don’t 

hear about this kind of thing very 

often. But some companies still go 

to extraordinary lengths and expense 

to attract, develop, and retain their 

employees. They treat benefits less 

as a cost of doing business than as 

an investment in their most important 

resource. More entrepreneurs would 

be wise to adopt such practices, says 

Kevin Lynch, leadership executive-in-

residence at Benedictine University’s 

Center for Values-Driven Leader-

ship. “When I was a CFO, I tended to 

regard benefits as a burden,” Lynch 

says. “I’m now confident that they 

do pay off—in the form of attracting 

good employees, retaining them, and 

making them more productive. When 

you have happy, satisfied employees, 

that creates value that does find its 

way into traditionally calculated ROI.” 

 That’s the thinking at Diamond. 

Benefits at the company account for 
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about 35 percent of total compensa-

tion costs, compared with about 30 

percent for a typical private employer, 

according to the Bureau of Labor 

Statistics. Many managers might 

see the greater expense as a threat 

to margins. But not Brondel. Robust 

benefits, he says, boost morale 

and well-being, and that translates 

into higher productivity. Diamond’s 

workers, Brondel says, are willing to 

dig in when demand spikes, which 

gives Diamond a competitive advan-

tage. Pet food is a cyclical business: 

demand rises in winter as animals 

consume more food. So everyone 

needs to step it up as temperatures 

drop. “I’ve literally heard people say, 

‘I know the company has my back,’” 

Brondel says, “‘so I’m giving them 

everything I’ve got.’”  

   How to Get a Better 

Return on Benefits 

    Tailor your offerings to your specific 

workforce.  Survey your workers 

about what they want, whether it’s 

flextime, financial planning, or train-

ing and development. “Smaller com-

panies have a big advantage here, 

because the decision makers are 

closer to the employees,” says Kevin 

Lynch, of Benedictine University. 

“Plus, it’s easier for small companies 

to be flexible in accommodating dif-

ferent preferences.” When Integrated 

Project Management Company of 

Burr Ridge, Illinois, surveyed its 

employees, for example, it found they 

were indifferent to a long-term care 

policy it had been planning to offer. 

But they were very keen on training 

programs, so the company focused 

its efforts in that direction.  

   Communicate the value of what you 

offer.  Diamond Pet Foods makes sure 

that every new employee understands 

the inner workings of its self-insured 

health plan. As a result, says Andrew 

Brondel, the director of administra-

tion, employees understand that 

every insurance claim is being paid 

for with, in essence, the same pool 

of “Diamond dollars” that also funds 

the company’s 401(k) matching 

contribution. That makes employees 

unusually disciplined about the medi-

cal services they use. Along those 

lines, entrepreneur Paul Spiegelman 

advises that you create an internal 

team that understands your benefits 

and educates employees about them 

continuously; an internal PR cam-

paign ensures that employees don’t 

lose sight of what they have.  

   Once you offer a benefit, don’t 

rescind it.  If employees see benefits 

taken away at the first sign of trouble, 

they will assume that the company 

simply offers them as gravy during 

good times but has no real commit-

ment to them.  

   Get the right help.  “Employee ben-

efits are complex and getting more 

so,” Lynch says. “There are many 

legal and financial issues that require 

technical competence from a dedi-

cated expert. The key is to find one 

who understands your business and 

can apply his or her technical com-

petence in a way that provides value 

to your company.” If the person is not 

willing to take the time to truly get to 

know your organization, move on.   

 That logic is taken to another level 

at Aurora Electric, a Jamaica, New 

York–based electrical contractor that 

works on large, complicated projects, 

including the World Trade Center 

in Lower Manhattan. At its core, the 

company has just four employees, 

but that number rises to as many as 

50 depending on how many projects 

the company has under way. And 

all of them get lavish benefits—even 

though many are union electricians 

who join the workforce on a proj-

ect basis. (Under union contracts, 

employers provide coverage; they 

are required to meet certain minimum 

requirements but are free to go above 

and beyond.) Aurora’s perks include 

complete funding of what founder 

Veronica Rose describes as a “Cadil-

lac health plan that covers everything, 

including wellness programs and 

even a 30-day drug or alcohol rehab 

program.” The company also offers a 

tuition reimbursement program that 

employees can use to build skills in 

any field, not just construction or 

electronics. 

 Rose’s union electricians are not 

payrolled employees. So why invest 

in the kinds of benefits that most 

companies justify in large part for the 

impact such perks have on retention? 

“It creates a much better work envi-

ronment,” Rose says. “Everyone is 

much more engaged. Instead of run-

ning to me with every little thing, they 

help each other.” 

 Rose admits that she views treat-

ing workers well as an end in itself. 

But the practice also has a serious 

business rationale. “We only do very 

specific kinds of electrical work,” she 

says. “We need electricians who have 

the highest security clearances, who 

have years of training in fiber optics 

and related technologies, and have 

pursued credentials on their own 

time. I need the cream of the crop, 

and they are hard to find. So I create 

an environment in which everyone 

wants to come and work for me.” 

 Rose’s instincts—that a well-

designed benefits package can yield 

real, bottom-line results—are echoed 

by a number of business leaders. “Not 

enough company leaders try to quan-

tify the results of providing both a good 

company culture and a good ben-

efits package,” says Paul Spiegelman, 

founder of BerylHealth and The Beryl 

Institute and chief culture officer of Ste-

ricycle, a medical services company 

with 13,000 employees.“Historically, 

companies have relied on their 

financials as leading indicators. But 

employee satisfaction, customer sat-

isfaction, attrition rates, and similar 

metrics should serve as your leading 

indicators, with financials becoming 

your lagging indicators.” 

 When managers begin correlating 

one metric to another, Spiegelman 

says, they “begin to see the rela-

tionship between investing in your 

employees and financial results.” 

Spiegelman’s own experience pro-

vides a case in point. A few years ago, 

his companies began offering a new 

health benefit—the opportunity to see 

a registered nurse within two hours, 

either at work or at home. There was 
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an almost immediate payback: In just 

four months at Beryl, for example, 71 

insurance claims were avoided and 

246 work hours were saved (equating 

to an estimated $18,000 in wages) as 

employees got immediate care rather 

than having to visit a doctor. 

 Benedictine University’s Kevin 

Lynch believes smart leaders are 

evolving toward a broader view of 

what constitutes compensation. To 

some degree, he says, they may 

have no choice. Younger workers 

increasingly regard work as being 

about something more than just a 

paycheck. “They expect to be treated 

with more respect,” he says, “and 

that includes accommodating their 

external commitments, career goals, 

and other factors. All benefits pro-

grams are expensive propositions, 

but you can maximize the impact by 

offering the benefits that matter most 

to your workers.”          

  Source: Scot Leibs, “You Can Buy Employee 

Happiness (But Should You?),” Inc. Magazine, 

December 2013/January 2014. Used with per-

mission. Copyright © 2014. All rights reserved.  

Questions for 

Discussion

    1. What motivation lessons can be 

learned from Diamond Pet Foods?  

   2. What motivation lessons can be 

learned from Aurora Electric?  

   3. How might providing employees 

with excellent benefits contribute 

to motivation from an expectancy 

theory perspective?  

   4. How might providing employees 

with excellent benefits contribute 

to motivation from an equity 

theory perspective and from a 

need theory perspective?            

 LEADERS OF THE PACK 

  Company    Industry    Employees    Notable  

 The American Institute of 

Certified Public  Accountants

Durham, NC 

 Nonprofit   660   A health and wellness program that includes 

 biometric screening and cooking classes. 

 Aurora Electric

Jamaica, NY 

 Contracting   Varies   Pays tuition for nearly any degree program. 

 Capital District Physicians’ 

Health Plan 

Albany, NY 

 Health insurer   700   Offers monthly one-on-one financial planning 

workshops. 

 CORE Engineering and 

Construction 

Winter Park, FL 

 Construction   28   Since 2004, only two employees have left 

voluntarily. 

 Diamond Pet Foods 

Meta, MO 

 Manufacturing   523   Offers free annual wellness exams; a registered 

dietitian helps employees create nutrition plans. 

 Groupware Technology 

Campbell, CA 

 IT services   80   Offers free gym memberships to employees and 

family members. 

 Integrated Project Management 

Burr Ridge, IL 

 Risk mitigation   115   Provides mentoring and a $10,000 tuition reim-

bursement program. 

 Medicus Solutions 

Alpharetta, GA 

 IT services   10   Offers resources to help workers with parenting, 

elder care, and work–life balance issues. 

 Nyhart 

Indianapolis 

 Consulting   100   Uses its actuarial expertise to help employees set 

and achieve retirement savings targets. 

 The Starr Conspiracy 

Fort Worth 

 Marketing   32   Offers unlimited vacation time. 

   HOW THE WINNERS WERE CHOSEN:  More than 240 applicants were judged on a weighted scale that encompassed health care (35 

percent), retirement (25 percent), insurance (15 percent), and company culture (25 percent). To qualify, applicants were required to have 

been in business for at least five years, employ from five to 1,000 people, and be based in the United States. Winners were chosen by a 

panel of judges consisting of Paul Spiegelman, founder of BerylHealth and chief culture officer of  Stericycle; Dallas Salisbury, president and 

CEO of the Employee Benefits Research Institute; Lisa Kottler, senior vice president of NFP Retirement Services; Kevin Lynch, executive-in-

residence at Benedictine University; and George Gendron, the former editor in chief of  Inc.   
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   LO14-1  Explain what leadership is, when leaders are effective and ineffective, and 
the sources of power that enable managers to be effective leaders. 

   LO14-2  Identify the traits that show the strongest relationship to leadership, the 
behaviors leaders engage in, and the limitations of the trait and behavior 
models of leadership. 

   LO14-3  Explain how contingency models of leadership enhance our understanding 
of effective leadership and management in organizations. 

   LO14-4  Describe what transformational leadership is, and explain how managers 
can engage in it. 

   LO14-5  Characterize the relationship between gender and leadership and explain 
how emotional intelligence may contribute to leadership effectiveness.  

 Leadership   

 CHAPTER 14 

   Learning Objectives 

  After studying this chapter, you should be able to:  
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Jim Whitehurst, president and CEO of Red Hat, Inc., has a broad base 

of experience to draw upon in his leadership role at Red Hat. He has 

been COO of Delta Airlines, managing director and partner at Boston 

Consulting Group, and has degrees in computer science and econom-

ics as well as an MBA from Harvard.

  How can a leader foster creativity in 

a rapidly changing environment?  Jim 

Whitehurst, president and CEO of Red Hat, 

Inc., the world’s largest open-source software 

company with over $1 billion in revenues,  1   

recognizes the vital role that creativity plays 

in organizations in rapidly changing arenas 

like open-source software. As he puts it, “In 

today’s workforce, creativity is a critical skill. 

I strive every day at Red Hat to be a catalyst 

with our associates to fuel and spark their 

creativity and not stifle it by simply telling 

people what to do.”  2   

 Red Hat, headquartered in Raleigh, North 

Carolina, fully embraces the open source 

development model, which relies on global 

communities of contributors to develop, ser-

vice, and improve software. Red Hat earns 

revenues through a variety of sources from 

its business and organizational customers. 

For example, software is provided via sub-

scriptions (annual or multiyear) that include 

software support, new editions and updates 

of software, security upgrades, improve-

ments and solutions to problems, advances 

in technology, functionality upgrades, and 

other services.  3   Red Hat also offers paid 

technical support to help clients most effec-

tively utilize software as well as keep up-to-

date with latest developments and integrate 

software offerings with other applications. 

Consulting services are also offered by Red 

Hat. Thus Red Hat provides its customers 

with the benefits of having a global com-

munity develop and improve open-source 

software while at the same time having 

expert software support and assistance to 

fully utilize the software to meet business 

needs while keeping up-to-date with the lat-

est developments and improvements.  4   Red 

Hat’s software includes Red Hat Enterprise 

Linux (an operating system that can be 

used on servers, work stations, and main-

frames), Red Hat Enterprise Virtualization 

(which enables businesses to use multiple 

applications and operating systems on the 

same hardware foundation), Red Hat cloud 

offerings (to enable businesses to use cloud 

computing), Red Had Storage Server (which 

enables customers to use their physical 

 

   A MANAGER’S CHALLENGE 

   Jim Whitehurst Leads Red Hat 
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storage as virtual storage), and Red Hat J 

Boss Middleware (to develop, manage, and 

use business applications).  5   

 Jim Whitehurst has been CEO and presi-

dent of Red Hat for over seven years. Prior 

to joining Red Hat, he was the chief operat-

ing officer for Delta Airlines and also served 

as senior vice president and chief network 

and planning officer at Delta.  6   Before joining 

Delta, he was a managing director and part-

ner at the Boston Consulting Group. He has 

a bachelor’s degree from Rice University in 

economics and computer science, a general 

course degree from the London School of 

Economics (from Friedrich-Alexander Uni-

versity in Germany), and an MBA from the 

Harvard Business School.  7   Thus his prior 

education and work experience have given 

him a broad base of expertise to draw upon 

in his leadership role at Red Hat. 

 At Red Hat, Whitehurst emphasizes that 

respect is earned by everyone (including 

top managers like himself) by what they do 

and how they contribute. In fact, White-

hurst believes that in order for leaders to 

be effective, they need to be respected by 

organizational members for their words and 

deeds and not just their titles. According to 

Whitehurst, three important means by which 

leaders like himself can gain the respect of 

organizational members is by being pas-

sionate about their mission and vision, being 

confident, and engaging other organizational 

members.  8   At Red Hat, Whitehurst is pas-

sionate about creatively developing better 

technology and software in an open-source 

manner involving communities of contribu-

tors, partners, and customers. Whitehurst 

is very competent and confident both in his 

own abilities and in the capabilities of teams 

at Red Hat. Whitehurst engages Red Hat 

employees by encouraging and supporting 

their creative ideas and perspectives and 

being inspirational, open, and honest. Mutual 

trust and respect are important to Whitehurst 

(and at Red Hat) as are honesty, integrity, 

and open communication.  9   

 A strong believer in empowerment and 

trusting employees to do what they think is 

right, Whitehurst also thinks that leaders and 

all employees must feel accountable to each 

other. In fact, when Red Hat has its annual 

big party for employees and their families, 

Whitehurst is personally reminded that he 

is partly responsible for the well-being of 

all those present. Whitehurst holds himself 

accountable to employees by his perfor-

mance, by the ways in which he provides 

explanations for his decisions and for Red 

Hat’s performance, and for his sincere apol-

ogies when things don’t go as planned.  10   In 

fact, Whitehurst often asks employees for 

feedback before he makes decisions so as 

to make the best decisions possible. White-

hurst strives to create an environment in 

which employees will be creative, motivated, 

energetic, inspired, enthusiastic, and excited 

and use these sentiments to help Red Hat 

achieve its mission. Importantly, Whitehurst 

and other managers at Red Hat empower 

employees and give them the freedom to be 

creative in the ways in which they contribute 

to Red Hat’s mission.  11   

 Red Hat has performed well under White-

hurst’s leadership. Thus it’s not surpris-

ing that he has received recognition for his 

accomplishments. For example, in April 2014 

Whitehurst gave the keynote address at The 

Cloud Factory conference in Banff, Alberta, 

Canada.  12   The Cloud Factory is a major 

enterprise technology conference.  13   And in 

March 2014 Whitehurst was awarded the 

William C. Friday Award by the Park Scholars 

at North Carolina State University.  14   This is 
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an annual award named in honor of the former 

president of North Carolina State  University 

and recognizing the recipient’s leadership, 

character, service, and scholarship. The Park 

Scholars is a merit scholarship program, and 

the senior Park Scholars gave the award to 

Whitehurst.  15   All in all, Whitehurst certainly 

seems to be effectively leading Red Hat.         

  Jim Whitehurst exemplifies the many facets of effective leadership. In 

Chapter 1 we explained that one of the four primary tasks of managers is 

leading. Thus it should come as no surprise that leadership is a key ingre-

dient in effective management. When leaders are effective, their subordinates or followers are 

highly motivated, committed, and high-performing. When leaders are ineffective, chances are 

good that their subordinates do not perform up to their capabilities, are demotivated, and may 

be dissatisfied as well. Jim Whitehurst is a leader at the top of an organization, but leadership 

is an important ingredient for managerial success at all levels of organizations: top manage-

ment, middle management, and first-line management. Moreover, leadership is a key ingredi-

ent of managerial success for organizations large and small. 

 In this chapter we describe what leadership is and examine the major leadership models 

that shed light on the factors that contribute to a manager being an effective leader. We look 

at trait and behavior models, which focus on what leaders are like and what they do, and con-

tingency models—Fiedler’s contingency model, path–goal theory, and the leader substitutes 

model—each of which takes into account the complexity surrounding leadership and the role 

of the situation in leader effectiveness. We also describe how managers can use transforma-

tional leadership to dramatically affect their organizations. By the end of this chapter, you will 

appreciate the many factors and issues that managers face in their quest to be effective leaders.      

    Leadership    is the process by which a person exerts influence over other 

people and inspires, motivates, and directs their activities to help achieve 

group or organizational goals.  16   The person who exerts such influence is 

a    leader   . When leaders are effective, the influence they exert over others 

helps a group or organization achieve its performance goals. When lead-

ers are ineffective, their influence does not contribute to, and often detracts from, goal attain-

ment. As “A Manager’s Challenge” makes clear, Jim Whitehurst is taking multiple steps to 

inspire and motivate Red Hat’s employees so they help Red Hat achieve its goals. 

 Beyond facilitating the attainment of performance goals, effective leadership increases 

an organization’s ability to meet all the contemporary challenges discussed throughout this 

book, including the need to obtain a competitive advantage, the need to foster ethical behav-

ior, and the need to manage a diverse workforce fairly and equitably. Leaders who exert 

influence over organizational members to help meet these goals increase their organizations’ 

chances of success. 

 In considering the nature of leadership, we first look at leadership styles and how they 

affect managerial tasks and at the influence of culture on leadership styles. We then focus on 

the key to leadership,  power,  which can come from a variety of sources. Finally we consider 

the contemporary dynamic of empowerment and how it relates to effective leadership.  

   Personal Leadership Style 
and Managerial Tasks 
 A manager’s  personal leadership style —that is, the specific ways in which a manager chooses 

to influence other people—shapes how that manager approaches planning, organizing, and 

controlling (the other principal tasks of managing). Consider Jim Whitehouse’s personal 

Overview

 LO14-1 

 Explain what leadership is, 
when leaders are effective 
and ineffective, and the 
sources of power that 
enable managers to be 
effective leaders. 
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leadership style in “A Manager’s Challenge”: He empowers employees, emphasizes being 

open and honest, and really cares about the well-being of employees and fostering their cre-

ativity and passion. 

 Managers at all levels and in all kinds of organizations have their own personal leadership 

styles that determine not only how they lead their subordinates but also how they perform 

the other management tasks. Michael Kraus, owner and manager of a dry cleaning store in 

the northeastern United States, for example, takes a hands-on approach to leadership. He has 

the sole authority for determining work schedules and job assignments for the 15 employ-

ees in his store (an organizing task), makes all important decisions by himself (a planning 

task), and closely monitors his employees’ performance and rewards top performers with pay 

increases (a control task). Kraus’s personal leadership style is effective in his organization. 

His employees generally are motivated, perform highly, and are satisfied; and his store is 

highly profitable. 

 Developing an effective personal leadership style often is a challenge for managers at all 

levels in an organization. This challenge is often exacerbated when times are tough, due, for 

example, to an economic downturn or a decline in customer demand. The recession in the late 

2000s provided many managers with just such a challenge. 

 Although leading is one of the four principal tasks of managing, a distinction is often 

made between managers and leaders. When this distinction is made, managers are thought 

of as those organizational members who establish and implement procedures and processes 

to ensure smooth functioning and are accountable for goal accomplishment.  17   Leaders look 

to the future, chart the course for the organization, and attract, retain, motivate, inspire, and 

develop relationships with employees based on trust and mutual respect.  18   Leaders provide 

meaning and purpose, seek innovation rather than stability, and impassion employees to work 

together to achieve the leaders’ vision.  19   

 As part of their personal leadership style, some leaders strive to truly serve others. Robert 

Greenleaf, who was director of management research at AT&T and upon his retirement in 

1964 embarked on a second career focused on writing, speaking, and consulting, came up 

with the term  servant leadership  to describe these leaders.  20      Servant leaders   , above all else, 

have a strong desire to serve and work for the benefit of others.  21   Servant leaders share power 

with followers and strive to ensure that followers’ most important needs are met, that they 

are able to develop as individuals, and that their well-being is enhanced, and that attention is 

paid to those who are least well-off in a society.  22   Greenleaf founded a nonprofit organization 

called the Greenleaf Center for Servant Leadership (formerly called the Center for Applied 

Ethics) to foster leadership focused on service to others, power sharing, and a sense of com-

munity between organizations and their multiple stakeholders.  23   Some entrepreneurs strive to 

incorporate servant leadership into their personal leadership styles, as profiled in the accom-

panying “Ethics in Action” feature.   

servant leader A leader 

who has a strong desire to 

serve and work for the benefit 

of others.

  Servant Leadership at Zingerman’s 

 Ari Weinzweig and Paul Saginaw founded Zingerman’s Delicatessen in Ann Arbor, 
Michigan, in 1982.  24   Food lovers at heart, Weinzweig and Saginaw delighted in  finding 
both traditional and exotic foods from around the world, making delicious sandwiches 
to order, and having extensive selections of food items ranging from olives, oils, and 
vinegars to cheeses, smoked fish, and salami. As their business grew, and to main-
tain an intimate atmosphere with excellent customer service, Weinzweig and Sagi-
naw expanded from their original deli into a community of related businesses called 
Zingerman’s Community of Businesses. In addition to the original deli, Zingerman’s 
Community of Businesses now includes a mail-order business, a bakery, a catering 
business, a creamery, a restaurant, a wholesale coffee business, and a training business, 
and has combined annual sales of around $45 million.  25   From the start, Weinzweig and 
Saginaw have been devoted to excellent customer service, great food, and a commit-
ment to people and community.  26   

 Ethics 
in Action 
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 As part of their commitment to people and community, Weinzweig and Sagi-
naw have incorporated servant leadership into their personal leadership styles. As 
their business has grown and prospered, they have realized that increasing success 
means greater responsibility to serve others. They strive to treat their employees as 
well as they treat their customers and give their employees opportunities for growth 
and development on the job. They have also realized that when their own needs or 
desires differ from what is best for their company, they should do what is best for the 
company.  27   

 To this day, the cofounders encourage their employees to let them know how they 
can help them and what they can do for them. And given Zingerman’s culture of 
mutual respect and trust, employees do not hesitate to communicate how their leaders 
can serve them in many and varied ways. For example, when Weinzweig visits the 
Zingerman’s Roadhouse restaurant and the staff is very busy, they may ask him to 
help out by serving customers or cleaning off tables. As he indicates, “People give me 
assignments all the time. Sometimes I’m the note-taker. Sometimes I’m the cleaner-
upper. . . . Sometimes I’m on my hands and knees wiping up what people spilled.”  28   

 Weinzweig and Saginaw also have a strong sense of commitment to serving the 
local community; Zingerman’s founded the nonprofit organization Food Gatherers 
to eliminate hunger and distribute food to the needy, and Food Gatherers is now an 
independent nonprofit responsible for the Washtenaw County Food Bank with over 
5,000 volunteers and a 24-member staff.  29   On Zingerman’s 20th anniversary, 13 non-
profit community organizations in Ann Arbor erected a plaque next to Zingerman’s 
Delicatessen with a dedication that read, “Thank you for feeding, sheltering, edu-
cating, uplifting, and inspiring an entire community.”  30   Clearly, for Weinzweig and 
Saginaw, leadership entails being of service to others.  31    

Paul Saginaw (left) and Ari Weinzweig have incorporated servant leadership into their personal 
leadership styles at Zingerman’s.

  Leadership Styles across Cultures 
 Some evidence suggests that leadership styles vary not only among individuals but also 

among countries or cultures. Some research indicates that European managers tend to be more 

humanistic or people-oriented than both Japanese and American managers. The collectivistic 
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culture in Japan places prime emphasis on the group rather than the individual, so the impor-

tance of individuals’ own personalities, needs, and desires is minimized. Organizations in the 

United States tend to be very profit-oriented and thus tend to downplay the importance of 

individual employees’ needs and desires. Many countries in Europe have a more individu-

alistic perspective than Japan and a more humanistic perspective than the United States, and 

this may result in some European managers’ being more people-oriented than their Japanese 

or American counterparts. European managers, for example, tend to be reluctant to lay off 

employees, and when a layoff is absolutely necessary, they take careful steps to make it as 

painless as possible.  32   

 Another cross-cultural difference occurs in time horizons. While managers in any one 

country often differ in their time horizons, there are also national differences. For exam-

ple, U.S. organizations tend to have a short-term profit orientation, and thus U.S. managers’ 

personal leadership styles emphasize short-term performance. Japanese organizations tend 

to have a long-term growth orientation, so Japanese managers’ personal leadership styles 

emphasize long-term performance. Justus Mische, a personnel manager at the European orga-

nization Hoechst, suggested that “Europe, at least the big international firms in Europe, have 

a philosophy between the Japanese, long term, and the United States, short term.”  33   Research 

on these and other global aspects of leadership is ongoing; as it continues, more cultural dif-

ferences in managers’ personal leadership styles may be discovered.  

  Power: The Key to Leadership 
 No matter what one’s leadership style, a key component of effective leadership is found in the 

 power  the leader has to affect other people’s behavior and get them to act in certain ways.  34   

There are several types of power: legitimate, reward, coercive, expert, and referent power (see 

 Figure 14.1 ).  35   Effective leaders take steps to ensure that they have sufficient levels of each 

type and that they use the power they have in beneficial ways.  

  LEGITIMATE POWER      Legitimate power    is the authority a manager has by virtue 

of his or her position in an organization’s hierarchy. Personal leadership style often influ-

ences how a manager exercises legitimate power. Take the case of Carol Loray, who is a 

first-line manager in a greeting card company and leads a group of 15 artists and design-

ers. Loray has the legitimate power to hire new employees, assign projects to the artists 

legitimate power The 

authority that a manager has 

by virtue of his or her position 

in an organization’s hierarchy.

 Figure 14.1 

 Source of Managerial Power  
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and designers, monitor their work, and appraise their performance. She uses this power 

effectively. She always makes sure her project assignments match the interests of her sub-

ordinates as much as possible so they will enjoy their work. She monitors their work to 

make sure they are on track but does not engage in close supervision, which can hamper 

creativity. She makes sure her performance appraisals are developmental, providing con-

crete advice for areas where improvements could be made. Recently Loray negotiated with 

her manager to increase her legitimate power so she can now initiate and develop proposals 

for new card lines.  

  REWARD POWER      Reward power    is the ability of a manager to give or withhold tan-

gible rewards (pay raises, bonuses, choice job assignments) and intangible rewards (verbal 

praise, a pat on the back, respect). As you learned in Chapter 13, members of an organization 

are motivated to perform at a high level by a variety of rewards. Being able to give or with-

hold rewards based on performance is a major source of power that allows managers to have 

a highly motivated workforce. Managers of salespeople in retail organizations like Neiman 

Marcus, Nordstrom, and Macy’s  36   and in car dealerships such as Mazda, Ford, and Volvo 

often use their reward power to motivate their subordinates. Subordinates in organizations 

such as these often receive commissions on whatever they sell and rewards for the quality of 

their customer service, which motivate them to do the best they can. 

 Effective managers use their reward power to show appreciation for subordinates’ good 

work and efforts. Ineffective managers use rewards in a more controlling manner (wielding 

the “stick” instead of offering the “carrot”) that signals to subordinates that the manager has 

the upper hand. Managers also can take steps to increase their reward power. Carol Loray had 

the legitimate power to appraise her subordinates’ performance, but she lacked the reward 

power to distribute raises and end-of-year bonuses until she discussed with her own manager 

why this would be a valuable motivational tool for her to use. Loray now receives a pool of 

money each year for salary increases and bonuses and has the reward power to distribute them 

as she sees fit.  

  COERCIVE POWER      Coercive power    is the ability of a manager to punish others. Pun-

ishment can range from verbal reprimands to reductions in pay or working hours to actual dis-

missal. In the previous chapter we discussed how punishment can have negative side effects, 

such as resentment and retaliation, and should be used only when necessary (for example, to 

curtail a dangerous behavior). Managers who rely heavily on coercive power tend to be inef-

fective as leaders and sometimes even get fired themselves. William J. Fife is one example; 

he was fired from his position as CEO of Giddings and Lewis Inc., a manufacturer of factory 

equipment, because of his overreliance on coercive power. In meetings Fife often verbally 

criticized, attacked, and embarrassed top managers. Realizing how destructive Fife’s use of 

punishment was for them and the company, these managers complained to the board of direc-

tors, who, after a careful consideration of the issues, asked Fife to resign.  37   

 Excessive use of coercive power seldom produces high performance and is questionable 

ethically. Sometimes it amounts to a form of mental abuse, robbing workers of their dignity 

and causing excessive levels of stress. Overuse of coercive power can even result in danger-

ous working conditions. Better results and, importantly, an ethical workplace that respects 

employee dignity can be obtained by using reward power.  

  EXPERT POWER      Expert power    is based on the special knowledge, skills, and exper-

tise that a leader possesses. The nature of expert power varies, depending on the leader’s level 

in the hierarchy. First-level and middle managers often have technical expertise relevant to 

the tasks their subordinates perform. Their expert power gives them considerable influence 

over subordinates. Carol Loray has expert power: She is an artist herself and has drawn and 

designed some of her company’s top-selling greeting cards. Jim Whitehurst in “A Manager’s 

Challenge” has expert power from the prior leadership positions he has had and from his 

educational background. As indicated in the accompanying “Manager as a Person” feature, 

managers with expert power nonetheless need to recognize that they are not always right and 

seek and encourage input from others.  

reward power The ability 

of a manager to give or with-

hold tangible and intangible 

rewards.

coercive power The 

ability of a manager to 

punish others.

expert power Power that is 

based on the special knowl-

edge, skills, and expertise 

that a leader possesses.
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 Some top managers derive expert power from their technical expertise. Other top-level 

managers lack technical expertise and derive their expert power from their abilities as deci-

sion makers, planners, and strategists. Jack Welch, the former well-known leader and CEO of 

General Electric, summed it up this way: “The basic thing that we at the top of the company 

know is that we don’t know the business. What we have, I hope, is the ability to allocate 

resources, people, and dollars.”  47   

 Effective leaders take steps to ensure that they have an adequate amount of expert power 

to perform their leadership roles. They may obtain additional training or education in their 

fields, make sure they keep up with the latest developments and changes in technology, stay 

abreast of changes in their fields through involvement in professional associations, and read 

widely to be aware of momentous changes in the organization’s task and general environ-

ments. Expert power tends to be best used in a guiding or coaching manner rather than in an 

arrogant, high-handed manner.  

  REFERENT POWER      Referent power    is more informal than the other kinds of power. 

Referent power is a function of the personal characteristics of a leader; it is the power that 

comes from subordinates’ and coworkers’ respect, admiration, and loyalty. Leaders who are 

likable and whom subordinates wish to use as a role model are especially likely to possess 

referent power, as is true of Jim Whitehurst in “A Manager’s Challenge.” 

 In addition to being a valuable asset for top managers like Whitehurst, referent power 

can help first-line and middle managers be effective leaders as well. Sally Carruthers, for 

example, is the first-level manager of a group of secretaries in the finance department of a 

referent power Power that 

comes from subordinates’ 

and coworkers’ respect, 

admiration, and loyalty.

  Gregory Maffei and Expert Power 
 Gregory Maffei is the president and chief executive officer of Liberty Media Corpora-
tion, which has operations in the communications, e-commerce, media, technology, 
and entertainment industries.  38   Liberty owns or has interests in a variety of companies 
in these industries, such as SiriusXM, Live Nation, True Position, Inc., Expedia, QVC, 
HSN, Starz, Red Envelope, Evite, ProFlowers,  backcountry.com , Barnes & Noble, 
 bodybuilding.com , and the Atlanta National League Baseball Club, Inc.  39   

 Judging from his background and experience, Maffei would certainly appear 
to possess considerable amounts of expert power. With a bachelor’s degree from 
Dartmouth College and an MBA from the Harvard Business School, Maffei held a 
number of important leadership positions before joining Liberty.  40   For example, he 
worked with Bill Gates as the chief financial officer of Microsoft and was the chair-
man of Expedia, the chairman and CEO of 360networks, and the president and chief 
financial officer for Oracle.  41   He is active in serving on boards of directors and also in 
the community. For example, he was the president of the Seattle Public Library and 
currently heads up the budget task force for the governor of Colorado.  42   

 Interestingly enough, Maffei is the first to admit that he often doesn’t have all 
the answers.  43   In fact, when he worked with Bill Gates, he realized that Gates often 
sought input from others and never thought that his ideas were necessarily the right 
ideas just because he had them.  44   Rather, Gates would ask other managers what they 
thought about his ideas. Maffei realizes the value of getting multiple inputs on ideas 
and having two-way conversations in which everyone feels free to speak their minds 
and ask probing questions, even of the CEO. The first manager Maffei promoted at 
Liberty was a colleague who would consistently question and sometimes critique his 
ideas; having valuable insights, Maffei recognized how constructive the exchanges of 
ideas were with this manager. And he strives to have all employees feel comfortable 
asking him questions and having a two-way conversation with him.  45   While expert 
power has certainly helped Maffei as CEO of Liberty, so too has his recognition that 
he is not always right just because he is CEO.  46    

 Manager as 
a Person 
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large state university. Carruthers’s secretaries are known to be 

among the best in the university. Much of their willingness to 

go above and beyond the call of duty has been attributed to Car-

ruthers’s warm and caring nature, which makes each of them feel 

important and valued. Managers can take steps to increase their 

referent power, such as taking time to get to know their subordi-

nates and showing interest in and concern for them.      

  Empowerment: An Ingredient 
in Modern Management 
 More and more managers today are incorporating into their per-

sonal leadership styles an aspect that at first glance seems to be 

the opposite of being a leader. In Chapter 1 we described how 

   empowerment   —the process of giving employees at all levels 

the authority to make decisions, be responsible for their out-

comes, improve quality, and cut costs—is becoming increasingly popular in organizations. 

When leaders empower their subordinates, the subordinates typically take over some respon-

sibilities and authority that used to reside with the leader or manager, such as the right to 

reject parts that do not meet quality standards, the right to check one’s own work, and the 

right to schedule work activities. Empowered subordinates are given the power to make some 

decisions that their leaders or supervisors used to make. 

 Empowerment might seem to be the opposite of effective leadership because managers are 

allowing subordinates to take a more active role in leading themselves. In actuality, however, 

empowerment can contribute to effective leadership for several reasons:

    • Empowerment increases a manager’s ability to get things done because the manager has 

the support and help of subordinates who may have special knowledge of work tasks.  

   • Empowerment often increases workers’ involvement, motivation, and commitment; and 

this helps ensure that they are working toward organizational goals.  

   •  Empowerment gives managers more time to concentrate on their pressing concerns 

because they spend less time on day-to-day supervision.    

 Effective managers like Jim Whitehurst realize the benefits of empowerment. The personal 

leadership style of managers who empower subordinates often entails developing subordi-

nates’ ability to make good decisions as well as being their guide, coach, and source of inspira-

tion. Empowerment is a popular trend in the United States and is a part of servant leadership. 

Empowerment is also taking off around the world.  48   For instance, companies in South Korea 

(such as Samsung, Hyundai, and Daewoo), in which decision making typically was centralized 

with the founding families, are now empowering managers at lower levels to make decisions.  49         

 Leading is such an important process in all organizations—nonprofit 

organizations, government agencies, and schools, as well as for-profit 

corporations—that it has been researched for decades. Early approaches 

to leadership, called the  trait model  and the  behavior model,  sought to 

determine what effective leaders are like as people and what they do that 

makes them so effective.  

   The Trait Model 
 The trait model of leadership focused on identifying the personal characteristics that cause 

effective leadership. Researchers thought effective leaders must have certain personal quali-

ties that set them apart from ineffective leaders and from people who never become leaders. 

Decades of research (beginning in the 1930s) and hundreds of studies indicate that certain 

personal characteristics do appear to be associated with effective leadership. (See  Table 14.1  

empowerment The 

expansion of employees’ 

knowledge, tasks, and deci-

sion-making responsibilities.

Trait and 
Behavior Models 

of Leadership
 LO14-2 
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for a list of these.)  50   Notice that although this model is called the “trait” model, some of 

the personal characteristics that it identifies are not personality traits per se but, rather, are 

concerned with a leader’s skills, abilities, knowledge, and expertise. As “A Manager’s Chal-

lenge” shows, Jim Whitehurst certainly appears to possess many of these characteristics (such 

as intelligence, knowledge and expertise, self-confidence, high energy, and integrity and hon-

esty). Leaders who do not possess these traits may be ineffective.  

 Traits alone are not the key to understanding leader effectiveness, however. Some effec-

tive leaders do not possess all these traits, and some leaders who possess them are not effec-

tive in their leadership roles. This lack of a consistent relationship between leader traits and 

leader effectiveness led researchers to shift their attention away from traits and to search for 

new explanations for effective leadership. Rather than focusing on what leaders are like (the 

traits they possess), researchers began looking at what effective leaders actually do—in other 

words, at the behaviors that allow effective leaders to influence their subordinates to achieve 

group and organizational goals.  

  The Behavior Model 
 After extensive study in the 1940s and 1950s, researchers at The Ohio State University iden-

tified two basic kinds of leader behaviors that many leaders in the United States, Germany, 

and other countries engaged in to influence their subordinates:  consideration  and  initiating 

structure.   51   

  CONSIDERATION   Leaders engage in    consideration    when they show their subordi-

nates that they trust, respect, and care about them. Managers who truly look out for the well-

being of their subordinates, and do what they can to help subordinates feel good and enjoy 

their work, perform consideration behaviors. In “A Manager’s Challenge,” Jim Whitehurst 

engages in consideration when he looks out for the well-being of his employees, shows them 

that he trusts them, and fosters an environment in which they will be engaged and passionate 

about their work. 

 At Costco Wholesale Corporation, cofounder and director Jim Senegal believes that con-

sideration not only is an ethical imperative but also makes good business sense,  52   as indicated 

in the accompanying “Management Insight” feature.   

consideration Behavior 

indicating that a manager 

trusts, respects, and cares 

about subordinates.

  Trait    Description  

 Intelligence  Helps managers understand complex issues and solve 

problems. 

 Knowledge and expertise  Help managers make good decisions and discover ways to 

increase efficiency and effectiveness. 

 Dominance  Helps managers influence their subordinates to achieve 

organizational goals. 

 Self-confidence  Contributes to managers’ effectively influencing 

subordinates and persisting when faced with obstacles 

or difficulties. 

 High energy  Helps managers deal with the many demands they face. 

 Tolerance for stress  Helps managers deal with uncertainty and make difficult 

decisions. 

 Integrity and honesty  Help managers behave ethically and earn their subordinates’ 

trust and confidence. 

 Maturity  Helps managers avoid acting selfishly, control their feelings, 

and admit when they have made a mistake. 

 Table 14.1 

 Traits and Personal Characteristics Related to Effective Leadership 
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   Loyal Costco customers like these know that their bargains 
don’t come at the expense of employees’ paychecks and 
benefits. 

  Consideration at Costco 

 Managers at Costco, including cofounder and director Jim Senegal and CEO Craig 
Jelinek, believe consideration is so important that one of the principles in Costco’s code 
of ethics is “Take Care of Our Employees.”  53   Costco Wholesale Corporation is the third 
largest retailer and the top warehouse retailer in the United States.  54   Wages at Costco 
are an average of $17 per hour—over 40 percent higher than the average hourly wage 
at Walmart, Costco’s major competitor.  55   Costco pays the majority of health insurance 
costs for its employees (employees pay around 8 percent of health insurance costs com-
pared to an industry average of around 25 percent), and part-time employees receive 
health insurance after they have been with the company six months. Overall, about 85 
percent of Costco employees are covered by health insurance, compared with fewer than 
45 percent of employees at Target and Walmart.  56   

 Jim Senegal and Craig Jelinek believe that caring about the 
well-being of employees is a win–win proposition because 
Costco’s employees are satisfied, committed, loyal, and 
motivated. Additionally, turnover and employee theft rates at 
Costco are much lower than industry averages.  57   In the retail 
industry, turnover tends to be high and costly because for 
every employee who quits, a new hire needs to be recruited, 
tested, interviewed, and trained. Even though pay and ben-
efits are higher at Costco than at rival Walmart, Costco actu-
ally has lower labor costs as a percentage of sales and higher 
sales per square foot of store space than Walmart.  58   

 Additionally, treating employees well helps build cus-
tomer loyalty at Costco. Surely customers enjoy the 
bargains and low prices that come from shopping in a ware-
house store, the relatively high quality of the goods Costco 
stocks, and Costco’s policy of not marking up prices by 
more than 14–15 percent (relatively low markups for retail) 

even if the goods would sell with higher markups. However, customers are also loyal to 
Costco because they know the company treats its employees well and their bargains are 
not coming at the expense of employees’ paychecks and benefits.  59   

 Costco started out as a single warehouse store in Seattle, Washington, in 1983. Now 
the company has 652 stores (including stores in Puerto Rico, South Korea, Taiwan, 
Japan, Australia, Mexico, Canada, and Britain) and tens of millions of members who pay 
an annual fee to shop at Costco stores.  60   Costco’s growth and financial performance are 
enviable.  61   For example, net sales for the first half of the 2014 fiscal year were $50.22 
billion.  62   Clearly consideration has paid off for Costco and for its employees.  63   

 True to caring for the well-being of employees, Costco did not lay off any employ-
ees during the recession in the late 2000s.  64   However, some female employees filed a 
class action lawsuit alleging gender discrimination at Costco.  65   The lawsuit started when 
Shirley Ellis filed a discrimination complaint and a later lawsuit in the early 2000s.  66   In 
December 2013 the lawsuit was tentatively settled for $8 million to compensate women 
who were inappropriately blocked from promotions to positions of assistant general 
manager and general manager.  67   The settlement also entails Costco having its promo-
tion procedures for assistant general managers and general managers reviewed by an 
industrial organizational psychologist. Additionally, Costco will post assistant general 
manager openings and have a system for employees to indicate their interest in general 
manager positions. In terms of the settlement, Ellis indicated that, “I believe this to be a 
fair settlement to both parties. . . . Even though this process has taken much longer than 
anticipated initially, I’m encouraged by Costco’s efforts to welcome women and all they 
have to offer in the ranks of GM and AGM companywide.”  68    

 Management 
Insight 
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  INITIATING STRUCTURE   Leaders engage in    initiating structure    when they take 

steps to make sure that work gets done, subordinates perform their jobs acceptably, and the 

organization is efficient and effective. Assigning tasks to individuals or work groups, letting 

subordinates know what is expected of them, deciding how work should be done, making 

schedules, encouraging adherence to rules and regulations, and motivating subordinates to do 

a good job are all examples of initiating structure.  69   

 Michael Teckel, the manager of an upscale store selling imported men’s and women’s 

shoes in a Midwestern city, engages in initiating structure when he establishes weekly work, 

lunch, and break schedules to ensure that the store has enough salespeople on the floor. Teckel 

also initiates structure when he discusses the latest shoe designs with his subordinates so they 

are knowledgeable with customers, when he encourages adherence to the store’s refund and 

exchange policies, and when he encourages his staff to provide high-quality customer service 

and to avoid a hard-sell approach. 

 Initiating structure and consideration are independent leader behaviors. Leaders can be 

high on both, low on both, or high on one and low on the other. Many effective leaders, like 

Jim Whitehurst of Red Hat, engage in both of these behaviors. 

 Leadership researchers have identified leader behaviors similar to consideration and ini-

tiating structure. Researchers at the University of Michigan, for example, identified two cat-

egories of leadership behaviors,  employee-centered behaviors  and  job-oriented behaviors,  

that correspond roughly to consideration and initiating structure, respectively.  70   Models of 

leadership popular with consultants also tend to zero in on these two kinds of behaviors. For 

example, Robert Blake and Jane Mouton’s Managerial Grid focuses on  concern for people  

(similar to consideration) and  concern for production  (similar to initiating structure). Blake 

and Mouton advise that effective leadership often requires both a high level of concern for 

people and a high level of concern for production.  71   As another example, Paul Hersey and 

Kenneth Blanchard’s model focuses on  supportive behaviors  (similar to consideration) and 

 task-oriented behaviors  (similar to initiating structure). According to Hersey and Blanchard, 

leaders need to consider the nature of their subordinates when trying to determine the extent 

to which they should perform these two behaviors.  72   

 You might expect that effective leaders and managers would perform both kinds of behav-

iors, but research has found that this is not necessarily the case. The relationship between per-

formance of consideration and initiating-structure behaviors and leader effectiveness is not 

clear-cut. Some leaders are effective even when they do not perform consideration or initiat-

ing-structure behaviors, and some leaders are ineffective even when they perform both kinds 

of behaviors. Like the trait model of leadership, the behavior model alone cannot explain 

leader effectiveness. Realizing this, researchers began building more complicated models of 

leadership, focused not only on the leader and what he or she does but also on the situation or 

context in which leadership occurs.        

 Simply possessing certain traits or performing certain behaviors does not 

ensure that a manager will be an effective leader in all situations calling 

for leadership. Some managers who seem to possess the right traits and 

perform the right behaviors turn out to be ineffective leaders. Managers 

lead in a wide variety of situations and organizations and have various 

kinds of subordinates performing diverse tasks in a multiplicity of envi-

ronmental contexts. Given the wide variety of situations in which leader-

ship occurs, what makes a manager an effective leader in one situation (such as certain traits 

or behaviors) is not necessarily what that manager needs to be equally effective in a different 

situation. An effective army general might not be an effective university president; an effec-

tive restaurant manager might not be an effective clothing store manager; an effective football 

team coach might not be an effective fitness center manager; and an effective first-line man-

ager in a manufacturing company might not be an effective middle manager. The traits or 

behaviors that may contribute to a manager’s being an effective leader in one situation might 

actually result in the same manager being an ineffective leader in another situation. 

  Contingency models  of leadership take into account the situation or context within which 

leadership occurs. According to contingency models, whether or not a manager is an effective 
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leader is the result of the interplay between what the manager is like, what he or she does, 

and the situation in which leadership takes place. Contingency models propose that whether a 

leader who possesses certain traits or performs certain behaviors is effective depends on, or is 

contingent on, the situation or context. In this section we discuss three prominent contingency 

models developed to shed light on what makes managers effective leaders: Fred Fiedler’s 

contingency model, Robert House’s path–goal theory, and the leader substitutes model. As 

you will see, these leadership models are complementary; each focuses on a somewhat differ-

ent aspect of effective leadership in organizations.  

   Fiedler’s Contingency Model 
 Fred E. Fiedler was among the first leadership researchers to acknowledge that effective lead-

ership is contingent on, or depends on, the characteristics of the leader  and  of the situation. 

Fiedler’s contingency model helps explain why a manager may be an effective leader in one 

situation and ineffective in another; it also suggests which kinds of managers are likely to be 

most effective in which situations.  73   

  LEADER STYLE   As with the trait approach, Fiedler hypothesized that personal character-

istics can influence leader effectiveness. He used the term  leader style  to refer to a manager’s 

characteristic approach to leadership and identified two basic leader styles:  relationship- oriented  

and  task-oriented.  All managers can be described as having one style or the other. 

    Relationship-oriented leaders    are primarily concerned with developing good relation-

ships with their subordinates and being liked by them. Relationship-oriented managers focus 

on having high-quality interpersonal relationships with subordinates. This does not mean, 

however, that the job does not get done when such leaders are at the helm. But it does mean 

that the quality of interpersonal relationships with subordinates is a prime concern for rela-

tionship-oriented leaders. 

    Task-oriented leaders    are primarily concerned with ensuring that subordinates perform 

at a high level and focus on task accomplishment. While task-oriented leaders also may be 

concerned about having good interpersonal relationships with their subordinates, task accom-

plishment is their prime concern. 

 In his research, Fiedler measured leader style by asking leaders to rate the coworker with 

whom they have had the most difficulty working (called the least preferred coworker or LPC) 

on a number of dimensions, such as whether the person is boring or interesting, gloomy or 

cheerful, enthusiastic or unenthusiastic, cooperative or uncooperative. Relationship-oriented 

leaders tend to describe the LPC in relatively positive terms; their concern for good rela-

tionships leads them to think well of others. Task-oriented leaders tend to describe the LPC 

in negative terms; their concern for task accomplishment causes them to think badly about 

others who make getting the job done difficult. Thus relationship-oriented and task-oriented 

leaders are sometimes referred to as high-LPC and low-LPC leaders, respectively.  

  SITUATIONAL CHARACTERISTICS   According to Fiedler, leadership style is an 

enduring characteristic; managers cannot change their style, nor can they adopt different 

styles in different kinds of situations. With this in mind, Fiedler identified three situational 

characteristics that are important determinants of how favorable a situation is for leading: 

leader–member relations, task structure, and position power. When a situation is favorable for 

leading, it is relatively easy for a manager to influence subordinates so they perform at a high 

level and contribute to organizational efficiency and effectiveness. In a situation unfavorable 

for leading, it is much more difficult for a manager to exert influence.  

  LEADER–MEMBER RELATIONS   The first situational characteristic Fiedler described, 

   leader–member relations   , is the extent to which followers like, trust, and are loyal to their 

leader. Situations are more favorable for leading when leader–member relations are good.  

  TASK STRUCTURE   The second situational characteristic Fiedler described,    task struc-

ture   , is the extent to which the work to be performed is clear-cut so that a leader’s subordi-

nates know what needs to be accomplished and how to go about doing it. When task structure 

is high, the situation is favorable for leading. When task structure is low, goals may be vague, 
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subordinates may be unsure of what they should be doing or how they should do it, and the 

situation is unfavorable for leading. 

 Task structure was low for Geraldine Laybourne when she was a top manager at Nickel-

odeon, the children’s television network. It was never precisely clear what would appeal to 

her young viewers, whose tastes can change dramatically, or how to motivate her subordi-

nates to come up with creative and novel ideas.  74   In contrast, Herman Mashaba, founder of 

Black Like Me, a hair care products company based in South Africa, seemed to have rela-

tively high task structure when he started his company. His company’s goals were to produce 

and sell inexpensive hair care products to native Africans, and managers accomplished these 

goals by using simple yet appealing packaging and distributing the products through neigh-

borhood beauty salons.  75    

  POSITION POWER   The third situational characteristic Fiedler described,    position 

power   , is the amount of legitimate, reward, and coercive power a leader has by virtue of his 

or her position in an organization. Leadership situations are more favorable for leading when 

position power is strong.  

  COMBINING LEADER STYLE AND THE SITUATION   By considering all possible 

combinations of good and poor leader–member relations, high and low task structure, and 

strong and weak position power, Fiedler identified eight leadership situations, which vary in 

their favorability for leading (see  Figure 14.2 ). After extensive research, he determined that 

relationship-oriented leaders are most effective in moderately favorable situations (IV, V, 

VI, and VII in  Figure 14.2 ) and task-oriented leaders are most effective in situations that are 

either very favorable (I, II, and III) or very unfavorable (VIII).   

  PUTTING THE CONTINGENCY MODEL INTO PRACTICE   Recall that, accord-

ing to Fiedler, leader style is an enduring characteristic that managers cannot change. This 

suggests that for managers to be effective, either managers need to be placed in leadership 

situations that fit their style or situations need to be changed to suit the managers. Situations 

can be changed, for example, by giving a manager more position power or taking steps to 

increase task structure, such as by clarifying goals. 

 Take the case of Mark Compton, a relationship-oriented leader employed by a small con-

struction company, who was in a very unfavorable situation and was having a rough time 

leading his construction crew. His subordinates did not trust him to look out for their well-

being (poor leader–member relations); the construction jobs he supervised tended to be novel 

and complex (low task structure); and he had no control over the rewards and disciplinary 

actions his subordinates received (weak position power). Recognizing the need to improve 

matters, Compton’s supervisor gave him the power to reward crew members with bonuses 
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 Figure 14.2 

 Fiedler’s Contingency Theory of Leadership  

Relationship-oriented leaders are most effective in moderately favorable situations for leading (IV, V, VI, VII).

Task-oriented leaders are most effective in very favorable situations (I, II, III) or very unfavorable situations (VIII) for leading.
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and overtime work as he saw fit and to discipline crew members for poor-quality work and 

unsafe on-the-job behavior. As his leadership situation improved to moderately favorable, so 

too did Compton’s effectiveness as a leader and the performance of his crew. 

 Research studies tend to support some aspects of Fiedler’s model but also suggest that, 

like most theories, it needs some modifications.  76   Some researchers have questioned what 

the LPC scale really measures. Others find fault with the model’s premise that leaders cannot 

alter their styles. That is, it is likely that at least some leaders can diagnose the situation they 

are in and, when their style is inappropriate for the situation, modify their style so that it is 

more in line with what the leadership situation calls for.   

  House’s Path–Goal Theory 
 In what he called    path–goal theory   , leadership researcher Robert House focused on what 

leaders can do to motivate their subordinates to achieve group and organizational goals.  77   The 

premise of path–goal theory is that effective leaders motivate subordinates to achieve goals 

by (1) clearly identifying the outcomes that subordinates are trying to obtain from the work-

place, (2) rewarding subordinates with these outcomes for high performance and the attain-

ment of work goals, and (3) clarifying for subordinates the  paths  leading to the attainment 

of work  goals.  Path–goal theory is a contingency model because it proposes that the steps 

managers should take to motivate subordinates depend on both the nature of the subordinates 

and the type of work they do. 

 Based on the expectancy theory of motivation (see Chapter 13), path–goal theory gives 

managers three guidelines to being effective leaders:

    1.  Find out what outcomes your subordinates are trying to obtain from their jobs and the 

organization.  These outcomes can range from satisfactory pay and job security to reason-

able working hours and interesting and challenging job assignments. After identifying 

these outcomes, the manager should have the  reward power  needed to distribute or with-

hold the outcomes. Mark Crane, for example, is the vice principal of a large elementary 

school. Crane determined that the teachers he leads are trying to obtain the following 

outcomes from their jobs: pay raises, autonomy in the classroom, and the choice of which 

grades they teach. Crane had reward power for the latter two outcomes, but the school’s 

principal determined how the pool of money for raises was to be distributed each year. 

Because Crane was the first-line manager who led the teachers and was most familiar 

with their performance, he asked the principal (his boss) to give him some say in deter-

mining pay raises. Realizing that this made a lot of sense, his principal gave Crane full 

power to distribute raises and requested only that Crane review his decisions with him 

before informing the teachers about them.  

   2.  Reward subordinates for high performance and goal attainment with the outcomes they 

desire.  The teachers and administrators at Crane’s school considered several dimensions 

of teacher performance to be critical to achieving their goal of providing high-quality 

education: excellent in-class instruction, special programs to enhance student interest and 

learning (such as science and computer projects), and availability for meetings with par-

ents to discuss their children’s progress and special needs. Crane distributed pay raises to 

the teachers based on the extent to which they performed highly on each of these dimen-

sions. The top-performing teachers were given first choice of grade assignments and also 

had practically complete autonomy in their classrooms.  

   3.  Clarify the paths to goal attainment for subordinates, remove any obstacles to high per-

formance, and express confidence in subordinates’ capabilities.  This does not mean that 

a manager needs to tell subordinates what to do. Rather, it means that a manager needs 

to make sure subordinates are clear about what they should be trying to accomplish and 

have the capabilities, resources, and confidence levels needed to be successful. Crane 

made sure all the teachers understood the importance of the three targeted goals and 

asked them whether, to reach them, they needed any special resources or supplies for 

their classes. Crane also gave additional coaching and guidance to teachers who seemed 

to be struggling. For example, Patrick Conolly, in his first year of teaching after graduate 

school, was unsure how to use special projects in a third grade class and how to react to 
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parents who were critical. Conolly’s teaching was excellent, but he felt insecure about 

how he was doing on this dimension. To help build Conolly’s confidence, Crane told 

Conolly that he thought he could be one of the school’s top teachers (which was true). 

He gave Conolly some ideas about special projects that worked particularly well with the 

third grade, such as a writing project. Crane also role-played teacher–parent interactions 

with Conolly. Conolly played the role of a particularly dissatisfied or troubled parent, 

while Crane played the role of a teacher trying to solve the underlying problem while 

making the parent feel that his or her child’s needs were being met. Crane’s efforts to 

clarify the paths to goal attainment for Conolly paid off: Within two years the local PTS 

voted Conolly teacher of the year.    

 Path–goal theory identifies four kinds of leadership behaviors 

that motivate subordinates:

    •   Directive behaviors  are similar to initiating structure and 

include setting goals, assigning tasks, showing subordinates 

how to complete tasks, and taking concrete steps to improve 

performance.  

   •   Supportive behaviors  are similar to consideration and include 

expressing concern for subordinates and looking out for their 

best interests.  

   •   Participative behaviors  give subordinates a say in matters 

and decisions that affect them.  

   •   Achievement-oriented behaviors  motivate subordinates to 

perform at the highest level possible by, for example, setting 

challenging goals, expecting that they be met, and believing 

in subordinates’ capabilities.    

 Which of these behaviors should managers use to lead effec-

tively? The answer to this question depends, or is contingent on, 

the nature of the subordinates and the kind of work they do. 

  Directive  behaviors may be beneficial when subordinates are having difficulty complet-

ing assigned tasks, but they might be detrimental when subordinates are independent thinkers 

who work best when left alone.  Supportive  behaviors are often advisable when subordinates 

are experiencing high levels of stress.  Participative  behaviors can be particularly effective 

when subordinates’ support of a decision is required.  Achievement-oriented  behaviors may 

increase motivation levels of highly capable subordinates who are bored from having too 

few challenges, but they might backfire if used with subordinates who are already pushed to 

their limit.  

  The Leader Substitutes Model 
 The leader substitutes model suggests that leadership is sometimes unnecessary because sub-

stitutes for leadership are present. A    leadership substitute    is something that acts in place of 

the influence of a leader and makes leadership unnecessary. This model suggests that under 

certain conditions managers do not have to play a leadership role—members of an organiza-

tion sometimes can perform at a high level without a manager exerting influence over them.  78   

The leader substitutes model is a contingency model because it suggests that in some situa-

tions leadership is unnecessary. 

 Take the case of David Cotsonas, who teaches English at a foreign language school in 

Cyprus, an island in the Mediterranean Sea. Cotsonas is fluent in Greek, English, and French; 

is an excellent teacher; and is highly motivated. Many of his students are businesspeople who 

have some rudimentary English skills and wish to increase their fluency to be able to conduct 

more of their business in English. He enjoys not only teaching them English but also learn-

ing about the work they do, and he often keeps in touch with his students after they finish his 

classes. Cotsonas meets with the director of the school twice a year to discuss semiannual 

class schedules and enrollments. 
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 With practically no influence from a leader, Cotsonas is a highly motivated top performer 

at the school. In his situation, leadership is unnecessary because substitutes for leadership are 

present. Cotsonas’s teaching expertise, his motivation, and his enjoyment of his work are sub-

stitutes for the influence of a leader—in this case the school’s director. If the school’s director 

were to try to influence how Cotsonas performs his job, Cotsonas would probably resent this 

infringement on his autonomy, and it is unlikely that his performance would improve because 

he is already one of the school’s best teachers. 

 As in Cotsonas’s case,  characteristics of subordinates —such as their skills, abilities, expe-

rience, knowledge, and motivation—can be substitutes for leadership.  79    Characteristics of the 

situation or context —such as the extent to which the work is interesting and enjoyable—also 

can be substitutes. When work is interesting and enjoyable, as it is for Cotsonas, jobholders 

do not need to be coaxed into performing because performing is rewarding in its own right. 

Similarly, when managers  empower  their subordinates or use  self-managed work teams  (dis-

cussed in detail in Chapter 15), the need for leadership influence from a manager is decreased 

because team members manage themselves. 

 Substitutes for leadership can increase organizational efficiency and effectiveness 

because they free up some of managers’ valuable time and allow managers to focus their 

efforts on discovering new ways to improve organizational effectiveness. The director of 

the language school, for example, was able to spend much of his time making arrange-

ments to open a second school in Rhodes, an island in the Aegean Sea, because of the 

presence of leadership substitutes, not only for Cotsonas but for most other teachers at the 

school as well.  

  Bringing It All Together 
 Effective leadership in organizations occurs when managers take steps to lead in a way that 

is appropriate for the situation or context in which leadership occurs and for the subordinates 

who are being led. The three contingency models of leadership just discussed help managers 

focus on the necessary ingredients for effective leadership. They are complementary in that 

each one looks at the leadership question from a different angle. Fiedler’s contingency model 

explores how a manager’s leadership style needs to be matched to that person’s leadership 

situation for maximum effectiveness. House’s path–goal theory focuses on how managers 

should motivate subordinates and describes the specific kinds of behaviors managers can 

engage in to have a highly motivated workforce. The leadership substitutes model alerts man-

agers to the fact that sometimes they do not need to exert influence over subordinates and thus 

can free up their time for other important activities.  Table 14.2  recaps these three contingency 

models of leadership.        

  Model    Focus    Key Contingencies  

 Fiedler’s contingency model  Describes two leader styles, relationship-

oriented and task-oriented, and the kinds 

of situations in which each kind of leader 

will be most effective. 

 Whether a relationship-oriented or 

a  task-oriented leader is effective is 

 contingent on the situation. 

 House’s path–goal theory  Describes how effective leaders motivate 

their followers. 

 The behaviors that managers should 

engage in to be effective leaders are con-

tingent on the nature of the subordinates 

and the work they do. 

 Leader substitutes model  Describes when leadership is 

unnecessary. 

 Whether leadership is necessary for sub-

ordinates to perform highly is contingent 

on characteristics of the subordinates and 

the situation. 

 Table 14.2 

 Contingency Models of Leadership 
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 Time and time again, throughout business history, certain leaders seem 

to literally transform their organizations, making sweeping changes to 

revitalize and renew operations. For example, when Sue Nokes became 

senior vice president of sales and customer service at T-Mobile USA in 

2002, the quality of T-Mobile’s customer service was lower than that of 

its major competitors; on average, 12 percent of employees were absent on any day; and 

annual employee turnover was over 100 percent.  80   T-Mobile USA is a subsidiary of Deutsche 

Telekom; has approximately 38,000 employees; and provides wireless voice, messaging, and 

data services.  81   When Nokes arrived at T-Mobile, valuable employees were quitting their jobs 

and customers weren’t receiving high-quality service; neither employees nor customers were 

satisfied with their experience with the company.  82   However, by the late 2000s T-Mobile was 

regularly receiving highest rankings for customer care and satisfaction in the wireless cate-

gory by J. D. Power and Associates, absence and turnover rates substantially declined, and 

around 80 percent of employees indicated that they were satisfied with their jobs.  83   In fact, 

when Nokes visited call centers, it was not uncommon for employees to greet her with cheers 

and accolades.  84   

 Nokes transformed T-Mobile into a company in which satisfied employees provide excel-

lent service to customers.  85   When managers have such dramatic effects on their subordinates 

and on an organization as a whole, they are engaging in transformational leadership.    Trans-

formational leadership    occurs when managers change (or transform) their subordinates in 

three important ways:  86  

    1.  Transformational managers make subordinates aware of how important their jobs are 

for the organization and how necessary it is for them to perform those jobs as best they 

can so the organization can attain its goals.  At T-Mobile, Nokes visited call centers, 

conducted focus groups, and had town hall meetings to find out what employees and 

customers were unhappy with and what steps she could take to improve matters.  87   Her 

philosophy was that when employees are satisfied with their jobs and view their work 

as important, they are much more likely to provide high-quality customer service. She 

made employees aware of how important their jobs were by the many steps she took to 

improve their working conditions, ranging from providing them with their own work-

spaces to substantially raising their salaries.  88   She emphasized the importance of pro-

viding excellent customer service by periodically asking employees what was working 

well and what was not working well, asking them what steps could be taken to improve 

problem areas, and taking actions to ensure that employees were able to provide excel-

lent customer service. Nokes also instituted a performance measurement system to track 

performance in key areas such as quality of service and speed of problem resolution.  89   

She sincerely told employees, “You are No. 1, and the customer is why.”  90    

   2.  Transformational managers make their subordinates aware of the subordinates’ own 

needs for personal growth, development, and accomplishment.  Nokes made T-Mobile’s 

employees aware of their own needs in this regard by transforming training and devel-

opment at T-Mobile and increasing opportunities for promotions to more responsible 

positions. Employees now spend over 130 hours per year in training and development 

programs and team meetings. Nokes also instituted a promote-from-within policy, and 

around 80 percent of promotions are given to current employees.  91    

   3.  Transformational managers motivate their subordinates to work for the good of the orga-

nization as a whole, not just for their own personal gain or benefit.  Nokes emphasized 

that employees should focus on what matters to customers, coworkers, and T-Mobile as a 

whole. She let employees know that when they were unnecessarily absent from their jobs, 

they were not doing right by their coworkers. And she emphasized the need to try to resolve 

customer problems in a single phone call so customers can get on with their busy lives.  92      

 When managers transform their subordinates in these three ways, subordinates trust the 

managers, are highly motivated, and help the organization achieve its goals. How do manag-

ers such as Nokes transform subordinates and produce dramatic effects in their organizations? 

There are at least three ways in which transformational leaders can influence their followers: 

by being a charismatic leader, by intellectually stimulating subordinates, and by engaging in 

developmental consideration (see  Table 14.3 ).   
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   Being a Charismatic Leader 
 Transformational managers such as Nokes are    charismatic leaders   . They have a vision of 

how good things could be in their work groups and organizations that is in contrast with the 

status quo. Their vision usually entails dramatic improvements in group and organizational 

performance as a result of changes in the organization’s structure, culture, strategy, decision 

making, and other critical processes and factors. This vision paves the way for gaining a com-

petitive advantage. 

 Charismatic leaders are excited and enthusiastic about their vision and clearly commu-

nicate it to their subordinates. The excitement, enthusiasm, and self-confidence of a char-

ismatic leader contribute to the leader’s being able to inspire followers to enthusiastically 

support his or her vision.  93   People often think of charismatic leaders or managers as being 

“larger than life.” The essence of charisma, however, is having a vision and enthusiasti-

cally communicating it to others. Thus managers who appear to be quiet and earnest can 

also be charismatic.  

  Stimulating Subordinates Intellectually 
 Transformational managers openly share information with their subordinates so they are 

aware of problems and the need for change. The manager causes subordinates to view prob-

lems in their groups and throughout the organization from a different perspective, consistent 

with the manager’s vision. Whereas in the past subordinates might not have been aware of 

some problems, may have viewed problems as a “management issue” beyond their concern, 

or may have viewed problems as insurmountable, the transformational manager’s    intellec-

tual stimulation    leads subordinates to view problems as challenges that they can and will 

meet and conquer. The manager engages and empowers subordinates to take personal respon-

sibility for helping to solve problems, as did Nokes at T-Mobile.  94    

  Engaging in Developmental Consideration 
 When managers engage in    developmental consideration   , they not only perform the consid-

eration behaviors described earlier, such as demonstrating true concern for the well-being of 

subordinates, but go one step further. The manager goes out of his or her way to support and 

encourage subordinates, giving them opportunities to enhance their skills and capabilities and 

to grow and excel on the job.  95   As mentioned earlier, Nokes did this in numerous ways. In 

fact, after she first met with employees in a call center in Albuquerque, New Mexico, Karen 

Viola, the manager of the call center, said, “Everyone came out crying. The people said that 

they had never felt so inspired in their lives, and that they had never met with any leader at 

that level who [they felt] cared.”  96   

 All organizations, no matter how large or small, successful or unsuccessful, can benefit 

when their managers engage in transformational leadership. Moreover, while the benefits 

charismatic leader An 

enthusiastic, self-confident 

leader who is able to clearly 

communicate his or her vision 

of how good things could be.

intellectual stimulation  

Behavior a leader engages 

in to make followers aware 

of problems and view these 

problems in new ways, 

consistent with the leader’s 

vision.

developmental 

 consideration Behavior a 

leader engages in to support 

and encourage followers and 

help them develop and grow 

on the job.

 Transformational managers

   •  Are charismatic.  
  •  Intellectually stimulate subordinates.  
  •  Engage in developmental consideration.    

 Subordinates of transformational managers

   •  Have increased awareness of the importance of their jobs and high performance.  
  •  Are aware of their own needs for growth, development, and accomplishment.  
  •  Work for the good of the organization and not just their own personal benefit.    

 Table 14.3 

 Transformational Leadership 
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of transformational leadership are often most apparent when an organization is in trouble, 

transformational leadership can be an enduring approach to leadership, leading to long-term 

organizational effectiveness.  

  The Distinction between Transformational 
and Transactional Leadership 
 Transformational leadership is often contrasted with transactional leadership. In    transac-

tional leadership   , managers use their reward and coercive powers to encourage high per-

formance. When managers reward high performers, reprimand or otherwise punish low 

performers, and motivate subordinates by reinforcing desired behaviors and extinguishing 

or punishing undesired ones, they are engaging in transactional leadership.  97   Managers who 

effectively influence their subordinates to achieve goals, yet do not seem to be making the 

kind of dramatic changes that are part of transformational leadership, are engaging in trans-

actional leadership. 

 Many transformational leaders engage in transactional leadership. They reward subordi-

nates for a job well done and notice and respond to substandard performance. But they also 

have their eyes on the bigger picture of how much better things could be in their organiza-

tions, how much more their subordinates are capable of achieving, and how important it is to 

treat their subordinates with respect and help them reach their full potential. 

 Research has found that when leaders engage in transformational leadership, their sub-

ordinates tend to have higher levels of job satisfaction and performance.  98   Additionally, 

subordinates of transformational leaders may be more likely to trust their leaders and their 

organizations and feel that they are being fairly treated, and this, in turn, may positively influ-

ence their work motivation (see Chapter 13).  99          

  The increasing number of women entering the ranks of management, as 

well as the problems some women face in their efforts to be hired as 

managers or promoted into management positions, has prompted 

researchers to explore the relationship between gender and leadership. 

Although there are relatively more women in management positions 

today than there were 10 years ago, there are still relatively few women in top management 

and, in some organizations, even in middle management. 

 When women do advance to top management positions, special attention often is focused 

on them and the fact that they are women. For example, women CEOs of large companies are 

still rare; those who make it to the top post, such as Indra Nooyi of PepsiCo  100   and Meg Whit-

man of Hewlett-Packard, are salient. As business writer Linda Tischler puts it, “In a workplace 

where women CEOs of major companies are so scarce . . . they can be identified, like rock stars, 

by first name only.”  101   Although women have certainly made inroads into leadership positions 

in organizations, they continue to be underrepresented in top leadership posts. For example, 

as was indicated in Chapter 5, while around 51.5 percent of the employees in managerial and 

professional jobs in the United States are women, only about 14.6 percent of corporate officers 

in the  Fortune  500 are women, and only 8.1 percent of the top earners are women.  102   

 A widespread stereotype of women is that they are nurturing, supportive, and concerned 

with interpersonal relations. Men are stereotypically viewed as being directive and focused 

on task accomplishment. Such stereotypes suggest that women tend to be more relationship-

oriented as managers and engage in more consideration behaviors, whereas men are more 

task-oriented and engage in more initiating-structure behaviors. Does the behavior of actual 

male and female managers bear out these stereotypes? Do women managers lead in different 

ways than men do? Are male or female managers more effective as leaders? 

 Research suggests that male and female managers who have leadership positions in organi-

zations behave in similar ways.  103   Women do not engage in more consideration than men, and 

men do not engage in more initiating structure than women. Research does suggest, however, 

that leadership style may vary between women and men. Women tend to be somewhat more 

participative as leaders than are men, involving subordinates in decision making and seeking 

transactional leadership  

Leadership that motivates 

subordinates by rewarding 

them for high performance 

and reprimanding them for 

low performance.

Gender and 
Leadership

 LO14-5 

 Characterize the relationship 
between gender and 
leadership and explain how 
emotional intelligence may 
contribute to leadership 
effectiveness. 
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their input.  104   Male managers tend to be less participative than are female managers, making 

more decisions on their own and wanting to do things their own way. Moreover, research 

suggests that men tend to be harsher when they punish their subordinates than do women.  105   

 There are at least two reasons why female managers may be more participative as lead-

ers than are male managers.  106   First, subordinates may try to resist the influence of female 

managers more than they do the influence of male managers. Some subordinates may never 

have reported to a woman before; some may incorrectly see a management role as being more 

appropriate for a man than for a woman; and some may just resist being led by a woman. To 

overcome this resistance and encourage subordinates’ trust and respect, women managers 

may adopt a participative approach. 

 A second reason why female managers may be more participative is that they sometimes 

have better interpersonal skills than male managers.  107   A participative approach to leadership 

requires high levels of interaction and involvement between a manager and his or her sub-

ordinates, sensitivity to subordinates’ feelings, and the ability to make decisions that may be 

unpopular with subordinates but necessary for goal attainment. Good interpersonal skills may 

help female managers have the effective interactions with their subordinates that are crucial 

to a participative approach.  108   To the extent that male managers have more difficulty manag-

ing interpersonal relationships, they may shy away from the high levels of interaction with 

subordinates necessary for true participation. 

 The key finding from research on leader behaviors, however, is that male and female man-

agers do  not  differ significantly in their propensities to perform different leader behaviors. 

Even though they may be more participative, female managers do not engage in more consid-

eration or less initiating structure than male managers. 

 Perhaps a question even more important than whether male and female managers differ in 

the leadership behaviors they perform is whether they differ in effectiveness. Consistent with 

the findings for leader behaviors, research suggests that across different kinds of organiza-

tional settings, male and female managers tend to be  equally effective  as leaders.  109   Thus there 

is no logical basis for stereotypes favoring male managers and leaders or for the existence 

of the “glass ceiling” (an invisible barrier that seems to prevent women from advancing as 

far as they should in some organizations). Because women and men are equally effective as 

leaders, the increasing number of women in the workforce should result in a larger pool of 

highly qualified candidates for management positions in organizations, ultimately enhancing 

organizational effectiveness.  110       

 Do the moods and emotions leaders experience on the job influence 

their behavior and effectiveness as leaders? Research suggests this is 

likely to be the case. For example, one study found that when store 

managers experienced positive moods at work, salespeople in their 

stores provided high-quality customer service and were less likely to 

quit.  111   Another study found that groups whose leaders experienced 

positive moods had better coordination, whereas groups whose lead-

ers experienced negative moods exerted more effort; members of groups with leaders in 

positive moods also tended to experience more positive moods themselves; and mem-

bers of groups with leaders in negative moods tended to experience more negative 

moods.  112   

 A leader’s level of emotional intelligence (see Chapter 3) may play a particularly impor-

tant role in leadership effectiveness.  113   For example, emotional intelligence may help leaders 

develop a vision for their organizations, motivate their subordinates to commit to this vision, 

and energize them to enthusiastically work to achieve this vision. Moreover, emotional intel-

ligence may enable leaders to develop a significant identity for their organization and instill 

high levels of trust and cooperation throughout the organization while maintaining the flex-

ibility needed to respond to changing conditions.  114   

 Emotional intelligence also plays a crucial role in how leaders relate to and deal with their 

followers, particularly when it comes to encouraging followers to be creative.  115   Creativity in 

organizations is an emotion-laden process; it often entails challenging the status quo, being 

willing to take risks and accept and learn from failures, and doing much hard work to bring 

Emotional 
Intelligence and 

Leadership
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  Admitting a Mistake Helps Small 
Business Leader 

 Things seemed to be going well for Maureen Borzacchiello, CEO of Creative Display 
Solutions, located in Garden City, New York.  118   She founded her small business in 
2001 to provide displays, graphics, and exhibits for use in trade shows and at events 
for companies ranging from American Express, FedEx, and General Electric to Jet-
Blue Airways, AIG, and The Weather Channel.  119   Her company was growing, and 
she had received an award from the nonprofit organization, Count Me In for Wom-
en’s Economic Independence.  120   

 However, in 2006 she realized she had overextended her business financially. A 
large investment in inventory coupled with a sizable lease commitment, the need for 
office space renovations, the purchase of new furniture, and the addition of three new 
employees brought her to the point where she lacked the cash to pay her employees 
their regular salaries. When she had made these decisions, she thought she and her 
husband (who also works in the company) would be able to generate the revenues 
to cover the expenditures. But her brother-in-law unexpectedly passed away, and 
their involvement in family matters meant they weren’t able to get new accounts as 
quickly as she had thought they would.  121   

 Still confident that if she could get through this tough period, she would be able to 
get her business back on track, Borzacchiello decided to be honest with her employ-
ees about the company’s current financial problems, why they occurred, and how she 
would strive to prevent such problems in the future. She met with her employees and 
told them, “All I can tell you is that I apologize. . . . We were so focused on accelerat-
ing growth that I didn’t see it coming.”  122   She admitted she needed to better under-
stand her company’s financial situation and daily cash flow, reassured employees that 
the company would be back on square footing in two to three months, and promised 
she would pay much more attention to ongoing financial performance and cash flow 
in the future.  123   

 Borzacchiello also told employees that she and her husband would take no money 
out of the business for their own salaries until the financial problems were resolved. 
By being honest and open with employees, Borzacchiello gained their commitment 
and support. All employees decided to work shorter hours, and two employees were 
willing to have their hourly pay rates cut.  124   True to her promise, within two months 
all employees were able to return to their regular work hours; and by the beginning of 
2007, Creative Display Solutions had over $1 million in revenues (which was more 
than double its revenues at the time of the financial problems).  125   Today, Creative 
Display Solutions is a profitable multimillion-dollar business with hundreds of cli-
ents.  126   Clearly Borzacchiello effectively handled the temporary crisis her company 
faced by admitting and apologizing for her mistake and being open and honest with 
employees about her company’s future prospects.  127    

 Focus on 
Diversity 

creative ideas to fruition in terms of new products, services, or procedures and processes 

when uncertainty is bound to be high.  116   Leaders who are high on emotional intelligence 

are more likely to understand all the emotions surrounding creative endeavors, to be able to 

awaken and support the creative pursuits of their followers, and to provide the kind of support 

that enables creativity to flourish in organizations.  117   

 Leaders, like people everywhere, sometimes make mistakes. Emotional intelligence may 

also help leaders respond appropriately when they realize they have made a mistake. Recog-

nizing, admitting, and learning from mistakes can be especially important for entrepreneurs 

who start their own businesses, as profiled in the accompanying “Focus on Diversity” feature.      
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  THE NATURE OF LEADERSHIP   Leadership is the process by 

which a person exerts influence over other people and inspires, moti-

vates, and directs their activities to help achieve group or organizational 

goals. Leaders can influence others because they possess power. The five 

types of power available to managers are legitimate power, reward 

power, coercive power, expert power, and referent power. Many managers are using empow-

erment as a tool to increase their effectiveness as leaders.    

  TRAIT AND BEHAVIOR MODELS OF LEADERSHIP   The trait model of leadership 

describes personal characteristics or traits that contribute to effective leadership. However, 

some managers who possess these traits are not effective leaders, and some managers who 

do not possess all the traits are nevertheless effective leaders. The behavior model of leader-

ship describes two kinds of behavior that most leaders engage in: consideration and initiating 

structure.    

  CONTINGENCY MODELS OF LEADERSHIP   Contingency models take into account 

the complexity surrounding leadership and the role of the situation in determining whether a 

manager is an effective leader. Fiedler’s contingency model explains why managers may be 

effective leaders in one situation and ineffective in another. According to Fiedler’s model, 

relationship-oriented leaders are most effective in situations that are moderately favorable 

for leading, and task-oriented leaders are most effective in situations that are very favorable 

or very unfavorable for leading. House’s path–goal theory describes how effective managers 

motivate their subordinates by determining what outcomes their subordinates want, rewarding 

subordinates with these outcomes when they achieve their goals and perform at a high level, 

and clarifying the paths to goal attainment. Managers can engage in four kinds of behaviors to 

motivate subordinates: directive, supportive, participative, and achievement-oriented behav-

iors. The leader substitutes model suggests that sometimes managers do not have to play a 

leadership role because their subordinates perform at a high level without the manager having 

to exert influence over them.    

  TRANSFORMATIONAL LEADERSHIP   Transformational leadership occurs when 

managers have dramatic effects on their subordinates and on the organization as a whole, 

and inspire and energize subordinates to solve problems and improve performance. These 

effects include making subordinates aware of the importance of their own jobs and high per-

formance; making subordinates aware of their own needs for personal growth, development, 

and accomplishment; and motivating subordinates to work for the good of the organization 

and not just their own personal gain. Managers can engage in transformational leadership 

by being charismatic leaders, by intellectually stimulating subordinates, and by engaging in 

developmental consideration. Transformational managers also often engage in transactional 

leadership by using their reward and coercive powers to encourage high performance.    

  GENDER AND LEADERSHIP   Female and male managers do not differ in the leadership 

behaviors they perform, contrary to stereotypes suggesting that women are more relationship-

oriented and men more task-oriented. Female managers sometimes are more participative 

than male managers, however. Research has found that women and men are equally effective 

as managers and leaders.    

  EMOTIONAL INTELLIGENCE AND LEADERSHIP   The moods and emotions leaders 

experience on the job, and their ability to effectively manage these feelings, can influence 

their effectiveness as leaders. Moreover, emotional intelligence can contribute to leader-

ship effectiveness in multiple ways, including encouraging and supporting creativity among 

followers.           
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  Management in Action    
  Topics for Discussion and Action 

  Discussion 

    1. Describe the steps managers can take to increase 

their power and ability to be effective leaders. 

[LO14-1]   

   2. Think of specific situations in which it might be 

especially important for a manager to engage in 

consideration and in initiating structure.  [LO14-2]   

   3. For your current job or for a future job you expect 

to hold, describe what your supervisor could do 

to strongly motivate you to be a top performer. 

 [LO14-3]   

   4. Discuss why managers might want to change the 

behaviors they engage in, given their situation, their 

subordinates, and the nature of the work being 

done. Do you think managers can readily change 

their leadership behaviors? Why or why not? 

 [LO14-3]   

   5. Discuss why substitutes for leadership can contribute 

to organizational effectiveness.  [LO14-3]   

   6. Describe what transformational leadership is, and 

explain how managers can engage in it.  [LO14-4]   

    7. Discuss why some people still think men make 

better managers than women even though research 

indicates that men and women are equally effective 

as managers and leaders.  [LO14-5]   

    8. Imagine that you are working in an organization in an 

entry-level position after graduation and have come 

up with what you think is a great idea for improving a 

critical process in the organization that relates to your 

job. In what ways might your supervisor encourage 

you to implement your idea? How might your 

supervisor discourage you from even sharing your 

idea with others?  [LO14-4, 14-5]     

  Action 

     9. Interview a manager to find out how the three 

situational characteristics that Fiedler identified affect 

his or her ability to provide leadership.  [LO14-3]   

   10. Find a company that has dramatically turned around 

its fortunes and improved its performance. Determine 

whether a transformational manager was behind the 

turnaround and, if one was, what this manager did. 

[LO14-4]      

  Building Management Skills    
  Analyzing Failures of Leadership  [LO14-1, 14-2, 14-3, 14-4]  

  Think about a situation you are familiar with in which a 

leader was very ineffective. Then answer the following 

questions: 

    1. What sources of power did this leader have? Did the 

leader have enough power to influence his or her 

followers?  

   2. What kinds of behaviors did this leader engage in? Were 

they appropriate for the situation? Why or why not?  

   3. From what you know, do you think this leader was a 

task-oriented leader or a relationship-oriented leader? 

How favorable was this leader’s situation for leading?  

   4. What steps did this leader take to motivate his or 

her followers? Were these steps appropriate or 

inappropriate? Why?  

   5. What signs, if any, did this leader show of being a 

transformational leader?     
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  Managing Ethically  [LO14-1]     

 M
anagers who verbally criticize their subordinates, put 

them down in front of their coworkers, or use the 

threat of job loss to influence behavior are exercising coer-

cive power. Some employees subject to coercive power 

believe that using it is unethical. 

  Questions 

    1. Either alone or in a group, think about the ethical 

implications of the use of coercive power.  

   2. To what extent do managers and organizations have 

an ethical obligation to put limits on the amount of 

coercive power that is exercised?    

  Small Group Breakout Exercise    
  Improving Leadership Effectiveness  [LO14-1, 14-2, 14-3, 14-4]  

  Form groups of three to five people, and appoint one member as the spokesperson who will communicate your 

findings and conclusions to the class when called on by the instructor. Then discuss the following scenario:  

  Y
 ou are a team of human resource consultants who 

have been hired by Carla Caruso, an entrepreneur who 

has started her own interior decorating business. A highly 

competent and creative interior decorator, Caruso has 

established a working relationship with most of the major 

home builders in her community. At first she worked on her 

own as an independent contractor. Then because of a dra-

matic increase in the number of new homes being built, 

she became swamped with requests for her services and 

decided to start her own company. 

 She hired a secretary–bookkeeper and four interior 

decorators, all of whom are highly competent. Caruso still 

does decorating jobs herself and has adopted a hands-off 

approach to leading the four decorators who report to her 

because she feels that interior design is a very personal, 

creative endeavor. Rather than pay the decorators on 

some kind of commission basis (such as a percentage of 

their customers’ total billings), she pays them a premium 

salary, higher than average, so they are motivated to do 

what’s best for a customer’s needs and not what will result 

in higher billings and commissions. 

 Caruso thought everything was going smoothly until 

customer complaints started coming in. The complaints 

ranged from the decorators’ being hard to reach, promis-

ing unrealistic delivery times, and being late for or failing to 

keep appointments to their being impatient and rude when 

customers had trouble making up their minds. Caruso 

knows her decorators are competent and is concerned that 

she is not effectively leading and managing them. She won-

ders, in particular, if her hands-off approach is to blame 

and if she should change the manner in which she rewards 

or pays her decorators. She has asked for your advice.

    1. Analyze the sources of power that Caruso has 

available to her to influence the decorators. What 

advice can you give her to either increase her power 

base or use her existing power more effectively?  

   2. Given what you have learned in this chapter (for 

example, from the behavior model and path–goal 

theory), does Caruso seem to be performing 

appropriate leader behaviors in this situation? What 

advice can you give her about the kinds of behaviors 

she should perform?  

   3. What steps would you advise Caruso to take to 

increase the decorators’ motivation to deliver 

high-quality customer service?  

   4. Would you advise Caruso to try to engage in 

transformational leadership in this situation? If not, 

why not? If so, what steps would you advise her to 

take?     
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  Exploring the World Wide Web  [LO14-1, 14-2, 14-3, 14-4, 14-5]     

 G
o to the website of the Center for Creative Leadership 

( www.ccl.org ). Spend some time browsing through 

the site to learn more about this organization, which spe-

cializes in leadership. Then click on “Customized Ser-

vices” and then “Leadership Coaching” (both located 

under “Quick Links”). Read about the different coaching 

programs and options the center provides. How do you 

think leaders might benefit from coaching? What kinds of 

leaders/managers may find coaching especially beneficial? 

Do you think coaching services such as those provided 

by the Center for Creative Leadership can help leaders 

become more effective? Why or why not? 

  Be the Manager  [LO14-1, 14-2, 14-3, 14-4, 14-5]     

  Y
 ou are the CEO of a medium-size company that makes 

window coverings similar to Hunter Douglas blinds and 

duettes. Your company has a real cost advantage in terms 

of being able to make custom window coverings at costs 

that are relatively low in the industry. However, the per-

formance of your company has been lackluster. To make 

needed changes and improve performance, you met with 

the eight other top managers in your company and charged 

them with identifying problems and missed opportunities 

in each of their areas and coming up with an action plan to 

address the problems and take advantage of opportunities. 

 Once you gave the managers the okay, they were 

charged with implementing their action plans in a timely 

fashion and monitoring the effects of their initiatives 

monthly for the next 8 to 12 months. 

 You approved each of the managers’ action plans, and 

a year later most of the managers were reporting that their 

initiatives had been successful in addressing the prob-

lems and opportunities they had identified a year ago. 

However, overall company performance continues to be 

lackluster and shows no signs of improvement. You are 

confused and starting to question your leadership capa-

bilities and approach to change. What are you going to 

do to improve the performance and effectiveness of your 

company? 

Bloomberg Businessweek  Case 
in the News  [LO14-1, 14-2, 14-4]     

   “Don’t Mess This Up.” How Lego Finally Trusted Warner Bros. to Bring 
Its Minifigs to the Big Screen 

   K
 issing was a point of contention. 

“We had some kissing in the 

movie,” says Dan Lin, the producer 

of  The Lego Movie.  “It wasn’t lusty. 

When two minifigs kiss, there’s no 

tongue or anything. It’s just plastic 

kissing plastic, which we just thought 

was hilarious.” 

 The Lego brand managers were 

less amused. “They warned us that 

parents don’t like it when minifigs 

kiss,” says Lin. “We tested the movie 

several times. They were right. Par-

ents didn’t like it.” In the end (spoiler 

alert), the kisses got cut. Instead there 

are several romantic moments in the 

movie, featuring close-ups of amo-

rous minifigures attempting to lock 

together their fingerless, cup-shaped 

hands. The effect is equally absurd. 

 On February 7  The Lego Movie,  a 

feature-length animated film and the 

first theatrical release based on the 

ubiquitous toy, will open around the 

country. It’s voiced by an ensemble 

cast of comedic actors (Will Arnett, 

Elizabeth Banks, Chris Pratt), Holly-

wood dignitaries (Morgan Freeman, 

Liam Neeson), and American celebri-

ties at large (Shaquille O’Neal). 

 Produced by Lin, co-financed by 

Village Roadshow (VRL:AU), and dis-

tributed by Warner Bros. (TWX),  The 

Lego Movie  took more than five years 

to make. It’s directed by Chris Miller 

and Phil Lord, whose credits include 
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the animated hit  Cloudy with a 

Chance of Meatballs.  The Hollywood 

Reporter estimates it cost $60 million 

to $65 million to make. 

 Since the 2007 release of  Trans-

formers,  when Paramount Pictures 

(VIAB) created a multibillion-dollar 

entertainment franchise out of a 

moribund toy line, Hollywood has 

been awash in toy-inspired media. 

From the outset, the filmmakers’ goal 

was to create a Lego-infused movie 

that would amount to something 

more interesting than a 100-minute 

advertisement. 

 “A lot of people might think, ‘OK, 

this is all about them trying to sell 

the most toys,’” says Jill Wilfert, 

Lego vice president for global licens-

ing and entertainment. “For us, this 

was always about building the Lego 

brand.” Which, of course, is about 

selling toys, and an avalanche will 

accompany the film’s release, includ-

ing 17 Lego building sets, a line of 

collectible minifigures, a video game, 

a theme park exhibit, a soundtrack 

album, children’s books, and tons of 

lunchboxes, sticker books, T-shirts, 

hoodies, pajamas, backpacks, and 

Lego-branded undergarments. 

 At a time when Hollywood film-

makers are increasingly reliant on 

money from overseas audiences for 

survival, a movie based on a toy with 

such broad, cross-cultural appeal 

would seem like a no-brainer. “I can’t 

tell you how many people come up to 

me now and say, ‘Oh, a Lego movie? 

No duh. It’s so obvious,’” says Lin, 

whose job it was to persuade Lego to 

seize this opportunity. “It was abso-

lutely not obvious five years ago.” 

 These days the 80-year-old com-

pany is flying high. In 2012 Lego 

generated a $969 million profit on 

revenue of $4 billion and, buoyed 

by a 24 percent increase in sales, 

passed Hasbro (HAS) to become 

the second-largest toymaker in the 

world. It’s a big turnaround from 

2003–04, when an ill-fated period of 

product experimentation resulted in 

big losses. The key lesson the com-

pany took away from its dark years: 

Focus on toys, proceed cautiously 

when experimenting, and find good 

partners. In previous forays outside 

the toy business, the privately held 

company tried to do it all by itself and 

frequently stumbled. 

 Earning Lego’s confidence, says 

Lin, was the biggest challenge. “My 

big pitch to them was, ‘This is a way 

for you to get into the storytelling uni-

verse,’” says Lin, 40, a former Warner 

Bros. executive whose eponymous 

production company has a first-look 

deal with the studio. “It’s up to us to 

meet your motto that ‘Only the best is 

good enough.’ If we tell a great story, it 

can have a halo effect for your brand.” 

 Lin’s ambitions for  The Lego Movie  

went beyond simply enhancing the 

company’s reputation. “What I’ve told 

Warner Bros.,” says Lin, “is that if this 

movie works, in the future you’ll have 

live-action movies, you’ll have ani-

mated movies, and you’ll have Lego 

movies. It will be a new class of films 

that look photo real, that are very 

funny, and have a very specific tone. 

It’s a look you’ve never seen before.” 

 On the way to the première, there 

was plenty of friction between toy-

maker and filmmaker. “I’m not say-

ing it was an easy five years,” says 

Lin. “There was a lot of great creative 

push and pull. We made different ver-

sions of this movie three times. The 

biggest thing was, how edgy can the 

movie be?” 

 Wilfert, 48, speaks in measured 

sentences and emits a calm vibe, 

absent the manic elation that typifies 

Hollywood salesmen. She says that 

since joining Lego a quarter century 

ago she’s traveled to the company’s 

headquarters in Billund, Denmark, 

so many times she “practically feels 

like a Dane.” From her home base 

in Carlsbad, California (home also to 

one of the company’s licensed Lego-

land theme parks), she serves as liai-

son to the movie, TV, and video game 

industries. She buys entertainment 

licenses for Lego to turn into toy lines, 

and she sells Lego licenses for others 

to turn into entertainment. Wilfert’s 

job is not only to make sure Holly-

wood storytellers are happily playing 

with Lego but also to ensure they’re 

playing well and in an un-profane 

manner. 

 She oversees a small group that’s 

integrated into Lego’s overall market-

ing and product development pro-

cess. She doesn’t have any distinct 

revenue targets to hit. “The focus is 

first and foremost on the brand and 

delivering quality content that is com-

municating our values,” Wilfert says. 

“One of the great messages of the 

movie is that everybody can be cre-

ative and that there’s no wrong way 

to build with Lego. For us, that’s a 

really important message.” 

 The middle of three siblings, Wilfert 

grew up in Richardson, Texas, on the 

outskirts of Dallas. Her father worked 

in retail. She attended Liberty Univer-

sity in Lynchburg, Virginia, a school 

founded by Christian televangelist 

Jerry Falwell. After graduating in 1988 

with a degree in business administra-

tion and a minor in marketing, she 

moved back in with her parents, who 

had relocated to suburban Connecti-

cut. Her parents’ new house wasn’t 

far from Lego’s U.S. headquarters in 

Enfield. Proximity motivated her to 

apply for an entry-level position at the 

company, which she got. 

 Wilfert began her Lego career in 

the customer service department 

responding to fan letters and talking 

down frustrated kids who got stuck 

while building a Lego kit. Eventually 

Wilfert transferred to the marketing 

department. Over the next 15 years 

she worked in a variety of brand man-

agement roles. In 2003 Wilfert moved 

to Southern California and became 

Lego’s woman in Hollywood. 

 When people in the movie business 

come to Lego, they’re usually hoping 

to sell lucrative licensing rights to their 

new movie or television series. Each 

year Lego retires products to make 

room on the shelves for new ones. 

In a typical year newly launched lines 

account for roughly 60 percent of con-

sumer sales, according to Lego’s 2012 

annual report. Wilfert says she usu-

ally makes one or two big purchases 

a year. “We get pitched everything,” 

says Wilfert. “We say ‘no,’ a hundred 

times more than we say ‘yes.’” 

 Throughout most of Lego’s his-

tory, its toys were a superstar-free 

zone. Then in 1999, Lego acquired 
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the rights from Lucasfilm to manu-

facture toys based on the Star Wars 

universe. Star Wars Lego was an 

overnight sensation. Fifteen years 

later it remains a top seller. “That was 

the beginning of our relationship with 

Hollywood,” says Wilfert. 

 The company has since made 

dozens of building sets inspired by 

TV shows and movies, including 

Harry Potter, Spider-Man, Juras-

sic Park, SpongeBob SquarePants, 

Indiana Jones, Toy Story, Pirates of 

the Caribbean, and The Simpsons. 

“Licenses bring us relevance, stories, 

and characters,” says Wilfert. “We 

can do that on our own. But kids are 

fickle today, especially in our busi-

ness. They want what’s new.” 

 Wilfert’s other mission is to extend 

the Lego brand into other kinds of 

entertainment. Over the years, Lego’s 

efforts have grown incrementally. 

They’ve created Web trailers for Star 

Wars movies rendered in Legos; a Lego 

Atlantis movie for the Cartoon Network; 

a handful of direct-to-DVD movies 

based on the Lego Bionicle toys, a sci-

ence fantasy theme introduced in 2000; 

and a series of video games. The com-

pany’s biggest hits have been Ninjago: 

Masters of Spinjitzu and Legends of 

Chima, a pair of highly rated animated 

series on the Cartoon Network. 

 Kerry Phelan, who worked with Wil-

fert at Lego for more than a decade and 

who has since gone on to licensing jobs 

with Lucasfilm, Pixar, and DreamWorks 

(DWA), says Wilfert deserves credit for 

pushing Lego into new media while 

also being fiercely protective. “She’s an 

amazing brand guardian and steward 

for Lego,” says Phelan. “She’s dedi-

cated her entire career to it. She under-

stands that on the entertainment side, 

the story has to be great. If you get the 

art right, the commerce will follow.” 

 On a Saturday morning in late Jan-

uary, Lin sits down for an interview 

inside a pirate-themed room with a 

Jolly Roger bedspread at the Lego-

land Hotel in Carlsbad. He says that 

unlike movie-based Legos, a Lego 

movie wasn’t an easy sell. 

 Lego’s core audience tends to 

be 5- to 12-year-olds. At around 13, 

most kids age out. That’s a red flag for 

studios that rely on teenagers to help 

drive opening-weekend box office. 

There were also questions about how 

Lego would translate into a narrative. 

The company has thrived by creating 

distinct, colorful wonderlands occu-

pied for the most part by nameless, 

indistinct characters. The minifig-

ures are essentially blank slates onto 

which kids can project their own sto-

ries and characters. That’s great for 

inspiring creative play, less effective 

for winning over studio executives. 

 Lin says negotiating the rights to 

the Lego brand required a marathon 

courtship. To win over its executives, 

Lin and his handpicked film direc-

tors attended several BrickCons— 

massive gatherings of AFOLs, or adult 

fans of Lego. They visited Legoland in 

California. They went to Lego stores. 

They took part in Lego competitions. 

 In his proposal to the company, 

Lin emphasized that Warner Bros. 

had created global franchises around 

Harry Potter, Batman, and Sherlock 

Holmes while managing to protect 

the integrity of the intellectual prop-

erty. For a toy company like Lego, 

which enjoys near market saturation 

in some countries (such as the United 

States and Germany) and is seeking 

more growth in places such as China 

and India, a big-budget movie offers 

a unique opportunity to introduce its 

brand to consumers in developing 

markets. Eventually, Lin’s persistence 

paid off, and Lego and Warner Bros. 

struck a deal in August 2009. 

 The movie tells the story of Emmet, 

an ordinary construction worker who 

battles with a maniacal business mogul 

hell-bent on stamping out creativity in 

the Lego universe by super-gluing every 

brick into a permanent place. Emmet 

joins forces with an underground class 

of Lego master builders and discovers 

the untapped powers of his imagina-

tion. A creative rebellion ensues. 

  The Lego Movie  is chock-full of 

cameos. Various characters Wil-

fert licensed over the years, from 

companies including Disney (DIS), 

DC Comics, and Mirage Studios, 

merrily comingle. The final mix has 

appearances by Superman, the Green 

Lantern, Han Solo, Chewbacca, Won-

der Woman, Robin Hood, the Teenage 

Mutant Ninja Turtles, and Abraham 

Lincoln. Batman plays a starring role. 

“We have some great relationships 

with the various studios in town,” says 

Wilfert. “They know that’s how kids 

actually play with Lego. Kids will take 

Dumbledore and Batman and put 

them together in the same scenario.” 

 Throughout the moviemaking pro-

cess, Wilfert’s team was invited to weigh 

in on almost every aspect of the film. “My 

pitch to them was, ‘There is the con-

tract, and then there is reality,’” says Lin. 

“You guys may not have certain approv-

als per the contract. But I’m working 

with your baby, and I want to treat 

it right. I want to make you partners.” 

 At one point, Lin and his direc-

tors flew to Billund to participate in a 

“boost session,” where the filmmak-

ers tossed out concepts from the 

screenplay—such as a steampunk 

pirate ship—and then Lego’s design-

ers competed to build the best pos-

sible version. “A lot of that made it 

into the film,” says Wilfert. 

 “They were very influential on 

story, script, every major casting 

decision, every director decision,” 

says Lin. “It’s a hybrid movie made 

out of [computer graphics] and real 

bricks. They co-built the movie.” 

 Occasionally disputes arose. 

Appealing to teenagers often requires 

things like outlandish dialogue, potty 

jokes, and gunplay. “That required us 

going outside the Lego boundaries at 

times,” says Lin. “So there was a lot 

of negotiation.” 

 The Lego overseers made conces-

sions, too. “I was like, ‘Could we take 

out some of these butt jokes?’” says 

Wilfert. “They felt really strongly that it 

was adding to the humor and gestalt 

of the movie. We did a lot of screen-

ing, and moms were fine with it, so 

we left them in there.”    

  Source:  Felix Gillette, “Don’t Mess This Up. 

How Lego Finally Trusted Warner Bros. to Bring 

Its Minifigs to the Big Screen,” Bloomberg Busi-

ness Week, February 10, 2014. Used with per-

mission of Bloomberg L.P. Copyright © 2014. 

All rights reserved. 
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   Questions for 

Discussion 

    1. How would you characterize Dan 

Lin’s personal leadership style? 

What are his sources of power, 

and what traits do you think he 

is high on?  

   2. Do you think Dan Lin is a 

transformational leader? If so, 

in what ways has he been a 

transformational leader? If not, 

why not?  

   3. How would you characterize Jill 

Willfert’s personal leadership 

style, what are her sources of 

power, and what traits do you 

think she is high on?  

   4. Do you think Jill Willfert is a 

transformational leader? If so, 

in what ways has she been a 

transformational leader? If not, 

why not?      
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   LO15-1  Explain why groups and teams are key contributors to organizational 
effectiveness. 

   LO15-2  Identify the different types of groups and teams that help managers and 
organizations achieve their goals. 

   LO15-3  Explain how different elements of group dynamics influence the functioning 
and effectiveness of groups and teams. 

   LO15-4  Explain why it is important for groups and teams to have a balance of 
conformity and deviance and a moderate level of cohesiveness. 

   LO15-5  Describe how managers can motivate group members to achieve  organizational 
goals and reduce social loafing in groups and teams.  

 Effective Groups and Teams   

 CHAPTER 15 

   Learning Objectives 

  After studying this chapter, you should be able to:  
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Gore uses teams to develop new products rather than a hierarchy of 

managers. Its best-known product is the waterproof fabric Gore-Tex.

  How can managers promote innova-

tion and high performance?  W. L. Gore 

& Associates was founded by Wilbert (“Bill”) 

Gore and his wife Genevieve (“Vieve”) in the 

basement of their house in 1958, and the 

rest has literally been history.  1   Widely recog-

nized for its diverse and innovative products, 

in 2013 Gore had over $3 billion in annual 

sales and over 10,000 employees (who are 

called associates) worldwide. Headquartered 

in Newark, Delaware, Gore’s most widely 

recognized product is the waterproof fabric 

Gore-Tex. Gore makes a wide array of prod-

ucts including fabrics for outerwear, medi-

cal products used in surgeries, fibers for 

astronauts’ space suits, and Elexir strings for 

acoustic guitars. While Gore has thousands 

of products and over 2,000 worldwide pat-

ents, most of Gore’s products are based 

on a very adaptable material, expanded 

polytetrafluoroethylene (ePTFE), a polymer 

invented by the Gores’ son in 1969.  2   A key 

ingredient to Gore’s enduring success is its 

use of teams to innovate and motivate rather 

than relying on a hierarchy of managers.  3   

 The Gores were 45 years old and the 

parents of five children when they took the 

plunge.  4   Prior to starting his own company, 

Bill Gore worked at DuPont, which helped 

him realize how teams can be powerful 

sources of innovation and high perfor-

mance. As a member of small R&D teams 

at DuPont, Gore experienced firsthand how 

inspiring and motivating it can be to work 

on a self-managed team with the objec-

tive to create and innovate and having high 

levels of autonomy to do so. He reasoned 

that innovation and high motivation and per-

formance would likely result when as many 

people as possible in an organization were 

members of self-managed teams tasked to 

be innovative with high levels of autonomy. 

     

   A MANAGER’S CHALLENGE 

   Teams Innovate at W.L. Gore 
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And that is what he set out to accomplish by 

founding W. L. Gore. Thus many teams at 

Gore have the goal of developing innovative 

new products.  5   

 While Gore has a CEO (Terri Kelly) and 

four divisions (electronics, fabrics, industrial, 

and medical), there are few managers, and 

associates do not have supervisors. Gore is 

structured around a lattice of self-managed 

teams in which associates and their teams 

communicate directly with each other when-

ever the need or desire arises and are tasked 

with the mission to innovate, perform highly, 

and to enjoy their work.  6   Personal initiative 

and high motivation are greatly valued at 

Gore, and working in self-managed teams 

with high levels of autonomy fuels new prod-

uct innovations.  7   

 Associates working in manufacturing are 

also empowered to work in self-managed 

teams. For example, a team of manufactur-

ing associates realized that new manufactur-

ing equipment was needed to produce work 

in the United States that had been produced 

overseas, leading to inefficiencies. The team 

gathered information from other teams to 

develop the specifications for the machinery. 

Teams of associates negotiated to have an 

outside supplier build the $2 million machin-

ery. And all went well when the equipment 

was installed and used.  8   

 At Gore, associates recognize leaders who 

are especially proficient at building great 

teams and accomplishing goals and will-

ingly become their followers.  9   New hires at 

Gore are assigned into broad areas—such 

as R&D, engineering, sales and marketing, 

information technology, operations manage-

ment, and human resources—and assigned 

a sponsor.  10   Sponsors are experienced 

associates who help newcomers learn the 

ropes, meet other associates, and accli-

matize to Gore’s unique culture and values 

centered around high trust and motivation. 

When Jim Grigsby, an electrical engineer, 

was hired by Gore around 15 years ago, his 

sponsor told him to spend some time meet-

ing other associates and gave him a list of 

associates it would be good for him to talk 

with.  11   Having worked for more traditional 

and hierarchical companies, Grigsby was 

surprised by this advice. His thinking: “Am 

I really getting paid just to meet people?” 

After gaining an appreciation for Gore’s col-

laborative lattice structure and extensive use 

of self-managed teams weeks later, Grigsby 

realized that he had received good advice. 

As he put it, “It becomes apparent that 

you need these people to get project work 

done.”  12   Ultimately sponsors help newcom-

ers find a team for which they are a good fit. 

Teams are truly  self-managing, so it is up 

to the team to decide if they want to have 

newcomers join them, and the newcomers 

are responsible to the teams they join. Expe-

rienced associates are typically members of 

multiple self-managed teams.  13   

 One of the largest 200 privately held com-

panies in the United States, Gore is owned 

by the Gore family and associates.  14   Asso-

ciates are awarded a percentage of their 

salary in shares of the company and also 

participate in a profit-sharing program. The 

shares become vested after a certain time 

period elapses, and associates who leave 

the company can sell their shares back for 

cash payouts.  15   

 At Gore, associates are accountable to 

each other and the teams they are mem-

bers of. Thus perhaps it is not surprising that 

associates are reviewed by their peers. Each 

year information is gathered from around 20 
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    W. L. Gore is not alone in using groups and teams to innovate and 

improve organizational effectiveness. Managers in companies large and 

small are using groups and teams to enhance performance, increase responsiveness to cus-

tomers, spur innovation, and motivate employees. In this chapter we look in detail at how 

groups and teams can contribute to organizational effectiveness and the types of groups and 

teams used in organizations. We discuss how different elements of group dynamics influence 

the functioning and effectiveness of groups, and we describe how managers can motivate 

group members to achieve organizational goals and reduce social loafing in groups and teams. 

By the end of this chapter you will appreciate why the effective management of groups and 

teams is a key ingredient for organizational performance and effectiveness.    

 

   A    group    may be defined as two or more people who interact with each 

other to accomplish certain goals or meet certain needs.  21   A    team    is a 

group whose members work  intensely  with one another to achieve a 

specific common goal or objective. As these definitions imply, all teams 

are groups, but not all groups are teams. The two characteristics that 

distinguish teams from groups are the  intensity  with which team mem-

bers work together and the presence of a  specific, overriding team goal 

or objective.  

 Recall from “A Manager’s Challenge” how teams at Gore have the goal 

of developing innovative new products. In contrast, the accountants who work in a small CPA firm 

are a group: They may interact with one another to achieve goals such as keeping up-to-date on the 

latest changes in accounting rules and regulations, maintaining a smoothly functioning office, satis-

fying clients, and attracting new clients. But they are not a team because they do not work intensely 

with one another. Each accountant concentrates on serving the needs of his or her own clients. 

 Because all teams are also groups, whenever we use the term  group  in this chapter, we are 

referring to both groups  and  teams. As you might imagine, because members of teams work 

intensely together, teams can sometimes be difficult to form, and it may take time for members 

to learn how to effectively work together. Groups and teams can help an organization gain a 

competitive advantage because they can (1) enhance its performance, (2) increase its respon-

siveness to customers, (3) increase innovation, and (4) increase employees’ motivation and 

satisfaction (see  Figure 15.1 ). In this section we look at each of these contributions in turn.   

Overview

Groups,
Teams, and

Organizational
Effectiveness

    group    Two or more people 

who interact with each other 

to accomplish certain goals or 

meet certain needs.   

    team    A group whose mem-

bers work intensely with one 

another to achieve a specific 

common goal or objective.   

 LO15-1 

 Explain why groups and 
teams are key contributors 
to organizational 
effectiveness. 

colleagues of each associate and given to a 

compensation committee in their work unit that 

determines relative contributions and compen-

sation levels for members of the unit.  16   

 Associates thrive in Gore’s collaborative 

and team-based structure. Thus it is not sur-

prising that Gore has received recognition 

for being a top employer. For example, Gore 

has been on  Fortune  magazine’s list of the 

“100 Best Companies to Work For” for 17 

years in a row; in 2014 Gore was 22nd on 

the list.  17   As another example, in 2013 Gore 

was ranked 5th on a listing of the 25 “World’s 

Best Multinational Workplaces” by the Great 

Places to Work Institute.  18   Gore has also 

been recognized as a best workplace in the 

United Kingdom, France, Germany, Sweden, 

Italy, Korea, and China.  19   As Gore CEO Terri 

Kelly indicates, “. . . we take great pride in our 

continued recognition as a top workplace in 

the United States and around the world, and 

we also continue to focus on cultivating an 

environment where creativity and innovation 

thrive.”  20           
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   Groups and Teams as Performance Enhancers 
 One of the main advantages of using groups is the opportunity to obtain a type of    synergy   : 

People working in a group can produce more or higher-quality outputs than would have been 

produced if each person had worked separately and all their individual efforts were later com-

bined. The essence of synergy is captured in the saying “The whole is more than the sum of its 

parts.” Factors that can contribute to synergy in groups include the ability of group members to 

bounce ideas off one another, to correct one another’s mistakes, to solve problems immediately 

as they arise, to bring a diverse knowledge base to bear on a problem or goal, and to accom-

plish work that is too vast or all-encompassing for any individual to achieve on his or her own. 

 To take advantage of the potential for synergy in groups, managers need to make sure that 

groups are composed of members who have complementary skills and knowledge relevant to 

the group’s work. For example, at Hallmark Cards, synergies are created by bringing together 

all the different functions needed to create and produce a greeting card in a cross-functional 

team (a team composed of members from different departments or functions; see Chapter 10). 

For instance, artists, writers, designers, and marketing experts work together as team mem-

bers to develop new cards.  22   

 At Hallmark the skills and expertise of the artists complement the contributions of the writ-

ers and vice versa. Managers also need to give groups enough autonomy so that the groups, 

rather than the manager, are solving problems and determining how to achieve goals and 

objectives, as is true in the cross-functional teams at Hallmark and the teams at Gore in “A 

 Manager’s Challenge.” To promote synergy, managers need to empower their subordinates and 

to be coaches, guides, and resources for groups while refraining from playing a more directive 

or supervisory role. The potential for synergy in groups may be why more and more managers 

are incorporating empowerment into their personal leadership styles (see Chapter 14). 

 When tasks are complex and involve highly sophisticated and rapidly changing technolo-

gies, achieving synergies in teams often hinges on having the appropriate mix of backgrounds 

and areas of expertise represented on the team. In large organizations with operations in many 

states and countries, managers can rely on databases and software applications to determine 

which employees might have the expertise needed on a particular team or for a certain project.  

  Groups, Teams, and Responsiveness 
to Customers 
 Being responsive to customers is not always easy. In manufacturing organizations, for exam-

ple, customers’ needs and desires for new and improved products have to be balanced against 

engineering constraints, production costs and feasibilities, government safety regulations, 

    synergy    Performance gains 

that result when individuals 

and departments coordinate 

their actions.   

 Figure 15.1 

 Groups’ and Teams’ Contributions to Organizational Effectiveness  

Groups and

teams can
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and marketing challenges. In service organizations such as health maintenance organizations 

(HMOs), being responsive to patients’ needs and desires for prompt, high-quality medical 

care and treatment has to be balanced against meeting physicians’ needs and desires and 

keeping health care costs under control. Being responsive to customers often requires the 

wide variety of skills and expertise found in different departments and at different levels in an 

organization’s hierarchy. Sometimes, for example, employees at lower levels in an organiza-

tion’s hierarchy, such as sales representatives for a computer company, are closest to its cus-

tomers and the most attuned to their needs. However, lower-level employees like salespeople 

often lack the technical expertise needed for new product ideas; such expertise is found in 

the research and development department. Bringing salespeople, research and development 

experts, and members of other departments together in a group or cross-functional team can 

enhance responsiveness to customers. Consequently, when managers form a team, they must 

make sure the diversity of expertise and knowledge needed to be responsive to customers 

exists within the team; this is why cross-functional teams are so popular. 

 In a cross-functional team, the expertise and knowledge in different organizational depart-

ments are brought together in the skills and knowledge of the team members. Managers of high-

performing organizations are careful to determine which types of expertise and knowledge are 

required for teams to be responsive to customers, and they use this information in forming teams.  

  Teams and Innovation 
 Innovation—the creative development of new products, new technologies, new services, or 

even new organizational structures—is a topic we introduced in Chapter 1. Often an individ-

ual working alone does not possess the extensive and diverse skills, knowledge, and expertise 

required for successful innovation. Managers can better encourage innovation by creating 

teams of diverse individuals who together have the knowledge relevant to a particular type of 

innovation, as has been the case at Gore, rather than by relying on individuals working alone. 

 Using teams to innovate has other advantages. First, team members can often uncover one 

another’s errors or false assumptions; an individual acting alone would not be able to do this. 

Second, team members can critique one another’s approaches and build off one another’s 

strengths while compensating for weaknesses—an advantage of devil’s advocacy and dialec-

tical inquiry, discussed in Chapter 7. 

 To further promote innovation, managers can empower teams and make their members 

fully responsible and accountable for the innovation process. The manager’s role is to provide 

guidance, assistance, coaching, and the resources that team members need and  not  to closely 

direct or supervise their activities. To speed innovation, managers also need to form teams 

in which each member brings some unique resource to the team, such as engineering prow-

ess, knowledge of production, marketing expertise, or financial savvy. Successful innovation 

sometimes requires that managers form teams with members from different countries and 

cultures. 

 Amazon uses teams to spur innovation, and many of the unique features on its website that 

enable it to be responsive to customers and meet their needs have been developed by teams, 

as indicated in the accompanying “Information Technology Byte” feature.   

  Pizza Teams Innovate at Amazon 
 Jeff Bezos, founder, CEO, and chairman of the board of Amazon, is a firm believer in 
the power of teams to spur innovation.  23   At Amazon, teams have considerable auton-
omy to develop their ideas and experiment without interference from managers or other 
groups. And teams are kept deliberately small. According to Bezos, no team should 
need more than two pizzas to feed its members.  24   If more than two pizzas are needed to 
nourish a team, the team is too large. Thus teams at Amazon typically have no more than 
about five to seven members.  25    

 Information 
Technology 

Byte 
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  Groups and Teams as Motivators 
 Managers often form groups and teams to accomplish organizational goals and then find 

that using groups and teams brings additional benefits. Members of groups, and especially 

members of teams (because of the higher intensity of interaction in teams), are likely to be 

more satisfied than they would have been if they were working on their own. The experi-

ence of working alongside other highly charged and motivated people can be stimulating and 

motivating: Team members can see how their efforts and expertise directly contribute to the 

achievement of team and organizational goals, and they feel personally responsible for the 

outcomes or results of their work. This has been the case at Hallmark Cards. 

 The increased motivation and satisfaction that can accompany the use of teams can also 

lead to other outcomes, such as lower turnover. This has been Frank B. Day’s experience 

as founder and chairman of the board of Rock Bottom Restaurants Inc.  30   To provide high-

quality customer service, Day has organized the restaurants’ employees into waitstaff teams, 

whose members work together to refill beers, take orders, bring hot chicken enchiladas to 

the tables, or clear off the tables. Team members share the burden of undesirable activities 

and unpopular shift times, and customers no longer have to wait until a particular waitress 

or waiter is available. Motivation and satisfaction levels in Rock Bottom restaurants seem to 

be higher than in other restaurants, and turnover is about half that experienced in other U.S. 

restaurant chains.  31   

 Working in a group or team can also satisfy organizational members’ needs for engaging 

in social interaction and feeling connected to other people. For workers who perform highly 

stressful jobs, such as hospital emergency and operating room staff, group membership 

can be an important source of social support and motivation. Family members or friends 

may not be able to fully understand or appreciate some sources of work stress that these 

group members experience firsthand. Moreover, group members may cope better with 

work stressors when they can share them with other members of their group. In addition, 

groups often devise techniques to relieve stress, such as the telling of jokes among hospital 

operating room staff. 

 Why do managers in all kinds of organizations rely so heavily on groups and teams? Effec-

tively managed groups and teams can help managers in their quest for high performance, 

responsiveness to customers, and employee motivation. Before explaining how managers can 

effectively manage groups, however, we will describe the types of groups that are formed in 

organizations.     

 LO15-2 

 Identify the different types of 
groups and teams that help 
managers and organizations 
achieve their goals. 

 “Pizza teams” have come up with unique and popular innovations that indi-
viduals working alone might never have thought of. A team developed the 
“Gold Box” deals that customers can click on to receive special offers that 
expire within a certain time period. Another team developed “Search Inside 
the Book,” which allows customers to search and read content from millions of 
pages of books.  26   And a team developed the Amazon Kindle, a wireless reader 
that weighs less than 8 ounces, can hold over thousands of titles, can receive 
automatic delivery of major newspapers and blogs, and has a high-resolution 
screen that looks like and can be read like paper.  27   

 While Bezos gives teams autonomy to develop and run with their ideas, he 
also believes in careful analysis and testing of ideas. A great advocate of the 
power of facts, data, and analysis, Bezos feels that whenever an idea can be 
tested through analysis, analysis should rule the day. When an undertaking is 
just too large or too uncertain or when data are lacking, Bezos and other expe-
rienced top managers make the final call.  28   But to make such judgment calls 
about implementing new ideas (either by data analysis or expert judgment), 
truly creative ideas are needed. To date, teams have played a very important 
role in generating ideas that have helped Amazon to be responsive to its cus-
tomers, to have a widely known Internet brand name, and to be the highly suc-
cessful and innovative company it is today.  29    

Pepperoni or plain cheese? At  Amazon, 
pizza teams are small enough to need 
just one of each.

 



Free ebooks ==>   www.ebook777.com
 Effective Groups and Teams 449

  
   To achieve their goals of high performance, responsiveness to custom-

ers, innovation, and employee motivation, managers can form various 

types of groups and teams (see  Figure 15.2 ).    Formal groups    are those 

that managers establish to achieve organizational goals. The formal work 

groups are  cross-functional  teams composed of members from different departments, such as 

those at Hallmark Cards, and  cross-cultural  teams composed of members from different cul-

tures or countries, such as the teams at global carmakers. As you will see, some of the groups 

discussed in this section also can be considered to be cross-functional (if they are composed 

of members from different departments) or cross-cultural (if they are composed of members 

from different countries or cultures).  

 Sometimes organizational members, managers or nonmanagers, form groups because 

they feel that groups will help them achieve their own goals or meet their own needs (for 

example, the need for social interaction). Groups formed in this way are    informal groups   . 

Four nurses who work in a hospital and have lunch together twice a week constitute an infor-

mal group.  

   The Top Management Team 
 A central concern of the CEO and president of a company is to form a    top management 

team    to help the organization achieve its mission and goals. Top management teams are 

responsible for developing the strategies that result in an organization’s competitive advan-

tage; most have between five and seven members. In forming their top management teams, 

CEOs are well advised to stress diversity in expertise, skills, knowledge, and experience. 

Thus many top management teams are also cross-functional teams: They are composed of 

members from different departments, such as finance, marketing, production, and engineer-

ing. Diversity helps ensure that the top management team will have all the background and 

resources it needs to make good decisions. Diversity also helps guard against  groupthink —

faulty group decision making that results when group members strive for agreement at the 

expense of an accurate assessment of the situation (see Chapter 7).  

  Research and Development Teams 
 Managers in pharmaceuticals, computers, electronics, electronic imaging, and other high-tech 

industries often create    research and development teams    to develop new products. Manag-

ers select R&D team members on the basis of their expertise and experience in a certain area. 

Sometimes R&D teams are cross-functional teams with members from departments such as 

engineering, marketing, and production in addition to members from the research and devel-

opment department.  

Types of Groups 
and Teams

    formal group    A group 

that managers establish to 

achieve organizational goals.   

    informal group    A group 

that managers or nonmana-

gerial employees form to help 

achieve their own goals or 

meet their own needs.   

    top management team    A 

group composed of the 

CEO, the president, and the 

heads of the most important 

departments.   

    research and develop-

ment team    A team whose 

members have the expertise 

and experience needed to 

develop new products.   

 Figure 15.2 
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  Command Groups 
 Subordinates who report to the same supervisor compose a    command group   . When top 

managers design an organization’s structure and establish reporting relationships and a chain 

of command, they are essentially creating command groups. Command groups, often called 

 departments  or  units,  perform a significant amount of the work in many organizations. In 

order to have command groups that help an organization gain a competitive advantage, man-

agers not only need to motivate group members to perform at a high level but also need to be 

effective leaders. Examples of command groups include the salespeople in a large department 

store in New York who report to the same supervisor, the employees of a small swimming 

pool sales and maintenance company in Florida who report to a general manager, the tele-

phone operators at the MetLife insurance company who report to the same supervisor, and 

workers on an automobile assembly line in the Ford Motor Company who report to the same 

first-line manager.  

  Task Forces 
 Managers form    task forces    to accomplish specific goals or solve problems in a certain time 

period; task forces are sometimes called  ad hoc committees.  For example, Michael Rider, 

owner and top manager of a chain of six gyms and fitness centers in the Midwest, created 

a task force composed of the general managers of the six gyms to determine whether the 

fitness centers should institute a separate fee schedule for customers who wanted to use the 

centers only for aerobics classes (and not use other facilities such as weights, steps, tracks, 

and swimming pools). The task force was given three months to prepare a report summariz-

ing the pros and cons of the proposed change in fee schedules. After the task force completed 

its report and reached the conclusion that the change in fee structure probably would reduce 

revenues rather than increase them and thus should not be implemented, it was disbanded. As 

in Rider’s case, task forces can be a valuable tool for busy managers who do not have the time 

to personally explore an important issue in depth. 

 Sometimes managers need to form task forces whose work, so to speak, is never done. The 

task force may be addressing a long-term or enduring problem or issue facing an organiza-

tion, such as how to most usefully contribute to the local community or how to make sure the 

organization provides opportunities for potential employees with disabilities. Task forces that 

are relatively permanent are often referred to as  standing committees.  Membership in standing 

committees changes over time. Members may have, for example, a two- or three-year term on 

the committee, and memberships expire at varying times so there are always some members 

with experience on the committee. Managers often form and maintain standing committees to 

make sure important issues continue to be addressed.  

  Self-Managed Work Teams 
    Self-managed work teams    are teams in which members are empowered and have the 

responsibility and autonomy to complete identifiable pieces of work, as is true at W. L. Gore 

in “A Manager’s Challenge.” On a day-to-day basis, team members decide what the team 

will do, how it will do it, and which members will perform which specific tasks.  32   Managers 

can assign self-managed work teams’ overall goals (such as assembling defect-free computer 

keyboards) but let team members decide how to meet those goals. Managers usually form 

self-managed work teams to improve quality, increase motivation and satisfaction, and lower 

costs. Often, by creating self-managed work teams, they combine tasks that individuals work-

ing separately used to perform, so the team is responsible for the whole set of tasks that yields 

an identifiable output or end product. 

 Managers can take a number of steps to ensure that self-managed work teams are effective 

and help an organization achieve its goals:  33  

    • Give teams enough responsibility and autonomy to be truly self-managing. Refrain from 

telling team members what to do or solving problems for them even if you (as a manager) 

know what should be done.  

    command group    A group 

composed of subordinates 

who report to the same 

supervisor; also called  depart-

ment  or  unit.    

    task force    A committee of 

managers or nonmanage-

rial employees from various 

departments or divisions 

who meet to solve a specific, 

mutual problem; also called 

an  ad hoc committee.    

    self-managed work 

team    A group of employ-

ees who supervise their own 

activities and monitor the 

quality of the goods and ser-

vices they provide.   
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   • Make sure a team’s work is sufficiently complex so that it entails a number of different steps 

or procedures that must be performed and results in some kind of finished end product.  

   • Carefully select members of self-managed work teams. Team members should have the 

diversity of skills needed to complete the team’s work, have the ability to work with oth-

ers, and want to be part of a team.  

   • As a manager, realize that your role with self-managed work teams calls for guidance, 

coaching, and supporting, not supervising. You are a resource for teams to turn to when 

needed.  

   •  Analyze what type of training team members need and provide it. Working in a self-

managed work team often requires that employees have more extensive technical and 

interpersonal skills.    

 Managers in a wide variety of organizations have found that self-managed work teams 

help the organization achieve its goals,  34   as profiled in the accompanying “Management 

Insight” feature.  

  Self-Managed Teams at Louis Vuitton 
and Nucor Corporation 

 Managers at Louis Vuitton, the most valuable luxury brand in the world, and managers 
at Nucor Corporation, the largest producer of steel and biggest recycler in the United 
States, have succeeded in effectively using self-managed teams to produce luxury 
accessories and steel, respectively. Self-managed teams at both companies not only are 
effective but truly excel and have helped make the companies leaders in their respective 
industries.  35   

 Teams with between 20 and 30 members 
make Vuitton handbags and accessories. The 
teams work on only one product at a time; a 
team with 24 members might produce about 120 
handbags per day. Team members are empow-
ered to take ownership of the goods they pro-
duce, are encouraged to suggest improvements, 
and are kept up-to-date on key facts such as 
products’ selling prices and popularity. As Thi-
erry Nogues, a team leader at a Vuitton factory 
in Ducey, France, put it, “Our goal is to make 
everyone as multiskilled and autonomous as 
possible.”  36   

 Production workers at Nucor are organized 
into teams ranging in size from 8 to 40 mem-
bers based on the kind of work the team is 
responsible for, such as rolling steel or operat-
ing a furnace. Team members have considerable 

autonomy to make decisions and creatively respond 
to problems and opportunities, and there are rela-

tively few layers in the corporate hierarchy, supporting the empowerment of teams.  37   
Teams develop their own informal rules for behavior and make their own decisions. As 
long as team members follow organizational rules and policies (such as those for safety) 
and meet quality standards, they are free to govern themselves. Managers act as coaches 
or advisers rather than supervisors, helping teams when needed.  38   

 To ensure that production teams are motivated to help Nucor achieve its goals, team 
members are eligible for weekly bonuses based on the team’s performance. Essen-
tially, these production workers receive base pay that does not vary and are eligible 

 Management 
Insight 

A team member assembles classic Louis Vuitton bags at the company’s 
fine leather goods factory in the Normandy town of Ducey in France.
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 Sometimes employees have individual jobs but also are part of a self-managed team that 

is formed to accomplish a specific goal or work on an important project. Employees need to 

perform their own individual job tasks and also actively contribute to the self-managed team 

so that the team achieves its goal. 

 Sometimes self-managed work teams can run into trouble. Members may be reluctant to 

discipline one another by withholding bonuses from members who are not performing up to 

par or by firing members.  43   Buster Jarrell, a manager who oversaw self-managed work teams 

in AES Corporation’s Houston plant, found that although the self-managed work teams were 

highly effective, they had a difficult time firing team members who were performing poorly.  44   

 The Dallas office of the New York Life Insurance Company experimented with having 

members of self-managed teams evaluate one another’s performance and determine pay 

levels. Team members did not feel comfortable assuming this role, however, and managers 

ended up handling these tasks.  45   One reason for team members’ discomfort may be the close 

personal relationships they sometimes develop with one another. In addition, members of 

self-managed work teams may sometimes take longer to accomplish tasks, such as when team 

members have difficulties coordinating their efforts.  

  Virtual Teams 
    Virtual teams    are teams whose members rarely or never meet face-to-face but, rather, inter-

act by using various forms of information technology such as email, text messaging, com-

puter networks, telephone, fax, and videoconferences. As organizations become increasingly 

global, and as the need for specialized knowledge increases due to advances in technology, 

managers can create virtual teams to solve problems or explore opportunities without being 

limited by team members needing to work in the same geographic location.  46   

 Take the case of an organization that has manufacturing facilities in Australia, Canada, the 

United States, and Mexico and is encountering a quality problem in a complex manufacturing 

process. Each of its facilities has a quality control team headed by a quality control manager. 

The vice president for production does not try to solve the problem by forming and leading 

a team at one of the four manufacturing facilities; instead she forms and leads a virtual team 

composed of the quality control managers of the four plants and the plants’ general managers. 

When these team members communicate via email, the company’s networking site, and vid-

eoconferencing, a wide array of knowledge and experience is brought to solve the problem. 

 The principal advantage of virtual teams is that they enable managers to disregard geo-

graphic distances and form teams whose members have the knowledge, expertise, and 

    virtual team    A team whose 

members rarely or never meet 

face-to-face but, rather, inter-

act by using various forms 

of information technology 

such as e-mail, computer 

networks, telephone, fax, and 

videoconferences.   

to receive weekly bonus pay that can average from 80 percent to 150 percent of their 
regular pay.  39   The bonus rate is predetermined by the work a team performs and the 
capabilities of the machinery they use. Given the immediacy of the bonus and its 
potential magnitude, team members are motivated to perform at a high level, develop 
informal rules that support high performance, and strive to help Nucor reach its 
goals. Moreover, because all members of a team receive the same amount of weekly 
bonus money, they are motivated to do their best for the team, cooperate, and help 
one another out.  40   Of course, in tough economic times such as the recession in the 
late 2000s, Nucor’s production workers’ bonuses fall as demand for Nucor’s products 
drops. Nonetheless, Nucor was able to avoid laying off employees, unlike a lot of other 
large corporations.  41   

 Crafting a luxury handbag and making steel joists couldn’t be more different from 
each other in certain ways. Yet the highly effective self-managed teams at Louis Vuit-
ton and Nucor share some fundamental qualities. These teams really do take owner-
ship of their work and are highly motivated to perform effectively. Team members have 
the skills and knowledge they need to be effective, they are empowered to make deci-
sions about their work, and they know their teams are making vital contributions to their 
organizations.  42    
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experience to tackle a particular problem or take advantage of a specific opportunity.  47   Vir-

tual teams also can include members who are not actually employees of the organization 

itself; a virtual team might include members of a company that is used for outsourcing. More 

and more companies, including BP PLC, Nokia Corporation, and Ogilvy & Mather, are using 

virtual teams.  48   

 Members of virtual teams rely on two forms of information technology: synchronous tech-

nologies and asynchronous technologies.  49    Synchronous technologies  let virtual team members 

communicate and interact with one another in real time simultaneously and include videocon-

ferencing, teleconferencing, and electronic meetings.  Asynchronous technologies  delay com-

munication and include email, electronic bulletin boards, and Internet websites. Many virtual 

teams use both kinds of technology depending on what projects they are working on. 

 Increasing globalization is likely to result in more organizations relying on virtual teams 

to a greater extent.  50   One challenge members of virtual teams face is building a sense of 

camaraderie and trust among team members who rarely, if ever, meet face-to-face. To address 

this challenge, some organizations schedule recreational activities, such as ski trips, so virtual 

team members can get together. Other organizations make sure virtual team members have 

a chance to meet in person soon after the team is formed and then schedule periodic face-to-

face meetings to promote trust, understanding, and cooperation in the teams.  51   The need for 

such meetings is underscored by research suggesting that while some virtual teams can be as 

effective as teams that meet face-to-face, virtual team members might be less satisfied with 

teamwork efforts and have fewer feelings of camaraderie or cohesion. (Group cohesiveness is 

discussed in more detail later in the chapter.)  52   

 Research also suggests that it is important for managers to keep track of virtual teams 

and intervene when necessary by, for example, encouraging members of teams who do not 

communicate often enough to monitor their team’s progress and making sure team members 

actually have the time, and are recognized for, their virtual teamwork.  53   Additionally, when 

virtual teams are experiencing downtime or rough spots, managers might try to schedule face-

to-face team time to bring team members together and help them focus on their goals.  54   

 Researchers at the London Business School, including Professor Lynda Gratton, studied 

global virtual teams to try to identify factors that might help such teams be effective.  55   Based 

on their research, Gratton suggests that when forming virtual teams, it is helpful to include 

a few members who already know each other, other members who are well connected to 

people outside the team, and when possible, members who have volunteered to be a part of 

the team.  56   It is also advantageous for companies to have some kind of online site where team 

members can learn more about each other and the kinds of work they are engaged in, and in 

particular, a shared online workspace that team members can access around the clock.  57   Fre-

quent communication is beneficial. Additionally, virtual team projects should be perceived 

as meaningful, interesting, and important by their members to promote and sustain their 

motivation.  58    

  Friendship Groups 
 The groups described so far are formal groups created by managers.    Friendship groups    

are informal groups composed of employees who enjoy one another’s company and social-

ize with one another. Members of friendship groups may have lunch together, take breaks 

together, or meet after work for meals, sports, or other activities. Friendship groups help 

satisfy employees’ needs for interpersonal interaction, can provide needed social support in 

times of stress, and can contribute to people’s feeling good at work and being satisfied with 

their jobs. Managers themselves often form friendship groups. The informal relationships 

that managers build in friendship groups can often help them solve work-related problems 

because members of these groups typically discuss work-related matters and offer advice.  

  Interest Groups 
 Employees form informal    interest groups    when they seek to achieve a common goal related 

to their membership in an organization. Employees may form interest groups, for example, 

to encourage managers to consider instituting flexible working hours, providing on-site child 

    friendship group    An 

informal group composed 

of employees who enjoy 

one another’s company and 

socialize with one another.   
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care, improving working conditions, or more proactively supporting environmental protec-

tion. Interest groups can give managers valuable insights into the issues and concerns that are 

foremost in employees’ minds. They also can signal the need for change.       

   How groups function and, ultimately, their effectiveness hinge on group 

characteristics and processes known collectively as  group dynamics.  In 

this section we discuss five key elements of group dynamics: group size, tasks, and roles; 

group leadership; group development; group norms; and group cohesiveness.  

   Group Size, Tasks, and Roles 
 Managers need to take group size, group tasks, and group roles into account as they create and 

maintain high-performing groups and teams. 

  GROUP SIZE   The number of members in a group can be an important determinant of 

members’ motivation and commitment and group performance. There are several advantages 

to keeping a group relatively small—between two and nine members. Compared with mem-

bers of large groups, members of small groups tend to (1) interact more with each other and 

find it easier to coordinate their efforts, (2) be more motivated, satisfied, and committed, (3) 

find it easier to share information, and (4) be better able to see the importance of their per-

sonal contributions for group success. A disadvantage of small rather than large groups is that 

members of small groups have fewer resources available to accomplish their goals. 

 Large groups—with 10 or more members—also offer some advantages. They have more 

resources at their disposal to achieve group goals than small groups do. These resources 

include the knowledge, experience, skills, and abilities of group members as well as their 

actual time and effort. Large groups also let managers obtain the advantages stemming from 

the    division of labor   —splitting the work to be performed into particular tasks and assigning 

tasks to individual workers. Workers who specialize in particular tasks are likely to become 

skilled at performing those tasks and contribute significantly to high group performance. 

 The disadvantages of large groups include the problems of communication and coordina-

tion and the lower levels of motivation, satisfaction, and commitment that members of large 

groups sometimes experience. It is clearly more difficult to share information with, and coor-

dinate the activities of, 16 people rather than 8 people. Moreover, members of large groups 

might not think their efforts are really needed and sometimes might not even feel a part of the 

group. 

 In deciding on the appropriate size for any group, managers attempt to gain the advantages 

of small group size and, at the same time, form groups with sufficient resources to accomplish 

their goals and have a well-developed division of labor. As a general rule of thumb, groups 

should have no more members than necessary to achieve a division of labor and provide the 

resources needed to achieve group goals. In R&D teams, for example, group size is too large 

when (1) members spend more time communicating what they know to others than apply-

ing what they know to solve problems and create new products, (2) individual productivity 

decreases, and (3) group performance suffers.  59    

  GROUP TASKS   The appropriate size of a high-performing group is affected by the kind 

of tasks the group is to perform. An important characteristic of group tasks that affects per-

formance is    task interdependence   —the degree to which the work performed by one mem-

ber of a group influences the work performed by other members.  60   As task interdependence 

increases, group members need to interact more frequently and intensely with one another, 

and their efforts have to be more closely coordinated if they are to perform at a high level. 

Management expert James D. Thompson identified three types of task interdependence: 

pooled, sequential, and reciprocal (see  Figure 15.3 ).  61     

  POOLED TASK INTERDEPENDENCE      Pooled task interdependence    exists 

when group members make separate and independent contributions to group performance; 

overall group performance is the sum of the performance of the individual members 

Group Dynamics
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the work to be performed into 

particular tasks and assigning 

tasks to individual workers.   
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(see  Figure  15.3a ). Examples of groups that have pooled task interdependence include a 

group of teachers in an elementary school, a group of salespeople in a department store, a 

group of secretaries in an office, and a group of custodians in an office building. In these 

examples, group performance, whether it is the number of children who are taught and the 

quality of their education, the dollar value of sales, the amount of secretarial work com-

pleted, or the number of offices cleaned, is determined by summing the individual contribu-

tions of group members. 

 For groups with pooled interdependence, managers should determine the appropriate 

group size primarily from the amount of work to be accomplished. Large groups can be effec-

tive because group members work independently and do not have to interact frequently with 

one another. Motivation in groups with pooled interdependence will be highest when manag-

ers reward group members based on individual performance.  

  SEQUENTIAL TASK INTERDEPENDENCE      Sequential task interdependence    

exists when group members must perform specific tasks in a predetermined order; certain 

tasks have to be performed before others, and what one worker does affects the work of oth-

ers (see  Figure 15.3b ). Assembly lines and mass-production processes are characterized by 

sequential task interdependence. 

 When group members are sequentially interdependent, group size is usually dictated by 

the needs of the production process—for example, the number of steps needed in an assembly 

line to efficiently produce a DVD player. With sequential interdependence, it is difficult to 

identify individual performance because one group member’s performance depends on how 

well others perform their tasks. A slow worker at the start of an assembly line, for example, 

causes all workers further down to work slowly. Thus managers are often advised to reward 

    sequential task interde-

pendence    The task inter-

dependence that exists when 

group members must perform 

specific tasks in a predeter-

mined order.   

 Figure 15.3 
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group members for group performance. Group members will be motivated 

to perform at a high level because if the group performs well, each member 

will benefit. In addition, group members may put pressure on poor per-

formers to improve so that group performance and rewards do not suffer.  

  RECIPROCAL TASK INTERDEPENDENCE      Reciprocal task 

interdependence    exists when the work performed by each group member 

is fully dependent on the work performed by other group members; group 

members have to share information, intensely interact with one another, 

and coordinate their efforts in order for the group to achieve its goals (see 

 Figure 15.3c ). In general, reciprocal task interdependence characterizes 

the operation of teams, rather than other kinds of groups. The task interde-

pendence of R&D teams, top management teams, and many self-managed 

work teams is reciprocal. 

 When group members are reciprocally interdependent, managers are 

advised to keep group size relatively small because of the necessity of coor-

dinating team members’ activities. Communication difficulties can arise in 

teams with reciprocally interdependent tasks because team members need 

to interact frequently with one another and be available when needed. As 

group size increases, communication difficulties increase and can impair 

team performance. 

 When a group’s members are reciprocally interdependent, managers 

also are advised to reward group members on the basis of group perfor-

mance. Individual levels of performance are often difficult for managers 

to identify, and group-based rewards help ensure that group members will be 

motivated to perform at a high level and make valuable contributions to the 

group. Of course, if a manager can identify instances of individual perfor-

mance in such groups, they too can be rewarded to maintain high levels of 

motivation. Microsoft and many other companies reward group members for their individual 

performance as well as for the performance of their group.  

  GROUP ROLES   A    group role    is a set of behaviors and tasks that a member of a group 

is expected to perform because of his or her position in the group. Members of cross-func-

tional teams, for example, are expected to perform roles relevant to their special areas of 

expertise. In our earlier example of cross-functional teams at Hallmark Cards, it is the role 

of writers on the teams to create verses for new cards, the role of artists to draw illustrations, 

and the role of designers to put verse and artwork together in an attractive and appealing 

card design. The roles of members of top management teams are shaped primarily by their 

areas of expertise—production, marketing, finance, research and development—but mem-

bers of top management teams also typically draw on their broad expertise as planners and 

strategists. 

 In forming groups and teams, managers need to clearly communicate to group mem-

bers the expectations for their roles in the group, what is required of them, and how the 

different roles in the group fit together to accomplish group goals. Managers also need to 

realize that group roles often change and evolve as a group’s tasks and goals change and 

as group members gain experience and knowledge. Thus, to get the performance gains that 

come from experience or “learning by doing,” managers should encourage group mem-

bers to take the initiative to assume additional responsibilities as they see fit and modify 

their assigned roles. This process, called    role making   , can enhance individual and group 

performance. 

 In self-managed work teams and some other groups, group members themselves are 

responsible for creating and assigning roles. Many self-managed work teams also pick their 

own team leaders. When group members create their own roles, managers should be avail-

able to group members in an advisory capacity, helping them effectively settle conflicts and 

disagreements. At Johnsonville Foods, for example, the position titles of first-line managers 

were changed to “advisory coach” to reflect the managers’ role with the self-managed work 

teams they oversaw.  62     
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  Group Leadership 
 All groups and teams need leadership. Indeed, as we discussed in detail in Chapter 14, effec-

tive leadership is a key ingredient for high-performing groups, teams, and organizations. 

Sometimes managers assume the leadership role in groups and teams, as is the case in many 

command groups and top management teams. Or a manager may appoint a member of a 

group who is not a manager to be group leader or chairperson, as is the case in a task force or 

standing committee. In other cases, group or team members may choose their own leaders, or 

a leader may emerge naturally as group members work together to achieve group goals. When 

managers empower members of self-managed work teams, they often let group members 

choose their own leaders. Some self-managed work teams find it effective to rotate the leader-

ship role among their members. Whether or not leaders of groups and teams are managers, 

and whether they are appointed by managers (often referred to as  formal leaders ) or emerge 

naturally in a group (often referred to as  informal leaders ), they play an important role in 

ensuring that groups and teams perform up to their potential. 

 When teams do not live up to their promise, sometimes the problem is a lack of team lead-

ership, as illustrated in the accompanying “Ethics in Action” feature.   

  Leadership in Teams at ICU Medical 

 Dr. George Lopez, an internal medicine physician, founded ICU Medical in San 
Clemente, California, in 1984 after a patient of his accidentally died when an intra-
venous (IV) line became inadvertently disconnected.  63   Lopez thought there must 
be a better way to design components of IV lines so that these kinds of tragic 
accidents don’t happen. He developed a product called the Click Lock, which has 
both a locking mechanism for IV systems and also a protected needle so that health 
care workers are protected from accidental needle pricks.  64   Today ICU Medical 
has over 2,260 employees and revenues over $313 million.  65   Lopez is a member 
of the board of directors, and ICU Medical made  Forbes  magazine’s list of “The 
200 Best Small Companies.”  66   ICU Medical continues to focus on the development 
and manufacture of products that improve the functioning of IV lines and systems 
while protecting health care workers from accidental needle pricks.  67   For example, 
the CLAVE NeedleFree Connector for IV lines is one of ICU Medical’s top-selling 
products.  68   

 In the early 1990s Lopez experienced something not uncommon to successful 
entrepreneurs as their businesses grow. As the entrepreneur–CEO, he continued to 
make the majority of important decisions himself; yet he had close to 100 employees, 
demand for the CLAVE was very high, and he was starting to feel overloaded to the 
point where he would often sleep at nights in the office.  69   After watching one of his 
son’s hockey games, he realized that a well-functioning team could work wonders; in 
the case of the hockey game, although the opposing team had an outstanding player, 
his son’s team really pulled together as a team and was able to win the game despite 
the rival team’s outstanding member. Lopez decided to empower employees to form 
teams to work on a pressing goal for ICU Medical: increasing production.  70   While 
employees did form teams and spent a lot of time in team interactions, the teams did 
not seem to come up with any real tangible results, perhaps because there were no 
team leaders in place and the teams had no guidelines to help them accomplish their 
goals.  71   

 In an effort to improve team effectiveness, Lopez told employees that teams should 
elect team leaders. And together with Jim Reitz, ICU Medical’s director of human 
resources at the time, Lopez came up with rules or guidelines teams should follow, 
such as “challenge the issue, not the person” and “stand up for your position, but 

 Ethics 
in Action 
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  Group Development over Time 
 As many managers overseeing self-managed teams have learned, it sometimes takes a 

 self-managed work team two or three years to perform up to its true capabilities.  76   As their 

experience suggests, what a group is capable of achieving depends in part on its stage of 

development. Knowing that it takes considerable time for self-managed work teams to get 

up and running has helped managers have realistic expectations for new teams and know that 

they need to give new team members considerable training and guidance. 

 Although every group’s development over time is unique, researchers have identified five 

stages of group development that many groups seem to pass through (see  Figure 15.4 ).  77   In 

the first stage,  forming,  members try to get to know one another and reach a common under-

standing of what the group is trying to accomplish and how group members should behave. 

During this stage, managers should strive to make each member feel that he or she is a valued 

part of the group.  

 In the second stage,  storming,  group members experience conflict and disagreements 

because some members do not wish to submit to the demands of other group members. 

 Disputes may arise over who should lead the group. Self-managed work teams can be particu-

larly vulnerable during the storming stage. Managers need to keep an eye on groups at this 

stage to make sure conflict does not get out of hand. 

 During the third stage,  norming,  close ties between group members develop, and feelings 

of friendship and camaraderie emerge. Group members arrive at a consensus about what goals 

they should seek to achieve and how group members should behave toward one another. In 

the fourth stage,  performing,  the real work of the group gets accomplished. Depending on the 

type of group in question, managers need to take different steps at this stage to help ensure 

that groups are effective. Managers of command groups need to make sure that group mem-

bers are motivated and that they are effectively leading group members. Managers overseeing 

never argue against the facts.”  72   ICU Medical also started to reward team members 
for their team’s contributions to organizational effectiveness. With these changes, 
Reitz and Lopez were striving to ensure that teams had leaders, had some guidelines 
for team member behavior, and were rewarded for their contributions to organiza-
tional effectiveness but, at the same time, were not bogged down by unnecessary 
constraints and structures and were truly self-managing.  73   

 With these changes in place, teams at ICU Medical began to live up to their prom-
ise. Today any ICU Medical employee can create a team to address a problem, seize 
an opportunity, or work on a project ranging from developing a new product to mak-
ing improvements in the physical work environment.  74   The teams have leaders and 
are self-managing. 

 Recognizing that self-managed teams still need rules, guidelines, leadership, and 
structure, a team of employees developed a 25-page guidebook for effective team 
functioning. And to ensure that teams learn from each other as well as get feedback, 
teams are required to put up notes from each of their meetings on ICU Medical’s 
intranet, and any employee can provide feedback to any of the teams.  75   All in all, 
effectively led teams have helped ICU Medical prosper in its efforts to develop 
and manufacture products that protect the safety of both patients and health care 
workers.  

 Figure 15.4 

 Five Stages of Group Development  

PerformingStorming NormingForming Adjourning
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self-managed work teams have to empower team members and make sure teams are given 

enough responsibility and autonomy at the performing stage. 

 The last stage,  adjourning,  applies only to groups that eventually are disbanded, such as 

task forces. During adjourning a group is dispersed. Sometimes adjourning takes place when 

a group completes a finished product, such as when a task force evaluating the pros and cons 

of providing on-site child care produces a report supporting its recommendation. 

 Managers should have a flexible approach to group development and should keep attuned 

to the different needs and requirements of groups at the various stages.  78   Above all else, and 

regardless of the stage of development, managers need to think of themselves as  resources  for 

groups. Thus managers always should strive to find ways to help groups and teams function 

more effectively.  

  Group Norms 
  All groups, whether top management teams, self-managed work teams, or command groups, 

need to control their members’ behaviors to ensure that the group performs at a high level 

and meets its goals. Assigning roles to each group member is one way to control behavior 

in groups. Another important way in which groups influence members’ behavior is through 

the development and enforcement of group norms.  79      Group norms    are shared guidelines 

or rules for behavior that most group members follow. Groups develop norms concerning a 

wide variety of behaviors, including working hours, the sharing of information among group 

members, how certain group tasks should be performed, and even how members of a group 

should dress. 

 Managers should encourage members of a group to develop norms that contribute to group 

performance and the attainment of group goals. For example, group norms dictating that each 

member of a cross-functional team should always be available for the rest of the team when 

his or her input is needed, return phone calls as soon as possible, inform other team members 

of travel plans, and give team members a phone number at which he or she can be reached 

when traveling on business help to ensure that the team is efficient, performs at a high level, 

and achieves its goals. A norm in a command group of secretaries that dictates that secretar-

ies who happen to have a light workload in any given week should help out secretaries with 

heavier workloads helps to ensure that the group completes all assignments in a timely and 

efficient manner. And a norm in a top management team that dictates that team members 

should always consult with one another before making major decisions helps to ensure that 

good decisions are made with a minimum of errors. 

  CONFORMITY AND DEVIANCE   Group members conform to norms for three reasons: 

(1) They want to obtain rewards and avoid punishments. (2) They want to imitate group 

members whom they like and admire. (3) They have internalized the norm and believe it is 

the right and proper way to behave.  80   Consider the case of Robert King, who conformed to 

his department’s norm of attending a fund-raiser for a community food bank. King’s confor-

mity could be due to (1) his desire to be a member of the group in good standing and to have 

friendly relationships with other group members (rewards), (2) his copying the behavior of 

other members of the department whom he respects and who always attend the fund-raiser 

(imitating other group members), or (3) his belief in the merits of supporting the activities of 

the food bank (believing that is the right and proper way to behave). 

 Failure to conform, or deviance, occurs when a member of a group violates a group norm. 

Deviance signals that a group is not controlling one of its member’s behaviors. Groups gener-

ally respond to members who behave defiantly in one of three ways:  81  

    1. The group might try to get the member to change his or her deviant ways and conform 

to the norm. Group members might try to convince the member of the need to con-

form, or they might ignore or even punish the deviant. For example, in a Jacksonville 

Foods plant, Liz Senkbiel, a member of a self-managed work team responsible for 

weighing sausages, failed to conform to a group norm dictating that group members 

should periodically clean up an untidy interview room. Because Senkbiel refused to 

take part in the team’s cleanup efforts, team members reduced her monthly bonus by 

    group norms    Shared guide-

lines or rules for behavior that 

most group members follow.   
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about $225 for a two-month period.  82   Senkbiel clearly learned the costs of deviant 

behavior in her team.  

   2. The group might expel the member.  

   3. The group might change the norm to be consistent with the member’s behavior.    

 This last alternative suggests that some deviant behavior can be functional for groups. 

Deviance is functional for a group when it causes group members to evaluate norms 

that may be dysfunctional but are taken for granted by the group. Often group members 

do not think about why they behave in a certain way or why they follow certain norms. 

Deviance can cause group members to reflect on their norms and change them when 

appropriate. 

 Consider a group of receptionists in a beauty salon who followed the norm that all appoint-

ments would be handwritten in an appointment book and, at the end of each day, the recep-

tionist on duty would enter the appointments into the salon’s computer system, which printed 

out the hairdressers’ daily schedules. One day a receptionist decided to enter appointments 

directly into the computer system when they were being made, bypassing the appointment 

book. This deviant behavior caused the other receptionists to think about why they were using 

the appointment book at all. After consulting with the owner of the salon, the group changed 

its norm. Now appointments are entered directly into the computer, which saves time and 

reduces scheduling errors.  

  ENCOURAGING A BALANCE OF CONFORMITY AND DEVIANCE   To effe-

ctively help an organization gain a competitive advantage, groups and teams need the 

right balance of conformity and deviance (see  Figure  15.5 ). A group needs a certain 

level of conformity to ensure that it can control members’ behavior and channel it in 

 Figure 15.5 
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the direction of high performance and group goal accomplishment. A group also needs a 

 certain level of deviance to ensure that dysfunctional norms are discarded and replaced 

with functional ones. Balancing conformity and deviance is a pressing concern for all 

groups, whether they are top management teams, R&D teams, command groups, or self-

managed work teams.  

 The extent of conformity and reactions to deviance within groups are determined by 

group members themselves. The three bases for conformity just described are powerful 

forces that more often than not result in group members’ conforming to norms. Sometimes 

these forces are so strong that deviance rarely occurs in groups, and when it does, it is 

stamped out. 

 Managers can take several steps to ensure adequate tolerance of deviance in groups 

so that group members are willing to deviate from dysfunctional norms and, when devi-

ance occurs in their group, reflect on the appropriateness of the violated norm and change 

the norm if necessary. First, managers can be role models for the groups and teams they 

oversee. When managers encourage and accept employees’ suggestions for changes in pro-

cedures, do not rigidly insist that tasks be accomplished in a certain way, and admit when 

a norm they once supported is no longer functional, they signal to group members that 

conformity should not come at the expense of needed changes and improvements. Sec-

ond, managers should let employees know that there are always ways to improve group 

processes and performance levels and thus opportunities to replace existing norms with 

norms that will better enable a group to achieve its goals and perform at a high level. Third, 

managers should encourage members of groups and teams to periodically assess the appro-

priateness of their norms. 

 Managers in the innovative design firm IDEO, based in Palo Alto, California (IDEO’s 

 culture is described in Chapter 3), have excelled at ensuring that design teams have the right 

mix of conformity and deviance, resulting in IDEO’s designing products in fields ranging 

from medicine to space travel to computing and personal hygiene, as indicated in the accom-

panying “Management Insight” feature.    

  Teams Benefit from Deviance 
and Conformity at IDEO 

 IDEO has designed many products we now take for granted: the first Apple mouse, stand-up 
toothpaste containers, flexible shelving for offices, self-sealing drink bottles for sports, blood 
analyzers, and even equipment used in space travel.  83   Managers and designers at IDEO take 
pride in being experts at the process of innovation in general, rather than in any particular 
domain. Of course the company has technical design experts, such as mechanical and elec-
trical engineers, who work on products requiring specialized knowledge; but on the same 
teams with the engineers might be an anthropologist, a biologist, and a social scientist.  84      

 A guiding principle at IDEO is that innovation comes in many shapes and sizes, and it 
is only through diversity in thought that people can recognize opportunities for innovation. 
To promote such diversity in thought, new product development at IDEO is a team effort.  85   
Moreover, both conformity and deviance are encouraged on IDEO teams. 

 Deviance, thinking differently, and not conforming to expected ways of doing 
things and mind-sets are encouraged at IDEO. In fact, innovative ideas often flow 
when designers try to see things as they really are and are not blinded by thoughts 
of what is appropriate, what is possible, or how things should be. Often constraints 
on new product design are created by designers themselves conforming to a certain 
mind-set about the nature of a product or what a product can or should do and look 
like. IDEO designers are encouraged to actively break down these constraints in their 
design teams.  86   

 Management 
Insight 
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  Group Cohesiveness 
 Another important element of group dynamics that affects group performance and effective-

ness is    group cohesiveness   , which is the degree to which members are attracted to or loyal 

to their group or team.  90   When group cohesiveness is high, individuals strongly value their 

group membership, find the group appealing, and have strong desires to remain a part of the 

group. When group cohesiveness is low, group members do not find their group particularly 

appealing and have little desire to retain their group membership. Research suggests that 

managers should strive to have a moderate level of cohesiveness in the groups and teams they 

manage because that is most likely to contribute to an organization’s competitive advantage. 

  CONSEQUENCES OF GROUP COHESIVENESS   There are three major consequences 

of group cohesiveness: level of participation within a group, level of conformity to group norms, 

and emphasis on group goal accomplishment (see  Figure 15.6 ).  91     

  LEVEL OF PARTICIPATION WITHIN A GROUP   As group cohesiveness increases, 

the extent of group members’ participation within the group increases. Participation contrib-

utes to group effectiveness because group members are actively involved in the group, ensure 

that group tasks get accomplished, readily share information with each other, and have fre-

quent and open communication (the important topic of communication is covered in depth in 

Chapter 16).    
 A moderate level of group cohesiveness helps ensure that group members actively par-

ticipate in the group and communicate effectively with one another. The reason why man-

agers may not want to encourage high levels of cohesiveness is illustrated by the example 

of two cross-functional teams responsible for developing new toys. Members of the highly 

cohesive Team Alpha often have lengthy meetings that usually start with nonwork-related 

conversations and jokes, meet more often than most of the other cross-functional teams in 

the company, and spend a good portion of their time communicating the ins and outs of 

their department’s contribution to toy development to other team members. Members of the 

    group cohesiveness    The 

degree to which members are 

attracted to or loyal to their 

group.   

 Managers at IDEO realize the need for a certain 
amount of conformity so members of design teams 
can work effectively together and achieve their 
goals. Thus conformity to a few central norms is 
emphasized in IDEO teams. These norms include 
understanding what the team is working on (the 
product, market, or client need), observing real peo-
ple in their natural environments, visualizing how 
new products might work and be used, evaluating 
and refining product prototypes, encouraging wild 
ideas, and never rejecting an idea simply because it 
sounds too crazy.  87   As long as these norms are fol-
lowed, diversity of thought and even deviance pro-
mote innovation at IDEO. In fact, another norm at 
IDEO is to study “rule breakers”—people who don’t 
follow instructions for products, for example, or who 
try to put products to different uses—because these 
individuals might help designers identify problems 
with existing products and unmet consumer needs.  88   
All in all, IDEO’s focus on encouraging both devi-
ance and conformity in design teams has benefited 
all of us—we use IDEO-designed products that 
seem so familiar we take them for granted. We for-
get that these products did not exist until a design 
team at IDEO was called on by a client to develop a 
new product or improve an existing one.  89    

An IDEO team at work. Both conformity 
and deviance are encouraged at IDEO 
which makes it easier to recognize 
 opportunities for innovation. IDEO has 
developed many products including 
the first Apple mouse.
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moderately cohesive Team Beta generally have efficient meetings in which ideas are com-

municated and discussed as needed, do not meet more often than necessary, and share the ins 

and outs of their expertise with one another to the extent needed for the development process. 

Teams Alpha and Beta have both developed some top-selling toys. However, it generally 

takes Team Alpha 30 percent longer to do so than Team Beta. This is why too much cohesive-

ness can be too much of a good thing.  

  LEVEL OF CONFORMITY TO GROUP NORMS   Increasing levels of group cohe-

siveness result in increasing levels of conformity to group norms, and when cohesiveness 

becomes high, there may be so little deviance in groups that group members conform to 

norms even when they are dysfunctional. In contrast, low cohesiveness can result in too 

much deviance and undermine the ability of a group to control its members’ behaviors to get 

things done. 

 Teams Alpha and Beta in the toy company both had the same 

norm for toy development. It dictated that members of each 

team would discuss potential ideas for new toys, decide on a line 

of toys to pursue, and then have the team member from R&D 

design a prototype. Recently a new animated movie  featuring 

a family of rabbits produced by a small film company was an 

unexpected hit, and major toy companies were scrambling to 

reach licensing agreements to produce toy lines featuring the 

rabbits. The top management team in the toy company assigned 

Teams Alpha and Beta to develop the new toy lines quickly to 

beat the competition. 

 Members of Team Alpha followed their usual toy devel-

opment norm even though the marketing expert on the team 

believed the process could have been streamlined to save time. 

The marketing expert on Team Beta urged the team to deviate 

from its toy development norm. She suggested that the team not 

have R&D develop prototypes but, instead, modify top-selling 

toys the company already made to feature rabbits and then reach a licensing agreement with 

the film company based on the high sales potential (given the company’s prior success). Once 

the licensing agreement was signed, the company could take the time needed to develop inno-

vative and unique rabbit toys with more input from R&D. 

 Figure 15.6 
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 As a result of the willingness of the marketing expert on Team Beta to deviate from the 

norm for toy development, the toy company obtained an exclusive licensing agreement with 

the film company and had its first rabbit toys on the shelves of stores in a record three months. 

Groups need a balance of conformity and deviance, so a moderate level of cohesiveness often 

yields the best outcome, as it did in the case of Team Beta.  

  EMPHASIS ON GROUP GOAL ACCOMPLISHMENT   As group cohesiveness incr-

eases, the emphasis placed on group goal accomplishment also increases within a group. A 

strong emphasis on group goal accomplishment, however, does not always lead to organiza-

tional effectiveness. For an organization to be effective and gain a competitive advantage, the 

different groups and teams in the organization must cooperate with one another and be moti-

vated to achieve  organizational goals,  even if doing so sometimes comes at the expense of the 

achievement of group goals. A moderate level of cohesiveness motivates group members to 

accomplish both group and organizational goals. High levels of cohesiveness can cause group 

members to be so focused on group goal accomplishment that they may strive to achieve group 

goals no matter what—even when doing so jeopardizes organizational performance. 

 At the toy company, the major goal of the cross-functional teams was to develop new toy 

lines that were truly innovative, utilized the latest in technology, and were in some way fun-

damentally distinct from other toys on the market. When it came to the rabbit project, Team 

Alpha’s high level of cohesiveness contributed to its continued emphasis on its group goal 

of developing an innovative line of toys; thus the team stuck with its usual design process. 

Team Beta, in contrast, realized that developing the new line of toys quickly was an important 

organizational goal that should take precedence over the group’s goal of developing ground-

breaking new toys, at least in the short term. Team Beta’s moderate level of cohesiveness 

contributed to team members’ doing what was best for the toy company in this case.  

  FACTORS LEADING TO GROUP COHESIVENESS   Four factors contribute to the 

level of group cohesiveness (see  Figure 15.6 ).  92   By influencing these  determinants of group 

cohesiveness,  managers can raise or lower the level of cohesiveness to promote moderate 

levels of cohesiveness in groups and teams. 

  GROUP SIZE   As we mentioned earlier, members of small groups tend to be more moti-

vated and committed than members of large groups. Thus to promote cohesiveness in groups, 

when feasible, managers should form groups that are small to medium in size (about 2 to 

15 members). If a group is low in cohesiveness and large in size, managers might want to 

consider dividing the group in half and assigning different tasks and goals to the two newly 

formed groups.  

  EFFECTIVELY MANAGED DIVERSITY   In general, people tend to like and get along with 

others who are similar to themselves. It is easier to communicate with someone, for example, 

who shares your values, has a similar background, and has had similar experiences. However, 

as discussed in Chapter 5, diversity in groups, teams, and organizations can help an organiza-

tion gain a competitive advantage. Diverse groups often come up with more innovative and 

creative ideas. One reason why cross-functional teams are so popular in organizations like 

Hallmark Cards is that the diverse expertise represented in the teams results in higher levels 

of team performance. 

 In forming groups and teams, managers need to make sure the diversity in knowledge, 

experience, expertise, and other characteristics necessary for group goal accomplishment is 

represented in the new groups. Managers then have to make sure this diversity in group mem-

bership is effectively managed so groups will be cohesive (see Chapter 5).  

  GROUP IDENTITY AND HEALTHY COMPETITION   When group cohesiveness is low, 

managers can often increase it by encouraging groups to develop their own identities or per-

sonalities and engage in healthy competition. This is precisely what managers at Eaton Cor-

poration’s manufacturing facility in Lincoln, Illinois, did. Eaton’s employees manufacture 

products such as engine valves, gears, truck axles, and circuit breakers. Managers at Eaton 

created self-managed work teams to cut costs and improve performance. They realized, how-

ever, that the teams would have to be cohesive to ensure that they would strive to achieve their 

goals. Managers promoted group identity by having the teams give themselves names such as 

“The Hoods,” “The Worms,” and “Scrap Attack” (a team striving to reduce costly scrap metal 
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waste by 50 percent). Healthy competition among groups was promoted by displaying mea-

sures of each team’s performance and the extent to which teams met their goals on a large TV 

screen in the cafeteria and by rewarding team members for team performance.  93   

 If groups are too cohesive, managers can try to decrease cohesiveness by promoting 

organizational (rather than group) identity and making the organization as a whole the 

focus of the group’s efforts. Organizational identity can be promoted by making group 

members feel that they are valued members of the organization and by stressing coopera-

tion across groups to promote the achievement of organizational goals. Excessive levels of 

cohesiveness also can be reduced by reducing or eliminating competition among groups 

and rewarding cooperation.  

  SUCCESS   When it comes to promoting group cohesiveness, there is more than a grain of 

truth to the saying “Nothing succeeds like success.” As groups become more successful, they 

become increasingly attractive to their members, and their cohesiveness tends to increase. 

When cohesiveness is low, managers can increase cohesiveness by making sure a group can 

achieve some noticeable and visible successes. 

 Consider a group of salespeople in the housewares department of a medium-size depart-

ment store. The housewares department was recently moved to a corner of the store’s base-

ment. Its remote location resulted in low sales because of infrequent customer traffic in that 

part of the store. The salespeople, who were generally evaluated favorably by their supervi-

sors and were valued members of the store, tried various initiatives to boost sales, but to no 

avail. As a result of this lack of success and the poor performance of their department, their 

cohesiveness started to plummet. To increase and preserve the cohesiveness of the group, the 

store manager implemented a group-based incentive across the store. In any month, mem-

bers of the group with the best attendance and punctuality records would have their names 

and  pictures posted on a bulletin board in the cafeteria and would each receive a $50 gift 

certificate. The housewares group frequently had the best records, and their success on this 

dimension helped to build and maintain their cohesiveness. Moreover, this initiative boosted 

attendance and discouraged lateness throughout the store.        

  N ow that you understand why groups and teams are so important for 

organizations, the types of groups managers create, and group dynamics, 

we consider some additional steps managers can take to make sure 

groups and teams perform at a high level and contribute to organizational 

effectiveness. Managers striving to have top-performing groups and 

teams need to (1) motivate group members to work toward the achieve-

ment of organizational goals, (2) reduce social loafing, and (3) help 

groups manage conflict effectively.  

   Motivating Group Members to Achieve 
Organizational Goals 
 When work is difficult, tedious, or requires a high level of commitment and energy, managers 

cannot assume group members will always be motivated to work toward the achievement of 

organizational goals. Consider a group of house painters who paint the interiors and exteriors 

of new homes for a construction company and are paid on an hourly basis. Why should they 

strive to complete painting jobs quickly and efficiently if doing so will just make them feel 

more tired at the end of the day and they will not receive any tangible benefits? It makes more 

sense for the painters to adopt a relaxed approach, to take frequent breaks, and to work at a 

leisurely pace. This relaxed approach, however, impairs the construction company’s ability 

to gain a competitive advantage because it raises costs and increases the time needed to com-

plete a new home. 

 Managers can motivate members of groups and teams to achieve organizational goals by 

making sure the members themselves benefit when the group or team performs highly. For 
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example, if members of a self-managed work team know they will receive a weekly bonus 

based on team performance, they will be motivated to perform at a high level. 

 Managers often rely on some combination of individual and group-based incentives to 

motivate members of groups and teams to work toward the achievement of organizational 

goals. When individual performance within a group can be assessed, pay is often determined 

by individual performance or by both individual and group performance. When individual 

performance within a group cannot be accurately assessed, group performance should be the 

key determinant of pay levels. Many companies, that use self-managed work teams, base team 

members’ pay in part on team performance.  94   A major challenge for managers is to develop 

a fair pay system that will lead to both high individual motivation and high group or team 

performance. 

 Other benefits managers can make available to high-performing group members—in addi-

tion to monetary rewards—include extra resources such as equipment and computer software, 

awards and other forms of recognition, and choice of future work assignments. For exam-

ple, members of self-managed work teams that develop new software at companies such as 

Microsoft often value working on interesting and important projects; members of teams that 

have performed at a high level are rewarded by being assigned to interesting and important 

new projects. 

 At IDEO (profiled earlier in a “Management Insight” feature), managers motivate team 

members by making them feel important. As Tom Kelley, a partner at IDEO, put it, “When 

people feel special, they’ll perform beyond your wildest dreams.”  95   To make IDEO team 

members feel special, IDEO managers plan unique and fun year-end parties, give teams the 

opportunity to take time off if they feel they need or want to, encourage teams to take field 

trips, and see pranks as a way to incorporate fun into the workplace.  96    

  Reducing Social Loafing in Groups 
 We have been focusing on the steps managers can take to encourage high levels of perfor-

mance in groups. Managers, however, need to be aware of an important downside to group 

and team work: the potential for social loafing, which reduces group performance.    Social 

loafing    is the tendency of individuals to put forth less effort when they work in groups 

than when they work alone.  97   Have you ever worked on a group project in which one or 

two group members never seemed to be pulling their weight? Have you ever worked in a 

student club or committee in which some members always seemed to be missing meetings 

and never volunteered for activities? Have you ever had a job in which one or two of your 

coworkers seemed to be slacking off because they knew you or other members of your 

work group would make up for their low levels of effort? If so, you have witnessed social 

loafing in action. 

 Social loafing can occur in all kinds of groups and teams and in all kinds of organizations. 

It can result in lower group performance and may even prevent a group from attaining its 

goals. Fortunately managers can take steps to reduce social loafing and sometimes completely 

eliminate it; we will look at three (see  Figure 15.7 ): 

    1.  Make individual contributions to a group identifiable.  Some people may engage in social 

loafing when they work in groups because they think they can hide in the crowd—no one 

will notice if they put forth less effort than they should. Other people may think if they 

put forth high levels of effort and make substantial contributions to the group, their con-

tributions will not be noticed and they will receive no rewards for their work—so why 

bother?  98   

 One way that managers can effectively eliminate social loafing is by making individual 

contributions to a group identifiable so that group members perceive that low and high  levels 

of effort will be noticed and individual contributions evaluated.  99   Managers can accomplish 

this by assigning specific tasks to group members and holding them accountable for their 

completion. Take the case of a group of eight employees responsible for reshelving returned 

books in a large public library in New York. The head librarian was concerned that there was 

always a backlog of seven or eight carts of books to be reshelved, even though the employees 

    social loafing    The tendency 

of individuals to put forth 

less effort when they work in 

groups than when they work 

alone.   
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never seemed to be particularly busy and some even found time to sit down and read news-

papers and magazines. The librarian decided to try to eliminate the apparent social loafing by 

assigning each employee sole responsibility for reshelving a particular section of the library. 

Because the library’s front desk employees sorted the books by section on the carts as they 

were returned, holding the shelvers responsible for particular sections was easily accom-

plished. Once the shelvers knew the librarian could identify their effort or lack thereof, there 

were rarely any backlogs of books to be reshelved. 

 Sometimes the members of a group can cooperate to eliminate social loafing by making 

individual contributions identifiable. For example, in a small security company, members of a 

self-managed work team who assemble control boxes for home alarm systems start each day 

by deciding who will perform which tasks that day and how much work each member and 

the group as a whole should strive to accomplish. Each team member knows that, at the end 

of the day, the other team members will know exactly how much he or she has accomplished. 

With this system in place, social loafing never occurs in the team. Remember, however, that 

in some teams, individual contributions cannot be made identifiable, as in teams whose mem-

bers are reciprocally interdependent.  

   2.  Emphasize the valuable contributions of individual members.  Another reason why social 

loafing may occur is that people sometimes think their efforts are unnecessary or unim-

portant when they work in a group. They feel the group will accomplish its goals and 

perform at an acceptable level whether or not they personally perform at a high level. To 

counteract this belief, when managers form groups, they should assign individuals to a 

group on the basis of the valuable contributions that  each  person can make to the group 

as a whole. Clearly communicating to group members why each person’s contributions 

are valuable to the group is an effective means by which managers and group members 

themselves can reduce or eliminate social loafing.  100   This is most clearly illustrated in 

cross-functional teams, where each member’s valuable contribution to the team derives 

from a personal area of expertise. By emphasizing why each member’s skills are impor-

tant, managers can reduce social loafing in such teams.  

   3.  Keep group size at an appropriate level.  Group size is related to the causes of social 

loafing we just described. As size increases, identifying individual contributions 

becomes increasingly difficult, and members are increasingly likely to think their 

individual contributions are not important. To overcome this, managers should form 

groups with no more members than are needed to accomplish group goals and perform 

at a high level.  101       

 Figure 15.7 
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  Helping Groups to Manage Conflict Effectively 
 At some point or other, practically all groups experience conflict either within the group 

( intragroup  conflict) or with other groups ( intergroup  conflict). In Chapter 17 we discuss 

conflict in depth and explore ways to manage it effectively. As you will learn, managers can 

take several steps to help groups manage conflict and disagreements.       

   G ROUPS, TEAMS, AND ORGANIZATIONAL EFFECTIVENESS   

A group is two or more people who interact with each other to accom-

plish certain goals or meet certain needs. A team is a group whose mem-

bers work intensely with one another to achieve a specific common goal 

or objective. Groups and teams can contribute to organizational effec-

tiveness by enhancing performance, increasing responsiveness to customers, increasing inno-

vation, and being a source of motivation for their members.    

  TYPES OF GROUPS AND TEAMS   Formal groups are groups that managers establish 

to achieve organizational goals; they include cross-functional teams, cross-cultural teams, 

top management teams, research and development teams, command groups, task forces, self-

managed work teams, and virtual teams. Informal groups are groups that employees form 

because they believe the groups will help them achieve their own goals or meet their needs; 

they include friendship groups and interest groups.    

  GROUP DYNAMICS   Key elements of group dynamics are group size, tasks, and roles; 

group leadership; group development; group norms; and group cohesiveness. The advantages 

and disadvantages of large and small groups suggest that managers should form groups with 

no more members than are needed to provide the group with the human resources it needs to 

achieve its goals and use a division of labor. The type of task interdependence that character-

izes a group’s work gives managers a clue about the appropriate size of the group. A group 

role is a set of behaviors and tasks that a member of a group is expected to perform because of 

his or her position in the group. All groups and teams need leadership.     

  Five stages of development that many groups pass through are forming, storming, norming, 

performing, and adjourning. Group norms are shared rules for behavior that most group mem-

bers follow. To be effective, groups need a balance of conformity and deviance. Conformity 

allows a group to control its members’ behavior to achieve group goals; deviance provides the 

impetus for needed change.   

  Group cohesiveness is the attractiveness of a group or team to its members. As group cohe-

siveness increases, so do the level of participation and communication within a group, the 

level of conformity to group norms, and the emphasis on group goal accomplishment. Man-

agers should strive to achieve a moderate level of group cohesiveness in the groups and teams 

they manage.  

  MANAGING GROUPS AND TEAMS FOR HIGH PERFORMANCE   To make sure 

groups and teams perform at a high level, managers need to motivate group members to work 

toward the achievement of organizational goals, reduce social loafing, and help groups to 

effectively manage conflict. Managers can motivate members of groups and teams to work 

toward the achievement of organizational goals by making sure members personally benefit 

when the group or team performs at a high level.           

 LO15-1 

 LO15-2 
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  Management in Action    
  Topics for Discussion and Action 

  Discussion 

    1. Why do all organizations need to rely on groups and 

teams to achieve their goals and gain a competitive 

advantage?  [LO15-1]   

   2. What kinds of employees would prefer to work in a 

virtual team? What kinds of employees would prefer 

to work in a team that meets face-to-face?  [LO15-2]   

   3. Think about a group that you are a member of, and 

describe that group’s current stage of development. 

Does the development of this group seem to be 

following the forming, storming, norming, performing, 

and adjourning stages described in the chapter? 

 [LO15-3]   

   4. Think about a group of employees who work 

in a McDonald’s restaurant. What type of task 

interdependence characterizes this group? What 

potential problems in the group should the restaurant 

manager be aware of and take steps to avoid? 

 [LO15-3]   

   5. Discuss the reasons why too much conformity can 

hurt groups and their organizations.  [LO15-4]   

   6. Why do some groups have very low levels of 

cohesiveness?  [LO15-4]   

   7. Imagine that you are the manager of a hotel. What 

steps will you take to reduce social loafing by 

members of the cleaning staff who are responsible for 

keeping all common areas and guest rooms spotless? 

 [LO15-5]     

  Action 

    8. Interview one or more managers in an organization in 

your local community to identify the types of groups 

and teams that the organization uses to achieve its 

goals. What challenges do these groups and teams 

face?  [LO15-2]      

 Building Management Skills    
  Diagnosing Group Failures  [LO15-1, 15-2, 15-3, 15-4, 15-5]  

  Think about the last dissatisfying or discouraging experi-

ence you had as a member of a group or team. Perhaps 

the group did not accomplish its goals, perhaps group 

members could agree about nothing, or perhaps there 

was too much social loafing. Now answer the following 

questions: 

    1. What type of group was this?  

   2. Were group members motivated to achieve group 

goals? Why or why not?  

   3. How large was the group, what type of task 

interdependence existed in the group, and what 

group roles did members play?  

   4. What were the group’s norms? How much conformity 

and deviance existed in the group?  

   5. How cohesive was the group? Why do you think 

the group’s cohesiveness was at this level? What 

consequences did this level of group cohesiveness 

have for the group and its members?  

   6. Was social loafing a problem in this group? Why or 

why not?  

   7. What could the group’s leader or manager have done 

differently to increase group effectiveness?  

   8. What could group members have done differently to 

increase group effectiveness?     
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  Managing Ethically  [LO15-1, 15-2, 15-3, 15-4, 15-5]     

 S
ome self-managed teams encounter a vexing problem: 

One or more members engage in social loafing, and 

other members are reluctant to try to rectify the situation. 

Social loafing can be especially troubling if team mem-

bers’ pay is based on team performance and social loaf-

ing reduces the team’s performance and thus the pay of all 

members (even the highest performers). Even if managers 

are aware of the problem, they may be reluctant to take 

action because the team is supposedly self-managing. 

  Questions 

    1. Either individually or in a group, think about the ethical 

implications of social loafing in a self-managed team.  

   2. Do managers have an ethical obligation to step 

in when they are aware of social loafing in a self-

managed team? Why or why not? Do other team 

members have an obligation to try to curtail the social 

loafing? Why or why not?    

 Small Group Breakout Exercise    
  Creating a Cross-Functional Team  [LO15-1, 15-2, 15-3, 15-4, 15-5]  

  Form groups of three or four people, and appoint one member as the spokesperson who will communicate your 

findings to the class when called on by the instructor. Then discuss the following scenario:  

  Y
 ou are a group of managers in charge of food services 

for a large state university in the Midwest. Recently a 

survey of students, faculty, and staff was conducted to eval-

uate customer satisfaction with the food services provided 

by the university’s eight cafeterias. The results were disap-

pointing, to put it mildly. Complaints ranged from dissatisfac-

tion with the type and range of meals and snacks provided, 

operating hours, and food temperature to frustration about 

unresponsiveness to current concerns about healthful diets 

and the needs of vegetarians. You have decided to form a 

cross-functional team that will further evaluate reactions to 

the food services and will develop a proposal for changes to 

be made to increase customer satisfaction.

    1.   Indicate who should be on this important cross-

functional team, and explain why.  

   2.  Describe the goals the team should strive 

to achieve.  

   3.  Describe the different roles that will need to be 

performed on this team.  

   4.  Describe the steps you will take to help ensure that 

the team has a good balance between conformity 

and deviance and has a moderate level of 

cohesiveness.     

  Exploring the World Wide Web [LO15-1, 15-2, 15-3, 15-4, 15-5]     

 M
any consultants and organizations provide team-

building services to organizations. Although some 

managers and teams have found these services to be 

helpful, others have found them to be a waste of time 

and money—another consulting fad that provides no real 

performance benefits. Search online for team-building 

services, and examine the websites of a few consultants/

companies. Based on what you have read, what might 

be some advantages and disadvantages of team-building 

 services? For what kinds of problems/issues might these 

services be beneficial, and when might they have little ben-

efit or perhaps even do more harm than good? 
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  Be the Manager  [LO15-1, 15-2, 15-3, 15-4, 15-5]     

  Y
 ou were recently hired in a boundary-spanning role 

for the global unit of an educational and professional 

publishing company. The company is headquartered in 

New York (where you work) and has divisions in multiple 

countries. Each division is responsible for translating, 

manufacturing, marketing, and selling a set of books in 

its country. Your responsibilities include interfacing with 

managers in each of the divisions in your region (Central 

and South America), overseeing their budgeting and finan-

cial reporting to headquarters, and leading a virtual team 

consisting of the top managers in charge of each of the 

divisions in your region. The virtual team’s mission is to 

promote global learning, explore new potential opportu-

nities and markets, and address ongoing problems. You 

communicate directly with division managers via tele-

phone and email, as well as written reports, memos, and 

faxes. When virtual team meetings are convened, video-

conferencing is often used. 

 After your first few virtual team meetings, you noticed 

that the managers seemed to be reticent about speaking up. 

Interestingly enough, when each manager communicates 

with you individually, primarily in telephone conversations 

and e-mails, she or he tends to be forthcoming and frank, and 

you feel you have a good rapport with each of them. How-

ever, getting the managers to communicate with one another 

as a virtual team has been a real challenge. At the last meet-

ing you tried to prompt some of the managers to raise issues 

relevant to the agenda that you knew were on their minds 

from your individual conversations with them. Surprisingly, 

the managers skillfully avoided informing their teammates 

about the heart of the issues in question. You are confused 

and troubled. Although you feel your other responsibilities are 

going well, you know your virtual team is not operating like a 

team at all; and no matter what you try, discussions in virtual 

team meetings are forced and generally unproductive. What 

are you going to do to address this problem? 

   The Wall Street Journal  Case in the News

   A
  visit to the doctor may mean  

  seeing someone else instead. 

 An increasing number of practices 

are scrapping the traditional one-

on-one doctor–patient relationship. 

Instead, patients are receiving care 

from a group of health professionals 

who divide up responsibilities that 

once would have largely been han-

dled by the doctor in charge. While 

the supervising doctor still directly 

oversees patient care, other medi-

cal professionals—nurse practitio-

ners, physician assistants and clinical 

pharmacists—are performing more 

functions. These include adjusting 

medication dosage, ensuring that 

patients receive tests and helping 

them to manage chronic diseases. 

 “I can’t possibly do everything that 

needs to be done for our patients as 

a single human being,” says Kirsten 

Meisinger, supervising physician for 

a team of between 9 and 11 medi-

cal professionals at the Union Square 

Family Health Center in Somerville, 

Mass., one of 15 primary-care cen-

ters run by Harvard Medical School-

affiliated Cambridge Health Alliance. 

For example, Dr. Meisinger says she 

may see a diabetic patient once every 

three months. But nurses on her 

team generally see the patient more 

frequently and for longer visits. And 

patients are likely to feel more com-

fortable telling a nurse than a doctor 

if, for instance, they haven’t been tak-

ing their medication, she says. 

 The new approach, called team-

based care, comes amid a shortage in 

many parts of the U.S. of primary-care 

physicians, a situation expected to 

worsen as the number of new patients 

obtaining insurance under the federal 

Affordable Care Act rises. Pervasive 

chronic diseases such as diabetes also 

are straining the health-care system. 

 “In many primary-care practices 

today, physicians are doing a great 

deal of work that could be done by oth-

ers on the team,” says Don Goldmann, 

chief medical officer of the Institute 

for Healthcare Improvement, in Cam-

bridge, Mass., a nonprofit that works 

with medical practices to improve 

delivery of health care. Dr. Goldmann 

expects that within 10 years team-

based care “will be the norm.” 

 Team-based care is also becom-

ing more common as large health-

care providers increasingly purchase 

private physician practices and shift 

from traditional fee-for-service pay-

ments to other models, such as those 

that provide fixed payments to care 

for patients over a set time. 

 [LO15-1, 15-2, 15-3, 15-4, 15-5]     

   The Team Can See You Now 
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 Lucas Calixto, a 24-year-old software-

implementation engineer, ended up 

in the emergency room with a pulmo-

nary embolism, a blockage in a lung 

artery caused by a blood clot last 

summer. He is now on blood-thinning 

medication and needs close monitor-

ing to prevent a recurrence. On his 

regular visits to the Union Square 

clinic, he often doesn’t see the doc-

tor. Instead, another member of the 

medical team, clinical pharmacist 

Joseph Falinski, who has a doctor 

of pharmacy degree, monitors the 

levels of medication in his system 

and adjusts the dose as needed. Mr. 

Calixto also meets with registered 

nurse Amberly Killmer, who talks to 

him about how his condition is affect-

ing his life and whether he is adhering 

to his diet and exercise regimen. 

 Dr. Meisinger says she diagnoses 

and treats patients like Mr. Calixto 

initially, then gives guidance to the 

team for follow-up. Mr. Calixto feels 

confident in the care he receives from 

other team members. “To be honest, 

unless it is an emergency, they can 

address whatever issue I’m having 

and they always seem to do a good 

job,” he says. 

 The idea of team-based care is to 

allow the team members to practice 

at the highest level allowed by their 

training and medical license. Physi-

cian assistants, for example, com-

plete graduate-level programs lasting 

on average 27 months and do clini-

cal rotations in different specialties. 

They can examine patients, diagnose 

injuries and illnesses, provide treat-

ment, prescribe medications and per-

form some surgical procedures. But 

they must be under the supervision 

of physicians, and the care they can 

provide varies widely by state and by 

health-care provider. 

 Studies have shown that team-

based care can improve patient out-

comes and reduce costs. A 2012 

study looked at 214 adults with 

depression, combined with either 

diabetes or heart disease or both. It 

found that after two years, patients 

overseen by a team of nurses, 

working under primary-care-doctor 

supervision, were significantly less 

depressed and had improved levels 

of blood sugar, cholesterol and blood 

pressure, compared with patients 

who didn’t receive nurse coaching 

and monitoring. 

 The study, conducted by the 

University of Washington and the 

research arm of Group Health, a non-

profit health-care provider in Seattle, 

also found that for patients, whose 

care cost $11,000 annually on aver-

age, team-based care was associated 

with nearly $300 in yearly savings at 

Group Health, which charges a fixed 

monthly rate for unlimited care. 

 Winning over patients to team-

based care can be a challenge. A 

2012 survey of more than 1,000 low-

income people in California by the 

Blue Shield of California Foundation 

found that the majority preferred to 

be seen by doctors. About 1 in 4 of 

the respondents already had team-

based care, and 94% of them said 

they liked it. Among those who didn’t 

have team-based care, 81% said 

they were willing to try it. 

 Doctors may resist being part 

of a team and ceding care of their 

patients, studies have found. Experts 

in health-care delivery also caution 

that team members must coordinate 

care and delegate clearly to avoid 

anything falling through the cracks. 

 At the Somerville Union Square 

clinic, team members meet in “hud-

dles” usually twice a day to review 

incoming patients and decide who 

needs to see them. The meetings also 

aim to identify which patients may 

need extra attention. Patients who 

are chronically late, for instance, may 

get assistance from Paula Coutinho, 

a clinical social worker, who might 

arrange transportation or child care. 

 Physician assistant Juliane Liberus 

is often the first practitioner new 

patients see. She will take medical 

histories, review medications and per-

form physical exams. “I do well-child 

visits, geriatric care, the whole gamut 

of things,” she says. If needed, Ms. 

Liberus will refer cases to Dr. Meisinger 

for follow-up. 

 Dr. Meisinger says the team helps 

her with countless behind-the-scenes 

tasks, like the medical assistants and 

receptionists who follow up on abnor-

mal mammogram results and chase 

down patients to come in for colonos-

copy tests. “We literally have lists of 

the lives they’ve saved,” Dr. Meisinger 

says. Medical assistant Fabiola Mar-

celin, who is also a phlebotomist, does 

blood work and explains to patients 

how to do certain tests, such as fecal 

occult blood tests for colon cancer. 

 Ms. Killmer, the registered nurse, 

says she sometimes has to educate 

patients about the team members’ 

different roles and explain to patients 

that they may not need the doctor for 

certain things. Sometimes if a patient 

insists on seeing the doctor, Dr. 

Meisinger will look into the room and 

assure the patient that Ms. Killmer’s 

plan is a good one. “That little bit of 

interaction makes patients feel like, 

hey, I saw the doctor, but I have a 

pretty smart nurse,” says Ms. Killmer.    

 Source: Sue Shellenbarger, “Help! I’m on a Confer-

ence Call,” The Wall Street Journal, February 26, 

2014. Copyright © 2014 Dow Jones & Company, 

Inc. Reproduced with permission via Copyright 

Clearance Center. 

   Questions for 

Discussion 

    1. How might using teams in 

health care settings enhance 

performance, responsiveness 

to patients, and health care 

provider motivation?  

   2. What kind of interdependence 

do you think exists in teams in 

health care settings?  

   3. What kinds of norms do you 

think it would be important for 

these teams to have?  

   4. Why might it be important for 

teams in health care settings 

to have a moderate level of 

cohesiveness?                
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 part 6  Managing Critical 
Organizational Processes 

   LO16-1  Explain why effective communication helps an organization gain a 
competitive advantage. 

   LO16-2  Describe the communication process, and explain the role of perception 
in communication. 

   LO16-3  Define information richness ,  and describe the information richness of 
communication media available to managers. 

   LO16-4  Describe the communication networks that exist in groups and teams. 

   LO16-5  Explain how advances in technology have given managers new options 
for managing communication. 

   LO16-6  Describe important communication skills that managers need as senders 
and as receivers of messages and why it is important to understand 
differences in linguistic styles.  

 Promoting Effective Communication    

   CHAPTER 16 

  Learning Objectives 

  After studying this chapter, you should be able to:  
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Marc Benioff, chairman and CEO of Salesforce.com, Inc. Benioff 

promotes communication and collaboration within his company with 

such devices as Chatter, a social networking app for internal use by 

Salesforce employees.

  How can managers encourage 

effective communication and col-

laboration?  Not only does Marc Benioff, 

cofounder, chairman of the board of direc-

tors, and chief executive officer of  Sales-

force.com , foster effective communication 

and collaboration in his company, but his 

company also gives its customers the tools 

to promote effective communication in their 

own organizations and with their own cus-

tomers. An effective communicator himself, 

Benioff well knows the importance of build-

ing a common understanding, trust, and 

a collaborative atmosphere for effective 

communication.  1   

  Salesforce.com  was founded in 1999 and 

provides its subscribing companies with 

customer relationship management software 

and applications via cloud computing (cloud 

computing entails the delivery of software, 

services, data management, and storage 

over the Internet).  2   Thus, through cloud 

computing,  Salesforce.com  gives companies 

tools to effectively manage sales and rela-

tions with their own customers, accounting 

and data management and storage, and 

communications within their companies. 

 Salesforce.com  has over 100,000 subscrib-

ers ranging from Dell, Cisco, and Google 

to NBCUniversal, Bank of America, and the 

Japanese government.  3   Rather than sub-

scribers having to purchase, install, upgrade, 

and maintain software to manage communi-

cations and business activities,  Salesforce.

com  enables them to access software, 

communication tools, and data management 

and storage over the Internet through 

cloud computing.  Salesforce.com’s  growth 

trajectory has been remarkable.  4   For 

fiscal 2014,  Salesforce.com  had revenues 

of $4.07  billion—33 percent higher than its 

revenues were in fiscal 2013.  5   

 With over 10,000 employees globally and 

more than 100,000 customers,  Salesforce.

com  is a leader in the move toward social 

enterprises that use mobile, social, and 

cloud technology to better serve customers.  6   

 Salesforce.com  offers its subscribers 

(or customers) access to different kinds 

of social networks to facilitate the sharing 

of information, communication, and 

coordination both internally among 

employees and externally with customers. 

For example,  Salesforce.com’s  Chatter is 

   A MANAGER’S CHALLENGE 

   Encouraging Effective Communication and Collaboration at  Salesforce.com       
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a social networking application (or “app”),  7   

similar to Facebook, for internal use by a 

company’s employees. On computers and 

mobile devices like smartphones and tab-

lets, and in news feeds and groups open to 

all employees, employees can communicate 

with each other, work on drafts, collaborate, 

get feedback on new ideas, and perform 

data analyses in real time. Inside  Salesforce.

com , some groups bring together employ-

ees from different functions and hierarchical 

ranks to share thoughts and ideas about 

their own work experiences, such as the 

groups named Airing of Grievances and 

Tribal Knowledge.  8   

 Each day, employees at  Salesforce.com  

post approximately 3,000 entries on Chat-

ter, with their identities known to all.  9   Thus, 

while posts cannot get out of hand, this open 

forum for real-time communication certainly 

seems to facilitate collaboration and shared 

understandings. After  salesforce.com  devel-

oped and adopted Chatter, managers found 

that around 30 percent fewer internal email 

messages were being sent among employ-

ees. Chatter seems to keep both employees 

and managers more informed about what 

is going on in the company. Benioff himself 

indicated that “I learned more about my 

company in a few months through using 

Chatter than I had in the last three years.”  10   

Chatter is used by the vast majority of 

 Salesforce.com  customers without any extra 

charge.  11   

 While  Saleforce.com  excels in the 

arena of electronic communication and 

social networking, Benioff, a consummate 

salesperson, nonetheless recognizes the 

importance of face-to-face communication 

as well. As a case in point, consider how 

he managed the acquisition of Rypple, a 

Canadian start-up that develops human 

resources applications.  12   Rypple was 

founded by Daniel Debow and David Stein, 

who were speaking at the same confer-

ence as Benioff in New York City. Even 

though Benioff already had had several 

discussions with the pair about  Salesforce.

com’s  potentially acquiring Rypple, the 

night before the meeting, Benioff took 

Debow and Stein to one of his favorite 

Italian restaurants in midtown Manhattan. 

The next day after the conference events 

were finished, Benioff took Debow (Stein 

had a flight back home to catch) to the 

2nd Avenue Deli for a tasty deli spread at 

the counter. Rather than talk business, the 

two just had a casual conversation. Build-

ing a good sense of rapport and a com-

mon understanding with the CEO of the 

company that was going to acquire their 

company evidently meant a lot to Debow 

and Stein. Even though they had a bet-

ter offer to acquire their company from 

one of  Salesforce.com’s  competitors, they 

decided to accept  Salesforce.com’s  $60 

million bid for Rypple. As Debow puts it, 

“It wasn’t only about deal terms, but cor-

porate culture. . . . We barely met the other 

CEO . . . we entrepreneurs could be part 

of their family. Nobody can keep up the 

artifice over a couple of hours of sharing 

pickles.”  13   

 On May 29, 2014,  Salesforce.com  and 

Microsoft declared that they had entered into 

a strategic partnership such that  Salesforce.

com’s  customers would be able to access 

 Salesforce.com  applications and customer 

relationship management software through 

Microsoft Windows and Office.  14   This part-

nership has the potential to improve perfor-

mance and communication for  Salesforce.

com’s  customers. As Benioff put it, “Today is 

about putting the customer first. . . . Together 
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with Microsoft, we are building bridges that 

allow customers to be more productive.”  15   

 Importantly, Benioff is also concerned 

about giving back to the community and 

doing volunteer work.  Salesforce.com  origi-

nated the “1/1/1” system of philanthropy that 

other companies like Google are modeling 

their approaches after.  16   Essentially,  Sales-

force.com  donates 1 percent of its employ-

ees’ paid workdays to volunteer work (six 

workdays per year per employee) and also 

donates 1 percent of its services to small 

nonprofits. Moreover, when  Salesforce.

com  became a public company, it set aside 

1 percent of its stock for the  Salesforce.

com  Foundation. The foundation focuses 

on giving grants to programs and initia-

tives oriented around poverty, education, 

young people, innovation, and other arenas 

in which employees are interested in vol-

unteering. The foundation also helps large 

nonprofits and institutions of higher educa-

tion improve their communication efforts 

by selling them  Salesforce.com  subscrip-

tions at an 80 percent discount with the 

foundation keeping the proceeds from the 

subscriptions.  17   Interestingly enough, when 

employees volunteer for projects, they not 

only have a sense of fulfillment from doing 

something worthwhile, but they also increase 

their sense of camaraderie and collabora-

tion with their coworkers. As Julie Trell, who 

worked at the foundation, put it, “You bring 

your whole self to work. . . . Employees bring 

in their causes, others join in, and it teaches 

team building.”  18   All in all,  Salesforce.com  

appears to be helping many people and 

organizations be better communicators.  19           

  Even with all the advances in information technology provided by com-

panies like  Salesforce.com  that are available to managers, ineffective 

communication continues to take place in organizations. Ineffective 

communication is detrimental for managers, employees, and organizations; it can lead to poor 

performance, strained interpersonal relations, poor service, and dissatisfied customers. For an 

organization to be effective and gain a competitive advantage, managers at all levels need to 

be good communicators. 

 In this chapter we describe the nature of communication and the communication process 

and explain why all managers and their subordinates need to be effective communicators. 

We describe the communication media available to managers and the factors they need to 

consider in selecting a communication medium for each message they send. We consider 

the communication networks organizational members rely on, and we explore how advances 

in information technology have expanded managers’ range of communication options. We 

describe the communication skills that help managers to be effective senders and receivers of 

messages. By the end of this chapter, you will appreciate the nature of communication and the 

steps managers can take to ensure that they are effective communicators.      

    Communication    is the sharing of information between two or more 

individuals or groups to reach a common understanding.  20   First and fore-

most, no matter how electronically based, communication is a human 

endeavor and involves individuals and groups. Second, communication 

does not take place unless a common understanding is reached. Thus 

when you call a business to speak to a person in customer service or billing and are bounced 

between endless automated messages and menu options and eventually hang up in frustration, 

communication has not taken place.  

Overview
 LO16-1 
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   The Importance of Good Communication 
 In Chapter 1 we described how an organization can gain a competitive advantage when man-

agers strive to increase efficiency, quality, responsiveness to customers, and innovation. 

Good communication is essential for attaining each of these four goals and thus is a necessity 

for gaining a competitive advantage. 

 Managers can  increase efficiency  by updating the production process to take advantage of 

new and more efficient technologies and by training workers to operate the new technologies 

and to expand their skills. Good communication is necessary for managers to learn about new 

technologies, implement them in their organizations, and train workers in how to use them. 

Similarly,  improving quality  hinges on effective communication. Managers need to commu-

nicate to all members of an organization the meaning and importance of high quality and the 

routes to attaining it. Subordinates need to communicate quality problems and suggestions for 

increasing quality to their superiors, and members of self-managed work teams need to share 

their ideas on improving quality with one another. 

 Good communication can also help increase  responsiveness to customers.  When the orga-

nizational members who are closest to customers, such as department store salespeople and 

bank tellers, are empowered to communicate customers’ needs and desires to managers, man-

agers can better respond to these needs. Managers, in turn, must communicate with other 

organizational members to determine how best to respond to changing customer preferences. 

  Innovation,  which often takes place in cross-functional teams, also requires effective 

communication. Members of a cross-functional team developing a new electronic game, for 

example, must effectively communicate with one another to develop a game that customers 

will want to play; that will be engaging, interesting, and fun; and that can potentially lead to 

sequels. Members of the team also must communicate with managers to secure the resources 

they need for developing the game and to keep managers informed of progress on the proj-

ect. Innovation in organizations is increasingly taking place on a global level, making effec-

tive communication all the more important, as illustrated in the accompanying “Managing 

Globally” feature.  

 Managing 
Globally 

  Global Communication for Global 
Innovation at GE Healthcare   
 GE Healthcare (headquartered in the United Kingdom) is a provider of medical tech-
nology and services and makes medical imaging, diagnostic, and monitoring systems 
such as CT scanners. With over 52,000 employees around the world, GE Health-
care has approximately $18 billion in revenues.  21   To make the best scanners that 

meet the needs of doctors and patients around the world with 
next-generation technology, new product development and 
manufacture are truly global endeavors at GE Healthcare 
Technologies. Consider the development of the LightSpeed 
VCT scanner series ( VCT  stands for “volume controlled 
tomography”), which can perform a full-body scan in under 
10 seconds and yields a three-dimensional picture of patients’ 
hearts within five heartbeats.  22   

 The LightSpeed was developed through global collabora-
tion. GE managers not only spoke with doctors (including 
cardiologists and radiologists) around the world to find out 
what their needs were and what kinds of tests they would 
perform with the LightSpeed but also gathered informa-
tion about differences among patients in various countries. 
Engineers in Hino (Japan), Buc (France), and Waukesha, 
 Wisconsin, developed the electronics for the LightSpeed. 
Other parts, such as the automated table that patients lie on, 

   As GE Healthcare learned, conference calls and email 
are beneficial, but nothing replaces getting managers 
together for face-to-face conversations and problem 
solving. 
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 Effective communication is necessary for managers and all members of an organization to 

increase efficiency, quality, responsiveness to customers, and innovation and thus gain a 

competitive advantage for the organization. Managers therefore must understand the com-

munication process well if they are to perform effectively.  

  The Communication Process  
 The communication process consists of two phases. In the  transmission phase,  information is 

shared between two or more individuals or groups. In the  feedback phase,  a common under-

standing is ensured. In both phases, a number of distinct stages must occur for communication 

to take place (see  Figure 16.1 ).  26    

 Starting the transmission phase, the    sender   , the person or group wishing to share infor-

mation with some other person or group, decides on the    message   , what information to com-

municate. Then the sender translates the message into symbols or language, a process called 

   encoding   ; often messages are encoded into words.    Noise    is a general term that refers to 

anything that hampers any stage of the communication process. 

 Once encoded, a message is transmitted through a medium to the    receiver   , the person 

or group for which the message is intended. A    medium    is simply the pathway, such as a 

phone call, a letter, a memo, or face-to-face communication in a meeting, through which 

an encoded message is transmitted to a receiver. At the next stage, the receiver interprets 

 LO16-2 
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were made in Beijing (China) and Hino. Software for the LightSpeed was written in 
Haifa (Israel), Bangalore (India), Buc, and Waukesha.  23   

 Effective global communication was a challenge and a necessity to successfully 
develop the LightSpeed series. As Brian Duchinsky, who was GE’s general manager 
for global CT at the time, put it, “If we sat around in this cornfield west of  Milwaukee, 
we wouldn’t come up with the same breadth of good ideas. But yet, getting six coun-
tries on the phone to make a decision can be a pain.”  24   

 GE managers facilitated effective communication in a number of ways— 
participating in daily conference calls, making sure teams in different countries 
depended on one another, developing an internal website devoted to the LightSpeed, 
encouraging teams to ask one another for help, and holding face-to-face meetings in 
different locations. Although much communication took place electronically, such 
as through conference calls, face-to-face meetings were also important. As Bob 
 Armstrong, who was GE’s general manager for engineering at the time, indicated, 
“You need to get your people together in one place if you want them to really appreci-
ate how good everyone is, and how good you are as a team.”  25    

 Figure 16.1 
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and tries to make sense of the message, a process called    decoding   . This is a critical point 

in communication. 

 The feedback phase is initiated by the receiver (who becomes a sender). 

The receiver decides what message to send to the original sender (who 

becomes a receiver), encodes it, and transmits it through a chosen medium (see 

  Figure 16.1 ). The message might contain a confirmation that the original mes-

sage was received and understood or a restatement of the original message to 

make sure it has been correctly interpreted, or it might include a request for 

more information. The original sender decodes the message and makes sure 

a common understanding has been reached. If the original sender determines 

that a common understanding has not been reached, sender and receiver cycle 

through the whole process as many times as needed to reach a common under-

standing. Feedback eliminates misunderstandings, ensures that messages are 

correctly interpreted, and enables senders and receivers to reach a common 

understanding. 

 The encoding of messages into words, written or spoken, is    verbal 

 communication   . We can also encode messages without using written or spoken 

language. 

    Nonverbal communication    shares information by means of facial expres-

sions (smiling, raising an eyebrow, frowning, dropping one’s jaw), body lan-

guage (posture, gestures, nods, and shrugs), and even style of dress (casual, 

formal, conservative, trendy). The trend toward increasing empowerment of 

the workforce has led some managers to dress informally to communicate that 

all employees of an organization are team members, working together to create 

value for customers. 

 Nonverbal communication can be used to back up or reinforce verbal commu-

nication. Just as a warm and genuine smile can back up words of appreciation for a job well 

done, a concerned facial expression can back up words of sympathy for a personal problem. 

In such cases, the congruence between the verbal and the nonverbal communication helps to 

ensure that a common understanding is reached. 

 Sometimes when members of an organization decide not to express a message verbally, 

they inadvertently do so nonverbally. People tend to have less control over nonverbal com-

munication, and often a verbal message that is withheld gets expressed through body lan-

guage or facial expressions. A manager who agrees to a proposal that she or he actually does 

not like may unintentionally communicate her or his disfavor by grimacing. 

 Sometimes nonverbal communication is used to send messages that cannot be sent through 

verbal channels. Many lawyers are well aware of this communication tactic. Lawyers are often 

schooled in techniques of nonverbal communication, such as choosing where to stand in the court-

room for maximum effect and using eye contact during different stages of a trial. Lawyers some-

times get into trouble for using inappropriate nonverbal communication in an attempt to influence 

juries. In a Louisiana court, prosecuting attorney Thomas Pirtle was admonished and fined $2,500 

by Judge Yada Magee for shaking his head in an expression of doubt, waving his arms indicating 

disfavor, and chuckling when the attorneys for the defense were stating their case.  27    

  The Role of Perception in Communication 
 Perception plays a central role in communication and affects both transmission and feedback. 

In Chapter 5 we defined  perception  as the process through which people select, organize, and 

interpret sensory input to give meaning and order to the world around them. We mentioned 

that perception is inherently subjective and is influenced by people’s personalities, values, 

attitudes, and moods as well as by their experience and knowledge. When senders and receiv-

ers communicate with each other, they are doing so based on their own subjective percep-

tions. The encoding and decoding of messages and even the choice of a medium hinge on the 

perceptions of senders and receivers. 

 In addition, perceptual biases can hamper effective communication. Recall from Chapter 

5 that  biases  are systematic tendencies to use information about others in ways that result in 

decoding Interpreting and 

trying to make sense of a 

message.

verbal communication 

The encoding of messages 

into words, either written or 

spoken.

nonverbal communication 

The encoding of messages by 

means of facial expressions, 

body language, and styles of 

dress.

   If a picture is worth a thousand words, 
so too is nonverbal communication; 
facial expressions, body language, 
posture, and eye contact all send 
powerful messages. 
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inaccurate perceptions. In Chapter 5 we described a number of biases that can cause unfair 

treatment of diverse members of an organization. The same biases also can lead to ineffective 

communication. For example,  stereotypes —simplified and often inaccurate beliefs about the 

characteristics of particular groups of people—can interfere with the encoding and decoding 

of messages. 

 Suppose a manager stereotypes older workers as being fearful of change. When this man-

ager encodes a message to an older worker about an upcoming change in the organization, 

she may downplay the extent of the change so as not to make the older worker feel stressed. 

The older worker, however, fears change no more than do his younger colleagues and thus 

decodes the message to mean that only a minor change is going to be made. The older worker 

fails to adequately prepare for the change, and his performance subsequently suffers because 

of his lack of preparation for the change. Clearly this ineffective communication was due to 

the manager’s inaccurate assumptions about older workers. Instead of relying on stereotypes, 

effective managers strive to perceive other people accurately by focusing on their actual 

behaviors, knowledge, skills, and abilities. Accurate perceptions, in turn, contribute to effec-

tive communication.  

  The Dangers of Ineffective Communication 
 Because managers must communicate with others to perform their various roles and tasks, 

managers spend most of their time communicating, whether in meetings, in telephone 

conversations, through email, or in face-to-face interactions. Indeed, some experts esti-

mate that managers spend approximately 85 percent of their time engaged in some form of 

communication.  28   

 Effective communication is so important that managers cannot just be concerned that they 

themselves are effective communicators; they also have to help their subordinates be effec-

tive communicators. When all members of an organization can communicate effectively with 

one another and with people outside the organization, the organization is much more likely to 

perform highly and gain a competitive advantage. 

 When managers and other members of an organization are ineffective communica-

tors, organizational performance suffers and any competitive advantage the organiza-

tion might have is likely to be lost. Moreover, poor communication sometimes can be 

downright dangerous and even lead to tragic and unnecessary loss of human life. For 

example, researchers from Harvard University studied the causes of mistakes, such as 

a patient receiving the wrong medication, in two large hospitals in the Boston area. 

They discovered that some mistakes in hospitals occur because of communication 

problems—physicians not having the information they need to correctly order medica-

tions for their patients or nurses not having the information they need to correctly admin-

ister medications. The researchers concluded that some of the responsibility for these 

mistakes lies with hospital management, which has not taken active steps to improve 

communication.  29   

 Communication problems in airplane cockpits and between flying crews and air traffic 

controllers are unfortunately all too common, sometimes with deadly consequences. In 

the late 1970s two jets collided in Tenerife (one of the Canary Islands) because of mis-

communication between a pilot and the control tower, and 600 people were killed. The 

tower radioed to the pilot, “Clipper 1736 report clear of runway.” The pilot mistakenly 

interpreted this message to mean that he was cleared for takeoff.  30   Unfortunately com-

munication problems persist in the airline industry. In 2009 a Northwest Airlines Airbus 

A320 flew 150 miles past its Minneapolis destination while the crew of the airplane was 

out of contact with air traffic controllers for over an hour.  31   A safety group at NASA 

tracked more than 6,000 unsafe flying incidents and found that communication difficulties 

caused approximately 529 of them.  32   And NASA has its own communication difficulties.  33   

In 2004 NASA released a report detailing communication problems at the International 

Space Station jointly managed and staffed by NASA and the Russian space agency; the 

problems included inadequate record keeping, missing information, and failure to keep 

data current.  34         
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 To be effective communicators, managers (and other members of an 

organization) need to select an appropriate communication medium for 

each message they send. Should a change in procedures be communi-

cated to subordinates in a memo sent through email? Should a congratu-

latory message about a major accomplishment be communicated in a 

letter, in a phone call, or over lunch? Should a layoff announcement be 

made in a memo or at a plant meeting? Should the members of a purchas-

ing team travel to Europe to cement a major agreement with a new sup-

plier, or should they do so through conference calls and email messages? 

Managers deal with these questions day in and day out. 

 There is no one best communication medium for managers to rely on. In choosing a com-

munication medium for any message, managers need to consider three factors. The first and 

most important is the level of information richness that is needed.    Information richness    is 

the amount of information a communication medium can carry and the extent to which the 

medium enables the sender and receiver to reach a common understanding.  35   The communi-

cation media that managers use vary in their information richness (see  Figure 16.2 ).  36   Media 

high in information richness can carry an extensive amount of information and generally 

enable receivers and senders to come to a common understanding.  

 The second factor that managers need to take into account in selecting a communication 

medium is the  time  needed for communication because managers’ and other organizational 

members’ time is valuable. Managers at United Parcel Service, for example, dramatically 

reduced the amount of time they spent on communicating by using videoconferences instead 

of face-to-face communication, which required that managers travel overseas.  37   

 The third factor that affects the choice of a communication medium is the  need for a 

paper or electronic trail  or some kind of written documentation that a message was sent and 

received. A manager may wish to document in writing, for example, that a subordinate was 

given a formal warning about excessive lateness. 

 In the remainder of this section we examine four types of communication media that vary 

along these three dimensions (information richness, time, and paper or electronic trail).  38    

   Face-to-Face Communication 
 Face-to-face communication is the medium that is highest in information richness. When 

managers communicate face-to-face, they not only can take advantage of verbal communica-

tion but also can interpret each other’s nonverbal signals such as facial expressions and body 

Information 
Richness and 

Communication 
Media
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language. A look of concern or puzzlement can sometimes say more than a thousand words, 

and managers can respond to such nonverbal signals on the spot. Face-to-face communication 

also enables managers to receive instant feedback. Points of confusion, ambiguity, or misun-

derstanding can be resolved, and managers can cycle through the communication process as 

many times as needed to reach a common understanding. 

 With the growing proliferation of electronic forms of communication, such as email, some 

managers fear that face-to-face communication is being shortchanged to the detriment of 

building common understandings and rapport.  39   Moreover, some messages that really should 

be communicated face-to-face or at least in a phone conversation, and messages that are more 

efficiently communicated in this manner, are nonetheless sent electronically.  40   As indicated 

in the accompanying “Management Insight” feature, managers need to carefully consider 

whether face-to-face communication is being shortchanged in their organizations and, if it is, 

take steps to rectify the situation.  

  Knowing When Face-to-Face 
Communication Is Called For 

 Anyone who has participated in one of those frustrating email exchanges where mes-
sages shoot back and forth and it seems to take forever to resolve a problem or reach a 
common understanding knows there must be a better way. In such cases a face-to-face 
conversation (or if that is not possible, a phone conversation) often will lead to better 
outcomes all around. 

 According to Ron McMillan, a consultant to managers at 
all ranks and coauthor of best-selling books on communica-
tion, email should not be relied on to communicate information 
that is complex, important, or sensitive.  41   In such cases face-to-
face communication (or even a phone conversation) can convey 
more information than email can, and it is much more effective 
at generating a common understanding. Research conducted by 
Albert Mehrabian, professor emeritus of psychology at UCLA, 
suggests that more meaning is conveyed by nonverbal commu-
nication from facial expressions and body language and from 
tone of voice and vocal inflection than is conveyed by the actual 
words that are used when communicating.  42   And of course non-
verbal communication, tone of voice, and vocal inflection are 
all missing when email is used. JoAnne Yates, a professor at the 
Sloan School of Management at MIT, suggests that email is best 
for simple information that will be readily understood.  43   

 Sara Roberts, founder and chief executive officer of Roberts Golden Consulting in 
San Francisco, recognizes the value of face-to-face communication.  44   Although consul-
tants in her firm regularly communicate with each other, clients, and suppliers via email 
and this is often efficient and effective, Roberts believes rapport and collaboration can 
suffer when email is used extensively. So she instituted “No Email Fridays” at her firm. 
On Fridays employees are not to use email unless it is clearly necessary (such as to 
reply to a client who wants an urgent email response).  45   As Roberts put it, “No Email 
Friday helps us to remember we really could go over to that person sitting right over 
there and collaborate more.”  46   In fact a growing number of organizations are experi-
menting with “no email Fridays” to encourage more face-to-face communication and 
phone conversations.  47    

 Management 
Insight 

“No Email Friday” bolsters in-person conversations and 
strengthens employee ties. 

 Allowing opportunities for face-to-face communication can be especially important 

when trying to effectively communicate with employees located in other countries. For 
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example, Greg Caltabiano, CEO of Teknovus Inc., which is based in Petaluma, California, 

and has offices in Asia, arranges for U.S. employees to go to Asia and Asian employ-

ees to come to the United States to engage in face-to-face communication to build mutual 

understanding.  48   

    Management by wandering around    is a face-to-face communication technique that is 

effective for many managers at all levels in an organization.  49   Rather than scheduling for-

mal meetings with subordinates, managers walk around work areas and talk informally with 

employees about issues and concerns that both employees and managers may have. These 

informal conversations give managers and subordinates important information and at the 

same time foster the development of positive relationships. William Hewlett and David Pack-

ard, founders and former top managers of Hewlett-Packard, found management by wandering 

around to be a highly effective way of communicating with their employees. 

 Because face-to-face communication is highest in information richness, you might think it 

should always be the medium of choice for managers. This is not the case, however, because 

of the amount of time it can take and the lack of a paper or electronic trail resulting from it. 

For messages that are important, personal, or likely to be misunderstood, it is often well worth 

managers’ time to use face-to-face communication and, if need be, supplement it with some 

form of written communication documenting the message. 

 Advances in information technology are giving managers new communication media that 

are close substitutes for face-to-face communication. Many organizations, such as  American 

Greetings Corp. and Hewlett-Packard, are using  videoconferences  to capture some of the 

advantages of face-to-face communication (such as access to facial expressions) while saving 

time and money because managers in different locations do not have to travel to meet with 

one another. During a videoconference, managers in two or more locations communicate 

with each other over large TV or video screens; they not only hear each other but also see 

each other throughout the meeting. 

 In addition to saving travel costs, videoconferences sometimes have other advantages. 

Managers at American Greetings have found that decisions get made more quickly when 

videoconferences are used because more managers can be involved in the decision-making 

process and therefore fewer managers have to be consulted outside the meeting itself. Manag-

ers at Hewlett-Packard have found that videoconferences have shortened new product devel-

opment time by 30 percent for similar reasons. Videoconferences also seem to lead to more 

efficient meetings. Some managers have found that their meetings are 20–30 percent shorter 

when videoconferences are used instead of face-to-face meetings.  50   

 Taking videoconferences a leap forward, Cisco Systems has developed its TelePresence 

line of products, enabling individuals and teams in different locations to communicate live 

and in real time over the Internet with high-definition life-size video and excellent audio that 

make it feel like all participants, no matter where they are, are in the same room.  51   One morn-

ing Cisco CEO John Chambers was able to participate in meetings with employees and teams 

in India, Japan, Cleveland, and London in less than four hours by using TelePresence.  52   Other 

companies, such as HP, have developed similar products. What distinguishes these products 

from older videoconferencing systems is the lack of transmission delay and the sharp, clear, 

life-size video quality.  53    

  Spoken Communication Electronically 
Transmitted 
 After face-to-face communication, spoken communication electronically transmitted over 

phone lines (and the World Wide Web and the Internet) is second highest in information rich-

ness (see  Figure 16.2 ). Although managers communicating over the telephone do not have 

access to body language and facial expressions, they do have access to the tone of voice in 

which a message is delivered, the parts of the message the sender emphasizes, and the general 

manner in which the message is spoken, in addition to the actual words themselves. Thus 

telephone conversations can convey extensive amounts of information. Managers can ensure 

that mutual understanding is reached because they can get quick feedback over the phone 

and answer questions. When Greg Caltabiano, CEO of Teknovus Inc., wanted to improve 

management by 
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communication between engineers in California who design semiconductors for fiber optic 

networks and employees and customers in Asia, he encouraged the engineers to communicate 

via the telephone instead of by email.  54   

 Skype enables people to communicate using voice and video over the Internet.  55   Thus 

Skype enables access to nonverbal forms of communication, and video conferences and 

interviews can be conducted over the Internet with Skype. For example, some business 

schools who interview top applicants for their PhD programs require an in-person inter-

view prior to making admission decisions. Given the high costs of airline tickets for top 

overseas candidates, some schools arrange for interviews with these applicants to be con-

ducted via Skype. 

 Voice mail systems and answering machines also allow managers to send and receive ver-

bal electronic messages over telephone lines. Voice mail systems are companywide systems 

that let senders record messages for members of an organization who are away from their 

desks and allow receivers to access their messages even when hundreds of miles away from 

the office. Such systems are obviously a necessity when managers are frequently out of the 

office, and managers on the road are well advised to periodically check their voice mail.  

  Personally Addressed Written Communication 
 Lower in information richness than electronically transmitted verbal communication is per-

sonally addressed written communication (see  Figure 16.2 ). One advantage of face-to-face 

communication and electronically transmitted verbal communication is that they both tend 

to demand attention, which helps ensure that receivers pay attention. Personally addressed 

written communications, such as memos and letters, also have this advantage. Because they 

are addressed to a particular person, the chances are good that the person will actually pay 

attention to (and read) them. Moreover, the sender can write the message in a way that the 

receiver is most likely to understand. Like voice mail, written communication does not enable 

a receiver to have his or her questions answered immediately; but when messages are clearly 

written and feedback is provided, common understandings can still be reached. 

 Even if managers use face-to-face communication, sending a follow-up in writing is often 

necessary for messages that are important or complicated and need to be referred to later on. 

This is precisely what Karen Stracker, a hospital administrator, did when she needed to tell 

one of her subordinates about an important change in how the hospital would be handling 

denials of insurance benefits. Stracker met with the subordinate and described the changes 

face-to-face. Once she was sure the subordinate understood them, she handed her a sheet of 

instructions to follow, which essentially summarized the information they had discussed. 

 Email and text messages also fit into this category of communication media because send-

ers and receivers are communicating through personally addressed written words. The words, 

however, appear on their computer screens or smartphones rather than on paper. Email is 

so widespread in the business world that some managers find they have to deliberately take 

time out from managing their email to get their work done, think about pressing concerns, 

and come up with new and innovative ideas.  56   According to the Radacati Group, an indepen-

dent market research firm, the average email account in corporations today receives about 

18  megabytes of email and attachments per workday; the volume of email is expected to 

increase over time.  57   To help their employees effectively manage email, a growing number 

of organizations are instituting training programs to help employees learn how to more effec-

tively use email by sending clearer messages, avoiding email copies to multiple parties who 

do not really need to see it, and writing clear and informative subject lines.  58   For example, 

Capital One trains employees to (1) write clear subject lines so recipients know why they are 

receiving a message and can easily search for it and retrieve it later, and (2) convey informa-

tion clearly and effectively in the email body.  59   

 Ultimately, for messages that are sensitive or potentially misunderstood, or that require 

the give-and-take of a face-to-face or telephone conversation, relying on email can take 

considerably more time to reach a common understanding.  60   Additionally, given the lack 

of nonverbal cues, tone of voice, and intonation in email, senders need to be aware of the 

potential for misunderstandings.  61   Based on her research, Kristin Byron, a professor of man-

agement at Syracuse University, suggests that recipients may have a tendency to perceive 
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some of the email they receive as more negative than the senders intended.  62   Senders who 

are rushed, for example, may send short, curt messages lacking greeting and closing lines 

because they are so busy.  63   Recipients, however, might read something more negative into 

messages like these.  64   

 The growing popularity of email has also enabled many workers and managers to become 

 telecommuters —people who are employed by organizations and work out of offices in their 

own homes. It is estimated that there are around 30 million telecommuters in the United 

States.  65   Many telecommuters indicate that the flexibility of working at home lets them be 

more productive and, at the same time, be closer to their families and not waste time traveling 

to and from the office.  66   In a study conducted by Georgetown University, 75 percent of the 

telecommuters surveyed said their productivity increased, and 83 percent said their home life 

improved once they started telecommuting.  67   

 Unfortunately the widespread use of email has been accompanied by growing abuse of 

email. There have been cases of employees sexually harassing coworkers through email, 

sending pornographic content via email, and sending messages that disparage certain employ-

ees or groups.  68   To counter disparaging remarks making their way to employees’ in-boxes 

(and being copied to coworkers), Mark Stevens, CEO of MSCO, a 40-person marketing firm 

in Purchase, New York, instituted a policy that forbade employees from using email or Black-

berries to communicate messages that criticized someone else.  69   

 Managers need to develop a clear, written policy specifying what company email can and 

should be used for and what is out of bounds. Managers also should clearly communicate 

this policy to all members of the organization, as well as tell them what procedures will 

be used when email abuse is suspected and what consequences will result if the abuse is 

confirmed. According to a survey conducted by the ePolicy Institute, of the 79 percent of 

companies that have an email policy, only about 54 percent actually give employees train-

ing and education to ensure that they understand it.  70   Training and education are important 

to ensure that employees know not only what the policy is but also what it means for their 

own email use. 

 Additionally, email policies should specify how much personal email is appropriate and 

when the bounds of appropriateness have been overstepped. Just as employees make personal 

phone calls while on the job (and sometimes have to), so too do they send and receive personal 

email. In fact, according to Waterford Technologies, a provider of email management and 

archive services based in Irvine, California, about one-third of email to and from companies 

is personal or not work-related.  71   Clearly, banning all personal email is impractical and likely 

to have negative consequences for employees and their organizations (such as lower levels of 

job satisfaction and increased personal phone conversations). Some companies limit personal 

email to certain times of the day or a certain amount of time per day; others have employees 

create lists of contacts from whom they want to receive email at work (family members, chil-

dren, baby-sitters); still others want personal email to be sent and received through web-based 

systems like Gmail and Hotmail rather than the corporate email system.  72   

 According to the American Management Association, while the majority of organizations 

have a written policy about email use, some do not have written guidelines for instant mes-

saging.  73    Instant messaging  allows people who are online and linked through a buddy or 

contact list to send instant messages back and forth through a small window on their computer 

screens without having to go through the steps of sending and receiving email.  74   

 What about surfing the Internet on company time? According to a study conducted by 

Websense, approximately half of the employees surveyed indicated that they surfed the web 

at work, averaging about two hours per week.  75   Most visited news and travel sites, but about 

22 percent of the male respondents and 12 percent of the female respondents indicated that 

they visited pornographic websites.  76   Of all those surveyed, 56 percent said they sent personal 

email at work. The majority of those surveyed felt that sending personal email and surfing the 

web had no effect on their performance, and 27 percent thought that doing so improved their 

productivity.  77   Other statistics suggest that while overall there is more Internet use at home 

than at work, individuals who use the Internet at work spend more time on it and visit more 

sites than do those who use it at home.  78   As indicated in the accompanying “Ethics in Action” 

feature, personal email and Internet surfing at work present managers with some challenging 

ethical dilemmas.   



Free ebooks ==>   www.ebook777.com

487

 Ethics 
in Action 

  Monitoring Email and Internet Use 

 A growing number of companies provide managers and organizations with tools 
to track the websites their employees visit and the email and instant messages they 
send.  79   For example, network forensic software enables managers to record and replay 
everything that takes place on employees’ computer monitors and can also track key-
strokes.  80   Currently a majority of large corporations in the United States monitor their 
employees’ email and Internet usage; the percentage is higher among organizations in 
certain industries.  81   Most of the organizations that monitor email tell their employees 
about the monitoring.  82   However, the means by which they let employees know are 
not necessarily effective. For example, putting information about email monitoring in 

an employee handbook might be ineffective if most employ-
ees do not read the handbook.  83   

 Monitoring employees raises concerns about privacy.  84   
Most employees would not like to have their bosses listen-
ing to their phone conversations; similarly, some believe that 
monitoring email and tracking Internet use are an invasion 
of privacy.  85   Given the increasingly long working hours of 
many employees, should personal email and Internet use 
be closely scrutinized? Clearly, when illegal and unethical 
email use is suspected, such as sexually harassing coworkers 
or divulging confidential company information, monitoring 
may be called for. But should it be a normal part of orga-
nizational life, even when there are no indications of a real 
problem? 

 Essentially this dilemma involves issues of trust. And given 
that there is no federal legislation to protect employees from 
having their companies monitor company-supplied machines 
such as computers, laptops, and cell phones, employees them-

selves can take steps to protect their own privacy.  86   Lewis Maltby, founder of the 
National Workrights Institute, which is devoted to safeguarding privacy at work, sug-
gests that when sending sensitive or personal information, employees can use their 
own equipment (e.g., private cell phone or laptop) and an outside Wi-Fi provider so 
that their employing organization cannot access the information.  87   Employees also 
need to be careful about what email messages they send and avoid sending private and 
sensitive email on workplace systems. Once email messages are sent, they live on in 
the recipients’ computers and systems and can potentially come back to haunt senders 
or be subpoenaed in a court of law.  88    

Intrusive monitoring policies may have unintended 
negative consequences in organizations.

  Impersonal Written Communication 
 Impersonal written communication is lowest in information richness but is well suited for 

messages that need to reach many receivers. Because such messages are not addressed to 

particular receivers, feedback is unlikely, so managers must make sure messages sent by this 

medium are written clearly in language that all receivers will understand. 

 Managers often find company newsletters useful vehicles for reaching large numbers of 

employees. Many managers give their newsletters catchy names to spark employee interest 

and also to inject a bit of humor into the workplace.  89   Increasing numbers of companies are 

distributing their newsletters online. For example, IBM’s employee newsletter w3 is distrib-

uted to employees online and is updated daily.  90   

 Managers can use impersonal written communication for various messages, including 

announcements of rules, regulations, policies, newsworthy information, changes in procedures, 
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and the arrival of new organizational members. Impersonal written communication also can 

convey instructions about how to use machinery or how to process work orders or customer 

requests. For these kinds of messages, the paper or electronic trail left by this communication 

medium can be valuable for employees. 

 Just as with personal written communication, impersonal written communication can be 

delivered and retrieved electronically, and this is increasingly the case in companies large 

and small. Unfortunately the ease with which electronic messages can spread has led to their 

proliferation. Many managers’ and workers’ electronic in-boxes are so backlogged that often 

they do not have time to read all the electronic work-related information available to them. 

The problem with such    information overload    is the potential for important information to 

be ignored or overlooked (even that which is personally addressed) while tangential informa-

tion receives attention. Moreover, information overload can result in thousands of hours and 

millions of dollars in lost productivity. 

 Some managers and organizations use blogs to communicate with employees, inves-

tors, customers, and the general public.  91   A    blog    is a website on which an individual, 

group, or organization posts information, commentary, and opinions and to which readers 

can often respond with their own commentary and opinions.  92   Some top managers write 

their own blogs, and some companies such as Cisco Systems and Oracle have corpo-

rate blogs.  93   Just as organizations have rules and guidelines about employee email and 

Internet use, a growing number of organizations are instituting employee guidelines for 

blogs.  94   At IBM over 25,000 employees have blogs on IBM’s internal computer net-

work.  95   Guidelines for the use of blogs include following IBM’s code of conduct (espe-

cially with regard to confidentiality, respect, and privacy), refraining from criticizing 

competitors, and refraining from mentioning customers’ names without obtaining prior 

permission; bloggers must also reveal their own identity on their blogs (anonymous blogs 

are not permitted).  96   

 A    social networking site    such as Facebook or Twitter is a website that enables people 

to communicate with others with whom they might have some common interest or connec-

tion. Participants in these sites create customized profiles and communicate with networks of 

other participants.  97   Millions of people in the United States and other countries communicate 

via social networking sites.  98   While communication through social networking sites can be 

work-related, some managers are concerned that their employees are wasting valuable time 

at work communicating with their friends through these sites. According to a recent study 

sponsored by Robert Half Technology, over 50 percent of the U.S. companies included in the 

study prohibit employees from accessing social networking sites such as Twitter, MySpace, 

LinkedIn, and Facebook while at work.  99   Around 19 percent of the companies permit com-

municating through social networking sites for work-related reasons, and 16 percent permit 

some personal communication through these sites. Just 10 percent of the companies surveyed 

permit full use of social networking sites while on the job.  100         

 Although various communication media are used, communication in 

organizations tends to flow in certain patterns. The pathways along 

which information flows in groups and teams and throughout an organi-

zation are called    communication networks   . The type of communica-

tion network that exists in a group depends on the nature of the group’s tasks and the extent to 

which group members need to communicate with one another to achieve group goals.  

   Communication Networks in 
Groups and Teams 
 As you learned in Chapter 15, groups and teams, whether they are cross-functional teams, top 

management teams, command groups, self-managed work teams, or task forces, are the build-

ing blocks of organizations. Four kinds of communication networks can develop in groups 

and teams: the wheel, the chain, the circle, and the all-channel network (see  Figure 16.3 ).  
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  WHEEL NETWORK   In a wheel network, information flows to and from one central 

member of the group. Other group members do not need to communicate with one another 

to perform at a high level, so the group can accomplish its goals by directing all communica-

tion to and from the central member. Wheel networks are often found in command groups 

with pooled task interdependence. Picture a group of taxi drivers who report to the same dis-

patcher, who is also their supervisor. Each driver needs to communicate with the dispatcher, 

but the drivers do not need to communicate with one another. In groups such as this, the 

wheel network results in efficient communication, saving time without compromising perfor-

mance. Although found in groups, wheel networks are not found in teams because they do not 

allow the intense interactions characteristic of teamwork.  

  CHAIN NETWORK   In a chain network, members communicate with one another in a 

predetermined sequence. Chain networks are found in groups with sequential task interdepen-

dence, such as in assembly-line groups. When group work has to be performed in a predeter-

mined order, the chain network is often found because group members need to communicate 

with those whose work directly precedes and follows their own. Like wheel networks, chain 

networks tend not to exist in teams because of the limited amount of interaction among group 

members.  

  CIRCLE NETWORK   In a circle network, group members communicate with others who 

are similar to them in experiences, beliefs, areas of expertise, background, office location, or 

even where they sit when the group meets. Members of task forces and standing committees, 

for example, tend to communicate with others who have similar experiences or backgrounds. 

People also tend to communicate with people whose offices are next to their own. Like wheel 

and chain networks, circle networks are most often found in groups that are not teams.  

 Figure 16.3 

 Communication Networks in Groups and Teams  

Circle network All-channel network

Wheel network

Chain network
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  ALL-CHANNEL NETWORK   An all-channel network is found in teams. It is character-

ized by high levels of communication: every team member communicates with every other 

team member. Top management teams, cross-functional teams, and self-managed work teams 

frequently have all-channel networks. The reciprocal task interdependence often found in 

such teams requires that information flows in all directions. Computer software specially 

designed for use by work groups can help maintain effective communication in teams with 

all-channel networks because it gives team members an efficient way to share information.   

  Organizational Communication Networks 
 An organization chart may seem to be a good summary of an organization’s communica-

tion network, but often it is not. An organization chart summarizes the  formal  report-

ing relationships in an organization and the formal pathways along which communication 

takes place. Often, however, communication is  informal  and flows around issues, goals, 

projects, and ideas instead of moving up and down the organizational hierarchy in an 

orderly fashion. Thus an organization’s communication network includes not only the 

formal communication pathways summarized in an organization chart but also informal 

communication pathways along which a great deal of communication takes place (see 

 Figure 16.4 ).  

 Communication can and should occur across departments and groups as well as within 

them and up and down and sideways in the corporate hierarchy. Communication up and 

down the corporate hierarchy is often called  vertical  communication. Communication among 

employees at the same level in the hierarchy, or sideways, is called  horizontal  communica-

tion. Managers obviously cannot determine in advance what an organization’s communica-

tion network will be, nor should they try to. Instead, to accomplish goals and perform at a 

high level, organizational members should be free to communicate with whomever they need 

to contact. Because organizational goals change over time, so do organizational communica-

tion networks. Informal communication networks can contribute to an organization’s compet-

itive advantage because they help ensure that organizational members have the information 

they need when they need it to accomplish their goals. 

 Figure 16.4 

 Formal and Informal Communication Networks in an Organization  

Formal pathways of communication summarized in an organization chart.

Informal pathways along which a great deal of communication takes place.
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 The    grapevine    is an informal organizational communication network along which unof-

ficial information flows quickly, if not always accurately.  101   People in an organization who 

seem to know everything about everyone are prominent in the grapevine. Information spread 

over the grapevine can be about issues of either a business nature (an impending takeover) or 

a personal nature (the CEO’s separation from his wife).  

  External Networks 
 In addition to participating in networks within an organization, managers, professional 

employees, and those with work-related ties outside their employing organization often are 

part of external networks whose members span a variety of companies. For example, sci-

entists working in universities and in corporations often communicate in networks formed 

around common underlying interests in a particular topic or subfield. As another example, 

physicians working throughout the country belong to specialty professional associations that 

help them keep up-to-date on the latest advances in their fields. For some managers and pro-

fessionals, participation in such interest-oriented networks is as important as, or even more 

important than, participation in internal company networks. Networks of contacts who are 

working in the same discipline or field or who have similar expertise and knowledge can be 

very helpful, for example, when an individual wants to change jobs or find a job after a layoff. 

Unfortunately, as a result of discrimination and stereotypes, some of these networks are off-

limits to certain individuals due to gender or race. For example, the term  old boys’ network  

alludes to the fact that networks of contacts for job leads, government contracts, or venture 

capital funding have sometimes been dominated by men and less welcoming of women.  102       

  Advances in information technology have dramatically increased man-

agers’ abilities to communicate with others as well as to quickly access 

information to make decisions. Advances that are having major impacts 

on managerial communication include the Internet, intranets, groupware, 

and collaboration software. However, managers must not forget that 

communication is essentially a human endeavor, no matter how much it 

may be facilitated by information technology.  

   The Internet  
 The    Internet    is a global system of computer networks that is easy to join and is used by 

employees of organizations around the world to communicate inside and outside their com-

panies. Over 245 million people in the United States alone use the Internet, and Internet use 

has dramatically increased around the world.  103    Table 16.1  lists the 20 countries with the most 

Internet users.  104    

 On the Internet, the World Wide Web is the “business district” with multimedia capabili-

ties. Companies’ home pages on the web are like offices that potential customers can visit. 

In attractive graphic displays on home pages, managers communicate information about the 

goods and services they offer, why customers should want to purchase them, how to purchase 

them, and where to purchase them. By surfing the web and visiting competitors’ home pages, 

managers can see what their competitors are doing.  105   Each day hundreds of new companies 

add themselves to the growing number of organizations on the World Wide Web.  106   Accord-

ing to one study, the six “web-savviest” nations (taking into account use of broadband con-

nections) in descending order are Denmark, Great Britain, Sweden, Norway, Finland, and the 

United States.  107   By all counts, use of the Internet for communication is burgeoning.  

  Intranets 
 Growing numbers of managers are finding that the technology on which the World Wide Web 

and the Internet are based has enabled them to improve communication within their own com-

panies. These managers use this technology to share information within their own companies 
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through company networks called    intranets   . Intranets are being used at many companies 

including Chevron, Goodyear, Levi Strauss, IBM, Pfizer, Chrysler, Motorola, and Ford.  108   

 Intranets allow employees to have many kinds of information at their fingertips. Directo-

ries, manuals, inventory figures, product specifications, information about customers, biog-

raphies of top managers and the board of directors, global sales figures, meeting minutes, 

annual reports, delivery schedules, and up-to-the-minute revenue, cost, and profit figures are 

just a few examples of the information that can be shared through intranets. Intranets can be 

accessed with different kinds of computers so that all members of an organization can be 

linked together. Intranets are protected from unwanted intrusions, by hackers or by competi-

tors, by firewall security systems that ask users to provide passwords and other identification 

before they are allowed access.  109   

 The advantage of intranets lies in their versatility as a communication medium. They can 

be used for a number of different purposes by people who may have little expertise in com-

puter software and programming. While some managers complain that the Internet is too 

crowded and the World Wide Web too glitzy, informed managers are realizing that using the 

Internet’s technology to create their own computer networks may be one of the Internet’s big-

gest contributions to organizational effectiveness.  

  Groupware and Collaboration Software 
    Groupware    is computer software that enables members of groups and teams to share infor-

mation with one another to improve their communication and performance. In some organiza-

tions, such as the Bank of Montreal, managers have had success in introducing groupware into 

the organization; in other organizations, such as the advertising agency Young &  Rubicam, 

managers have encountered considerable resistance to groupware.  110   Even in companies 
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  Country    Internet Users  

 China  538,000,000 

 United States  245,203,319 

 India  137,000,000 

 Japan  101,228,736 

 Brazil  88,494,756 

 Russia  67,982,547 

 Germany  67,483,860 

 Indonesia  55,000,000 

 United Kingdom  52,731,209 

 France  52,228,905 

 Nigeria  48,366,179 

 Mexico  42,000,000 

 Iran  42,000,000 

 Korea  40,329,660 

 Turkey  36,455,000 

 Italy  35,800,000 

 Philippines  33,600,000 

 Spain  31,606,233 

 Vietnam  31,034,900 

 Egypt  29,809,724 

 Source: “Top 20 Countries with the Highest Number of Internet Users,” Internet World Stats Usage and Population 

Statistics,  www.internetworldstats.com/top20.htm , June 2, 2014. Used by permission. 

 Table 16.1 

 Top 20 Countries in Internet Usage as of June 30, 2012 



Free ebooks ==>   www.ebook777.com
 Promoting Effective Communication 493

where the introduction of groupware has been successful, some employees resist using it. 

Some clerical and secretarial workers at the Bank of Montreal, for example, were dismayed to 

find that their neat and accurate files were being consolidated into computer files that would 

be accessible to many of their coworkers. 

 Managers are most likely to be able to successfully use groupware as a communication 

medium in their organizations when certain conditions are met:  111   

    1. The work is group- or team-based, and members are rewarded, at least in part, for group 

performance.  

   2. Groupware has the full support of top management.  

   3. The culture of the organization stresses flexibility and knowledge sharing, and the orga-

nization does not have a rigid hierarchy of authority.  

   4. Groupware is used for a specific purpose and is viewed as a tool that enables group or 

team members to work more effectively together, not as a personal source of power or 

advantage.  

   5. Employees receive adequate training in the use of computers and groupware.  112     

 Employees are likely to resist using groupware and managers are likely to have a diffi-

cult time implementing it when people are working primarily on their own and are rewarded 

for individual performance.  113   Under these circumstances, information is often viewed as 

a source of power, and people are reluctant to share information with others by means of 

groupware. 

 Consider three salespeople who sell insurance policies in the same geographic area; each 

is paid based on the number of policies he or she sells and on his or her retention of custom-

ers. Their supervisor invested in groupware and encouraged them to use it to share informa-

tion about their sales, sales tactics, customers, insurance providers, and claim histories. The 

supervisor told the salespeople that having all this information at their fingertips would allow 

them to be more efficient as well as sell more policies and provide better service to customers. 

 Even though they received extensive training in how to use the groupware, the salespeople 

never got around to using it. Why? They all were afraid that giving away their secrets to their 

coworkers might reduce their own commissions. In this situation, the salespeople were essen-

tially competing with one another and thus had no incentive to share information. Under such 

circumstances, a groupware system may not be a wise choice of communication medium. 

Conversely, had the salespeople been working as a team and had they received bonuses based 

on team performance, groupware might have been an effective communication medium. 

 For an organization to gain a competitive advantage, managers need to keep up-to-date 

on advances in information technology such as groupware. But managers should not adopt 

these or other advances without first considering carefully how the advance in question might 

improve communication and performance in their particular groups, teams, or whole organi-

zation. Moreover, managers need to keep in mind that all of these advances in IT are tools for 

people to use to facilitate effective communication; they are not replacements for face-to-face 

communication. 

    Collaboration software    is groupware that aims to promote collaborative, highly inter-

dependent interactions among members of a team and to provide the team with an electronic 

meeting site for communication.  114   Collaboration software gives members of a team an online 

work site where they can post, share, and save data, reports, sketches, and other documents; 

keep calendars; have team-based online conferences; and send and receive messages. The 

software can also keep and update progress reports, survey team members about different 

issues, forward documents to managers, and let users know which of their team members are 

also online and at the site.  115   Having an integrated online work area can help organize and 

centralize the work of a team, help ensure that information is readily available as needed, and 

also help team members make sure important information is not overlooked. Collaboration 

software can be much more efficient than email or instant messaging for managing ongoing 

team collaboration and interaction that is not face-to-face. Moreover, when a team does meet 

face-to-face, all documents the team might need in the meeting are just a click away.  116   

 For work that is truly team-based, entails a number of highly interdependent yet distinct 

components, and involves team members with distinct areas of expertise who need to closely 

coordinate their efforts, collaboration software can be a powerful communication tool. The 
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New York–based public relations company Ketchum Inc. uses collaboration software for 

some of its projects. For example, Ketchum managed public relations, marketing, and adver-

tising for a charitable program of Fireman’s Fund Insurance Co. By using the eRoom software 

provided by Documentum (a part of EMC Corporation), Ketchum employees working on the 

project at six different locations, employee representatives from Fireman’s, and a graphics 

company that was designing a website for the program were able to share plans, documents, 

graphic designs, and calendars at an online work site.  117   Members of the Ketchum–Fireman 

team got email alerts when something had been modified or added to the site. As Ketchum’s 

chief information officer Andy Roach put it, “The fact that everyone has access to the same 

document means Ketchum isn’t going to waste time on the logistics and can focus on the 

creative side.”  118   

 Another company taking advantage of collaboration software is Honeywell International 

Inc. Managers at Honeywell decided to use the SharePoint collaboration software provided 

by Microsoft, in part because it can be integrated with other Microsoft software such as Out-

look.  119   For example, if a team using SharePoint makes a change to the team’s calendar, that 

change will be automatically made in team members’ Outlook calendars.  120   Clearly, collabora-

tion software has the potential to enhance communication efficiency and effectiveness in teams. 

  Wikis,  a result of the open-source software movement, are a free or very low-cost form of 

collaboration software that a growing number of organizations are using. Wikis enable the orga-

nizations not only to promote collaboration and better communication but also to cut back on 

the use of email,  121   as indicated in the accompanying “Information Technology Byte” feature.      

  Collaborating with Wikis 
 According to Websense, a company that provides World Wide Web, email, and other 
communications security solutions in San Diego, California, approximately 20  percent 
of all email sent and received is legitimate.  122   And while many organizations have 
invested in filtering software to keep spam from flooding employees’ in-boxes, accord-
ing to Websense, 76 percent of messages that make their way into employees’ in-boxes 
are spam.  123   Darren Lennard, a managing director at Dresdner Kleinwort Wasserstein, 
an investment bank in London, was receiving approximately 250 email messages a day, 
of which only 15 percent were relevant to his job. Every day Lennard’s first and last 
activities were to clear out his in-box on his BlackBerry—until frustration got the bet-
ter of him, after a long and grueling workday, and he smashed his BlackBerry on the 

kitchen countertop in his home.  124   
 In particular, wikis (in Hawaiian, the word  wiki  means 

“fast”), which are relatively easy to use and low-cost or free, are 
becoming increasingly popular as collaborative communication 
tools.  125   A wiki uses server software to enable users to create 
and revise web pages quickly on a company intranet or through 
a hosted Internet site. Users who are authorized to access a wiki 
can log onto it and edit and update data, as well as see what 
other authorized users have contributed. Wikis enable collabo-
ration in real time, and they keep a history so that users can see 
what changes were made, for example, to a spreadsheet or a 
proposal.  126   Some web-based collaboration software providers, 
such as Basecamp, provide customers with wikis as part of their 
services.  127   

 Soar Technology Inc., an artificial intelligence company in 
Ann Arbor, Michigan, that does work for the U.S. Office of 
Naval Research, has found that relying on wikis for collabora-

tion has reduced the time it takes to complete projects by 50 percent.  128   According to 
Jacob Crossman, an engineer at Soar, wikis save time because they do away with the 

 Information 
Technology 

Byte 

   Wikis allow a wide range of people from multiple loca-
tions to contribute their specific skills and knowledge to 
the same task, resulting in a truly collaborative process. 
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  Some of the barriers to effective communication in organizations have 

their origins in senders. When messages are unclear, incomplete, or dif-

ficult to understand, when they are sent over an inappropriate medium, 

or when no provision for feedback is made, communication suffers. 

Other communication barriers have their origins in receivers. When 

receivers pay no attention to or do not listen to messages or when they 

make no effort to understand the meaning of a message, communica-

tion is likely to be ineffective. Sometimes advanced information technology, such as auto-

mated phone systems, can hamper effective communication to the extent that the human 

element is missing. 

 To overcome these barriers and effectively communicate with others, managers (as well as 

other organizational members) must possess or develop certain communication skills. Some 

of these skills are particularly important when managers  send  messages; others are critical 

when managers  receive  messages. These skills help ensure that managers will be able to share 

information, will have the information they need to make good decisions and take action, and 

will be able to reach a common understanding with others.  

   Communication Skills 
for Managers as Senders 
  Organizational effectiveness depends on the ability of managers (as well as other organiza-

tional members) to effectively send messages to people both inside and outside the organiza-

tion.  Table 16.2  summarizes seven communication skills that help ensure that when managers 

send messages, they are properly understood and the transmission phase of the communica-

tion process is effective. Let’s see what each skill entails.  

  SEND CLEAR AND COMPLETE MESSAGES   Managers need to learn how to send 

a message that is clear and complete. A message is clear when it is easy for the receiver 

to understand and interpret, and it is complete when it contains all the information that the 

sender and receiver need to reach a common understanding. In striving to send messages that 

are both clear and complete, managers must learn to anticipate how receivers will interpret 

messages and must adjust messages to eliminate sources of misunderstanding or confusion.  

  ENCODE MESSAGES IN SYMBOLS THE RECEIVER UNDERSTANDS   Man-

agers need to appreciate that when they encode messages, they should use symbols or lan-

guage that the receiver understands. When sending messages in English to receivers whose 

Communication 
Skills for 
Managers

 LO16-6 

 Describe important 
communication skills 
that managers need as 
senders and as receivers 
of messages and why it is 
important to understand 
differences in linguistic 
styles. 

need for multiple email messages with attachments and eliminate the typical confusion 
that surrounds multiple iterations of the same document.  129   Lennard created a wiki to 
figure out how to increase profits on a certain kind of trade. In the past he would send 
email messages with attachments to multiple colleagues, have to integrate and make 
sense of all the responses he received back from them, and then perhaps follow up with 
subsequent email. Instead, on the wiki page he created, colleagues contributed ideas, 
commented on each others’ ideas, and revised and edited in real time. Lennard estimates 
that what would have taken about two weeks to accomplish through email took about 
two days using a wiki.  130   

 Even though IBM has its own collaboration software, Lotus Notes, IBM employees 
rely on wikis for collaboration to such a great extent that IBM created Wiki Central to 
manage the wikis. Wiki Central manages over 20,000 IBM wikis and has over 100,000 
users.  131   For example, some teams use wikis to coordinate the development of computer 
software. Wiki Central also gives employees tools to improve and enhance the function-
ing of their wikis, such as the “polling widget” (used for electronic voting) and the “rating 
widget” (used to evaluate proposals).  132   Clearly, managers have multiple options to 
ensure efficient, effective, and collaborative communication.  133    
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native language is not English, for example, it is important to use common vocabulary and 

to avoid using clichés that, when translated, may make little sense and sometimes are either 

comical or insulting.    Jargon   , specialized language that members of an occupation, group, or 

organization develop to facilitate communication among themselves, should never be used 

when communicating with people outside the occupation, group, or organization.  

  SELECT A MEDIUM APPROPRIATE FOR THE MESSAGE   As you have learned, 

when relying on verbal communication, managers can choose from a variety of communication  

media, including face-to-face communication in person, written letters, memos, newsletters, 

phone conversations, email, voice mail, faxes, and videoconferences. When choosing among 

these media, managers need to take into account the level of information richness required, 

time constraints, and the need for a paper or electronic trail. A primary concern in choosing 

an appropriate medium is the nature of the message. Is it personal, important, nonroutine, or 

likely to be misunderstood and in need of further clarification? If it is, face-to-face communi-

cation is likely to be in order.  

  SELECT A MEDIUM THE RECEIVER MONITORS   Another factor that managers 

need to take into account when selecting a communication medium is whether the medium is 

one that the receiver monitors. Managers differ in the communication media they pay attention 

to. Many managers simply select the medium that they themselves use the most and are most 

comfortable with, but doing this can often lead to ineffective communication. Managers who 

dislike telephone conversations and too many face-to-face interactions may prefer to use email, 

send many email messages per day, and check their own email often. Managers who prefer to 

communicate with people in person or over the phone may have email addresses but may be 

less likely to respond to email messages. No matter how much a manager likes email, send-

ing email to someone who does not respond to email may be futile. Learning which managers 

like things in writing and which prefer face-to-face interactions and then using the appropriate 

medium enhances the chance that receivers will actually receive and pay attention to messages. 

 A related consideration is whether receivers have disabilities that hamper their ability 

to decode certain messages. A blind receiver, for example, cannot read a written message. 

 Managers should ensure that employees with disabilities have resources available to com-

municate effectively with others. For example, deaf employees can effectively communicate 

over the telephone by using text-typewriters that have a screen and a keyboard on which send-

ers can type messages. The message travels along the phone lines to special operators called 

  communication assistants,  who translate the typed message into words that the receiver can 

listen to. The receiver’s spoken replies are translated into typewritten text by the communica-

tion assistants and appear on the sender’s screen. The communication assistants relay mes-

sages back and forth to each sender and receiver.  134   Additionally, use of fax and email instead 

of phone conversations can aid deaf employees.  

  AVOID FILTERING AND INFORMATION DISTORTION      Filtering    occurs when 

a sender withholds part of a message because she or he (mistakenly) thinks the receiver does 

not need the information or will not want to receive it. Filtering can occur at all levels in an 

organization and in both vertical and horizontal communication. Rank-and-file workers may 

jargon Specialized language 

that members of an occupa-

tion, group, or organization 

develop to facilitate commu-

nication among themselves.

filtering Withholding part 

of a message because of 

the mistaken belief that the 

receiver does not need or will 

not want the information.

  • Send messages that are clear and complete. 

  • Encode messages in symbols that the receiver understands. 

  • Select a medium that is appropriate for the message. 

  • Select a medium that the receiver monitors. 

  • Avoid filtering and information distortion. 

  • Ensure that a feedback mechanism is built into messages. 

  • Provide accurate information to ensure that misleading rumors are not spread. 

 Table 16.2 

 Seven Communication Skills for Managers as Senders of Messages 
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filter messages they send to first-line managers, first-line managers may filter messages to 

middle managers, and middle managers may filter messages to top managers. Such filtering is 

most likely to take place when messages contain bad news or problems that subordinates are 

afraid they will be blamed for. Managers need to hear bad news and be aware of problems as 

soon as they occur so they can take swift steps to rectify the problem and limit the damage it 

may have caused. 

 Some filtering takes place because of internal competition in organizations or because 

organizational members fear their power and influence will be diminished if others have 

access to some of their specialized knowledge. By increasing levels of trust in an organiza-

tion, taking steps to motivate all employees (and the groups and teams they belong to) to 

work together to achieve organizational goals, and ensuring that employees realize that when 

the organization reaches its goals and performs effectively, they too will benefit, this kind of 

filtering can be reduced. 

    Information distortion    occurs when the meaning of a message changes as the message 

passes through a series of senders and receivers. Some information distortion is accidental—

due to faulty encoding and decoding or to a lack of feedback. Other information distortion is 

deliberate. Senders may alter a message to make themselves or their groups look good and to 

receive special treatment. 

 Managers themselves should avoid filtering and distorting information. But how can they 

eliminate these barriers to effective communication throughout their organization? They 

need to establish trust throughout the organization. Subordinates who trust their managers 

believe they will not be blamed for things beyond their control and will be treated fairly. 

Managers who trust their subordinates give them clear and complete information and do not 

hold things back.  

  INCLUDE A FEEDBACK MECHANISM IN MESSAGES   Because feedback is 

essential for effective communication, managers should build a feedback mechanism into the 

messages they send. They either should include a request for feedback or indicate when and 

how they will follow up on the message to make sure it was received and understood. When 

managers write letters and memos or send faxes, they can request that the receiver respond 

with comments and suggestions in a letter, memo, or fax; schedule a meeting to discuss the 

issue; or follow up with a phone call. By building feedback mechanisms such as these into 

their messages, managers ensure that they get heard and are understood.  

  PROVIDE ACCURATE INFORMATION      Rumors    are unofficial pieces of information 

of interest to organizational members but with no identifiable source. Rumors spread quickly 

once they are started, and usually they concern topics that organizational members think are 

important, interesting, or amusing. Rumors, however, can be misleading and can harm indi-

vidual employees and their organizations when they are false, malicious, or unfounded. Man-

agers can halt the spread of misleading rumors by giving organizational members accurate 

information about matters that concern them. 

 Providing accurate information is especially important in tough economic times like the 

recession in the late 2000s.  135   During a recession, employees are sometimes laid off or find 

their working hours or pay levels cut back and often experience high levels of stress. When 

managers give employees accurate information, this can help reduce their stress levels as well 

as motivate them to find ways to help their companies weather the tough times.  136   Moreover, 

when the economy does turn around, employees who received accurate information from 

their bosses may be more likely to remain with their organizations rather than pursue other 

opportunities.   

  Communication Skills 
for Managers as Receivers 
 Managers receive as many messages as they send. Thus managers must possess or develop 

communication skills that allow them to be effective receivers of messages.  Table 16.3  sum-

marizes three of these important skills, which we examine here in greater detail.  

information 

 distortion Changes in the 

meaning of a message as 

the message passes through 

a series of senders and 

receivers.

rumors Unofficial pieces 

of information of interest to 

organizational members but 

with no identifiable source.

  • Pay attention. 

  • Be a good listener. 

  • Be empathetic. 

 Table 16.3 

 Three Communication 

Skills for Managers as 

Receivers of Messages 
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  PAY ATTENTION   Because of their multiple roles and tasks, managers often are over-

loaded and forced to think about several things at once. Pulled in many different directions, 

they sometimes do not pay sufficient attention to the messages they receive. To be effective, 

however, managers should always pay attention to messages they receive, no matter how 

busy they are. When discussing a project with a subordinate, an effective manager focuses on 

the project and not on an upcoming meeting with his or her own boss. Similarly, when man-

agers are reading written communication, they should focus on understanding what they are 

reading; they should not be sidetracked into thinking about other issues.  

  BE A GOOD LISTENER   Managers (and all other members of an organization) can do 

several things to be good listeners. First, managers should refrain from interrupting senders 

in the middle of a message so that senders do not lose their train of thought and managers 

do not jump to erroneous conclusions based on incomplete information. Second, managers 

should maintain eye contact with senders so that senders feel their listeners are paying atten-

tion; doing this also helps managers focus on what they are hearing. Third, after receiving a 

message, managers should ask questions to clarify points of ambiguity or confusion. Fourth, 

managers should paraphrase, or restate in their own words, points senders make that are 

important, complex, or open to alternative interpretations; this is the feedback component so 

critical to successful communication. 

 Managers, like most people, often like to hear themselves talk rather than listen to others. 

Part of being a good communicator, however, is being a good listener—an essential com-

munication skill for managers as receivers of messages transmitted face-to-face and over the 

telephone.  

  BE EMPATHETIC   Receivers are empathetic when they try to understand how the sender 

feels and try to interpret a message from the sender’s perspective, rather than viewing the 

message from only their own point of view. Marcia Mazulo, the chief psychologist in a pub-

lic school system in the Northwest, recently learned this lesson after interacting with Karen 

Sanchez, a new psychologist on her staff. Sanchez was distraught after meeting with the par-

ent of a child she had been working with extensively. The parent was difficult to talk to and 

argumentative and was not supportive of her own child. Sanchez told Mazulo how upset she 

was, and Mazulo responded by reminding Sanchez that she was a professional and that deal-

ing with such a situation was part of her job. This feedback upset Sanchez further and caused 

her to storm out of the room. 

 In hindsight, Mazulo realized that her response had been inappropriate. She had failed to 

empathize with Sanchez, who had spent so much time with the child and was deeply con-

cerned about the child’s well-being. Rather than dismissing Sanchez’s concerns, Mazulo real-

ized, she should have tried to understand how Sanchez felt and given her some support and 

advice for dealing positively with the situation.   

  Understanding Linguistic Styles 
 Consider the following scenarios: 

    • A manager from New York is having a conversation with a manager from Iowa City. 

The Iowa City manager never seems to get a chance to talk. He keeps waiting for a 

pause to signal his turn to talk, but the New York manager never pauses long enough. 

The New York manager wonders why the Iowa City manager does not say much. He 

feels uncomfortable when he pauses and the Iowa City manager says nothing, so he 

starts talking again.  

   • Elizabeth compliments Bob on his presentation to upper management and asks Bob what 

he thought of her presentation. Bob launches into a lengthy critique of Elizabeth’s pre-

sentation and describes how he would have handled it differently. This is hardly the 

response Elizabeth expected.  

   • Catherine shares with co-members of a self-managed work team a new way to cut 

costs. Michael, another team member, thinks her idea is a good one and encourages the 

rest of the team to support it. Catherine is quietly pleased by Michael’s support. The 
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group implements “Michael’s” suggestion, and it is written up as such in the company 

newsletter.  

   • Robert was recently promoted and transferred from his company’s Oklahoma office to its 

headquarters in New Jersey. Robert is perplexed because he never seems to get a chance 

to talk in management meetings; someone else always seems to get the floor. Robert’s 

new boss wonders whether Robert’s new responsibilities are too much for him, although 

Robert’s supervisor in Oklahoma rated him highly and said he is a real  “go-getter.” 

 Robert is timid in management meetings and rarely says a word.   

 What do these scenarios have in common? Essentially, they all describe situations in which 

a misunderstanding of linguistic styles leads to a breakdown in communication. The scenarios 

are based on the research of linguist Deborah Tannen, who describes    linguistic style    as a per-

son’s characteristic way of speaking. Elements of linguistic style include tone of voice, speed, 

volume, use of pauses, directness or indirectness, choice of words, credit taking, and use of 

questions, jokes, and other manners of speech.  137   When people’s linguistic styles differ and 

these differences are not understood, ineffective communication is likely. 

 The first and last scenarios illustrate regional differences in linguistic style.  138   The Iowa 

City manager and Robert from Oklahoma expect the pauses that signal turn taking in conver-

sations to be longer than the pauses made by their colleagues in New York and New Jersey. 

This difference causes communication problems. The Iowan and transplanted Oklahoman 

think their Eastern colleagues never let them get a word in edgewise, and the Easterners can-

not figure out why their colleagues from the Midwest and South do not get more actively 

involved in conversations. 

 Differences in linguistic style can be a particularly insidious source of communication 

problems because linguistic style is often taken for granted. People rarely think about 

their own linguistic styles and often are unaware of how linguistic styles can differ. In the 

example here, Robert did not realize that when dealing with his New Jersey colleagues, he 

could and should jump into conversations more quickly than he used to do in Oklahoma, 

and his boss never realized that Robert felt he was not being given a chance to speak in 

meetings. 

 The aspect of linguistic style just described, length of pauses, differs by region in the 

United States. Much more dramatic differences in linguistic style occur cross-culturally. 

linguistic style A person’s 

characteristic way of 

speaking.

Cross-cultural differences in linguistic style can lead to misunderstandings. 
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  CROSS-CULTURAL DIFFERENCES   Managers from Japan tend to be more formal 

in their conversations and more deferential toward upper-level managers and people with 

high status than are managers from the United States. Japanese managers do not mind exten-

sive pauses in conversations when they are thinking things through or when they think further 

conversation might be detrimental. In contrast, U.S. managers (even managers from regions 

of the United States where pauses tend to be long) find lengthy pauses disconcerting and feel 

obligated to talk to fill the silence.  139   

 Another cross-cultural difference in linguistic style concerns the appropriate physical dis-

tance separating speakers and listeners in business-oriented conversations.  140   The distance 

between speakers and listeners is greater in the United States, for example, than it is in Brazil 

or Saudi Arabia. Citizens of different countries also vary in how direct or indirect they are 

in conversations and the extent to which they take individual credit for accomplishments. 

 Japanese culture, with its collectivist or group orientation, tends to encourage linguistic styles 

in which group rather than individual accomplishments are emphasized. The opposite tends 

to be true in the United States. 

 These and other cross-cultural differences in linguistic style can and often do lead to mis-

understandings. For example, when a team of American managers presented a proposal for a 

joint venture to Japanese managers, the Japanese managers were silent as they thought about 

the implications of what they had just heard. The American managers took this silence as 

a sign that the Japanese managers wanted more information, so they went into more detail 

about the proposal. When they finished, the Japanese were silent again, not only frustrating 

the Americans but also making them wonder whether the Japanese were interested in the 

project. The American managers suggested that if the Japanese already had decided they did 

not want to pursue the project, there was no reason for the meeting to continue. The Japanese 

were bewildered. They were trying to carefully think out the proposal, yet the Americans 

thought they were not interested! 

 Communication misunderstandings and problems like this can be overcome if managers 

learn about cross-cultural differences in linguistic styles. If the American managers and the 

Japanese managers had realized that periods of silence are viewed differently in Japan and in 

the United States, their different linguistic styles might have been less troublesome barriers to 

communication. Before managers communicate with people from abroad, they should try to 

find out as much as they can about the aspects of linguistic style that are specific to the coun-

try or culture in question. Expatriate managers who have lived in the country in question for 

an extended time can be good sources of information about linguistic styles because they are 

likely to have experienced firsthand some of the differences that citizens of a country are not 

aware of. Finding out as much as possible about cultural differences also can help managers 

learn about differences in linguistic styles because the two are often closely linked.  

  GENDER DIFFERENCES   Referring again to the four scenarios that open this section, 

you may be wondering why Bob launched into a lengthy critique of Elizabeth’s presentation 

after she paid him a routine compliment on his presentation, or you may be wondering why 

Michael got the credit for Catherine’s idea in the self-managed work team. Research con-

ducted by Tannen and other linguists has found that the linguistic styles of men and women 

differ in practically every culture or language.  141   Men and women take their own linguistic 

styles for granted and thus do not realize when they are talking with someone of a different 

gender that differences in their styles may lead to ineffective communication. 

 In the United States, women tend to downplay differences between people, are not overly 

concerned about receiving credit for their own accomplishments, and want to make everyone 

feel more or less on an equal footing so that even poor performers or low-status individuals 

feel valued. Men, in contrast, tend to emphasize their own superiority and are not reluctant to 

acknowledge differences in status. These differences in linguistic style led Elizabeth to rou-

tinely compliment Bob on his presentation even though she thought he had not done a particu-

larly good job. She asked him how her presentation was so he could reciprocate and give her a 

routine compliment, putting them on an equal footing. Bob took Elizabeth’s compliment and 

question about her own presentation as an opportunity to confirm his superiority, never real-

izing that all she was expecting was a routine compliment. Similarly, Michael’s enthusiastic 

support for Catherine’s cost-cutting idea and her apparent surrender of ownership of the idea 

after she described it led team members to assume incorrectly that the idea was Michael’s.  142   
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 Do some women try to prove they are better than everyone else, and are some men uncon-

cerned about taking credit for ideas and accomplishments? Of course. The gender differences 

in linguistic style that Tannen and other linguists have uncovered are general tendencies evi-

dent in  many  women and men, not in  all  women and men. 

 Where do gender differences in linguistic style come from? Tannen suggests they begin 

developing in early childhood. Girls and boys tend to play with children of their own gender, 

and the ways in which girls and boys play are quite different. Girls play in small groups, 

engage in a lot of close conversation, emphasize how similar they are to one another, and 

view boastfulness negatively. Boys play in large groups, emphasize status differences, expect 

leaders to emerge who boss others around, and give one another challenges to try to meet. 

These differences in styles of play and interaction result in different linguistic styles when 

boys and girls grow up and communicate as adults. The ways in which men communicate 

emphasize status differences and play up relative strengths; the ways in which women com-

municate emphasize similarities and downplay individual strengths.  143   

 Interestingly, gender differences are also turning up in how women and men use email and 

electronic forms of communication. For example, Susan Herring, a researcher at Indiana Uni-

versity, has found that in public electronic forums such as message boards and chat rooms, 

men tend to make stronger assertions, be more sarcastic, and be more likely to use insults 

and profanity than women, whereas women are more likely to be supportive, agreeable, and 

polite.  144   David Silver, a researcher at the University of Washington, has found that women 

are more expressive electronic communicators and encourage others to express their thoughts 

and feelings, while men are briefer and more to the point.  145   Interestingly enough, some men 

find email to be a welcome way to express their feelings to people they care about. For exam-

ple, real estate broker Mike Murname finds it easier to communicate with, and express his 

love for, his grown children via email.  146    

  MANAGING DIFFERENCES IN LINGUISTIC STYLES   Managers should not 

expect to change people’s linguistic styles and should not try to. To be effective, managers 

need to understand differences in linguistic styles. Knowing, for example, that some women 

are reluctant to speak up in meetings, not because they have nothing to contribute but because 

of their linguistic style, should lead managers to ensure that these women have a chance to 

talk. And a manager who knows certain people are reluctant to take credit for ideas can be 

careful to give credit where it is deserved. As Tannen points out, “Talk is the lifeblood of 

managerial work, and understanding that different people have different ways of saying what 

they mean will make it possible to take advantage of the talents of people with a broad range 

of linguistic styles.”  147          

  COMMUNICATION AND MANAGEMENT   Communication is the 

sharing of information between two or more individuals or groups to 

reach a common understanding. Good communication is necessary for 

an organization to gain a competitive advantage. Communication occurs 

in a cyclical process that entails two phases: transmission and feedback.    

  INFORMATION RICHNESS AND COMMUNICATION MEDIA   Information richness 

is the amount of information a communication medium can carry and the extent to which 

the medium enables the sender and receiver to reach a common understanding. Four catego-

ries of communication media, in descending order of information richness, are face-to-face 

communication (includes videoconferences), electronically transmitted spoken communica-

tion (includes voice mail), personally addressed written communication (includes email), and 

impersonal written communication.    

  COMMUNICATION NETWORKS   Communication networks are the pathways along 

which information flows in an organization. Four communication networks found in groups 

and teams are the wheel, the chain, the circle, and the all-channel network. An organization 

chart summarizes formal pathways of communication, but communication in organizations is 

often informal, as is true of communication through the grapevine.    

Summary and 
Review

LO16-1, 16-2

LO16-3

LO16-4



Free ebooks ==>   www.ebook777.com
502 Chapter Sixteen

  INFORMATION TECHNOLOGY AND COMMUNICATION   The Internet is a global 

system of computer networks that managers around the world use to communicate within 

and outside their companies. The World Wide Web is the multimedia business district on the 

Internet. Intranets are internal communication networks that managers can create to improve 

communication, performance, and customer service. Intranets use the same technology that 

the Internet and World Wide Web are based on. Groupware is computer software that enables 

members of groups and teams to share information with one another to improve their com-

munication and performance.    

  COMMUNICATION SKILLS FOR MANAGERS   There are various barriers to effective 

communication in organizations. To overcome these barriers and effectively communicate 

with others, managers must possess or develop certain communication skills. As senders of 

messages, managers should send messages that are clear and complete, encode messages in 

symbols the receiver understands, choose a medium appropriate for the message and moni-

tored by the receiver, avoid filtering and information distortion, include a feedback mech-

anism in the message, and provide accurate information to ensure that misleading rumors 

are not spread. Communication skills for managers as receivers of messages include pay-

ing attention, being a good listener, and being empathetic. Understanding linguistic styles is 

also an essential communication skill for managers. Linguistic styles can vary by geographic 

region, gender, and country or culture. When these differences are not understood, ineffective 

communication can occur.           

LO16-6

LO16-5
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 Management in Action    
  Topics for Discussion and Action 

  Discussion 

    1. Which medium (or media) do you think would 

be appropriate for each of the following kinds of 

messages that a subordinate could receive from his 

or her boss: (a) a raise, (b) not receiving a promotion, 

(c) an error in a report prepared by the subordinate, 

(d) additional job responsibilities, and (e) the schedule 

for company holidays for the upcoming year? Explain 

your choices.  [LO16-3]   

   2. Discuss the pros and cons of using the Internet 

and World Wide Web for communication within and 

between organizations.  [LO16-1, 16-2, 16-3, 16-5]   

   3. Why do some organizational members resist using 

groupware?  [LO16-5]   

   4. Why do some managers find it difficult to be good 

listeners?  [LO16-6]   

   5. Explain why subordinates might filter and distort 

information about problems and performance 

shortfalls when communicating with their bosses. 

What steps can managers take to eliminate filtering 

and information distortion?  [LO16-6]   

   6. Explain why differences in linguistic style, when not 

understood by senders and receivers of messages, 

can lead to ineffective communication.  [LO16-6]     

  Action 

    7. Interview a manager in an organization in your 

community to determine with whom he or she 

communicates on a typical day, what communication 

media he or she uses, and which typical 

communication problems the manager experiences. 

 [LO16-1, 16-2, 16-3, 16-4, 16-5, 16-6]      

 Building Management Skills    
  Diagnosing Ineffective Communication  [LO16-1, 16-2, 16-3, 16-4, 16-5, 16-6]  

  Think about the last time you experienced very inef-

fective communication with another person—someone 

you work with, a classmate, a friend, a member of your 

family. Describe the incident. Then answer the following 

questions:  

    1. Why was your communication ineffective in this 

incident?  

   2. What stages of the communication process were 

particularly problematic and why?  

   3. Describe any filtering or information distortion that 

occurred.  

   4. Do you think differences in linguistic styles adversely 

affected the communication that took place? Why or 

why not?  

   5. How could you have handled this situation differently 

so communication would have been effective?    

 Managing Ethically  [LO16-3, 16-5]     

  M
 any employees use their company’s Internet connec-

tions and email systems to visit websites and send 

personal email and instant messages. 

  Questions 

    1. Either individually or in a group, explore the ethics 

of using an organization’s Internet connection and 

email system for personal purposes at work and while 

away from the office. Should employees have some 

rights to use this resource? When does their behavior 

become unethical?  

   2. Some companies track how their employees use the 

company’s Internet connection and email system. Is 

it ethical for managers to read employees’ personal 

email or to record websites that employees visit? Why 

or why not?    
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 Be the Manager  [LO16-1, 16-2, 16-3, 16-6]     

  Y
 ou supervise support staff for an Internet merchandis-

ing organization that sells furniture over the Internet. 

You always thought that you needed to expand your staff, 

and just when you were about to approach your boss with 

such a request, business slowed. Thus your plan to try to 

add new employees to your staff is on hold. 

 However, you have noticed a troubling pattern of com-

munication with your staff. Ordinarily, when you want a staff 

member to work on a task, you email that subordinate the 

pertinent information. For the last few months, your email 

requests have gone unheeded, and your subordinates 

seem to respond to your requests only after you visit them 

in person and give them a specific deadline. Each time they 

apologize for not getting to the task sooner but say they are 

so overloaded with requests that they sometimes even stop 

answering their phones. Unless someone asks for some-

thing more than once, your staff seems to feel the request 

is not that urgent and can be put on hold. You think this 

state of affairs is dysfunctional and could lead to serious 

problems down the road. Also, you are starting to realize 

that your subordinates seem to have no way of prioritizing 

tasks—hence some very important projects you asked them 

to complete were put on hold until you followed up with 

them about the tasks. Knowing you cannot add employees 

to your staff in the short term, what are you going to do to 

improve communication with your overloaded staff? 

 Small Group Breakout Exercise    
  Reducing Resistance to Advances in Information Technology  [LO16-5]  

  Form groups of three or four people, and appoint one member as the spokesperson who will communicate your 

findings to the class when called on by the instructor. Then discuss the following scenario:  

  Y
 ou are a team of managers in charge of information 

and communication in a large consumer products cor-

poration. Your company has already implemented many 

advances in information technology. Managers and work-

ers have access to email, the Internet, your company’s own 

intranet, groupware, and collaboration software. 

 Many employees use the technology, but the resistance 

of some is causing communication problems. A case in 

point is the use of groupware and collaboration software. 

Many teams in your organization have access to group-

ware and are encouraged to use it. While some teams 

welcome this communication tool and actually have made 

suggestions for improvements, others are highly resistant 

to sharing documents in their teams’ online workspaces. 

 Although you do not want to force people to use the 

technology, you want them to at least try it and give it a 

chance. You are meeting today to develop strategies for 

reducing resistance to the new technologies. 

    1. One resistant group of employees is made up of top 

managers. Some of them seem computer-phobic and 

are highly resistant to sharing information online, even 

with sophisticated security precautions in place. What 

steps will you take to get these managers to have 

more confidence in electronic communication?  

   2. A second group of resistant employees consists of 

middle managers. Some middle managers resist 

using your company’s intranet. Although these 

managers do not resist the technology per se and do 

use electronic communication for multiple purposes, 

they seem to distrust the intranet as a viable way to 

communicate and get things done. What steps will 

you take to get these managers to take advantage of 

the intranet?  

   3. A third group of resistant employees is made up of 

members of groups and teams who do not want to use 

the groupware that has been provided to them. You 

think the groupware could improve their communication 

and performance, but they seem to think otherwise. 

What steps will you take to get these members of 

groups and teams to start using groupware?    

hnoooooooooooooooooooooolllllllllllllllllllog

 Exploring the World Wide Web  [LO16-5]     

 A
tos SE is a global information technology company 

that provides IT services to major corporations to 

improve, facilitate, integrate, and manage operations, 

information, and communication across multiple locations. 

Visit Atos’s website at  http://atos.net/en-us/home/we-are

.html  and read about this company and the services it pro-

vides to improve communication. How can companies like 

Atos help managers improve communication effectiveness 

in their organizations? What kinds of organizations and 

groups are most likely to benefit from services provided by 

Atos? Why is it beneficial for some organizations to con-

tract with firms like Atos for their IT and communication 

needs rather than meet these needs internally with their 

own employees? 
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   The Wall Street Journal  Case 
in the News  [LO16-1, 16-2, 16-3, 16-5, 16-6]    

   “Help! I’m on a Conference Call” 

   T
 he conference call is one of the 

most familiar rituals of office 

life—and one of the most hated. 

 Abuses are rife. People on the line 

interrupt others, zone out or multi-

task, forgetting to hit “mute” while 

talking to kids or slurping drinks. 

 Sales executive Erica Pearce has 

seen teleconferences interrupted by 

home FedEx deliveries, crying chil-

dren and the sound of a co-worker 

vacuuming his house. “Nobody could 

hear,” she says of the cleaning. As 

leader of the meeting, she said into 

the phone, “If you’re vacuuming, I 

appreciate that, and you’re welcome 

to come to my house afterward. But 

you need to be on mute.” 

 Another conference call ended 

when a participant put his line on 

hold, starting a stream of elevator 

music, says Ms. Pearce of Scotts-

dale, Ariz., a global account executive 

for a software company. Conference-

call complaints are so widespread 

that a recent comedy video show-

ing how ridiculous conference-call 

behavior such as secretly playing 

solitaire would look “in real life” has 

drawn more than 6 million views. 

 But conference calls aren’t going 

anywhere; they are too useful for 

businesses dealing with far-flung 

workplaces, flexible schedules and 

a clampdown on business-travel 

expenses. Time spent in audio con-

ferences in the U.S. is expected to 

grow 9.6% a year through 2017, 

according to Wainhouse Research, a 

Boston market-research firm; about 

65% of all conferencing is still done 

by audio calls. 

 There are ways to fix the prob-

lems. For instance, meeting leaders 

must set firmer ground rules than 

they do for face-to-face meetings 

and tighter, more explicit agendas. 

Leaders also have to work harder 

to get participants talking, both by 

asking more questions and by listen-

ing more. 

 Many conference calls are split 

between people in a conference room 

and others on a muddy-sounding 

call-in line. This often makes remote 

participants “feel like second-class 

citizens, like, ‘The cool kids are 

here,’” says Laura Stack, author of 

“Execution Is the Strategy.” 

 She advises leaders to have all 

participants say their names when 

they speak so remote callers know 

what’s going on. If someone cracks a 

joke and the room bursts into laugh-

ter, the leader should “let the others 

know who said what and repeat the 

joke,” says Ms. Stack, a Denver pro-

ductivity consultant and trainer. 

 One of the biggest problems with 

virtual meetings is that it is hard for 

participants to build rapport with 

each other, a hurdle cited by 75% 

of 3,301 businesspeople surveyed 

in 2012 by RW3, a New York culture 

and leadership training company. The 

absence of nonverbal cues such as 

facial expressions makes many peo-

ple hesitant to speak up and makes it 

harder to pay attention. In the survey, 

71% of participants cited a lack of 

participation by others as a problem 

with virtual meetings. 

 To build relationships, Ms. Pearce 

takes time during the teleconfer-

ences she leads to have participants 

who don’t know each other introduce 

themselves, explain their roles in the 

project at hand and tell what they 

want out of the meeting, she says. 

 For teleconferences, agendas and 

goals should be clearer and more 

explicit than for face-to-face meet-

ings. “You need to script them more 

tightly” to keep people’s attention 

from wandering, says Daniel Mittle-

man, an associate professor in com-

puting and digital media at DePaul 

University, Chicago. Teleconferences 

requiring interaction should be no 

larger than seven to nine people, 

experts say. 

 Meeting leaders should talk less 

than in face-to-face meetings and lis-

ten more, says Paul Donehue, presi-

dent of Paul Charles & Associates, 

a Londonderry, N.H., sales-manage-

ment consulting firm. For a problem-

solving teleconference, for example, 

a leader might talk 40% of the time 

and listen 60%, compared with a 

55%-to-45% ratio when meeting 

face-to-face for the same purpose, 

Mr. Donehue says. 

 Leaders should spend as much 

time on preparing questions to ask 

participants as on writing the agenda, 

Mr. Donehue says. He advises lead-

ers to use a form with spaces to note 

comments by individual participants 

during the meeting. This helps leaders 

listen closely and hold participants’ 

attention by citing their earlier input. 

 Managing conflicts is harder in 

teleconferences. Not everyone can 

sense when a silent participant is frus-

trated or angry. “There’s sometimes 

a little passive-aggressiveness in 

that silence,” Ms. Stack says. “Some 

people just check out, thinking, ‘OK, 

you dummies, go ahead and do that. 

I’m going to sit here on mute.’ ” She 

suggests posing a question: “ ‘Jane, 

you’re kind of quiet. What are your 

thoughts?’ You sometimes get an 

explosion,” but this can get important 

issues out in the open, Ms. Stack says. 

 Participants can help meetings 

run more smoothly by volunteer-

ing to serve as moderator, keeping 

people on-topic and sticking to time 

limits. Divvying up moderating and 

note-taking duties can free meeting 

leaders to participate and keep peo-

ple engaged, Ms. Stack says. Some 

managers encourage any participant 

to moderate, breaking in if a speaker 

wanders off-topic and asking that 
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everyone stick to the agenda, says 

Steven M. Smith, senior consultant 

in Seattle for SolutionsIQ, a manage-

ment consulting and training firm. 

 Time-zone differences can irritate 

people who have to rise at midnight 

to meet with colleagues in the U.S., 

says Michael Schell, chief executive 

officer of RW3. “It’s important to move 

the meeting times around” to be fair, 

he says. Also, meetings should start 

promptly; taking 10 minutes to get cof-

fee might seem normal at 9 a.m. in New 

York, but it can seem disrespectful to 

a colleague in Australia who got out of 

bed to join the call, Mr. Schell says. 

 Videoconferencing can solve some 

of the problems. The technology is 

increasingly inexpensive and easy to 

use, and a growing number of appli-

cations, such as Vidyo and Blue Jeans 

Network, can connect users on a vari-

ety of devices, including webcams, 

laptops, tablets or smartphones, says 

David Coleman, founder and manag-

ing director of Collaborative Strate-

gies Inc., San Mateo, Calif. 

 The technology can create other 

challenges, though. Mr. Smith says 

participants who aren’t tech-savvy 

often consume valuable meeting time 

getting used to unfamiliar systems. 

 Videoconferencing also can make 

people self-conscious. Many people 

avoid video, Ms. Stack says, because 

they don’t want to put on makeup 

or change their workout clothes. 

“I cannot tell you how many times 

I’ve heard people say, ‘I don’t know 

what’s wrong with my webcam. 

I can’t get it to work, so I’m just going 

to be here in voice,’” she says.     

  Source:  Laura Landro, “The Doctor’s Team Will 

See You Now,” The Wall Street Journal, 

February 18, 2014. Copyright © 2014 Dow 

Jones & Company, Inc. Reproduced with 

 permission via Copyright Clearance Center. 

  Questions for 

Discussion 

    1. How and why can conference 

calls facilitate effective 

communication in organizations?  

   2. How and why might conference 

calls have the potential to lead 

to ineffective communication in 

organizations?  

   3. What are some potential sources 

of noise in the communication 

process during conference calls?  

   4. When are conference calls likely 

to be most and least effective in 

organizations?            
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   LO17-1    Explain why conflict arises, and identify the types and sources of conflict in 
organizations. 

   LO17-2    Describe conflict management strategies that managers can use to resolve 
conflict effectively. 

   LO17-3    Understand the nature of negotiation and why integrative bargaining is more 
effective than distributive negotiation. 

   LO17-4    Describe ways in which managers can promote integrative bargaining in 
organizations. 

   LO17-5    Explain why managers need to be attuned to organizational politics, and 
describe the political strategies that managers can use to become politically 
skilled.  

 Managing Conflict, Politics, 
and Negotiation    

 CHAPTER 17 

  Learning Objectives 

  After studying this chapter, you should be able to:  
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Indra Nooyi, CEO and chairman of PepsiCo, excels at building 

 alliances both inside and outside of PepsiCo.

  How can managers effectively 

 collaborate and build alliances?  By all 

accounts, Indra Nooyi is a powerful business 

leader.  1   As CEO and chairman of PepsiCo, 

she oversees a company with over $66 bil-

lion in net revenues and around 274,000 

employees; Pepsi-Cola, Lay’s, Doritos, 

Tropicana, Mountain Dew, Gatorade, and 

Quaker are among Pepsi’s many well-known 

brands.  2   She effectively uses her vision for 

PepsiCo, “Performance with Purpose,” to 

both motivate and guide Pepsi employees 

and communicate PepsiCo’s stance on 

important issues such as health, obesity, and 

protecting the natural environment around 

the world.  3   In 2014 she was ranked 13th on 

 Forbes  magazine’s list of “The 25 Most Pow-

erful Women in the World.”  4   

 Nooyi, born and raised in India, was 

senior vice president of strategic planning 

at PepsiCo before assuming the top post 

on October 1, 2006.  5   When the PepsiCo’s 

board of directors was deciding who would 

be the next CEO of the company, two senior 

executives at PepsiCo were under con-

sideration, Nooyi and Michael White, vice 

chairman.  6   When Nooyi found out that the 

board had chosen her, one of her top priori-

ties was to ensure that White would stay at 

PepsiCo, the two would maintain the great 

relationship they had with each other that 

had evolved from years of working together, 

and she would have his support and advice.  7   

At the time, White was on vacation at his 

beach house in Cape Cod, Massachusetts. 

Nooyi flew to Cape Cod and the two walked 

on the beach, had ice cream together, and 

even played a duet (Nooyi and White both 

are fond of music and in this case, he played 

the piano and she sang). Prior to leaving 

Cape Cod, she told White, “Tell me whatever 

I need to do to keep you, and I will.”  8   Ulti-

mately White decided to remain at PepsiCo 

as CEO of PepsiCo International as well as 

vice chairman of PepsiCo.  9   At a meeting 

announcing Nooyi’s appointment, Nooyi told 

employees, “I treat Mike as my partner. He 

could easily have been CEO.” White said, 

“I play the piano and Indra sings.”  10   Nooyi 

was named Chairman of PepsiCo in 2007. In 

2009 White retired from PepsiCo.  11   

 Nooyi excels at building alliances both 

inside and outside of PepsiCo. Given the 

breadth of her responsibilities, she decided 

to increase the team of top managers she 

works closely with. She has good rela-

tions with key decision makers around the 

world in both government and business.  12   

   

   A MANAGER’S CHALLENGE 

   Indra Nooyi Collaborates and Builds Alliances at PepsiCo   
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Her philosophy is that leaders of top global 

companies like PepsiCo need to work hard 

to build and maintain collaborative relation-

ships with the countries they operate in 

and their governments and other organiza-

tions and people that have a stake in their 

operations such as customers, communities, 

suppliers, nongovernmental organizations, 

and shareholders. She adopts a long-term 

approach to do what it takes to build alli-

ances that will enable PepsiCo to achieve its 

goals and effectively meet the needs of its 

stakeholders.  13   

 Nooyi also excels at gaining the support of 

PepsiCo’s employees (a very important group 

of stakeholders at PepsiCo).  14   She is down-

to-earth, sincere, and genuine in her interac-

tions with employees and also comfortable 

just being herself; she has been known to 

walk barefoot in the halls of PepsiCo on occa-

sion and sometimes sings at gatherings. Cel-

ebrations for employees’ birthdays include a 

cake. As a mother of two daughters, Nooyi 

also recognizes how employees’ families 

are affected by their work and what a great 

source of support families can be.  15   

 In fact, when Nooyi was named CEO of 

PepsiCo and she visited her mother in India, 

her mother had many of their relatives come 

by to visit.  16   After saying hello to Nooyi, they 

all went up to her mother to congratulate her 

for doing such a good job raising Nooyi. This 

experience got Nooyi thinking. She decided 

to write to the parents of all the executives 

that reported to her relaying what happened 

in India and thanking them for their (adult) 

children who were doing such a great job at 

PepsiCo. And so relations were developed 

not only with her subordinates but with their 

parents.  17   

 Nooyi also picked around 200 people in 

the company from those around 35 years old 

to very senior employees who she thought 

could be key contributors to the future direc-

tion of Pepsi-Co.  18   She built alliances with 

them by dividing them into groups of around 

15 people and spending a few days with 

them to get to know them. When she was 

trying to hire a potentially valuable employee 

who had an offer from another company, she 

called his mother and introduced herself and 

told her why she thought her son should join 

PepsiCo. When the son came home and told 

his mother he was thinking of accepting the 

other offer, she told him he should work for 

PepsiCo and that Nooyi had called her. And 

he ended up joining PepsiCo.  19   

 Nooyi effectively developed and main-

tained alliances and built support to trans-

form PepsiCo in some fundamental ways. 

For example, PepsiCo traditionally focused 

on products that the company calls “fun for 

you” such as Pepsi, Doritos, Tostitos, and 

Lays. Nooyi recognized that people around 

the world were seeking to eat more healthful 

foods, have more balance in their diets, and 

looking to prevent disease by decreasing 

their intake of sugar, salt, and fat.  20   Thus, 

in addition to eating “fun for you” products, 

consumers also wanted “better for you” 

products like Diet Pepsi and Baked Lay’s 

and “good for you” products like Tropicana 

orange juice and Quaker Oats. Nooyi built 

alliances to try to make each of these three 

categories of products more healthful for 

consumers while not sacrificing on taste 

or making the products hard to find or too 

costly.  21   

 As another example, PepsiCo tradition-

ally was very much a U.S. company with a 

big footprint in developed economies. Nooyi 

built alliances to help PepsiCo expand into 

emerging markets.  22   Importantly, she real-

ized that to successfully grow its global 



Free ebooks ==>   www.ebook777.com

    Successful leaders such as Indra Nooyi in “A Manager’s Challenge” can 

effectively use their power to influence others and to manage conflict to 

achieve win–win solutions. In Chapter 14 we described how managers, 

as leaders, influence other people to achieve group and organizational goals and how manag-

ers’ sources of power enable them to exert such influence. In this chapter we describe why 

managers need to develop the skills necessary to manage organizational conflict, politics, and 

negotiation if they are going to be effective and achieve their goals. 

 We describe conflict and the strategies managers can use to resolve it effectively. We dis-

cuss one major conflict resolution technique, negotiation, in detail, outlining the steps man-

agers can take to be good negotiators. Then we discuss the nature of organizational politics 

and the political strategies managers can use to maintain and expand their power and use it 

effectively. By the end of this chapter, you will appreciate why managers must develop the 

skills necessary to manage these important organizational processes if they are to be effective 

and achieve organizational goals.      

     O rganizational conflict    is the discord that arises when the goals, inter-

ests, or values of different individuals or groups are incompatible and 

those individuals or groups block or thwart one another’s attempts to 

achieve their objectives.  27   Conflict is an inevitable part of organizational 

life because the goals of different stakeholders such as managers and 

workers are often incompatible. Organizational conflict also can exist between departments 

and divisions that compete for resources or even between managers who may be competing 

for promotion to the next level in the organizational hierarchy. 

 It is important for managers to develop the skills necessary to manage conflict effectively. 

In addition, the level of conflict present in an organization has important implications for 

organizational performance.  Figure 17.1  illustrates the relationship between organizational 

conflict and performance. At point A there is little or no conflict, and organizational perfor-

mance suffers. Lack of conflict in an organization often signals that managers emphasize 

conformity at the expense of new ideas, resist change, and strive for agreement rather than 

effective decision making. As the level of conflict increases from point A to point B, orga-

nizational effectiveness is likely to increase. When an organization has an optimum level of 

conflict, managers are likely to be open to, and encourage, a variety of perspectives; look 

for ways to improve organizational functioning and effectiveness; and view debates and dis-

agreements as a necessary ingredient of effective decision making and innovation. As the 

level of conflict increases from point B to point C, conflict escalates to the point where orga-

nizational performance suffers. When an organization has a dysfunctionally high level of 

Overview

Organizational
Conflict

    organizational  conflict    

The discord that arises when 

the goals, interests, or values 

of different individuals or 

groups are incompatible and 

those individuals or groups 

block or thwart one another’s 

attempts to achieve their 

objectives.   

presence in emerging markets, PepsiCo 

needed to develop employees with global 

experience and knowledge in emerging 

markets in the Middle East, Asia, and Latin 

America.  23   

 As a final example, Nooyi built alliances 

to help protect the natural environment and 

contribute to sustainability in the communi-

ties and countries in which PepsiCo oper-

ates. Initiatives to reduce PepsiCo’s water 

consumption, reduce waste, and lower 

the use of plastic help communities and 

local governments.  24   Her exceptional skills 

at building alliances and gaining support 

continue to help her as she leads PepsiCo 

forward on these and other initiatives.  25   As 

she indicated, “. . . you give the team of 

people a set of objectives and goals and get 

them all to buy into it, and they can move 

mountains.”  26           

 LO17-1 

 Explain why conflict arises, 
and identify the types 
and sources of conflict in 
organizations. 



Free ebooks ==>   www.ebook777.com
512 Chapter Seventeen

conflict, managers are likely to waste organizational resources to achieve their own ends, to 

be more concerned about winning political battles than about doing what will lead to a com-

petitive advantage for their organization, and to try to get even with their opponents rather 

than make good decisions.  

 Conflict is a force that needs to be managed rather than eliminated.  28   Managers should 

never try to eliminate all conflict but, rather, should try to keep conflict at a moderate and 

functional level to promote change efforts that benefit the organization. Additionally, man-

agers should strive to keep conflict focused on substantive, task-based issues and minimize 

conflict based on personal disagreements and animosities. To manage conflict,  29   managers 

must understand the types and sources of conflict and be familiar with strategies that can be 

effective in dealing with it.  

   Types of Conflict 
 There are several types of conflict in organizations: interpersonal, intragroup, intergroup, and 

interorganizational (see  Figure 17.2 ).  30   Understanding how these types differ can help man-

agers deal with conflict.  

  INTERPERSONAL CONFLICT   Interpersonal conflict is conflict between individual 

members of an organization, occurring because of differences in their goals or values. Two 

managers may experience interpersonal conflict when their values concerning protection of 

the environment differ. One manager may argue that the organization should do only what is 

required by law. The other manager may counter that the organization should invest in equip-

ment to reduce emissions even though the organization’s current level of emissions is below 

the legal limit.  

  INTRAGROUP CONFLICT   Intragroup conflict arises within a group, team, or depart-

ment. When members of the marketing department in a clothing company disagree about how 

they should spend budgeted advertising dollars for a new line of men’s designer jeans, they 

are experiencing intragroup conflict. Some of the members want to spend all the money on 

 Figure 17.1 
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advertisements in magazines. Others want to devote half of the money to billboards and ads 

in city buses and subways.  

  INTERGROUP CONFLICT   Intergroup conflict occurs between groups, teams, or 

departments. R&D departments, for example, sometimes experience intergroup conflict with 

production departments. Members of the R&D department may develop a new product that 

they think production can make inexpensively by using existing manufacturing capabilities. 

Members of the production department, however, may disagree and believe that the costs of 

making the product will be much higher. Managers of departments usually play a key role in 

managing intergroup conflicts such as this.  

  INTERORGANIZATIONAL CONFLICT   Interorganizational conflict arises across 

organizations. Sometimes interorganizational conflict occurs when managers in one orga-

nization feel that another organization is not behaving ethically and is threatening the well-

being of certain stakeholder groups. Interorganizational conflict also can occur between 

government agencies and corporations, as illustrated in the accompanying “Ethics in 

Action” feature.    

 Figure 17.2 
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  The U.S. Labor Department 
and Big Home Builders Clash 

 In 2011 the U.S. Labor Department sent letters to big home-building companies, 
including Pulte Group, Inc., D. R. Horton Inc., KB Home, and Lennar Corp., asking 
them to provide information regarding the names, social security numbers, addresses, 
hours worked, and pay rates for all their employees for the past two years and also 
the names of all their contractors.  31   The investigation falls under the rubric of the Fair 
Labor Standards Act, which pertains to the federal minimum wage, overtime pay, and 
youth employment.  32      

 And in 2012 the Labor Department petitioned the Federal District Court in 
Michigan to require Pulte Group, based in Bloomfield Hills, Michigan,  33   to give 
the department thousands of documents pertaining to its employees and subcon-
tractors.  34   It appears that Pulte did provide the department with records for its own 
employees. However, Pulte has told the court that it thinks the request for payroll 
records for building projects from late 2009 to early 2012 in eight states is too 
all-encompassing.  35   

 Apparently part of the conflict arises from the fact that, although large building 
companies like Pulte buy land for homes and market them, they ordinarily rely on 

 Ethics 
in Action 



Free ebooks ==>   www.ebook777.com
514 Chapter Seventeen

  Sources of Conflict 
 Conflict in organizations springs from a variety of sources. The ones we examine here are dif-

ferent goals and time horizons, overlapping authority, task interdependencies, different evalua-

tion or reward systems, scarce resources, and status inconsistencies (see  Figure 17.3 ).  41    

  DIFFERENT GOALS AND TIME HORIZONS   Recall from Chapter 10 that an 

important managerial activity is organizing people and tasks into departments and divisions 

to accomplish an organization’s goals. Almost inevitably this grouping creates departments 

and divisions that have different goals and time horizons, and the result can be conflict. 

 Figure 17.3 
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contractors to actually build the houses rather than doing it 
themselves.  36   Unions and other labor groups have griped that 
the big home builders have lowered wages in the industry by 
relying on subcontractors who don’t pay employees the min-
imum wage, don’t pay overtime pay, and/or don’t provide 
benefits such as health care. In this current case, it appears 
that the Labor Department wants to make sure that carpen-
ters, roofers, bricklayers, laborers, and other subcontractors 
are receiving the federal minimum wage, overtime pay, and 
benefits stipulated by the Fair Labor Standards Act.  37   

 Managers at Pulte think that the Labor Department is 
requiring too much from them in the investigation and 
subpoena.  38   Some of the other information the department 
requested includes records pertaining to contracts it has 
with suppliers and contractors for the subsequent 12-month 
period. James Zeumer, vice president for investor commu-
nications,  39   indicated that “while the skilled labor crews 
building our homes are not Pulte employees, our vendor 
agreements state that contractors are required to comply with 
all applicable labor laws and wage practices.”  40   With the 
Labor Department and Pulte engaged in conflict, this is one 
for the courts to decide.  

Conflict management hits a wall: Pulte Group’s stand-off 
with the Labor Department’s request for comprehensive 
records of its subcontractors’ practices, like how much 
this worker gets paid, embodies a negotiation failure.
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Production managers, for example, usually concentrate on efficiency and cost cutting; they 

have a relatively short time horizon and focus on producing quality goods or services in a 

timely and efficient manner. In contrast, marketing managers focus on sales and responsive-

ness to customers. Their time horizon is longer than that of production because they are trying 

to be responsive not only to customers’ needs today but also to their changing needs in the 

future to build long-term customer loyalty. These fundamental differences between market-

ing and production often breed conflict. 

 Suppose production is behind schedule in its plan to produce a specialized product for a 

key customer. The marketing manager believes the delay will reduce sales of the product and 

therefore insists that the product be delivered on time even if saving the production schedule 

means increasing costs by paying production workers overtime. The production manager says 

that she will happily schedule overtime if marketing will pay for it. Both managers’ positions 

are reasonable from the perspective of their own departments, and conflict is likely.  

  OVERLAPPING AUTHORITY   When two or more managers, departments, or functions 

claim authority for the same activities or tasks, conflict is likely.  42   This is precisely what 

happened when heirs of the Forman liquor distribution company, based in Washington, DC, 

inherited the company from their parents. One of the heirs, Barry Forman, wanted to control 

the company and was reluctant to share power with the other heirs. Several of the heirs felt 

they had authority over certain tasks crucial to Forman’s success (such as maintaining good 

relationships with the top managers of liquor companies). What emerged was a battle of wills 

and considerable conflict, which escalated to the point of being dysfunctional, requiring that 

the family hire a consulting firm to help resolve it.  43    

  TASK INTERDEPENDENCIES   Have you ever been assigned a group project for one 

of your classes and had one group member who consistently failed to get things done on 

time? This probably created some conflict in your group because other group members were 

dependent on the late member’s contributions to complete the project. Whenever individuals, 

groups, teams, or departments are interdependent, the potential for conflict exists.  44   With dif-

fering goals and time horizons, the managers of marketing and production come into conflict 

precisely because the departments are interdependent. Marketing is dependent on production 

for the goods it markets and sells, and production is dependent on marketing to create demand 

for the things it makes.  

  DIFFERENT EVALUATION OR REWARD SYSTEMS   How interdependent groups, 

teams, or departments are evaluated and rewarded can be another source of conflict.  45   Pro-

duction managers, for example, are evaluated and rewarded for their success in staying within 

budget or lowering costs while maintaining quality. So they are reluctant to take any steps 

that will increase costs, such as paying workers high overtime rates to finish a late order for 

an important customer. Marketing managers, in contrast, are evaluated and rewarded for their 

success in generating sales and satisfying customers. So they often think overtime pay is a 

small price to pay for responsiveness to customers. Thus conflict between production and 

marketing is rarely unexpected.  

  SCARCE RESOURCES   Management is the process of acquiring, developing, protect-

ing, and using the resources that allow an organization to be efficient and effective (see Chap-

ter 1). When resources are scarce, management is more difficult and conflict is likely.  46   For 

example, divisional managers may be in conflict over who has access to financial capital, and 

organizational members at all levels may be in conflict over who gets raises and promotions.  

  STATUS INCONSISTENCIES   The fact that some individuals, groups, teams, or 

departments within an organization are more highly regarded than others in the organization 

can also create conflict. In some restaurants, for example, the chefs have relatively higher 

status than the people who wait on tables. Nevertheless, the chefs receive customers’ orders 

from the waitstaff, and the waitstaff can return to the chefs food that their customers or they 

think is not acceptable. This status inconsistency—high-status chefs taking orders from low-

status waitstaff—can be the source of considerable conflict between chefs and the waitstaff. 

For this reason, some restaurants require that the waitstaff put orders on a spindle, thereby 

reducing the amount of direct order giving from the waitstaff to the chefs.  47     
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  Conflict Management Strategies 
 If an organization is to achieve its goals, managers must be able to resolve conflicts in a func-

tional manner.  Functional conflict resolution  means the conflict is settled by compromise or 

by collaboration between the parties in conflict (later in the chapter we discuss other typically 

less functional ways in which conflicts are sometimes resolved).  48      Compromise    is possible 

when each party is concerned about not only its own goal accomplishment but also the goal 

accomplishment of the other party and is willing to engage in a give-and-take exchange and 

to make concessions until a reasonable resolution of the conflict is reached.    Collaboration    is 

a way of handling conflict in which the parties try to satisfy their goals without making any 

concessions but, instead, come up with a way to resolve their differences that leaves them 

both better off.  49   

 In addition to compromise and collaboration, there are three other ways in which con-

flicts are sometimes handled: accommodation, avoidance, and competition.  50   When 

    accommodation    takes place, one party to the conflict simply gives in to the demands of the 

other party. Accommodation typically takes place when one party has more power than the 

other and can pursue its goal attainment at the expense of the weaker party. From an organi-

zational perspective, accommodation is often ineffective: The two parties are not cooperating 

with each other, they are unlikely to want to cooperate in the future, and the weaker party who 

gives in or accommodates the more powerful party might look for ways to get back at the 

stronger party in the future. 

 When conflicts are handled by    avoidance,    the parties to a conflict try to ignore the prob-

lem and do nothing to resolve the disagreement. Avoidance is often ineffective because the 

real source of the disagreement has not been addressed, conflict is likely to continue, and 

communication and cooperation are hindered. 

    Competition    occurs when each party to a conflict tries to maximize its own gain and 

has little interest in understanding the other party’s position and arriving at a solution that 

will allow both parties to achieve their goals. Competition can actually escalate levels of 

conflict as each party tries to outmaneuver the other. As a way of handling conflict, com-

petition is ineffective for the organization because the two sides to a conflict are more 

concerned about winning the battle than cooperating to arrive at a solution that is best for 

the organization and acceptable to both sides. Handling conflicts through accommodation, 

avoidance, or competition is ineffective from an organizational point of view because the 

parties do not cooperate with each other and work toward a mutually acceptable solution to 

their differences. 

 When the parties to a conflict are willing to cooperate with each other and, through com-

promise or collaboration, devise a solution that each finds acceptable, an organization is more 

likely to achieve its goals.  51   Conflict management strategies that managers can use to ensure 

that conflicts are resolved in a functional manner focus on individuals and on the organization 

as a whole. Next we describe four strategies that focus on individuals: increasing awareness 

of the sources of conflict, increasing diversity awareness and skills, practicing job rotation or 

temporary assignments, and using permanent transfers or dismissals when necessary. We also 

describe two strategies that focus on the organization as a whole: changing an organization’s 

structure or culture and directly altering the source of conflict. 

  STRATEGIES FOCUSED ON INDIVIDUALS 

  INCREASING AWARENESS OF THE SOURCES OF CONFLICT   Sometimes conflict arises 

because of communication problems and interpersonal misunderstandings. For example, dif-

ferent linguistic styles (see Chapter 16) may lead some men in work teams to talk more and 

take more credit for ideas than women in those teams. These communication differences can 

cause conflict when the men incorrectly assume that the women are uninterested or less capa-

ble because they participate less and the women incorrectly assume that the men are bossy 

and are not interested in their ideas because they seem to do all the talking. By increasing 

people’s awareness of this source of conflict, managers can help resolve conflict functionally. 

Once men and women realize that the source of their conflict is different linguistic styles, they 

can take steps to interact with each other more effectively. The men can give the women more 

chances to provide input, and the women can be more proactive in providing this input. 

    compromise    A way of man-

aging conflict in which each 

party is concerned about not 

only its own goal accom-

plishment but also the goal 

accomplishment of the other 
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    accommodation    An inef-

fective conflict-handling 

approach in which one party, 

typically with weaker power, 

gives in to the demands of 

the other, typically more pow-

erful, party.   

    avoidance    An ineffective 

conflict-handling approach in 

which the parties try to ignore 
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solution that will allow both 
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 Sometimes personalities clash in an organization. In these situations, too, managers can 

help resolve conflicts functionally by increasing organizational members’ awareness of the 

source of their difficulties. For example, some people who are not inclined to take risks may 

come into conflict with those who are prone to taking risks. The non–risk takers might com-

plain that those who welcome risk propose outlandish ideas without justification, whereas the 

risk takers might complain that their innovative ideas are always getting shot down. When 

both types of people are made aware that their conflicts are due to fundamental differences in 

their ways of approaching problems, they will likely be better able to cooperate in coming up 

with innovative ideas that entail only moderate levels of risk.  

  INCREASING DIVERSITY AWARENESS AND SKILLS   Interpersonal conflicts also can 

arise because of diversity. Older workers may feel uncomfortable or resentful about reporting 

to a younger supervisor, a Hispanic may feel singled out in a group of non-Hispanic workers, 

or a female top manager may feel that members of her predominantly male top management 

team band together whenever one of them disagrees with one of her proposals. Whether or not 

these feelings are justified, they are likely to cause recurring conflicts. Many of the techniques 

we described in Chapter 5 for increasing diversity awareness and skills can help managers 

effectively manage diversity and resolve conflicts that originate in differences among organi-

zational members. 

 Increasing diversity awareness and skills can be especially important when interacting 

with people, groups, and organizations in other countries, as indicated in the accompanying 

“Managing Globally” feature.   

 Managing 
Globally 

  Understanding Other Cultures 
 When interacting with people, groups, and organizations from other cultures, it is 
particularly important to try to gain an appreciation of their culture to avoid potential 
misunderstandings and effectively manage conflict. For example, decades ago when 
Scott McKain, who often travels abroad on business, was at a welcome dinner for 
a trade delegation to Brazil with the mayor of a local community, the mayor asked 
McKain how he liked his first Brazilian dinner.  52   Since his mouth was full, McKain 

gave the mayor an OK gesture with this index finger and thumb. The mayor 
was shocked—the okay gesture in Brazil has a similar connotation to putting 
up a middle finger in the United States. McKain was young and inexperi-
enced at the time, but other more experienced members of the trade delega-
tion were able to smooth things over with the mayor.  53       

 In China, business cards remain an important part of business etiquette. 
Business cards should always be professionally made, and when a person 
receives a business card, it is important to be impressed with it.  54   More gen-
erally, the Chinese are very attuned to and respectful of status differences 
and positions in networks. For instance, a lower-status person such as a sub-
ordinate should always reach first to shake the hand of a higher-status person 
such as a superior. Brian Su, CEO of a global consulting firm called Arti-
san Business Group,  55   indicates that “a high-ranking person in the company 
should never, ever initiate a handshake.”  56   

 When communicating in a group in China, it is important to maintain 
harmony, even if this harmony is superficial.  57   Rather than strongly express-
ing an emotion, it is better to be indirect. Exuberant praise can embarrass 

a group member because this may elevate his or her status and disturb harmony in 
the group. Complaints and criticisms should be handled with care, and expressions 
of negative emotions should be avoided if possible, with messages being expressed 
in a more indirect manner.  58   For example, Neng Zhao, a Chinese senior associate at 
private equity company Blue Oak Capital in  59   Beijing, China, once had an American 

Think they’re outdated? Think again: 
the business card, the fancier the 
 better, continues to reign in triumph in 
China. Best to brush up those paper 
squares when headed there on busi-
ness, just as it is wise to check out local 
customs anywhere you go.
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  PRACTICING JOB ROTATION OR TEMPORARY ASSIGNMENTS   Sometimes conflicts 

arise because individual organizational members simply do not understand the work activi-

ties and demands that others in an organization face. A financial analyst, for example, may be 

required to submit monthly reports to a member of the accounting department. These reports 

have a low priority for the analyst, who typically turns them in a couple of days late. On 

each due date the accountant calls the financial analyst, and conflict ensues as the accountant 

describes in detail why she must have the reports on time and the financial analyst describes 

everything else he needs to do. In situations such as this, job rotation or temporary assign-

ments, which expand organizational members’ knowledge base and appreciation of other 

departments, can be a useful way of resolving the conflict. If the financial analyst spends 

some time working in the accounting department, he may appreciate better the need for timely 

reports. Similarly, a temporary assignment in the finance department may help the accountant 

realize the demands a financial analyst faces and the need to streamline unnecessary aspects 

of reporting.  

  USING PERMANENT TRANSFERS OR DISMISSALS WHEN NECESSARY   Sometimes 

when other conflict resolution strategies do not work, managers may need to take more drastic 

steps, including permanent transfers or dismissals. 

 Suppose two first-line managers who work in the same department are always at each oth-

er’s throats; frequent bitter conflicts arise between them even though they both seem to get 

along well with other employees. No matter what their supervisor does to increase their under-

standing of each other, the conflicts keep occurring. In this case the supervisor may want to 

transfer one or both managers so they do not have to interact as frequently. 

 When dysfunctionally high levels of conflict occur among top managers who cannot 

resolve their differences and understand each other, it may be necessary for one of them 

to leave the company. This is how Gerald Levin managed such conflict among top man-

agers when he was chairman of Time Warner. Robert Daly and Terry Semel, one of the 

most respected management teams in Hollywood at the time and top managers in the Warner 

Brothers film company, had been in conflict with Michael Fuchs, a long-time veteran of Time 

Warner and head of the music division, for two years. As Semel described it, the company 

“was running like a dysfunctional family, and it needed one management team to run it.”  63   

Levin realized that Time Warner’s future success rested on resolving this conflict, that it was 

unlikely that Fuchs would ever be able to work effectively with Daly and Semel, and that he 

risked losing Daly and Semel to another company if he did not resolve the conflict. Faced 

with that scenario, Levin asked Fuchs to resign.  64     

  STRATEGIES FOCUSED ON THE WHOLE ORGANIZATION 

  CHANGING AN ORGANIZATION’S STRUCTURE OR CULTURE   Conflict can signal the 

need for changes in an organization’s structure or culture. Sometimes managers can effectively 

resolve conflict by changing the organizational structure they use to group people and tasks.  65   

boss and she felt mortified by his directness. Zhao says, “I remember I was so embar-
rassed when my American boss told me he didn’t like something I was doing, right in 
front of me . . . The Chinese way would have been much more indirect.”  60   

 Before brand consultant Karen Post when to Jeddah, Saudi Arabia, to deliver a 
lecture on branding to around 400 managers and employees in marketing at Saudi 
 Arabian Airlines, she bought an abaya, a long black robe/dress that some Muslim 
women wear.  61   Post indicated that on the Saudi Airline flight to Jeddah from New 
York’s Kennedy Airport, some women were wearing the clothes they normally would 
wear in New York City. However, once the plane was about an hour away from land-
ing and was in Saudi airspace, the women changed into abayas in the restrooms on 
the planes. Saudi Arabia has many restrictions on what women can and cannot do, 
and U.S. State Department Guidelines indicate that the religious police can compel 
women to wear abayas.  62   All in all, when working and traveling in other countries, it 
is important to understand the local culture.  
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As an organization grows, for example, the  functional structure  (composed of departments such 

as marketing, finance, and production) that was effective when the organization was small may 

cease to be effective, and a shift to a  product structure  might effectively resolve conflicts (see 

Chapter 10). 

 Managers also can effectively resolve conflicts by increasing levels of integration in an 

organization. Recall from Chapter 15 that Hallmark Cards increased integration by using 

cross-functional teams to produce new cards. The use of cross-functional teams sped new 

card development and helped resolve conflicts between different departments. Now when a 

writer and an artist have a conflict over the appropriateness of the artist’s illustrations, they 

do not pass criticisms back and forth from one department to another because they are on the 

same team and can directly resolve the issue on the spot. 

 Sometimes managers may need to take steps to change an organization’s culture to resolve 

conflict (see Chapter 3). Norms and values in an organizational culture might inadvertently 

promote dysfunctionally high levels of conflict that are difficult to resolve. For instance, 

norms that stress respect for formal authority may create conflict that is difficult to resolve 

when an organization creates self-managed work teams and managers’ roles and the structure 

of authority in the organization change. Values stressing individual competition may make it 

difficult to resolve conflicts when organizational members need to put others’ interests ahead 

of their own. In circumstances such as these, taking steps to change norms and values can be 

an effective conflict resolution strategy.  

  ALTERING THE SOURCE OF CONFLICT   When the source of conflict is overlapping 

authority, different evaluation or reward systems, or status inconsistencies, managers can 

sometimes effectively resolve the conflict by directly altering its source. For example, manag-

ers can clarify the chain of command and reassign tasks and responsibilities to resolve con-

flicts due to overlapping authority.         

   Negotiation is a particularly important conflict resolution technique for 

managers and other organizational members in situations where the par-

ties to a conflict have approximately equal levels of power. During 

    negotiation    the parties to a conflict try to come up with a solution acceptable to themselves 

by considering various alternative ways to allocate resources to each other.  66   Sometimes the 

sides involved in a conflict negotiate directly with each other. Other times a    third-party 

negotiator    is relied on. Third-party negotiators are impartial individuals who are not directly 

involved in the conflict and have special expertise in handling conflicts and negotiations;  67   

they are relied on to help the two negotiating parties reach an acceptable resolution of their 

conflict.  68   When a third-party negotiator acts as a    mediator,    his or her role in the negotia-

tion process is to facilitate an effective negotiation between the two parties; mediators do not 

force either party to make concessions, nor can they force an agreement to resolve a conflict. 

   Arbitrators,    on the other hand, are third-party negotiators who can impose what they 

believe is a fair solution to a dispute that both parties are obligated to abide by.  69    

   Distributive Negotiation 
and Integrative Bargaining 
 There are two major types of negotiation—distributive negotiation and integrative bargain-

ing.  70   In    distributive negotiation,    the two parties perceive that they have a “fixed pie” 

of resources that they need to divide.  71   They take a competitive, adversarial stance. Each 

party realizes that he or she must concede something but is out to get the lion’s share of the 

resources.  72   The parties see no need to interact with each other in the future and do not care if 

their interpersonal relationship is damaged or destroyed by their competitive negotiation.  73   In 

distributive negotiations, conflicts are handled by competition. 

 In    integrative bargaining,    the parties perceive that they might be able to increase the 

resource pie by trying to come up with a creative solution to the conflict. They do not view the 

conflict competitively as a win-or-lose situation; instead they view it cooperatively, as a win–

win situation in which both parties can gain. Trust, information sharing, and the desire of both 

Negotiation
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parties to achieve a good resolution of the conflict characterize integrative 

bargaining.  74   In integrative bargaining, conflicts are handled through col-

laboration and/or compromise.  

 Consider how Adrian Hofbeck and Joseph Steinberg, partners in a suc-

cessful German restaurant in the Midwest, resolved their recent conflict. 

Hofbeck and Steinberg founded the restaurant 15 years ago, share man-

agement responsibilities, and share equally in the restaurant’s profits. Hof-

beck recently decided that he wanted to retire and sell the restaurant, but 

retirement was the last thing Steinberg had in mind; he wanted to continue 

to own and manage the restaurant. Distributive negotiation was out of the 

question because Hofbeck and Steinberg were close friends and valued 

their friendship; neither wanted to do something that would hurt the other 

or their continuing relationship. So they opted for integrative bargaining, 

which they thought would help them resolve their conflict so both could 

achieve their goals and maintain their friendship.  

  Strategies to Encourage Integrative Bargaining 
 Managers in all kinds of organizations can rely on five strategies to facilitate integrative bar-

gaining and avoid distributive negotiation: emphasizing superordinate goals; focusing on the 

problem, not the people; focusing on interests, not demands; creating new options for joint 

gain; and focusing on what is fair (see  Table 17.1 ).  75   Hofbeck and Steinberg used each of 

these strategies to resolve their conflict.  

  EMPHASIZING SUPERORDINATE GOALS    Superordinate goals  are goals that both 

parties agree to regardless of the source of their conflict. Increasing organizational effective-

ness, increasing responsiveness to customers, and gaining a competitive advantage are just a 

few of the many superordinate goals that members of an organization can emphasize during 

integrative bargaining. Superordinate goals help parties in conflict to keep in mind the big 

picture and the fact that they are working together for a larger purpose or goal despite their 

disagreements. Hofbeck and Steinberg emphasized three superordinate goals during their bar-

gaining: ensuring that the restaurant continued to survive and prosper, allowing Hofbeck to 

retire, and allowing Steinberg to remain an owner and manager as long as he wished.  

  FOCUSING ON THE PROBLEM, NOT THE PEOPLE   People who are in conflict 

may not be able to resist the temptation to focus on the other party’s shortcomings and weak-

nesses, thereby personalizing the conflict. Instead of attacking the problem, the parties to the 

conflict attack each other. This approach is inconsistent with integrative bargaining and can 

easily lead both parties into a distributive negotiation mode. All parties to a conflict need to 

keep focused on the problem or on the source of the conflict and avoid the temptation to dis-

credit one another. 

 Given their strong friendship, this was not much of an issue for Hofbeck and Steinberg, 

but they still had to be on their guard to avoid personalizing the conflict. Steinberg recalls that 

when they were having a hard time coming up with a solution, he started thinking that Hof-

beck, a healthy 57-year-old, was lazy to want to retire so young: “If only he wasn’t so lazy, 

we would never be in the mess we’re in right now.” Steinberg never mentioned these thoughts 

LO17-4
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In integrative bargaining, conflicts are 
handled by avoiding a win–lose competitive 
mindset, and creating a win–win situation for 
both parties.
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to Hofbeck (who later admitted that sometimes he was annoyed with Steinberg for being 

such a workaholic) because he realized that doing so would hurt their chances for reaching an 

integrative solution.  

  FOCUSING ON INTERESTS, NOT DEMANDS   Demands are  what  a person wants; 

interests are  why  the person wants them. When two people are in conflict, it is unlikely that 

the demands of both can be met. Their underlying interests, however, can be met, and meeting 

them is what integrative bargaining is all about. 

 Hofbeck’s demand was that they sell the restaurant and split the proceeds. Steinberg’s 

demand was that they keep the restaurant and maintain the status quo. Obviously both demands 

could not be met, but perhaps their interests could be. Hofbeck wanted to be able to retire, 

invest his share of the money from the restaurant, and live off the returns on the investment. 

Steinberg wanted to continue managing, owning, and deriving income from the restaurant.  

  CREATING NEW OPTIONS FOR JOINT GAIN   Once two parties to a conflict focus 

on their interests, they are on the road to achieving creative solutions to the conflict that will 

benefit them both. This win–win scenario means that rather than having a fixed set of alterna-

tives from which to choose, the two parties can come up with new alternatives that might even 

expand the resource pie. 

 Hofbeck and Steinberg came up with three such alternatives. First, even though Stein-

berg did not have the capital, he could buy out Hofbeck’s share of the restaurant. Hofbeck 

would provide the financing for the purchase, and in return Steinberg would pay him a 

reasonable return on his investment (the same kind of return he could have obtained had he 

taken his money out of the restaurant and invested it). Second, the partners could seek to sell 

Hofbeck’s share in the restaurant to a third party under the stipulation that Steinberg would 

continue to manage the restaurant and receive income for his services. Third, the partners 

could continue to jointly own the restaurant. Steinberg would manage it and receive a pro-

portionally greater share of its profits than Hofbeck, who would be an absentee owner not 

involved in day-to-day operations but would still receive a return on his investment in the 

restaurant.  

  FOCUSING ON WHAT IS FAIR   Focusing on what is fair is consistent with the prin-

ciple of distributive justice, which emphasizes the fair distribution of outcomes based on the 

meaningful contributions that people make to organizations (see Chapter 5). It is likely that 

two parties in conflict will disagree on certain points and prefer different alternatives that 

each party believes may better serve his or her own interests or maximize his or her own 

outcomes. Emphasizing fairness and distributive justice will help the two parties come to a 

mutual agreement about what the best solution is to the problem. 

 Steinberg and Hofbeck agreed that Hofbeck should be able to cut his ties with the restau-

rant if he chose to do so. They decided to pursue the second alternative described and seek 

a suitable buyer for Hofbeck’s share. They were successful in finding an investor who was 

willing to buy out Hofbeck’s share and let Steinberg continue managing the restaurant. And 

they remained good friends. 

 When managers pursue these five strategies and encourage other organizational members 

to do so, they are more likely to be able to effectively resolve their conflicts through integra-

tive bargaining. In addition, throughout the negotiation process, managers and other organi-

zational members need to be aware of, and on their guard against, the biases that can lead to 

faulty decision making (see Chapter 7).  76          

  M anagers must develop the skills necessary to manage organizational 

conflict for an organization to be effective. Suppose, however, that top 

managers are in conflict over the best strategy for an organization to pur-

sue or the best structure to adopt to use organizational resources effi-

ciently. In such situations resolving conflict is often difficult, and the 

parties to the conflict resort to organizational politics and political strategies to try to resolve 

the conflict in their favor. 

Organizational
Politics

 LO17-5 

 Explain why managers 
need to be attuned to 
organizational politics, 
and describe the political 
strategies that managers 
can use to become 
politically skilled. 



Free ebooks ==>   www.ebook777.com
522 Chapter Seventeen

    Organizational politics    are the activities that managers (and other members of an orga-

nization) engage in to increase their power and to use power effectively to achieve their goals 

and overcome resistance or opposition.  77   Managers often engage in organizational politics to 

resolve conflicts in their favor. 

    Political strategies    are the specific tactics that managers (and other members of an orga-

nization) use to increase their power and to use power effectively to influence and gain the 

support of other people while overcoming resistance or opposition. Political strategies are 

especially important when managers are planning and implementing major changes in an 

organization: Managers need not only to gain support for their change initiatives and influ-

ence organizational members to behave in new ways but also to overcome often strong oppo-

sition from people who feel threatened by the change and prefer the status quo. By increasing 

their power, managers are better able to make needed changes. In addition to increasing their 

power, managers also must make sure they use their power in a way that actually enables 

them to influence others.  

   The Importance of Organizational Politics 
 The term  politics  has a negative connotation for many people. Some may think that manag-

ers who are political have risen to the top not because of their own merit and capabilities but 

because of whom they know. Or people may think that political managers are self-interested 

and wield power to benefit themselves, not their organization. There is a grain of truth to this 

negative connotation. Some managers do appear to misuse their power for personal benefit at 

the expense of their organization’s effectiveness. 

 Nevertheless, organizational politics are often a positive force. Managers striving to make 

needed changes often encounter resistance from individuals and groups who feel threatened 

and wish to preserve the status quo. Effective managers engage in politics to gain support for 

and implement needed changes. Similarly, managers often face resistance from other manag-

ers who disagree with their goals for a group or for the organization and with what they are 

trying to accomplish. Engaging in organizational politics can help managers overcome this 

resistance and achieve their goals. 

 Indeed, managers cannot afford to ignore organizational politics. Everyone engages in politics 

to a degree—other managers, coworkers, and subordinates, as well as people outside an organi-

zation, such as suppliers. Those who try to ignore politics might as well bury their heads in the 

sand because in all likelihood they will be unable to gain support for their initiatives and goals.  

  Political Strategies for Gaining 
and Maintaining Power 
 Managers who use political strategies to increase and maintain their power are better able to 

influence others to work toward the achievement of group and organizational goals. (Recall 

from Chapter 14 that legitimate, reward, coercive, expert, and referent powers help man-

agers influence others as leaders.) By controlling uncertainty, making themselves irreplace-

able, being in a central position, generating resources, and building alliances, managers can 

increase their power (see  Figure 17.4 ).  78   We next look at each of these strategies.  

  CONTROLLING UNCERTAINTY   Uncertainty is a threat for individuals, groups, and 

whole organizations and can interfere with effective performance and goal attainment. For 

example, uncertainty about job security is threatening for many workers and may cause top 

performers (who have the best chance of finding another job) to quit and take a more secure 

position with another organization. When an R&D department faces uncertainty about cus-

tomer preferences, its members may waste valuable resources to develop a product, such as 

smokeless cigarettes, that customers do not want. When top managers face uncertainty about 

global demand, they may fail to export products to countries that want them and thus may 

lose a source of competitive advantage. 

 Managers who can control and reduce uncertainty for other managers, teams, depart-

ments, and the organization as a whole are likely to see their power increase.  79   Managers of 

labor unions gain power when they can eliminate uncertainty over job security for workers. 

    organizational politics    

Activities that managers 

engage in to increase their 

power and to use power 

effectively to achieve their 

goals and overcome resis-

tance or opposition.   

    political strategies    Tactics 

that managers use to increase 

their power and to use power 

effectively to influence and 

gain the support of other 

people while overcoming 

resistance or opposition.   
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Marketing and sales managers gain power when they can eliminate uncertainty for other 

departments such as R&D by accurately forecasting customers’ changing preferences. Top 

managers gain power when they are knowledgeable about global demand for an organiza-

tion’s products. Managers who can control uncertainty are likely to be in demand and be 

sought after by other organizations.  

  MAKING ONESELF IRREPLACEABLE   Managers gain power when they have valu-

able knowledge and expertise that allow them to perform activities no one else can handle. 

This is the essence of being irreplaceable.  80   The more central these activities are to organiza-

tional effectiveness, the more power managers gain from being irreplaceable.  

  BEING IN A CENTRAL POSITION   Managers in central positions are responsible for 

activities that are directly connected to an organization’s goals and sources of competitive 

advantage and often are located in central positions in important communication networks in 

an organization.  81   Managers in key positions have control over crucial organizational activi-

ties and initiatives and have access to important information. Other organizational members 

depend on them for their knowledge, expertise, advice, and support, and the success of the 

organization as a whole is seen as riding on these managers. These consequences of being in 

a central position are likely to increase managers’ power. 

 Managers who are outstanding performers, have a wide knowledge base, and have made 

important and visible contributions to their organizations are likely to be offered central posi-

tions that will increase their power.  

  GENERATING RESOURCES   Organizations need three kinds of resources to be 

effective: (1) input resources such as raw materials, skilled workers, and financial capital; 

(2) technical resources such as machinery and computers; and (3) knowledge resources such 

as marketing, information technology, or engineering expertise. To the extent that a manager 

can generate one or more of these kinds of resources for an organization, that manager’s 

 Figure 17.4 
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power is likely to increase.  82   In universities, for example, professors who win large grants 

to fund their research, from associations such as the National Science Foundation and the 

Army Research Institute, gain power because of the financial resources they generate for their 

departments and the university as a whole.  

  BUILDING ALLIANCES   When managers build alliances, they develop mutually benefi-

cial relationships with people both inside and outside the organization, as does Indra Nooyi in 

“A Manager’s Challenge.” The parties to an alliance support one another because doing so is 

in their best interests, and all parties benefit from the alliance. Alliances give managers power 

because they provide the managers with support for their initiatives. Partners to alliances 

provide support because they know the managers will reciprocate when their partners need 

support. Alliances can help managers achieve their goals and implement needed changes in 

organizations because they increase managers’ levels of power. 

 Many powerful top managers focus on building alliances not only inside their organiza-

tions but also with individuals, groups, and organizations in the task and general environments 

on which their organizations depend for resources. These individuals, groups, and organiza-

tions enter alliances with managers because doing so is in their best interests and they know 

they can count on the managers’ support when they need it. When managers build alliances, 

they need to be on their guard to ensure that everything is aboveboard, ethical, and legal. 

 As profiled in the accompanying “Ethics in Action” feature, sometimes managers build 

alliances with seemingly unlikely partners.    

  Building Alliances at The 
Nature Conservancy 

 A large chemical company or individual fishermen would seem to have not that much 
in common with a large conservation organization devoted to protecting nature, land, 
forests, and dwindling fish populations.  83   In fact, it is not difficult to imagine that the 
conservation organization would be in conflict with such individuals and groups, and 
some conservation organizations have had heated conflicts with groups and organiza-
tions that they felt were threatening the natural environment.  

 This is definitely not the case, though, with The Nature Conservancy. The Nature 
Conservancy is the biggest conservation organization in the world.  84   A nonprofit 
organization, the conservancy has chapters in over 30 countries and every state 
within the United States. With over 1 million members and assets valued at more than 
$5 billion, the conservancy’s annual income is around $1 billion.  85   The conservancy 
has either purchased or received as a donation over 177 million acres of land with 
environmental value. Government agencies often buy this land from the conservancy 
to create natural preserves and parks. While continuing with this legacy of acquir-
ing lands at risk and ensuring that they are preserved, the conservancy has branched 
out to collaborate with groups and organizations to conserve and protect nature for 
people and the groups and organizations that provide them with goods and services.  86   

 Leading these efforts is a dedicated group of scientists, managers, and leaders at the 
conservancy. Mark Tercek is the president and chief executive officer of The Nature 
Conservancy.  87   With a BA in English from Williams College and an MBA from Har-
vard, Tercek previously worked as the director of the Environmental Strategy Group 
at Goldman Sachs. Importantly, the initiatives and efforts that Tercek leads to protect 
nature and the environment at the conservancy are informed by a strong appreciation 
for ecology and conservation science and research. Peter Kareiva, chief scientist on 
The Nature Conservancy Leadership Team, leads some 600 scientists who work at 
the conservancy and is always involved in major decisions that Tercek makes. In 
fact, Tercek refers to Kareiva as his “closest intellectual advisor.”  88   With an MS in 

 Ethics 
in Action 
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environmental biology from the University of California at 
Irvine and a PhD in ecology and evolutionary biology from 
Cornell, Kareiva has worked as a professor, taught at eight 
universities, directed the Northwest Fisheries Science Center 
Conservation Biology Division of the National Oceanic and 
Atmospheric Administration, has published over 100 scien-
tific articles, and was elected to the prestigious American 
Academy of Arts and Sciences.  89   

 While one would think that a chemical company and a 
conservation organization would never be able to partner 
together, Tercek, Kareiva, and other leaders and scientists at 
The Nature Conservancy are in the midst of a five-year alli-
ance with Dow Chemical.  90   Dow has periodically faced pol-
lution allegations. For instance, citizens in Saginaw County, 
Michigan, filed suits against Dow, claiming that Dow pol-
luted a river with dioxin. Why, then, would The Nature Con-
servancy engage in an alliance with Dow? Part of the reason 

is to assist Dow with inventorying and valuing its vast land and water resources 
around the globe. By assessing these natural resources and their “natural capital” 
value, Dow may be better equipped to figure out how to protect and improve the 
natural resources it controls.  91   

 Nonetheless, critics argue that a conservation organization should not be receiving 
funding from a huge corporation like Dow. For example, Anne Rolfes, a founding 
director of the Louisiana Bucket Brigade,  92   which has had run-ins with Dow over 
alleged pollution, suggests that “. . . Dow is awful. . . . We would never take money 
from them or partner with them.”  93   The Bucket Brigade is a nonprofit organization in 
Louisiana that helps neighborhoods bordering chemical plants and oil refineries keep 
their lands pollution-free.  94   Kareiva acknowledges that while things might not always 
go smoothly or as planned, on a global level, the alliance has the potential to yield a 
net benefit for the environment and conservancy. As Tercek puts it, “I know there’s a 
lot of skepticism about these corporate initiatives, but for Dow to agree with us philo-
sophically that it relies on nature for business reasons and to begin to put a business 
value on its natural assets, that’s huge.”  95   

 The Nature Conservancy has also formed alliances with fishermen, resulting in the 
fishermen being able to sustain their livelihoods while meeting more stringent gov-
ernment regulations to protect shrinking fish populations and endangered habitats.  96   
The conservancy’s approach here and on other initiatives is both to protect nature and 
the environment and also forge alliances with the people who depend on the environ-
ment for their living and well-being—helping those individuals protect the resources 
that sustain them. 

 The Nature Conservancy has formed alliances with Latin American countries to 
protect their water supplies. For example, rather than creating water treatment plants, 
the conservancy helped Columbia to buy land near Bogota’s watershed and pay soda 
plants and sugar farmers to run their businesses in a sustainable fashion.  97   Relying on 
research and science, Tercek, Kareiva, and other managers and leaders at The Nature 
Conservancy focus on building alliances with many different kinds of groups and 
organizations for mutual benefit.  98    

Trailhead at The Nature Conservancy Disney Wilderness 
Preserve in Florida. The Nature Conservancy has formed 
alliances with unlikely partners like Dow Chemical to 
conserve and protect nature.

  Political Strategies for Exercising Power 
 Politically skilled managers not only understand, and can use, the five strategies to increase 

their power; they also appreciate strategies for exercising their power. These strategies gener-

ally focus on how managers can use their power  unobtrusively.   99   When managers exercise 

power unobtrusively, other members of an organization may not be aware that the managers 

are using their power to influence them. They may think they support these managers for a 
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variety of reasons: because they believe it is the rational or logical thing to do, because they 

believe doing so is in their own best interests, or because they believe the position or decision 

the managers are advocating is legitimate or appropriate. 

 The unobtrusive use of power may sound devious, but managers typically use this strategy 

to bring about change and achieve organizational goals. Political strategies for exercising 

power to gain the support and concurrence of others include relying on objective information, 

bringing in an outside expert, controlling the agenda, and making everyone a winner (see 

 Figure 17.5 ).  100    

  RELYING ON OBJECTIVE INFORMATION   Managers require the support of others 

to achieve their goals, implement changes, and overcome opposition. One way for a manager 

to gain this support and overcome opposition is to rely on objective information that sup-

ports the manager’s initiatives. Reliance on objective information leads others to support the 

manager because of the facts; objective information causes others to believe that what the 

manager is proposing is the proper course of action. By relying on objective information, 

politically skilled managers unobtrusively exercise their power to influence others. 

 Take the case of Mary Callahan, vice president of Better Built Cabinets, a small cabinet 

company in the Southeast. Callahan is extremely influential in the company; practically every 

new initiative that she proposes to the president and owner of the company is implemented. 

Why is Callahan able to use her power in the company so effectively? Whenever she has an 

idea for a new initiative that she thinks the company might pursue, she and her subordinates 

begin by collecting objective information supporting the initiative. Recently Callahan decided 

that Better Built should develop a line of high-priced European-style kitchen cabinets. Before 

presenting her proposal to Better Built’s president, she compiled objective information show-

ing that (1) there was strong unmet demand for these kinds of cabinets, (2) Better Built could 

manufacture them in its existing production facilities, and (3) the new line had the potential to 

increase Better Built’s sales by 20 percent while not detracting from sales of the company’s 

other cabinets. Presented with this information, the president agreed to Callahan’s proposal. 

Moreover, the president and other members of Better Built whose cooperation was needed to 

implement the proposal supported it because they thought it would help Better Built gain a 

competitive advantage. Using objective information to support her position enabled Callahan 

to unobtrusively exercise her power and influence others to support her proposal.  

 Figure 17.5 
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  BRINGING IN AN OUTSIDE EXPERT   Bringing in an outside expert to support a 

proposal or decision can, at times, provide managers with some of the same benefits that the 

use of objective information does. It lends credibility to a manager’s initiatives and causes 

others to believe that what the manager is proposing is the appropriate or rational thing to 

do. Suppose Callahan had hired a consultant to evaluate whether her idea was a good one. 

The consultant reports back to the president that the new European-style cabinets are likely 

to fulfill Callahan’s promises and increase Better Built’s sales and profits. As with objective 

information, this information provided by an objective expert can lend a sense of legitimacy 

to Callahan’s proposal and allow her to unobtrusively exercise power to influence others. 

 Although you might think consultants and other outside experts are neutral or objective, 

they sometimes are hired by managers who want them to support a certain position or deci-

sion in an organization. For instance, when managers face strong opposition from others who 

fear that a decision will harm their interests, the managers may bring in an outside expert. 

They hope this expert will be perceived as a neutral observer to lend credibility and “objectiv-

ity” to their point of view. The support of an outside expert may cause others to believe that 

a decision is indeed the right one. Of course sometimes consultants and other outside experts 

actually are brought into organizations to be objective and guide managers on the appropriate 

course of action.  

  CONTROLLING THE AGENDA   Managers also can exercise power unobtrusively by 

controlling the agenda—influencing which alternatives are considered or even whether a 

decision is made.  101   When managers influence the alternatives that are considered, they can 

make sure that each considered alternative is acceptable to them and that undesirable alter-

natives are not in the feasible set. In a hiring context, for example, managers can exert their 

power unobtrusively by ensuring that job candidates whom they do not find acceptable do not 

make their way onto the list of finalists for an open position. They do this by making sure that 

these candidates’ drawbacks or deficiencies are communicated to everyone involved in mak-

ing the hiring decision. When three finalists for an open position are discussed and evaluated 

in a hiring meeting, a manager may seem to exert little power or influence and just go along 

with what the rest of the group wants. However, the manager may have exerted power in the 

hiring process unobtrusively by controlling which candidates made it to the final stage. 

 Sometimes managers can prevent a decision from being made. A manager in charge of a 

community relations committee, for example, may not favor a proposal for the organization 

to become more involved in local youth groups such as the Boy Scouts and the Girl Scouts. 

The manager can exert influence in this situation by not including the proposal on the agenda 

for the committee’s next meeting. Alternatively, the manager could place the proposal at 

the end of the agenda for the meeting and feel confident that the committee will run out of 

time and not get to the last items on the agenda because that is what always happens. Either 

approach enables the manager to unobtrusively exercise power. Committee members do not 

perceive this manager as trying to influence them to turn down the proposal. Rather, the man-

ager has made the proposal into a nonissue that is not even considered.  

  MAKING EVERYONE A WINNER   Often, politically skilled managers can exercise 

their power unobtrusively because they make sure that everyone whose support they need 

benefits personally from providing that support. By making everyone a winner, a manager 

can influence other organizational members because these members see supporting the man-

ager as being in their best interest. 

 When top managers turn around troubled companies, some organizational members and 

parts of the organization are bound to suffer due to restructurings that often entail painful 

layoffs. However, the power of the turnaround CEO often accelerates as it becomes clear that 

the future of the company is on surer footing and the organization and its stakeholders are 

winners as a result of the change effort. 

 Making everyone a winner not only is an effective way of exercising power but, when used 

consistently and forthrightly, can increase managers’ power and influence over time. That is, 

when a manager actually does make everyone a winner, all stakeholders will see it as in their 

best interests to support the manager and his or her initiatives. When managers who make 

everyone a winner have strong ethical values, everyone really is a winner, as profiled in the 

accompanying “Ethics in Action” feature.         
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  El Faro Estate Coffee Benefits 
Multiple Stakeholders 

 When Estuardo Porras was taking business classes at Pepperdine University in Mal-
ibu, California, in the 1990s, he was surprised to see the high prices that Starbucks 
charged for coffee.  102   In his native country of Guatemala, coffee used to be the major 
export until prices declined in the 1980s due to a large influx of low-cost coffee beans 
coming on the market from countries like Vietnam. Porras had a vision of returning 
to Guatemala, resurrecting an old coffee plantation, and operating it in a socially 
responsible way that protected the natural environment, looked out for and contrib-
uted to the well-being of the workers who operated it and the local community, and 
produced high-quality coffee beans that a socially responsible organization like Star-
bucks would be interested in purchasing.  103    

 Porras returned to Guatemala, borrowed $1.25 mil-
lion from his father, who had recently sold a Coca-Cola 
bottling company, and transformed an abandoned plan-
tation called El Faro into a marvel of environmental sus-
tainability, social responsibility, and effectiveness.  104   
El Faro Estate Coffee protects the natural environment, 
helps a poor community, and produces high-quality 
arabica coffee used by specialty coffee companies like 
Starbucks. And because of Starbucks’ commitment to 
purchasing coffee beans from growers that abide by 
ethical, social, and environmental values, El Faro can 
sell all the coffee beans it grows that meet Starbucks’ 
standards for more than the beans would sell for on the 
general commodity export market.  105   

 El Faro is located near a volcano, and the ash from 
the volcano provides excellent soil for growing cof-
fee. Coffee beans are fermented in recycled water, and 
the casings from the beans are eaten by earthworms, 
yielding an organic fertilizer. Much of the work on the 
plantation is done by hand.  106   El Faro supports a free 

elementary school for children in the local community and buses older children to a 
high school in the vicinity. Employees receive free health care after they have been 
with El Faro for three months; the care is provided in the plantation’s medical office, 
staffed by a part-time doctor and full-time nurse. They also receive 15 days of paid 
vacation annually. Many of El Faro’s full-time employees and their families live on 
the plantation; El Faro also has part-time employees.  107   

 Porras initially sold El Faro’s coffee beans on the commodity export market while 
persistently trying to make inroads at Starbucks by sending letters and coffee samples 
to no avail. Eventually an exporter who bought beans from El Faro persuaded two 
coffee buyers from Starbucks to visit the plantation. After a tour and coffee tasting, 
the buyers were so delighted with what they saw and tasted that they ordered coffee 
from El Faro that day and gave Porras the opportunity to participate in a program that 
gives long-term contracts to growers who are socially responsible.  108   

 Today El Faro Estate Coffee is sold exclusively to Starbucks, and Finca El Faro is 
a Starbucks’ C.A.F.E. Practices supplier.  109   Clearly Porras has made everyone a win-
ner and, in the process, has created a sustainable and thriving business.  110    

 Ethics 
in Action 

Fermenting coffee beans in recycled water is just one of the 
many areas in which Estuardo Porras has transformed EI Faro 
into a productive, environmentally responsible enterprise.
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  ORGANIZATIONAL CONFLICT   Organizational conflict is the dis-

cord that arises when the goals, interests, or values of different individu-

als or groups are incompatible and those individuals or groups block or 

thwart each other’s attempts to achieve their objectives. Four types of 

conflict arising in organizations are interpersonal conflict, intragroup 

conflict, intergroup conflict, and interorganizational conflict. Sources of conflict in organiza-

tions include different goals and time horizons, overlapping authority, task interdependen-

cies, different evaluation or reward systems, scarce resources, and status inconsistencies. 

Conflict management strategies focused on individuals include increasing awareness of the 

sources of conflict, increasing diversity awareness and skills, practicing job rotation or tem-

porary assignments, and using permanent transfers or dismissals when necessary. Strategies 

focused on the whole organization include changing an organization’s structure or culture and 

altering the source of conflict.    

  NEGOTIATION    N egotiation is a conflict resolution technique used when parties to a con-

flict have approximately equal levels of power and try to come up with an acceptable way to 

allocate resources to each other. In distributive negotiation, the parties perceive that there is a 

fixed level of resources for them to allocate, and they compete to receive as much as possible 

at the expense of the other party, not caring about their relationship in the future. In integra-

tive bargaining, both parties perceive that they may be able to increase the resource pie by 

coming up with a creative solution to the conflict, trusting each other, and cooperating with 

each other to achieve a win–win resolution. Five strategies that managers can use to facilitate 

integrative bargaining are to emphasize superordinate goals; focus on the problem, not the 

people; focus on interests, not demands; create new options for joint gain; and focus on what 

is fair.    

  ORGANIZATIONAL POLITICS   Organizational politics are the activities that managers 

(and other members of an organization) engage in to increase their power and to use power 

effectively to achieve their goals and overcome resistance or opposition. Effective manag-

ers realize that politics can be a positive force that enables them to make needed changes in 

an organization. Five important political strategies for gaining and maintaining power are 

controlling uncertainty, making oneself irreplaceable, being in a central position, generating 

resources, and building alliances. Political strategies for effectively exercising power focus 

on how to use power unobtrusively and include relying on objective information, bringing in 

an outside expert, controlling the agenda, and making everyone a winner.           

Summary and
Review

 LO17-1, 17-2 

 LO17-3, 17-4 

 LO17-5 
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 Management in Action    
  Topics for Discussion and Action 

  Discussion 

    1. Discuss why too little conflict in an organization can 

be just as detrimental as too much conflict.  [LO17-1]   

   2. Why are compromise and collaboration more effective 

ways of handling conflict than accommodation, 

avoidance, and competition?  [LO17-2]   

   3. Why should managers promote integrative bargaining 

rather than distributive negotiation?  [LO17-3]   

   4. How can managers promote integrative bargaining? 

[LO17-4]   

   5. Why do organizational politics affect practically every 

organization?  [LO17-5]   

   6. Why do effective managers need good political skills? 

[LO17-5]   

   7. What steps can managers take to ensure that 

organizational politics are a positive force leading 

to a competitive advantage, not a negative force 

leading to personal advantage at the expense of 

organizational goal attainment?  [LO17-5]   

    8. Think of a member of an organization whom you 

know and who is particularly powerful. What political 

strategies does this person use to increase his or 

her power?  [LO17-5]   

    9. Why is it best to use power unobtrusively? How 

are people likely to react to power that is exercised 

obtrusively?  [LO17-5]     

  Action 

    10. Interview a manager in a local organization to 

determine the kinds of conflicts that occur in his or 

her organization and the strategies that are used to 

manage them.  [LO17-1, 17-2]      

 Building Management Skills    
  Effective and Ineffective Conflict Resolution
[LO17-1, 17-2]  

  Think about two recent conflicts that you had with other 

people—one conflict that you felt was effectively resolved 

(C1) and one that you felt was ineffectively resolved (C2). 

The other people involved could be coworkers, students, 

family members, friends, or members of an organiza-

tion that you are a member of. Answer the following 

questions: 

    1. Briefly describe C1 and C2. What type of conflict was 

involved in each of these incidents?  

   2. What was the source of the conflict in C1 and in C2?  

   3. What conflict management strategies were used in C1 

and in C2?  

   4. What could you have done differently to more 

effectively manage conflict in C2?  

   5. How was the conflict resolved in C1 and in C2?     

 Managing Ethically  [LO17-5]  

 O
ne political strategy managers can engage in is con-

trolling the agenda by subtly influencing which alter-

natives are considered or even whether a decision is up for 

discussion. Some employees believe this can be unethical 

and can prevent important issues from being raised and 

points of view from being expressed. 

  Questions 

    1. Either individually or in a group, think about the ethical 

implications of controlling the agenda as a political 

strategy.  

   2. What steps can managers and organizations take to 

ensure that this strategy does not result in important 

issues and differing points of view being suppressed 

in an organization?    
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Small Group Breakout Exercise    
  Negotiating a Solution [LO17-3, 17-4] 

  Form groups of three or four people. One member of your group will play the role of Jane Rister, one member will 

play the role of Michael Schwartz, and one or two members will be observer(s) and spokesperson(s) for your group.  

 J
ane Rister and Michael Schwartz are assistant man-

agers in a large department store. They report directly 

to the store manager. Today they are meeting to discuss 

some important problems they need to solve but about 

which they disagree. 

 The first problem hinges on the fact that either Rister or 

Schwartz needs to be on duty whenever the store is open. 

For the last six months, Rister has taken most of the least 

desirable hours (nights and weekends). They are planning 

their schedules for the next six months. Rister thought 

Schwartz would take more of the undesirable times, but 

Schwartz has informed Rister that his wife has just gotten 

a nursing job that requires her to work weekends, so he 

needs to stay home weekends to take care of their infant 

daughter. 

 The second problem concerns a department man-

ager who has had a hard time retaining salespeople in 

his department. The turnover rate in his department is 

twice that in the other store departments. Rister thinks 

the manager is ineffective and wants to fire him. Schwartz 

thinks the high turnover is just a fluke and the manager is 

effective. 

 The last problem concerns Rister’s and Schwartz’s 

vacation schedules. Both managers want to take off the 

week of July 4, but one of them needs to be in the store 

whenever it is open. 

    1. The group members playing Rister and Schwartz 

assume their roles and negotiate a solution to these 

three problems.  

   2. Observers take notes on how Rister and Schwartz 

negotiate solutions to their problems.  

   3. Observers determine the extent to which Rister and 

Schwartz use distributive negotiation or integrative 

bargaining to resolve their conflicts.  

   4. When called on by the instructor, observers 

communicate to the rest of the class how Rister and 

Schwartz resolved their conflicts, whether they used 

distributive negotiation or integrative bargaining, and 

their actual solutions.    

 Exploring the World Wide Web  [LO17-1, 17-2]  

 T
hink of a major conflict in the business world that you 

have read about in the past few weeks. Then search 

on the web for magazine and newspaper articles present-

ing differing viewpoints and perspectives on the conflict. 

Based on what you have read, how are the parties to this 

conflict handling it? Is their approach functional or dys-

functional, and why? 

 Be the Manager  [LO17-1, 17-2, 17-3, 17-4, 17-5]    

 Y
ou are a middle manager in a large corporation, and 

lately you feel that you are caught between a rock 

and a hard place. Times are tough; your unit has experi-

enced layoffs; your surviving subordinates are overworked 

and demoralized; and you feel that you have no meaning-

ful rewards, such as the chance for a pay raise, bonus, 

or promotion, to motivate them with. Your boss keeps 

increasing the demands on your unit as well as the unit’s 

responsibilities. Moreover, you believe that you and your 

subordinates are being unfairly blamed for certain prob-

lems beyond your control. You believe that you have the 

expertise and skills to perform your job effectively and also 

that your subordinates are capable and effective in their 

jobs. Yet you feel that you are on shaky ground and power-

less given the current state of affairs. What are you going 

to do? 
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   The New York Times  Case in the News 
 [LO17-1, 17-2, 17-3, 17-4]  

  A
s America’s labor unions have

 lost members and clout, new 

types of worker advocacy groups have 

sprouted nationwide, and they have 

started to get on businesses’ nerves—

protesting low wages at Capital Grille 

restaurants, for instance, and dem-

onstrating outside Austin City Hall in 

Texas against giving Apple tax breaks. 

 After ignoring these groups for 

years, business groups and power-

ful lobbyists, heavily backed by the 

restaurant industry, are mounting an 

aggressive campaign against them, 

maintaining that they are fronts for 

organized labor. 

 Business officials say these groups 

often demonize companies unfairly and 

inaccurately, while the groups question 

why corporations have attacked such 

fledgling organizations. 

 The United States Chamber of 

Commerce issued a detailed report 

in November criticizing what it calls 

“progressive activist foundations” 

that donate millions of dollars to these 

groups, which are often called worker 

centers. The business-backed Worker 

Center Watch has asked Florida’s 

attorney general to investigate the 

finances of the Coalition of Immokalee 

Workers. That group sponsored a pro-

test last March in which more than 

100 workers marched 200 miles to the 

headquarters of Publix supermarkets 

to urge it to pay more for tomatoes so 

farmworkers could be paid more. 

 A prominent Washington lobbyist, 

Richard Berman, has run full-page 

ads attacking the Restaurant Oppor-

tunities Center, accusing it of intimi-

dating opponents. He has even set 

up a separate website,  ROCexposed.

com , to attack the group. 

 The Restaurant Opportunities Cen-

ter is one of the nation’s largest worker 

centers, sponsoring repeated pro-

tests inside Capital Grille restaurants 

and winning sizable settlements from 

famous chefs. The group even infil-

trated the National Restaurant Asso-

ciation’s lobbying day on Capitol Hill, 

learning about the association’s goals 

and strategies. 

 Business groups argue that worker 

centers should face the same stric-

tures as labor unions under federal law, 

including detailed financial disclosure, 

regular election of leaders and bans 

on certain types of picketing. Business 

groups say worker centers act like 

unions by targeting specific employers 

and pushing them to improve wages. 

 Regarding the Restaurant Oppor-

tunities Center, Scott DeFife, an exec-

utive vice president at the National 

Restaurant Association, said: “They’re 

trying to have it both ways. They’re a 

union and not a union. They’re orga-

nizing workers but not organizing 

workers. They have a history of tactics 

unions couldn’t get away with.” 

 Business groups say they have 

grown far more concerned about 

these new organizations since Rich-

ard L. Trumka, the AFL–CIO’s presi-

dent, announced last March that 

organized labor would work closely 

with these groups, many of which 

were formed to help immigrant 

workers whom unions had long 

overlooked. “For the employer com-

munity, it’s a question of what does 

this grow into,” said Glenn Spencer, 

executive director of the Chamber’s 

Workforce Freedom Initiative, which 

commissioned the study on founda-

tion funding. “Judging from Trumka’s 

remarks, organized labor sees a lot of 

potential in this model.” 

 According to that study, millions 

of dollars have flowed to worker 

centers from 21 foundations. From 

2009 to 2012, it found, the Margue-

rite Casey Foundation gave $300,000 

to the Southwest Workers Union and 

$300,000 to the Coalition of Immo-

kalee Workers. The Ford Founda-

tion gave $717,000 to the National 

Domestic Workers Alliance, $1.15 

million to the New Orleans Workers 

Center for Racial Justice, and $2.4 

million to the Restaurant Opportuni-

ties Center. 

 Mr. Berman, who receives mil-

lions of dollars from business to fight 

unions and oppose a higher minimum 

wage, acknowledges that he is using 

a hammer to prevent these groups 

from growing far more powerful and 

troublesome. 

 “There’s quite a range of activ-

ity among worker centers,” said Mr. 

Berman, whose lobbying firm has 

spawned numerous spinoff nonprofits, 

including the Center for Union Facts. 

“They have yet to reach the point of 

being a long-term problem. We’re try-

ing to stay ahead of the curve.” 

 Saru Jayaraman, a co-founder of 

the Restaurant Opportunities Cen-

ter, has repeatedly strategized to get 

under the industry’s skin. Her group 

does an annual dining guide, giv-

ing a thumbs down to restaurants it 

says treats employees poorly by, for 

instance, avoiding paid sick days. 

 The group enraged one of New 

York’s top chefs, Daniel Boulud, by 

demonstrating outside his Daniel res-

taurant with a 12-foot-tall inflatable 

cockroach, asserting that the res-

taurant’s Hispanic and Bangladeshi 

employees faced discrimination when 

they applied to become waiters. Her 

group reached a confidential settle-

ment with Mr. Boulud. After a simi-

lar protest against Mario Batali’s Del 

Posto restaurant in Manhattan, he 

reached a settlement that called for 

paying $1.15 million over misappro-

priated tips and unpaid overtime and 

included new policies on promotions 

and paid sick days. 

   Advocates for Workers Raise the Ire of Business 
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 Because of its in-your-face tactics 

and numerous successes, the restau-

rant group has faced many attacks 

from business. 

 “It’s flattering,” Ms. Jayaraman 

said. “The fact that they’re attack-

ing us is a sign that they feel threat-

ened. That’s what happens when you 

challenge the industry to do the right 

thing.” 

 Greg Asbed, co-founder of the 

Coalition of Immokalee Workers, 

noted that numerous companies had 

signed onto his group’s far-reaching 

“Fair Food Program” to improve pay 

and working conditions. The group 

announced on Thursday that Walmart 

had joined the program, which calls 

for paying a penny more per pound 

for Florida tomatoes. But Mr. Asbed 

criticized some attacks leveled by 

business as “McCarthy-era tactics.” 

“Attacking workers who are fight-

ing poverty wages, sexual harass-

ment and other problems in the food 

industry is doing a disservice to those 

companies that are working to pre-

pare the industry for the challenges of 

the 21st century,” he said. 

 The chamber questions not just 

the millions that foundations are giv-

ing worker centers but also the image 

that they run on a shoestring budget. 

 But worker center leaders say they 

need foundation funding to get off the 

ground and keep operating. Some 

foundations viewed the chamber’s 

report as a brushback pitch intended 

to discourage them from giving. 

 In a statement, the Ford Foun-

dation said: “Growing numbers of 

workers are finding themselves in 

low-wage jobs with limited resources 

to support a family and move up the 

economic ladder. The foundation’s 

support for worker centers is one part 

of our effort to help more hard-work-

ing people climb out of poverty and 

achieve economic security.” 

 Industry officials say that when 

the Restaurant Opportunities Center 

negotiated with Mr. Batali about pro-

motions and other policies after suing 

him, those negotiations resembled 

collective bargaining. But in 2006, 

the general counsel’s office of the 

National Labor Relations Board con-

cluded that ROC was not a labor 

organization under federal law, finding 

that it was not engaged in a pattern of 

dealing with specific employers. 

 Ms. Jayaraman said her group was 

not bargaining, but instead seeking 

injunctive relief to settle a lawsuit. Mr. 

Berman, the lobbyist whom the CBS 

program  60 Minutes  once called “Dr. 

Evil,” has mounted a multipronged 

offensive against worker centers. He 

is hitting not just ROC and the Immo-

kalee coalition, but also the recent 

fast-food strikes and Black Friday 

protests at Walmart, which have 

strong union backing. “They put on a 

costume and call themselves some-

thing other than a union,” Mr. Berman 

said. “They’re doing Potemkin-village 

unionization.” He declined to disclose 

his sources of funding. 

 Janice R. Fine, a labor relations 

professor at Rutgers, said one should 

distinguish between efforts like the 

Walmart protests, which were largely 

organized by a labor union, and 

worker centers, which are generally 

independent of unions. 

 “Business groups have this notion 

that unions have created worker cen-

ters as front groups, that they are 

creatures of these big institutions,” 

Professor Fine said. “The idea that 

they are sort of offspring of organized 

labor is just wrong. They were often 

set up because of a vacuum left by 

the labor movement. There was often 

downright hostility between them.”    

 Source: Steven Greenhouse, “Advocates for 

Workers Raise the Ire of Business,” The New 

York Times, January 17, 2014. Copyright © 2014. 

Used with permission of The New York Times. 

   Questions for 

Discussion 

    1. What types of conflicts are 

described in this Case in the 

News?  

   2. What are some potential sources 

of the conflicts?  

   3. What conflict management 

strategies do you think are being 

used to manage the conflicts?  

   4. How might integrative 

bargaining be used to resolve 

some of the conflicts described 

in this case?       
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   LO18-1  Differentiate between data and information, and explain how the attributes of 
useful information allow managers to make better decisions. 

   LO18-2  Describe three reasons why managers must have access to information to 
perform their tasks and roles effectively. 

   LO18-3  Describe the computer hardware and software innovations that created the 
IT revolution and changed the way managers behave. 

   LO18-4  Differentiate among seven performance-enhancing kinds of management 
information systems. 

   LO18-5  Explain how IT is helping managers build strategic alliances and network 
structures to increase efficiency and effectiveness.  

 Using Advanced Information 
Technology to Increase Performance  

 CHAPTER 18 

  Learning Objectives 

  After studying this chapter, you should be able to:  
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A smart wristband which has been synchronized with a smartphone. 

The wristband is a “wearable,” a device that allows companies to 

keep track of workers and allows information to flow from one device 

to another.

   How can managers harness the latest 

technology to improve efficiency and 

performance?  Imagine you are sitting at 

your desk writing a report on your computer. 

How will the boss know how productive you 

are? She could install a program that moni-

tors the number of keystrokes you make on 

the computer, or watch you from another 

cubicle. But there’s a new way for the boss 

to know everything you do. Imagine that 

while you are working, you are wearing a 

sensor, just like your employee ID badge, on 

a lanyard around your neck. 

 The sensor picks up your body move-

ments, voice inflections, and environmen-

tal factors like lighting and temperature. It 

records that you are sitting at your desk bus-

ily typing your report. After 30 minutes, you 

start to feel a bit fatigued. The badge notes 

that your pace has slowed. After an hour, 

you decide to take a short break before 

your upcoming meeting. The badge records 

your movements from your desk to the 

break room. In the break room, you run into 

a colleague who asks about your fantasy 

football team. You speak animatedly about 

how well it is doing. The device records to 

whom you are speaking (if the other person 

is also wearing a sensor) and the enthusi-

asm in your voice. Then the badge tracks 

your movements from the break room to the 

conference room for your meeting. It then 

records who else is in the meeting. If you sit 

quietly at the meeting and do not contribute, 

the badge records that. If you nod your head 

or speak, the badge records that as well. 

 What is this sensor? It’s a “wearable.” 

Wearables allow companies to track where 

employees are, what they are doing, and 

how enthusiastically they are doing it. Wear-

ables are somewhat like pedometers, but 

they do much more than measure steps. 

With wearables, companies can compare 

how animated a worker is around certain col-

leagues and how unanimated that worker is 

around others. It can tell in which meetings a 

worker participates and in which the worker 

prefers to keep quiet. 

   A MANAGER’S CHALLENGE 

   What’s a Wearable? 
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 Wearables can come in the form of 

smart watches, eyeglasses, earpieces, 

badges, and other devices.  1   For example, 

a small camera in a pair of “smart glasses” 

developed by Vizuix can be worn by dis-

tribution center workers to automatically 

scan bar codes and provide information to 

the worker in a visual display. The glasses 

can warn workers if an item is fragile or 

needs to be picked up a certain way. The 

glasses also connect to software that can 

track the flow of workers throughout the 

distribution center. They can feed back 

information about which item the workers 

should pick up next and the fastest route 

to the item.  2   

 Another organization that has used wear-

ables is the Buffalo Bills’ football team. The 

team has embedded a wearable called Optim-

Eye from Catapult Sports in the players’ 

shirts. The device measures speed, accel-

eration, and distance. The data provided by 

the OptimEye gives the coaches a “Player-

Load” statistic that allows them to consider 

whether a player is becoming fatigued. 

Fatigue is a common cause of injury. If the 

OptimEye shows that a player ran a lot in 

one practice, the coach might reduce the 

running requirement in the next practice to 

avoid injuring the player. Also, the data pro-

vided by the device allow different coaches 

on the team to see everything each player is 

doing. So if a player practices with the spe-

cial teams coach and then with the defense 

coach, both coaches will know how hard the 

player worked. In the long term, the team 

may be able to use all the data collected to 

gain new insights into training.  3   

 Wearables can provide much valuable 

data that can be used to improve productivity. 

In fact, one study found the productivity 

of workers using wearables increased 

by 8.5 percent and their job satisfaction 

increased by 3.5 percent.  4   But there are prob-

lems as well. Workers can feel that wearables 

impinge upon their privacy, that they are 

never alone at work, even in the bathroom. 

Also, workers may feel that the only purpose 

of the wearable is to improve outcomes in 

efficiency or productivity for the company.  5   

Research indicates that when new tech-

nologies are touted as improving efficiency, 

workers tend to resent the meddling of 

management.  6   

 One organization that uses a wearable, 

Sociometric Solutions, suggests reassuring 

employees that their privacy is protected by 

letting them know what is being tracked, tell-

ing them that managers will see aggregate 

data, not each individual’s data, and making 

participation voluntary. Companies also can 

present wearables as something that will 

help workers by making work safer or more 

interesting and autonomous.  7   Ben Waber, 

the president and CEO of Sociometric Solu-

tions, says, “What we’re trying to do is really 

quantify what people have always felt to be 

unquantifiable. Things like, how are people 

interacting with each other? How do you talk 

to customers? How engaged are you in a 

conversation? And how is information flow-

ing in an organization?”  8           

  In a world in which business activities of all kinds are increasingly 

conducted through the Internet, the challenge facing managers is to 

continually update and improve their use of advancing IT to increase 

organizational performance. Managers must utilize the most effective IT solutions such as 

Overview
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social networking and cloud computing to assist their employees and customers, or risk 

being surpassed by more effective rivals who have developed superior IT competencies. 

Google and Apple have become two of the most valuable companies in the world because 

they provide advanced IT solutions that increase people’s ability to access, search, and use 

the potential of the WWW and communicate with others. The most successful B&M and 

online companies, such as Walmart, Best Buy,  Amazon.com , and eBay, excel in develop-

ing improved company-specific IT solutions. The implication is clear: There are enormous 

opportunities for managers of all kinds of organizations to find new ways to employ IT to 

use organizational resources more efficiently and effectively. 

 In this chapter we begin by looking at the relationship between information and the man-

ager’s job and then examine the ongoing IT revolution. Then we discuss six types of manage-

ment information systems, each of which is based on a different sort of IT, which can help 

managers perform their jobs more efficiently and effectively. Next we examine the impact 

of rapidly evolving IT on managers’ jobs and on an organization’s competitive advantage. 

By the end of this chapter, you will understand how new developments in IT are profoundly 

shaping managers’ tasks and roles and the way organizations operate.    

  Managers cannot plan, organize, lead, and control effectively unless they 

have access to information. Information is the source of the knowledge 

and intelligence they need to make the right decisions. Information, how-

ever, is not the same as data.  9      Data    are raw, unsummarized, and unana-

lyzed facts such as volume of sales, level of costs, or number of 

customers.    Information    is data that are organized in a meaningful fash-

ion, such as in a graph showing the changes in sales volume or costs over 

time. Data alone do not tell managers anything; information, in contrast, 

can communicate a great deal of useful knowledge to the person who receives it—such as a 

manager who sees sales falling or costs rising. The distinction between data and information 

is important because one purpose of IT is to help managers transform data into information to 

make better managerial decisions. 

 To further clarify the difference between data and information, consider a supermarket 

manager who must decide how much shelf space to allocate to two breakfast cereal brands: 

Dentist’s Delight and Sugar Supreme. Most supermarkets use checkout scanners to record 

individual sales and store the data on a computer. Accessing this computer, the manager 

might find that Dentist’s Delight sells 50 boxes per day and Sugar Supreme sells 25 boxes per 

day.   These raw data, however, are of little value in helping the manager decide how to allo-

cate shelf space. The manager also needs to know how much shelf space each cereal currently 

occupies and how much profit each cereal generates for the supermarket. 

 Suppose the manager discovers that Dentist’s Delight occupies 10 feet of shelf space and 

Sugar Supreme occupies 4 feet and that Dentist’s Delight generates 20 cents of profit a box 

while Sugar Supreme generates 40 cents of profit a box. By putting these three bits of data 

together (number of boxes sold, amount of shelf space, and profit per box), the manager gets 

some useful information on which to base a decision: Dentist’s Delight generates $1 of profit 

per foot of shelf space per day [(50 boxes   3  $.20)/10 feet], and Sugar Supreme generates 

$2.50 of profit per foot of shelf space per day [(25 boxes  3  $.40)/4 feet]. Armed with this 

information, the manager might decide to allocate less shelf space to Dentist’s Delight and 

more to Sugar Supreme.  

   Attributes of Useful Information 
  Four factors determine the usefulness of information to a manager: quality, timeliness, com-

pleteness, and relevance (see  Figure 18.1 ).  

  QUALITY   Accuracy and reliability determine the quality of information.  10   The greater its 

accuracy and reliability, the higher is the quality of information. Modern IT gives managers 

access to high-quality real-time information that they can use to improve long-term decision 

Information 
and the 

Manager’s Job

data Raw, unsummarized, 

and unanalyzed facts.

information Data that are 

organized in a meaningful 

fashion.

 LO18-1 

 Differentiate between data 
and information, and explain 
how the attributes of useful 
information allow managers 
to make better decisions. 
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making and alter short-term operating decisions, such as how much of a particular product to 

make daily or monthly. Supermarket managers, for example, use handheld bar code readers 

linked to a server to monitor and record how demand for particular products such as milk, 

chicken, or bread changes daily so they know how to restock their shelves to ensure the prod-

ucts are always available.  

  TIMELINESS   Information that is timely is available when it is required to allow managers 

to make the optimal decision—not after the decision has been made. In today’s rapidly changing 

world, the need for timely information often means information must be available on a real-time 

basis—hence the enormous growth in the demand for PDAs such as smartphones.  11      Real-time 

information    is information that reflects current changes in business conditions. In an industry 

that experiences rapid changes, real-time information may need to be updated frequently. 

 Airlines use real-time information about the number of flight bookings and competitors’ 

prices to adjust their prices hourly to maximize their revenues. Thus, for example, the fare for 

flights from New York to Seattle might change from one hour to the next as fares are reduced to 

fill empty seats and raised when most seats have been sold. Airlines use real-time information 

about reservations to adjust fares at the last possible moment to fill planes and maximize rev-

enues. U.S. airlines make more than 100,000 fare changes each day.  12   Obviously the managers 

who make such pricing decisions need real-time information about current market demand.  

  COMPLETENESS   Information that is complete gives managers all the information they 

need to exercise control, achieve coordination, or make an effective decision. Recall from 

Chapter 7, however, that managers rarely have access to complete information. Instead, because 

of uncertainty, ambiguity, and bounded rationality, they have to make do with incomplete 

information.  13   One function of IT is to increase the completeness of managers’ information.  

  RELEVANCE   Information that is relevant is useful and suits a manager’s particular needs 

and circumstances. Irrelevant information is useless and may actually hurt the performance of 

a busy manager who has to spend valuable time determining whether information is relevant. 

Given the massive amounts of information that managers are now exposed to and their lim-

ited information-processing capabilities, a company’s information systems designers need to 

ensure that managers receive only relevant information.   

  What Is Information Technology? 
     Information technology (IT)    is the set of methods or techniques for acquiring, organizing, 

storing, manipulating, and transmitting information.  14   A    management information system 

(MIS)    is a specific form of IT that managers select and use to generate the specific, detailed 

real-time information 

Frequently updated 

information that reflects 

current conditions.

information 

 technology The set of 

methods or techniques for 

acquiring, organizing, storing, 

manipulating, and transmit-

ting information.

management information 

system (MIS) A specific 

form of IT that managers 

utilize to generate the 

specific, detailed information 

they need to perform their 

roles effectively.

 Figure 18.1 

 Factors Affecting the Usefulness of Information  

Determine the

usefulness

of information  

Timeliness

Completeness

Relevance

Quality
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information they need to perform their roles effectively. Management 

information systems have existed for as long as there have been organiza-

tions, which is a long time indeed—merchants in ancient Egypt used clay 

tablets to record their transactions. Before the computing age, most systems 

were paper-based: Clerks recorded important information on paper docu-

ments (often in duplicate or triplicate) in words and numbers; sent copies of 

the documents to superiors, customers, or suppliers; and stored other copies 

in filing cabinets for future reference. 

 Rapid advances in the power of IT—specifically the development of 

ever more powerful and sophisticated computer hardware and software—

have had a fundamental impact on organizations and managers, as sug-

gested by the developments in employee monitoring systems discussed in 

“A Manager’s Challenge.” Some recent IT developments, such as inven-

tory management and customer relationship management (CRM) systems, contribute so 

much to performance that organizations that do  not  adopt it, or that implement it ineffectively, 

become uncompetitive compared with organizations that do adopt it.  15   Predictions for 2014 

and beyond include having customer content and services driven by mobile applications and 

having big data and analytics improve customer service and loyalty.  16    

 Managers need information for three reasons: to make effective decisions, to control the 

activities of the organization, and to coordinate the activities of the organization. Next we 

examine these uses of information in detail.  

  Information and Decisions 
 Much of management (planning, organizing, leading, and controlling) is about making deci-

sions. For example, the marketing manager must decide what price to charge for a product, 

what distribution channels to use, and what promotional messages to emphasize to maximize 

sales. The manufacturing manager must decide how much of a product to make and how 

to make it. The purchasing manager must decide from whom to purchase inputs and what 

inventory of inputs to hold. The human relations manager must decide how much employees 

should be paid, how they should be trained, and what benefits they should be given. The engi-

neering manager must make decisions about new product design. Top managers must decide 

how to allocate scarce financial resources among competing projects, how best to structure 

and control the organization, and what business-level strategy the organization should be pur-

suing. And regardless of their functional orientation, all managers have to make decisions 

about matters such as what performance evaluation to give to a subordinate. 

 To make effective decisions, managers need information both from inside the organization 

and from external stakeholders. When deciding how to price a product, for example, mar-

keting managers need information about how consumers will react to different prices. They 

need information about unit costs because they do not want to set the price below the cost of 

production. And they need information about competitive strategy because pricing strategy 

should be consistent with an organization’s competitive strategy. Some of this information 

will come from outside the organization (for example, from consumer surveys) and some 

from inside the organization (information about production costs comes from manufactur-

ing). As this example suggests, managers’ ability to make effective decisions rests on their 

ability to acquire and process information.  

  Information and Control 
 As discussed in Chapter 11, controlling is the process through which managers regulate how 

efficiently and effectively an organization and its members perform the activities necessary to 

achieve its stated goals.  17   Managers achieve control over organizational activities by taking 

four steps (see Figure 11.2): (1) They establish measurable standards of performance or goals; 

(2) they measure actual performance; (3) they compare actual performance against estab-

lished goals; and (4) they evaluate the results and take corrective action if necessary.  18   The 

package delivery company UPS, for example, has a delivery goal: to deliver 95 percent of 

the overnight packages it picks up by noon the next day.  19   UPS has thousands of U.S. ground 

  Charts and graphs may be clichés at mana-
gerial meetings, but the data they represent 
are key for making informed decisions. 
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stations (branch offices that coordinate the pickup and delivery of packages in a particular 

area) that are responsible for the physical pickup and delivery of packages. UPS managers 

monitor the delivery performance of these stations regularly; if they find that the 95 percent 

goal is not being attained, they determine why and take corrective action if necessary. 

 To achieve control over any organizational activity, managers must have information. To 

control ground station activities, a UPS manager might need to know what percentage of 

packages each station delivers by noon. To obtain this information the manager uses UPS’s 

own IT; UPS is also a leader in developing proprietary in-house IT. All packages to be 

shipped to the stations have been scanned with handheld scanners by the UPS drivers who 

pick them up; then all this information is sent wirelessly through UPS servers to its headquar-

ters’ mainframe computer. When the packages are scanned again at delivery, this information 

is also transmitted through its computer network. Managers can access this information to 

quickly discover what percentage of packages were delivered by noon of the day after they 

were picked up, and also how this information breaks down station by station so they can take 

corrective action if necessary. 

 Management information systems are used to control all divisional and functional opera-

tions. In accounting, for example, information systems are used to monitor expenditures and 

compare them against budgets.  20   To track expenditures against budgets, managers need infor-

mation about current expenditures, broken down by relevant organizational units; accounting 

IT is designed to give managers this information. A twist on using IT to improve customer 

service is being used by Walt Disney World Resort. Instead of having employees use wear-

ables (as described in “A Manager’s Challenge”), Disney is giving the wearables to the guests 

in the form of a wristband that works as a hotel room key, parking ticket, and charge card. The 

data collected will help Disney provide better customer service. For example, in the future, 

if a guest is wearing a wristband, a Disney employee can greet a visitor by name. The Dis-

ney wristband can collect a lot of important information about a guest. From an employer’s 

standpoint, there is a lot of information on the Internet about various employees. The accom-

panying “Management Insight” feature provides ideas on how that information can be used 

to make decisions.  21     

  Using “Big Data” 

 How do you track the knowledge, skills, and abilities of every employee in an organiza-
tion? This information was once stored in personnel files in the form of employee writ-
ten profiles and lists of knowledge, skills, and abilities created to match the organization 
needs.  22   When a new project or a promotion came up requiring a new set of skills, the 
hiring manager would scan the current employees and check their profiles to see if the 
needed skills were available. If they were not in the organization’s files, the organization 
might hire an outsider or bring in a contractor for the assignment. 

 Now there is software that can track the knowledge, skills, and abilities of employees 
without looking in the employee’s file. This software looks at “big data” to find infor-
mation about employees that is not formally listed in a file and may never have been 
mentioned to a manager. The software scans the Internet for information about each 
employee and compiles information from social media sites like Facebook and Twitter, 
blogs, comments on news stories, and other information input into the Internet by the 
employee. 

 IBM’s Smarter Workforce Institute offers products to help organizations locate the tal-
ent hidden within their own networks. Jonathan Ferrar, vice president of IBM’s Smarter 
Workforce talent and workforce management division, called the products “a different 
way of finding people.”  23   When using the system, a hiring manager can input the knowl-
edge, skills, and abilities desired for a new position or project. The software searches 
current employees who fit the profile. The software also provides searches to help with 
recruitment and selection of quality candidates for jobs and provides help with the 
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  Information and Coordination 
 Coordinating department and divisional activities to achieve organizational goals is another 

basic task of management. As an example of the size of the coordination task that managers 

face, consider the coordination effort necessary to prepare between 500,000 and 1 million 

meals for the people who visit Disney parks and resorts every day. Combine that type of vol-

ume with Disney’s efforts to get food locally, and logistics get complicated fast. According to 

Executive Chef for Resorts Lenny DeGeorgeat, the supply chain for the restaurants at 18 Dis-

ney resorts in the United States and abroad depends on the location of the resort and what local 

growers and producers can provide. In Florida, for example, the company works with “Fresh 

from Florida” to find out what is in season and available. In Southern California, DeGeorgeat 

is pleased to have some local growers providing organic produce. The longer growing season 

in Southern California also is a bonus for the restaurants around the Disneyland resort there.  27   

 Starbucks has a program called “Origin Experience” that allows its employees to get 

involved in the logistics of the supply chain. This experience allows associates to travel over-

seas and meet Starbucks partners where the coffee beans are grown. The trips provide associ-

ates with a new perspective on the supply chain and the coffee that ends up in their stores. 

 The supply chain at Starbucks runs from the field where the coffee beans are grown to the 

cup of coffee poured by a friendly barista at a local shop. The supply chain spans 19 countries. 

From the field, the beans travel to one of six roasting centers where they are prepared and then 

shipped to their final destination. The company makes more than 70,000 deliveries per day.  28   

 In the Origin Experience, one store manager from Ohio flew to Costa Rica to see the process 

from “farm to cup.” While there, the manager toured the fields where the coffee was grown and 

the mill where it was processed. She also sampled locally grown coffee and met local people. She 

traded email addresses with the farmer’s children and they keep in touch to let her know how the 

growing season is going. In return, she tells them how sales are going in her store. Also as a result 

of the trip, she said she now thinks more like a farmer and works to make things sustainable in her 

store. Her new zeal for not wasting anything saves the store about 15 gallons of milk per week.  29   

 Another associate traveled to Ecuador to visit a source of Starbucks coffee beans at a 

small farmer cooperative. The associate blogged about his impressions of the trip, such as the 

irrigation system used by one farmer who had applied the lessons of training. The associate 

also shared how thrilled the farmers were to taste the chocolate bars Starbucks sells that come 

from the cocoa pods they harvest.  30   

management of current employees, including on-boarding 
of new employees, compensation and rewards, training, 
performance appraisal, and employee engagement.  24   

 Can a computer program do a better job of finding 
talent than a hiring manager with years of experience? 
Dr.  Peter Cappelli, director of Wharton’s Center for 
Human Resources, suggests that it can. A program can 
take different information into account than the average 
hiring manager can. “The industrial psychologists who’ve 
been working on this for a hundred years have their own 
sets of models. The great possibility of big data is in find-
ing things that are outside these paradigms.”  25   

 Programs like those provided by the Smarter Workforce 
Institute help businesses to make sense of big data and 
leverage it for business success. Senior Vice President of the 
Information and Analytics Group at IBM Bob Picciano said, 
“Businesses and governments worldwide are being chal-
lenged to make sense of data and gather valuable insights 
from structured and unstructured data that are emerging 

from a variety of sources such as videos, blogs and social networking sites. We are helping 
clients tackle these big data challenges in virtually every industry—from public safety to 
healthcare, retail, automotive, telecommunications, and everything in between.”  26    

IBM’s Smarter Workforce Institute offers products to help 
organizations locate the talent hidden within their own staff. 
Its software can track the knowledge, skills, and abilities of 
employees by scanning the Internet and compiling information 
about each employee from social media sites like Facebook 
and Twitter. 
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 These visits help Starbucks employees learn about the supply chain and how to make it run 

more smoothly. The visits provide employees at the end of the supply chain with information 

about how things work at the beginning. Joseph Michelli, author of  Leading the Starbucks Way,  

suggests that such trips can break down the silos in any organization and help employees under-

stand their role in the supply chain.  31   Michelli suggests that such supply chain immersions and 

the subsequent stories told to customers strengthen the overall supply chain by improving the ties 

with vendors as well as making customers more comfortable with what the company is doing.     

  Advances in IT have enabled managers to make gigantic leaps in the way 

they can collect more timely, complete, relevant, and high-quality infor-

mation and use it in more effective ways. To better understand the ongo-

ing revolution in IT that has transformed companies, allowing them to 

improve their responsiveness to customers, minimize costs, and improve 

their competitive position, we need to examine several key aspects of advanced IT.  

   The Effects of Advancing IT 
  The IT revolution began with the development of the first computers—the hardware of IT—in 

the 1950s. The language of computers is a digital language of zeros and ones. Words, numbers, 

images, and sound can all be expressed in zeros and ones. Each letter in the alphabet has its own 

unique code of zeros and ones, as does each number, each color, and each sound. For example, 

the digital code for the number 20 is 10100. In the language of computers it takes a lot of zeros 

and ones to express even a simple sentence, to say nothing of complex color graphics or moving 

video images. Nevertheless, modern computers can read, process, and store trillions of instruc-

tions per second (an  instruction  is a line of software code) and thus vast amounts of zeros and 

ones. This awesome number-crunching power forms the foundation of the ongoing IT revolution. 

 The products and services that result from advancing IT are all around us—ever more pow-

erful microprocessors and PCs, high-bandwidth wireless smartphones, sophisticated word-

processing software, ever-expanding computer networks, inexpensive digital cameras and 

camcorders, and more and more useful online information and retailing services that did not 

exist a generation ago. These products are commonplace and are being continuously improved. 

Many managers and companies that helped develop the new IT have reaped enormous gains. 

 However, while many companies have benefited from advancing IT, others have been 

threatened. Traditional landline telephone companies such as AT&T, Verizon, and other long-

distance companies the world over have seen their market dominance threatened by new com-

panies offering Internet, broadband, and wireless telephone technology. They have been forced 

to respond by buying wireless cell phone companies, building their own high-powered broad-

band networks, and forming alliances with companies such as Apple to make smartphones that 

will work on their networks. So advancing IT is both an opportunity and a threat, and managers 

have to move quickly to protect their companies and maintain their competitive advantage.  32   

 On one hand, IT helps create new product opportunities that managers and their organiza-

tions can take advantage of—such as online travel and vacation booking. On the other hand, 

IT creates new and improved products that reduce or destroy demand for older, established 

products—such as the services provided by bricks-and-mortar travel agents. Walmart, by 

developing its own sophisticated proprietary IT, has been able to reduce retailing costs so 

much that it has put hundreds of thousands of small and medium-size stores out of business. 

Similarly, thousands of small, specialized U.S. bookstores have closed in the last decade as a 

result of advances in IT that made online bookselling possible.  

  IT and the Product Life Cycle 
 When IT is advancing, organizational survival requires that managers quickly adopt and 

apply it. One reason for this is how IT affects the length of the product life cycle, which is 

the way demand for a product changes in a predictable pattern over time.  33   In general, the 

product life cycle consists of four stages: the embryonic, growth, maturity, and decline stages 

The IT 
Revolution
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(see  Figure 18.2 ). In the embryonic stage, a product has yet to gain widespread acceptance; 

customers are unsure what a product, such as a new music player, has to offer, and demand 

for it is minimal.  

 As a product, like Apple’s iPod, becomes accepted by customers (although many products 

do not, like Blackberry’s tablet), demand takes off and the product enters its growth stage. 

In the growth stage many consumers are entering the market and buying the product for the 

first time, and demand increases rapidly. For example, iPod launched in 2001. It quickly 

entered the growth stage, selling 2 million units by the end of 2003 and 141 million by the end 

of 2007.  34   Between its launch and 2014, 26 devices were released, including the iPod Mini 

(released in 2004), the iPod Shuffle (released in 2005), the iPod Nano (released in 2005), and 

the iPod Touch (released in 2007). 

 The growth stage ends and the maturity stage begins when market demand peaks because 

most customers have already bought the product (there are relatively few first-time buyers 

left). At this stage, demand is typically replacement demand. The iPod transitioned to this 

stage after the launch of the iPod Touch. Its users had to decide whether to trade up to the 

more powerful version. In the iPod’s maturity stage, the devices were still selling well. By the 

end of 2010, 275 million had been sold. Then in 2012, Apple made the last major upgrade to 

the iPod Touch.  35   

 Once demand for a product starts to fall, the decline stage begins; this typically occurs 

when advancing IT leads to the development of a more advanced product, making the old 

one obsolete, such as when the iPod destroyed Sony’s Walkman franchise. In the case of the 

decline of the iPod, it was another Apple product that put the iPod into decline: the iPhone. 

The iPhone had iPod capability built in. When it launched in 2007, the Apple CEO Steve Jobs 

joked that it was “the best iPod we’ve ever made.”  36   

 In general, demand for every generation of a digital device such as a PC, smartphone, or 

MP3 music player falls off when the current leaders’ technology is superseded by new prod-

ucts that incorporate the most recent IT advances. One reason the IT revolution has been so 

important for managers is that advances in IT are one of the most significant determinants of 

the length of a product’s life cycle, and therefore of competition in an industry.  37   

 Figure 18.2 
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 In more and more industries, advances in IT are shortening product life cycles as cus-

tomers jump on the latest fad or fashion. For example, in the early 2010s, two products led 

the book downloading and reading market: Google’s Kindle and Barnes and Noble’s Nook. 

However, with the explosion of tablets and apps that allow tablet users to download and 

read books, the market for Kindle and Nook has shrunk.  38   But just because a product enters 

the decline phase of product development does not mean that everyone stops using it, as the 

accompanying “Information Technology Byte” feature discusses.  

  What Happened to Windows XP? 
 Microsoft XP is an operating system at the end of its product cycle. The system was 
introduced in 2001 and enjoyed more than a decade of popularity. Its launch followed 
the flops of Windows 98 and Windows Me, both of which had problems with bugs and 
compatibility.  39   But Windows XP proved to be a hit. In its first five years on the market, 
more than 400 million copies were sold.  40   In 2013, one year before Microsoft ended sup-
port for the system, it was estimated that 500 million people were still using Windows 
XP.  41   It had a bigger share of the desktop market than all other versions of Windows 
combined until 2011, when Windows 7 overtook it.  42   

 The system was designed more for business users than for consumers. Part of its 
success was that it was as user-friendly as a consumer product but as strong as an indus-
trial product.  43   So why did Microsoft decide to stop supporting it? Because technology 
changed and Windows XP cannot keep up. “The world has changed an awful lot,” said 
Tom Murphy, Microsoft’s Windows Communications Director. “If you look at the secu-
rity threats that PC users face today, they are fundamentally different to when Windows 
XP was designed. Windows XP just isn’t designed—or any technology from that time—
to address those threats. If you look at the more modern operating systems particularly 
Windows we’ve done a lot of work completely engineering the operating system from 
the ground up to address those security risks and make it safer for the users.”  44   

 In other words, Windows XP was developed before crimeware and other malware 
became a big problem.  45   The system allowed users to access settings to improve system 
performance for the user’s needs. However, this ease of access left the user’s computer 
more open to attacks from viruses and other problems. Microsoft issued patches and 
updates, but the system remained problematic. To overcome the problem, Microsoft 
launched a new operating system called Vista. However, the security in Vista made 
the system cumbersome and slow, so many users stuck with Windows XP rather than 
upgrade.  46   

 While Microsoft did send out updates that made XP more secure over the years, it 
never did become completely secure.  47   Many users did move on to Windows 7 and Win-
dows 8, but others remained loyal to Windows XP. Now that Microsoft does not support 
Windows XP at all, any computer using the operating system is vulnerable to attack. 
The firewalls and anti-virus software can only protect the system from known threats. If 
there is a previously unknown flaw in Windows XP that can be exploited by hackers, the 
old firewalls and anti-virus software will not work. 

 Before support ended, Microsoft began encouraging users to upgrade to a safer sys-
tem.  48   At the time Microsoft stopped support, 36 percent of XP users said they would 
continue using XP.  49   The percentage of those keeping the old system was estimated to 
be even higher at small companies. Why are more companies not getting rid of Windows 
XP? For one, it takes years to upgrade a computer network. Second, upgrading is expen-
sive. It’s not just the cost of the new operating system either. Many organizations have 
created custom software that is critical to their operations. Changing to a new system 
will require a redevelopment of the software.  50    
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 The message for managers is clear: The shorter a product’s life cycle because of advancing 

IT, the more important it is to innovate products quickly and continuously. A PC company 

that cannot develop a new and improved product line every three to six months will soon 

find itself in trouble. Increasingly managers are trying to outdo their rivals by being the first 

to market with a product that incorporates some advance in IT, such as advanced stability 

or steering control that prevents vehicle wrecks.  51   In sum, the tumbling price of information 

brought about by advances in IT is at the heart of the IT revolution. So how can managers use 

all this computing power to their advantage?  

  The Network of Computing Power 
 The tumbling price of computing power and applications has allowed all kinds of organizations, 

large and small, to invest more to develop networks of computer servers that are customized 

with the mix of hardware and software applications that best meets the needs of their current 

value chain management, as described in the accompanying “Management Insight” feature.  

  Accessing and Storing Data 

 Server computers (servers) are designed to provide powerful information-intensive com-
puting solutions that in the past could have been executed only on huge, expensive main-
frame computers. Servers also link networks of desktop and laptop PCs, and they link 
to wireless personal digital assistants (PDAs) such as netbooks, tablet computers, and 
smartphones. Using this array of computing devices, a company’s employees can access 
its installed software applications and databases to obtain the real-time information they 
need to manage ongoing activities. 

 Today servers can process staggering 
amounts of data to execute highly com-
plex software applications, and they can 
access and store amazing amounts of 
information. Server sales have increased 
greatly over time (the server market was 
$49.7 billion in 2013)  52   because of their 
ever-increasing computing power and low 
cost compared to mainframes—although 
most large companies still use a single 
mainframe as the “brain” that stores the 
most essential, secret, and important oper-
ating routines and that coordinates the 
companywide computing network. 

 In 2013 HP and IBM each held about 
27 percent of the worldwide server mar-
ket.  53   As large companies began to buy 
hundreds and then thousands of servers to 
meet their increasing need to process and 
store information, server makers such as 
HP and IBM designed rack servers that 
link individual servers to increase their 

joint power. For example, a rack server links an individual server into a rack of 10 con-
nected servers; then 10 racks create a network of 100 servers; 100 racks create a network 
of a thousand servers, and so on. 

 Using software from specialized companies, such as IBM and Oracle, to link the opera-
tions of these server racks, large companies developed “server farms,” which are brick and 
mortar (B&M) operating facilities that are remote and physically separate from company 
headquarters. Server farms are database centers composed of thousands of networked server 

 Management 
Insight 

Blackbox server racks, such as this one created by Sun Microsystems, now 
part of Oracle, offer a significant safeguard to companies looking for cost- and 
space-conscious ways to back up their information.
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racks that are constantly monitored, maintained, and upgraded by a company’s IT engineers 
(or specialized outsourcers such as IBM) to protect a company’s information and databases. 
IT storage and database storage are the lifeblood of a global company, which cannot func-
tion without them. Should a company lose such information, it would be helpless; it would 
have no record of its transactions with its employees, customers, suppliers, and so on. 

 A growing concern of managers today is how to reduce the cost of database storage, 
which is hundreds of millions of dollars for large companies. In the late 2000s, a new 
way to offer companies a quick, efficient system to enlarge and upgrade their database 
center capabilities to respond to the vast increase in Internet use was to house these 
server racks in standard-size storage containers—the same kind of containers hauled on 
trucks or stacked on cargo ships. The first U.S. server maker to offer such a mobile data-
base solution was Sun (now part of Oracle), which launched its “Blackbox” data cen-
ter containing its proprietary Solaris rack servers in a 20-foot shipping container. Each 
Blackbox contained a mobile data center that could deliver the computing capability of 
a 9,000-square-foot physical data center but would cost only about one-fifth as much. 

 Another company called SGI quickly announced its own new “Concentro” mobile 
server container—the first self-contained data center based on custom-designed, high-
density server racks and data storage housed in a larger 40-foot shipping container.  54   
Because SGI’s space-saving rack servers are half as deep as standard servers, it could 
cram twice as many individual servers into a 40-foot container as could its competitors. 
The immense processing power of Concentro containers, equivalent to a 30,000-square-
foot B&M data center, allowed companies to rethink their need for high-cost brick-and-
mortar data centers, especially given the relatively low operating costs of SGI containers 
compared to physical data centers. Mobile data centers were soon snapped up by compa-
nies such as Google, Yahoo!, and Amazon. 

 In the late 2000s, the term “cloud computing” was popularized by companies like 
IBM, Microsoft, and Google to refer to a new way to offer companies computing and 
data storage service similar to how they used and paid for utilities like water or electric-
ity. The strategy behind cloud computing was to create a cost-effective Internet-based 
global platform of hardware and software provided by a network of thousands of inter-
linked IT companies that had the capability to provide a full range of on-demand soft-
ware applications, computing services, and database storage to millions of companies 
and individuals around the world. The advantage of cloud-based web services was that 
the cost of running applications or storing data through the Internet was much less than 
the cost of purchasing hardware and installing software on in-house servers. 

 Cloud computing was like an alliance in which IT companies pooled their resources 
to share processing power and applications that let them offer better prices to customers. 
For example, installing and managing the software and hardware to operate a special-
ized software application might cost $50,000 a year; in cloud computing the same ser-
vice could be rented for $500 a month—which is why Amazon, Google, and Microsoft 
pushed cloud computing so vigorously. Cloud computing offered outsourced, pay-as-
you-go, on-demand Internet software capabilities to companies for a fee. 

 Of course a major concern is information reliability and security. If cloud computing 
expands, even the largest companies may cease to operate their own database centers 
and outsource all their information and computing operations to web-based IT providers 
because they can perform these IT activities at a significantly lower cost. The problem 
facing managers is to choose the most efficient and effective method to manage their 
companywide computing networks and database storage operations to reduce operating 
costs by millions or billions of dollars a year.  

 As the “Management Insight” feature discusses, the typical organizationwide computing 

   network    that has emerged over time is a four-tier network solution that consists of “exter-

nal” PDAs such as netbooks, smartphones, and tablet computers, connected to desktops and 

laptops, and then through rack servers to a company’s mainframe (see  Figure 18.3 ). Through 

wireless and wired communication an employee with the necessary permissions can hook 

network Interlinked comput-

ers that exchange information.
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into a company’s IT system from any location—in the office, at home, on a boat, on the 

beach, in the air—anywhere a wireless or wired link can be established.  

 The internal network is composed of “client” desktop and laptop PCs connected by Ether-

net to the company’s system of rack servers. The client computers that are linked directly to 

a server constitute a  local area network  (LAN), and most companies have many LANs—for 

example, one in every division and function. Large companies that need immense process-

ing power have a mainframe computer at the center or hub of the network that can quickly 

process vast amounts of information, issue commands, and coordinate computing devices at 

the other levels. The mainframe can also handle electronic communications between servers 

and PCs situated in different LANs, and the mainframe can connect to the mainframes of 

other companies. The mainframe is the master computer that controls the operations of all the 

other types of computers and digital devices as needed and can link them into one integrated 

system. It also provides the connection to the  external  IT networks outside the organization; 

for example, it gives a user access to an organization’s cloud computing services—but with 

high security and reliability and only from recognized and protected computing devices. For 

instance, a manager with a PDA or PC hooked into a four-tier system can access data and 

software stored in the local server, in the mainframe, or through the Internet to a cloud-based 

computing solution hosted by an outsourcer whose B&M database might be located any-

where in the world. 

 Just as computer hardware has been advancing rapidly, so has computer software.  Oper-

ating system software  tells the computer hardware how to run.  Applications software,  such 

as programs for word processing, spreadsheets, graphics, and database management, is 

 Figure 18.3 
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developed for a specific task or use. The increase in the power of computer hardware has 

allowed software developers to write increasingly powerful programs that are also increas-

ingly user-friendly. By harnessing the rapidly growing power of microprocessors, applica-

tions software has vastly increased the ability of managers to acquire, organize, and transmit 

information. In doing so, it also has improved the ability of managers to coordinate and con-

trol the activities of their organization and to make better decisions.       

 Advances in IT have continuously increased managers’ ability to obtain 

the information they need to make better decisions and coordinate and 

control organizational resources. Next we discuss six types of manage-

ment information systems (MIS) that have been particularly helpful to 

managers as they perform their management tasks: transaction-process-

ing systems, operations information systems, decision support systems, 

expert systems, enterprise resource planning systems, and e-commerce 

systems (see  Figure 18.4 ). These MIS systems are arranged along a con-

tinuum according to the sophistication of the IT they are based on—IT 

that determines their ability to give managers the information they need 

to make nonprogrammed decisions. (Recall from Chapter 7 that nonprogrammed decision 

making occurs in response to unusual, unpredictable opportunities and threats.) We examine 

each of these systems after focusing on the management information system that preceded 

them all: the organizational hierarchy.  

   The Organizational Hierarchy: The 
Traditional Information System 
 Traditionally managers have used the organizational hierarchy as the main way to gather the 

information necessary to make decisions and coordinate and control organizational activities 

(see Chapter 10 for a detailed discussion of organizational structure and hierarchy). Accord-

ing to business historian Alfred Chandler, the use of the hierarchy as an information network 

was perfected by U.S. railroad companies in the 1850s.  55   At that time railroads were among 

the largest U.S. companies, and because of the size of their geographic footprint they faced 

unique problems of coordination and control. Railroad companies started to solve these prob-

lems by designing hierarchical management structures that gave top managers the informa-

tion they needed to coordinate and control their nationwide operations. 

 Daniel McCallum, superintendent of the Erie Railroad, realized that the lines of 

authority and responsibility that defined Erie’s management hierarchy also were channels 

of communication along which information traveled. McCallum established what was 

perhaps the first modern management information system when he ordered that regular 

daily and monthly reports should be sent up the hierarchy to top managers so that they 
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could make the best decisions about, for example, controlling costs and setting freight 

rates. Decisions were then sent back down the hierarchy to be carried out by lower-level 

managers. When the performance gains from this system were publicized, many organi-

zations imitated the railroads by using their hierarchies to collect, channel, and process 

information. 

 Although hierarchy is a useful information system, it has several drawbacks, as we 

noted in Chapter 10. First, when too many layers of managers exist, it takes a long time for 

information and requests to travel up the hierarchy and for decisions and answers to travel 

back down. The slow communication can reduce the timeliness and usefulness of the infor-

mation and prevent a quick response to changing market conditions.  56   Second, information 

can be distorted as it moves from one layer of management to another, and information 

distortion reduces the quality of information.  57   Third, managers have only a limited span 

of control; so as an organization grows larger and its hierarchy lengthens, more managers 

must be hired, and this makes the hierarchy an expensive information system. The popular 

idea that companies with tall management hierarchies are bureaucratic and unresponsive to 

the needs of their customers arises from the inability of tall hierarchies to effectively pro-

cess data and give managers timely, complete, relevant, and high-quality information. The 

management hierarchy is still the best information system available today—the one that 

results in the best decisions— if  managers have access to the other kinds of MIS systems 

discussed next.  

  Transaction-Processing Systems 
 A    transaction-processing system    is an MIS designed to handle large volumes of routine 

recurring transactions (see  Figure 18.4 ). Transaction-processing systems began to appear in 

the early 1960s with the advent of commercially available mainframe computers. They were 

the first type of computer-based IT adopted by many organizations, and today they are com-

monplace. Bank managers use a transaction-processing system to record deposits into, and 

payments out of, bank accounts. Supermarket managers use a transaction-processing system 

to record the sale of items and to track inventory levels. More generally, most managers in 

large organizations use a transaction-processing system to handle tasks such as payroll prepa-

ration and payment, customer billing, and payment of suppliers.   

  Operations Information Systems 
 Many types of MIS followed hard on the heels of transaction-processing systems in the 1960s 

as companies like IBM advanced IT. An    operations information system    is an MIS that 

gathers comprehensive data, organizes them, and summarizes them in a form that is of value 

to managers. Whereas a transaction-processing system processes routine transactions, an 

operations information system gives managers information they can use in their nonroutine 

coordinating, controlling, and decision-making tasks. Most operations information systems 

are coupled with a transaction-processing system. An operations information system typically 

accesses data gathered by a transaction-processing system, processes those data into useful 

information, and organizes that information into a form accessible to managers. As described 

in the opening “Manager’s Challenge,” the data collected by wearables could be part of an 

operations information system. 

 UPS uses an operations information system to track the performance of its thousands 

of ground stations. Each ground station is evaluated according to four criteria: delivery 

(to deliver 95 percent of all packages within the agreed-upon time period), productivity 

(measured by the number of packages shipped per employee-hour), cost control and effi-

ciency, and station profitability. Each ground station also has specific delivery, efficiency, 

cost, and profitability targets that it must attain. Every month UPS’s operations information 

system gathers information about these four criteria and summarizes it for top managers, 

who can then compare the performance of each station against its previously established 

targets. The system quickly alerts senior managers to underperforming ground stations so 

they can intervene selectively to help solve any problems that may have given rise to the 

poor performance.  
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  Decision Support Systems 
 A    decision support system    provides computer-built models that help managers make bet-

ter nonprogrammed decisions.  58   Recall from Chapter 7 that nonprogrammed decisions are 

those that are relatively unusual or novel, such as decisions to invest in new productive 

capacity, develop a new product, launch a new promotional campaign, enter a new market, 

or expand internationally. Whereas an operations information system organizes important 

information for managers, a decision support system gives managers model-building capa-

bility and the chance to manipulate information in a variety of ways. Managers might use 

a decision support system to help them decide whether to cut prices for a product. The 

decision support system might contain models of how customers and competitors would 

respond to a price cut. Managers could run these models and use the results as an  aid  to 

decision making. 

 The stress on the word  aid  is important—in the final analysis a decision support system is 

not meant to make decisions for managers. Rather, its function is to give managers valuable 

information they can use to improve the quality of their decisions. 

 A good example of a sophisticated decision support system is one developed by Iteris, 

a software company that specializes in traffic management. Iteris develops technologies 

and information systems to manage aspects of the transportation industry, such as weather 

analytics, congestion, and safety. Its new decision support system, ClearPath Weather, helps 

government agencies develop road maintenance strategies that optimize the use of personnel, 

equipment, and chemicals to keep roadways clear in snowy conditions. The system uses pro-

prietary algorithms and several prediction systems to give managers the information needed 

to make good decisions about when to plow, the quantity of chemicals to buy, and other 

key decisions. 

 The winter of 2013 was particularly snowy and a good pilot test for the system. It received 

kudos from at least one member of the Indiana Department of Transportation, who said that 

despite having one of the coldest and snowiest winters on record, road were efficiently man-

aged and communications between garage units was improved.  59   

 Most decision support systems are geared toward aiding middle managers in the 

decision-making process. For example, a loan manager at a bank might use a decision 

support system to evaluate the credit risk involved in lending money to a particular client. 

Rarely does a top manager use a decision support system. One reason for this is that most 

electronic management information systems have not yet become sophisticated enough to 

handle effectively the ambiguous types of problems facing top managers. To improve this 

situation, IT experts have been developing a variant of the decision support system: an 

executive support system. 

 An    executive support system    is a sophisticated version of a decision support system that 

is designed to meet the needs of top managers. One defining characteristic of executive sup-

port systems is user-friendliness. Many of them include simple pull-down menus to take a 

manager through a decision analysis problem. Moreover, they may contain stunning graphics 

and other visual and interactive features to encourage top managers to use them.  60   Increas-

ingly, executive support systems are used to link top managers virtually so they can function 

as a team; this type of executive support system is called a    group decision support system   . 

 Ultimately top managers’ intuition, judgment, and integrity will always be needed to 

decide whether to pursue the course of action suggested by an MIS. There are always 

many different issues to be factored into a decision, not least of which are its ethical 

implications.  

  Artificial Intelligence and Expert Systems 
    Artificial intelligence    has been defined as behavior by a machine that, if performed by 

a human being, would be called “intelligent.”  61   Artificial intelligence has already made it 

possible to write programs that can solve problems and perform simple tasks. For example, 

software programs variously called  software agents, softbots,  or  knowbots  can be used to 

perform simple managerial tasks such as sorting through reams of data or incoming email 

messages to look for important ones. The interesting feature of these programs is that from 
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“watching” a manager sort through such data they can “learn” what his or her preferences are. 

Having done this, they can take over some of this work from the manager, freeing time for the 

manager to work on other tasks. Most of these programs are still in the development stage, but 

they may be commonplace within a decade.  62   

 Expert systems, the most advanced management information systems available, incorpo-

rate artificial intelligence in their design.  63   An    expert system    is a system that employs human 

knowledge, embedded in computer software, to solve problems that ordinarily require human 

expertise.  64   Mimicking human expertise (and intelligence) requires IT that can at a minimum 

(1) recognize, formulate, and solve a problem; (2) explain the solution; and (3) learn from 

experience. 

 Recent developments in artificial intelligence that go by names such as “fuzzy logic” and 

“neural networks” have resulted in computer programs that, in a primitive way, try to mimic 

human thought processes. Although artificial intelligence is still at an early stage of develop-

ment, an increasing number of business applications are beginning to emerge in the form of 

expert systems.  

  Enterprise Resource Planning Systems 
 To achieve high performance, it is not sufficient just to develop an MIS inside each of a com-

pany’s functions or divisions to provide better information and knowledge. It is also vital that 

managers in the different functions and divisions have access to information about the activi-

ties of managers in other functions and divisions. The greater the flow of information and 

knowledge among functions and divisions, the more learning can take place, and this builds a 

company’s stock of knowledge and expertise. This knowledge and expertise are the source of 

its competitive advantage and profitability. 

 In the last 25 years, another revolution has taken place in IT as software companies have 

worked to develop enterprise resource planning systems, which essentially incorporate most 

MIS aspects just discussed, as well as much more.    Enterprise resource planning (ERP) 

systems    are multimodule application software packages that allow a company to link and 

coordinate the entire set of functional activities and operations necessary to move products 

from the initial design stage to the final customer stage. Essentially ERP systems (1) help each 

individual function improve its functional-level skills and (2) improve integration among all 

functions so they work together to build a competitive advantage for the company. Today 

choosing and designing an ERP system to improve how a company operates is the biggest 

challenge facing the IT function inside a company. To understand why almost every large 

global company has installed an ERP system in the last few decades, it is necessary to return 

to the concept of the value chain, introduced in Chapter 8. 

 Recall that a company’s value chain is composed of the sequence of functional activities 

that are necessary to make and sell a product. The value chain idea focuses attention on the 

fact that each function, in sequence, performs its activities to add or contribute value to a 

product. After one function has made its contribution, it hands the product over to the next 

function, which makes its own contribution, and so on down the line. 

 The primary activity of marketing, for example, is to uncover new or changing customer 

needs or new groups of customers and then decide what kinds of products should be devel-

oped to appeal to those customers. It shares or “hands off” its information to product develop-

ment, where engineers and scientists work to develop and design the new products. In turn, 

manufacturing and materials management work to find ways to make the new products as 

efficiently as possible. Then sales is responsible for finding the best way to convince custom-

ers to buy these products. 

 The value chain is useful in demonstrating the sequence of activities necessary to 

bring products to the market successfully. In an IT context, however, it suggests the 

enormous amount of information and communication that needs to link and coordinate 

the activities of all the various functions. Installing an ERP system for a large company 

can cost tens of millions of dollars. The accompanying “Information Technology Byte” 

feature discusses the ERP system designed and sold by IQMS, which is meant specifi-

cally for manufacturers.  
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  ERP Helps Custom Profile 
 Organizations are made up of departments, divisions, offices, and other units. How can 
all these areas communicate with one another so that everyone knows what everyone 
else is doing? One way is the enterprise resource planning system. One such system is 
EnterpriseIQ by IQMS. IQMS began in 1989 with the DOS-based product IQ/Genesis, 
which contained manufacturing and accounting modules. In 1993 it expanded the prod-
uct with IQRealTime, which fed information to the software directly from work centers. 
In 1997 it released IQWin32, a Windows-based system. In 1999 it changed the name of 
its product to EnterpriseIQ and continues to update it to keep pace with the needs of the 
manufacturing industry.  65   

 IQMS is an ERP specifically designed for the manufacturing industry. Its flagship 
product is EnterpriseIQ, which handles both manufacturing and financial systems. 
Within the EnterpriseIQ system is a complete manufacturing and shop-floor planning 
system, sales and distribution modules, and a financial management system. The ERP 
allows an organization to improve efficiency by eliminating unneeded downtime, mini-
mizing inventory, and tracking products throughout the supply chain.  66   IQMS is an ERP 
software system that lays the groundwork for collaborative and ebusiness environments. 
It brings together all departments to ensure efficient and timely delivery of products. 
The manufacturing and shop-floor planning system allows the organization to manage 
production at multiple plants, to monitor production cycles, and to optimize schedul-
ing. The sales and distribution modules allow the organization to quickly respond to 
customer questions through easy access to sales order status, tracking, and shipping. 
The financial management system connects information about sales, distribution, and 
manufacturing. 

 In 2002, a Michigan-based company called Custom Profile was expanding but was 
hindered by its use of four different software systems.  67   In addition to several system 
crashes per day, customer service did not have easy access to production data that would 
have allowed it to produce better sales orders. The company uses raw plastic material 
to manufacture specialized extruded plastic products for several industries. Enterpri-
seIQ was able to help Custom Profile by providing a structure in which data could be 
accessed by customer service representatives in response to customer questions. It also 
provided a scheduling and material requirements planning (MRP) system that optimized 
production time and materials. Finally, it supplied simplified budgeting for the organiza-
tion and applied forecasting tools.  68   In other words, EnterpriseIQ connected the different 
systems of the business together and allowed Custom Profile to see its entire process 
through one system.  

 Information 
Technology 

Byte 

 As an example of how an ERP system works, let’s examine how SAP, the world’s leading 

supplier of ERP software, helps management coordinate activities to speed product devel-

opment. Suppose marketing has discovered some new unmet customer need, has suggested 

what kind of product needs to be developed, and forecasts that the demand for the product 

will be 40,000 units a year. With SAP’s IT, engineers in product development use their expert 

system to work out how to design the new product in a way that builds in quality at the low-

est possible cost. Manufacturing managers, watching product development’s progress, work 

simultaneously to find the best way to make the product and thus use their expert system to 

find out how to keep operating costs at a minimum. 

 SAP’s IT gives all the other functions access to this information; they can tap into what is 

going on between marketing and manufacturing in real time. So materials management man-

agers, watching manufacturing make its plans, can simultaneously plan how to order supplies 

of inputs or components from global suppliers or how and when to ship the final product to 

customers to keep costs at a minimum. At the same time, HRM is tied into the ERP system 

and uses its expert system to forecast the type and cost of the labor that will be required to 
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carry out the activities in the other functions—for example, the number of manufacturing 

employees who will be required to make the product or the number of salespeople who will 

be needed to sell the product to achieve the 40,000 sales forecast. 

 How does this build competitive advantage and profitability? First, it speeds up product 

development; companies can bring products to market much more quickly, thereby generat-

ing higher sales revenues. Second, SAP’s IT focuses on how to drive down operating costs 

while keeping quality high. Third, SAP’s IT is oriented toward the final customer; its CRM 

module watches how customers respond to the new product and then feeds back this informa-

tion quickly to the other functions. 

 To see what this means in practice, let’s jump ahead three months and suppose that the 

CRM component of SAP’s ERP software reports that actual sales are 20% below target. Fur-

ther, the software has reasoned that the problem is occurring because the product lacks a 

crucial feature that customers want. The product is a smartphone, for example, and customers 

demand a built-in digital camera. Sales decides this issue deserves major priority and alerts 

managers in all the other functions about the problem. Now managers can begin to decide 

how to manage this unexpected situation. 

 Engineers in product development, for example, use their expert system to work out how 

much it would cost, and how long it would take, to modify the product so that it includes 

the missing feature, the digital camera, that customers require. Managers in other func-

tions watch the engineers’ progress through the ERP system and can make suggestions for 

improvement. In the meantime, manufacturing managers know about the slow sales and 

have already cut back on production to avoid a buildup of the unsold product in the com-

pany’s warehouse. They are also planning how to phase out this product and introduce the 

next version, with the digital camera, to keep costs as low as possible. Similarly, materials 

management managers are contacting digital camera makers to find out how much such a 

camera will cost and when it can be supplied. Meanwhile marketing managers are research-

ing how they missed this crucial product feature and are developing new sales forecasts to 

estimate demand for the modified product. They announce a revised sales forecast of 75,000 

units of the modified product. 

 It takes the engineers one month to modify the product; but because SAP’s IT has been 

providing information about the modified product to managers in manufacturing and materi-

als management, the product reaches the market only two months later. Within weeks, the 

sales function reports that early sales figures for the product have greatly exceeded even mar-

keting’s revised forecast. The company knows it has a winning product, and top managers 

give the go-ahead for manufacturing to build a second production line to double production of 

the product. All the other functions are expecting this decision; in fact, they have already been 

experimenting with their SAP modules to find out how long it will take them to respond to 

such a move. Each function gives the others its latest information so they can all adjust their 

functional activities accordingly. 

 This quick and responsive action is possible because of the ERP system that gives a com-

pany better control of its manufacturing and materials management activities. Quality is 

increased because a greater flow of information between functions allows a better-designed 

product. Innovation is speeded because a company can rapidly change its products to suit the 

needs of customers. Finally, responsiveness to customers improves because, using its CRM 

software module, sales can better manage and react to customers’ changing needs and provide 

better service and support to back up the sales of the product. ERP’s ability to promote com-

petitive advantage is the reason why managers in so many companies, large and small, are 

moving to find the best ERP solution for their particular companies.  

  E-Commerce Systems 
    E-commerce    is trade that takes place between companies, and between companies and indi-

vidual customers, using IT and the Internet.    Business-to-business (B2B) commerce    is trade 

that takes place between companies using IT and the Internet to link and coordinate the value 

chains of different companies. (See  Figure 18.5 .) The goal of B2B commerce is to increase 

the profitability of making and selling goods and services. B2B commerce increases profit-

ability because it lets companies reduce operating costs and may improve product quality. A 
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principal B2B software application is    B2B marketplaces   , which are Internet-based trading 

platforms that have been set up in many industries to connect buyers and sellers. To partici-

pate in a B2B marketplace, companies adopt a common software standard that allows them to 

search for and share information with one another. Then companies can work together over 

time to find ways to reduce costs or improve quality.  

    Business-to-customer (B2C) commerce    is trade that takes place between a company 

and individual customers using IT and the Internet. Using IT to connect directly to the cus-

tomer means companies can avoid having to use intermediaries, such as wholesalers and 

retailers, who capture a significant part of the profit in the value chain. The use of websites 

and online stores also lets companies give their customers much more information about the 

value of their products. This often allows them to attract more customers and thus generate 

higher sales revenues. 

 In the 2010s, computer software makers, including Microsoft, Oracle, SAP, and IBM, 

have rushed to use cloud computing to make their products work seamlessly with the Internet 

and thus respond to global companies’ growing demand for e-commerce software. Previously 

their software was configured to work only on a particular company’s intranet; today their 

software must be able to network a company’s IT systems to other companies, such as their 

suppliers and distributors. At the same time, as we discussed earlier, companies also need to 

use social networking software to establish a secure platform their employees can use to share 

information inside their organizations. 

 The challenge facing managers now is to select e-commerce software that allows seam-

less exchange of information between companies anywhere in the world. The stakes are high 

because global competitive advantage goes to the company first with a major new technologi-

cal advance. For example, SAP rushed to update its ERP modules to allow transactions over 

the Internet, and today all its modules have full cloud computing capability. However, Oracle, 

IBM, and many small specialist companies have also developed ways to provide advanced 

cloud computing and Internet applications at a lower price, so SAP faces increased global 

competition. 

 In summary, by using advanced types of MIS, managers have more control over a compa-

ny’s activities and operations and can work to improve its competitive advantage and profit-

ability. Today the IT function is becoming increasingly important because IT managers select 

which kind of hardware and software a company will use and then train other functional 

managers and employees how to use it.     
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  Advances in IT and management information systems are having impor-

tant effects on managers and organizations. By improving the ability of 

managers to coordinate and control the activities of the organization and 

by helping managers make more effective decisions, modern IT has 

become a central component of any organization’s structure. And evi-

dence that IT can be a source of competitive advantage is growing; orga-

nizations that do not adopt leading-edge IT are likely to be at a competitive 

disadvantage. In this section we examine how the rapid advances in IT 

are affecting organizational structure and competitive advantage. We 

also examine problems associated with implementing management infor-

mation systems effectively, as well as the limitations of MIS.  

   Strategic Alliances, B2B Network 
Structures, and IT 
  Recently, increasing globalization and the use of new IT have brought about two innovations 

that are sweeping through U.S. and European companies: electronically managed strategic 

alliances and B2B network structures. A    strategic alliance    is a formal agreement that com-

mits two or more companies to exchange or share their resources in order to produce and 

market a product.  69   Most commonly, strategic alliances are formed because the companies 

share similar interests and believe they can benefit from cooperating. For example, in 2014, 

Coca-Cola entered a strategic alliance with InterContinental Hotels Group. As part of the 

alliance, the hotels will serve Coke products at the hotels. Both companies have well-known 

brands and both have headquarters in Atlanta, Ga.  70   

 Throughout the 2000s, the growing sophistication of IT using global intranets, cloud com-

puting, and teleconferencing made it much easier to manage strategic alliances and allow 

managers to share information and cooperate. One outcome of this has been the growth of 

strategic alliances into an IT-based network structure. A    B2B network structure    is a formal 

series of global strategic alliances that one or several organizations create with suppliers, 

manufacturers, and distributors to produce and market a product. Network structures allow 

an organization to manage its global value chain in order to find new ways to reduce costs 

and increase the quality of products—without incurring the high costs of operating a com-

plex organizational structure (such as the costs of employing many managers). More and 

more U.S. and European companies are relying on global network structures to gain access to 

low-cost foreign sources of inputs, as discussed in Chapter 6. Shoemakers such as Nike and 

Adidas are two companies that have used this approach extensively. 

 Nike is the largest and most profitable sports shoe manufacturer in the world. The key to 

Nike’s success is the network structure that Nike founder and CEO Philip Knight created to 

allow his company to produce and market shoes. As noted in Chapter 8, the most successful 

companies today are trying to pursue simultaneously a low-cost and a differentiation strategy. 

Knight decided early that to do this at Nike he needed to focus his company’s efforts on the 

most important functional activities, such as product design and engineering, and leave the 

others, such as manufacturing, to other organizations. 

 By far the largest function at Nike’s Oregon headquarters is the design and engineer-

ing function, whose members pioneered innovations in sports shoe design such as the air 

pump and Air Jordans that Nike introduced so successfully. Designers use computer-aided 

design (CAD) to design Nike shoes, and they electronically store all new product informa-

tion, including manufacturing instructions. When the designers have finished their work, 

they electronically transmit the blueprints for the new products to a network of South-

east Asian suppliers and manufacturers with which Nike has formed strategic alliances.  71   

Instructions for the design of a new sole may be sent to a supplier in Taiwan; instructions 

for the leather uppers, to a supplier in Malaysia. The suppliers produce the shoe parts and 

send them for final assembly to a manufacturer in China with which Nike has established 

another strategic alliance. From China the shoes are shipped to distributors throughout the 

world. 99% of the over 100 million pairs of shoes that Nike makes each year are made in 

Southeast Asia. 
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 This network structure gives Nike two important advantages. First, Nike can quickly 

respond to changes in sports shoe fashion. Using its global IT system, Nike literally can 

change the instructions it gives each of its suppliers overnight, so that within a few weeks 

its foreign manufacturers are producing new kinds of shoes.  72   Any alliance partners that fail 

to perform up to Nike’s standards are replaced with new partners through the regular B2B 

marketplace. 

 Second, Nike’s costs are low because wages in Southeast Asia are a fraction of what they 

are in the United States, and this difference gives Nike a low-cost advantage. Also, Nike’s 

ability to outsource and use foreign manufacturers to produce all its shoes abroad allows 

Knight to keep the organization’s U.S. structure flat and flexible. Nike can use a relatively 

inexpensive functional structure to organize its activities. 

 The use of network structures is increasing rapidly as organizations recognize the many 

opportunities they offer to reduce costs and increase organizational flexibility. Supply chain 

spending by U.S. firms is expected to increase by more than 10 percent between 2014 and 

2017.  73   The push to lower costs has led to the development of B2B marketplaces in which 

most or all of the companies in an industry (for example, carmakers) use the same software 

platform to link to each other and establish industry specifications and standards. Then these 

companies jointly list the quantity and specifications of the inputs they require and invite 

bids from the thousands of potential suppliers around the world. Suppliers also use the same 

software platform, so electronic bidding, auctions, and transactions are possible between buy-

ers and sellers around the world. The idea is that high-volume standardized transactions can 

help drive down costs at the industry level. Also, quality will increase as these relationships 

become more stable as a B2B network structure develops.  

  Flatter Structures and Horizontal 
Information Flows 
 Rapid advances in IT have been associated with a “delayering” (flattening) of the organiza-

tional hierarchy, a move toward greater decentralization and horizontal information flows 

within organizations, and the concept of the boundaryless organization.  74   By electronically 

giving managers high-quality, timely, relevant, and relatively complete information, modern 

management information systems have reduced the need for tall management hierarchies. 

 Modern IT has reduced the need for a hierarchy to function as a means of coordinating and 

controlling organizational activities. Also, by reducing the need for hierarchy, modern IT can 

directly increase an organization’s efficiency because fewer employees are required to per-

form organizational activities. At one time, for example, 13 layers of management separated 

Kodak’s general manager of manufacturing and factory workers; with IT the number of layers 

has been cut to four. Similarly, Intel found that by increasing the sophistication of its own 

MIS, it could cut the number of hierarchical layers in the organization from 10 to 5.  75   

 The ability of IT to flatten structure and facilitate the flow of horizontal information between 

employees has led many researchers and consultants to popularize the idea of a    boundary-

less organization   . Such an organization is composed of people linked by IT—computers, 

faxes, computer-aided design systems, and video teleconferencing—who may rarely, if ever, 

see one another face-to-face. People are utilized when their services are needed, but they are 

not formal members of an organization; they are functional experts who form an alliance with 

an organization, fulfill their contractual obligations, and then move on to the next project. 

 Large consulting companies, such as Accenture, IBM, and McKinsey & Co., use their 

global consultants in this way. Consultants are connected by laptops to an organization’s 

   knowledge management system   —its company-specific virtual information system that 

systematizes the knowledge of its employees and facilitates the sharing and integrating of 

expertise within and between functions and divisions through real-time interconnected IT. 

Knowledge management systems let employees share their knowledge and expertise and give 

them virtual access to other employees who have the expertise to solve the problems they 

encounter as they perform their jobs. 

 Some organizations, especially those that provide complex services and employ highly 

trained workers, have gone one step further and created what has been called a virtual 

boundaryless 

organization  An organiza-

tion whose members are 

linked by computers, faxes, 

computer-aided design sys-

tems, and video teleconfer-

encing and who rarely, if ever, 

see one another face-to-face.

knowledge management 

system A company-specific 

virtual information system that 

systematizes the knowledge 

of its employees and facili-

tates the sharing and integrat-

ing of their expertise.
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organization. A    virtual organization    is one in which employees are linked to an organiza-

tion’s centralized databases by computers, faxes, and videoconferencing and rarely see one 

another face-to-face, if ever.  76   These employees might only infrequently visit the physical 

premises of their companies; they receive their assignments electronically, report back to 

their superiors electronically, and operate autonomously.  77   Almost all their employees are 

out in the field, working anywhere around the globe with clients to solve their problems. The 

number of teleworkers in the United States increased in the early 2010s, despite the recession. 

As the following “Information Technology Byte” box illustrates, organizations are finding 

benefits in allowing employees to work from home.  

virtual organization A 

company in which employees 

are linked to an organization’s 

centralized databases by 

computers, faxes, and video-

conferencing and rarely meet 

face-to-face.

  PeopleG2 Goes Virtual 
 In 2008, as the recession began, PeopleG2 was outgrowing its office space. Chris Dyer, 
founder and CEO of the background screening organization, decided to send most of 
his workers home. In doing so, he turned his bricks and mortar organization into one 
that is almost completely virtual. The majority of his workers now have home offices 
from which they work for the company. But saving on office space rent and weather-
ing the recession were not the only benefits of having all but three of the organization’s 
24 employees work from home. Dyer said that the move changed the company culture, 
provided more transparency, and improved performance.  78   

 Even before the office space problem and the recession, Dyer felt the organization 
needed a culture change. In the beginning, the organization was a startup and Dyer hired 
a lot of people he already knew. As outsiders joined the organization, they were having 
a difficult time fitting in with the close-knit group. Dyer wanted to leave the start-up cul-
ture behind and move on. Changing the way everyone worked had the desired effect.  79   

 Another benefit of being almost virtual for Dyer was that there is more transpar-
ency in who is doing the work. Dyer said he was better able to tell which of his remote 
workers were doing more work based on their output. He also was better able to deter-
mine which workers take the easy assignments and leave the more difficult background 
searches for others.  80   Finally, as is common when people telecommute, performance 
improved. Employees even talk about how much more productive they are now that they 
work from home. Tina Kalogeropoulos, a research manager, said, “I feel like I get so 
much more work done, there are so many less distractions. I also feel a greater sense of 
personal responsibility.”  81   

 The experience of Dyer and PeopleG2 is just an example of what is happening with 
telework in the United States. The number of teleworkers in the United States grew 
almost 80 percent between 2005 and 2012.  82   While some predicted that the recession 
would send people back to office desks, telecommuting actually grew by 16 percent 
between 2008 and 2012.  83   According to Global Workplace Analytics, 3.3 million 
 people—about 2.6 percent of the U.S. workforce—work from home full time.  84   That 
number does not include those who are self-employed or working as unpaid volunteers.  85   

 The agency also estimates that 25 million U.S. employees will work from home at 
least one day a month in 2014.  86   And Kalogeropoulos’ observation that she is more 
productive at home is backed by research. In a controlled experiment, it was found that 
employees who were allowed to work at home were more productive, less likely to quit, 
and happier than employees who worked in the office.  87    

 Information 
Technology 

Byte 

 Despite their usefulness, IT, in general, and management information systems, in particu-

lar, have some limitations. A serious potential problem is that in all the enthusiasm for MIS, 

communication via computer networks might lose the vital human element of communica-

tion. There is a strong argument that electronic communication should support face-to-face 
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communication rather than replacing it. For example, it would be wrong to make a judgment 

about an individual’s performance merely by “reading the numbers” provided by an MIS. 

Instead the numbers should be used to alert managers to individuals who may have a perfor-

mance problem. The nature of this problem should then be explored in a face-to-face meeting, 

during which more detailed information can be gathered. One drawback of using IT, such 

as e-mail and teleconferencing, is that employees may spend too much time watching their 

computer screens and communicating electronically—and little time interacting directly with 

other employees.  88   If this occurs, important and relevant information may not be obtained 

because of the lack of face-to-face contact, and the quality of decision making may fall.      

  INFORMATION AND THE MANAGER’S JOB   Computer-based 

IT is central to the operation of most organizations. By giving managers 

high-quality, timely, relevant, and relatively complete information, prop-

erly implemented IT can improve managers’ ability to coordinate and 

control the operations of an organization and to make effective decisions. 

Moreover, IT can help the organization attain a competitive advantage through its beneficial 

impact on productivity, quality, innovation, and responsiveness to customers. Thus modern 

IT is an indispensable management tool.    

  THE IT REVOLUTION   Over the last 30 years there have been rapid advances in the power 

and rapid declines in the cost of IT. Falling prices, wireless communication, computer net-

works, and software developments have all radically improved the power and efficacy of 

computer-based IT.    

  TYPES OF MANAGEMENT INFORMATION SYSTEMS   Traditionally managers used 

the organizational hierarchy as the main system for gathering the information they needed 

to coordinate and control the organization and to make effective decisions. Today manag-

ers use six main types of computer-based information systems. Listed in ascending order of 

sophistication, they are transaction-processing systems, operations information systems, deci-

sion support systems, expert systems, enterprise resource planning systems, and e-commerce 

systems.    

  THE IMPACT AND LIMITATIONS OF IT   Modern IT has changed organizational struc-

ture in many ways. Using IT, managers can create electronic strategic alliances and form a 

B2B network structure. A network structure, based on some shared form of IT, can be formed 

around one company, or a number of companies can join together to create an industry B2B 

network. Modern IT also makes organizations flatter and encourages more horizontal cross-

functional communication. As this increasingly happens across the organizational boundary, 

the term  boundaryless organizations  has been coined to refer to virtual organizations whose 

members are linked electronically.            

Summary and 
Review

LO18-1, 18-2

LO18-3

LO18-4

LO18-5
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 Management in Action    
  Topics for Discussion and Action 

  Discussion 

     1.  To be useful, information must be of high quality, be 

timely, be relevant, and be as complete as possible. 

Why does a tall management hierarchy, when used 

as a management information system, have negative 

effects on these desirable attributes?  [LO18-1]   

    2.  What is the relationship between IT and competitive 

advantage?  [LO18-2]   

    3.  Because of the growth of high-powered, low-

cost wireless communications and IT such as 

videoconferencing, many managers soon may not 

need to come into the office to do their jobs. They will 

be able to work at home. What are the pros and cons 

of such an arrangement?  [LO18-3, 18-4, 18-5]   

    4.  Many companies have reported that it is difficult 

to implement advanced management information 

systems such as ERP systems. Why do you think this 

is so? How might the roadblocks to implementation 

be removed?  [LO18-4]   

    5.  How can IT help in the new product development 

process?  [LO18-4]   

    6.  Why is face-to-face communication between managers 

still important in an organization?  [LO18-4, 18-5]     

  Action 

     7.  Ask a manager to describe the main kinds of IT that 

he or she uses on a routine basis at work.  [LO18-1, 

18-4]   

    8.  Compare the pros and cons of using a network 

structure to perform organizational activities versus 

performing all activities in-house or within one 

organizational hierarchy.  [LO18-3, 18-4, 18-5]   

    9.  What are the advantages and disadvantages of 

business-to-business networks?  [LO18-5]      

 Building Management Skills    
  Analyzing Management Information Systems  [LO18-3, 18-4]  

  Pick an organization about which you have some direct 

knowledge. It may be an organization you worked for in 

the past or are in contact with now (such as the college or 

school you attend). For this organization, answer the fol-

lowing questions:  

     1.  Describe the management information systems that 

are used to coordinate and control organizational 

activities and to help make decisions.  

    2.  Do you think that the organization’s existing MIS gives 

managers high-quality, timely, relevant, and relatively 

complete information? Why or why not?  

    3.  How might advanced IT improve the competitive 

position of this organization? In particular, try to 

identify the impact that a new MIS might have on 

the organization’s efficiency, quality, innovation, and 

responsiveness to customers.    

 Managing Ethically  [LO18-1, 18-2]     

  T
 he use of management information systems, such as 

ERPs, often gives employees access to confidential 

information from all functions and levels of an organiza-

tion. Employees can see important information about the 

company’s products that is of great value to competitors. 

As a result, many companies monitor employees’ use of 

the intranet and Internet to prevent an employee from act-

ing unethically, such as by selling this information to com-

petitors. On the other hand, with access to this information 

employees might discover that their company has been 

engaging in unethical or even illegal practices. 

  Questions 

1.  Ethically speaking, how far should a company go to 

protect its proprietary information, given that it also 

needs to protect the privacy of its employees? What 

steps can it take?  

2.  When is it ethical for employees to give information 

about a company’s unethical or illegal practices to 

a third party, such as a newspaper or government 

agency?    
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 Small Group Breakout Exercise    
  Using New Management Information Systems  [LO18-2, 18-4]  

  Form groups of three or four people, and appoint one member as the spokesperson who will communicate your 

findings to the class when called on by the instructor. Then discuss the following scenario:  

  Y
 ou are a team of managing partners of a large man-

agement consulting company. You are responsible for 

auditing your firm’s MIS to determine whether it is appropri-

ate and up to date. To your surprise, you find that although 

your organization has a wireless email system in place 

and consultants are connected into a powerful local area 

network (LAN) at all times, most of the consultants (includ-

ing partners) are not using this technology. It seems that 

most important decision making still takes place through 

the organizational hierarchy. 

 Given this situation, you are concerned that your orga-

nization is not exploiting the opportunities offered by new 

IT to obtain a competitive advantage. You have discussed 

this issue and are meeting to develop an action plan to get 

consultants to appreciate the need to learn about and use 

the new IT. 

     1.  What advantages can you tell consultants they will 

obtain when they use the new IT?  

    2.  What problems do you think you may encounter in 

convincing consultants to use the new IT?  

    3.  What steps might you take to motivate consultants to 

learn to use the new technology?    

 Exploring the World Wide Web  [LO18-2, 18-5]     

 G
o to the website for Samsung:  http://www.samsung

.com/us/ . Click on the line that says “discover” and 

look at the various products, such as the Galaxy 5, the 

Galazy note, and the Gear Fit. 

    1. Where do you believe each product is in its life cycle?  

   2. How do the products overlap? In other words, might 

some products make others reach the decline stage 

of development?   

 Be the Manager  [LO18-4]     

  Y
 ou are one of the managers of a small specialty maker 

of custom tables, chairs, and cabinets. You have been 

charged with finding ways to use IT and the Internet to 

identify new business opportunities that can improve your 

company’s competitive advantage, such as ways to reduce 

costs or attract customers. 

  Questions 

     1.  What are the various forces in a specialty furniture 

maker’s task environment that have the most effect 

on its performance?  

    2.  What kinds of IT or MIS can help the company better 

manage these forces?  

    3.  In what ways can the Internet help this organization 

improve its competitive position?    
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  Bloomberg Businessweek  Case 
in the News   

 Twitter and Amazon Go Hashtag Shopping and Solve a Problem 
No One Ever Had  [LO18-3, 18-5]  

  A
mazon.com’s  priority is to 

remove every barrier that might 

keep someone from buying some-

thing online. A particularly minuscule 

obstacle fell on Monday as Twitter 

made it possible for users to add 

items to their Amazon shopping carts 

with a tweet. 

 Just enable the service on your 

Twitter and Amazon accounts, and 

you can add a product discussed on 

Twitter by replying to the tweet and 

adding the hashtag #amazoncart. 

The next time you visit Amazon, the 

item will be in your cart, and you can 

then complete the purchase. 

 In theory, this will keep users from 

forgetting to purchase something seen 

in their Twitter timeline. Did this obsta-

cle ever actually exist? Who knows. 

At one point this morning, only about 

10 percent of the tweets that used 

#amazoncart even included a link to 

an Amazon product page, according 

to iTrendTV, a Twitter analytics firm. 

Many of the hashtag’s early adopters 

seemed to be misunderstanding the 

service or spoofing it, judging from the 

traffic on @MyAmazon, the account 

that tweets out receipts to people who 

add items to their carts. Then again, 

maybe Bridget Carey from CNET 

actually saw a tweet advertising a 

horsehead mask and decided she 

couldn’t let the moment pass. 

 The initial spike in attention was 

bound to come from Twittering cyn-

ics attempting to amuse one another. 

Perhaps the service will catch on. 

After all, the model for a successful 

advancement in online commerce 

goes like this: Technology companies 

make shopping easier, cynics scoff at 

the service—“Why would I ever give 

my credit card number to PayPal?” 

or “Why would I ever want to shop 

on my phone?”—and then people 

begin using the services. The model 

for unsuccessful advances in online 

commerce is the same, except for the 

last step. 

 If #amazoncart catches on, Amazon 

will presumably sell more horsehead 

masks, or banana slicers. Because 

users tweet their intentions to pur-

chase things, it could also give some 

free social-media publicity to Ama-

zon, Twitter, and the businesses using 

the services to sell their goods. There 

would have to be a lot of tweet-related 

shopping for Amazon to feel a differ-

ence. Its e-commerce business did 

$15.5 billion in sales last quarter, an 

increase of about 18 percent from the 

same period in 2013. 

 For Twitter, the deal presents only 

intangible benefits, since the service 

won’t get a cut of any sales that origi-

nate with tweets. What it might get is 

an additional way to induce people to 

use Twitter at a time when the com-

pany is having trouble attracting new 

users and coaxing existing users to 

stay engaged, leading some critics to 

suspect the start of a serious decline. 

If people like using the hashtag, they 

could find themselves turning to 

Twitter as a shopping environment. 

It could also inspire businesses sell-

ing things on Amazon to use Twitter 

to get the word out. All those things 

would give the company a stronger 

position to find other ways to make 

money directly. Then again, why 

would anyone want to shop directly 

through Twitter when Amazon and 

hundreds of other websites designed 

for shopping are just a click away? 

Source: Joshua Brustein, “Twitter and Amazon 

Go Hashtag Shopping and Solve a Problem 

No One Ever Had,” Bloomberg Business Week, 

May 5, 2014. Used with permission of Bloom-

berg L.P. Copyright © 2014. All rights reserved.

   Questions for 

Discussion 

    1. Do you believe hashtag ordering 

will be successful? Why or why 

not?  

   2. What are the advantage of 

hashtag ordering? What are the 

disadvantages?  

   3. Would you use hashtag 

ordering? Why or why not?     

561
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ficult and costly for an organization to enter a 

 particular task environment or industry, 164, 227
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 platforms set up to connect buyers and sellers in 

an industry, 554

B2B network structure A series of global 

strategic alliances that an organization creates 

with suppliers, manufacturers, and distributors to 

produce and market a product, 555–556

Budgets, 326

Bullying, 291

Bureaucracy A formal system of organization 

and administration designed to ensure efficiency 

and effectiveness, 41

shortcomings, 34, 42, 331–332

Weber’s principles, 40–42

Bureaucratic control Control of behavior 

by means of a comprehensive system of 

rules and standard operating procedures, 

329–333

Bureau of Mines (U.S.), 26

Business cards, 517

Business-level plan Divisional managers’ 

decisions pertaining to divisions’ long-term 

goals, overall strategy, and structure, 220
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reach a common understanding, 477. See also 

Information technology

email management, 316–317

enhancing in workplace, 275, 278

importance for managers, 478–479

ineffective, 481

modes and media, 482–488, 496

networks, 488–491

perception in, 480–481

problems in hierarchies, 296

process overview, 479–480

shortcomings of IT methods, 557–558

skills for managers, 495–501

technology, 491–495

Communication assistants, 496

Communication networks The pathways 

along which information flows in groups and 

teams and throughout the organization, 488–491

Communities as stakeholders, 102–103

Community service, 477

Compact fluorescent bulbs, 34

Company newsletters, 487

Compensation. See also Reward systems

fairness in, 104–105

Fayol’s principles, 45

for film actors, 5–6

gender disparities, 127, 136

major components, 369–371

median for general managers, 7

motivation and, 388, 401–404

as part of human resource management, 350

racial disparities, 128

at Semco, 351

Taylor’s approach, 37, 38

of top managers, 97–98, 115, 370

Competency centers, 177–178

Competition An ineffective conflict- handling 

approach in which each party tries to 

 maximize its own gain and has little interest 

in  understanding the other party’s position and 

arriving at a solution that will allow both parties 

to achieve their goals, 516

Competitive advantage

customer service as, 21–22, 250, 313, 349

GE’s efforts to maintain, 33–35

global challenges, 20–22

Competitive advantage The ability of one 

organization to outperform other organizations 

because it produces desired goods or services 

more efficiently and effectively than they do, 20

Competitors

impact on task environment, 163–165

teams as, 464–465

Competitors Organizations that produce goods 

and services that are similar to a particular 

 organization’s goods and services, 163

Complaints, 256

Completeness of information, 538

Component suppliers, 160

Compromise A way of managing conflict in 

which each party is concerned about not only 

its own goal accomplishment but also the goal 

accomplishment of the other party and is willing 

to engage in a give-and-take exchange and make 

concessions, 516

Computer programmers, 354, 356–357

Computers. See Information technology

Concentration on a single industry  

Reinvesting a company’s profits to strengthen 

its competitive position in its current 

industry, 232

Concentro containers, 546

Conceptual skills The ability to analyze and 

diagnose a situation and to distinguish between 

cause and effect, 14–15

Concurrent control Control that gives 

 managers immediate feedback on how  efficiently 

inputs are being transformed into outputs so 

managers can correct problems as they arise, 319

Conference calls, 505–506

Confidence, excessive, 190–191

Cheating, 105–106

Checkout systems, 157

Chernobyl nuclear disaster, 25

Chief executive officers

compensation, 97–98, 370

defined, 13

ethical example, 112–113

self-interested actions, 97–98

turnaround specialists, 22

women as, 432

Chief operating officers, 13

Chief sustainability officers, 197–198

Child care, 131

Childhood obesity, 91–92

China

business etiquette, 517–518

concerns about product copying in, 18

Home Depot’s withdrawal, 180

as leading outsourcing country, 17, 161, 162

relocating to, 178

worker abuses in, 23

Chiselers, 48

Circle networks, 489

City government quality initiatives, 260

Civil Rights Act (1991), 127, 352

Clan control The control exerted on  individuals 

and groups in an organization by shared 

values, norms, standards of behavior, and 

expectations, 333

Classical decision-making model 

A  prescriptive approach to decision making 

based on the assumption that the decision maker 

can identify and evaluate all possible alternatives 

and their consequences and rationally choose the 

most appropriate course of action, 191

Classroom instruction, 361–362

Clean water, 113

ClearPath Weather, 550

Closed system A system that is self-contained 

and thus not affected by changes occurring in its 

external environment, 51

Cloud computing, 546, 547, 554

Coal mining safety, 26–27

Codes of ethics, 111–112

Coercive power The ability of a manager to 

punish others, 419

Coffee business, 113–114, 528

Cohesiveness of groups, 462–465

Cola producers, 233

Coldbath Fields prison, 95

Collaboration A way of managing conflict in 

which both parties try to satisfy their goals by 

coming up with an approach that leaves them 

better off and does not require concessions on 

issues that are important to either party, 516

Collaboration software Groupware that 

promotes and facilitates collaborative, highly 

interdependent interactions and provides an 

 electronic meeting site for communication 

among team members, 493–495

Collective bargaining Negotiations between 

labor unions and managers to resolve conflicts 

and disputes about issues such as working hours, 

wages, benefits, working conditions, and job 

security, 372

Collectivism A worldview that values subordina-

tion of the individual to the goals of the group 

and adherence to the principle that people should 

be judged by their contribution to the group, 

167, 176

College basketball tournament, 275

Columbia space shuttle, 187, 197

Command, unity of, 43

Command groups Groups composed of 

 subordinates who report to the same supervisor; 

also called departments or units, 450

Commission pay, 404

Commitment, 74, 201

Common interests, 45

Communication The sharing of information 

between two or more individuals or groups to 

Business-level strategy A plan that indicates 

how a division intends to compete against its 

rivals in an industry, 220, 227–231, 325

Business-to-business commerce Trade 

that takes place between companies using IT 

and the Internet to link and coordinate the value 

chains of different companies, 553–554

Business-to-customer commerce Trade 

that takes place between a company and indi-

vidual customers using IT and the Internet, 554

Business travelers, 345

Business units, planning in, 219

C

Cab driver fraud, 110–111

Cafeteria-style benefit plans Plans from 

which employees can choose the benefits they 

want, 370

CAFTA, 174

Call centers, 313

Cambodian immigrants, 386

Capital, forms of, 171–172

Capital punishment, 95

Carcinogens in soaps, 101

Career advancement, 124

Career planning, 44–45

Carrera workstation, 194

Case in the News boxes

arbitration, 182–183

bar raisers, 376–377

Chick-fil-A menu changes, 343

Deutsche Bank investigation, 57–58

hashtag shopping, 558

hidden biases, 153–154

Higa, James, 88–89

The Lego Movie, 438–440

March Madness, 275

McDonald’s profitability, 245

Musk’s green energy investments, 30–31

older entrepreneurs, 212–213

Panasonic strategy, 310

returns on employee benefits, 408–410

Target hacking scandal, 121

team-based health care, 471–472

teleconferences, 505–506

worker centers, 532–533

Cautious organizational cultures, 80

Cell phone concept, 187

Central American Free Trade Agreement, 174

Central banks, 57–58

Centralization

authority, 297–298

Fayol’s principles, 44

impact on organizational culture, 304

Centralization The concentration of authority at 

the top of the managerial hierarchy, 44

Central positions, 523

Ceremonies, 82

Chain networks, 489

Chain of command. See also Hierarchies; Organiza-

tional structure

Fayol’s principles, 43–44

hierarchies of authority, 294

minimizing, 296–297, 314

Challenger space shuttle, 187, 197, 202

Change

challenges for firms, 334–335

evolutionary versus revolutionary, 336

force-field theory, 335–336

influence on organizational structures, 279–280, 297

managing, 336–339

resistance to, 337–338

role of emotion in, 75

Charismatic leaders Enthusiastic, self- confident 

leaders who are able to clearly  communicate their 

vision of how good things could be, 431

Charitable donation apps, 334

Charity Miles app, 334

Chatter app, 475–476

Cheaper by the Dozen, 39
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options and making determinations about specific 

organizational goals and courses of action, 187

administrative model, 191–194

biases, 200–201

classical model, 191

entrepreneurial, 206–208

ethical rules for, 103–105

in groups, 201–203

information needs, 539

learning from, 185–186, 203–206

in organizational cultures, 78, 84

in planning process, 218

programmed versus nonprogrammed, 188–191

steps in process, 194–199

uncertainties in process, 10–11

Decision-making styles, 201

Decision rules, 103–105, 188

Decision support systems Interactive 

 computer-based management  information 

 systems that managers can use to make 

 nonroutine decisions, 550

Decline stage, 543

Decoding Interpreting and trying to make sense 

of a message, 480

Defects, identifying, 258–259, 318

Defensive approach Companies and their 

managers behave ethically to the degree that 

they stay within the law and strictly abide by 

legal requirements, 115

Defining the business, 223

Delayering, 556

Delphi technique A decision-making technique 

in which group members do not meet face-to-

face but respond in writing to questions posed 

by the group leader, 206

Demand forecasts, 353

Demands, interests versus, 521

Demographic forces Outcomes of changes in, 

or changing attitudes toward, the characteristics 

of a population, such as age, gender, ethnic  origin, 

race, sexual orientation, and social class, 167

Department of State (U.S.), 44

Departments Groups of people who work 

together and possess similar skills or use the 

same knowledge, tools, or techniques to perform 

their jobs, 11

as command groups, 450

cooperation between, 44

hierarchies within, 15, 44

organizational structures based on, 285–286

planning in, 219

Deregulation, 168

Derivatives, 165

Design of products, 259

Development Building the knowledge and skills 

of organizational members so they are prepared to 

take on new responsibilities and challenges, 361

approaches, 362–363

of groups and teams, 458–459

as part of human resource management, 348

at Zappos, 349

Developmental consideration Behavior 

a leader engages in to support and encourage 

 followers and help them develop and grow on 

the job, 431–432

Deviance in groups and teams, 459–462

Devil’s advocacy Critical analysis of a  preferred 

alternative, made in response to  challenges raised 

by a group member who, playing the role of 

devil’s advocate, defends unpopular or opposing 

alternatives for the sake of argument, 202–203

Dialectical inquiry Critical analysis of two pre-

ferred alternatives in order to find an even better 

alternative for the organization to adopt, 203

Dialysis clinics, 145–146

Differentiation strategy Distinguishing an 

organization’s products from the products of 

competitors on dimensions such as product 

design, quality, or after-sales service, 8, 228–229

influence on organizational structure, 280

methods of achieving, 249–250

Cost controls in film production, 10

Cost of information, 193

Cotton production, 162

Crafts production, 35

Creativity A decision maker’s ability to discover 

original and novel ideas that lead to feasible 

alternative courses of action, 203

diversity’s advantages, 137

emotion in, 433–434

entrepreneurship and, 206–208

mood states and, 74

in organizational cultures, 79, 84, 278

promoting, 205–206, 413, 414

Credit card data theft, 121

Credos, 111–112

Crime, changing views about, 94–95

Crisis management, 25–27

Criticism, avoiding, 368, 369

Croslite resin, 232

Cross-departmental responsibility, 13

Cross-functional teams Groups of managers 

brought together from different departments to 

perform organizational tasks, 53, 293

competitive advantage from, 293

customer service, 447

permanent, 299

product development benefits, 269–270, 299

synergies from, 446

top management teams as, 449

Cross-functioning, 47, 259

Cross-training, 21

CT scanners, 478

Culture. See National culture; Organizational culture

Currency market manipulation, 57–58

Current ratio, 324

Customer Loyalty Teams, 349

Customer relationship management A 

technique that uses IT to develop an ongoing 

relationship with customers to maximize the 

value an organization can deliver to them over 

time, 255

benefits of, 255–256

software, 475, 553

Customers Individuals and groups that 

buy the goods and services an organization 

produces, 163

basic wants of, 253

divisional structures based on, 290

impact on task environment, 163

involving in product development, 267

performance appraisals by, 367

as stakeholders, 100–102

Customer service

as benefit of treating workers well, 345–347

as competitive advantage, 21–22, 250, 313, 349

diversity’s advantages, 137

from groups and teams, 446–447

improving quality, 256–260, 283, 430

improving responsiveness, 252–256, 317–318

motivation to provide, 388

training, 283

in value chain management, 252

D

Data Raw, unsummarized, and unanalyzed 

facts, 537

Data analysis skills, 325

Database systems, 545–546

Day care facilities, 131

Days sales outstanding, 324

Death penalty, 95

Debt-to-assets ratio, 324

Decentralization, 44, 173, 304

Decentralizing authority Giving lower-level 

managers and nonmanagerial employees the 

right to make important decisions about how to 

use organizational resources, 297–298

Decisional roles of managers, 12, 133

Decision making The process by which  managers 

respond to opportunities and threats by analyzing 

Conflict

Collins’s view, 46

helping groups to manage, 468

levels of, 511–512

management strategies, 516–519

political strategies to address, 521–528

sources, 514–515, 516–517

in teleconferences, 505

types, 512–514

Conflict minerals, 23, 109

Conformity, 459–462, 463–464

Conscientiousness The tendency to be careful, 

scrupulous, and persevering, 65–66

Conservative cultures, 300

Consideration Behavior indicating that a 

 manager trusts, respects, and cares about 

 subordinates, 422, 423

Consistency in planning process, 221

Contingency models of leadership, 424–429

Contingency planning, 222

Contingency theory The idea that the 

 organizational structures and control systems 

managers choose depend on (are contingent on) 

characteristics of the external environment in 

which the organization operates, 52–54

Continuity in planning process, 218

Contract books Written agreements that detail 

product development factors such as responsi-

bilities, resource commitments, budgets, time 

lines, and development milestones, 269

Control. See also Organizational control

illusion of, 200

locus of, 67–68, 207

Controlling Evaluating how well an  organization 

is achieving its goals and taking action to 

 maintain or improve performance; one of the 

four principal tasks of management, 10, 84

Controlling the agenda, 527

Control systems Formal target-setting, 

 monitoring, evaluation, and feedback systems 

that provide managers with information about 

how well the organization’s strategy and 

 structure are working, 318

applying, 319–323

behavior control, 327–333

clan control, 333–334

information needs, 539–540

output control, 323–327

use of IT, 318–319, 329

Convenience, 254

Conversion stage, 51

Conveyor belts, 38

Cooperation Council for the Arab States of the 

Gulf, 174

Coordination

of divisions and functions in firms, 293–300

information needs, 541–542

mechanisms, 298–300

Core competency The specific set of 

 departmental skills, knowledge, and  experience 

that allows one organization to outperform 

another, 15

Core members The members of a team who 

bear primary responsibility for the success of a 

project and who stay with a project from incep-

tion to completion, 269

Corporate-level plans Top management’s 

decisions pertaining to the organization’s 

 mission, overall strategy, and structure, 219–220

Corporate-level strategies Plans that 

 indicate in which industries and national  

markets organizations intend to compete, 

219–220, 231–232

diversification, 234–237

industry concentration, 232

international expansion, 237–241

vertical integration, 233–234

Corporate social responsibility. See Social 

responsibility

Corrective actions, 321, 322

Cosmetics industry, 22–23
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organization’s stock at a certain price during a 

certain period or under certain  conditions, 403

for top managers, 97, 98, 115

Employee stock ownership plans, 304

Employment relationships, 303

Empowerment The expansion of  employees’ 

knowledge, tasks, and decision-making 

 responsibilities, 19

benefits of, 19, 296–297, 421

The expansion of employees’ knowledge, tasks, 

and decision- making responsibilities, 421

in learning organizations, 204

Encoding Translating a message into understandable 

symbols or language, 479, 495–496

Engineering firms, 289

Enhancement, rites of, 82

EnterpriseIQ, 552

Enterprise resource planning  systems 

Multimodule application software packages that 

coordinate the functional activities necessary to 

move products from the design stage to the final 

customer stage, 551–553

Entertainment industry, 3–4, 128–129

Entrepreneurial cultures, 300

Entrepreneurs Individuals who notice 

 opportunities and decide how to mobilize 

the resources necessary to produce new and 

improved goods and services, 206

creativity, 206–208

as managers, 207–208

managers as, 12, 133

needs of, 76–77

overconfidence, 191

role in creating organizational culture, 78–79, 81

Entrepreneurship The mobilization of 

resources to take advantage of an opportunity to 

provide customers with new or improved goods 

and services, 207–208, 212–213

Entropy The tendency of a closed system to lose 

its ability to control itself and thus to dissolve 

and disintegrate, 51

Environmental factors

general environment, 165–169

global, 169–174

Hawthorne effect, 47–48

influence on organizational structures, 279–280

management theories focused on, 51–54

national cultures, 175–179

overview, 158–159

task environment, 159–165

Environmental protection. See also Sustainability

in mining activities, 109

Nature Conservancy alliances, 524–525

Soap Dispensary business, 101–102

Subaru’s efforts, 72–73

eProv Studio, 213

Equal employment opportunity The equal 

right of all citizens to the opportunity to obtain 

employment regardless of their  gender, age, race, 

country of origin, religion, or disabilities, 352

Equal Employment Opportunity Commission, 352

Equal Pay Act (1963), 127, 352, 371

Equity The justice, impartiality, and fairness to 

which all organizational members are entitled, 

44, 393

Equity theory A theory of motivation that 

focuses on people’s perceptions of the fairness 

of their work outcomes relative to their work 

inputs, 392–395, 401

ERG theory The theory that three universal needs—

for existence, relatedness, and growth—constitute a 

hierarchy of needs and motivate behavior.  Alderfer 

proposed that needs at more than one level can be 

motivational at the same time, 390–391

eRoom software, 494

Errors, 198–199, 200, 434

Escalating commitment A source of 

 cognitive bias resulting from the tendency to 

commit additional resources to a project even if 

evidence shows that the project is failing, 201

Escape the City website, 382–383

Divisions

coordinating within firms, 293–300

goals, 325, 327

planning in, 219, 220

Dodd-Frank Act, 23

Downsizing, 17, 73

Drive-through sales, 245

Dual command, 43

Dual reporting relationships, 291, 293

DVD rentals, 229–230

Dyeing processes, 162

E

E-book readers, 22

E-commerce Trade that takes place between 

companies, and between companies and 

 individual customers, using IT and the Internet, 

216, 553–554, 558. See also Online retailing

Economically feasible choices, 196

Economic conditions, 72, 166, 179

Economic forces Interest rates, inflation, 

unemployment, economic growth, and other 

factors that affect the general health and well-

being of a nation or the regional economy of an 

organization, 166

Economies of scale Cost advantages 

 associated with large operations, 164

Education, 14–15, 16, 363

Effectiveness A measure of the appropriateness 

of the goals an organization is pursuing and the 

degree to which the organization achieves those 

goals, 6

Efficiency A measure of how well or how 

 productively resources are used to achieve 

a goal, 5

airline industry programs, 247–249

as competitive advantage, 21, 250, 313–314

in fast food business, 245

organizational controls, 320

quality and, 256–257

role of effective communication, 478

Taylor’s emphasis, 37–38

in value chain management, 261–266

Effort, 381–382, 385, 386

Electronics industry changes, 310

Email

average volume, 485

gender differences in use, 501

management monitoring, 487

managing, 316–317

shortcomings, 483, 485–486

when to use, 496

Embryonic stage, 543

Emotional intelligence The ability to 

understand and manage one’s own moods and 

emotions and the moods and emotions of other 

people, 76–77, 433–434

Emotions Intense, relatively short-lived feelings, 

74–75, 80

Empathy, 76, 498

Employee benefits

assessing motivational impact, 408–410

common types, 370–371

at Four Seasons, 346

Employee-centered behaviors, 424

Employees. See also Compensation

attitudes, 70–74

benefits of treating well, 116, 117, 304–305, 

345–347, 423

diversity. See Diversity

encouraging ideas from, 47, 50, 258

Hawthorne effect, 47–48

resistance to scientific management, 38

as stakeholders, 99

as temporary salespersons, 19

Theory X and Y views of, 48–49

tracking activities, 535–536

unionized, 160, 371–372

Employee stock options A financial instru-

ment that entitles the bearer to buy shares of an 

Difficult goals, 395–396

Digital piracy, 4, 105

Dilemmas, ethical, 93

Direction, from planning, 218

Directive behaviors, 428

Direct supervision, 327–328

Disabled employees, 129–130, 140–141, 496

Discipline Obedience, energy, application, and 

other outward marks of respect for a superior’s 

authority, 45, 46

Discrimination

age-based, 126–127, 143

based on disability, 129–130

continuing problems, 126

Costco lawsuit, 423

gender-based, 126, 136, 143–144

in job interviews, 359

lawsuits, 138, 142–143

major laws against, 352

overt, 142–144

perceptual bias and, 140–142

recent trends, 136

religious, 129

sexual orientation, 131–132

Dismissals, 518

Disseminators, managers as, 12, 133

Distance, as declining barrier, 173

Distance learning, 363

Distorted messages, 296

Distributive justice A moral principle 

 calling for fair distribution of pay, promotions, 

and other organizational resources based on 

 meaningful contributions that individuals have 

made and not personal characteristics over 

which they have no control, 136, 395

Distributive negotiation Adversarial 

 negotiation in which the parties in conflict 

 compete to win the most resources while 

 conceding as little as possible, 519, 520

Distributors Organizations that help other 

 organizations sell their goods or services to 

 customers, 99, 162–163

Disturbance handlers, managers as, 12, 133

Diversification Expanding a company’s  business 

operations into a new industry in order to produce 

new kinds of valuable goods or  services, 234–237

Diversity Dissimilarities or differences among 

people due to age, gender, race, ethnicity, 

religion, sexual orientation, socioeconomic 

background, education, experience, physical 

appearance, capabilities/disabilities, and any 

other characteristic that is used to distinguish 

between people, 125

advantages in organizations, 79

cultural, 177

of decision makers, 203

effective management, 24, 133–138, 144–148

in groups and teams, 464

hidden biases and, 153–154

importance of awareness, 125–126

major types, 126–133

mentoring and, 363

perception and, 138–144

at PricewaterhouseCoopers, 123–125

sexual harassment and, 148–150

as source of conflict, 517

Diversity awareness programs, 145, 147, 153–154

Diversity circles, 124–125

Diversity education, 146, 147

Divestitures

to concentrate on core business, 236–237

by GE, 34–35, 234

by PepsiCo, 235

Divisional structure An organizational 

 structure composed of separate business units 

within which are the functions that work 

together to produce a specific product for a 

 specific customer, 287–290

Division of labor Splitting the work to be per-

formed into particular tasks and  assigning tasks to 

individual workers, 454. See also Specialization
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Fitness apps, 334

Fitness trend, 167

Five forces model, 227

Fixed-position layouts, 262

Flat organizations, 295, 296–298, 304, 556

Flexibility

to accommodate diversity, 146

competitive advantage from, 21, 250

in job design, 355

in organizational cultures, 78

of organizational structure, 280, 297

in planning process, 218

via outsourcing, 353

Flexible manufacturing The set of techniques 

that attempt to reduce the costs associated 

with the product assembly process or the way 

 services are delivered to customers, 261, 263

Flower stores, 185–186

Focused differentiation strategy Serving 

only one segment of the overall market and 

 trying to be the most differentiated organization 

serving that segment, 229

Focused low-cost strategy Serving only 

one segment of the overall market and trying 

to be the lowest-cost organization serving that 

segment, 229

Focus on Diversity boxes

admitting mistakes, 434

sexual orientation, 131–132

Sodexo and Principal Financial, 134–135

UPS decision making, 188–189

Folkways The routine social conventions of 

everyday life, 175

Food for Good, 300

Football wearables, 536

Forced rankings, 365–366

Force-field theory, 335–336

Forecasting labor supply and demand, 353

Formal appraisals Appraisals conducted 

at a set time during the year and based on 

 performance dimensions and measures that 

were specified in advance, 368, 369. See also 

 Performance appraisal

Formal communications, 490

Formal groups Groups that managers establish 

to achieve organizational goals, 449

Formality, 78, 81, 83

Formal leaders, 457

Forming stage, 458

Forward vertical integration, 233, 234

Foundations, worker center funding from, 532, 533

Founders, 78–79, 81

Franchises, 199

Franchising Selling to a foreign organization 

the rights to use a brand name and operating 

 know-how in return for a lump-sum payment 

and a share of the profits, 239

Free trade agreements, 168–169, 174, 182–183

Free-trade doctrine The idea that if each 

country specializes in the production of the 

goods and services that it can produce most 

efficiently, this will make the best use of global 

resources, 172

Friendship groups Informal groups composed 

of employees who enjoy one another’s company 

and socialize with one another, 453

Functional conflict resolution, 516

Functional-level plan Functional  managers’ 

decisions pertaining to the goals that they 

propose to pursue to help the division attain its 

business-level goals, 220–221

Functional-level strategy A plan of action to 

improve the ability of each of an organization’s 

functions to perform its task-specific activities in 

ways that add value to an organization’s goods 

and services, 220–221, 250–252, 325

Functional structure An organizational 

structure composed of all the departments that 

an organization requires to produce its goods or 

services, 285–286

Functions, coordinating within firms, 293–300

 embedded in a computer, to solve problems that 

ordinarily require human expertise, 551

Exporting Making products at home and selling 

them abroad, 238

External locus of control The tendency to 

locate responsibility for one’s fate in outside 

forces and to believe one’s own behavior has 

little impact on outcomes, 68, 207

External networks, 491

External recruiting, 356–357

Extinction Curtailing the performance of 

 dysfunctional behaviors by eliminating whatever 

is reinforcing them, 398

Extraversion The tendency to experience 

 positive emotions and moods and to feel good 

about oneself and the rest of the world, 64, 65

Extrinsically motivated behavior Behavior 

that is performed to acquire material or social 

rewards or to avoid punishment, 383

Eyeglasses, 113

F

Face-to-face communication, 482–484

Facilities layout The strategy of designing 

the machine–worker interface to increase 

 operating system efficiency, 261–263

Fair Labor Standards Act (1938), 371

Fairness, 393, 521

Family and Medical Leave Act (1993), 127, 352

Family-friendly benefits, 370–371, 380

Fashion websites, 61–63

Fast foods

Chick-fil-A menu changes, 343

contribution to childhood obesity, 91

industry responses to ethical challenges, 102–103

job design, 282

sales volumes, 245

FastTrac Boomer program, 213

Fatigue, 39

Federal Aviation Administration, 9

Feedback

in communications model, 479, 480

effective, 368–369

in goal-setting theory, 396

in job design, 284

learning from, 198–199, 350

mechanisms for, 497

in performance appraisal, 350, 364

Feedback control Control that gives managers 

information about customers’ reactions to goods 

and services so corrective action can be taken if 

necessary, 319

Feedback phase, 479, 480

Feedforward control Control that allows 

 managers to anticipate problems before they 

arise, 318–319

Fiedler’s contingency model, 425–427, 429

Figureheads, managers as, 12, 133

Film production companies

actor compensation, 5–6

Lego Movie challenges, 438–440

management challenges, 3–4

organizational structure, 277–278

planning by, 8

Filtering Withholding part of a message because 

of the mistaken belief that the receiver does not 

need or will not want the information, 496–497

Financial capital, 171

Financial industry

currency market manipulation, 57–58

ethical failures, 110, 115

factors in 2008 crisis, 165

protests against, 95

risks, 34

Financial performance measures, 323–325

Financial problems, candor about, 434

FireEye software, 121

First-line managers Managers who are 

responsible for the daily supervision of 

 nonmanagerial employees, 11

Esprit de corps Shared feelings of 

 comradeship, enthusiasm, or devotion to 

a  common cause among members of a 

group, 45

Esteem needs, 390

Ethical dilemmas The quandaries people find 

themselves in when they have to decide if they 

should act in a way that might help another 

person or group even though doing so might go 

against their own self-interest, 93

Ethics The inner guiding moral principles, values, 

and beliefs that people use to analyze or interpret 

a situation and then decide what is the right or 

appropriate way to behave, 93

changing standards, 94–95

decision-making criteria, 103–105, 196

importance for managers, 22–23, 105–107

individual, 110–111

laws and dilemmas, 93–94

of managing diverse workforce, 136–137

in meatpacking industry, 56

occupational, 109–110

organizational, 111–114, 303

role of emotion in decisions, 74

social responsibility and, 114–117

societal, 107–109

stakeholders, 95–103

Ethics in Action boxes

Accord on Fire and Building Safety, 99–100

Apple supplier oversight, 23

disabled employees, 140–141

El Faro Estate Coffee, 528

email and Internet use, 487

employee treatment at McDonald’s, 38–39

environmental protection by Subaru, 72–73

Gentle Giant Moving Company, 69–70

government conflict with builders, 513–514

mine worker safety, 26–27

Nature Conservancy alliances, 524–525

Netflix culture, 332–333

Soap Dispensary, 101–102

sustainable decisions, 197–198

team leadership, 457–458

Zingerman’s servant leadership, 416–417

Ethics ombudspersons Managers  responsible 

for communicating and teaching ethical 

 standards to all employees and monitoring their 

conformity to those standards, 117

Ethnic diversity, 128–129

Ethnic minorities. See Minorities

European Union, 168

Evaluating changes, 339

Evolutionary change Change that is gradual, 

incremental, and narrowly focused, 336

Exception, managing by, 297, 329

Executive compensation, 97–98, 115, 370

Executive support systems Sophisticated 

versions of decision support systems that are 

designed to meet the needs of top managers, 550

Exercise price, 403

Exhaust data, 325

Existence needs, 391

Expat Explorer Survey, 178–179

Expatriates, 178–179

Expectancy In expectancy theory, a perception 

about the extent to which effort results in a 

 certain level of performance, 385

Expectancy theory The theory that  motivation 

will be high when workers believe that high 

 levels of effort lead to high performance and 

high performance leads to the attainment of 

desired outcomes, 384–388, 401, 427

Experience

development via, 362–363

openness to, 65, 66–67

Expertise, 47, 190–191, 527

Expert power Power that is based on the special 

knowledge, skills, and expertise that a leader 

possesses, 419–420

Expert systems Management informa-

tion  systems that employ human knowledge, 



Free ebooks ==>   www.ebook777.com
 Index 627

and proposes that  motivator needs must be met for 

motivation and job  satisfaction to be high, 391–392

Heterogeneous System Architecture, 166

Heuristics Rules of thumb that simplify decision 

making, 200

Hidden work biases, 153–154

Hierarchies. See also Organizational structure

departmental, 15, 44

environments favoring, 53

Fayol’s principles, 43–44

as information systems, 548–549

minimizing, 296–297, 556

shortcomings, 295–296

in Weber’s theory, 41

Hierarchy of authority An organization’s 

chain of command, specifying the relative 

authority of each manager, 294

Hierarchy of needs An arrangement of five 

basic needs that, according to Maslow, motivate 

behavior. Maslow proposed that the lowest level 

of unmet needs is the prime motivator and that 

only one level of needs is motivational at a time, 

389–390

Hiring process. See Recruitment; Selection

Hispanics, 128

HIV-positive employees, 130, 352–353

Hofstede’s model, 175–177

Holacracy, 314

Holidays, 129

Honesty in recruiting, 358

Honesty tests, 360

Horizontal communication, 490

Hospitals, infection control, 75

Hostile work environment sexual 

 harassment Telling lewd jokes,  displaying 

pornography, making sexually oriented remarks 

about someone’s personal appearance, and 

other sex-related actions that make the work 

 environment unpleasant, 149

Hotel industry, 345–347

House’s path–goal theory, 427–428, 429

Human capital, 171

Human-created crises, 25

Human immunodeficiency virus, 130

Human relations movement A management 

approach that advocates the idea that supervisors 

should receive behavioral training to manage 

subordinates in ways that elicit their cooperation 

and increase their productivity, 48

Human resource management Activities 

that managers engage in to attract and retain 

employees and to ensure that they perform at a 

high level and contribute to the accomplishment 

of organizational goals, 347

diversity programs, 24

ethical failures, 110

influence on organizational structures, 281

legal environment, 351–353

major components, 348–351

Human resource planning Activities that 

managers engage in to forecast their current and 

future needs for human resources, 353–354

Human rights, 38–39. See also Ethics

Human skills The ability to understand, 

alter, lead, and control the behavior of other 

 individuals and groups, 15

Human trafficking, 88

Hygiene needs, 391

Hypercompetition Permanent, ongoing, intense 

competition brought about in an industry by 

advancing technology or changing customer 

tastes, 227

I

Ideas, soliciting, 267

Ideas for new products, 267

Ignition switch problem, 225–226

Illusion of control A source of cognitive bias 

resulting from the tendency to overestimate one’s 

own ability to control activities and events, 200

Goal-setting theory A theory that focuses 

on identifying the types of goals that are most 

effective in producing high levels of motivation 

and performance and explaining why goals have 

these effects, 395–396, 401

Gold Box deals, 448

Good to Great (Collins), 46

Gore-Tex, 443

Government quality initiatives, 260

Government subsidies to business, 30, 31

Grand River assembly plant, 263

Grapevine An informal communication network 

along which unofficial information flows, 491

Graphic rating scale, 365, 366

Green Belts (Six Sigma), 260

Grievance procedures, 372

Grilled chicken sandwiches, 343

Ground stations (UPS), 549

group cohesiveness The degree to which 

 members are attracted to or loyal to their group, 462

Group creativity, 205–206

Group decision making, 201–203

Group decision support systems 

Executive support systems that link top 

 managers so they can function as a team, 550

Group dynamics

cohesiveness, 462–465

group development, 458–459

leadership, 457–458

norms, 459–462

size, tasks, and roles, 454–456

Group norms Shared guidelines or rules for 

behavior that most group members follow, 

459–462, 463–464

Group rewards, 402, 452

Group role A set of behaviors and tasks that 

a member of a group is expected to perform 

because of his or her position in the group, 456

Groups Collections of two or more people who 

interact with each other to accomplish certain 

goals or meet certain needs, 445. See also Teams

communication networks, 488–490

enhancing performance with, 446–447

high performing, 465–468

types, 449–454

Groupthink A pattern of faulty and biased 

 decision making that occurs in groups whose 

members strive for agreement among  themselves 

at the expense of accurately assessing 

 information relevant to a decision, 202, 449

Groupware Computer software that enables 

members of groups and teams to share 

 information with one another, 492–493

Growth needs, 391

Growth stage, 543

H

Hackers, 121

Haiyan (Typhoon), 25

Handshakes, 517

Hand-washing, 75

Happy Meals, 245

Hawthorne effect The finding that a manager’s 

behavior or leadership approach can affect 

 workers’ level of performance, 48

Hawthorne studies, 47–48

Hazardous substances in soaps, 101

Health care

insurance benefits, 370, 408, 409

promoting infection control, 75

on-site, 380

team-based, 471–472

Health trend, 167

Healthy Weight Commitment Foundation, 92

Hedgehog Principle, 46

Herzberg’s motivator-hygiene theory 

A need theory that distinguishes between  motivator 

needs (related to the nature of the work itself) and 

hygiene needs (related to the physical and psycho-

logical context in which the work is performed) 

G

Garage organizers, 199

Garment industry safety, 99–100

Gates Foundation, 96

Gay and lesbian workers, 124, 131–132

Gender and leadership, 432–433

Gender-based conflict, 516

Gender differences in communication, 500–501

Gender discrimination, 126, 136, 143–144, 423

Gender diversity, 127–128

Gender schemas Preconceived beliefs or 

ideas about the nature of men and women and 

their traits, attitudes, behaviors, and preferences, 

139, 140

General Agreement on Tariffs and Trade, 173

General and Industrial Management (Fayol), 7

General environment The wide-ranging 

global, economic, technological, sociocultural, 

demographic, political, and legal forces that 

affect an organization and its task environment, 

159, 165–169

Generation Y, 188–189

Geographic structure An organizational 

structure in which each region of a country or 

area of the world is served by a self-contained 

division, 288–290

Geopolitical tensions, 25

GeoSpring water heater, 18

Germany

investments in training, 21

opposition to arbitration clauses, 182

reputation for ethics, 107

reputation for social responsibility, 116

Gift cards, 402

Glass ceiling metaphor alluding to the 

invisible barriers that prevent minorities and 

women from being promoted to top corporate 

positions, 126

Global business ethics, 22–23

Global environment The set of global 

forces and conditions that operates beyond an 

 organization’s boundaries but affects a man-

ager’s ability to acquire and utilize resources, 

158, 169–174

Global geographic structures, 289, 290

Globalization The set of specific and general 

forces that work together to integrate and 

 connect economic, political, and social systems 

across countries, cultures, or geographical 

regions so that nations become increasingly 

interdependent and similar, 170

major effects, 170–174

management challenges, 20–27

outsourcing and, 17

of websites, 157–158

workplace safety and, 99–100

Global network structures, 555–556

Global organizations Organizations that 

 operate and compete in more than one 

 country, 20, 158

Global outsourcing The purchase or 

 production of inputs or final products from 

 overseas suppliers to lower costs and improve 

product quality or design, 161. See also 

Outsourcing

Global product structures, 290

Global strategy Selling the same standardized 

product and using the same basic marketing 

approach in each national market, 237–241

Global virtual teams, 453

Global warming, 25

Goals

conflicts over, 514–515

establishing for firms, 223–224

of groups and teams, 445, 464, 465–466

importance to managers, 5

leading subordinates to achieve, 427–428

for quality, 258

superordinate, 520

use in organizational control, 320, 325–326, 327
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Internet A global system of computer 

networks, 491

data storage, 546

efficiency gains from, 265–266

elements of, 491

global presence, 157–158

meal ordering via, 254

surfing on work time, 486, 487

Internships, 357

Interorganizational conflict, 513–514

Interpersonal conflict, 512

Interpersonal justice A person’s perception of 

the fairness of the interpersonal treatment he or 

she receives from whoever distributes outcomes 

to him or her, 395

Interpersonal roles of managers, 12, 133

Interpersonal skills of women in leadership, 433

Interviews (employment)

bar raisers role, 376–377

at Semco, 351

types, 359–360

Intragroup conflict, 512–513

Intranets Companywide systems of computer 

networks, 491–492

Intrapreneurs Managers, scientists, or 

 researchers who work inside an organization and 

notice opportunities to develop new or improved 

products and better ways to make them, 207, 208

Intrinsically motivated behavior Behavior 

that is performed for its own sake, 382–383

Introverts, 64

Intuition Feelings, beliefs, and hunches that 

come readily to mind, require little effort and 

information gathering, and result in on-the-spot 

 decisions, 189–190

Invention Hub, 88

Inventory The stock of raw materials, inputs, and 

component parts that an organization has on 

hand at a particular time, 259

Inventory management, 216, 259, 263–264

Inventory turnover, 324

Investors, 96

iPhone, 543

iPod, 187, 543

Irreplaceability, 523

J

Japan

collectivism in, 176

discrimination in, 143

earthquake (2011), 73

investments in training, 21

linguistic style, 500

Moritz’s experience, 124

reputation for ethics, 107

reputation for social responsibility, 116

trade barriers, 165

Jargon Specialized language that members of an 

occupation, group, or organization develop to facil-

itate communication among themselves, 83, 496

Jewelry industry, 108–109

Job analysis Identifying the tasks, duties, 

and responsibilities that make up a job and 

the knowledge, skills, and abilities needed to 

 perform the job, 355–356

Job characteristics model, 283–285

Job descriptions, 355

Job design The process by which managers 

decide how to divide tasks into specific jobs, 

282–285

Job enlargement Increasing the number of 

different tasks in a given job by changing the 

division of labor, 282

Job enrichment Increasing the degree of 

 responsibility a worker has over his or her job, 283

Job-oriented behaviors, 424

Job rotation, 518

Job satisfaction The collection of feelings and 

beliefs that managers have about their current 

jobs, 70–73, 80

enabling virtual teams, 452–453

as factor in restructuring, 17, 556–557

IBM services, 177–178

limitations, 557–558

major effects on markets, 542–545

MIS systems, 538–539, 548–554

opportunities resulting from, 166, 230–231, 542, 

545–548, 555–556

outsourcing, 17

seeking new ways to use, 25

use in flexible manufacturing, 261, 263

Information Technology Byte boxes

Amazon pizza teams, 447–448

enterprise resource planning systems, 552

Fog Creek Software, 356–357

virtual organizations, 557

wikis, 494–495

Windows XP, 544

Initiating structure Behavior that  managers 

engage in to ensure that work gets done, 

 subordinates perform their jobs acceptably, 

and the organization is efficient and 

effective, 424

Initiative The ability to act on one’s own without 

direction from a superior, 45

Initiative for Responsible Mining Assurance, 109

Innovation The process of creating new or 

improved goods and services or developing 

 better ways to produce or provide them, 21

competitive advantage from, 21, 250

hindrances in large firms, 34, 331–332

impact of control systems, 318

impact on product life cycles, 18

opportunities resulting from, 166

in organizational cultures, 78, 79, 83–84

promoting, 205–206, 208, 266–271, 461–462

role of effective communication, 478

synergies from, 235

from teams, 443–445, 447–448

Inputs Anything a person contributes to his or her 

job or organization, 384

Input stage, 51

Insourcing, 18–19

Instant messaging, 486

Instant photography, 252–253

Instructions, software, 542

Instrumentality In expectancy theory, a 

 perception about the extent to which perfor-

mance results in the attainment of outcomes, 386

Instrumental values Modes of conduct that 

individuals seek to follow, 69, 80

Integrad (UPS), 189

Integrating mechanisms Organizing tools 

that managers can use to increase communication 

and coordination among functions and  divisions, 

298–300, 519

Integrating roles, 299–300

Integration, rites of, 82

Integrative bargaining Cooperative 

 negotiation in which the parties in conflict work 

together to achieve a resolution that is good for 

them both, 519–521

Intellectual stimulation Behavior a leader 

engages in to make followers aware of problems 

and view these problems in new ways, consistent 

with the leader’s vision, 431

Intelligence, emotional, 76–77

Interest groups Informal groups composed 

of employees seeking to achieve a  common 

goal related to their membership in an 

organization, 453

Interests, demands versus, 521

Intergroup conflict, 513

Intermediate-term plans, 221

Internal locus of control The tendency 

to locate responsibility for one’s fate within 

 oneself, 67, 207

Internal recruiting, 357–358

International agreements, 168–169, 174, 182–183

International expansion strategies, 237–241

International Space Station, 481

Impersonal written communication, 487–488

Implementing changes, 338

Implementing decisions, 198

Implied Association Test, 153

Importing Selling products at home that are made 

abroad, 238–239

Incentives. See also Motivation; Reward systems

Collins’s view, 46

organizational cultures and, 304

for quality, 258

in scientific management, 37, 38

Incomplete information, 192, 194

Incremental improvement, 46

Incremental product innovation The 

gradual improvement and refinement of  existing 

products that occur over time as existing 

 technologies are perfected, 266

India

food maker challenges in, 237

as leading outsourcing country, 17, 354–355

Individual ethics Personal standards and 

values that determine how people view their 

 responsibilities to others and how they should 

act in situations when their own self-interests are 

at stake, 110

Individualism A worldview that values 

 individual freedom and self-expression and 

adherence to the principle that people should be 

judged by their individual achievements rather 

than by their social background, 167, 175–176

Individual rewards, 402

Industrial revolution, 35–36

Industry concentration strategies, 232

Inequity Lack of fairness, 393

Inert cultures, 304–305, 338

Informal appraisals Unscheduled appraisal of 

ongoing progress and areas for improvement, 

368, 369

Informal authority, 43

Informal communications, 490, 491

Informal groups Groups that managers or 

 nonmanagerial employees form to help achieve 

their own goals or meet their own needs, 449

Informality, 79, 81, 83

Informal leaders, 457

Informal organization The system of 

 behavioral rules and norms that emerge 

in a group, 48

Information

major needs, 539–542

useful, 537–538

Information Data that are organized in a 

 meaningful fashion, 537

Informational justice A person’s perception of 

the extent to which his or her manager provides 

explanations for decisions and the procedures 

used to arrive at them, 395

Informational roles of managers, 12, 133

Information costs, 193

Information distortion Changes in the 

 meaning of a message as the message passes 

through a series of senders and receivers, 497

Information overload The potential for 

 important information to be ignored or 

 overlooked while tangential information receives 

attention, 488

Information richness The amount of 

 information that a communication medium 

can carry and the extent to which the medium 

enables the sender and receiver to reach a 

 common understanding, 482–488

Information technology The set of methods 

or techniques for acquiring, organizing, storing, 

manipulating, and transmitting information, 

538–539

for communication, 491–495

for control systems, 318–319, 329, 537–538

customer relationship management, 255–256, 

475, 553

efficiency gains from, 265–266

as empowerment tool, 19
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M

Mac Pro, 161

Mainframes, 545, 547

Malware, 121

Management The planning, organizing, leading, 

and controlling of human and other resources 

to achieve organizational goals efficiently and 

effectively, 5

benefits of studying, 6–7

entrepreneurship versus, 207–208

global challenges, 20–27

levels, 11–14

major functions, 7–11

organizational culture and, 78–80, 83–84

overview, 5–6

recent trends, 17–19

required skills, 14–16, 207–208

Management by objectives A goal-setting 

process in which a manager and each of his or 

her subordinates negotiate specific goals and 

objectives for the subordinate to achieve and 

then periodically evaluate the extent to which the 

subordinate is achieving those goals, 328–329

Management by wandering around 

A face-to-face communication technique in 

which a manager walks around a work area and 

talks informally with employees about issues 

and concerns, 484

Management information systems  Specific 

form of IT that managers utilize to generate 

the specific, detailed information they need to 

 perform their roles effectively, 50, 538–539

enhanced control from, 319

limitations, 557–558

types, 548–554

Management Insight boxes

Afghanistan power project, 321–322

big data, 540–541

Collins, Jim, 46

consideration at Costco, 423

Crocs strategy, 232

email, 316–317

emotions and change, 75

Enterprise Holdings, 388

expatriates, 178–179

face-to-face communication, 483

IDEO team innovation, 461–462

learning by GarageTek, 199

Miami Dolphins, 291

motivation at Container Store, 386–387

Panera 2.0, 254

PepsiCo strategy, 235–236

philanthrofits, 334

quality at Lego Group, 270–271

quantitative skills, 325

self-managed teams, 451–452

server computers, 545–546

Steelcase workspace design, 262–263

Stella & Dot training, 397

TJX strategy, 257

top managers in frontline jobs, 145–146

Tyler (TX) Six Sigma program, 260

video rental market changes, 229–230

Wendy’s upgrades, 283

Zappos human resource management, 349

Management science theory An approach 

to management that uses rigorous quantitative 

techniques to help managers make maximum 

use of organizational resources, 50–51

Management theory

administrative management, 40–46

behavioral management, 46–50

management science, 50–51

organizational environments, 51–54

scientific management, 35–39

Manager as a Person boxes

Barra, Mary, 225–227

Corsi, Dennis, 8–9

Maffei, Gregory, 420

Mayer, Marissa, 301–302

personal styles, 415–417

power in, 418–421

trait model, 421–422

transformational, 430–432

Leadership substitute A characteristic of a 

subordinate or of a situation or context that acts 

in place of the influence of a leader and makes 

leadership unnecessary, 428–429

Leader substitutes model, 428–429

Leading Articulating a clear vision and  energizing 

and enabling organizational members so they 

understand the part they play in achieving 

 organizational goals; one of the four principal 

tasks of management, 10

influence of organizational culture, 84

as major management function, 12, 133

Lean manufacturing, 317–318

Lean Six Sigma, 260

Learning A relatively permanent change in 

knowledge or behavior that results from practice 

or experience, 396

Learning from decisions, 185–186

Learning organizations Organizations in which 

managers try to maximize the ability of individu-

als and groups to think and behave  creatively and 

thus maximize the potential for organizational 

learning to take place, 203, 204–205

Learning theories Theories that focus 

on increasing employee motivation and 

 performance by linking the outcomes that 

employees receive to the performance of desired 

behaviors and the attainment of goals, 396–401

Least preferred coworkers, 425

Legal environment. See Laws; Regulation

Legality of choices, 196

Legitimate power The authority that a  manager 

has by virtue of his or her position in an 

 organization’s hierarchy, 418–419

The Lego Movie, 438–440

Lesbian, gay, bisexual, or transgender workers, 

131–132

Let’s Move! campaign, 91–92, 93

Level 5 leadership, 46

Levels of planning, 218–221

Leverage ratios, 324

Lewin’s force-field theory, 335–336

Liaisons, managers as, 12, 133, 298–299

Librie, 22

Licensing Allowing a foreign organization to 

take charge of manufacturing and distributing a 

product in its country or world region in return 

for a negotiated fee, 239

Lightbulbs, 33, 34

LightSpeed scanner, 478–479

Line manager Someone in the direct line or 

chain of command who has formal authority 

over people and resources at lower levels, 294

Line of authority The chain of command 

extending from the top to the bottom of an 

 organization, 43–44

Linguistic style A person’s characteristic way 

of speaking, 498–501, 516

Liquidity ratios, 324

Listening, 498

Local area networks, 547

Locus of control, 67–68, 207

London Olympics, 170

Long-distance learning, 363

Long-term employment, 45

Long-term orientation A worldview that 

values thrift and persistence in achieving goals, 

176–177

Long-term plans, 221

Low-cost strategy Driving the organization’s 

costs down below the costs of its rivals, 8, 

228–229, 230

influence on organizational structure, 280

methods of achieving, 249–250

Southwest Airlines, 253–254

Loyalty, 303

Luggage fees, 249

Job simplification The process of reducing the 

number of tasks that each worker performs, 282

Job specialization The process by which a 

division of labor occurs as different workers 

 specialize in different tasks over time, 36

Job specifications, 355

Job titles, eliminating, 314

Joint ventures Strategic alliances among two 

or more companies that agree to jointly establish 

and share the ownership of new businesses, 

239–240

Joplin (MO) tornado, 330–331

Judgment, 189–190

Justice, 136–137, 395

Justice rule An ethical decision distributes 

 benefits and harms among people and groups in 

a fair, equitable, or impartial way, 104–105

Just-in-time inventory systems Systems 

in which parts or supplies arrive at an organization 

when they are needed, not before, 259, 263–264

K

Kanbans, 263, 264

Kidney dialysis clinics, 145–146

Kimberley Process Certification Scheme, 109

Kindle, 22, 448, 544

Knowbots, 550–551

Knowledge, 47, 540–541

Knowledge management systems 

Company-specific virtual information 

 systems that systematize the knowledge of 

their  employees and facilitate the sharing and 

 integrating of their expertise, 556

Knowledge workers, 354–355

L

Labor relations The activities managers engage 

in to ensure that they have effective working 

relationships with the labor unions that represent 

their employees’ interests, 350, 371–372

Labor suppliers, 160

Labor unions, 160, 371–372

Landline telephone service, 542

Language, organization-specific, 82–83

Large groups, 454

Lateral moves Job changes that entail no major 

changes in responsibility or authority levels, 357

Lawrence N. Field Center for Entrepreneurship, 213

Laws. See also Regulation

equal opportunity, 126–127, 351–353, 359

ethics enforcement via, 93–94

labor relations, 371

Lawsuits

discrimination, 138, 142–143

sexual harassment, 148, 149

Layoffs

impact on organizational cultures, 303

job satisfaction and, 73

overt discrimination in, 143

as stakeholder decision, 97

unions and, 160

Leader–member relations The extent to 

which followers like, trust, and are loyal to 

their leader; a determinant of how favorable a 

 situation is for leading, 425

Leaders Individuals who can exert influence 

over other people to help achieve group or 

 organizational goals, 415

Leadership The process by which an individual 

exerts influence over other people and inspires, 

motivates, and directs their activities to help 

achieve group or organizational goals, 415

behavior model, 422–424

contingency models, 424–429

cross-functional teams, 269

cultural influences, 417–418

emotional intelligence in, 433–434

gender and, 432–433

in groups, 457–458
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N

NAFTA, 174

National culture The set of values that a 

society considers important and the norms of 

behavior that are approved or sanctioned in that 

society, 167

as declining barrier, 173–174

impact on communications, 500

impact on global business, 175–179

impact on leadership styles, 417–418

shopping preferences in, 204

as source of conflict, 517–518

National Labor Relations Act (1935), 371

National Labor Relations Board, 371

National Workrights Institute, 487

Nations as stakeholders, 102–103

Natural disasters, 25

Nature, exposure to, 392

Nature Conservancy alliances, 524–525

NCAA basketball tournament, 275

Need for achievement The extent to which 

an individual has a strong desire to perform 

challenging tasks well and to meet personal 

 standards for excellence, 68, 207, 392

Need for affiliation The extent to which an 

individual is concerned about establishing 

and maintaining good interpersonal relations, 

being liked, and having other people get 

along, 68, 392

Need for change, assessing, 335, 336–337

Need for power The extent to which an 

 individual desires to control or influence 

others, 68, 392

Needs Requirements or necessities for survival 

and well-being, 389

Needs assessment An assessment of which 

employees need training or development and 

what type of skills or knowledge they need to 

acquire, 361

Need theories Theories of motivation that 

focus on what needs people are trying to satisfy 

at work and what outcomes will satisfy those 

needs, 389–392, 401

Negative affectivity The tendency to experience 

negative emotions and moods, to feel distressed, 

and to be critical of oneself and others, 64

Negative reinforcement Eliminating or remov-

ing undesired outcomes when people perform 

organizationally functional behaviors, 398, 399

Negotiation A method of conflict resolution in 

which the parties consider various alternative 

ways to allocate resources to come up with a 

solution acceptable to all of them, 519–521

Negotiators, managers as, 12, 133

Netherlands, reputation for social responsibility, 116

Networks (communication), 488–491

Networks (computer) Interlinked computers that 

exchange information, 545–548

Newsletters, 487

Newton PDA, 193

New York cab driver fraud, 110–111

No Email Fridays, 483

Noise Anything that hampers any stage of the 

communication process, 479

Nominal group technique A decision-making 

technique in which group members write down 

ideas and solutions, read their suggestions to 

the whole group, and discuss and then rank the 

alternatives, 206

Nonprofit organizations, unethical management, 98

Nonprogrammed decision making  

Nonroutine decision making that occurs in 

response to unusual, unpredictable opportunities 

and threats, 189–190, 550

Nonroutine technologies, 281

Nonverbal communication The encoding of 

messages by means of facial expressions, body 

language, and styles of dress, 480, 482–483

Nook tablet, 544

Norming stage, 458

Message The information that a sender wants to 

share, 479

Miami Dolphins, 291

Middle managers Managers who supervise 

first-line managers and are responsible for 

 finding the best way to use resources to achieve 

organizational goals, 12–13

Millennials, 153

Mine Health and Safety Administration, 26–27

Minimum wages, 103

Mining

in conflict zones, 23, 109

ethical practices, 109

safety violations, 26–27

Minnesota Satisfaction Questionnaire, 71

Minorities

benefits of mentoring for, 363

mentoring for, 148

PricewaterhouseCoopers provisions for, 

124–125

representation in U.S. workforce, 128–129

Mission, defining, 223

Mission statements Broad declarations 

of organizations’ purpose that identify the 

 organizations’ products and customers and dis-

tinguish organizations from their competitors, 

217, 223, 229

Mistakes, 198–199, 200, 434

Mobile data centers, 546

Modern Times, 38

Monetary Authority of Singapore, 57–58

Monitoring email, 487

Monitors, managers as, 12, 133

Mood A feeling or state of mind, 74–75, 80

Moral rights rule An ethical decision is one 

that best maintains and protects the fundamental 

or inalienable rights and privileges of the people 

affected by it, 104

Mores Norms that are considered to be central 

to the functioning of society and to social 

life, 175

Motivation Psychological forces that determine 

the direction of a person’s behavior in an organi-

zation, a person’s level of effort, and a person’s 

level of persistence, 381. See also Incentives; 

Leadership

Collins’s view, 46

compensation and, 401–404

empowerment as, 19

equity theory, 392–395, 401

expectancy theory, 384–388, 401

as factor in organizational structure, 279

goal-setting theory, 395–396, 401

of groups and teams, 465–466

impact of centralization, 44

impact of direct supervision, 328

in job design, 284–285

learning theories, 396–401

nature of, 381–384

need theories, 389–392, 401

SAS Institute emphasis, 379–381

in scientific management, 37, 38

using groups and teams, 448

Motivator-hygiene theory A need theory that 

distinguishes between motivator needs (related 

to the nature of the work itself) and hygiene 

needs (related to the physical and  psychological 

context in which the work is performed) and 

proposes that motivator needs must be met 

for motivation and job satisfaction to be high, 

391–392

Motivator needs, 391

Movie production companies. See Film production 

companies

Movie rentals, 229–230

Multidomestic strategy Customizing 

 products and marketing strategies to specific 

national conditions, 237

Municipal government quality initiatives, 260

MyPanera rewards program, 254

MythBusters, 248

Nadella, Satya, 297–298

overconfidence, 190–191

Plank, Kevin, 66–67

Rockefeller, John D., 40

Managerial Grid, 424

Managers

personality traits, 63–69, 79

as stakeholders, 96–98

Managing Globally boxes

Ernst & Young women’s initiative, 170–171

Escape the City website, 382–383

GE Healthcare, 478–479

GE’s insourcing, 18–19

Michael Baker International, 289

outsourcing trends, 354–355

Semco human resource management, 350–351

sweetener joint venture, 240–241

understanding cultures, 517–518

Virtusize, 338–339

water use, 162

Manufacturing

electronics industry changes, 310

empowered work teams, 296–297

ethical failures, 110, 115

flexible, 261, 263

GE’s focus on, 35

industrial revolution, 35–36

insourcing, 18–19

outsourcing, 555–556. See also Outsourcing

sweatshops, 22

March Madness, 275

Marijuana, 94–95

Marketing function

CRM system benefits, 256

ethical failures, 110

fast food, 245

in value chain management, 251, 252

Market structure An organizational structure 

in which each kind of customer is served by a 

self-contained division, 290

Maslow’s hierarchy of needs An arrange-

ment of five basic needs that, according to 

Maslow, motivate behavior. Maslow proposed 

that the lowest level of unmet needs is the prime 

motivator and that only one level of needs is 

motivational at a time, 389–390

Materials management function, 251–252

Matrix structure An organizational structure 

that simultaneously groups people and resources 

by function and by product, 291–293

“A Matter of Respect” program, 149–150

Maturity stage, 543

McClellan’s need theory, 392

McGregor’s Theory X and Y, 48–50

Meaningfulness of jobs, 284

Mechanistic structure An organizational 

structure in which authority is centralized, tasks 

and rules are clearly specified, and employees 

are closely supervised, 53

Mediators Third-party negotiators who facilitate 

negotiations but have no authority to impose a 

solution, 372, 519

Medical care. See Health care

Medical ethics, 109

Medication errors, 481

Medium The pathway through which an 

encoded message is transmitted to a 

receiver, 479

Mental models, 195–196, 204

Mentoring A process by which an experienced 

member of an organization (the mentor)  provides 

advice and guidance to a less  experienced 

 member (the protégé) and helps the less 

 experienced member learn how to advance in 

the organization and in his or her career, 148

diversity and, 124, 148

formal programs, 363

Mergers, 33–34, 191, 200

Merit pay plans Compensation plans that base 

pay on performance, 402–404

Manager as a Person boxes—Cont.



Free ebooks ==>   www.ebook777.com
 Index 631

and its managers view their responsibility 

toward their stakeholders, 111, 303

Organizational goals, 464, 465–466

Organizational hierarchies, 548–549. See also 

Hierarchies

Organizational learning The process through 

which managers seek to improve employees’ 

desire and ability to understand and manage 

the organization and its task environment, 

203–206, 337

Organizational performance A measure 

of how efficiently and effectively a manager 

uses resources to satisfy customers and achieve 

 organizational goals, 5

Organizational politics Activities that 

 managers engage in to increase their power and 

to use power effectively to achieve their goals 

and overcome resistance or opposition, 521–528

Organizational socialization The process by 

which newcomers learn an organization’s  values 

and norms and acquire the work behaviors 

 necessary to perform jobs effectively, 81

Organizational structure A formal system of 

task and reporting relationships that coordinates 

and motivates organizational members so they 

work together to achieve organizational 

goals, 9, 279

in administrative management approaches, 40–46

basic types, 285–293

coordinating divisions and functions, 293–300

environmental influences, 51–54

factors in creating, 279–281

impact on organizational culture, 303–304

as information system, 548–549

preserving after acquisitions, 277–278

as source of conflict, 518–519

team-based, 443–445

Organizations Collections of people who work 

together and coordinate their actions to achieve a 

wide variety of goals or desired future  outcomes, 5

Organization-wide rewards, 402

Organizing Structuring working relationships in a 

way that allows organizational members to work 

together to achieve organizational goals; one of 

the four principal tasks of  management, 9, 84

Origin Experience program, 541–542

ORION system, 25

Outcomes Anything a person gets from a job or 

organization, 383–384

Output restriction, 48

Outputs, 320, 323–327, 333

Output stage, 51

Outside experts, 527

Outsourcing Contracting with another company, 

usually abroad, to have it perform an activity the 

organization previously performed itself, 17, 353

advantages and disadvantages, 353–354

ethical challenges, 22–23

global approach, 161, 555–556

influences leading to, 17–19, 160–161

as utilitarian decision, 103–104

workplace safety and, 99–100

Overconfidence, 190–191

Overlapping authority, 515

Overpayment inequity The inequity that 

exists when a person perceives that his or her 

own outcome–input ratio is greater than the ratio 

of a referent, 393, 394

Overt discrimination Knowingly and willingly 

denying diverse individuals access to opportuni-

ties and outcomes in an organization, 142

P

Packaging, 72, 101–102

Paper-and-pencil tests, 360

Parents, support systems for, 124, 130–131

Participation levels in groups, 462–463

Participative behaviors, 428, 432–433

Partnership for a Healthier America, 92

Passage, rites of, 82

Order fulfillment, 264

Organic structure An organizational structure 

in which authority is decentralized to middle and 

first-line managers and tasks and roles are left 

ambiguous to encourage employees to cooperate 

and respond quickly to the unexpected, 53

Organizational architecture The organi-

zational structure, control systems, culture, 

and human resource management systems that 

together determine how efficiently and effec-

tively organizational resources are used, 279

Organizational behavior The study of 

the  factors that have an impact on how indi-

viduals and groups respond to and act in 

organizations, 48

Organizational behavior modification 

The systematic application of operant 

 conditioning techniques to promote the 

 performance of organizationally functional 

behaviors and discourage the performance of 

dysfunctional behaviors, 399

Organizational change The movement of 

an organization away from its present state and 

toward some preferred future state to increase 

its efficiency and effectiveness, 334–339. 

See also Change

Organizational charts, 44–45

Organizational citizenship behaviors 

Behaviors that are not required of organizational 

members but that contribute to and are necessary 

for organizational efficiency, effectiveness, and 

competitive advantage, 73

Organizational commitment The collection 

of feelings and beliefs that managers have about 

their organization as a whole, 74

Organizational communications networks, 

490–491

Organizational conflict The discord that 

arises when the goals, interests, or values of 

different individuals or groups are incompat-

ible and those individuals or groups block or 

thwart one another’s attempts to achieve their 

 objectives, 511

levels of, 511–512

management strategies, 516–519

political strategies to address, 521–528

sources, 514–515, 516–517

types, 512–514

Organizational control

behavior control, 327–333

clan control, 333–334

importance, 315–318

information needs, 539–540

output control, 323–327

process overview, 319–323

systems, 318–319

Organizational culture The shared set 

of beliefs, expectations, values, norms, and 

work routines that influence how individuals, 

groups, and teams interact with one another and 

 cooperate to achieve organizational goals, 78, 300

adaptive versus inert, 304–305, 338

dysfunctional, 84

in Fayol’s theory, 45

as form of organizational control, 333

founders’ influence, 78–79, 81

influence on managers, 83–84

as source of conflict, 518–519

sources, 302–304

values and norms in, 80–83, 116–117

Organizational design The process by which 

managers make specific organizing choices 

that result in a particular kind of organizational 

 structure, 279–281

Organizational environment The set of 

forces and conditions that operate beyond an 

organization’s boundaries but affect a manager’s 

ability to acquire and utilize resources, 51–54. 

See also Environmental factors

Organizational ethics The guiding practices 

and beliefs through which a particular company 

Norms Unwritten, informal codes of conduct that 

prescribe how people should act in particular 

situations and are considered important by most 

members of a group or organization, 42, 69, 175

of groups and teams, 459–462, 463–464

in organizational cultures, 80–83, 300

as sources of conflict, 519

North American Free Trade Agreement, 174

Not-for-profit organizations, globalization’s impact, 20

Not for Sale, 88

Nurturing orientation A worldview that 

values the quality of life, warm personal friend-

ships, and services and care for the weak, 176

NutraSweet, 160

O

O-bento lunches, 165

Obesity, 91–92, 133

Objective appraisals Appraisals that are based 

on facts and are likely to be numerical, 365

Objective information, 526

Objectives, 328–329. See also Goals

Observational learning, 400

Obstacles to change, 337–338

Obstructionist approach Companies and 

their managers choose not to behave in a socially 

responsible way and instead behave unethically 

and illegally, 115

Occupational ethics Standards that govern 

how members of a profession, trade, or craft 

should conduct themselves when performing 

work-related activities, 109

Occupational Safety and Health Act (1970), 352, 371

Occupy Wall Street, 95, 96

Offshoring, 354. See also Outsourcing

Old boys’ network, 491

Olympics, 170

Ombudspersons, 117

One for One model, 113–114

Online retailing, 216, 254, 338–339. See also 

E-commerce

On-the-job training Training that takes place 

in the work setting as employees perform their 

job tasks, 362

Openness to experience The tendency to be 

original, have broad interests, be open to a wide 

range of stimuli, be daring, and take risks, 65, 

66–67, 207

Open-source software, 413

Open system A system that takes in resources 

from its external environment and converts them 

into goods and services that are then sent back to 

that environment for purchase by customers, 51

Open-systems view, 51–52

Operant conditioning theory The theory 

that people learn to perform behaviors that lead 

to desired consequences and learn not to perform 

behaviors that lead to undesired consequences, 

397–399

Operating budgets Budgets that state how 

managers intend to use organizational resources 

to achieve organizational goals, 326

Operating margin, 323, 324

Operating system software, 544, 547

Operations information systems Manage-

ment information systems that gather, organize, 

and summarize comprehensive data in a form that 

managers can use in their nonroutine coordinat-

ing, controlling, and decision-making tasks, 549

Operations management, 50

Opportunities, identifying, 224–225

OptimEye, 536

Optimum decisions The most appropriate 

decisions in light of what managers believe to 

be the most desirable consequences for the 

organization, 191

Order The methodical arrangement of positions 

to provide the organization with the greatest 

benefit and to provide employees with career 

opportunities, 44



Free ebooks ==>   www.ebook777.com
632 Index

or improved goods and services to the market, 

251, 266

Product development plan A plan that speci-

fies all of the relevant information that managers 

need in order to decide whether to proceed with a 

full-blown product development effort, 268

Production blocking A loss of productivity in 

brainstorming sessions due to the unstructured 

nature of brainstorming, 206

Production function, 252

Productivity

Hawthorne effect, 47–48

specialization’s impact, 36

of virtual organizations, 557

Product layouts, 261–262

Product life cycle The way demand for a 

 product changes in a predictable pattern over 

time, 18, 542–545

Product obsolescence, 166

Product structure An organizational structure 

in which each product line or business is handled 

by a self-contained division, 287–288, 290

Product teams, 291–293

Product team structure An organizational 

structure in which employees are permanently 

assigned to a cross-functional team and report 

only to the product team manager or to one of 

his or her direct subordinates, 293

Professions, ethics in, 109, 110

Profitability, 137, 245

Profit ratios, 323, 324

Profit sharing, 404, 444

Programmed decision making Routine, 

virtually automatic decision making that follows 

established rules or guidelines, 188–189

Programs, 222

Project Manager Mobile Electric Power, 321–322

Projects, 222

Promotions, 303, 388

Prosocially motivated behavior Behavior 

that is performed to benefit or help others, 383

Pulaski Skyway, 289

Punishment Administering an undesired or 

 negative consequence when dysfunctional 

behavior occurs, 398–399, 419

Purpose, 218

Q

Quality

for competitive advantage, 21, 250

of information, 537–538

at Lego Group, 270–271

reasons to improve, 256–257

role of effective communication, 478

role of organizational control in, 315–316

total quality management programs, 257–260, 

347–348

Quantitative management, 50

Quantitative skills, 325

Quantum product innovation The 

 development of new, often radically  different, 

kinds of goods and services because of 

 fundamental shifts in technology brought about 

by pioneering discoveries, 266

Quick ratio, 324

Quid pro quo sexual harassment Asking 

for or forcing an employee to perform sexual 

favors in exchange for receiving some reward or 

avoiding negative consequences, 148

R

Racial diversity, 128–129

Racial minorities. See Minorities

Rack servers, 545

Railroad companies, 548–549

Rana Plaza disaster, 99–100

Ranking choices, 198

Ratebusters, 48

Razor blades, 237–238

Political capital, 172

Political integration, 168

Political strategies Tactics that managers 

use to increase their power and to use power 

 effectively to influence and gain the support of 

other people while overcoming resistance or 

opposition, 522–528

Pollution, 25, 103

Polytetrafluoroethylene, 443

Pooled task interdependence The task 

interdependence that exists when group 

 members make separate and independent 

 contributions to group performance, 454–455

Porter’s five forces model, 227

Portfolio strategy, 236

Position Analysis Questionnaire, 355

Position power The amount of legitimate, 

reward, and coercive power that a leader has by 

virtue of his or her position in an organization; 

a determinant of how favorable a situation is for 

leading, 426

Positive reinforcement Giving people 

 outcomes they desire when they perform 

 organizationally functional behaviors, 398

Potential competitors Organizations that 

presently are not in a task environment but could 

enter if they so choose, 164

Poverty rate, 130–131

Power

in leadership, 418–421

need for, 68, 392

strategies for exercising, 525–528

strategies to gain and maintain, 522–525

Power distance The degree to which societies 

accept the idea that inequalities in the power and 

well-being of their citizens are due to differences 

in individuals’ physical and intellectual capabili-

ties and heritage, 176

Practicality of choices, 196

Practical rule An ethical decision is one that a 

manager has no reluctance about communicat-

ing to people outside the company because the 

typical person in a society would think it is 

acceptable, 105

Pregnancy Discrimination Act (1978), 127, 352

Premium pricing, 228

Price fixing, 163

Pricing, quality and, 256

Prior hypothesis bias A cognitive bias 

 resulting from the tendency to base decisions on 

strong prior beliefs even if evidence shows that 

those beliefs are wrong, 200

Proactive approach Companies and their 

managers actively embrace socially responsible 

behavior, going out of their way to learn about 

the needs of different stakeholder groups and 

using organizational resources to promote the 

interests of all stakeholders, 116

Problem recognition, 337

Problem solving, 205–206. See also Decision making

Procedural justice A moral principle  calling 

for the use of fair procedures to determine 

how to distribute outcomes to organizational 

 members, 136–137, 395

Process layouts, 262

Process reengineering The fundamental 

rethinking and radical redesign of business 

processes to achieve dramatic improvement in 

critical measures of performance such as cost, 

quality, service, and speed, 264–265

Procurement, 265

Product champions Managers who take 

 “ownership” of a project and provide the 

 leadership and vision that take a product from 

the idea stage to the final customer, 208

Product design for quality, 259

Product development

benefits of ERP for, 552–553

improving, 266–271

Product development The management of the 

value chain activities involved in bringing new 

Path–goal theory A contingency model of lead-

ership proposing that leaders can motivate sub-

ordinates by identifying their desired outcomes, 

rewarding them for high performance and the 

attainment of work goals with these desired out-

comes, and clarifying for them the paths leading 

to the attainment of work goals, 427–428, 429

Pay. See Compensation

Pay level The relative position of an organiza-

tion’s pay incentives in comparison with those 

of other organizations in the same industry 

employing similar kinds of workers, 369

Pay structure The arrangement of jobs into 

categories reflecting their relative importance 

to the organization and its goals, levels of skill 

required, and other characteristics, 369–370

Peer appraisals, 367

Perception The process through which people 

select, organize, and interpret what they see, 

hear, touch, smell, and taste to give meaning and 

order to the world around them, 138

clarifying, 144

in communications, 480–481

discrimination based on, 140–142

factors in, 139

Performance appraisal The evaluation of 

employees’ job performance and contributions 

to their organization, 364

approaches, 364–366

as component of human resource management, 350

diversity awareness in, 146–147

effective, 368–369

main purposes, 350

organizational structures and, 286

for organizations, 319–323

at Semco, 351

sources, 366–368

Performance feedback The process through 

which managers share performance appraisal 

information with subordinates, give  subordinates 

an opportunity to reflect on their own perfor-

mance, and develop, with subordinates, plans for 

the future, 350, 364, 368–369. See also Feedback

Performance standards, 320

Performance tests, 360

Performing stage, 458–459

Persistence, 382

Personal criticism, 520–521

Personal digital assistants, 193

Personality conflicts, 517

Personality tests, 360

Personality traits Enduring tendencies to feel, 

think, and act in certain ways, 63–68, 79

Personal leadership style, 415–417

Personally addressed written messages, 485–487

Personal mastery, 204

Personal relationships, 41

Peters Projection World Map, 169

Philanthrofits, 334

Philanthropic Ventures Foundation, 88

Physical ability tests, 360

Physician assistants, 472

Physiological needs, 390

Piece-rate pay, 404

Piracy, 4

Pizza teams, 447–448

Planning Identifying and selecting  appropriate 

goals; one of the four principal tasks of 

 management, 7, 217

elements of, 217–222

as major management function, 7–8

organizational culture’s impact, 83–84

Toys“R”Us challenges, 215–216

Platform-only model, 30

Poland, outsourcing to, 355

Policies, 222, 486

Political and legal forces Outcomes of 

changes in laws and regulations, such as deregu-

lation of industries, privatization of organiza-

tions, and increased emphasis on environmental 

protection, 168
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Schema An abstract knowledge structure that is 

stored in memory and makes possible the inter-

pretation and organization of information about 

a person, event, or situation, 139

Scientific management The systematic study 

of relationships between people and tasks for 

the purpose of redesigning the work process to 

increase efficiency, 35–39, 37

Securities and Exchange Commission, 97

Selection The process that managers use to deter-

mine the relative qualifications of job applicants 

and their potential for performing well in a par-

ticular job, 353

bar raisers, 376–377

as part of human resource management, 348

process overview, 358–361

self-managed team members, 451

at Zappos, 349

Self-actualization needs, 390

Self-appraisals, 367

Self-efficacy A person’s belief about his or her 

ability to perform a behavior successfully, 401

Self-esteem The degree to which individuals feel 

good about themselves and their capabilities, 68, 207

Self-interest of top managers, 97–98

Self-managed teams Groups of employees 

who assume responsibility for organizing, con-

trolling, and supervising their own activities and 

monitoring the quality of the goods and services 

they provide, 19, 450

efficiency gains from, 264, 296–297

ensuring effectiveness, 450–452

at IBM, 177–178

leadership, 457–458

roles in, 456

as sources of innovation, 443–445

trend toward, 44

weaknesses, 452

Self-reinforcers Any desired or attractive out-

come or reward that a person gives to himself or 

herself for good performance, 401

Semiconductor makers, 310

Sender The person or group wishing to share 

information, 479, 480, 495–497

Sequential task interdependence The 

task interdependence that exists when group 

members must perform specific tasks in a prede-

termined order, 455–456

Servant leaders Leaders who have a strong 

desire to serve and work for the benefit of oth-

ers, 416–417

Server computers, 545–546

Setup times, 263

Seva Foundation, 113

Severance packages, 370

Sexual harassment, 148–150

Sexual orientation, 131–132

Sf.citi, 88

Shared vision, 204

Shareholders. See Stockholders

SharePoint software, 494

Shoe sales, 113, 232, 555–556

Short-term orientation A worldview that val-

ues personal stability or happiness and living for 

the present, 176–177

Short-term plans, 221

Silence, cultural differences, 500

Similarity, 79

Similar-to-me effect, 141

Simulations, 361–362

Single-use plans, 222

Situational characteristics, in Fiedler’s leadership 

model, 425–426

Situational interviews, 359

Six Sigma A technique used to improve quality 

by systematically improving how value chain 

activities are performed and then using statistical 

methods to measure the improvement, 258, 259

examples, 260

for human resource management, 347–348

ineffective programs, 348

Responsiveness

in customer service, 252–256, 317–318

from groups and teams, 446–447

role of effective communication, 478

Restructuring Downsizing an organization 

by eliminating the jobs of large numbers 

of top, middle, and first-line managers and 

 nonmanagerial employees, 17, 73

Results appraisals, 365

Retirement, 212–213

Retirement plans, 75

Return of online purchases, 338–339

Return on investment, 323, 324

Revolutionary change Change that is rapid, 

dramatic, and broadly focused, 336

Reward power The ability of a manager to give or 

withhold tangible and intangible rewards, 419, 427

Rewards programs, 254

Reward systems. See also Compensation; Motivation

conflicting, 515

for innovation, 208

with MBO, 328–329

merit pay, 402–404

organizational cultures and, 304

for quality, 258

in scientific management, 37, 38

for teams, 402, 452, 466

for top managers, 97–98, 115, 370

Rice markets, 165

Risk The degree of probability that the possible 

outcomes of a particular course of action will 

occur, 192–193

Risk taking

in organizational cultures, 83, 84

personality traits, 66, 67

values and, 69, 80

Rites, 82

Role making Taking the initiative to modify an 

assigned role by assuming additional responsi-

bilities, 456

Role playing, 361

Roles in groups, 456

Rolling plans, 221

Routine technologies, 281

Rules Formal written instructions that specify 

actions to be taken under different circumstances 

to achieve specific goals, 42

decision-making, 103–105, 188, 200

as standing plans, 222

use in organizational control, 329–331

Rumors Unofficial pieces of information of 

 interest to organizational members but with no 

identifiable source, 497

S

Safety

disregard for, 197

garment industry, 99–100

as need, 390

Subaru’s efforts, 73

Salaries. See Compensation

Sales

CRM system benefits, 255–256

ethical failures, 110

training production workers in, 19

in value chain management, 252

Salesforce.com Foundation, 477

Salience effect, 142

Same-sex domestic partner benefits, 371

Sao Paolo Metro, 108

Satisficing Searching for and choosing an 

acceptable, or satisfactory, response to problems 

and opportunities, rather than trying to make the 

best decision, 193–194

Saudi Arabia, 518

Scanlon plans, 404

Scenario planning The generation of multiple 

forecasts of future conditions followed by an 

analysis of how to respond effectively to each of 

those conditions, 222

Realistic goals, 223

Realistic job preview An honest assessment 

of the advantages and disadvantages of a job and 

organization, 358

Real-time information Frequently updated 

information that reflects current conditions, 538

Reasoned judgment A decision that requires 

time and effort and results from careful informa-

tion gathering, generation of alternatives, and 

evaluation of alternatives, 189–190

Recalls, 225–226

Receiver The person or group for which a 

 message is intended, 479, 480, 497–498

Recession of 2008, 165

Reciprocal task interdependence 

The task interdependence that exists when the 

work performed by each group member is fully 

 dependent on the work performed by other 

group members, 456

Recognition, 205

Recruitment Activities that managers engage 

in to develop a pool of qualified candidates for 

open positions, 353

external and internal, 356–358

honesty in, 358

as part of human resource management, 348

at Zappos, 349

References, 360

Referent power Power that comes from 

 subordinates’ and coworkers’ respect, 

 admiration, and loyalty, 420–421

Referents, 392–393

Refill stores, 102

Regional trade agreements, 168–169, 174, 182–183

Regulation. See also Laws

airports, 9

as barrier to entry, 165

employee benefits, 370

equal opportunity, 126–127, 351–353, 359

ethics enforcement via, 93–94

meatpacking, 56

mining safety, 26

to rein in top management abuses, 97–98

Reinforcement, 398, 401

Related diversification Entering a new 

 business or industry to create a competitive 

advantage in one or more of an organization’s 

existing divisions or businesses, 234–236

Relatedness needs, 391

Relationship-oriented leaders Leaders 

whose primary concern is to develop good 

 relationships with their subordinates and to be 

liked by them, 425

Relevance of information, 538

Reliability The degree to which a tool or test 

 measures the same thing each time it is used, 

254, 361

Religious diversity, 129

Remuneration. See Compensation

Reporting structures, 291, 293

Representativeness bias A cognitive bias 

resulting from the tendency to generalize 

 inappropriately from a small sample or from a 

single vivid event or episode, 200

Reputation The esteem or high repute that 

 individuals or organizations gain when they 

behave ethically, 107

Research and development, 234–235, 379–380

Research and development teams Teams 

whose members have the expertise and experi-

ence needed to develop new products, 449

Resistance to change, 337–338

Resource allocators, managers as, 12, 133

Resource capital, 172

Resources

conflicts over, 515

control systems, 315

generating, 523–524

wasting, 106

Respect, earning in leadership, 414

Responsibility, increasing, 283
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Subordinate appraisals, 367, 368

Substitute products, 227

Substitutes for leadership, 428–429

Success, group cohesiveness and, 465

Sugar trading, 241

Supermarkets, 537, 538

Superordinate goals, 520

Supervisors, 11, 327–328

Suppliers Individuals and organizations that 

 provide an organization with the input resources 

it needs to produce goods and services, 159

codes of conduct, 101

ethical challenges, 22, 23, 108–109

impact on task environment, 159–162

involving in product development, 267

as stakeholders, 99

working closely with, 257, 259

workplace safety, 99–100

Supply forecasts, 353

Supportive behaviors, 424, 428

Sustainability. See also Environmental protection

in decision making, 197–198

El Faro Estate Coffee, 528

Nature Conservancy alliances, 524–525

PepsiCo initiatives, 511

Soap Dispensary business, 101–102

in water use, 23, 162

Sweatshops, 22

Sweden, ethics and social responsibility in, 107, 116

Switzerland, ethics and social responsibility in, 

107, 116

SWOT analysis A planning exercise in 

which managers identify organizational 

strengths (S) and weaknesses (W) and 

 environmental opportunities (O) and threats (T), 

215–216, 224–227

Synchronous technologies, 453

Synergy Performance gains that result when 

individuals and departments coordinate their 

actions, 52

from acquisitions, 236

from groups, 446

from research and development, 234–235

Systematic errors Errors that people make 

over and over and that result in poor decision 

making, 200

Systems thinking, 204

T

Tall organizations, 295–296, 304

Tantalum, 23

Tariffs Taxes that a government imposes on 

imported or, occasionally, exported goods, 172

Task analyzability, 281

Task environment The set of forces and condi-

tions that originates with suppliers, distributors, 

customers, and competitors and affects an orga-

nization’s ability to obtain inputs and dispose of 

its outputs. These forces and conditions influ-

ence managers daily, 159–165

Task forces Committees of managers or non-

managerial employees from various departments 

or divisions who meet to solve a specific, mutual 

problem; also called ad hoc committees, 299, 450

Task identity, 284

Task interdependence The degree to which 

the work performed by one member of a group 

influences the work performed by other mem-

bers, 454–456, 515

Task-oriented behaviors, 424

Task-oriented leaders Leaders whose pri-

mary concern is to ensure that subordinates 

perform at a high level, 425

Task significance, 284

Task structure The extent to which the work to 

be performed is clear-cut so that a leader’s sub-

ordinates know what needs to be accomplished 

and how to go about doing it; a determinant of 

how favorable a situation is for leading, 425–426

Task variety, 281

Speed, competitive advantage from, 21, 250

Splenda, 160

Spoken communications, 484–485

Spokespersons, managers as, 12, 133

Sports, leadership development and, 170–171

Sports apparel, 66–67

Stable, conservative cultures, 300

Staff managers Someone responsible for 

 managing a specialist function, such as finance 

or marketing, 294

Stage–gate development funnel 

A  planning model that forces managers to 

choose among competing projects so organiza-

tional resources are not spread thinly over too 

many projects, 267–269

Stakeholders

considering impact of decisions on, 103–105

main groups, 96–103

varying commitments to, 93

Stakeholders The people and groups that supply 

a company with its productive resources and so 

have a claim on and a stake in the company, 95

Standardization, 37, 330

Standard operating procedures Spe-

cific sets of written instructions about how 

to perform a certain aspect of a task, 42, 222, 

329–330, 331

Standards, 320, 329–330, 331

Standing committees, 450

Standing plans, 221

Start-up firms. See also Entrepreneurs

creating organizational cultures, 78–79, 81

as entrepreneurial ventures, 207–208

in retirement, 212–213

Status inconsistencies, 515

Steffen method, 248

Stereotypes Simplistic and often inaccurate 

beliefs about the typical characteristics of 

 particular groups of people, 140, 359, 481

stickK app, 334

St. John’s Home for Boys, 185

Stockholders, 96, 103–104, 304

Stock options, 97, 98, 115, 403

Stories, 82–83

Storming stage, 458

Strategic alliances Agreements in which man-

agers pool or share their organizations’ resources 

and know-how with foreign companies, and 

the organizations share the rewards and risks of 

starting ventures, 239, 555

Strategic human resource management 

The process by which managers design the com-

ponents of an HRM system to be consistent with 

each other, with other elements of organizational 

architecture, and with the organization’s strategy 

and goals, 347

Strategic leadership The ability of the CEO 

and top managers to convey a compelling vision 

of what they want the organization to achieve to 

their subordinates, 223

Strategy A cluster of decisions about what goals 

to pursue, what actions to take, and how to use 

resources to achieve goals, 217

influence on organizational structures, 280

levels, 219–221

steps in implementing, 241

Strategy formulation The development of a 

set of corporate, business, and functional strate-

gies that allow an organization to accomplish its 

mission and achieve its goals, 224

business level, 227–231

corporate level, 231–241

five forces model, 227

SWOT analysis, 224–227

Stratification, social, 167

Strengths and weaknesses, identifying, 224–225

Stretch goals, 223, 326

Structured interviews, 359

Subjective appraisals Appraisals that are 

based on perceptions of traits, behaviors, or 

results, 365–366

Sizes of groups, 454–456, 467

Skills

communication, 495–501

for competitive advantage, 21

needed by managers, 14–16, 207–208

quantitative, 325

tracking in organizations, 540–541

variety needed in jobs, 284

Skunkworks A group of intrapreneurs who are 

deliberately separated from the normal operation 

of an organization to encourage them to devote all 

their attention to developing new products, 208

Skype, 485

Slavery, 94

Small groups, 454

Smarter Workforce Institute, 540–541

Smart glasses, 536

Social entrepreneurs Individuals who  pursue 

initiatives and opportunities and mobilize 

resources to address social problems and needs 

in order to improve society and well-being 

through creative solutions, 207

Socialization in organizations, 81

Social learning theory A theory that takes 

into account how learning and motivation are 

influenced by people’s thoughts and beliefs and 

their observations of other people’s behavior, 

399–401

Social loafing The tendency of individuals to 

put forth less effort when they work in groups 

than when they work alone, 466–468

Social networking sites Websites that enable 

people to communicate with others with whom 

they have some common interest or connection, 

475–476, 488

Social responsibility The way a company’s 

managers and employees view their duty or 

obligation to make decisions that protect, 

enhance, and promote the welfare and well-

being of stakeholders and society as a whole, 

23, 114–116

Social Security, 370

Social status effect, 142

Social structure The traditional system of 

 relationships established between people and 

groups in a society, 167

Societal ethics Standards that govern how 

members of a society should deal with one 

another in matters involving issues such as 

fairness, justice, poverty, and the rights of the 

individual, 107

Societies

ethical standards, 107–109

as stakeholders, 102–103

Sociocultural forces Pressures emanating 

from the social structure of a country or society 

or from the national culture, 167

Socioeconomic background, 130–131

Softbots, 550–551

Soft drink industry, 233, 235–236

Software advances, 547–548

Software agents, 550–551

Software companies

communications, 475–477

employee benefits, 379–381

leadership of, 413–415

need to upgrade products, 544

organizational structures, 305

recruitment, 348, 356–357

Solar panels, 30–31

Southern African Development Community, 174

Space shuttle disasters, 187, 197, 202

Spam email, 494

Span of control The number of subordinates 

who report directly to a manager, 294

Specialization

in business strategies, 229

in Fayol’s theory, 42

impact on productivity, 36

in scientific management, 37

Specific goals, 395–396
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Truvia, 160

Tuition expenses, 363

Turnaround management The creation of a 

new vision for a struggling company based on 

a new approach to planning and organizing to 

make better use of a company’s resources and 

allow it to survive and prosper, 22

Turnover, 73, 137

Two-boss employees, 291

Typhoon Haiyan, 25

U

Ukraine conflict, 175

Uncertainty Unpredictability, 193, 522–523

Uncertainty avoidance The degree to which 

societies are willing to tolerate uncertainty and 

risk, 176

Unconscious bias training, 153–154

Underemployment, 72

Underpayment inequity The inequity that 

exists when a person perceives that his or her 

own outcome–input ratio is less than the ratio of 

a referent, 393–394

Unemployment, 72

Unemployment insurance, 370

Uniform Guidelines on Employee Selection Proce-

dures, 352

Unions, 160, 371–372, 532, 533

Unity in planning process, 218

Unity of command A reporting relationship in 

which an employee receives orders from, and 

reports to, only one superior, 43

Unity of direction The singleness of purpose 

that makes possible the creation of one plan of 

action to guide managers and workers as they 

use organizational resources, 44

Unobtrusive use of power, 525–526

Unpredictability of future conditions, 222

Unrelated diversification Entering a new 

industry or buying a company in a new industry 

that is not related in any way to an organization’s 

current businesses or industries, 236

Unstructured interviews, 359

Upper Big Branch South Mine, 26

U.S. Army, 321–322

Utilitarian rule An ethical decision that 

 produces the greatest good for the greatest 

 number of people, 103–104

V

Valence In expectancy theory, how desirable each 

of the outcomes available from a job or organi-

zation is to a person, 386

Validity The degree to which a tool or test mea-

sures what it purports to measure, 361

Value chain The coordinated series or sequence 

of functional activities necessary to transform 

inputs such as new product concepts, raw mate-

rials, component parts, or professional skills into 

the finished goods or services customers value 

and want to buy, 251

benefits of ERP for, 551–553

improving responsiveness in, 253–255

stages, 251–252

Value chain management The development 

of a set of functional-level strategies that sup-

port a company’s business-level strategy and 

strengthen its competitive advantage, 251–252

Values Ideas about what a society believes to be 

good, right, desirable, or beautiful, 175, 300

conflicts over, 519

role in organizational cultures, 302–303, 304

Value systems The terminal and instrumental 

values that are guiding principles in individuals’ 

lives, 69

major types, 69–70

in organizational cultures, 78, 79, 80–83

Varied work experiences, 362–363

VCT scanners, 478–479

Top-down change A fast, revolutionary 

approach to change in which top managers iden-

tify what needs to be changed and then move 

quickly to implement the changes throughout the 

organization, 338

Top management team A group composed of 

the CEO, the COO, the president, and the heads 

of the most important departments, 13, 449

Top managers Managers who establish organi-

zational goals, decide how departments should 

interact, and monitor the performance of middle 

managers, 13

commitment to diversity, 144

compensation, 97–98, 115, 370

ethical example, 112–113, 117

main responsibilities, 13, 14, 220

need for power, 68

organizational change initiated by, 338

self-interested actions, 97–98

for sustainability, 197–198

women as, 127–128, 225–227, 432–433, 509–511

Tornado warnings, 330–331

Total quality management A management 

technique that focuses on improving the quality 

of an organization’s products and services, 257

for competitive advantage, 21

concurrent controls, 319

elements of, 50, 258–259

Six Sigma, 258, 259–260

Toyota Production System, 51

Tracking devices, 535–536

Trade agreements, 168–169, 174, 182–183

Trade barriers, 172–173

Training Teaching organizational members how 

to perform their current jobs and helping them 

acquire the knowledge and skills they need to be 

effective performers, 361

about sexual orientation, 132

basic types, 361–362

for competitive advantage, 21

in conceptual skills, 14–15, 16

customer service, 283

in decision making, 188–189

diversity, 24, 145, 146, 147

for franchisees, 199

learning through, 397

motivation via, 385, 387, 388

as part of human resource management, 348

for self-managed teams, 451

sexual harassment, 149–150

unconscious bias, 153–154

at Zappos, 349

Trait appraisals, 364

Trait model of leadership, 421–422

Transactional leadership Leadership that 

motivates subordinates by rewarding them for 

high performance and reprimanding them for 

low performance, 432

Transaction-processing systems Manage-

ment information systems designed to handle large 

volumes of routine recurring transactions, 549

Transatlantic Trade and Investment Partnership, 

168, 182

Transfers, 518

Transformational leadership Leadership 

that makes subordinates aware of the importance 

of their jobs and performance to the organiza-

tion and aware of their own needs for personal 

growth and that motivates subordinates to work 

for the good of the organization, 430–432

Transmission phase, 479–480

Trans Pacific Partnership, 168–169, 182–183

Transportation advances, 173

Treaties, 182

Triangle Shirtwaist fire, 99–100

Triclosan, 101

Trust The willingness of one person or group 

to have faith or confidence in the goodwill of 

another person, even though this puts them at 

risk, 105–106

“TRU Transformation” plan, 215

Taxicab driver fraud, 110–111

Team-based care, 471–472

Team learning, 204

Teams Groups whose members work intensely 

with one another to achieve a specific common 

goal or objective, 445. See also Self-managed 

teams

achieving synergy with, 52

cohesiveness, 462–465

communication networks, 488–490

cross-functional, 53, 269–270, 293, 299. See also 

Cross-functional teams

diversity on, 132

enhancing performance with, 446–447

global, 177

group development, 458–459

high performing, 465–468

leadership, 457–458

in matrix structures, 291–293

norms, 459–462

sizes, tasks, and roles, 454–456

as sources of innovation, 443–445, 447–448

types, 449–454

Technical skills The job-specific knowledge 

and techniques required to perform an organiza-

tional role, 15

Technological forces Outcomes of changes in 

the technology managers use to design, produce, 

or distribute goods and services, 166

Technology The combination of skills and equip-

ment that managers use in designing, producing, 

and distributing goods and services, 166

enabling virtual teams, 452–453

influence on organizational structures, 280–281

wearables, 535–536, 540

Telecommuting, 301, 486, 557

Teleconferences, 505–506

Telephone service, IT impacts, 542

TelePresence, 484

Television programs, 128–129

Temporary assignments, 518

Tenerife crash, 481

Tenure, 45

Terminal values Lifelong goals or objectives 

that individuals seek to achieve, 69, 80

Tests, 360–361

Texas A&M custodial team rules, 329, 330

Textile industry water use, 162

Theory X A set of negative assumptions about 

workers that leads to the conclusion that a man-

ager’s task is to supervise workers closely and 

control their behavior, 48–49

Theory Y A set of positive assumptions about 

workers that leads to the conclusion that a 

manager’s task is to create a work setting that 

encourages commitment to organizational goals 

and provides opportunities for workers to be 

imaginative and to exercise initiative and self-

direction, 49

Thermostats, 322

Third-party negotiator An impartial indi-

vidual with expertise in handling conflicts and 

negotiations who helps parties in conflict reach 

an acceptable solution, 519

Threats, 224–225, 227. See also Environmental 

factors

3D movies, 251

360-degree appraisal Performance appraisal 

by peers, subordinates, superiors, and sometimes 

clients who are in a position to evaluate a man-

ager’s performance, 367–368

Time-and-motion studies, 37, 39

Time constraints, 193, 224

Time horizon The intended duration of a plan, 

221, 418, 514–515

Timeliness of information, 538

Times-covered ratio, 324

Tipping Point, 88

Tire makers, 172

Title VII of the Civil Rights Act (1964), 127, 352

Tokugawa period, 176
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Wikis, 494–495

Windows XP, 544

Win–win scenarios, 521, 527

Women

on boards of directors, 127, 128

communication styles, 500–501

disparate earnings, 127, 136

foreign restrictions on, 518

hidden biases against, 153–154

leadership behavior, 432–433

leadership development programs, 170–171

sexual harassment, 148–149

status in workplace, 135

as top managers, 127–128, 225–227, 432–433, 

509–511

Worker centers, 532–533

Workers. See Employees

Workers’ compensation, 370

Work experience, 362–363

Workplace safety, 73, 99–100

Workstation layouts, 261–262

World Wide Web, 491

Written communications, 485–488

Z

Zero-tolerance policies, 147, 149

Vision, 10, 204, 223

Vista operating system, 544

VITM  countries, 179

Voice mail, 485

Volcker Rule, 97

Volunteer work, 477

W

Wages. See Compensation

Waste reduction, 72–73, 101–102. See also 

Sustainability

Water conservation, 23, 162

Water for People, 113

Watergate break-in, 202

Weaknesses and strengths, identifying, 224–225

Wearables, 535–536, 540

Web Globalization Report Card, 157–158

Websites, 62, 157–158. See also Information 

 technology; Internet

Welfare reform, 130

Wellness centers, 380

Wheel networks, 489

Wholly owned foreign subsidiaries 

Production operations established in foreign 

countries independent of any local direct 

involvement, 240

Wiki Central, 495

Vendors, 99–100, 101. See also Suppliers

Verbal communication The encoding of mes-

sages into words, either written or spoken, 480

Vertical communication, 490

Vertical integration Expanding a company’s 

operations either backward into an industry that 

produces inputs for its products or forward into 

an industry that uses, distributes, or sells its 

products, 233–234

Vesting conditions, 403

Vicarious learning Learning that occurs when 

the learner becomes motivated to perform a 

behavior by watching another person performing 

it and being reinforced for doing so; also called 

observational learning, 399, 400

Videoconferences, 484, 506

Video rentals, 229–230

Video training, 361

Vietnam War, 202

Virtual organizations Companies in which 

employees are linked to an organization’s cen-

tralized databases by computers, faxes, and vid-

eoconferencing and rarely meet face-to-face, 557

Virtual teams Teams whose members rarely or 

never meet face-to-face but, rather, interact by 

using various forms of information technology 

such as e-mail, computer networks, telephone, 

fax, and videoconferences, 452–453
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