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The Five Functions of Effective Management seeks to assist students in understanding the basic 
efforts and activities required of managers at every level in an organization. The processes of 
planning, organizing, staffing, leading, and control are explained with examples from numer-
ous companies and industries. Students who can comprehend and apply these concepts hold the 
potential of becoming effective managers in their companies.

Readers are invited to explore the impact of history on the field of management. Theories and 
perspectives from the past help explain the nature of management in today’s business world. The 
final element of the book involves integrating the five functions into a seamless management 
program. 

The Five Functions of Effective Management includes a variety of features that will help readers 
understand key concepts and further explore the topics discussed in each chapter:

Management in Practice boxes illustrate how concepts discussed in the text are 
applied by real organizations and managers. 

Case Study boxes present workplace scenarios that highlight and provide further analy-
sis of key topics. 

Videos embedded in the text provide enrichment and insight into the concepts dis-
cussed in the book. Interviews tap into the experience and insight of managers. 

Key terms sections list and define key concepts as discussed in each chapter. Click on 
any term in the e-book Key Terms section to see the definition. 

Interactive flash cards included in the e-book allow readers to test their knowledge of 
the key terms discussed in each chapter. 

Critical thinking questions and analytical exercises guide readers toward criti-
cal analysis of topics explored in the chapters and will help them assess their levels of 
understanding. 

Preface and Introduction to  
Textbook Features
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Introduction to Management: 
Achieving Form through  
Function

Learning Objectives

After reading this chapter, you should be able to:

•	Describe an organization.
•	Define the concept of management and describe various management roles.
•	Explain the five management functions.
•	Recognize key historical figures and their contributions to management theory.

1

Fuse/Thinkstock



Introduction Chapter 1

   1.1 Introduction
Many people think management is primarily concerned with supervising employees, or that 
it constitutes an obscure set of practices invented by corporate experts in high-level positions 
within an organization. Some might associate management with certain entrepreneurs, such as 
Andrew Carnegie, founder of U.S. Steel; John D. Rockefeller, founder of Standard Oil; Ray Kroc, 
the driving force behind McDonald’s; Sam Walton, who created the Walmart empire; or others 
such as Meg Whitman, former CEO of eBay and current executives in other well-known corpo-
rate giants.

Instead, a more fundamental view suggests that the management discipline consists of a set of five 
specific functions: planning, organizing, staffing, leading, and controlling. These five functions 
are part of a body of practices and theories carried out by successful managers. You will learn 
more about these five functions in this book. We want you to understand that although research 
and theory form the basis of management, a more comprehensive view includes the other prac-
tices that managers use to implement these theories. Typically, managers direct their organiza-
tions while researchers evaluate how they operate and apply various theoretical perspectives.

The analysis of individual management practices and theories can be used to create innovative 
new methods, theories, and approaches. As theorists try to bring some meaning to how manage-
ment affects overall organizations, the purpose and practical applications for the various man-
agement theories are contained in the five functions. Understanding these five functions and the 
underlying support theory behind them is the starting point for becoming a successful manager.

Chapter 1 introduces several important concepts of effective management and leadership. Each 
concept serves as a building block to help you understand and apply the five functions of man-
agement. In this chapter, we define management and explain the nature of an organization. We 
explore the nature of various types of organizations and examine historical figures along with 
their contributions to management theory. The following “Management in Practice” box might 
help you begin to understand the role of management in an organization’s success through the 
application of the five functions.

M A N A G E M E N T  I N  P R A C T I C E

Costco: Successful Management of the Five Functions

The world of retailing includes an endless number of small stores, chains of units offering specific 
product lines, and “big box” outlets that dominate many markets. Within this mix, Costco has 
located and maintained a unique niche over the past several decades. Even as the past decade pre-
sented several major challenges to the retail industry, Costco has grown and thrived. What is the 
secret to this success? Part of the answer can be found in the application of the five functions of 
management.

In the planning process, a simple mission drives the entire company. Costco seeks to keep prices 
low, sales volumes high, and ensure that employees are satisfied with their jobs and happy to be 
part of the organization. Several key company policies serve to support this mission. For example, 

(continued)
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the retailer, while large in scope, offers a more limited line of products on shelves when compared 
to other big-box stores such as Walmart or Target. Each item can therefore be priced at only 14% 
or less above its wholesale cost. This approach limits the amount of profit made on actual sales, but 
the company offsets these discounts through its membership fee program, in which customers pay 
an annual fee of $55 to shop in the store. Also, company managers constantly examine changing 
conditions in the industry to make sure the organization is ready to respond.

The organizing function in Costco consists of a simple, straightforward approach. Individual jobs 
are clearly defined for individual employees. Departmental activities are well spelled out and com-
municated, leading to no overlap in activities or functions. Clearly established lines of authority and 
responsibility have existed for many years, giving every member of the company a sense of direction 
with a solid understanding of his or her role in the company.

Costco takes a unique approach in the area of staffing. Rather than hiring business school gradu-
ates directly out of college, the organization’s human resources department selects and promotes 
employees who have worked in stores and warehouses and sponsors them to take graduate-level 
business courses. Also, the executive team recently acknowledged that managers in the top tier of 
the Costco organization were all aging. In response, the organization has begun an active program 
of “succession planning,” designed to ensure a smooth transition into the next generation of lead-
ers (Stone, 2013).

As you will learn in the section of this book dedicated to leading, several key activities are involved. 
Among them, motivational programs constitute a primary factor. Costco’s management team, led 
by its cofounder Jim Sinegal, constantly emphasizes employee satisfaction. According to Brad Stone 
from Bloomberg Business Week (2013), Costco pays its hourly workers an average of $20.89 per 
hour, which does not include overtime. Remember, in the United States the minimum wage is $7.25 
per hour. By comparison, Walmart reports its average wage for full-time employees in the United 
States to be $12.67 per hour. Further, Costco offers an extensive health insurance program that cov-
ers nearly 90% of its employees and a 401(k) retirement plan. These benefit programs are superior 
to those the competition offers.

In turn, the management team at Costco expects that customer satisfaction will be a high priority. 
The basic philosophy suggests that happy employees will treat customers well; in competitor stores, 
less well-paid employees are more likely to be surly and disinterested. Newly designated CEO Craig 
Jelinek, who assumed his position in 2012, has been observed to practice the same no-nonsense 
approach to leadership. To the relief of employees at every level of the company, this includes a 
strong level of empathy and concern for the rank and file that had been established by Jim Sinegal.

Costco continues to refine the company’s control system. Store managers continually monitor sales 
of individual items, removing those that do not fly off the shelves. When an innovation fails, it is 
removed. For example, an experiment with self-checkout lanes similar to those offered by other 
retailers was deemed ineffective. As a result, the machines were taken out. Activities are assessed 
at every level of the company and corrections are made as needed.

What does the future hold for Costco? The challenge of Internet shopping continues to grow, 
because the coming generation of shoppers appears to be more comfortable with—and actu-
ally prefers the web to brick-and-mortar stores. In response, Costco has tried to improve its online 
shopping system. Also, tense relationships with some manufacturers, including Apple, Sony, and 
Panasonic, will require additional consideration. Future growth may be tied to international expan-
sion. The company’s plans include building new stores in France, Spain, Japan, Taiwan, and South 
Korea. At the least, you can expect Costco to continue applying its unique approach to the five 

(continued)
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Organizations

Every day, you encounter numerous organizations. Now you are taking a class from an educa-
tional organization; later you may visit a grocery store. Those who stop to pay parking tickets 
encounter a local government organization. In a modern, postindustrial society, interactions with 
organizations shape the nature of daily living, including maintaining your home, being part of 
social and religious groups, and making a living.

An organization is a collection of people who work together and coordinate their actions to 
achieve a wide variety of goals or desired future outcomes. The purpose of any organization is to 
serve a social need. Organizations take the forms of profit-seeking (or business) organizations, 
nonprofits, and government agencies. Organizations are driven by a mission to accomplish a set 
of agreed-upon goals:

•	 an economic goal (a profit-seeking entity)
•	 a social good (nonprofit entity)
•	 the general public’s welfare (government entity)

Profit-seeking	organizations	 (also	known	as	 for-profit	or	business	organizations)	deliver 
goods and services that offer value to consumers in exchange for money, normally expressed as 
sales and other revenues. Profit-seeking companies offer products and services to consumers, 
other companies, and to governmental organizations. 

Other organizations have different concepts regarding their purposes. Nonprofit	organiza-
tions	are created because there is an expressed social need. Typically, donations are solicited 
to maintain nonprofit organizations. Sometimes society doesn’t need what an organization 
produces, and the organization fails. Governmental	organizations serve different purposes, 
including maintaining order, providing universal services such as roads and fire protection, 
and regulating commerce. Governmental organizations generate revenues through taxes 
and fees.

In this book we examine primarily business organizations, how they operate, why they were 
established, and the reasons some fail while others thrive. The feature box “Organizational 
Characteristics” discusses other characteristics of organizations.

management functions in order to deal successfully with a fast-paced, demanding retail environ-
ment (Stone, 2013).

Discussion Questions

1. Have you ever shopped at Costco? How was the experience different from that at other big-box 
stores?

2. Do you think other retail chains would be wise to offer higher wages to employees? Why or  
why not?

3. Can you think of another company that manages its operations in the same way as Costco?
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Organizational Origins

Consider how a for-profit business organization might get started. A lone farmer purchases a plot 
of land and is now ready to start planting on it, hoping to make a profit and providing healthy, 
farm-fresh produce for the surrounding community. At this stage he has not yet established an 
organization; he is just one man with a plot of land and some seeds. For his farm to become an 
organization, he will need to decide how much produce he wants to sell and the nature of the 
market—which consumers in the community will buy the produce. He also needs to know who 
his competitors might be, because a farm down the road could be selling the identical assortment 
of vegetables that he’s planning to market. The farmer will also need to assess how much capital, 
or money, he has, and how much he will need to sustain the business. When thinking about the 
financial cost, he must take into account how many resources he will need to operate the farm—
human resources and general resources such as tractors, planting materials, and water. After 
hiring the needed human resources, including a manager to oversee the employees, the farmer’s 
goal becomes to make a profit on the produce that he sells.

This is a simple example of a for-profit business organization in an early stage of development. 
With the right management—and with good planning, organizing, staffing, leading, and control-
ling—it could become an even greater success than the farmer initially imagined. If that turns 
out to be the case, he will need to focus on how to progress with the changes that occur as his 
organization grows. You will learn more in this chapter and throughout this book about how to 
keep an organization profitable and relevant. The following facts apply to organizations. Think 
about them as you study the topics in this book.

Organizational Characteristics

Organizations display six distinct characteristics. Each of them must be found within a group of 
people in order for that collective to be considered an organization. The elements found in organi-
zations include the following:

•	 Membership consists of more than two people. One-person organizations do not exist.
•	 People in the organization routinely interact. In today’s society, interactions take place in a 

variety of ways: face-to-face contact, in group and team meetings, and via the use of numer-
ous technologies. These interactions can be as basic as written memos and notes but also can 
include recent innovations such as the Internet, websites, email, social media posts, and others.

•	 Tasks are divided among members (division of labor). In the coming chapters, we will look at 
the ways jobs are designed and how the tasks of individual members are coordinated to achieve 
various goals. At the least, an organization includes dividing up jobs and then combining them 
to accomplish specific outcomes.

•	 Someone is in charge (a hierarchy of authority). Even the most basic, rudimentary organization 
has a leader. As organizations grow in size, the hierarchy of authority becomes more complex. 
In the coming chapters, you will be exposed to the ways in which organizations are designed to 
develop lines of authority and responsibility.

•	 Activities are coordinated among members. Through the use of devices such as planning pro-
grams, motivational systems, and the efforts of leaders, members are encouraged and taught to 
work together to achieve larger objectives.

•	 Members share a common purpose or goal. Every type of organization has an overarching goal 
that all members seek to achieve. This characteristic is seen in business or for-profit organiza-
tions, nonprofits, and governments.
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•	 Most organizations are small, consisting of fewer than 200 members.
•	 Most organizations are short lived. Only 15% of business organizations survive more than 

two years.
•	 Organizations go through life cycles: They are born, grow, mature, decline, and many  

then die.
•	 Organizations are social systems. The people within them determine the eventual 

outcomes.

  1.2 Management Roles
Management	theory is the study of the overall management process. The term management has 
a variety of definitions. Our approach suggests that management consists of all the techniques 
that are used to lead the human resources in an organization to become productive. To do so, an 
organization’s manager must efficiently and effectively carry out the primary management func-
tions. A manager is responsible for helping to achieve an organization’s goals and desired future 
outcomes. Managers also supervise employees and seek to make the most of an organization’s 
other resources.

Management specialist Peter Drucker (1909–2005), one of the 
most influential theorists on the subject of management and prac-
tice, wrote articles and books exploring how humans are orga-
nized across society with regard to business, government, and the 
nonprofit sectors—the main sectors that organizations encom-
pass. Drucker once said, “Management in turn, is the organ of 
the institution. It has no function in itself, indeed, no existence 
in itself” (Drucker, 1985). In essence, management cannot exist 
without an organization.

One of Drucker’s most famous books, The Concept of the 
Corporation (1946), analyzes General Motors as a large social 
institution involved with business activities. He describes the 
nature of management, how organizations select managers, how 
managers act, and how an organization is structured into units of 
management such as divisions or sections.

Drucker has also examined and explained the role and position 
of large organizations in a modern society in his writings. Even 
though these important and influential works were written over a 
half century ago, many of the management theories and methods 
continue to be practiced today. His ideas greatly influenced the 
business world, because at the time, management was not consid-

ered the most significant part of an organization. The theory during Drucker’s time was that the 
president or the chief executive of an organization would give orders, and others would simply 
follow.

Drucker shifted the focus of management to include the study of human interactions within an 
organization, the flow of information, the decision-making process, and managerial autonomy, 
because he believed these factors could greatly influence an organization’s success. In today’s 
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▲▲ Management consultant Peter 
Drucker (1909–2005).
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world of organizational practices, Drucker helped us understand the central importance of the 
manager’s role; in essence, managers are absolutely crucial to the success of any organization.

Managerial Levels

Even though managers function in similar ways, each of them performs different tasks and oper-
ates on different levels within the organization. Organizations typically have three levels of man-
agement: front-line managers (supervisors), middle managers, and top managers (executives). 
Let’s take a closer look at these three different types of managers.

Front-Line Managers or Supervisors
Front-line	 managers, or supervisors, 
carry out and direct the daily activities of 
the organization. Front-line managers work 
in the various divisions, operating units, or 
departments to assure the short-term goals 
of the organization are achieved. Front-line 
managers may have varying titles, including

•	 office manager 
•	 department manager in a retail store
•	 production line leader or foreman in a 

manufacturing plant
•	 head server in a restaurant
•	 director of accounts payable/

receivable
•	 crew chief on an airline flight

These managers deal with short-term operating decisions and oversee the daily tasks of non-
managerial employees.

An example of a front-line manager is the supervisor in an automotive parts company. Suppose 
this supervisor is responsible for overseeing the employees who work within the distribution 
division of the organization. She is responsible for making sure the parts are distributed to the 
correct locations and to the customers who ordered them. More specifically, if a large shipment of 
5,000 parts were to be sent to one of the organization’s best clients, the front-line manager would 
be the person responsible for making sure the order was correctly filled.

Serving as a front-line manager often becomes the first step of a managerial career. If a supervi-
sor does well and is successful, then he or she has demonstrated the potential to move to higher 
ranks in the organization as a middle manager, and some day as an executive manager. Front-line 
managers provide direction, technical support, and training of personnel. They are charged with 
carrying out the plans developed by middle and executive managers.

Middle Managers
Middle	managers supervise front-line managers. Middle managers interpret and seek to achieve 
the general, long-range objectives set down by the executive management team (Steers, Ungson, 
& Mowday, 1985). Middle managers also try to find ways to increase efficiencies within the 
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▲▲ As a front-line manager a construction site foreman would 
provide direction to on-site workers and be responsible for 
implementing building plans.
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organization. For example, they determine ways to help front-line managers and nonmanagerial 
employees use resources to reduce manufacturing costs or improve customer service.

Middle managers may also be asked to evaluate whether the goals of the organization are 
appropriate and make suggestions to executive managers regarding the functionality of certain 
divisions. The suggestions that middle managers make to executive managers can sometimes 
increase organizational performance. An effective middle manager has the ear of the executive 
manager when it comes to suggesting improvements. A significant part of the middle manager’s 
job includes developing and fine-tuning skills and knowledge around areas such as manufactur-
ing or marketing expertise, which in turn allows the organization to remain effective. Front-line 
supervisors occasionally are promoted to become middle managers, but many middle managers 
are professionals with academic credentials and additional corporate-level training. Due to their 
respective levels of learning and experience, some may have skipped past front-line management 
altogether.

Executive Managers
We now know that front-line managers report to middle managers, and that middle managers 
report to executive managers. But what is an executive manager?	Executive	managers	estab-
lish organizational goals, decide how departments should interact, and monitor the performance 
of middle managers. Executive managers are tasked with planning and implementing strategic 
goals. The executive holds the responsibility of defining the long-term direction of the orga-
nization, including the overall mission or goals, product or service, operating policy, and the 
specific organizational objectives. They are held accountable to the various stakeholders—includ-
ing the board of directors and any stockholders—for the fiscal and operational success of the 
organization.

Managers at this level tend to be highly experienced, hold professional degrees such as a mas-
ter of business administration (MBA), and have documented histories of managerial successes. 
Executive managers have a tremendous amount of responsibility. In contrast to middle managers, 
executives have responsibilities across the various departments and divisions within the organi-
zation. In many cases these managers are responsible for the success or failure of an organiza-
tion, and they are constantly monitored and checked by internal and external forces around the 
organization.

A chief	executive	officer, or CEO, is an organization’s most senior manager. The other execu-
tive managers report to the CEO. Sometimes within an organization, the executive managers are 
part of a top-management team. For example, a top-management team could be made up of the 
CEO; the chief operating officer (or COO); the president of the organization; and the top-level 
executives, or heads, of the most important departments within the organization. At the core of 
the executive manager’s job is the task of planning and organizing to determine the organization’s 
long-term success. This is how an executive manager spends most of his or her time.

In summary, many organizations exhibit multiple management levels. The levels can be viewed 
as a pyramid: executive managers are shown at the top, various levels of middle management are 
next, and front-line supervisors are at the bottom (Figure 1.1).

Distributions of the five management functions are not equally divided among the levels shown 
in Figure 1.1. The importance of the five functions—planning, organizing, leading, controlling, 
and staffing—differs from manager to manager depending on his or her role within the organiza-
tion. At the same time, managers for each level become actively involved in these functions on a 
regular basis. Executive managers are more likely to engage in planning and controlling activities. 
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Middle managers have more general function responsibility depending on reporting obligations. 
Front-line managers engage less in planning and more in leading of entry-level workers. 

Managerial Types

Another way to think of management is by division or type. Some managers direct the produc-
tion or delivery of individual products or services, while other managers serve in supporting 
roles. Each management type plays an important part in the organization and is essential to a 
firm’s success. Two types of managers operate in business organizations: line managers and staff 
managers.

Line Managers
Line	managers have the authority to make decisions and usually have people reporting to them. 
They are directly responsible for a product line or delivery of a service by the organization. This type 
of manager is often a product manager, marketing manager, production manager, service manager, 
or division manager. Line managers are often charged with sales, production, and delivery budgets.

Figure 1.1 Managerial levels

Most organizations are managed through the activities of executive, middle, and front-line 
managers.
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Staff Managers
Staff	managers	lead departments that serve in supporting roles, including accounting, human 
resources, procurement, and logistics. Although critical to the success of the organization, these 
functions are not involved in production and typically do not directly produce revenue.

One of the easiest ways to see the distinctions among the varieties, levels, and types of manage-
ment is through an organization chart. An	organization	chart	provides box-and-line illustra-
tions representing the formal relationships of positions of authority and the organization’s official 
divisions of labor. Figure 1.2 is a typical organization chart. Line management is an extension of 
the executive office (in a corporate structure, this is usually the president) down through the vice 
president of manufacturing, manager of production, and finally to the shop floor supervisor. The 
vice president of human resources and vice president of finance are shown as the left and right 
branches of the chart because they represent the organization’s staff management.

Managerial Knowledge, Skills, and Abilities

You now understand the roles, responsibilities, and types of management in an organization. 
Next, we can address some important characteristics of managers in the daily exercise of their 
duties. What do managers need to know to be successful? Generally, they need a range of knowl-
edge, skills, and abilities.

Figure 1.2 An organization chart

An organization chart displays the relationships between line and staff activities, designates 
the various departments in an organization, and indicates the lines of authority and 
responsibility among employees and their supervisors.
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Technical Knowledge
Technical knowledge is having the job-specific knowledge and techniques required to per-
form an organizational role. Managers need knowledge appropriate to the areas they over-
see. For example, the accounting manager should have high-level accounting expertise with 
a significant background in the field sufficient to manage the accounts of the organization. 
Likewise, the production manager should have sufficient experience and education (likely in 
engineering, management, or both) to lead a production team to manufacture the product of 
the organization.

Human Relations Skills
Human relations skills are the ability to understand, alter, lead, and influence the behaviors of 
other individuals and groups. Managers need to exhibit the ability to lead and motivate others, 
not just to complete the ordinary operations of the department but to energize the team to high 
levels of activity when business demands it. Building trust is an important component of human 
relations. Human relations skills include empathy, consideration, and the willingness to listen to 
the concerns of those at every rank in the organizational hierarchy.

Conceptual Skills
Conceptual skills, or critical thinking abilities, are the skills a manager needs to analyze and diag-
nose a situation and to distinguish between cause and effect. Managers must be problem solvers 
and have a variety of skills (operational, technical, mathematical, etc.) to draw on as problems 
present themselves in the business.

Technical, human relations, and critical thinking knowledge, skills, and abilities are essential to 
managers as they engage the five functions of management during the workday. Table 1.1 suggests 
the relative emphasis on each aspect at various organizational ranks.

Table 1.1 Managerial focus

 
Manager rank

Level of conceptual and 
technical skills required

Level of human relations 
skills required

Executive High conceptual, 

low technical 

High human relations

Middle Moderate conceptual, moderate 
technical 

High human relations

Front-line Low conceptual, 

high technical 

High human relations

 1.3 The Five Management Functions
The five management	 functions include planning, organizing, staffing, leading, and control-
ling human and other resources to achieve organizational goals. All organizations, regardless of 
their performance levels or profit motives, have a management structure and management staff. 
Although the organization exists for a particular purpose, such as producing a product or service, 
the responsibility for mission achievement requires a central figure, and in some cases figures, to 
coordinate these five primary activities.
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Planning

Managers use planning to choose appropriate organizational goals and identify courses of action 
to best reach those goals. Managers will engage in a variety of planning activities in the course 
of their work to achieve organizational or departmental goals. The following steps are involved 
in planning:

1. Examining the company’s internal and external environments to discover company strengths 
and weaknesses and emerging opportunities and threats

2. Determining which goals the organization will pursue
3. Choosing strategies, tactics, and operational plans to achieve company goals
4. Allocating organizational resources to pursue the company’s goals

Assessing the Environment
Planning begins when managers understand the contexts in which they operate. The manage-
ment team starts the planning process by examining the company’s operations. In terms of inter-
nal factors, the overall assessment of the firm’s internal environment begins with a focus on the 
company strengths and weaknesses. Strengths might include holding a large share of the market, 
a patent on a key piece of technology, a vital work force, or governmental protection in the form 
of a licensed monopoly or other limits to new competition. Managers may discover that the orga-
nization has a powerful sales force or a creative research and development department (R&D). 
Weaknesses include any poorly managed company operations, including production, quality 
control, sales, accounting, or information technology efforts. For example, a website that is dif-
ficult to navigate and that turns away potential customers represents a company weakness. A 
company with a reputation for selling defective products experiences a weakness.

Next, every firm, no matter how large or small, is part of a larger external environment. 
Opportunities and threats are present in that environment. The management team researches a 
series of forces that can affect a company’s operations, including

•	 political and legal forces
•	 social trends
•	 economic conditions
•	 technological changes
•	 competitive forces

Opportunities may arise from any of these factors. When the government shifted television pro-
gramming from analog signals to high definition, an array of companies were able to take advan-
tage by creating new television sets, antenna adapters, and other products. Social trends affect 
fads and fashions, which result in new opportunities to sell products. Economic conditions shift 
purchasing habits. A growing or healthy economy often leads to increased sales by individual 
companies. Technologies create new products and improved products. Competitors may seek 
to merge to build a more powerful alliance against a dominant company. Threats may result 
from poor economic conditions, new competitors, bad publicity, or products nearing the ends of 
their life cycles, such as traditional photography products (film), landline telephones, and walk-
in movie rental stores. New tax laws can create advantages for some and threats to other firms.

This combination of internal and external forces creates the need for what is referred to as a 
SWOT	 analysis	 (SWOT stands for strengths, weaknesses, opportunities, and threats). The 
“Management in Practice” box provides an example of a SWOT analysis performed on a newspa-
per in a Midwestern city. 
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In any case, the SWOT analysis guides managers as they develop new plans and direct other 
organizational activities. Additional information about environmental analyses will be provided 
in the planning chapter of this book.

Determining Organizational Goals
Company leaders establish goals and objectives on at least three levels: strategic, tactical, and 
operational. Strategic	goals are the long-term, sweeping targets a company seeks to pursue. Peter 
Drucker (1972) identified a set of strategic goals that would apply to a variety of organizations: 

•	 market share
•	 innovation
•	 productivity
•	 physical and financial resources
•	 profitability
•	 manager performance and development
•	 employee performance and attitudes
•	 social responsibility (Drucker, 1972)

M A N A G E M E N T  I N  P R A C T I C E

The Joplin Globe: A SWOT Analysis 

The city of Joplin, Missouri, is home to one newspaper: The Joplin Globe. The newspaper holds a 
near monopoly in town (with only very slight competition from USA Today and papers from nearby 
cities), which accounts for its first strength. A second strength comes from a quality staff of writers 
and editors, including one individual who writes a popular daily personal interest column. A third 
strength is the ability to cover local events in greater detail than any other medium, such as radio 
or television, can provide. The newspaper’s weakness might take the form of a weak financial posi-
tion, due to limited capital to expand or alter delivery of the paper. Another weakness might result 
from a low-quality circulation department that fails to maintain good records of individual custom-
ers and paper carriers.

The newspaper experiences opportunities because the city of Joplin is growing in size. Higher popu-
lation could result in additional new customers. A strong local economy could further bolster the 
paper’s sales and financial well-being. Unfortunately, the paper also encounters major threats. In 
the area of technology, the Internet poses a major concern for newspapers locally and around the 
country. Readers can now access media reports free of charge by going to various websites. An 
innovative entrepreneur might be able to take advantage of the Internet to compete with The Joplin 
Globe. A growing social trend also threatens the paper: Fewer young people are interested in read-
ing an actual newspaper, preferring instead to rely on social media and other devices. 

Consequently, the executive team directing the efforts of The Joplin Globe must find ways to effec-
tively respond to the conditions pointed out by the SWOT analysis. One strategic response might be 
to spend additional resources building up the newspaper’s Internet presence, perhaps by making 
the system more interactive with social media outlets such as Facebook or Twitter. A second plan 
might include increased attention on local news and events rather than national stories. An opera-
tional plan might be to expand the classified advertising section by linking it to other websites.
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These more general performance outcomes are then subdivided into	tactical	goals, which have a 
more immediate impact. Tactical goals are set in the following functional areas:

•	 production
•	 quality control
•	 marketing
•	 sales
•	 accounting
•	 finance
•	 information technology
•	 research and development
•	 human resources 

Tactical goals guide managers in the various areas. The top-management team makes sure that 
tactical goals mesh with strategic goals. Finally, the company identifies operational	goals. These 
are the performance targets for everyday activities such as sales quotas, production quotas, com-
pleting daily reports and paperwork, and processing the flow of raw materials into the company 
and finished goods to customers.

At each of these levels, two concepts are common denominators: efficiency and effectiveness. 
Efficiency measures how productively resources are used to achieve a goal. An organization’s 
efficiency, or performance level, is based on how well managers plan and develop strategies to 
meet those goals. Efficiency has been described as “doing things right” with little wasted motion 
or resources. Effectiveness, in contrast, is “doing the right things.” Effectiveness means that 
company efforts help achieve the goals that will allow the company to survive, grow, and thrive 
over time (Drucker, 1985).

Creating Plans
The development of goals at the three basic levels leads to the creation of plans to achieve those 
outcomes. A strategy is a cluster of decisions about what goals to pursue, what actions to take, 
and how to use resources to achieve goals. An example of a strategy is to implement a plan that 
would sell directly to consumers rather than going through an already existing company that 
acts as an intermediary seller, such as Esurance before its merger with Allstate. In this way, the 
profits remain with the producing company. Various forms of strategies designed to achieve rapid 
or slow growth, to maintain stability, or to respond to decline are presented in the section of 
this course regarding planning. Additional examples of strategies include creating new products 
(such as the Kindle developed by Amazon.com), merging with other companies (Esurance and 
Allstate), creating joint ventures (the combination of Venus razors for women with Oil of Olay), 
expanding into new geographic areas, and creating international operations.

Tactics are the plans that support strategies. An example of a tactic would be to increase adver-
tising so the company can reach customers without using an intermediary. Another tactic in 
the same strategic program would be to create a more efficient shipping system, which entices 
customers to make purchases more quickly and more often. Tactics are often implemented at the 
functional level, in various departments such as production, accounting, human resources, and 
research and development.

Operational	plans direct daily activities. They include functions such as creating work sched-
ules, ordering inventory, and routinely updating a website. Operational plans help ensure that 
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front-line supervisors and company employees are clear about their everyday responsibilities. At 
the same time, operational plans become part of the tactics and strategies the company execu-
tives seek to implement.

Allocating Resources
The final part of the planning process is deciding how to obtain the necessary labor (human 
resources) and parts (general resources) to build the product or service to be sold, and deciding 
how many of these resources will be needed to meet company goals. It is also necessary in the 
planning stage to assess the cost of purchasing resources as well as paying employee salaries. 
Assessing any competition and determining the product’s place in the market represents another 
important planning component.

Remember that planning programs are complex and can be challenging because managers oper-
ate under an umbrella of uncertainty; the results are unknown. Such uncertainty means that 
managers must sometimes take risks when they pledge organizational resources to execute a 
particular strategy. At the same time, the fundamental elements of planning apply to any organi-
zation—no matter how large or small—and to the nature of that organization’s goals.

Organizing

Organizing is the process of establishing task and authority relationships that allow people to 
work together to achieve the organization’s goals. A function of the manager’s role in organizing 
is determining the best way to organize all resources. Organizing consists of three primary tasks, 
which we will explore in greater detail in subsequent chapters: job design, departmentalization, 
and creating an organizational structure.

Job design occurs when managers determine the tasks needed to be done, who will do these, 
and what selection criteria will be used to choose employees and place them on the job. 
Departmentalization involves organizing people into different departments or divisions in which 
collections of tasks are placed together, such as accounting, marketing, and production. Creating 
an organizational structure occurs as managers identify the amount of influence and respon-
sibility each of these different individuals and groups should have. Drucker pointed out that 
“Organizing often requires designing and evaluating organizational processes and systems to 
initiate work and to determine if any changes need be made” (Drucker, 1985).

The intended outcome of organizing is to create an organizational	structure, which is a formal 
system of task and reporting relationships that coordinates the activities of members so that they 
work together to achieve organizational goals. The organizational structure determines how an 
organization’s resources can be best used to create goods and services. Organizational design is 
the process by which managers make specific organizing choices that result in the particular kind 
of organizational structure they will use.

Staffing

Staffing includes the recruiting, selecting, training, evaluating, compensating, and disciplining of 
employees within the organization. Staffing has become a preeminent function of contemporary 
managers. In today’s organizations a manager is sometimes more responsible for recruiting, select-
ing, evaluating, and hiring employees than is an organization’s human resources department. This 
was not the case until recently and has made the manager more responsible and accountable for 
hiring effective and successful employees. Managers are responsible for bringing together the team 
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of employees and assigning tasks to make the best use of available resources for realizing the orga-
nization’s goals and activities. Part of the success of Costco, as noted earlier in this chapter, is the 
direct result of human resource staffing tactics that are unique in the retailing industry.

Leading

Leading means motivating, coordinating, and energizing individuals and groups to work 
together to achieve organizational goals. Managers lead by explaining a clear organizational plan 
for employees to accomplish, and then energizing and enabling those employees so that each per-
son understands the part he or she needs to play in helping to achieve the organization’s intended 
goals. Managers use their authority, personality, influence, persuasion skills, and communica-
tion skills to coordinate people and groups to create harmony between all employees within 
the organization or among its divisions. Encouraging, supporting, and mentoring employees can 

also be beneficial in helping the organiza-
tion achieve its goals.

An effective leader will be able to maintain 
a motivated and committed work force. 
An example of effective leading would be 
a manager who stays calm, cool, and col-
lected. A leader remains open to sugges-
tions from colleagues and takes the time to 
listen to and mentor employees. This type 
of leading can only strengthen an employ-
ee’s commitment to meeting the overall 
goals and strategies of the organization 
he or she works for. Theorist Mary Parker 
Follett (1868–1933), who was a trailblazer 
in researching theories of organizational 
behavior, wrote, “Managers often influence 
others to get things done” (Parker Follett, 
1949). Effective leaders prepare employees 
for change and provide a guide to the future 

by setting goals, motivating employees, and determining employee growth. Leading is often the 
most critical function in the success of the organization.

As an example, consider the fate of Starbucks, a retail coffee vendor established by Howard 
Schultz. The chain of stores had experienced considerable success over many years. In 2008, 
Schultz stepped down as CEO and moved to a less prominent role. During the two years that fol-
lowed, Starbucks experienced difficult times, largely due to overexpansion (too many units) and 
a decline in service quality. In 2010, Schultz returned as CEO with a revised vision. Starbucks 
closed nearly 1,000 stores and ceased operations in every unit for a day in order to retrain and 
refocus employees on what had been called the Starbucks “experience.” Not long after, the change 
in leadership reinvigorated the organization and it returned to previous levels of success. Schultz’s 
leadership made the difference (Teather, 2010).

Control

Controlling establishes accurate measuring and uses monitoring systems to evaluate how well 
the organization has achieved its goals. Control systems provide standards for assessing and 
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▲▲ After experiencing difficulties for two years, Starbucks 
returned to previous levels of success in 2010 thanks to the 
leadership of Howard Schultz.
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monitoring the use of resources and the quality and quantity of productivity. Control systems 
assess effectiveness at the strategic, tactical, and operational levels. These systems, found through-
out the organization, include financial controls, budgets, authority structures, production plan-
ning, and quality control. The standard control process consists of four steps:

1. Establish and review standards set in the planning process.
2. Measure performance at the strategic, tactical, and operational levels.
3. Compare performance outcomes with the standards that were set.
4. Make a decision:

•	 Successful performance should be rewarded.
•	 Unsuccessful performance should be corrected.

Monitoring is an essential aspect of control. Often, management’s best-laid plans do not work 
out the way they were intended. The controlling function allows managers to ensure that goals 
are met through monitoring. If standards are not being met, managers seek out ways to improve 
performance and meet those standards.

The ability to measure performance accurately and regulate organizational effectiveness repre-
sents a key component of the control process. To exercise control, managers must decide which 
goals to monitor. Goals pertaining to productivity, quality control, or customer service require 
control systems that deliver the information necessary to determine performance and ascertain 
whether the goals have been met. An effective control system also allows managers to evaluate 
how well they themselves are performing. 

  1.4 The History of Management Theory
In the eyes of most management historians, the field of management began when Henry R. Towne, 
a manufacturer, presented a paper entitled “The Engineer as Economist” to the American Society 
of Mechanical Engineers in 1886 (Towne, 1886). In the paper, Towne argued that the study of 
management was equal in importance to the study of engineering and should have its own body 
of research and its own professional organizations. What emerged has often been called the clas-
sical	era	in management literature, due to the original writings and innovations created during 
the period from the 1880s to the 1920s.

Soon after, Frederick W. Taylor merged scientific theory with management theory. This innova-
tion led to the approach labeled scientific	management, which is based on four principles: 

1. Development of a true science of managing with clearly stated laws, rules, and principles that 
replace rule-of-thumb methods

2. Scientific selection, training, and development of workers for specific jobs
3. Cooperation with workers to make sure work is completed using scientific principles
4. Equal division of tasks and responsibilities between workers and management (Bedeian, 1986) 

Taylor’s program produced dramatic increases in the productivity levels of individual workers. 
His approach led to both positive and negative outcomes. Though workers did indeed become 
more productive and companies more profitable, there were also complaints. The union labor 
movement achieved dramatic legislative gains during the scientific management era due to 
complaints that such programs created sweatshop-like conditions. The U.S. government and 
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individual unions fought to protect workers from unfair management tactics (Vaughan, 1912). 
Despite these concerns, Frank B. and Lillian M. Gilbreth (1915) applied many principles of scien-
tific management to create a program known as the time and motion study. By using both film 
and a stopwatch to observe work being performed, it was possible to devise the most efficient 
method to complete a task. During the same time period, Henri Fayol (1916) wrote in his native 
French about the importance of the classic management functions of planning, organizing, staff-
ing, directing, and controlling. The ideas paralleled the principles of scientific management in the 
United States and became widely implemented throughout Europe.

The Human Relations Movement

Mary Parker Follett questioned the wisdom of scientific management, arguing that the program 
ignored the human element in the organizational equation. She believed that managers should 
serve as coaches and facilitators rather than as monitors and supervisors (Parker Follett, 1949). 
The human	relations	movement, which focuses on people as the primary driving force in any 
organization, including for-profit businesses, gained momentum in the late 1920s. Researchers 
Elton Mayo and Fritz Roethlisberger conducted the Hawthorne studies, which primarily focused 
on the people involved in the studies, rather than solely on productivity. The subjects responded 
to positive and pleasant interactions with researchers by increasing productivity rates on the job. 
Later in the seven-year study, some of the tasks performed by supervisors were taken over by 
entry-level employees. This move also increased production. Some workers found the experience 
to be “fun” and remained free of anxiety about being disciplined for poor performance.

Mayo and Roethlisberger found that employees formed informal groups that were cohesive and 
loyal to one another. These groups established information norms or rules about levels of pro-
ductivity. Anyone who overproduced became a “slave” or “speed king.” These individuals were 
derided and even physically punched in the arm (aka binging) by other employees. Those who 
failed to do their fair share of work were labeled “chiselers” and told to keep up with the group. 
Over time, it became clear that more than money motivated workers. Social interactions were 
a key part of the organizational experience. Individual attitudes and collective employee morale 

are significant determinants of productivity lev-
els. Mayo and Roethlisberger suggested that to 
achieve the highest levels of success, company 
managers should consider human emotions and 
interactions (Urwick, 1960; Bedeian, 1986, pp. 
50–52).

Abraham Maslow and Humanism
Clinical psychologist Abraham Maslow was 
among the first to shift views on the nature of 
human beings. Maslow argued for humanism, a 
perspective that suggests the basic inner nature 
of a person is inherently good. In the	hierarchy	
of	needs theory, the argument expands to sug-
gest that the process of life is, in essence, a pro-
cess of “getting better.” The ultimate expression 
of life, self-actualization, is performing work 
that is helpful and meaningful to others while 
at the same time staying true to one’s own sense 
of self.

© Corbis  

▲▲ Psychologist Abraham Maslow posited that the aim of 
human growth is to achieve a state of self-actualization.
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Maslow’s work influenced the fields of psychology, social psychology, sociology, and management. 
Much of the research and theory building that took place in the years following the publication of 
the hierarchy of needs is based on humanist assumptions. As a result, the scientific management 
method, which relied on money and fear as primary motives, was replaced with newer, more 
positive views of employees (Gomez-Mejia, Balkin, & Cardy, 2006, p. 29).

Douglas McGregor’s Theory X and Theory Y
In The Human Side of Enterprise, Douglas McGregor (1960) proposed two companion theories 
that summarize the differences between scientific management and the human relations move-
ment (See Table 1.2). Theory	X, expresses the scientific management view of workers. Note that 
the assumptions and conclusions associated with Theory X leaders in the table portray workers 
in a less than positive light. A Theory X leader assumes his or her followers lack ambition, prefer 
direction, and inherently dislike work, so the leader concludes that only external motives (e.g., 
money and fear) will work. He or she should focus on production as dictated by scientific man-
agement theory.

In contrast, a Theory	Y leader represents a much different perspective on the nature of employees, 
both in terms of assumptions that they are self-motivated and the conclusions made by leaders 
as a result of these assumptions. A Theory Y leader assumes employees want to work, are natu-
rally motivated, and have underutilized talents. This leader concludes that motivation is innate, 
and instead focuses on leading employees as a facilitator or coach. In fact, McGregor argued that 
Theory Y leaders unleash human potential and will succeed in the long term.

Table 1.2 McGregor’s Theory X and Theory Y

Assumptions of Theory X Assumptions of Theory Y

People dislike work. Wanting to work is natural.

People avoid responsibility. People seek responsibility.

People prefer direction. People enjoy autonomy.

Most people have little ambition. Most employees’ talents and abilities are only partially 
utilized.

Given the opportunity, employees will generate ideas 
to help themselves and the company.

Conclusions of Theory X Conclusions of Theory Y

Leaders should be production oriented. Leaders should be people oriented.

Employee motivation is derived from money and fear. Motivation comes from within the individual.

In the 1980s, a new theory regarding managerial style and motivation emerged. Theory	Z	argues 
that managers should try to build a workplace environment that meets a series of employee needs. 
The Theory Z management style offers employees a secure employment and seeks to create high 
levels of trust and responsibility. To do so, team-based decision making at work is combined with 
the concept that the leader or manager should regard an employee as a complete entity, which 
means the employee has a life beyond the workplace. A person’s family unit and personal aspira-
tions become part of the formula. 

In return, managers hope to achieve improved on-the-job performance by building levels of com-
mitment to the organization. Theory Z was initially developed by William Ouchi in 1981. Its basis 
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comes from the Japanese approach to management that gained prominence in the 1980s, due 
to the work of W. Edwards Deming and others. The Deming philosophy emphasizes quality in 
every aspect of an organization’s operations, based on employee involvement in the management 
process. Those principles are blended with American management practices and the humanist 
philosophy, most notably exemplified by the work of Abraham Maslow, that emphasized the 
essential goodness and positive attributes found in humanity (Clegg & Bailey, 2007).

The human relations movement greatly influenced management theory during the period from 
approximately 1930 to 1960. At that point, influenced by improvements in technology and com-
puters, globalization, and other trends, the world began to change. Consequently, neither the 
scientific management approach nor the humanistic vantage point is a complete perspective, and 
new ideas and concepts about the most effective ways to manage employees continue to emerge 
in the modern era.

Modern Management

Another key historical figure in the study of management theory is Chester I. Barnard (1886–
1961), an American business executive and a public administrator. He authored Functions of the 
Executive (1938), a pivotal book on management theory and organizational studies. In this book, 
Barnard explains the functions of executives within an organization by focusing on the theory of 
organization, also known as organizational science. The theory of organization or organizational 
science includes the systematic study and application of knowledge about how people act within 
organizations. Barnard defined an organization as “a system of consciously coordinated personal 
activities or forces” (1938).

Consider Barnard’s conceptualization of an organization as a starting point. Based on Barnard’s 
definition, we can envision a potential organization with a purpose or goal, coordinating systems, 
people to carry out the necessary tasks for success, and managers who guide the entire process 
toward the expected outcomes. This simple form is often the way organizations work today.

Typically, in an operating unit, otherwise known as a part of a larger division or company, the 
leader of the unit, division, or company is a trained and experienced manager. An operating unit, 
division, or department consists of a group of people who work together and possess similar skills 
or use the same knowledge, tools, or techniques to perform their jobs. In each case, the manag-
ers and other members of the organization accept the mission to achieve the stated purpose and 
work to those ends. Typically, it will fall on management to plan, organize, and strategize how to 
carry out the organization’s mission.

Systems Theory
Barnard introduced systems concepts to the business world. Later, general systems theory con-
ceptualized an organization as a set of interrelated parts working together in a holistic fashion.

In a business system, inputs include raw materials, financial resources, and human resources. The 
transformation process is the company’s production function, including the assembly of physical 
products and the development of intangible services. Outputs are the finished, final goods and 
services sold to the public. The feedback mechanism provides correction and adjustment, keeping 
the organization in tune with its environment. See Figure 1.3 for an example.

As an example, consider the Starbucks company mentioned earlier in this chapter. Its inputs 
would include raw materials such as coffee, cream, food materials, people, finances, and any 
other items needed to operate the company. The transformation process would be making and 
selling coffee products and other beverages and food items. The outputs would be the products 
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themselves. The feedback mechanisms include public comments about the company, financial 
information (including company profitability), managerial observations, and any other source of 
information about the organization’s well-being.

The Starbucks example indicates another key element in systems theory: To survive and continue 
to succeed, an organization must adapt to its environment. When the company received negative 
information about sales and profitability, it was clear to Howard Schultz that changes needed 
to be made so that the company could once again survive in its environment. Think about how 
many companies have had to change or adapt to remain in business. Systems theory suggests 
that only those companies with the ability to thrive in a competitive environment will continue 
to exist. Others will die out.

Contingency Theory
If one phrase could be used to summarize contingency theory, it might be, “There is no one best 
way to manage.” In organizational behavior, there is no one best motivational system, no one best 
leadership style, and no one best form of organizational structure and design. Instead, flexible 
approaches to management are required. Flexibility suggests an if-then approach to management. 
Managers are expected to understand the demands of the environment—the constraints placed 
on them by various political, social, and economic forces—and then adapt to help the organiza-
tion achieve the most favorable outcomes. Many recently developed management theories reflect 
contingency thinking, where management adapts to the situation, company employees, and other 
circumstances that are present.

One important concept that emerged from the modern era, as found in the work of Barnard and 
others, is that organizations constantly change. Thinking of a company as a still photo or snapshot 
is not accurate. A business organization runs much more like a motion picture. Again, successful 
managers adapt to changing circumstances, often using contingency approaches to adjust to a 
changing world.

Figure 1.3 An organizational system

This model applies to biological, mechanical, and social systems, including for-profit business 
organizations, nonprofits, and government agencies.

f01.03_MGT330.ai

Inputs Transformation
Process

Outputs

Feedback
Mechanism

Inputs:  raw materials, people, money
Transformation Process: the actual work performed, including methods used
Outputs: goods and services
Feedback Mechanisms: organizational control systems, community feedback, stock price
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Summary
An organization consists of two or more people in a social setting, with division of labor, a hier-
archy of authority, coordination of activities, and a common purpose or goal. Profit-seeking 
organizations try to make money. Nonprofit organizations serve various organizational needs. 
Governmental organizations oversee the well-being of a population of citizens.

Management plays a critical role in the success of the organization. An organization’s manage-
ment team is charged with the effective use of the resources available to them to achieve planned 
outcomes. Drucker (1985) made the distinction between efficient and effective management skills 
in regard to the organization’s performance: “Performing an activity swiftly and economically is 
efficient, while doing the right thing well is effective. The wrong thing, however, is ineffective by 
definition.” The five management functions include planning, organizing, staffing, leading, and 
control. Managers coordinate these functions at the strategic, tactical, and operational levels. To 
do so requires technical, human relations, and conceptual skills.

The history of management theory began with the scientific approach. Later, the human rela-
tions movement shifted the focus from sheer productivity to a greater emphasis on employees 
and their well-being. Modern management theory incorporates elements of systems theory and 
contingency theory to describe and manage the complex organizations present in today’s busi-
ness environment.

Possessing strong management abilities and skills such as the ones discussed in this chapter will 
guide potential or new managers toward achieving organizational goals. These characteristics 
also will help them to be highly effective. This chapter is your first step in improving and fine-
tuning the set of managerial skills you will employ during the course of a career.

C A S E  S T U DY

The Insurance Agency

José Morales graduated from college and entered the work force as an insurance salesperson for 
a large agency in metropolitan Albuquerque, New Mexico. He was excited about taking a position 
that he believed genuinely helped people by protecting them and aiding them when difficult situa-
tions arose.

The agency had begun actively seeking out the local Hispanic market. The number of potential 
customers had grown, and an increasing number of them had moved into the category of lower 
middle class. At the least, these individuals might become interested in basic insurance such as term 
life insurance and other moderately priced policies. José knew he would be asked to seek out and 
reach this target market because he spoke both English and Spanish fluently.

At first, José was able to achieve modest success. Using carefully designed research methods, he 
was able to identify households that were most likely to purchase insurance. The prospects were 
all dual-income families who had children and were purchasing rather than renting their homes. All 
potential clients owned more than one car. Just when José believed he was getting established in 
the market, two events occurred. The first was a major economic recession, fueled largely by a col-
lapsing housing market in which homes began to lose value. Many individuals in José’s area were 
losing jobs, especially in the service sector. Continuing to make sales under those circumstances 
was unlikely. The second event was a sales contest that the regional manager, Michael Dunn, 

(continued)
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Key Terms
chief	executive	officer	(CEO)	 An organization’s most senior manager.

classical	era	 A period in management literature between the 1880s and 1920s, when original 
writings and innovations were created.

effectiveness	 Measures the company’s efforts to achieve the goals that will allow it to survive, 
grow, and thrive over time.

announced would take place over a three-month period. The agencies were assigned to com-
pete with 10 others in the region, including agencies in Taos, New Mexico, and Phoenix, Arizona. 
Individual salespeople who exceeded their quotas would receive bonuses and other prizes; however, 
the biggest rewards were set aside for the agency-versus-agency level of competition.

José knew he was in a difficult situation. He was expected to compete by trying to make sales to 
a group of individuals without the resources to buy. He was in a rotation for referrals, but with the 
large number of agents, referrals amounted to only two prospects per week. The only other poten-
tial customers he would meet were walk-ins, who were much less likely to make a purchase on the 
first visit. It was not long before José was receiving dirty looks from other agents. His agency was 
in fourth place in the contest, and he was nearly last in individual sales. At one point he believed he 
heard an ethnic slur in the break room related to his being unreliable and incompetent. José was 
angry, frustrated, and ready to quit his job.

Michael Dunn traveled to the Albuquerque location after the first month of the contest. He took 
José into a conference room. Michael asked José how he felt about his job. José responded that 
he enjoyed the challenge and serving people, but that the contest was putting him in a bad situa-
tion, especially given current circumstances. He did not mention the racial comment. José did note 
that a pleasant work environment would benefit the entire agency. Michael responded that if José 
couldn’t do the job, he would look around for someone who could. José left the meeting feeling 
angry and frustrated. By the end of the contest, José had moved into 15th place out of the 60 indi-
vidual competitors. His agency finished third in the contest. José believed he was the scapegoat for 
the agency not placing higher.

José had begun to develop a positive relationship with his agency’s manager, Marty. He was able to 
complain about how the contest had put him at a disadvantage and damaged his interactions with 
coworkers. Marty commented that Michael Dunn was just a “suit” with no real understanding of 
front-line salespeople. Marty said that he had formulated a plan to more efficiently identify poten-
tial customers and another to more quickly settle claims. He also developed an organization chart 
that more clearly assigned salespeople to teams that would better serve customer needs. Michael’s 
response to Marty’s efforts was that these activities “are not your job.”

Within one year, José had left the agency and joined a company that sold wireless phone service, 
specializing in connections to the Hispanic community. Marty moved into another agency with 
the same insurance company so he would have a different regional supervisor. Soon after, his new 
supervisor implemented many of his ideas.

Discussion Questions

1. Explain how the sales contest was a planning failure.
2. Of the five management functions, which area did Michael Dunn fail to understand?
3. Of the three primary management skills, which did Michael Dunn fail to exhibit?
4. If you were Michael Dunn’s manager, what steps would you take with him?
5. How should the insurance agency change to become a more effective operation in the future?
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efficiency	 Measures of how productively resources are used to achieve a goal.

executive	managers	 Top-level managers in charge of the operation of the entire organization.

front-line	managers	 Managers who supervise entry-level employees.

governmental	organizations	 Organizations dedicated to providing the public services not 
offered by for-profit and nonprofit organizations.

hierarchy	of	needs	 Model created by Abraham Maslow that depicts human needs advancing 
from basic needs to complex, higher order needs. 

humanism	 Perspective supported by Abraham Maslow that suggests the basic inner nature of 
a person is inherently good.

human	relations	movement	 A movement in management literature that gained momentum 
in the late 1920s; its primary focus was on people rather than solely on productivity.

leading	 Motivating, coordinating, and energizing individuals and groups to work together to 
achieve organizational goals.

line	managers	 Managers who are directly responsible for a product line or delivery of a service 
by the organization.

management	 All the techniques used to lead the human resources in an organization to 
become productive.

management	functions	 Planning, organizing, staffing, leading, and controlling human and 
other resources to achieve organizational goals.

management	theory	 The study of the overall management process.

manager	 The person responsible for helping to achieve an organization’s goals and desired 
future outcomes.

middle	managers	 Managers charged with directing organizational functions while imple-
menting top-level plans and supervising front-line managers.

nonprofit	organizations	 Organizations created in response to an expressed social need.

operational	goals	 Specific performance targets in short-term time frames.

operational	plans	 The plans that direct daily activities.

organization	 A collection of people who work together and coordinate their actions to achieve 
a wide variety of goals or desired future outcomes.

organization	chart	 A chart that provides box-and-line illustrations representing the formal 
relationships of positions of authority and the organization’s official divisions of labor.

organizational	structure	 A formal system of task and reporting relationships that coordinates 
the activities of members so that they work together to achieve organizational goals.

organizing	 The process of establishing task and authority relationships that allow people to 
work together to achieve the organization’s goals.
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planning	 The process by which managers choose appropriate organizational goals and identify 
courses of action to best reach those goals.

profit-seeking	organizations	(also	known	as	for-profit	or	business	organizations)	  
Organizations that deliver goods and services that offer value to consumers in exchange for 
money, normally expressed as sales and other revenues.

scientific	management	 A management approach based on analyzing work scientifically, 
selecting workers scientifically, creating cooperation between workers and managers, and shar-
ing responsibility for organizational outcomes.

staffing	 The process of recruiting, selecting, training, evaluating, compensating, and disciplin-
ing of employees within the organization.

staff	managers	 The managers who lead departments that serve in supporting roles, including 
accounting, human resources, procurement, and logistics.

strategic	goals	 The long-term, sweeping targets a company seeks to pursue.

strategy	 A cluster of decisions about what goals to pursue, what actions to take, and how to 
use resources to achieve goals.

SWOT	analysis	 A method of assessing company strengths and weaknesses plus opportunities 
and threats in the external environment.

tactical	goals	 Goals that guide managers in the various areas and that should mesh with stra-
tegic goals.

tactics	 The plans that support strategies.

Theory	X	 Theory of human motivation proposed by Douglas McGregor that assumes people 
lack ambition, prefer direction, inherently dislike work, and are motivated only by external fac-
tors such as money and fear. 

Theory	Y	 Theory of human motivation proposed by Douglas McGregor that assumes people 
want to work, prefer autonomy, have underutilized talents, and have innate motivation. 

Theory	Z	 Theory of human motivation and management style initially developed by William 
Ouchi that proposes a workplace environment that meets employee needs, offers secure 
employment, and seeks to create high levels of trust and responsibility. 

Critical Thinking
Review Questions

1. Define the term organization and list the main forms of organizations.
2. Define the terms management theory, management, and manager.
3. What are the three most basic managerial levels in organizations?
4. What are the primary activities of front-line managers and staff managers?
5. What three managerial skills and abilities help an individual achieve success?
6. What are the five management functions?
7. What four steps are associated with planning?
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8. Explain the natures of efficiency and effectiveness in organizational management.
9. Name and define three levels of plans created in business organizations.

10. What three tasks are associated with organizing?
11. What are the four steps of the control process?
12. What is scientific management?
13. Explain humanism and the human relations movement in management.
14. Briefly describe Theory Z.
15. Explain the four parts of a system and how they relate to a business enterprise.

Analytical Exercises

1. Access the Costco website (http://www.costco.com). Can you find elements of planning, orga-
nizing, staffing, leading, and controlling at the website, especially in the “About Us” section? 
Provide specific examples.

2. In three columns labeled (a) profit-seeking, (b) nonprofit, and (c) governmental, make a list of 
the differences for each type of organization in the following areas. Compare your answers 
with others in the class.

•	 sources of revenue
•	 types of expenses
•	 organizational goals
•	 measures of organizational success
•	 differences in management styles

3. Make a list and provide answers in three columns for (a) front-line supervisors, (b) middle 
managers, and (c) executive managers. Give an example for each answer.

•	 types of duties (specific, general, or both)
•	 basic orientation (technical, conceptual, or both)
•	 time spent planning (least, moderate, most)
•	 time horizon for planning (short-term, medium-range, long-term)

4. Table 1.1 suggests that the managerial focus for each level includes a high human relations 
element. Explain how human relations activities would be different for front-line supervisors, 
middle managers, and executive managers. Explain the common elements in each.

5. Perform a SWOT analysis for each of the following companies:

•	 Walmart
•	 a local dry cleaner in your hometown
•	 Netflix
•	 General Motors
•	 Facebook

http://www.costco.com
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6. Using the list of strategic goals provided in Section 1.3, give specific examples of how each goal 
would be related to the following companies:

•	 Coca-Cola
•	 Allstate Insurance
•	 a local radio station
•	 United Way

7. Explain how each of the following activities at McDonald’s is an example of a strategy, tactic, 
or operational plan.

•	 merging with Papa John’s Pizza to create a wider customer base
•	 adding heart-healthy menu items
•	 expanding into a new country
•	 creating new methods for serving customers at the drive-through window
•	 releasing a new advertising campaign for holiday seasons
•	 improving the purchasing system to keep food fresher

8. Explain how the following sets of functions are interrelated:

•	 planning and organizing
•	 planning and staffing
•	 organizing and staffing
•	 staffing and leading
•	 planning and control





The Planning Function

Learning Objectives

After completing this chapter, you should be able to: 

•	Explain how a company’s mission and strategic vision statements shape its  
planning processes.

•	Describe how internal and external environments influence a company’s plans.
•	Analyze and develop sets of goals at the strategic, tactical, and operational levels.
•	 Implement the three types of plans managers create.
•	Allocate the proper amount of resources to carry out a company’s plan.

2
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   2.1 Introduction 
Planning is a systematic process in which managers make decisions about future activities and 
the key goals that the organization intends to pursue. One primary element of this process, stra-
tegic	planning, focuses on planning for the future of the organization. It is a purposeful effort 
directed by management within an organization, which, when conducted effectively, draws on 
the knowledge, skills, and abilities of employees at all levels of the organization. Quality strategic 
plans integrate all company activities into one coherent course of action (Bedeian, 1986, p. 100). 
As noted in Chapter 1, the following steps are involved in planning: Examining the company’s 
internal and external environments to discover company strengths and weaknesses and emerg-
ing opportunities and threats; determining which goals the organization will pursue; choosing 
strategies, tactics, and operational plans to achieve company goals; and allocating organizational 
resources to pursue the company’s goals. Each of these activities can help you become a more 
successful manager.

M A N A G E M E N T  I N  P R A C T I C E

Fox Sports 1: Strategic Planning and  
On-the-Ground Execution

The world of sports has experienced a multitude of changes, many of them driven by new tech-
nologies. In the past century, major league baseball was at one point broadcast only by radio and 
sometimes even by an announcer reading ticker tape without actually being at the game. Player 
salaries were minimal and owners dominated the game. The advent of black-and-white television 
broadcasts changed perceptions of many sports, most notably baseball, basketball, football, and 
eventually the Olympics. Today, all of those telecasts seem truly arcane. 

New broadcasting technologies now allow for regional broadcasts of all major sports, including 
professional and college games. The availability of videotaped highlights, on-site interviews, and 
interactions using social media has once again changed the landscape. Along with these innova-
tions came a major influx of money to be made by all concerned: owners, players, and the media. 

The Fox media group has made inroads into a variety of television markets, including standard net-
work programming, news broadcasts, and many sports. Fox holds the rights to broadcast Major 
League Baseball, NFL football, numerous college football and basketball games (including champi-
onship games and bowl games in football), NASCAR events, and UFC fight nights, among others. 
After assessing the opportunities and threats present in the broadcasting environment, execu-
tives at Fox sports decided on a strategic plan. Fox Sports co-president Randy Freer, noted, “As a 
company we haven’t been afraid to innovate and take well-calculated risks” (Fox Sports, 2013). 
Consequently, the organization chose to go head-to-head with industry giant ESPN by launching 
FOX Sports 1, or FS1, in August 2013.

Previous attempts to make inroads on the ESPN mega-network had failed, most notably when CNN 
and Sports Illustrated magazine created the CNN-SI channel as a joint venture. What made Fox’s 
managers think they could succeed where others had failed? “Building credibility and trust with 
our audience is paramount, so naturally we’ll provide the staples, like news, scores and highlights, 
but we’ll do it in a FOX Sports way,” Fox co-president Eric Shanks said. In other words, the co-
presidents reached the conclusion that a major opportunity existed, expressed this way on the FOX 

(continued)
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The Value of Planning

Are you familiar with this saying? “A failure to plan is a plan to fail.” It sounds reasonable, but in 
today’s complex and rapidly changing environment, it might be easy to conclude just the oppo-
site—that planning simply wastes time because things happen so quickly. In reality, this saying 
serves as a concise reminder that planning remains as important as ever. Successful executives 
follow the steps and principles of planning, specifically because of environmental volatility. 
Quality managers know that planning helps company leaders anticipate change, and planning 
helps managers make changes.

In this chapter, you will discover that the planning process begins with a careful analysis of the 
company’s internal and external environments. As a result, company leaders are able to anticipate 
change. Through careful forecasting and other environmental scanning programs, the company 
becomes less likely to be taken by surprise. When other firms fail to spot trends or changes, a 
company can take advantage by being able to move ahead. For example, Amazon.com was able 
to forecast a trend in which people would become more and more comfortable with online shop-
ping, and an e-commerce retailing giant was born.

Planning helps company leaders implement change. Step-by-step programs make it possible to 
avoid missteps and confusion. A well-executed plan may be one of the biggest time savers in busi-
ness. The steps of planning take place under the banner of the firm’s overall statements about its 
direction and purpose.

Sports website: “More people consume and care about 
sports than ever before,” and even calling the demand 
“voracious” at one point, suggesting a growing mar-
ketplace. This opportunity was matched with a major 
company strength—the extensive sports programming 
already in place. The expansion strategy became the 
net result.

Naturally, ESPN will respond to these competi-
tive efforts. Weeks before the FS1 launch, ESPN 
announced it had signed well-known commentator 
Keith Olbermann to host a nightly show on one of 
the company’s secondary channels. Industry analysts 
expect other changes in the network as well. Just as 
sports teams compete based on opportunities, threats, 
strengths, and weaknesses, competitors in all for-profit 
markets continually assess these factors and respond 
with strategic plans, tactics, and operational efforts. The 
coming years will reveal whether Fox’s venture into this 
arena will succeed.

Discussion Questions 

1. What environmental factors did FOX Sports executives consider before launching FS1?
2. What internal strengths does FOX Sports hold? What weaknesses?
3. Do you think FS1 will succeed? Why or why not?

Evan Agostini/Invision/AP

▲▲ The launch of the FS1 channel 
resulted from identifying an oppor-
tunity and drawing on a key network 
strength that was already in place.
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The Value of the Planning/Control Cycle

Among the most important elements of planning is its basis for the control system. As managers 
create and implement goals and standards for individual employees, departments, and the over-
all organization, they have established the baselines that will be used to evaluate performance 
at each level. Without a complete planning process that includes setting clear-cut, measurable 
standards, the function of control (discussed in detail in Chapter 7) is not possible.

At the same time, the control system is what begins the new planning cycle. Information gath-
ered regarding performance from the previous year provides a valuable starting point for the next 
round of planning. In essence, one function cannot be carried out without the other as the cycle 
repeats itself over the life of the organization.

The opposite of the planning/control cycle is a situation called “firefighting.” Instead of generating 
a set of quality plans complete with useful goals and standards, managers are forced to react to 
the crises and emergencies that occurred because no plan was in place. Firefighting wastes time, 
managerial energy, and company resources.

Mission and Vision Statements

Organizations are created to meet various needs and provide various goods and services. Business 
organizations are founded with a major guiding principle in mind. A company’s mission	state-
ment	expresses a clear and concise reason for the organization’s existence. In essence, the mis-
sion statement answers the question, “Why are we in business?” Outside of obvious answers, such 
as “to make money,” mission statements define the overall organization (Smith, Arnold, & Bizzell, 
1985). You can view the mission statements of several Fortune 500 companies at http://www 
.missionstatements.com/fortune_500_mission_statements.html. 

Accompanying a mission statement will be the organization’s strategic	vision	statement, which 
points toward the organization’s future. The statement offers direction about where the organiza-
tion is heading and what it hopes to become. It articulates the long-term direction of the company. 
Walmart’s vision statement is “We help people save money so they can live better,” which replaced 
its former version, “To be the worldwide leader in retail.” These statements help inspire organiza-
tional members and provide a worthwhile purpose to work together to achieve the vision. Many 
times the statements are not financial in nature because such visions might not appeal to everyone 
in the organization. In the new millennium, many statements of strategic vision have incorporated 
concepts about globalization and the use of Internet technology to build toward the future.

Mission statements and strategic vision statements form the basis from which all planning 
begins. As an example, Honest Tea’s mission statement is as follows: “Honest Tea seeks to create 
and promote great-tasting, truly healthy, organic beverages. We strive to grow our business with 
the same honesty and integrity we use to craft our products, with sustainability and great taste 
for all.” (Copyright © THE COCA-COLA COMPANY. Reprinted by permission.) To help ful-
fill this mission, the company includes a corporate social responsibility vision statement. These 
documents drive every aspect of the firm’s operations, from the design of the production plant to 
relationships with all publics, including suppliers of flavors and ingredients, retail outlets, local 
communities, and governments. Employees at the entry level are made acutely aware of the orga-
nization’s commitments. For any company, a strategic, tactical, or operational plan that violates 
these key statements takes the company off course and can create serious complications in the 
future. In the case of Honest Tea, this would include plans for individual products as well as for 
each department in the company. To keep the company on course, each plan should align with 
the concepts of honesty, integrity, and sustainability.

http://www.missionstatements.com/fortune_500_mission_statements.html
http://www.missionstatements.com/fortune_500_mission_statements.html
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 2.2 Assessing the Environment
Would it surprise you to know that some of the earliest ideas about strategic planning came from 
a Chinese general? Over 2,500 years ago, Sun Tzu wrote The Art of War. The book explains how 
to develop military strategies that lead to victory. Sun Tzu argued that intelligence and cunning 
are often more effective than violence and destruction. Alliances make it possible for a military 
leader to expand an empire without losing soldiers and depleting other resources. When in battle, 
the best approach is to attack the enemy’s weak points and take advantage of the strengths of 
one’s own army. In essence, the first environmental analysis was part of a military operation a 
very long time ago.

Assessing the environment involves two key activities: examining the company’s internal opera-
tions and analyzing the external environment. The combination of the two factors guides the 
management team as they seek to create plans with the highest potential to be successful.

Internal Operations

Various levels of analysis can be combined to understand the well-being of a company. Normally, 
assessment of the internal environment takes place at the strategic, tactical, and operational lev-
els. It is tempting to think that the greatest amount of consideration should be given to the stra-
tegic level; however, actions at the lower levels can contribute greatly to a company’s success.

Strategic Assessment
Strategic business units are clusters of activities typically held together by a common thread, 
such as a product type or type of customer served. A strategic business unit will be analyzed 
as a “company within the company.” As an example, the 3M Corporation could establish one 
division devoted to magnetic tape (video and audio) and another to adhesive tape (Scotch 
tape, duct tape, packing tape). The evaluation of strategic business units will be devoted to 
understanding whether these portfolios of activities mesh and provide the company with a 
viable future.

Profit centers are business units treated as distinct from one another in terms of generating rev-
enues and creating expenses so that profitability can be measured. A profit center manager will 
be responsible for cost controls and creating revenue streams (Clow & Baack, 2010, p. 398). In the 
Fox media group, one profit center might be television programming, a second would be newspa-
pers, and a third would be radio station revenues.

Strategic analysis involves assessing how all operating divisions, profit centers, subsidiary 
companies, and other major elements are working together. Managers consider the group of 
activities to see how each performs individually and how it contributes to the organization’s 
overall well-being. One division may not make a great deal of profit, but it may still contribute 
by providing low-cost supplies or services to the other divisions (Thompson, Strickland, & 
Gamble, 2008).

Tactical/Functional Assessments
The second level of analysis focuses on the various departments or functions within the com-
pany. Tactical assessments help the management team identify more concrete areas where com-
panies have strengths and weaknesses. As a simple example, the Aflac duck advertising campaign 
has created strong brand recognition in the company’s marketing program and constitutes a key 
strength. Southwest Airlines’ website is easy to navigate and makes purchasing tickets less com-
plicated. The FedEx tracking system for packages creates consumer confidence in the company. 
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Tactical functional assessments involve asking the right questions about all of the firm’s opera-
tions, including the factors described in Table 2.1.

Table 2.1 Tactical/functional analyses

Function Examples of factors to analyze

Production Costs, on-time delivery rates, consumer views of quality

Quality Control Rates of defects/returns

Marketing Market share, brand loyalty or power

Sales By total volume, product lines, individual products

Accounting Errors noted by auditors

Finance Cost of capital, liquidity, leverage (debt ratio)

Information Technology Quality of website, online ordering systems, support of internal operations

Research and Development Number of innovations adopted

Human Resources Rates of absenteeism, tardiness, turnover

A tactical analysis is similar to a strategic analysis in the sense that each of these functions are 
assessed individually and also in terms of how well they contribute to company success. As noted 
in Chapter 1, line managers often have different responsibilities and pursue different objectives 
than do staff managers. Time frames must also be considered. A research and development team 
may take several years to finalize an innovation. Absenteeism, tardiness, and turnover rates are 
normally examined annually. Company sales can be studied in shorter time frames, especially 
under circumstances such as a major season (Christmas, summer vacation) versus off-season.

Operational-Level Assessments
Front-line supervisors contribute information to the planning process by providing additional 
details. Each of the functions assessed at the tactical level can be studied in greater deal at the 
operational level. The goal of internal assessments in general is to provide as complete a pic-
ture as possible for managers to commence with planning decisions. For example, if servers in 
a restaurant encounter ongoing complaints about a specific item on the menu, the information 
can be transmitted to a supervisor who would in turn report the problem to managers at higher 
ranks. Julia Stewart, who was CEO of IHOP (International House of Pancakes) when the com-
pany acquired Applebee’s, noted that she relied heavily on feedback from first-line employees in 
assessing products and serving methods (Mero, 2007).

The External Environment

Any number of factors, events, trends, and crises that occur outside of a company can have a 
powerful impact on what takes place inside that same company. To fully understand the orga-
nization’s current situation, top-level managers are expected to know what is happening in the 
world. The external	environment consists of the total set of forces that influence a company but 
are not within its boundaries. A standard analysis of the external environment consists of two 
major components:

1. Semicontrollable forces influence a firm, but the company can influence them in return.
2. Noncontrollable forces influence the firm, and the company cannot influence them in return.
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Semicontrollable Forces
Managers at the strategic, tactical, and operational levels interact with members of other organi-
zations and other entities such as governments and special interest groups. These individuals and 
groups influence the company’s success. Part of the planning process involves examining these 
relationships to discover any problems or opportunities. Semicontrollable forces include 

•	 customers
•	 suppliers 
•	 financial institutions
•	 unions
•	 the local community
•	 shareholders

A company’s customers can take many forms. For a major manufacturer, one potential set of 
primary customers is either wholesale or retail middlemen. The manufacturer does not sell 
directly to individual consumers, but rather to other companies. A company finds a second 
type of customer when it sells products, component parts, or supplies to other companies. For 
example, Holiday Inn caters to individual travelers, but also to companies and industries host-
ing conventions as well as employees who 
travel regularly for their company. These 
types of customers are called B2B, b-to-b,  
or business-to-business customers. For 
retailers, customers are the consumers 
who visit the store.

Customers clearly influence a company’s 
operations. If a local restaurant serves 
items that cause food poisoning and many 
customers become ill, that restaurant 
may not survive. If Walmart’s manage-
ment team decides to take a product off 
its shelves, the company that provided 
the product may have a big problem. 
Consequently, managers know that cus-
tomers are influenced through the four P ’s 
of marketing: products, prices, place (dis-
tribution), and promotion.

Influencing customers involves creating desired products at acceptable prices with distribution 
systems that make it easy to buy items and promotional programs that attract and keep people 
coming back. The recent explosion of Internet shopping has drastically changed the nature of dis-
tribution or placing systems in many industries, such as travel and hospitality, and new websites 
continue to emerge. 

Suppliers provide the raw materials and support services necessary to keep a company function-
ing. If a supplier raises prices or provides low-quality materials, the company has been affected. 
To influence suppliers, company leaders rely on bargaining processes. The negotiations routinely 
cover prices, levels of quality, delivery times, and sometimes inventory control and financing 
services. For example, a buyer in a furniture company that requires quality fabric to cover chairs 
and sofas would probably threaten to change suppliers if suddenly the materials began routinely 

Fuse/Thinkstock

▲▲ The explosion of Internet shopping has drastically changed 
the nature of distribution or placing systems in many 
industries.
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tearing during the production process. The same buyer might also look for other options if a fab-
ric supplier suddenly and dramatically raised its prices. 

Financial institutions influence a company by either lending or refusing to lend money. Credit 
terms including interest rates, collateral, and repayment programs influence how a firm’s finan-
cial team operates. To positively influence financial institutions that might lend them money, 
company leaders maintain quality records to make it clear the firm is a good credit risk. Following 
the 2008 recession, many businesses found it difficult to obtain funding for expansion or other 
projects.

Unions influence a company’s bottom line. Arrangements between unions and companies range 
from cooperative to combatant. Managers are able to influence unions in various ways, includ-
ing how employees are treated in terms of hiring, firing, layoffs, discipline, pay, and benefits. 
Management also influences unions through concessions and demands at the bargaining table.

The local community can grant either favorable or unfavorable treatment to an organization. 
Local governments can create business tax incentives but also can instruct local law enforcement 
to keep a careful eye on a company. Local citizens can respond positively to a company, lead-
ing members to seek employment in the organization or spread negative word-of-mouth com-
ments about the firm. To influence the local community, managers engage in positive public 
relations activities. Any bad publicity, such as when a video of an employee tampering with food 
in a Domino’s Pizza restaurant went viral (Maniac World, 2013), should immediately be met 
with a response from the company, to avoid long-term damage to the firm’s image. Also, human 
resources departments work hard to make sure citizens perceive the company as a fair and com-
passionate employer.

Shareholders influence an organization through voting and by purchasing or not buying stock. At 
the extreme, shareholders can overthrow a board of directors and elect new members. Although 
a CEO replacement by shareholders is a rare event, instances of pressure on CEOs are more com-
mon, such as when a group placed pressure on Chevron to terminate the services of CEO John 
Watson (Rapoza, 2013). Top managers try to keep shareholders happy by maintaining favorable 
dividend payments and by releasing documents such as annual reports to demonstrate that the 
company is in good hands (Trewatha, Newport, & Johnson, 1997).

Noncontrollable Forces
Another set of factors demands the management team’s attention. Noncontrollable forces shape 
the planning process by presenting opportunities and posing threats. The traditional list of non-
controllable forces includes the following:

•	 political and legal forces
•	 social trends
•	 economic conditions
•	 technological changes
•	 competitive forces

Political and legal forces can profoundly affect business activity. Governments have various 
goals and agendas, many of which can make a company’s business environment more favorable 
or create tremendous obstacles. Table 2.2 displays seven ways in which governments influence 
business.
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Table 2.2 Seven ways in which governments influence business

Laws, regulations, and  
regulatory agencies

Affordable Health Care Act

Occupational Safety and Hazards Act

Environmental Protection Agency (and Act)

Family and Medical Leave Act

Civil Rights Act

Sarbanes–Oxley Act

Courts and court decisions Liability lawsuits

Size of judgments and awards

Employment discrimination cases

Taxation and tax policies Tax rates on individuals

Tax rates for corporations

Tax loophole

Subsidies and loans Student loans

Loans to businesses and industries

Subsidies for farmers

Subsidies for oil companies

Government competition with private 
enterprise

U.S. Postal Service (versus FedEx, UPS)

National Park Service campgrounds (versus private camping sites)

Government intrusion into the 
economy

Activities of the Federal Reserve Board

Deficit/Surplus spending

Protection of private and  
intellectual property

Private ownership

Patents and copyrights

Social trends constantly change. Managers are expected to monitor and adjust to various social 
circumstances, such as recently emerging viewpoints about same-sex marriages. Some individu-
als may still have powerful feelings about such a major social change. Here are some social trends 
that currently have an impact on business:

•	 Rising levels of education but greater educational disparity in the population
•	 Changing expectations related to gender roles
•	 Family size and composition
•	 Population locations and movements of populations (rural to urban; Northwest United 

States to the South)
•	 Aging of the population
•	 Spending/saving rates

Each of these factors can influence a business in subtle or dramatic ways. For example, rising 
savings rates during recessions can influence discretionary spending. Smaller family sizes have 
changed food packaging; food companies now offer smaller units and even single-serving pack-
ages, especially because more households consist of only one person who is divorced or widowed, 
or two people living together. The aging population creates opportunities for businesses that 
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provide care for the elderly and other similar services. Leaders consider the impact of social 
trends on their company’s specific products, services, and managerial style. 

Whether boom or bust, economic conditions shape purchasing habits, the costs of raw materials, 
and company activities. A firm responding to a recession is likely to cut back on payroll, traveling 
expenses, and inventories. A company will react to a growing economy by offering new products, 
adding personnel, and expanding other activities.

Technological changes have affected the business landscape in major ways over the past sev-
eral decades. In essence, technology has restructured the entire conduct of business. Technology 
affects planning for the following reasons:

•	 It leads to new products.
•	 It creates product improvements.
•	 It improves production methods.
•	 It changes how jobs are performed.

New technologies have dramatically affected jobs at the lowest level of a company. For example, 
an employee working as office assistant now needs to know how to use the Internet, a GPS device, 
and an iPad to conduct daily business. At the extreme, technology has shaped new industries, 
including e-commerce and biomedical research and products.

Competitive forces are among the most powerful noncontrollable influences. Company leaders 
monitor competition at three levels: product versus product (Ford Focus versus Toyota Corolla), 
company versus company (Ford versus Toyota), and industry versus industry (automobile versus 
high-speed rail). Companies compete for customers, suppliers, key employees, financial resources, 
and physical resources. Effective planning calls for responding to moves made by the competi-
tion (Bedeian, 1986, pp. 156–178). It also includes evaluating the industry environment. Table 2.3 
identifies the	five	forces	approach	to industry evaluation, as developed by Michael Porter (1990).

Table 2.3 Porter’s five forces

Force Description 

Threat of new entrants Assesses the possibility of new competitors entering the marketplace 
and considers barriers to entry that might prevent new entrants, such as 
governmental restrictions; patent or intellectual property protection; capital 
requirements; brand strength of current competitors; the lack of distribution 
channels for new competitors

Threat of substitutes Assesses the potential for substitute products to change the industry  
(e.g., digital vs. traditional photography)

Presence of suppliers Assesses relationships with suppliers and current competitors

Customer strength Identifies industries in which customers hold the most market power and can 
affect competitors

Competitive rivalries Identifies how strongly companies compete with one another; this forces 
increases with larger numbers of competitors, slow industry growth, unused 
industry capacity, increased product similarity, high barriers to exit

Source: Based on Porter, M. (1990). Competitive advantage. New York: The Free Press.
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The threat of new entrants applies to some industries far more than others. Technological indus-
tries such as mobile phones, readers, laptop computers, and other electronic devices have expe-
rienced several new entrants, and more can be expected. Therefore, the threat of competitive 
rivalry rises. Conversely, well-established industries such as professional sports and hotel chains 
do not experience new competitors, thereby reducing competitive rivalries.

Threats of substitutes are often most noticeable in difficult economic times. Buying patterns shift 
when consumers try to save money. Substitutes also become an issue when a new and improved 
version of a product is developed, such as digital photography. Recently, the entry of Netflix into 
television product has threatened traditional producers of programming such as CBS, NBC, ABC, 
Fox, and even HBO. This event would, in turn, change the nature of those competitive rivalries.

Rarely would the presence of suppliers become an issue in a developed country. Conversely, in 
newly emerging economies, suppliers may find it to their advantage to enter such markets. Doing 
so would increase competitive rivalries in companies in those nations. 

Customer strength has begun to affect banks and other financial institutions. As consumers are 
able to show for an increasing number of ways to save or store their money and pay their bills, 
banks find competitive rivalries within the industry on the rise. The same holds true for mort-
gages, certain forms of insurance, and other financial services. Competitive rivalry strength is 
the result of the other four forces combined. Porter believes industry understanding represents 
the key to developing quality strategies based on the most pertinent environment: competition. 

Forecasting

To further assist managers in the process of planning, various forecasts are prepared. These cre-
ate additional insights into the company’s current circumstances and provide direction regarding 
plans to pursue. Managers examine three 
types of forecasts as part of the planning 
process: economic forecasts, sales forecasts, 
and technological forecasts. Each report 
provides valuable planning information.

Economic Forecasts
Economic conditions influence a com-
pany’s plans in direct ways. Recession-
sensitive companies experience sales that 
follow economic conditions. Housing, air-
line travel, and automobile companies are 
recession sensitive. Other firms experience 
the phenomenon in reverse. Home gar-
dening equipment, auto parts stores, and 
lower-end fast-food restaurants often enjoy 
rising sales in bad economies. Figure 2.1 
models an economic business cycle, which 
typically lasts from three to seven years.

Photodisc/Thinkstock

▲▲ Low-cost fast-food outlets often experience an increase in 
sales during periods of recession. This is an example of eco-
nomic conditions influencing a company’s plans.
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If management believes that economic conditions will decline, some activities such as the follow-
ing will change:

•	 orders of raw materials
•	 inventory levels
•	 sales force expenditures, including travel and entertainment
•	 size of the work force
•	 company lending and borrowing
•	 advertising expenditures
•	 creating or delaying the development and release of new products

In a recession, many companies will cut back on orders for raw materials, reduce inventories, 
limit sales force travel, limit advertising expenditures, maintain or decrease the size of the work 
force, and delay the release of new products. When an economy approaches its peak, the opposite 
occurs: inventories expand, purchases of raw materials rise in response, the sales force pushes 
hard to find new customers, the work force grows, advertising expenditures may increase, and 
new products can be offered.

Remember, however, that management reactions to economic conditions depend on the nature 
of the company and industry. Those companies that are recession sensitive encounter sales that 
mirror what happens in the economy. Among the most recession-sensitive industries are con-
struction, airline travel, and automobile sales. Sales are highest during peak economic conditions 
and lowest during recessions. Reverse-recession sensitive companies and industries encounter the 
opposite circumstances. Falling economic conditions lead to increased sales as consumers and 
companies cut back. For example, home gardening equipment and automobile parts stores and 
repair shops tend to enjoy higher sales during recessions. Lower-cost fast-food outlets often expe-
rience an increase in sales during poor economic times, because people are looking for ways to 
cut expenses and reduce spending. Recession-proof industries and companies experience sales not 

Figure 2.1 The economic cycle

A typical economic cycle lasts between three and seven years as the economy moves through 
the stages of recession, rising, booming, and declining conditions.
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connected to economic conditions. Many necessities, such as toothpaste, toilet paper, and hand 
soap do not see sales affected by economic circumstances. Any item consumers need regardless 
of economic conditions may be considered recession proof.

Sales Forecasts
Accurately projecting anticipated revenues constitutes a key component of effective planning. 
Sales forecasts can be based on numbers (quantitative) and management opinion (qualitative). 
Both are designed to make sure individual departments and activities will have sufficient funding 
to conduct operations without being wasteful. The sales forecast shapes the company’s budget, 
one of the primary short-term plans. Table 2.4 introduces a series of methods used to forecast 
annual sales. Most of these methods are used to predict annual sales for the coming years. The 
others predict sales of new products that may or will be introduced to the marketplace.

Table 2.4 Types of sales forecasts

Based on opinions

Survey of buyer intentions Discover whether consumers are interested in or would purchase a new 
product.

Executive survey Company executives estimate next year’s sales.

Consultant survey Consultants (experts) estimate next year’s sales.

Sales force survey Sales force members collectively estimate next year’s sales.

Based on present sales

Test market Test impact of price change on sales.

Test impact of advertising on sales.

Test impact of new product on total sales.

Based on past sales

Time series sales forecast Predicts future sales based on past sales

Statistical demand analysis Predicts future sales based on some other factor than past sales (e.g., 
change in impact of interest rate on housing sales)

Technological Forecasts
Technological forecasts are designed to predict changes and trends that affect a firm’s long-term 
operations. By effectively predicting that the mobile phone technology would reach nearly every-
one in the United States, some companies were able to aggressively move into markets selling 
phones and connecting services. Those who predicted that mobile technologies would move into 
apps and Internet access gained a major advantage in their process planning.

Two common technological forecasting methods include the Delphi technique and normative 
technological forecasts. The Delphi	technique consists of a panel of experts who are placed in 
separate locations and do not know the identities of their compatriots. The panel coordinator 
poses a question to each expert, such as, “When will it become economically feasible to replace 
internal combustion engines with some other form of power?” Each panel member responds 
in writing, and the coordinator collects all the answers. Next, each panel member receives the 
entire set of responses and has the opportunity to reconsider his or her initial response. A second 
iteration of answers is then circulated among members. The system continues until the group 
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reaches a basic consensus. Anonymity is maintained so that members are not swayed by another 
person’s image or reputation, but rather by the quality of his or her arguments. 

The Delphi technique seeks to understand what kinds of technological breakthroughs will occur 
and when they will occur. In the case of internal combustion engines, some may argue that bet-
ter batteries will lead to cars not powered by gas and that such an innovation will take place in 
about 20 years.

Conversely, normative	technological	forecasting	places values on outcomes. Rather than dis-
cussing when something will happen, the panel looks for answers as to when something should 
happen, such as the cure for a major disease. The difference in focus of this type of forecasting 
is exemplified by an individual pharmaceutical company that seeks to maintain secret and pro-
prietary intellectual property and thus develops a medicine so that the company can make a 
profit based on the discovery. If, instead, the goal were simply to cure the disease and all parties 
were willing to cooperate and share information and discoveries, a medicine might be discovered 
much more quickly. Most often, the Delphi technique has greater value in the business com-
munity, whereas normative technological forecasts may be useful to governmental officials and 
social observers.

Technological forecasting cannot be as precise as other methods; however, its value should not 
be underestimated. Managers looking at the long-term, strategic time horizon will consider when 
an industry or business might be changed by a technological breakthrough, so that the company 
can respond effectively.

SWOT Analysis

As noted earlier, the combination of internal and external environmental forces, assisted by 
quality forecasting techniques, creates what is known as SWOT analysis (SWOT stands for 

strengths, weaknesses, opportunities, and 
threats). Examples of company strengths 
include well-respected brands, a highly 
skilled work force, and financial stability. 
Weaknesses may come from the lack of 
reliable suppliers or a key product near-
ing the end of its life cycle. Opportunities 
emerge from underserved markets; newly 
developed technologies that could lead to 
additional products or product improve-
ments; or social trends, such as new forms 
of distance learning. Threats result from 
declining markets, bad economies, tech-
nologies that replace a firm’s technology, or 
competitive actions.

Consider the four possibilities presented 
in Figure 2.2. In the first situation (box 1), 
an opportunity has presented itself in an 
area where the company is strong. This will 
likely lead to a plan designed to take advan-
tage of the situation. The Fox media group’s 

Figure 2.2 SWOT analysis
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management team believed it located such a circumstance with the launch of FOX Sports 1, as 
noted earlier in this chapter. 

In box 2, an opportunity exists in an area where the company is weak. Managers in that circum-
stance will decide whether the plan should be committing resources to strengthen the company 
and pursue the opportunity, or letting some other firm that is better suited to the situation move 
forward. For example, when Amazon.com first released the Kindle, it was clear that personal 
reading devices offered a major opportunity. Some companies responded with competitive prod-
ucts while others decided to stay out of the market. 

In the third circumstance (box 3), a threat exists where the company is strong. Managers moni-
tor this situation and take action as needed. Video rental companies such as Blockbuster found 
themselves in this situation in the past decade. Blockbuster responded by moving into video rent-
als in conjunction with other providers, such as DirecTV. 

In box 4, a threat exists in an area where the company is weak. Failure to respond may lead to the 
company’s downfall (Gomez-Mejia, Balkin, & Cardy, 2005, pp. 280–282), as was the case when 
Borders bookstores failed to adapt to changing circumstances in the retail book-selling industry 
in 2011.

Analysis of its internal and external environment is a critical part of any company’s planning 
processes. Without an evaluation of semicontrollable and noncontrollable forces, combined with 
a SWOT analysis and various forecasts, managers are more likely to be “shooting in the dark” as 
they make plans. When the company has sufficient information about these factors and remains 
true to its mission and vision, quality planning goals can then be established.

M A N A G E M E N T  I N  P R A C T I C E

Portfolio Analysis

In some instances, a SWOT analysis is not sufficient to analyze the operations of an entire business 
as a single entity. In the examples in the previous section, opportunities, threats, strengths, and 
weaknesses are assessed for the total company.

An alternative approach may be used in circumstances under which a company operates in differing 
environments. For example, the Canon company operates in four different areas: copiers, printers, 
cameras, and optical equipment. Each operation faces unique environmental circumstances. Even 
though some overlap exists between the technologies involved and some customers, other factors 
make the areas unique.

A portfolio analysis offers a systematic method for analyzing a set of products and services. The 
analysis leads to recommendations regarding which items should be emphasized and which should 
be phased out. Others may be maintained, thereby “harvesting” profits without substantial new 
investments.

The key to a portfolio analysis is to identify (1) lines of businesses, (2) groups of business lines, 
(3) the relation of each line to the organization’s mission statement, and (4) the overall fit with other 
lines and the organization’s primary business. The most vital set of questions assesses the fourth 
point, the fit (The Forbes Group, 2013). Those business areas that distract from the organization’s 
primary purpose become the main candidates for termination.

(continued)
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  2.3 Determining Organizational Goals
Company leaders establish at least three levels of goals and objectives: strategic goals, tactical 
goals, and operational goals. Strategic planning involves charting the direction of the organiza-
tion in regards to its long-term goals, objectives, and strategies. In most organizations, senior-
level managers are responsible for development and execution of the strategic plan. Strategic 
goals are major end results that relate to the long-term growth and survival of the organization. 
These goals are the long-term, sweeping targets a company seeks to pursue, including the follow-
ing (Drucker, 1972):

•	 market share
•	 innovation
•	 productivity
•	 profitability
•	 physical and financial resources
•	 manager performance and development
•	 employee performance and attitudes
•	 social responsibility

Market share represents the company’s share of total industry sales. As an example, consider Red 
Bull. In 2001 the company held a 70% share of the energy drink market. Over time, products such 
as the 5-hour ENERGY drink might reduce this share, forcing company leaders to respond. In 
general, managers set market share goals in two areas: expanding the company’s share to increase 
sales, which involves taking customers away from other firms, or holding shares in a growing 
market, which results in increased sales (see Figure 2.3).

Innovation includes any kind of creative solution. Innovation goes beyond research and develop-
ment of new products or product improvements. It also includes new methods of delivery, new 
ways to contact customers, better accounting systems, an updated website, and other changes. 
Innovative companies stay ahead of the curve and keep competitors off guard and catching up. 
GEICO Insurance has taken advantage of an innovative marketing program featuring a variety 
of entertaining commercials, each with the same tagline—“15 minutes can save you 15% on car 
insurance,” —that allows it to build its customer base.

Productivity means output per worker. Companies that succeed in this area do so by finding ways 
to help workers accomplish more in the same amount of time by working smarter, not harder. 
One way to maintain a competitive edge is to find ways to increase revenues without increasing 
employees.

Profitability may be the strategic goal everyone thinks a company should seek to achieve first. 
Unfortunately, seeking profits above all other things often makes a company shortsighted and 

As you consider methods of analyzing a business operation, first consider the scope of the business. 
Is it a single product/service company? Does the business offer several similar lines of products, 
such as Campbell’s soups, V8 juice, and vegetable drinks? Or, is the organization a conglomer-
ate of diverse products, services, and activities? If so, it may be necessary to move from a SWOT 
analysis to a portfolio analysis. Can you think of companies in each category (single business versus 
conglomerate)?
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willing to cut corners. Profits should result from improvements in efficiency and effectiveness. 
Profits are needed to maintain a company in the long run. They cannot be ignored, nor should 
they be overemphasized in the short term.

Physical and financial resources include the company’s plant and equipment, delivery fleet, com-
puter systems, and other tangible physical assets. Financial resources are needed to purchase and 
maintain the best possible equipment. 

Manager performance and development reflect how well a company recruits, rewards, trains, 
promotes, and retains quality managers. A company needs a line of succession to ensure its suc-
cess over time. 

Employee performance and attitudes indicate 
how well the company has done in the same 
basic areas: recruiting, rewarding, training, 
and retaining employees. A company culture in 
which workers feel empowered bodes well for 
present and future circumstances.

Social responsibility indicates the type of global 
citizen a company wishes to become. Socially 
responsible companies eliminate negative activ-
ities, including discrimination, pollution, tax 
evasion, and other legal and ethical violations. 
Socially responsible companies also become 
involved in positive activities, such as training 
the unemployed, giving to charities, and partici-
pating in community-building activities. As an 
example, Honest Tea works diligently to support 
smaller farms in economically depressed areas 
by purchasing ingredients and specific flavors 

Figure 2.3 Market share goals
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▲▲ TOMS is an example of a socially responsible organiza-
tion. For every pair of shoes sold, the company donates a 
pair to a child in need. 
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for its line of bottled teas. Socially responsible companies are less likely to invite legal scrutiny 
and are more likely to receive a fairer hearing should an action be called into question. Some may 
argue that unethical activities can enhance profits in the short term; however, firms that do so 
are not likely to survive for long.

Tactical Goals

Strategic goals are subdivided into tactical goals, which have a more immediate impact. Tactical 
goals are set in the following functional areas: 

•	 production
•	 quality control
•	 marketing
•	 sales
•	 accounting
•	 finance
•	 information technology
•	 research and development
•	 human resources

Creating tactical goals requires coordination of the deliberations of middle-level and functional-
level managers. Marketing and sales will need to cooperate with information technology when 
building a website. Human resources can find successful job candidates only when the other 
departments spell out the types of people and skills needed. Accounting departments need to 
know how to value assets on their books to best facilitate overall company financial success. 
Frequently it takes the direction of the top management team working with middle managers to 
establish quality, functional-level tactical goals. The top management team makes sure that tacti-
cal goals mesh with strategic goals. Additional information regarding tactical goals is provided in 
Chapter 7, as it pertains to a control system.

Operational Goals

Operational goals are the performance targets for everyday activities, such as sales and produc-
tion quotas, completing daily reports and paperwork, and processing the flow of raw materials 
into the company and the finished goods to customers. Operational goals often are the basis for 
performance appraisals of individual employees and their supervisors. Individual sales quotas 
may be established for members of the sales force. Production targets may be set for individual 
line workers as well as for their supervisors.

 2.4 Developing Quality Plans
The development of goals at the three basic levels leads to the creation of plans to achieve those 
outcomes. A strategy is a cluster of decisions about what goals to pursue, what actions to take, 
and how to use resources to achieve the goals. Tactics are the plans that support strategies in the 
functional areas. Operational plans direct daily activities in individual units. A fully developed 
and coordinated planning process specifies plans in each of these areas.
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Strategic Plans and the Strategic Management Process

The executive management team holds the responsibility for maintaining the company’s vision 
and mission. To do so, efforts at all levels of management are coordinated into a unified course of 
action. This process is called strategic	management. Table 2.5 displays the steps involved in the 
strategic management process.

Table 2.5 Steps of strategic management

Step Activity

Analysis and Diagnosis

 The Company

 The Environment

 The SWOT

Identify strengths and weaknesses.

Identify opportunities and threats.

Analyze combined strengths, weaknesses, opportunities, threats.

Strategy Generation Create a list of strategic options.

Strategy Evaluation and Choice Select one or more strategies.

Strategy Implementation Put strategies into action at all levels.

Strategic Control Evaluate strategic effectiveness.

Regarding strategic options, we next examine three categories of strategies: those based on core 
competencies, generic strategies, and more specific strategies.

Core Competencies
A core	competence	represents the most proficiently performed internal activity that is central to 
the firm’s strategy and competitiveness. Core competencies are based in knowledge and people, 
not capital and assets. In this approach to strategic planning, the goal becomes to develop a 
distinctive	competence, which is something a company performs at a better level than all its 
competitors. For example, Crest toothpaste has devoted considerable effort to being known as 
the “cavity fighter” as its distinctive competence. German auto manufacturer Mercedes Benz 
focuses on engineering as its core competence. Discovering core and distinctive competencies is 
also known as the resource-based approach to strategic planning (Wernerfelt, 1984).

Generic Competitive Strategies
The second perspective regarding strategic planning is choosing one of the generic competitive 
strategies (Porter, 1980). Generic strategies provide overall guidelines for the entire organization. 
These strategies include the following:

•	 Low-cost provider strategy: Seeking to achieve the lowest overall costs as compared to com-
petitors, and therefore being able to compete with price

•	 Broad differentiation strategy: Seeking to make the organization’s products unique when 
compared to competitors, therefore being able to compete based on those differences

•	 Best-cost provider strategy: Giving customers the most value for their money; combines 
some uniqueness with lower costs and lower prices

•	 Focused market niche based on cost: Concentrating on a market segment and outcompeting 
rivals based on price

•	 Focused market niche based on differentiation: Concentrating on a market segment and 
outcompeting rivals based on some form of differentiation



Developing Quality Plans Chapter 2

Differentiation means different and better. It allows company leaders to charge a higher price and to 
market products based on characteristics like quality or exclusivity. Examples of differentiation in 
retailing would be Saks Fifth Avenue or Macy’s. Low-cost approaches seek to attract a wider number 
of customers more interested in price than in frills such as displays or brand names. Walmart and 
Southwest Airlines feature the low-cost approach. The hybrid of these methods is the best-cost pro-
vider method, used by numerous companies seeking to be both distinctive and price competitive. 
Focused market niche strategies identify certain groups and concentrate on cost or differentiation. 
Centrum vitamin products target seniors with differentiated characteristics (e.g., Centrum Silver 
for senior men). MasterCuts targets adults who want low-cost hair care rather than high-end cuts.

Specific Strategies
As the executive team manages the organization’s portfolio of activities, various strategic options 
emerge. These may be divided into four categories, as shown in Table 2.6.

Table 2.6 Types of strategies

Rapid growth Sole growth Stability Decline

Merger/Acquisition/Takeover

Vertical integration

Horizontal integration

Joint venture

Globalization

Incremental growth

Efficiency

Customers

Suppliers

Refinance company 
debt

Repurchase stock

Retire debt

Divestment

Liquidation

Retrenchment

Rapid Growth Strategies
Rapid growth strategies may be used when the top management team has identified an oppor-
tunity. Mergers, acquisitions, and takeovers of other companies are designed to build company 
strength by combining with another organization. Recently, Esurance merged with Allstate in 
order to widen the customer base for both companies as well as expand methods for individuals 
to purchase car insurance, ranging from typical visits to an insurance agent to being able to buy 
insurance online.

Vertical integration involves taking over 
a new aspect of the marketing area, for 
example, when a manufacturer either sets 
up its own distribution systems or opens its 
own retail outlets, as in the case of Braum’s 
Ice Cream stores. A fully vertically inte-
grated company is one with its own suppli-
ers, distribution centers, and retail outlets. 
McDonald’s is nearly fully vertically inte-
grated because the company owns farming 
operations in the United States to produce 
beef and potatoes. Horizontal integration 
strategies are designed to widen relationships 
with distributors with the goal of increasing 
market share and/or controlling the channel 
of distribution. 

Fuse/Thinkstock

▲▲ Mergers and acquisitions are designed to build company 
strength by combining one organization with another.
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Another form of rapid growth takes place through cooperative agreements between firms to 
mutually market products or to create joint venture arrangements, such as Old Spice combining 
with Head and Shoulders shampoo and Tide detergents combining with Downy fabric softeners 
to create co-branded products. Joint ventures differ from mergers in that the companies involved 
remain separate entities.

Globalization also can create rapid growth. The Ford Motor Company has grown over the years 
through expansion into numerous countries around the world. The same holds true for Sony, 
Yum! Brands, and many other international companies.

Slow Growth Strategies
Slow growth strategies are best when a company’s environment and internal circumstances indi-
cate that its rapid growth is not feasible. Incremental growth involves the firm seeking either to 
add more customers in existing markets or to gradually expand into new markets. Efficiency 
strategies seek to build profits by eliminating waste or finding new ways to do things that take 
less time or use fewer resources.

Stability Strategies
When companies operate in mature, highly competitive markets, top management may decide 
on a stability strategy that maintains the status quo. Long-term contracts with suppliers or retail 
outlets are used to ensure the continuing relationships between various companies. A company 
may also work to build strong relationships with customers and use contracts to ensure stability 
with retail outlets and wholesalers. Stability strategies also include refinancing company debt to 
take advantage of favorable interest rates, repurchasing stock to ensure ownership without the 
possibility of hostile takeovers, and retiring debt to open credit lines for the future.

Decline Strategies
An executive management team will employ decline strategies when it determines that a hos-
tile environment or dire circumstances within the company dictate dramatic change. Types of 
decline strategies include divestment, liquidation, retrenchment or turnaround programs, and 
downsizing.

A divestment involves selling part of the company, thereby yielding cash. The purchasing com-
pany views the part that is sold as an opportunity to expand or to turn around a failing enterprise. 
Liquidation means that the company stops an operation and sells off the component parts. Many 
times a company’s management team will use liquidation when it is unable to complete a divest-
ment deal. Company leaders may decide it is best to close the plant, sell the building, equipment, 
delivery trucks, and other assets, and simply move on. Retrenchment or turnaround programs 
have one common denominator: the objective of becoming smaller but stronger. This can be 
accomplished by the following strategies:

•	 reducing outlets
•	 reducing the number of products and services
•	 eliminating entire markets
•	 eliminating employees

The hamburger chain White Castle provides one example. The company retrenched in the 1960s 
after McDonald’s had made major inroads. Kmart closed numerous stores in order to survive and 
rebuild. In 2008, Starbucks adopted the same strategy. By concentrating efforts on the most prof-
itable units and cutting those that are not doing well, a firm can prepare for growth at some point 
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in the future. Possibly one of the most famous examples of retrenchment by reducing products 
occurred when Chrysler cut nearly 500 products from its lines as part of a major reorganization 
in the 1980s. The goal was to sell only items that the company had expertise with as well as some 
type of technological or market advantage. Downsizing involves the elimination of employees. 
The impact on morale will be negative. At the same time, it may be the only available option for 
a company (Hoskisson, 1994).

Tactical Plans

Tactical plans support strategies. In essence, each department or function will be assigned the 
task of outlining activities in its individual area. For example, in the area of marketing, tacti-
cal plans would involve decisions about advertising; selling techniques including promotions, 
packaging, and labeling changes; pricing and discounts; and other marketing activities such as 
sponsorships and cooperative agreements with other companies.

Gillette has been a dominant provider of shaving products for many decades. The tactics Gillette 
employs to maintain the company’s position include making product changes and moving from 
a single-edge blade to two, then three, then four, and finally five blades in a razor. Gillette prod-
ucts and advertisements have changed with the times, including a much greater focus on women 
as consumers. Coupons are used to discount razors. Free samples are often provided to college 
students in dormitories to encourage them to try the blades.

Similar efforts are made in all of the other functional areas. Most recently, many organizations 
have established a presence on Facebook and Twitter to support other efforts to sell products. 
Most tactical plans have time horizons of three years or less.

Operational and Short-Term Plans

Operational plans direct daily activities. They include items such as preparing work schedules, 
ordering inventory, and routinely updating a website. Operational plans help ensure that front-
line supervisors and company employees are clear about their everyday responsibilities.

Special Short-Term Plans
Two types of plans are developed for specific company circumstances: projects and programs. 
A project is a plan for a single-time activity. When the activity is complete, the plan will be dis-
carded. For this reason, projects are also known as single-use plans. Examples of projects include 
a plan to redesign the interior of a retail store; a plan to build and pave a parking lot for customers; 
or a plan for a special occasion, such as a company’s 50th anniversary.

A program	 consists of a set of projects that change a company’s direction. Adding an  
e-commerce component to a brick-and-mortar retail store is a program. The projects for that 
program would include choosing the right equipment, building a website, establishing shipping 
methods, and other activities. Another program involves introducing a new product. Projects 
include the product’s design, creating packaging and labeling, test marketing the product, and 
creating a rollout.

Projects and programs should be coordinated with all other types of plans. Company managers 
make sure that they maintain the strategic direction of the company and do not interfere with 
tactical or operational plans.
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Contingency Plans
At all three levels of planning, things can go wrong or not work out. Contingency plans are 
designed for the “what-if” circumstances that routinely appear in an unstable environment 
(Gomez-Mejia, Balkin, & Cardy, 2005, pp. 204–205). In recent years, oil prices have risen and 
fallen dramatically in relatively short periods. Companies that have energy-saving contingency 
plans are better able to adapt to rising energy prices. Before any major election, tax policies are 
debated. Should a different party take power, taxation systems can change dramatically. As a 
result, many organizations develop contingency plans so that the company will be prepared 
whatever the outcome.

In summary, managers deploy strategic plans as the result of a careful analysis of the environ-
ment combined with an examination of the company’s current situation. Strategic controls are 
designed to provide the types of information that will guide these decisions as the organization 
moves forward. Tactics, operational plans, and special short-term plans must all work in concert 
to achieve efficiency and effectiveness.

 2.5 Allocating Resources
A plan is not complete until the necessary labor (human resources) and parts (general resources) 
to build the product for sale have been allocated. The primary device used to allocate resources 
is a company’s budget. A budget is an annual financial plan.

Budgets are similar to road maps. They map out where the money will come from (sales and other 
revenues) and where it will go (individual departments and activities). Often, a pro forma income 
summary spells out revenues and expenses for the coming year. Three types of budgets are com-
mon in business: incremental budgets, zero-based budgets, and rolling budgets.

Incremental Budgets

Incremental budgets remain basically the same from year to year. Managers use the current 
budget to develop one for the next year. Only incremental or marginal changes are made to the 
budget. These changes take two forms:

1. Across the board, where each department receives a uniform percentage budget change
2. Relative amount, where some departments receive more and some receive less

Across-the-board adjustments are the easiest to calculate. If a 4% across-the-board increase is 
in order, each department receives that percentage for the next year’s budget. In many cases, 
employees then know they will receive a 4% pay raise as well. Relative amount adjustments are 
made when one department’s needs are determined to be greater. A company’s executive team 
may determine that the delivery fleet is outdated. To purchase new vehicles, the team will grant 
an uneven amount of budget to the purchase by cutting back on monies granted to other depart-
ments and activities.

Zero-Based Budgets

Zero-based budgets are used when departmental leaders begin with zero in their budget accounts. 
Department managers then must justify expenses in order to receive funding. The term applied 
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to zero-based budgeting is cost-benefit analysis. Financial resources are allocated to departments 
and activities with the best ratios of potential benefits compared to departmental expenditures. 
Zero-based budgeting is designed to “cut the fat” out of budgets that have become bloated over 
time. When this type of budget is used, unnecessary and low-priority activities get the axe.

Rolling Budgets

Rolling budgets are used when company leaders adjust departmental budgets throughout the 
course of the year, based on actual revenues. For example, if sales are off by 10% in the first quar-
ter, the management team knows that less money was spent on raw materials, production, ship-
ping, and sales force commission. The budget can then be adjusted at that time. Budgets may be 
rolled quarterly, semiannually, or even more often. Many electrical providers roll budgets each 
month, because weather conditions determine a great deal of revenue. A warm January may 
mean lower revenues due to less heating; a cool summer month also reduces revenues. A rolling 
budget allows the budget to be adjusted right at the time.

The most efficient possible budget is a rolling, zero-based budget. When it is used, managers have 
the greatest degree of control over funding. Firms with major financial crises may resort to this 
approach. Any type of budget should reflect the company’s strategies. Major changes, such as an 
acquisition or the development of a new product, will require that the right amounts of resources 
are devoted to the task. For example, in the early 2000s, Holiday Inn company leaders determined 
that the firm was losing business due to outdated decor in many of the units. The decision was 
made to sell the least profitable units and use the funds to update and improve the remaining 
hotels. Additional funds were devoted to developing new signage and a new logo for the company. 
Many times, companies undertake modernization programs like these. The accounting depart-
ment works in conjunction with top management to develop a plan to put the right amount of 
resources into the program.

In the legal world, crime fighters often know the best way to catch a criminal is to “follow the 
money.” In business operations, organizational priorities are easily discovered by following the 
money. Projects and activities that receive funding are clearly the ones that are most important 
to company leaders.

Summary
Planning involves managers making decisions about future activities and the key goals the orga-
nization will pursue. Planning begins with a company’s statements of mission and strategic vision. 
Everything else flows from those documents. Planning consists of the following steps: examining 
the company’s internal and external environments; setting goals; choosing strategies, tactics, and 
operational plans; and allocating organizational resources to pursue the company’s goals.

Assessing the internal environment takes place at the strategic, tactical, and operational lev-
els. Company strengths and weaknesses should be identified during this process. Assessing the 
external environment involves analysis of the semicontrollable and noncontrollable forces an 
organization encounters. The goal will be to discover opportunities and threats. Forecasting of 
future economic conditions, sales, and changes in technology should be part of this process. 
These sets of information can then be combined into a SWOT analysis.

Strategic, tactical, and operational goals will be combined into one logical set of objectives. 
From these, actual plans are developed. Strategic plans can be based on an organization’s core 
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competencies. They may be devised to focus on cost, differentiation, or both. Rapid growth strat-
egies are prepared to take advantage of key opportunities. Slow growth strategies are useful when 
no major opportunities exist. The same holds true for stability strategies. Decline strategies are 
employed when the firm encounters turbulent circumstances.

Tactical plans are designed to support strategies in the company’s departments or functional 
areas. Operational plans direct daily activities. Special short-term plans, including projects and 
programs, help managers make needed changes.

Funding for the company’s goals and plans gets channeled through the organization’s budget. 
Incremental budgets use previous figures to develop future allocations. Zero-based budgets 
require managers to justify their activities in order to be funded. Rolling budgets are adjusted as 
revenue figures become available.

The planning process sets the stage for every other company activity. Remember, firms that fail 
to plan tend to drift, encountering problems that should not have occurred in the first place. As 
mentioned earlier, this situation is known as firefighting. The opposite of firefighting is enjoying 
the benefits of getting things done more quickly and efficiently by simply following the plan.

C A S E  S T U DY

Oooh, Marvin

Marvin Hegarty enjoyed a long career in the retail jewelry business. His modest retail store, Marvin’s 
Jewelry, was originally located in the downtown trading district in Charleston, South Carolina. 
Eventually he opened a second location in a major shopping mall in the same city. Marvin would 
be the first to admit he was “less than good looking.” Instead of feeling bad about it, he used his 
image as a marketing advantage. Marvin ran television advertisements promoting various rings, 
watches, and other items, always surrounded by two or three beautiful models, with the tag line, 
“Oooh, Marvin.” Local billboards used the same idea. At Christmas time, Marvin dressed up in 
a Santa Suit and became “Marvin Claus,” once again smothered with attention by his “Oooh 
Marvin” women. 

As Marvin approached the age of 60, he wanted to make the transition to being a part-time owner-
worker, leaving the management of the daily operations to his son. The two had even begun work-
ing on commercials featuring both men, changing the tag line to “Oooh, Marvin. Oh, Melvin.” The 
goal was to keep their long-time customer base returning to the store. 

New challenges began to emerge as the retail diamond business continued to evolve. For many 
years, jewelry retailers had been able to take advantage of major markups on items, as much as 
80% on some diamonds and precious metals. Even major chains, such as Zales, were able to price 
items at high levels. Then, during holiday seasons and at other key times, they offered sweeping 
discounts of often 25% or 33% off while still maintaining high levels of profit. Marvin had been 
able to compete with the retail chains such as Zales through his folksy commercials and personal 
interactions with customers, which included a great deal of involvement in community affairs. 

Recently, however, the landscape was changing. Some retail stores had begun to operate using the 
concept of lower markups and higher volume. To defend against some of these companies, Marvin 
had been able to communicate successfully that price implies quality and service. At the same time, 

(continued)
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Key Terms
budget	 An annual financial plan.

core	competence	 The most proficiently performed internal activity that is central to the firm’s 
strategy and competitiveness.

Delphi	technique	 A panel of experts who seek to predict what kinds of technological break-
throughs might occur and when such breakthroughs will take place.

as some big box stores began to sell jewelry in the stores and on websites, it became increasingly 
difficult to battle against larger advertising budgets. 

The greatest shift occurred in younger customers. These Internet-savvy individuals had begun to 
discover websites, such as http://www.bluenile.com, that sold products directly to customers with-
out the need for retail stores and commissions to salespeople. The more popular websites relied on 
rating systems that guaranteed the quality of items sold, most notably diamonds. As a result, the 
sites could offer higher quality merchandise at much lower prices. Younger customers would then 
take one of two approaches. Some would simply buy an item, such as a diamond, from Blue Nile 
and then travel to a retail store to purchase only the band. Others would use the site to discover the 
best price for an item and take that information into a retail store to negotiate much better prices 
with the salesperson. This approach also allowed them to see what they were about to purchase 
rather than waiting for a shipment and hoping the item would meet their expectations. Marvin and 
Melvin found themselves forced to grant larger and larger discounts to young people buying rings 
for weddings as well as for necklaces and earrings. 

In essence, greater information about the actual wholesale prices for various jewelry items was 
driving prices down for all competitors. Marvin also worried that younger people did not watch 
as much television, and that his longstanding approach was wearing thin. He was concerned that 
using “decorative” models as background for his messages might not work with women, because 
they might be sensitive to such an approach even if it had always been presented more as humor 
and less as some kind of sexy pitch. 

Marvin knew that he would have to adapt to these new circumstances. He would have to find a 
niche for his stores that set them apart from others. He knew the primary variables would continue 
to be price, quality, and customer service. Even though his sales force was aging, each salesperson 
had many years in the business and good relationships with many people in town. His company also 
maintained positive relationships with most jewelry wholesalers and suppliers.

Finally, Marvin was concerned with the high level of rent he was paying in his mall store. While he 
owned the other location, he knew that keeping down the cost of the actual brick-and-mortar 
location would help. Against this backdrop, Marvin believed it was time to develop a long-term, 
strategic response that would allow his son to enjoy the same level of success that he had achieved 
during his own lifetime. 

Discussion Questions

1. What are the strengths and weaknesses associated with Marvin’s Jewelry?
2. What opportunities and threats are present in the jewelry industry?
3. What strategic response should Marvin employ?
4. What tactical changes should the company undertake?

http://www.bluenile.com
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distinctive	competence	 Something a company performs at a level that is better than that of 
all its rivals.

external	environment	 Consists of the total set of forces that act on a company but are not 
within its boundaries.

five	forces	approach	 Model developed by Michael Porter that identifies and analyzes five 
competitive forces that shape industries and helps determine an industry’s strengths and 
weaknesses. 

mission	statement	 A document that expresses a clear and concise reason for why the organi-
zation exists.

normative	technological	forecasting	 Technological forecasting designed to identify when a 
technological breakthrough would occur if various entities would cooperate in creating it.

program	 A set of planning projects designed to change a company’s direction. 

project	 A plan for a single-time activity.

strategic	management	 Coordinating the efforts of all levels of management into a unified 
course of action.

strategic	planning	 A purposeful effort that is directed by management within an organiza-
tion; if done effectively, it draws on the knowledge, skills, and abilities of employees at all levels 
of the organization.

strategic	vision	statement	 A statement that offers direction about where the organization is 
heading and what it hopes to become; it also articulates the long-term direction of the company.

Critical Thinking
Review Questions

1. Define planning and strategic planning.
2. Explain the concepts associated with a mission statement and a strategic vision statement.
3. When assessing the internal environment and operations, what three levels are examined?
4. Explain the difference between semicontrollable and noncontrollable forces in the external 

environment.
5. What semicontrollable forces influence business operations?
6. What noncontrollable forces influence business operations?
7. What three types of forecasts are used to assist in the planning process?
8. What are the four possible outcomes of a SWOT analysis?
9. Explain the differences between strategic, tactical, and operational goals.

10. What are the steps of strategic management?
11. Define and explain the concepts of core competence and distinctive competence.
12. Describe the five basic generic competitive strategies.
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13. Name the rapid and slow growth strategies company leaders can employ.
14. Name the stability and decline strategies company leaders can employ.
15. Define the following terms: project, program, and contingency plan.
16. What is a budget, and how is it like a road map?
17. Name and briefly describe the three main types of budgets.

Analytical Exercises

1. Write a mission and strategic vision statement for the following companies:

•	 Red Bull
•	 Phillip Morris Tobacco Company
•	 Applebee’s
•	 Allstate Insurance

2. What specific factors should be analyzed as part of a tactical/functional analysis for Yum! 
Brands, Inc.? Do the concepts of strategic business units and profit centers apply to this orga-
nization? Explain your answer.

3. What links exist between the following strategic goals? Explain how they are interconnected.

•	 market share
•	 innovation
•	 productivity
•	 profitability
•	 physical and financial resources
•	 manager performance and development
•	 employee performance and attitudes
•	 social responsibility

4. In the SWOT analysis diagrammed in Figure 2.2, which strategies match with each of the four 
boxes from the following categories? (Some of the answers may fit into more than one box.)

•	 core competence and distinctive competence
•	 low-cost provider/differentiation/best-cost provider
•	 rapid growth/slow growth/stability/decline

5. Outline what you believe are the distinctive competence and the core competence of the fol-
lowing companies. Describe what you believe is the generic strategy used by each of those 
companies. Explain specifically which type of strategy the company should undertake in the 
coming years: rapid growth, slow growth, stability, or decline. Defend your choices.

•	 British Petroleum
•	 Facebook
•	 Hyundai
•	 Dunkin’ Donuts
•	 Netflix
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6. Using the Internet, write a brief report on how the decline strategies used by the following 
companies made them “smaller but stronger” and then allowed them to rebound.

•	 Kmart
•	 Starbucks
•	 Chrysler Corporation
•	 White Castle

7. If you were managing a thriving organization, which of the three types of budgets—incremen-
tal, zero-based, or rolling—would be best? Why? If you were managing an organization that 
“could do better,” which of the three types of budgets would be best? If you were managing a 
company in crisis, which of the three types of budgets would be best? Can you think of times 
when the traditional response would be wrong? If so, explain how.

8. Relate the concepts of mission and strategic vision statements to the following:

•	 core and distinctive competence
•	 the five generic strategies





The Organizing Function

Learning Objectives

After completing this chapter, you should be able to:

•	Connect the organizing function with company success.
•	 Identify different categories of jobs.
•	Employ the best form of departmentalization for a specific company.
•	Finalize the structure of a company.
•	Describe various types of organizational configuration.
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    3.1 Introduction
One key part of a manager’s job is to identify the best way to organize and run a company or an 
organization. Well-organized companies often become the most efficient, effective, and produc-
tive in an industry group. Effective organizing processes lead to company success. A management 
team that can work with and implement the structures and plans of a company is vital.

The organizing process flows naturally from the human tendency to seek cooperation and col-
laboration. Many people are predisposed to cooperate with one another. Early humans worked 
together to survive. 

While some cooperative human behaviors are likely instinctual, people learn them mostly from 
various interactions with the environment, family, school, and culture. For example, many learn 
early in life to keep their bedrooms clean and orderly. They later learn to keep a school locker 
orderly, and eventually they learn to organize computer files and MP3 music files on portable 
music devices. As humans evolved, their mental capacity for planning and organizing became 
more complex. Organizing complex structures, however, such as a large-scale manufacturing 
plant or a resort with 500 guest rooms, requires organizing skills that encompass more than basic 
socialization.

Organizing may be defined as the process of efficiently and effectively bringing people and 
resources together to create products and services. Organizing establishes task and authority 
relationships that allow people to work together to achieve the organization’s goals. 

Managers create structures within business organizations to facilitate the operations of their 
institutions. The structure of the organization consists of individual jobs that are combined into 
departments to create “the skeleton of the organizational system” (Steers, Ungson, & Mowday, 
1985). This structural “skeleton” holds up the entire organization and allows it to move forward 
to achieve its plan for success. Organizational	structure is a formal system of task and report-
ing relationships that coordinates the activities of employees so that they can work together to 
achieve organizational goals. The organizational structure determines how an organization’s 
resources can be best used to create goods and services. Organizational	design is the process 
by which managers make specific organizing choices that result in the particular kind of organi-
zational structure for the company. 

In this chapter, we introduce the organizing function and divide it into three primary activities: 
job design, departmentalization, and specification. Job design creates the individual job units, 
departmentalization categorizes the jobs into logical groups or departments, and specification of 
authority–responsibility relationships finalizes the company’s structure.

M A N A G E M E N T  I N  P R A C T I C E

The Richards Group: Organizing Creativity

The Richards Group, based in Dallas, Texas, is America’s largest independent advertising agency. 
The company generates billings in excess of $1 billion annually and employs over 650 marketing 
professionals. Its list of clients includes a variety of well-known companies, such as Orkin, Fruit of 
the Loom, T.G.I. Friday’s, Zales, Red Lobster, Farmers Insurance, and others. Graphic Design USA has 

(continued)
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listed The Richards Group as one of the six most influential agencies in the United States. The firm 
has also received many awards, including Adweek magazine’s Agency of the Year numerous times.

Beyond these simple statistics is a story that owner-founder Stan Richards described as “a rocket 
ride,” in an April 6, 2006, article in the Dallas Business Journal. That ride led to his being named 
one of The Wall Street Journal’s “Giants of Our Time.” Other agencies have emulated many of the 
tactics employed by The Richards Group. Richards notes that his company instituted them first, and 
he believes they still use them best. He has creatively employed the fundamentals of organizing to 
help the company achieve its dramatic success.

The Richards Group is founded on key core principles in its mission statement and its overall strat-
egy. In a 2010 interview with Donald Baack, Stan Richards expressed his company’s philosophy 
when he said, “Some companies push products. Some sell ads. We sell the truth.” The approach 
clearly works. Richards notes:

When we are hired by a client, it’s not just to make ads. We do so many things that are extremely 
important. That ad is what the consumer ultimately sees, but in order to get there, you have to have a 
dead-on strategy, if you’re going to be successful. You go through the strategic process, you get to the 
right answer, and then you can execute against that answer.

Based on this foundation, the company’s organizational structure has been built. The Richards 
Group carefully engaged in job design. A small advertising agency will hire generalists, who take 
care of a variety of assignments. As the organization grows, jobs become more specialized. The 
Richards Groups employs highly skilled specialists in every aspect of advertising, from creating con-
tracts with prospective clients, to purchasing media time, to making advertisements, to evaluating 
their success.

Departmentalization is the point where Stan Richards moved away from traditional models. The 
firm, which once consisted of fewer than 60 workers all located on one floor of an office building, 
expanded to a major office building on the North Central Expressway in Dallas, Texas. Employees in 
The Richards Group work in open offices with no doors or walls. More significantly, Richards notes:

What we do is co-mingle all the disciplines, so that in every cluster of spaces we will have an art director 
who sits next to a brand manager, who, for example, sits next to a print production manager, so that, in 
those interdisciplinary villages that everyone here occupies, nobody’s next door neighbor does the same 
thing that he or she does. What you don’t get is all the creative people sitting on this floor, then all the 
account management people on the next floor, and the media people on the floor above that.

The reason I did that in the first place was that when we were 50 or 60 people, there was an extraor-
dinary level of energy and electricity that just flowed through the place. You could just walk in and feel 
it. A lot of it was created by the casual contact people had with each other. When you have 50 or 60 
people packed into a tight space, you see everybody every day.

What agencies have always done, is when they reach that 120 to 130 person size, they then had to 
move to multiple floors. And the minute they do, they take a tight-knit bunch of people who really liked 
each other and understood each other, because they saw each other every day, and divide them up into 
tribes. These tribes don’t always get along.

There are lots of occasions where a creative will butt heads with a planner, because they have a differ-
ent point of view. When you are packed into a tight space, and when you have a great deal of casual 
contact going on all day, every day, you get over that stuff, because they are your friends. When you’re 
on a different floor, you seldom see them and you decide, “That’s a different tribe up there, and they 
drive me crazy.” By moving away from traditional forms of departmentalization, the company has 
avoided many of those problems. (S. Richards, personal communication, February 2010, reprinted by 
permission of Stan Richards.)

(continued)
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   3.2 Job Design
One major aspect of creating a company’s organizational structure involves designing jobs at all 
levels of the hierarchy. Documenting the types of jobs the company needs to complete its objec-
tives is the first step in the job design process. 

A job is a set or series of tasks performed by an individual on behalf of an organization. A task	is a 
single chore that is part of something larger—the job. For example, a mechanic in a car dealership 
may be asked to sweep the floor (one task), change the oil in a truck (task two), and sometimes 
drive patrons from the shop to their work or homes (task three). Most jobs require the completion 
of many tasks throughout the day. Jobs can also be assigned to categories, such as those displayed 
in Table 3.1.

Job design takes place when managers, nor-
mally working with the human resources 
department, determine the tasks that need 
to be completed, the people who will do 
them, and the selection criteria that will be 
used to choose employees and place them 
on the job. The standard approach to job 
design involves three steps: job analysis, 
job description, and job specification. These 
steps are described in detail in Chapter 4 
pertaining to human resource manage-
ment. Jobs are the building blocks used 
in creating the organization’s structure. 
Carefully designed jobs allow workers to 
succeed by being responsible for appropri-
ate and manageable levels of work. Also, 
precise job descriptions provide workers 

Wavebreakmedia Ltd/Thinkstock

▲▲ The specific tasks performed by a mechanic, when com-
bined, constitute his job.

The organizational structure at The Richards Group consists of fairly standard authority–responsibil-
ity relationships. Individuals continue to report to supervisors who are in charge of the basic func-
tions, such as media selection. At the same time, to continue the creative cooperative spirit built by 
comingling specialists, staff meetings are often held in the stairwells between floors to help main-
tain egalitarian and positive relationships among all employees.

Some of the successful campaigns initiated by The Richards Group include the longstanding Chick-
fil-A cow campaign, the Motel 6 campaigns, and the company’s 2010 and 2011 Super Bowl com-
mercials with Bridgestone. Another product, Corona, has become the number one imported beer 
in the United States. It has passed Heineken due, in part, to a successful advertising management 
program assisted by The Richards Group (Richards, 2010).

Discussion Questions

1. How are jobs in advertising agencies different from jobs in other companies?
2. Do you think comingling specialists, as is the case in The Richards Group, would work in other 

companies?
3. What types of individuals should The Richards Group hire, and what types would not fit with  

the company?
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with clarity regarding which tasks they are and are not assigned to do. Well-written job specifica-
tions enhance the odds that the proper person will be hired to complete the assigned tasks.

Table 3.1 Types of jobs

Category Examples

Unskilled Blue Collar Housekeeper

Trash hauler

Semiskilled Blue Collar Assembly line employee

Truck driver

Skilled Blue Collar Electrician

Plumber

Carpenter

Front-line White Collar Retail clerk

Bank teller

Semiprofessional Paralegal

Paramedic

Dental hygienist

Professional Doctor

Attorney

CPA

Specialized Professional Research scientist

  3.3 Departmentalization
Departmentalization is an organizational tool that involves placing various jobs into individual 
departments or divisions including accounting, marketing, and production. Although depart-
mentalization may be used in several other ways, Table 3.2 summarizes some of its various forms 
and indicates when each of them may be most helpful to the management team.

Table 3.2 Forms of departmentalization

Departmentalization by . . . Found in . . .

Function small, single-product/service firms

Product growing, few product companies

Customer firms selling the same product to diverse customers

Geographic region branch banking, retail chains, franchise operations

Strategic business unit conglomerates

Matrix high-tech firms, multinational companies

Departmentalization by Function

Departmentalization by function is the most common form, because most companies are 
smaller and offer one main product or service. Figure 3.1 presents a simplified organization chart 
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for a firm using this approach. Functional structure allows for top-level control with exper-
tise maintained in the individual departments. Jobs are easily matched to functional specialties 
(Mintzberg, 1979).

Henry Mintzberg (1983) recognized five coordinated flows linking the common parts of 
departmentalization:

1. Authority. Authorization is needed to move the structural part forward and complete job  tasks.
2. Work material. Raw material and supplies are essential to start and complete tasks.
3. Information. Data is required to inform decision making at every level of the organization.
4. Decision process. Timely decision making allows for the continual operation of job tasks.
5. Ideology. An organization’s unique vision, theories, culture, and traditions contribute to its 

structure.

Mintzberg’s coordinated flows are essential to begin operating activity as well as to measure 
progress. They are well served by a functional form of departmentalization.

Departmentalization by Product

Multiproduct firms use departmentalization by product, in which all activities related to a prod-
uct or service are placed in one department under one executive or senior manager. Figure 3.2 
shows an example as applied by the Bic company, which is divided based on the products sold. 
General Motors, DuPont, and other firms learned that growth and expansion of product lines 
requires a form of structure that facilitates the differences in products and at the same time 
allows for some specialists to serve all parts of the company. Departmentalization by product 
meets these needs and demands (Ranson, Hinings, & Greenwood, 1980).

Departmentalization by Customer

Many companies offer the same product to divergent customers. As depicted in Figure 3.3, 
departmentalization by customer allows for specialization based on customer differences. 
A company such as Dell Computers has three distinct groups: other businesses (industrial or  
b-to-b sales), the government, and individual consumers. This form of structure offers the advan-
tage of optimizing the services to all groups, each of which have unique purchasing needs and 
purchasing methods. For example, individuals buy online or at the store, businesses tend to make 

Figure 3.1 Departmentalization by function
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purchases at trade shows or through a purchasing department, and governments must follow 
specific, regulated procedures. The three groups require differing service needs, such as repair 
contracts and warranties.

Departmentalization by Geographic Region

When a company is divided by territories or regions, terms such as district, zone, and area are 
assigned to the departments. Figure 3.4 is an example of departmentalization by geographic 
region. Departmentalization by location is also known as parallel departmentalization, because 
the levels in the organizational hierarchy contain managers who perform the same duties in dif-
ferent regions, such as at branch banks or fast-food locations. Geographical departmentalization 
makes it possible to tailor managerial efforts that address territorial differences. For example, 
a Sears retail store in Florida will sell different items than one in Minnesota during the winter 
months; however, the department names remain the same. A food chain such as Subway may 
offer region-specific menu items, while the basic model of operation remains the same in all 
locations.

Figure 3.2 Departmentalization by product
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Departmentalization by Strategic Business Unit

As noted in Chapter 2, strategic business units are clusters of activities typically held together by 
a common thread, such as a product type or type of customer served. A strategic business unit 
(SBU) will be analyzed as a “company within the company.” Many major corporations align stra-
tegic business units by products, customers, geographic regions, manufacturing methods, and 
other common elements (Figure 3.5). For example, 3M may subdivide its operations into strategic 
business groups organized by type of product: sticky (duct tape, Scotch tape), magnetic (DVDs, 
recording tape), and cleaners. Each strategic business unit may be evaluated through the revenues 
it generates or profits it creates, which means some units will be termed “profit centers.” Others 
may be structured as cost centers or as simple operating divisions. If Amazon.com divided into 
one unit based on selling popular press books, another featuring electronic transmission of book 
materials, and a third focused on high school and college textbooks, each of them could become 
a stand-alone strategic business unit.

Figure 3.4 Departmentalization by geographic region
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Departmentalization by Matrix

Matrix organizations are also called two-boss systems. As shown in Figure 3.6, each employee 
answers to a functional area supervisor as well as a product manager. For example, the top row in 
this figure includes three functional first-line supervisors: one for production, one for accounting, 
and one for sales. Directly below them are the employees performing those functions. The verti-
cal row of supervisors in the same figure indicates managers for individual products (1 and 2). 
Thus, a production worker in the top row responds to a functional manager (production supervi-
sor) and to a product manager (product 1). In the next row down, production workers respond 
to the same production supervisor but to the manager for product 2. The same holds true for 
salespeople responding to the sales manager and then to the product manager to whom they are 
assigned (1 or 2) as well as for accountants answering to the accounting supervisor but also to 
their designated product manager, 1 or 2.

Matrix organizations create circumstances in which maximum flexibility and adaptability in 
operations are possible, because workers are routinely assigned to differing products and product 
managers. Consequently, they must be able to adjust to change and accept some role ambiguity 
as part of the daily routine as the tasks they work on tend to vary. The only constant will be the 
employee’s functional supervisor.

Figure 3.6 Departmentalization by matrix
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An adaptation of the matrix organization is to design the company by product and by country. 
Products must often be adapted when moved into new areas, due to differences in electrical sys-
tems (AC versus DC) and in measurements such as ounces versus grams. Product managers are 
asked to identify national differences and help adapt production systems, marketing programs, 
and other activities to the new circumstances. In this adaptation, the functional managers remain 
the same. Instead of product managers (the vertical row of supervisors), the titles become those 
assigned to managers for various countries. Each employee then has a functional supervisor and a 
national supervisor who is responsible for helping the company adapt to differing circumstances 
in other countries.

Managerial Concerns

The most rudimentary form of organizational structure, by function, is also the most common. 
This form is seen in smaller, single-product or service companies, which constitute the majority 
of businesses. As companies add products, services, and additional specialists and activities, the 
degree of complexity rises and more intricate departmental arrangements normally result.

Departmentalization by products will be best suited to companies that have begun to grow by 
adding new products and services (product diversification). Departmentalization by customer 
tends to be found in organizations that sell the same product to diverse customers, such as com-
puters and other technologies as well as some other, more basic items. Departmentalization by 
geographic area, or parallel departmentalization, is typical when a company performs the same 
activities in various geographic areas, such as is found in retail chains (Walmart, Sears, Target), in 
fast-food chains (Subway, McDonald’s, KFC), and in branch banking, which allows managers to 
customize to the unique needs of the region while at the same time standardizing many aspects 
of company operations. Strategic business units are used in multiproduct/multiservice conglom-
erates with high degrees of differentiation between units. The matrix organization grants the 
manager the highest degree of flexibility and adaptability and normally is present in high-tech 
firms that must adapt to quickly changing environmental circumstances as well as in companies 
operating in various countries. 

Remember that these forms of departmentalization can be adapted to meet specific company 
needs as well as be modified to serve in multinational companies, nonprofit organizations, and 
even governmental institutions. The needs of the organization should dictate its structure.

  3.4 Completing the Organization’s Structure
Completion of an organizational structure occurs as managers identify the amount of influence 
and accountability for these different individuals and groups, along with other elements of orga-
nizational design. The organization charts shown in the previous section depict the first key 
activity that is part of completing the organization’s structure: drawing lines of authority and 
responsibility. In each of the models, any vertical line from one position to the next lower (or 
higher) depicts an authority–responsibility relationship. In essence, a president holds authority 
over his or her vice presidents; those VPs are responsible for carrying out the president’s instruc-
tions and decisions.

Authority, then, consists of the right to direct with permission to act, which suggests that 
authority has two key components. The right to direct means the right to give orders and oversee 
activities. The manager of an auto repair shop has the authority to ask a worker who is changing 
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a tire to stop and help another employee pull the transmission from another car being repaired. 
Permission to act represents the right to make decisions on behalf of a company. The auto repair 
manager may have made the decision to work on the transmission first, knowing that because the 
customer needing a new tire will not return until the next day, that task can be completed later. 
The transmission repair is more urgent and deserves attention first.

Responsibility, or accountability, is the obligation to complete tasks as assigned by reporting to a 
specific supervisor. Someone who is responsible follows directions and is expected to follow them 
correctly and completely. The mechanic who has been asked to assist in the transmission repair 
should do so until the chore has been successfully completed.

The noted French management expert Henri Fayol (1916) was among the first to describe the 
concept of parity of authority and responsibility. This principle suggests that anyone who holds a 
position of authority should be held accountable for how that authority is used. Further, anyone 
who is responsible for an outcome should have sufficient authority to carry out the assignment.

In today’s modern organizations, three forms of authority are found. Line authority is direct 
formal authority, the type shown on the lines of an organization chart. Staff authority consists 
of the right to advise or give advice. A company’s legal department provides legal advice to all 
levels in the company. An accountant gives tax advice to all departments. Functional authority 
has been described as the right to direct, but not to discipline. It occurs when a person has been 
placed in charge of a task force or committee. The individual is charged with the responsibility 
of getting something done (direct), such as completing a safety committee report; however, com-
mittee members may or may not follow directions and complete the task on time. Functional 
authority relies on employee professionalism to accomplish goals. Due to the increasingly com-
plex nature of work, the reliance on functional authority has risen as the number of teams and 
groups increases. When the first process in completing the structure of an organization, outlin-
ing authority–responsibility relationships, is complete, then other decisions can be made.

M A N A G E M E N T  I N  P R A C T I C E

Sources of Authority

Where does authority come from? How is it established? Over the years, two major perspectives 
regarding the nature of authority and its sources have emerged. One theory suggests a “top down” 
source of authority; the other proposes a “bottom up” foundation.

Max Weber, a German sociologist who studied organizations, suggested three sources of authority 
from the top-down perspective. Traditional authority derives from longstanding traditions within 
countries whose kings, chieftains, and church officials possess the ability to direct others through 
birthright or societal beliefs in governmental or religious systems. In Europe, many business organi-
zations were founded through the dictates of members of royal families, which meant that submit-
ting to the authority of a supervisor was, in essence, submitting to the authority of the crown. 

A second source, charismatic authority, emerges as a “gift of grace”—for example, when a dynamic 
military leader inspires and guides troops. A leader like this holds and maintains authority due to 
personal characteristics including charm, persuasiveness, inspirational ability, and so forth. Such a 
“general” then becomes empowered to direct the activities of others within his or her domain.

(continued)
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Centralization and Decentralization

Another key set of decisions to be completed includes those regarding the delegation of author-
ity. Centralization	and	decentralization refer to the degree of delegation of decision making, 
authority, and power within an organization. A highly centralized organization is one in which 
authority is not delegated. The executive management team, for example, makes key decisions 
and issues orders that direct company activities. Other members of the organization must take 
and follow orders issued by the executive management team. In a highly decentralized firm, 
front-line supervisors make important organizational decisions.

Size and Decentralization
Peter Blau (1970) suggests that a strong relationship exists between the size of an organization 
and the degree of decentralization. In essence, smaller firms are likely to remain centralized, 
because managers are aware of all activities and know each employee. This places them in the 
position to make all decisions. As a firm grows, the company begins to add specialists and new 
departments. The sheer volume of decisions to be made rises. The top manager becomes less able 
to direct everything, which means delegation begins to take place. At the same time, the top 
manager wants to retain a degree of control, which leads to standardization, formalization, and 
mechanization/computerization.

Standardization is the use of a series of job titles that are exactly the same, and the work-
ers perform the same activities. Formalization refers to the presence of rules and procedures. 
Mechanization/computerization measures the reliance on computers and technology to 

The third source, legal/rational authority, is based on a con-
tractual agreement, such as one created between an organi-
zation and its employees. In exchange for compensation and 
other benefits, an employee agrees to submit to the authority 
of managers within the organization (Weber, 1922).

In all three of Weber’s forms, authority rests at the top of the 
organization and moves downward. Processes such as del-
egation allow authority to be granted to those at lower ranks. 
In contrast, a second point of view argues the exact oppo-
site. Chester Barnard’s (1938) acceptance theory insists that 
authority exists only when subordinates accept or acquiesce 
to it. To achieve authority, four conditions must be met. First, 
individuals must understand the nature of authority. Second, 
they must believe the use of authority takes place in a man-
ner consistent with the purposes of the organization. Third, 
the subordinates must believe the use of authority takes place 
in a way that meets their own personal interests. Fourth, 
those being influenced must be able to comply.

Consider the companies where you have worked and other 
organizations (such as religious denominations or charitable groups) that you belong to. Do you 
believe that authority moves from the top down or from the bottom up? Does the type of organiza-
tion make a difference? Think of a military organization as opposed to a group of volunteers in a 
Parent-Teacher Association at a grade school. Understanding the basis of authority and its use is a 
helpful tool for those in managerial or leadership positions.

Courtesy Everett Collection

▲▲ Sociologist Max Weber 
(1864–1920)
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maintain operations (Blau & Schoenherr, 
1971). As an example, consider the differ-
ences between managing a “stop and shop” 
convenience store and a Walmart super-
store. In the convenience store, the man-
ager knows all the employees and every 
aspect of the store’s operations, so he or she 
can make every decision. At the Walmart 
superstore, the manager does not even 
know the names of all employees. The store 
employs specialists in many areas, includ-
ing automotive, lawn and garden, jewelry, 
men and women’s clothing, and others. The 
Walmart store manager is best served by a 
classic management principle: Let experts 
make decisions. The manager delegates to 
the specialists (decentralization). At the 
same time, Walmart hires many individuals with titles such as “stocker” and “cashier” (standard-
ization), the rules for rotating inventory on the shelves and for checking out customers are the 
same for every stocker and cashier (formalization), and the store uses computers to track sales, 
inventory, and other statistics (mechanization).

Strategies and Decentralization
In 1962, Alfred Chandler proposed a relationship between company strategies and company 
structure. His work suggests that organizational structure may be a matter of managerial design 
that evolves over time and as organizational conditions change. Chandler’s analysis is grounded 
in historical research. An in-depth review of case histories of a number of major U.S. companies 
reveals four stages of structural development that were consistently present (see Table 3.3).

Table 3.3 Strategy and structure

Stage 1 Most firms begin with a single product and a centralized, functional form of structure.

Stage 2 Successful firms tend to grow by adding products and services, a strategy known as product 
diversification.

Stage 3 The demands of the new products and services become so great that the company becomes 
inefficient and eventually a crisis develops.

Stage 4 To resolve the crisis, company leaders adopt new forms of structure that are product based and 
decentralized.

As Table 3.3 indicates, Stage 2 holds a strategy and Stage 4 suggests a corresponding change in 
structure. The historical information corresponds with the work of Blau in that firms in Stage 1 
are likely to be small and centralized. Stages 2 and 3 add the complexity of added decisions and 
specialists. Stage 4 indicates that decentralization better serves a larger company.

As an example, consider how this approach would apply to the Bic Corporation when it first 
expanded its product lines. The original Bic product, a ballpoint pen, was highly successful as 
early as the 1960s. The product line held a major share of the disposable pen market. To expand, 
however, Bic’s executives knew that a second product would need to be developed. At that 
time, Gillette had introduced the Cricket disposable lighter. Seeing a potential opportunity, Bic 

Nick Ut/Associated Press

▲▲ Stores like Walmart use the practice of standardization 
when hiring multiple employees with the same title, such as 
cashier. 
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introduced its disposable lighter. For a time, the Bic product was well received—until 1987, when 
a few incidents of injuries occurred for some customers using the lighter (Funding Universe, 
2013). This challenge could have led to splitting the pen department away from the lighter depart-
ment and decentralizing the decision making to experts who could make sure that the design was 
safe and that the information could be effectively transmitted to wary consumers. The strategy, 
product diversification, would then have led to a change in structure, product-based departmen-
talization, and decentralization of authority.

It is important to note that changes in degrees of centralization and decentralization tend to alter 
job descriptions and job specifications. In a highly centralized operation, individuals at the low-
est levels must understand they will not be allowed to make decisions and will be expected to 
follow orders. Front-line supervisors in the company will experience the same situation. In highly 
decentralized companies, individuals who are willing to take the initiative, make key decisions, 
and work with others are more likely to be hired. Delegation and decentralization rely on coop-
eration between managers and employees to make the best decisions and take the proper course 
of action.

Mechanistic and Organic Structures

Another key element of organizational design regulates company flexibility and adaptability. 
Mechanistic	organizations	are characterized by the high use of rules and procedures, a greater 
number of levels in the organization, and formal relationships between workers. This design 
results in a less flexible method of operation. Organization charts in mechanistic organizations 
tend to be tall and thin, with many ranks and fewer people at each rank. For many years, the 
military was used as a prime example of a mechanistic organization. The Army holds many 
ranks, from buck private to five-star general; relationships historically tended to be highly formal 
among soldiers, who referred to each other by titles and used respectful language (such as “sir”), 
and the organization was served by a vast number of rules and procedures. More recently, the 
military has changed and the example is less applicable. Currently, many manufacturing opera-
tions in environments characterized by low levels of change and few competitors may use a more 
mechanistic form of structure.

Organic	structures employ few rules and procedures, have a small number of organizational 
levels and ranks, and allow for informal relationships among workers and supervisors. This 
design is much more flexible and adaptable as a result. Organic structures are short and squat, 
with few ranks and many people in each rank. Many creative industries, such as advertis-
ing agencies and management consulting firms, use organic structures. There may be as few 
as three organizational levels or ranks, from entry-level employee to the top manager in the 
company; relationships are informal and on a first-name basis, and these organizations can 
quickly adapt to changing circumstances. Advertising agencies have been forced to adapt to the 
increasing use of social media (Facebook and Twitter) in developing methods to reach custom-
ers. An organic form of structure better serves that need. The same is true for consulting firms 
that must adapt to changing economic and social conditions when providing advice to client 
companies.

Joan Woodward (1965) and her associates engaged in a major research project in Great Britain in 
the 1950s. The purpose was to seek out the causes of structure in effective organizations. These 
efforts identified a consistent pattern in which the technology of a firm could be matched to its 
structure, as displayed in Table 3.4.
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Table 3.4 Technology and structure

Type of technology Type of structure

Unit, small batch Organic

Large batch, mass production Mechanistic

Process production Organic

Unit or small batch technology occurs when units are made one at a time (repairing a car; tailor-
ing a suit), or in small lots or batches, such as the amount of marinara sauce prepared for daily 
use in an Italian restaurant. Remaining flexible and adaptable best serves that type of opera-
tion, at least in terms of profits, growth, and other measures of company success. Large batch 
assembly-line operations create standardized products. Carefully following rules and procedures 
increases efficiency. As noted earlier, many manufacturing facilities are mechanistic in their 
structural designs, at least in the production departments. Process production includes unique 
circumstances such as chemical manufacturers, some utilities, and breweries and distilleries. In 
these organizations, problems tend to be unusual and require investigation. The more flexible and 
adaptable organic structure fits these circumstances.

In essence, Woodward argues that we should not be concerned with how companies are struc-
tured in general. Instead, she identified what successful companies achieved. These organiza-
tions thrived by matching their structures with the type of technology used to make the goods 
or services.

Impact on Employees and Managers

At this point, you may be asking a key question often posed by business students: Who cares? 
Why is the study of centralization/decentralization and mechanistic/organic organizational 
design important? Part of the answer may be found in the impact of a structure on individual 
employees and their supervisors.

In the first place, structural design influences the number and types of decisions made at every 
rank in the company. In a centralized/mechanistic organization, only those at the highest ranks 
make decisions of any importance. First-line supervisors and employees are relegated to simply 
following the dictates of those decisions. In contrast, an organic/decentralized company is char-
acterized by lower-ranking supervisors, and even individual employees make more decisions—
and those decisions have a greater impact on the organization.

Moreover, organizational design and job design in particular designate the number of tasks lower-
ranking employees will perform. In mechanistic/centralized companies, first-line employees can 
expect to perform a relatively small number of tasks as they do their jobs. Greater decentraliza-
tion and a more organic structure tend to increase the number of tasks entry-level workers per-
form, and those tasks often are more varied and interesting.

Structure also affects the rigidity or flexibility present in each worker’s role. Mechanistic orga-
nizations, by their natures, clearly define how a role or job should be performed. Therefore, little 
flexibility exists within those positions, save for employees at the highest ranks in the company. 
An organic organization leads to greater flexibility in the role. That is, individual workers help 
decide how tasks should be performed.
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Furthermore, the nature of an organization’s structure dictates the relationship between man-
agers and subordinates. In a mechanistic/centralized firm, you can expect more formal inter-
actions with a supervisor. Titles tend to be used rather than first names. Those employed in 
organic/decentralized organizations will notice a more casual and informal relationship with 
those in charge.

In ways most people would not think of, structure influences perceptions of chances for advance-
ment or promotion. A mechanistic/centralized organization tends to have many ranks and 
exhibits a taller, thinner organization chart. The increase in the number of ranks, with fewer jobs 
within each rank, means it becomes easier to obtain promotions over time. Some management 
experts have called this phenomenon the “illusion of upward movement,” because the person 
does move up the organizational hierarchy (perhaps even with a pay raise and new title), but he 
or she still holds low levels of authority and often continues to work in a relatively mundane job. 
Organic/decentralized organization charts are likely to be short and squat; they have few ranks 
and many positions within each rank. This structure increases competition any time there is a 
job opening at a higher level. At the same time, even someone at the lower rank may experience 
a greater sense of empowerment, even without being promoted.

Finally, clearly spelled out structures, such as those present in mechanistic and centralized 
firms, tend to generate role clarity for the employees. In other words, workers know what they 
are “supposed to be doing” at any given time. Role clarity creates a sense of security and is often 
less stressful for individuals within the company. The opposite situation, role ambiguity, means 
employees have a less solid or strong sense of what they are supposed to be doing. Role ambiguity 
can create tension and stress for some individuals.

Two issues emerge as a consequence. First, what is best for the organization? As Joan Woodward 
discovered, some companies clearly are best suited to more centralized and mechanistic forms 
of structure. Others become more likely to succeed with an organic and decentralized form of 
organizational structure. It is the responsibility of the management team to design the appropri-
ate structure for the organization.

The second issue centers on where people would like to work. Students often respond quickly by 
saying, “an organic/decentralized company.” But is that really what they want? Consider your own 
needs for clarity and low ambiguity before answering. The human resources department, work-
ing with individual managers, should be aware of the relationship between the job designs, as dic-
tated by the natures of organizational structures, and the personal characteristics of employees 
who are a good match to those jobs. Part of your responsibility as an applicant is to ensure that 
the places you seek employment are best suited to your personality and your desire for autonomy, 
responsibility, and a challenging number of tasks.

Characteristics of Typical Organizations

German sociologist Max Weber (1864–1920), who was noted previously in the “Management in 
Practice” box in this section, had his work published posthumously in 1922. Weber suggested 
that organizations share certain characteristics in addition to goal orientation (Weber, 1947). The 
final design of the organization should account for each of these characteristics, which include 
the following:

•	 Division of labor (labor specialization). Tasks in organizations tend to be grouped to 
maximize productivity and are often based on some inter- or extra-organizational criteria. 
Typically, work specialization is broken down by specific job tasks or work skills, such as 
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machinists, equipment operators, quality control inspectors, accountants, and salespeople. 
Seldom does an organization efficiently operate for long without labor specialization.

•	 Span of control. A superior cannot manage an unlimited number of subordinates, because 
this situation is unwieldy and ineffective. Subordinates require feedback, direction, and 
often correction. Organization theory suggests limiting the number of subordinates; the 
number depends on the kind of work to be completed by the subordinates and the distance 
from the center of control. The span should be kept as manageable as possible.

•	 Formalization. Almost all organizations have rules, whether written or unwritten. Most 
modern organizations use the term policy or work rules, but in every case the rules are 
intended to guide action and decision making across the organization. The more detailed, 
specific, and clear the rules of the organization are, the more formal the organization.

•	 Number of authority levels. Organizations may have very few authority levels (flat) or sev-
eral (tall), depending on the type of organization and its plan of operation. Organization 
theory suggests that the wider the span of control (more subordinates reporting to a supe-
rior), the flatter the organizational structure; and the narrower the span of control (fewer 
subordinates reporting to a superior), the taller the structure.

Weber suggested that these characteristics could be coordinated only by effective communica-
tion among organizational members and by standardizing work processes. As work becomes 
more complex, direct supervision becomes a more important factor in maintaining standardized 
work outputs. Weber’s concept of formalization is a natural efficiency-improving process that 
happens within the organization and may occur in several ways: by the job, by the work, or by 
the rules.

An Organization in Crisis

Sometimes, events in an organization’s environment threaten internal operations. J. D. Thompson 
(1967) developed a view of organizational structure in which the core technology used by a com-
pany becomes the key. In an organizational system, such as the one displayed in Figure 3.7, inputs 
are regulated by the buffers, which lead them into the technical core. Outputs are moved into the 
external environment through various departmental activities. In essence, management develops 
departments (the buffers in Figure 3.7) to protect and facilitate the core technology.

Figure 3.7 Technology and structure
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When a threat emerges in the external environment—perhaps a dramatic price increase for raw 
materials, a natural disaster, a terrorist action, negative publicity, or a new competing technology 
—company leaders tend to respond by creating a new buffer or department to defend against the 
threat. When mad cow disease threatened the U.S. beef industry, one response would have been 
to create a new layer of inspectors to make sure the disease did not infect local herds. Many infor-
mation technology departments have specially assigned units to defend against virus attacks, 
bombs, and other malware. More recently, the September 11, 2001, attacks on the United States 
have led to the creation of a variety of new governmental departments, including the Department 
of Homeland Security and the Transportation Security Administration. 

In summary, organizational design consists of far more than simply drawing an organizational 
chart. In addition to job specification, company structure consists of the form of departmen-
talization to be used along with other elements of structure. Beyond authority–responsibility 
relationships, management teams dictate the degree of delegation to be used on a company-wide 
basis. The level of centralization or decentralization that is present influences the jobs to be per-
formed and the people selected to perform those jobs. Mechanistic organizational structures 
match with more standardized operations. Organic structures are best suited to problem-solving 
situations in which organizations must remain flexible and adaptable. Most forms of structure 
are relatively standardized, identifying the level of job specialization and the number and types 
of managers. When an environmental crisis emerges, one natural tendency is to develop a new 
department or buffer to defend against the threat.

   3.5 Structural Configurations
Structural configurations constitute the final element of organizational design. Management 
theorist Henry Mintzberg (1983) suggested five common elements of an organization:

1. Operating core. The subordinate workers who perform the basic labor in the organization that 
is related to the production of goods or services.

2. Strategic apex. Top-level managers charged with ensuring that the organization serves its mis-
sion in an effective way.

3. Middle line. The managers who connect the strategic apex with the operating core.
4. Technostructure. The analysts who design, change, plan, or train the operating core.
5. Support staff. The specialists providing the direct support services for the organization.

These core elements then dictate the design of the organizational structure. Mintzberg identi-
fied five common structures: simple structure, machine bureaucracy, professional bureaucracy, 
divisional structure, and adhocracy.

Simple Structure

Small entrepreneurial businesses often use a simple	structure. The local dry cleaner, the corner 
restaurant, the auto repair shop, and many others are likely organized as simple structures. This 
form of organization is dominated by the strategic apex, but it has little formalization or complex-
ity. Almost everyone reports directly to the owner of the business, so the organization chart looks 
flat and has few, if any, reporting layers. When should this simple structure be used? Typically, 
when the organization is “small or in the formative stage of development” (Robbins, 1990).
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Machine Bureaucracy

The trademark of the machine	bureaucracy is standardization. The structure features highly 
routine operating tasks, typically grouped together into functional departments. There is high 
formalization, central authority, and decision making flows through a chain of command. 
Machine bureaucracies work best in large organizations such as manufacturing or service, where 
high volumes are produced, resulting in a routine. In machine bureaucracy, standardized pro-
duction work is the norm. These structures use elaborate work rules, considerable numbers of 
middle-line managers, and distinctive line and staff management configurations. Organizational 
charts include multiple management layers between top management and the shop floor, where 
production or services are delivered.

This type of organizational design requires a simple and stable operating environment, which 
may be its single greatest weakness. Machine bureaucracies have difficulty adapting to changes 
in the environment, such as significant product changes brought about by market demand. 
Business history is filled with accounts of large manufacturing firms that could not change to 
meet emerging environments and then collapsed in bankruptcy. Few people remember Nash 
Motors (part of Nash-Kelvinator Corporation) or Hudson Motors. Both firms were technol-
ogy innovators in their time and produced beautiful automobiles. Eventually, however, mar-
ket instability forced Hudson to merge with Nash-Kelvinator to become American Motors 
Corporation (AMC), and AMC later merged with Kaiser-Jeep Corporation. In 1987, the 
Chrysler Corporation acquired AMC/Jeep.

When should a machine structure be used? Typically, this structure is most “efficient when 
matched with large size, a simple and stable environment, and a technology that contains rou-
tine work that can be standardized” (Robbins, 1990, p. 285). This is the typical structure of large 
manufacturing firms, large insurance firms, and even state and federal prison systems.

Professional Bureaucracy

A professional	bureaucracy	may be used when an organization depends on highly skilled pro-
fessionals delivering goods or services at the core of the organization. “Obvious examples include 
hospitals, school districts, universities, museums, libraries, engineering design firms, social ser-
vice agencies, and public accounting firms” (Robbins, 1990, p. 289). In this type of structure, 
professionals self-impose standardization and formalization, often in compliance with govern-
ing bodies (e.g., licensing agencies, professional associations, or both) and typically due to the 
complex operating environment. For example, certified public accounting firms are licensed 
in most states. They have a professional organization (American Institute of Certified Public 
Accountants) and several governing bodies, including the Financial Accounting Standards Board 
and the Securities and Exchange Commission. Accounting professional training incorporates 
the standards of conduct, legal requirements, and the skills appropriate to the profession. Thus 
accountants have a degree of autonomy within the organization and in the exercise of profes-
sional judgment.

When should professional bureaucracy be used? Typically, this structure is most effective when 
the environment is stable and complex, and when formalization and standardization are inter-
nalized through professionalization.

Divisional Structure

The divisional	structure is actually a set of autonomous units, each typically a machine bureau-
cracy unto itself, coordinated by a central headquarters (Robbins, 1990). The divisional structure 



Structural Configurations Chapter 3

is widely used across the postindustrialized 
business world. Examples include General 
Motors, Microsoft, 3M Company, AT&T, 
General Electric Company, International 
Business Machines, Coca-Cola Company, 
United Technologies Corporation, and the 
Walt Disney Company. Divisions are cre-
ated (or acquired) to serve a market and are 
given operating control to make decisions 
appropriate to meeting the needs of that 
market. This could be a category of a mar-
ket. For instance, Chevrolet manufactures 
automobiles in the mid-priced market cat-
egory ($25K to $40K sales price), whereas 
Cadillac produces cars for the luxury mar-
ket category ($35K to $70K sales price). Both 
auto makers are generally autonomous divi-
sions of General Motors.

Among the many weaknesses of the divisional structure are the duplication of activities and 
the potential for counterproductive inter-market competition for customers. This form is not 
only inefficient but can limit opportunities for cooperation across market segments and waste 
resources. It was a significant factor leading to GM’s 2009 bankruptcy reorganization and fed-
eral government bailout. Now reorganized with fewer divisions and dealers, GM may be able to 
rebuild its business and value.

When should the form of divisional structure be used? Typically this structure is most effec-
tive when the organization selects the diversification strategy; that is, when the organization 
decides to become a multi-market or multiproduct operation. An important consideration is that 
the organization’s technology must be divisible without causing significant deterioration of the 
economies of scale it had gained as a machine bureaucracy.

Adhocracy

Most people working in an organization have experienced a project team, task force, or a cross-
functional team. When you participated, you were part of an adhocracy. Adhocracies are organic 
and dynamic in nature and have limited formalization and standardization; they also tend toward 
decentralized decision making. Little is routine in an adhocracy. Adhocracies last for the life of 
a project and are disbanded afterward. Adhocracies are largely populated by professionals with 
high levels of skills and abilities to contribute to the completion of the project. Adhocracies are 
flexible and adaptable, and that is why they exist at all.

A commercial building construction project is an example of an adhocracy. A project manager 
takes the plans from the building’s architect and assembles a project team that includes internal 
(assistant superintendent, construction site managers, etc.) and external members (the trades 
appropriate for the work required). The work begins once a calendar is created and contracts 
are established. It continues in a planned sequence until all work is complete, final inspection 
is made, and the building is handed over to the owner-user. The project ends, and all its team 
members move on to other projects. They may team up for a future project, or they may never 
see each other again.

Associated Press

▲▲ General Motors is an example of a company that uses a  
divisional structure.
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A weakness of the adhocracy structure is the stresses it can place on participants during the life 
of the project. There are limited boundaries and few vertical relationships (boss–subordinate) to 
mitigate tensions. Many participants have difficulty working in temporary work environments, 
which are subject to rapid change, or dealing with ambiguity. As a result, adhocracy structures 
are difficult to establish and to dismantle once they are operating.

Typically, the adhocracy structure is most effective when used for developing nonroutine solu-
tions and projects, and where flexibility is required. This structure works best when solutions or 
projects have a short life cycle and high levels of professionalism are resident or available. Table 
3.5 summarizes the five organizational configurations.

Table 3.5 Summary of the five organizational configurations

 
Characteristic

Simple 
structure

Machine 
 bureaucracy 

Professional 
bureaucracy

Divisional 
structure 

 
Adhocracy

Specialization Low High functional High social High functional High social

Formalization Low High Low High within 
divisions 

Low

Centralization High High Low Limited Low

Environment Simple and 
dynamic 

Simple and 
stable 

Complex and 
stable 

Simple and 
stable 

Complex and 
dynamic

General Structural 
Classification 

Organic Mechanistic Mechanistic Mechanistic Organic

Source: Summary of the Five Organizational Configurations, from Robbins, S. P. (1990). Organization theory: Structure, design, and applications, p. 305. 
Upper Saddle River, NJ: Prentice Hall.

The Importance of Organizational Goals in Structural Design

Organizations exist for a purpose. The purpose of the organization, or the plan, also influences 
the structure of the organization. The purpose of a small shop operator located on Main Street in 
your hometown likely will be to meet small capital financing needs, design an informal mission, 
and employ less than 25 employees who report directly to the owner. The planning process of this 
small shop focuses on the needs of its community by maintaining inventory, appropriate capital 
availability, and a sensitivity to the community’s standards. At the other end of the spectrum is a 
multiunit retail operator with 100,000-square-foot, large-scale retail stores located in and across 
several states or the entire nation. A company of this kind may have 10,000 employees, high capi-
tal demands, a well-defined mission statement, and sophisticated marketing needs. It likely has 
a long-range strategic plan, complex operational plans, and several levels of management, each 
with very specific performance expectations.

Organizational design considerations remain largely the same for profit-seeking and nonprofit 
organizations. Both seek to create organizations that are both efficient and effective. As noted 
in Chapter 1, an efficient organization delivers services in a timely fashion with few wasted 
resources or wasted time. An effective organization provides products and services that best 
meet customer needs or the needs of the overall community. Those involved in the organiz-
ing process seek to match the structure with the type of organizational involved and its goals. 
Four common goals in the area of organizational design that help achieve efficiency and effec-
tiveness are
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1. Managing complexity
2. Differentiation and integration
3. Managing interdependence
4. Creating and overseeing boundary-spanning activities

Managing Complexity
Organizational complexity is a term used to describe the number of diverse and autonomous 
but interrelated organizational components or parts. The definition specifies that complexity 
increases in relation to the number and types of interrelationships between individuals, to the 
effects of these relationships on the organization, and to the organization’s relationships with 
entities in the external environment (Hage & Aiken, 1970). In essence, complexity means “com-
plicated.” Such complications abound in many businesses. Organizational design assists man-
agers who deal with substantial degrees of complexity by developing the right kinds of units 
(departments) to respond to each need and then creating managerial programs and protocols to 
oversee and coordinate the activities of all units.

Differentiation and Integration
Lawrence and Lorsch (1967) introduced the concepts of differentiation and integration to the 
study of organizational structure. Differentiation acknowledges that various elements of an orga-
nization provide unique specialties and activities. For example, a health care organization of any 
size has differentiation. Various types of physicians (surgeons, neurologists, ophthalmologists, 
internists), nurses, insurance experts, and many others deliver diverse forms of health care and 
support service activities. Effective organizations recognize and accommodate such differences 
through the type of structure in place and the use of managerial actions and directives within 
each specialized department. Some structures are mechanistic and/or centralized in nature while 
others are organic and decentralized, based on the type of unit involved.

Integration recognizes that these unique and specialized organizational units must also work in 
harmony with each other to benefit the overall well-being of the total institution. Increasing dif-
ferentiation can spawn greater antagonism among individual units, as Stan Richards noted in the 
“Management in Practice” box featuring The Richards Group. Effective organizations find ways 
to improve relations among the departments involved.

Perhaps the best analogy for differentiation and integration is that of an orchestra. The instru-
ments are highly unique from each other (differentiation). The conductor’s role is to make sure 
each instrumental section performs the music in a well-coordinated fashion, beginning and end-
ing its part at the right time, at the appropriate volume, and in tune with the rest of the orchestra 
(integration). Effective organizational design helps achieve these goals.

Managing Interdependence
Many industries and companies experience high levels of interdependence, where various units 
rely on each other to operate. Interdependence increases as tasks become more interconnected; 
when the level of uncertainty rises; when units must share resources; and as the size of the orga-
nization grows. 

Structural design can assist in making sure that lines of authority and responsibility are such 
that units are able to work in a coordinated fashion. In the case of sequential interdependence, 
where one person or group’s endpoint becomes the next person or group’s beginning, work flows 
are established so that bottlenecks do not occur. Sequential interdependence occurs on assembly 
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lines but also in other situations, such as when salespeople file their monthly reports with the 
accounting office to finalize income summaries and other statements.

In the situation where the goal is reciprocal interdependence, the model assumes a “back and 
forth” form. Reciprocal interdependence occurs when physicians exchange ideas with each other 
about how to treat a patient, including how to handle multiple injuries in an emergency care 
situation, and organizational design facilitates these interactions. Pooled interdependence occurs 
when units work near each other but rarely interact. Some companies operate using a series of 
stand-alone units. In those organizations, another goal of organizational design can be to accom-
modate interdependent relationships (Thompson, 1967).

Creating and Overseeing Boundary Spanning
Boundary spanning occurs when a person or group goes beyond an internal or external boundary 
to interact with those in a separate internal or external unit. When a negotiator on behalf of the 
manufacturing company bargains with a union, the mediator working to coordinate the bargain-
ing session becomes a boundary spanner. A manager who coordinates the efforts of a company’s 
marketing and sales department by assigning employees to appear in commercials is serving as a 
boundary spanner. The individual who makes the case for donations to a nonprofit organization 
to outside individuals and organizations becomes an external boundary spanner. An accountant 
or attorney negotiating with the federal government over a tax filing becomes a boundary span-
ner (Thompson, 1967).

Organizational design prescribes both internal and external boundaries. Authority and responsi-
bility relationships help oversee boundary-spanning activities. Institutions with effective internal 
and external mediators and mediating processes are more likely to succeed over time, making 
this a key goal in the area of organizational design. Mediation of this type allows internal units to 
function more effectively with one another. Mediation with external organizations and the public 
helps protect the organization from various types of threats present in the environment, such as 
tax audits or surprise price increases by suppliers. 

Summary
Organizational structure is a formal system of task and reporting relationships that coordi-
nates the activities of employees so that they can work together to achieve organizational goals. 
Organizational design is the process by which managers make specific organizing choices that 
result in a particular kind of structure for the company. Organizational design involves numer-
ous activities that include designing jobs, departmentalizing decisions, completing the company’s 
structure, and outlining the best structural configuration. 

Job design is the process of assigning tasks to jobs. It begins with job analysis, which results in 
the assignment of individual tasks to specific jobs. Then, a job description outlining the tasks and 
duties can be created. Finally, a job specification identifies the eligibility requirements or quali-
fications needed to perform a job. Departmentalization is an organizational tool that involves 
placing various jobs into different departments or divisions. The primary forms of departmen-
talization include those by function, product, customer, geographic region, or strategic business 
unit, as well as by the matrix approach. Managers select the form of departmentalization that 
best matches each company’s unique operating needs.

An organization’s structure is complete when lines of authority and responsibility have been iden-
tified. Authority consists of the right to direct activities and permission to act or make decisions. 
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Responsibility is the obligation to complete tasks as assigned by reporting to a specific supervisor. 
Parity of authority and responsibility means that equal levels of both are placed in each job or 
position in the organization.

Managers then conduct organizational operations by featuring centralization, decentralization, 
specialization, formalization, and degrees of mechanistic or organic flexibility. Each structure 
matches the specific circumstances of the company involved. When a crisis arises, one natu-
ral response is to create additional structure or a new department designed to defend against 
the threat.

Structural configurations related to various business enterprises include a simple structure, 
machine bureaucracy, professional bureaucracy, divisional structure, or adhocracy. Each form 
facilitates the operation of a specific type of enterprise. Organizational goal-setting processes 
lead to the most efficient and effective forms of organizational decision.

C A S E  S T U DY

The New Venture

Monica Kellogg was about to embark on a new and exciting aspect of her entrepreneurial venture. 
She began her career as a salesperson vending basic insurance products to individuals. Eventually 
she was able to open her own office, catering to individual consumers seeking life insurance, health 
insurance, car/vehicle/boat insurance, and other basic insurance services. She employed three office 
workers to assist in filing claims and taking care of additional responsibilities, including changes in 
policies when her clients married, divorced, bought new cars, moved, disputed payments on claims, 
and so forth.

Now, however, her insurance provider offered Monica the opportunity to increase her business. She 
could expand her clientele to include business customers. The new sets of products would include 
liability insurance of all types (including for health care providers), health insurance policies for entire 
companies rather than individual purchasers, fleet insurance for vehicles, and other major insurance 
policies tailored to businesses.

To meet the needs of this new level of service, Monica hired an insurance sales professional to 
tend to all of her individual clients. She also hired an “office manager” to supervise that portion 
of her business. She would be traveling across the state and in two adjoining states to make sales 
presentations to small businesses and a few larger corporations. She decided to hire an additional 
employee to focus entirely on corporate rather than individual client needs. 

To begin the process, Monica and her assistant traveled to the insurance company’s home office for 
a monthlong training session. The primary instructor noted, “You folks are now in an entirely dif-
ferent kind of insurance business. Meeting the needs of a major company is different from serving 
individual members of the public. You will require more sophisticated sales skills, negotiation skills, 
and increased knowledge of the ways insurance packages differ from products sold to John Q. 
Public.” Monica was excited by the challenge.

Besides hiring three new, more specialized employees, Monica purchased additional office space to 
house the ongoing and new parts of her operation. She dedicated half the space to individual cus-
tomers and the other to business clients. A wall would separate the two operations to grant both 
privacy and some level of noise control, especially for those who conducted business by telephone.

(continued)



Key Terms Chapter 3

Key Terms
adhocracy	 Organizations that are organic and dynamic in nature and have limited formaliza-
tion and standardization; they also tend toward decentralized decision making.

authority	 The right to direct with permission to act.

centralization/decentralization	 The degree of delegation of decision making, authority, and 
power within an organization.

departmentalization	 The organizing of people into different departments or divisions in 
which collections of tasks are placed together, such as accounting, marketing, and production.

divisional	structure	 An organizational structure featuring a set of autonomous units, each 
typically a machine bureaucracy unto itself, coordinated by a central headquarters.

formalization	 The presence of rules and procedures.

job	 A set or series of tasks performed by an individual on behalf of an organization.

job	design	 What occurs when managers determine the tasks needed to be done, who will do 
them, and what selection criteria will be used to choose employees and place them on the job.

machine	bureaucracy	 A form of organizational structure featuring highly routine operating 
tasks typically grouped together into functional departments with high formalization, central 
authority, and the decision making that flows through a chain of command.

mechanistic	organization	 An organizational structure characterized by high use of rules and 
procedures, a greater number of levels in the organization, and formal relationships between 
workers; as a result, it is a less flexible method of operation.

mechanization/computerization	 A measure of the reliance on computers and technology to 
maintain operations.

organic	structure	 An organizational structure that employs few rules and procedures, has a 
small number of organizational levels and ranks, allows for informal relationships among work-
ers and supervisors, and is much more flexible and adaptable as a result.

After two months, it was time to begin the new venture. Monica worried about maintaining control 
over her newly expanded operation. She also knew that happy customers represented the key to a 
successful future. While the scope of the business had changed, it still boiled down to one-on-one 
relationships with every customer.

Discussion Questions

1. What type of approach should Monica use as part of the job analysis component of creating 
these new positions in her company?

2. In terms of departmentalization, should her company move away from a functional approach to 
some other type? If so, what type?

3. What should happen to the degree of decentralization in the insurance office?
4. What role does increasing complexity play in the organizational structure to be featured in this 

newly expanded operation? Explain your answer.
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organizational	design	 The process by which managers make specific organizing choices that 
result in the particular kind of organizational structure they will use.

organizational	structure	 A formal system of task and reporting relationships that coordinates 
the activities of members so that they work together to achieve organizational goals.

professional	bureaucracy	 An organizational structure in which professionals self-impose 
standardization and formalization, often in compliance with governing bodies.

responsibility	 (or accountability) The obligation to complete tasks as assigned by an employ-
ee’s immediate supervisor.

simple	structure	 An organizational structure dominated by a strategic apex but having little 
formalization or complexity; almost everyone reports directly to the owner of the business, and 
the organization chart is flat because there are few, if any, reporting layers.

standardization	 The use of a series of job titles that are exactly the same, and the assignment 
of workers to perform the same activities.

task	 An action or activity performed by an employee as part of his or her job.

Critical Thinking
Review Questions

1. Define organizing, organizational structure, and organizational design.
2. What is a job?
3. What are the three steps of job design?
4. Define departmentalization, and name the six major forms.
5. What types of companies match with each of these forms of departmentalization?

a. function
b. product
c. customer
d. geographic area
e. matrix

6. Define authority and responsibility.
7. Define centralization/decentralization, standardization, formalization, and mechanization/

computerization.
8. Define mechanistic and organic forms of structure.
9. What four characteristics apply to most organizations, according to Max Weber?

10. What kinds of companies should employ the simple form of organizational structure?
11. What kinds of companies should use the machine bureaucracy structure?
12. What kinds of organizations should feature a professional bureaucracy structure?
13. What kinds of firms should use the divisional form of structure?
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14. What types of organizations are best suited to the adhocracy form of structure?
15. What are some common goals of the organizational design processes?

Analytical Exercises

1. An organization’s structure has been likened to the skeleton of the body. To continue that 
analogy, what part is the company’s mission? What parts are individual jobs? What parts are 
the departments?

2. Briefly describe how a company such as FedEx or UPS could use the time-and-motion study 
process in conducting its operations in each of these areas:
•	 receiving packages for delivery at designated stores
•	 sorting packages
•	 making deliveries to individual customers and businesses

3. Create job specifications for the following positions:
•	 laborer at Burger King
•	 heavy equipment operator for a construction company
•	 salesperson for tractors and farm equipment
•	 information technology specialist to be a web master

4. Which form of departmentalization is the best match for the following companies? Explain 
your answer.
•	 local dry cleaner
•	 T.G.I. Friday’s
•	 Greyhound Bus Lines
•	 GEICO Insurance
•	 Ford Motor Company International

5. Marjorie is the chief accounting officer in her company. She has five junior accountants under 
her supervision. She serves as head of the workplace safety committee in the firm. She has 
expertise in the area of internal auditing, and lately the firm’s CEO has asked her numerous 
questions about the firm’s most recent audit. What types of authority does Marjorie hold in her 
current situation? Can you think of some ways that the forms of authority may conflict with 
one another? Explain your answer.

6. Indicate which of the following personality characteristics would fit with a centralized and 
mechanistic organization, and which would be a better match in a decentralized and organic 
organization. Explain your choices.
•	 high need for autonomy
•	 high need for continuing performance feedback
•	 enjoys working with others
•	 enjoys problem solving
•	 prefers direction and role clarity
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7. “Among the many weaknesses of the divisional structure are the duplication of activities and 
potential for counterproductive inter-market competition for customers. This form is not 
only inefficient but can limit opportunities for cooperation across market segments and waste 
resources.” This statement applies to conglomerate organizations. Can you think of a structure 
that is better suited to multiproduct, multiservice companies? Defend your answer.

8. Explain how the following structures somewhat match each other:
•	 functional structure with simple structure
•	 machine bureaucracy with centralized, mechanistic structure
•	 professional bureaucracy with decentralized, organic structure
•	 divisional structure with departmentalization by product



The Staffing Function

Learning Objectives

After completing this chapter, you should be able to:

•	View staffing as an organization-wide activity taking place in a complex legal environment.
•	Design jobs and plan for future human resource requirements.
•	Conduct employee placement in a manner that leads to quality hires.
•	Maintain an effective work force through compensation policies and other staffing 

activities.
•	Explain how staffing is related to building careers and working with unions.

4
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   4.1 Introduction
In Chapter 1, we defined management as the process that consists of a collection of techniques 
used to lead the human resources in an organization to become productive. Notice that a key 
element of that definition is the human resource component. The people who work in an organi-
zation are its most valuable resource, because they convert raw materials into finished products 
and services, which help generate profits for the business. People also design products and make 
decisions about when and how products and services are distributed to maximize organizational 
effectiveness. People are often the most valuable asset of the organization. At the same time, 
people can be the most expensive part of running a business and often pose the greatest chal-
lenges to effective management (Mathis & Jackson, 1997).

M A N A G E M E N T  I N  P R A C T I C E

Zappos.com—Strategic Staffing

Shoe stores lose one out of every three sales because the customer’s size is not in stock. This factor 
explains some of the success and growth of online shoe sales. The online shoe market share has 
reached over $3 billion. Zappos.com, which is an adaptation of the Spanish word for “shoe,” has 
captured a 20% share of the overall shoe market. The organization has moved into sales of various 
products beyond footwear, increasing sales and market awareness. New product lines include cloth-
ing, electronics, and accessories.

Nick Swinmurn founded Zappos.com in 1999 after spending a day walking in a mall looking for a 
pair of shoes and being unable to find the pair he wanted. His first business concept was to create 
an inventory so large that the odds of the customer finding exactly the right pair would be very 
high. Zappos.com now maintains more than 4 million pairs of shoes in its inventory. The Zappos.
com business model dictates that key customer contacts are made via the phone center. If a cus-
tomer cannot locate the exact pair of shoes he or she wants, the center’s service representative will 
direct the person to two or three other companies that might have the item. Each phone operator 
is required to exhibit a consistently friendly, upbeat, and helpful demeanor. Zappos.com represents 
a prime example of a company that 
effectively completes the staffing 
function. The overall mission for the 
organization combines employee sat-
isfaction with customer satisfaction. 
The quality of the company’s service 
begins with the company’s culture.

The company’s recruiting and selec-
tion processes reflect a commitment 
to the overall mission. Employees 
are carefully selected, and only 
those who show positive, customer-
oriented attitudes are chosen. New 
employees are required to enroll in 
a four-week training session that 
prepares them to work in the call 
center. During the training, company 

(continued)
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▲▲ An effective organization combines employee  
satisfaction with customer satisfaction.
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The Nature of Staffing

Staffing is the achievement of organizational goals through the effective and efficient deployment 
of people. Staffing deals with people as a resource in the organization. It is more than a depart-
ment called human resources.

The typical human resources department deals with the design of formal systems to assist and 
support managers in the staffing function. But staffing is a distributed function of management 
itself. All managers are responsible for staffing within the organization and not just in one depart-
ment. No matter what process the organization uses, managers make hiring and termination 
decisions, conduct training or supervise it, evaluate worker performance, assess worker suitabil-
ity for advancement, discipline workers when necessary, and prepare the annual labor budget. In 
almost all cases, the organization has a manager who is responsible for maximizing the worker’s 
efficiency and achieving the highest grade of work output the worker is capable of (Taylor, 1911). 
This is the essence of the staffing function.

CEO Tony Hsieh personally offers to “buy out” the trainees with a cash payment (up to $2,000) 
that allows each person to quit the company with money in his or her pocket. Those who remain 
consistently remind other employees of the importance of excellent customer service. Many are 
placed in non-phone-related jobs such as order fulfillment, inventory control, or finance. The 
training process ends with a graduation ceremony during which graduates recite the Zappos.com 
10 core values, which include phrases such as “Deliver WOW,” “Create fun,” “A little weirdness,” 
“Pursue growth,” “Be passionate,” and “Be humble.”

The employee environment reflects the company’s culture. Employees can personalize their cubicles. 
An abundance of free food is available every day. Employees are encouraged to be spontaneous, 
energetic, and have fun. In contrast to the free-flowing and short-lived dot-coms of the 1990s, 
Zappos.com employees are well trained, and they are constantly reminded that the customer is their 
top priority.

Meeting customer needs is also part of the company’s compensation system. Employees who stay 
with Zappos.com receive excellent compensation, full health insurance, and dental benefits. Why 
doesn’t the company relocate the call center to somewhere cheaper? “We don’t think you’re going 
to give great customer service by outsourcing it,” Tony Hsieh calmly states. Hsieh, who already 
made a fortune with another Internet company, receives compensation from Zappos.com of about 
$36,000 per year. He works in a small cubicle at the center of the plant.

Most of Zappos.com sales come from online purchases. Each order is shipped at no cost to the cus-
tomer, who also can return it at no cost if necessary. Customers receive their purchase within just a 
few days of placing their order. Shoes that do not fit can be returned for full credit up to one year 
after the original purchase date.

Why don’t other companies follow this business model, including the staffing system? Tony Hsieh 
speculates that it’s because “You don’t really see the payoff right away.” Building a company in this 
way takes time. On the other hand, 75% of Zappos’ business comes from repeat customers. Most 
would agree that Zappos.com fulfills its mission: To Live and Deliver WOW (Clow & Baack, 2010,  
p. 255; Durst, 2007; ABC News Nightline, 2008).

Discussion Questions

1. How has Zappos.com managed to capture 20% of the overall shoe market?
2. In what way does the Zappos.com mission contribute to its success?
3. How does CEO Tony Hsieh’s staffing function model differ from those used by other companies?
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Strategic Human Resource Management

The organization’s strategic plan establishes the foundation of staffing. People are the most criti-
cal asset in building and maintaining organizational capability. In principle, “Building organiza-
tional capability requires very specific talent or competencies” (Christensen, 1997). Staffing the 
organization must be viewed by managers “in the same context as financial, technological, and 
other resources that are managed in organizations” (Mathis & Jackson, 1997, p. 199). To do other-
wise does not appropriately align organizational resources to meet future operational demands.

Strategic	human	resource	management	 (SHRM)	may be defined as a process in which all 
staffing activities are fully integrated into a program designed to help the overall organization 
achieve its strategic objectives. This perspective suggests that the human resources department 
should contribute to every aspect of a company’s operations and lead to a higher level of competi-
tive advantage within the industry or environment. The “strategic best-fit” perspective regarding 
SHRM suggests that the human resources department should seek to match each specific func-
tion or activity with the firm’s overall business strategy. A “configurational” approach to SHRM 
argues that “bundles” of HR practices should be managed collectively to improve business perfor-
mance. Such bundles must be designed to fit various industries and specific business conditions. 
The “resource-based” perspective argues that the focus of SHRM should be to acquire, train, use, 
and retain the most competent employees, thereby helping the organization to achieve (Fisher, 
Schoenfeldt, & Shaw, 2006).

What sets SHRM apart from earlier, more traditional, views of staffing is the long-term, strategic 
perspective. It suggests that human resources departments play vital roles in every aspect of a 
firm’s operations rather than simply performing a set of rote functions, such as recruiting, selec-
tion, training, and collecting and maintaining employee records. A strategic human resource 
manager is charged with monitoring the external environment and developing strategies and 
tactics that mesh internal operations with the demands and contingencies of that external envi-
ronment. At the same time, the human resources department still is expected to carry out its 
basic functions and activities. Thus SHRM contains practical, hands-on elements as well as more 
general theoretical and integrated views of the company.

Staffing Functions

As just noted, human resource management continues to carry out basic organizational func-
tions; at the very least, they engage in the following major activities or functions: 

•	 job design
•	 human resource planning
•	 recruiting
•	 selection
•	 orientation
•	 employee development
•	 compensation management
•	 performance assessment
•	 employee discipline systems
•	 workplace safety
•	 career development
•	 labor–management relations
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Before evaluating these activities, however, we review the legal environment surrounding the 
staffing function and the conduct of the overall business organization.

Legal Aspects of Staffing

The staffing function takes place in a complex and changing environment. Social trends, shift-
ing demographics, and legal regulation influence the employment process. As the population 
becomes more diverse and new legal issues arise, a key part of effective staffing involves adapting 
to these trends and rulings. The organization’s policies and work rules, combined with a myriad 
of national, state, and local laws and regulations, govern the workplace. Although this is not a law 
textbook, here we address the most significant and recent areas of concern to managers.

Employment at Will
One of the most significant and misunderstood legal doctrines affecting the employment rela-
tionship is that of “at	will”	employment. In essence, it means that workers are free to sell their 
labor services to any employer, and employers may employ whomever they prefer and terminate 
that employment arrangement at any time and for any reason. But the application of employ-
ment at will has limitations. Laws restrain employers from termination for reasons of discrimina-
tion, retaliation for whistle-blowing, service in the military (e.g., called to duty in the reserves or 
National Guard), and jury service. In other instances, employers and employees are able to sever 
the employment relationship as long as both employer and employee comply with applicable laws.

Fair Labor Standards Act
The Fair Labor Standards Act (FLSA) was signed into law by Franklin D. Roosevelt in 1938. The 
law provides for a minimum wage ($7.25 effective July 24, 2009), overtime pay for hours worked 
in excess of 40 hours in the workweek for nonexempt (hourly) employees, workweek standardiza-
tion, child labor restrictions, and standardized record keeping. The primary purpose of FLSA is 
to protect workers, but these standards help managers plan and budget work schedules and pro-
vide clear guidelines for supervising employees. In 2012, President Obama proposed an increase 
to the minimum wage following his reelection; however, no action had been taken by the close of 
the 2013 legislative session.

The Civil Rights Act of 1964 and EEOC
The Civil Rights Act was signed into law 
during the Lyndon B. Johnson administra-
tion with the express purpose of eliminating 
discrimination. It defined such discrimi-
nation to include race, creed, color, sex, 
and national origin. In addition to mak-
ing discrimination illegal in a variety of 
life experiences, the act specifically defines 
what constitutes illegal discrimination in 
employment relationships.

The act also created the Equal Employment 
Opportunity Commission (EEOC). No other 
regulatory area has more impact on staffing, 
or more influence over organizations and 
managers, than the EEOC. All aspects of employment management are affected, including hir-
ing, recruiting, training, compensating, disciplining, and terminating.

Courtesy Everett Collection 

▲▲ President Lyndon Johnson, watched by Martin Luther 
King Jr., signed the Civil Rights Act in 1964.
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Sexual Harassment and Sexual Discrimination
Sexual	harassment is defined as 

Unwelcome sexual advances, requests for sexual favors, and other verbal or physical con-
duct of a sexual nature constitute sexual harassment when this conduct explicitly or implic-
itly affects an individual’s employment, unreasonably interferes with an individual’s work 
performance, or creates an intimidating, hostile, or offensive work environment. (U.S. 
EEOC, 2013b)

It is a form of discrimination as defined in the Civil Rights Act of 1964 and EEOC regulations. 
There are numerous types of sexual harassment, but the two most widely recognized are sum-
marized in Table 4.1 (Weitzer, 2002).

Table 4.1 Forms of sexual harassment

Quid pro quo Sexual advances or sexual favors are exchanged for favorable treatment, including

• Better job assignments

• Undeserved performance evaluation ratings

• Promotions

• Pay raises

Hostile environment Work environment is characterized by the following:

• Sexual innuendos in language, including jokes and sexual references

• Inappropriate comments about appearance and dress

• Unwanted touching

• Signage (“girlie” calendars, cartoons)

•  Conduct toward the other gender or those with a different sexual orientation 
suggesting a discrepancy in how people are treated

The Latin term quid pro quo literally means “this for that.” In the work environment, quid pro quo 
occurs when a subordinate’s job benefits are directly tied to his or her submission to unwelcome 
sexual advances. Hostile working environments are created in various ways that lead to impaired 
job satisfaction. While impairment could be a subtle or significant condition, the employee has a 
right to be free from such acts in the work environment.

The Age Discrimination in Employment Act
This 1967 federal statute is intended to protect workers over the age of 40 against discrimina-
tion based on age. The EEOC defines age discrimination as “discrimination when it comes to any 
aspect of employment, including hiring, firing, pay, job assignments, promotions, layoff, train-
ing, fringe benefits, and any other term or condition of employment” (U.S. EEOC, 2013a). The 
law also specifies that harassment based on a person’s age (if over 40) is illegal, although off-
hand comments and isolated incidents by themselves do not constitute harassment that creates a 
“severe or offensive environment.” Still, the intended effect of the law is to create an age-protected 
class of workers and so to prevent older workers from being subjected to employment actions 
based on age status. As the work force continues to become older, you can expect that the Age 
Discrimination in Employment Act will more frequently apply to workplace decisions regarding 
senior employees.
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The Americans with Disabilities Act of 1990 (ADA)
The Americans with Disabilities Act (ADA) is designed to protect individuals with disabilities 
from being discriminated against by employers. The law does not provide protection from short-
term conditions or temporarily disabling injuries, but from long-term conditions that signifi-
cantly impair an individual. The ADA requires employers to make reasonable accommodation for 
such disabilities in employment staffing arrangements unless providing such an accommodation 
would place an undue hardship on the employer.

Family and Medical Leave Act
In 1993, Congress enacted the Family and Medical Leave Act (FMLA) to cover circumstances in 
which various events disrupt an employee’s ability to perform effectively. The law requires larger 
employers to provide employees job-protected unpaid leave due to a serious health condition that 
makes the employee unable to perform his or her job, or to care for a sick family member, or to 
care for a new child (either natural-born or adopted). The law also covers caring for an injured 
member of the armed services.

  4.2 Job Design and Human Resource Planning
Staffing has a close connection with the organizing function. The first step of organization, job 
design, results from the collaboration between functional managers and the human resources 
department. Individual jobs require analysis of the tasks to be completed as well as identification 
of skills and talents needed to complete those tasks. After company managers have assigned the 
jobs, they can then begin the process of planning for current and future personnel needs.

Job Design

As noted in Chapter 3, job design occurs when managers determine the tasks needed to be done, 
who will do them, and the selection criteria to be used to choose employees and place them on 
the job. This means that job design is the process of “organizing tasks, duties, and responsibilities 
into a productive unit of work” (Mathis & Jackson, 1997).

Job design involves identifying appropriate, job-related knowledge, skills, and abilities to ensure 
that assigned work can be completed successfully. Designers consider the work, the environment, 
and the impact of the work on employees. The standard approach to job design involves three 
steps: job analysis, job description, and job specification.

Job Analysis

The process of assigning tasks to jobs, or job	analysis, is conducted by the human resources 
department working in conjunction with departmental managers. Three forms of commonly 
employed job analysis are comparison with other companies, experimentation, and reflective 
planning.

Comparison with other companies can result from something as simple as a phone call to a friend 
in another firm to ask how that company defines duties for a particular job. For example, the posi-
tion of administrative assistant varies widely, depending on the industry. Someone assigned to 
manage a new walk-in emergency health care facility might call leaders of similar organizations 
for advice. Comparisons can also take place more formally. This process normally involves using 
a resource such as the Dictionary of Occupational Titles (U.S. Department of Labor, 1977).
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Experimentation methods begin with simply trying various methods to learn which is most effec-
tive and efficient for performing a job. This process allows managers to evaluate workload to aid 
the organization of workflow. For instance, if employees cannot keep up with their job respon-
sibilities, some tasks can be removed; if an employee is bored, additional tasks may be assigned. 
One form of experimentation, the time-and-motion study designed by Frank Gilbreth, studies 
jobs as they are performed by using a stopwatch and sometimes even filming specific tasks. The 
goal is to eliminate wasted motion and create an efficient set of job tasks by having them carried 
out in various ways to find the most efficient approach. As an example, a UPS truck driver might 
try numerous routes while seeking the optimal pattern for loading, delivering, and unloading 
items. This effort would be a form of experimentation and a quasi time-and-motion approach.

Reflective planning requires that managers think about how jobs should be designed. In some 
organizations, the public relations function is performed by specialists trained in media relations 
and writing. Those jobs are clearly defined as being more managerial. In other companies, a job in 
the public relations department is more of a marketing activity that centers on finding sponsor-
ships with charities and other groups to generate positive publicity. The job title stays the same, 
but the job itself is quite different. Therefore, to determine the goals of particular jobs before 
deciding which employees are most qualified, managers must spend time in reflection. 

Most recently, many organizations have begun to create positions associated with monitoring 
and responding to what appears in social media and on the Internet. When Taco Bell’s monitor-
ing group discovered visual images of an employee licking the shells of tacos, the organization 
was able to respond immediately, thereby limiting harm to the company’s image. Without the 
design of a social media monitor job, which may be created through a reflective planning process, 
the damage to Taco Bell’s image might have been much worse (Kim, 2013).

Job analysis is a vital first step in the design of an organization. Consider, for example, the differ-
ences between designing jobs in various occupations: sales, production/manufacturing, research 
and development, accounting, finance, quality control, purchasing, servicing, marketing, and 
public relations. Each job type must be tailored to the organization, including accounting for 
differences between profit-seeking companies, nonprofits, and governmental agencies. Then, jobs 
must match various industries. Selling intangible items such as life insurance differs dramatically 
from selling cars or heavy equipment. Marketing programs vary widely; some emphasize adver-
tising while others feature a strong element of pricing and price discounting. Servicing depart-
ments for brick-and-mortar retail stores are substantially different from those offering products 
online or over the phone, and so forth. Individual department managers should work carefully 
with those in human resources departments to clearly spell out which tasks are involved, how 
they will be completed, and the types of skills needed to do the job effectively. Only after a thor-
ough job analysis can a quality job description be created for use in recruiting and selecting the 
proper individuals.

Job Description

When the manager and human resource specialist have agreed on the tasks that belong to each 
job, the next organizational step in job design takes place—creating a job description. A job	
description includes a formal task list that is used in two main ways. First, job descriptions are 
part of the recruiting process that allows applicants to review what exactly a job entails. Second, 
job descriptions often appear in a company manual, handbook, or on an organizational website. 
Managers and employees can then refer to the listing to see which employee is responsible for any 
given task. Writing clear job descriptions is an essential part of organizing a business.
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Job Specification

Once job descriptions are created, organizers generate a list of requirements that applicants must 
have to be considered for a particular job. This list, a job	specification, identifies the eligibil-
ity requirements or qualifications needed to perform a job. Table 4.2 presents a standard set of 
specifications. 

Table 4.2 Components of job specifications

Qualification Examples

Level of education High school diploma, associate’s degree, college 
degree, MBA, PhD

Amount and types of experience Number of years, job experience

Special skills—physical Ability to lift heavy weights, work outdoors

Special skills—technical Ability to use software programs

Personality characteristics Outgoing, self-starter, confident, effective public 
speaker

Legal requirements Meet with current laws for employment

Job specifications are often posted on company websites and in publications associated with the 
recruiting process. The usual order of operations at this level of organizational development is as 
follows: First, specifications are published online—and in some cases, in print media, most nota-
bly newspapers and trade journals. Second, job specifications are published in particular employ-
ment markets where pools of employers and job seekers meet, such as LinkedIn, Career Finder, 
and Monster.com. This step helps streamline the application process. Third, specifications may 
be sent to a trade show for those in a particular industry.

Impact on Employees
To understand the impact of job design on employees who will actually carry out the work, 
Hackman and Oldham (1976) explain the potential motivating factors of a job for a worker. The 
five dimensions used in the analysis are described in Table 4.3.

Table 4.3 Core job dimensions

Skill variety The number and degree of skills, abilities, and talents 
used in performing the job

Task identity The degree to which the job includes a complete and 
identifiable piece of work

Task significance The personal impact on other people through human 
interaction

Autonomy The amount of freedom, independence, and working 
without supervision involved in the job

Feedback Performance-related knowledge and information

These five elements combine to reinforce three factors. Experienced meaningfulness expresses 
whether the employee sees the job as important, valuable, and worthwhile. Experienced respon-
sibility measures the degree to which the employee feels personally accountable for outcomes. 
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Knowledge of results suggests whether the person readily knows whether the job has been done 
well (Nadler, Hackman, & Oldham, 1979).

Note Hackman and Oldham’s basic premise: “The more, the better.” These authors believed that 
increasing amounts in each of the five core job dimensions would dramatically increase the 
“motivating potential” of the job itself, regardless of pay, benefits, or other employment circum-
stances. Others have challenged this assertion, suggesting instead that these factors have positive 
impact on only some, but not all, employees (Baack, 2012).

Once jobs have been designed and staffed, managers track job success, review job content and 
growth, and conduct ongoing job analysis to redefine or refine jobs and ensure that they continue 
to meet expectations. One of the final acts of this process is to develop a job or position descrip-
tion incorporating all job-related information. Thus managers have a tool kit at their disposal to 
recruit, select, train, compensate, and evaluate worker performance.

Recent Trends in Job Design
Over the past half century, job design has undergone many changes. Beyond the development 
and implementation of laws seeking to protect workers from various managerial actions, addi-
tional trends have emerged. The most notable impact results from the continual evolution of 
workplace technologies. Such improvements change the methods by which jobs are performed 
and other aspects of everyday work.

The Internet and newly developed communication systems affect many jobs. For example, in the 
past, a salesperson would expect to be constantly traveling to establish face-to-face relationships 
with customers. Now, however, the use of programs such as Skype makes it possible to visit with 
people across the company without leaving the sales office. Travel and the salesperson’s time can 
be scheduled more efficiently. Job descriptions have changed as a result.

Further, telecommuting	 jobs	have risen dramatically. These jobs are designed to enable an 
employee to live in an entirely different location and only rarely travel to the actual workplace. 
Telephones, Internet and satellite transmissions, instant messaging, and email make it pos-
sible for a person to work at home or in a remote location. Some major companies that fea-
ture telecommuting jobs as a significant part of the work force include Cisco, Accenture, Intel, 

PricewaterhouseCoopers, and American 
Fidelity Insurance (CNN Money, 2012).

Other job design changes result from com-
puterization and increasing use of robotics 
in manufacturing systems. Job descriptions 
include the use of computer skills when con-
ducting tasks in these circumstances. Large 
production operations, such as automobile 
manufacturing, have been strongly influ-
enced by computerization and robotics. 
Even basic activities like getting fast food 
have been influenced by technology. In the 
past, customers could order a pizza only by 
telephone or in the restaurant. Now, many 
large chains in the pizza business and other 
fast-food restaurants receive orders through 
company websites. Some companies inform 

Mary Altaffer/Associated Press

▲▲ Even simple tasks, such as ordering takeout, have been 
influenced by technology. Today many restaurants allow  
customers to place food orders online. 
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customers of the status of food orders in real time, so they know when to expect home delivery. 
It is rare to find a job that has not been changed in some way by new technologies over the past 
few decades. Physicians now send in prescription orders using the Internet rather than writing 
out paper versions. Pharmacies can receive the order, contact the person’s insurance company, 
and fill the prescription before the individual arrives to pick it up. As a result, skill sets required to 
perform various jobs have changed. The new work force can expect further evolution of training 
systems and the subsequent jobs to be performed as these new technologies continue to evolve. 

Human Resource Planning

Just as job design has a close connection with organizing, human resource planning has an obvi-
ous tie to planning processes. Human	resource	planning consists of analyzing and preparing 
for future personnel needs. The process of human resource planning includes assessment of at 
least four levels: entry-level employees, front-line supervisors, middle managers, and executive 
managers. Various factors affect all four levels. When a company is growing, management must 
make certain an adequate number of entry-level employees can be attracted to the company. 
Declining firms require managers who can either rejuvenate the organization or find ways to 
stabilize the company with fewer staff.

As part of the human resource planning process, managers conduct a labor force analysis to 
determine the number of potential employees with the proper knowledge, skills, and abili-
ties within the appropriate population. Next, they complete requisite salary surveys to assess 
market pay rates as part of developing a strategic recruitment plan. Recruitment plans may 
employ various approaches such as employing a headhunter, using social media sites such as 
LinkedIn and Monster.com, attending networking events, and posting ads online and in print 
publications. These are just a few ways to recruit new talent. The method used depends on how 
best to access the employable population. Also, those managing the recruiting processes must 
always consider legal compliance issues, diversity, appropriate knowledge, skills, abilities, and 
labor pricing.

Employee Inventories
Managers use two methods during the planning process and the analysis of employees. The first, 
an employee	inventory, involves examining all current employees at the four levels as well as 
projecting future needs in those areas. Managers note which workers are about to retire, those 
at risk of termination, and those who are viable candidates for promotion. The company can use 
two methods to fill the positions that are about to open: a promote-from-within policy and 
external recruiting.

Promote-from-within policies give priority to advancing current employees to higher ranks. 
Firms dedicated to this approach need quality manager-training programs along with recruiting 
systems that identify individuals who wish to join a company and stay by moving up through the 
ranks over time. Promote-from-within policies help build morale, because employees believe they 
can advance without having to change companies. This belief often inspires additional effort and 
creativity on the job. The disadvantages of promote-from-within policies begin with promotion 
decisions. Those who are passed over often have hard feelings about not getting the promotion. 
Also, when the firm does not attract outsiders, it risks becoming “stale” because new employees 
often bring in new, innovative ideas.

External recruiting exhibits the opposite advantages and disadvantages. Morale may suffer 
when employees believe they have to “move on to move up.” Further, when there are no internal 
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opportunities for promotion, the firm’s best employees may be the first to leave because they have 
the greatest number of options. Conversely, external recruiting infuses new ideas and energy 
into a company. External managers are often hired to shake things up. They can view company 
programs and problems more objectively.

The compromise between the two approaches is an open listing that considers both internal and 
external candidates. This policy takes advantage of the potential for new ideas and new blood, but 
leaves the possibility of being promoted open for the company’s top employees.

Skills Inventories
A second method of analyzing employees, a	skills	inventory, breaks down the employee’s resume 
or performance record into sets of strengths and talents exhibited. The skills inventory method 
has several uses. First, it can be a major asset when making a promotion decision by matching 
the right person to a supervisory position. Second, skill sets can be combined to create effec-
tive teams and task forces. When one person has excellent organizing abilities and another has 
expertise in a key task, such as designing a new package or label for a product, these talents can 
be added with other skills for a more successful product launch or relaunch. Third, inventory 
information can become a useful part of the performance assessment process, indicating the 
individual’s strengths as well as areas needing improvement.

Succession Planning
A major element of the strategic human resource planning process is the line of succession. 
Well-managed firms have capable CEOs and executive managers in place, and they also set out 
procedures to identify the type of manager—or the actual individual—who will move into the 
organization’s top spot. These plans are often made after consulting with the organization’s 
board of directors. Sometimes a person within the company appears to be well suited to tak-
ing the reins. At other times, a series of potential external candidates are identified before a 
CEO announces plans to retire or move on. Companies that fail to make contingency plans 
for top-management positions become vulnerable to dramatic turmoil when turnover occurs 
at these levels.

Clearly, human resource planning demands attention at every level in the hierarchy. The more 
complete the information is, the better the strategic human resource plans will be. Employee 
inventories and skills inventories can assist in the process of identifying company strengths as 
well as company weaknesses. Succession planning is a key component of preparation in the area 
of human resource planning.

  4.3 Employee Placement
Simply put, the human resource function is designed to identify the required kinds of jobs and 
then find the right person for each job. Once jobs are designed, managers can begin recruiting 
employees for the various positions available.

The employee placement process consists of four activities: recruiting, selection, orientation, and 
employee development. These four steps constitute a primary organizational function. When the 
right person takes the job, the entire organization reaps the benefits. Someone who does not fit 
and cannot do the job will experience and perhaps cause problems almost immediately.
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Recruiting

Recruiting is a staffing activity that is not performed by the human resources department alone. 
Anyone in the organization can encourage a qualified person to submit an application or an 
indication of interest in working for the company. In the most general terms, effective recruiting 
systems are ongoing, systematic, and geared to the company’s needs.

Recruiting should be an ongoing process. 
Quality organizational leaders, working in 
concert with the human resources depart-
ment, work to make sure the company 
always has a list of potential employees for 
use in beginning a candidate search. This 
process entails recruiting on a year-round 
basis. Effective recruiting is also system-
atic. Every single place where a potential 
quality applicant might be found should 
be explored. Systematic recruiting con-
sists of both internal and external sourc-
ing. Internal sourcing means that company 
employees can encourage their friends and 
colleagues to submit applications. Leaders 
and supervisors attending conferences, 
civic events, and other public forums will be looking for qualified prospects. External sourcing 
involves the following options (Chruden & Sherman, 1980): 

•	 advertisements (want ads)
•	 public employment agencies
•	 private employment agencies and search firms
•	 private employment agencies temporary employment agencies
•	 educational institutions
•	 referrals from other companies (suppliers and retail outlets)
•	 unsolicited applications (walk-ins)
•	 professional organizations
•	 labor unions

Recruiting should be geared to the company’s needs. Human resource managers consider the 
nature of the work before selecting methods of external recruiting. Factors that might influence 
the nature of recruiting include

•	 the industry type (service, manufacturing, hospitality, public utilities, etc.)
•	 annual cycle of activity (need for part-time, seasonal employees)
•	 company circumstances (growing versus declining firm)

Various industries experience differing needs with regard to employees. Notice that in the 
Zappos.com story, the firm spells out customer service as a primary employment character-
istic. Manufacturing jobs would feature a different emphasis. Many blue-collar occupations 
rely more on physical skills, whereas many white-collar jobs focus on various forms of mental 

Steven Senne/Associated Press

▲▲ The recruiting process generates candidates that will be the 
“best fit” for employment.
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activity. Further, many organizations, such as retailers and hospitality companies, experience 
peak seasons and slow seasons. Consequently, the companies are more likely to rely on seasonal 
or part-time employees during various months of the year. Also, growing companies recruit more 
vigorously than those in decline.

Currently, emerging technology and a mobile work force have changed recruiting. Many organi-
zations now post job specifications online and receive applications in the same way. Paper cover 
letters and resumes, while still common, are giving way somewhat to electronic submissions. The 
general idea in recruiting remains to generate candidates who are the “best fit” for employment, 
to be evaluated by the department manager. The narrower the search is on the relevant charac-
teristics, the more likely the organization is to compile a set of qualified candidates and eventually 
select the best hire.

Selection

Selection processes involve choosing from among the job applicants those who hold the relevant 
qualifications, as defined in the job or position. Selection should be designed to comply with 
organizational policy and labor laws. A job specification enumerates standard selection criteria. 
As noted in Table 4.2, the criteria normally include

•	 level of education
•	 amounts and types of experience
•	 special skills—physical
•	 special skills—technical
•	 personality characteristics
•	 legal requirements

The standard selection process consists of these steps:

1. Announce the position.
2. Accept applications.
3. Conduct initial screening of applications.
4. Hold preliminary interviews.
5. Contact references and previous employers.
6. Select finalists.
7. Hold final interview, including the position’s supervisor.
8. Select and notify all finalists.

Position announcements should allow sufficient time for prospective employees to become aware 
that the job is open. A closing date normally is set for accepting applications. The initial screening 
quickly narrows the field to a viable list of candidates. The preliminary interview is brief, some-
times over the phone. It is used to gain additional insight into whether a person should remain in 
the running for the job. References may not always yield the best information, because candidates 
are going to provide only the names of trusted associates and friends who may not give the entire 
picture about the person’s readiness for a job. Previous employers often offer guarded responses. 
Their answers should be considered carefully. An applicant’s current employer can be contacted 
only when the candidate grants permission to do so.
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The finalist list normally consists of three to five individuals who are the best prospects. The 
final interview with the human resource specialist, the supervisor, and other key parties provides 
the best idea about which candidate will fit. Intangibles such as chemistry and personality are 
assessed at that time. After an individual has been chosen and has accepted the position, com-
mon courtesy requires notifying all applicants of the decision. While making a selection remains 
a bit of an art, recruitment of qualified candidates and well-defined selection criteria tend to 
improve the likelihood of a superior hire. 

The final step in the hiring process often requires that the person offered the position undergo a 
background check, a credit check, or both. Though some companies do allow new hires to start 
their new jobs before obtaining these results, new employees are made aware that continued 
employment is contingent upon the results. This step is particularly important in fields where 
people work with vulnerable populations, or those careers in which employees have access to 
sensitive information or company funds.

Orientation

After making the hiring decision, work must be completed to successfully move the person into 
the organization. Orientation consists of a series of seemingly mundane activities; however, they 
can have a major impact on the employment experience. Typically, orientation programs include 
the following:

•	 paperwork and forms
•	 introductions, work rules, company history, expectations, and tour
•	 physical examination (when required)
•	 answering questions

The paperwork includes tax forms such as Form W-4, insurance forms, and other informa-
tion, including “contact in emergency” documents. The introduction-and-tour session should be 
designed to show the person where to park, to assign a locker or storage area if one is provided, 
and to assist the person in understanding the locations of all departments; the session includes 
meetings with key people in the worker’s assigned department. A physical exam may be required 
for some positions, to make sure the person is physically capable of performing the job. All ques-
tions should be answered in a friendly way. The new employee may be nervous and worried about 
asking something “dumb.” The individual should be reassured that the company wants the per-
son to feel as comfortable as possible.

Almost all new hires need to learn the ropes. Every company has its own procedures, which are 
important for all employees to understand. A few hours of orientation during the first day or two 
on the job helps ease new hires into the company’s way of doing things (Mathis & Jackson, 1997, 
p. 440). The orientation process serves several purposes, including creating a favorable impres-
sion, enhancing interpersonal acceptance, and reducing turnover.

Create a Favorable Impression
A quality orientation program creates a favorable impression of the organization and its work. 
The impression may be partially built before the new employee reports to work. Providing suf-
ficient information about when and where to report the first day, handling all relevant paperwork 
efficiently, and having personable and efficient people assist the new hire all contribute to creat-
ing a favorable sense of the organization. First impressions matter. New employees who feel their 



Employee Placement Chapter 4

induction into a company is a professional and friendly experience will quickly develop positive 
attitudes about the organization. Conversely, those who feel neglected or taken for granted may 
develop negative attitudes that can last a long time.

Enhance Personal Acceptance
Orientation helps ease the employee’s entrance into the work group. Meeting peers is a common 
concern among new employees. Information presented at the formal orientation may not always 
parallel the expectations of a group of employees. Many organizations use a “buddy” system, 
which pairs an existing employee with a new employee as part of the orientation process. This 
type of socialization can be advantageous to newcomers and to the established employee. Both 
parties may feel the company is trying to make the transition as smooth as possible.

Reduce Turnover
Recruiting and selection are time-consuming and expensive. Companies that fail to orient new work-
ers adequately often experience first-day or first-week quits. Then the company must repeat the entire 
hiring process. An effective orientation program can foster lower absenteeism and create higher job 
satisfaction, and most important, it can help reduce employee turnover by creating a stronger loyalty 
and greater commitment to organizational goals and values. These efforts are imperative, because 
employee turnover can cost 1.5 to 2.5 times the worker’s annual salary (Bliss, 2009).

While orientation may not seem glamorous, it has a bottom line. Orientation goes beyond what 
takes place in the human resource office. Ongoing employees and supervisors play key roles in 
helping new employees feel welcome and accepted.

Employee Development

Employee development takes place in two ways. As shown in Table 4.4, on-the-job and off-the-job 
methods are used. Managers select the combination that fits the position, the company’s goals, 
and the individual’s level of experience and training.

Table 4.4 Employee training methods

On the job

Demonstration A seasoned employee shows the worker how to perform the task; then the new hire does 
the job as the seasoned employee watches and provides feedback.

Apprenticeship This method is normally used for skilled blue-collar jobs (e.g., plumber, electrician, heavy 
equipment operator) and in some semiprofessional and professional occupations (e.g., 
nursing trainee).

Sink or swim The employee learns by doing.

Off the Job

Simulation The employee practices doing the job away from the shop or sales floor.

Film and classroom The new worker watches films or videos and receives additional training in a classroom 
setting.

Vestibule The employee engages in self-study and learning using a training manual or website.

E-Learning
Many companies use electronic media to deliver training instead of relying solely on traditional 
classroom approaches. The training delivered by electronics-based technologies is referred to as 
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e-learning. E-learning processes include web-based learning, computer-based learning, virtual 
classrooms, and digital collaboration. E-learning technology creates an advantage for the com-
pany when it allows employees to develop their competencies at their own pace and at conve-
nient times. For companies, it is less expensive than sending employees to traditional classroom 
training.

The goal of any training system or program is to make sure the employee is completely ready and 
can perform the assigned tasks. Any worker who feels unprepared will quickly come to believe 
the organization does not care. Many of these employees become early quits or terminations. 
Well-trained employees tend to be grateful for the help and support the company has provided.

  4.4 The Employment Environment
Employees on the job quickly absorb the nature of the workplace environment. A series of fac-
tors determine employee reactions to the overall organization. The management team has four 
key areas of concern: compensation management, performance assessment, employee discipline 
systems, and workplace safety. The human resources department, in consultation with other 
managers and leaders, develops systems that best serve the staff.

Compensation Management

Compensation programs balance labor costs with the ability to attract and keep employees by 
providing fairness of rewards. The compensation structure should also support organizational 
objectives and strategies. Some people are surprised to learn that compensation programs actu-
ally are based on one of two philosophies: equity versus exchange.

The equity	philosophy reflects the belief that company leaders try their best to make the com-
pensation system fair to employees. Many times, pay systems based on this philosophy rely on 
rate cards, across-the-board pay raises, and other methods that treat workers as uniformly as 
possible. Unions often stress fairness in pay systems.

The exchange	philosophy, on the other hand, indicates management’s belief that some work 
skills and some employees are more valuable to the company than others. The company estab-
lishes a pay system that reflects performance incentives and premiums for various skills, talents, 
and contributions to the organization. After company leaders decide upon the organization’s 
basic philosophy, other ingredients in the compensation system follow. Compensation has three 
major parts: base pay, incentives, and benefits.

Base Pay
Table 4.5 lists four main ways of establish-
ing pay systems. In most organizations, being 
hired means a guarantee of some basic level of 
pay, assuming that an employee comes to work 
and satisfactorily performs the job functions. 
Employees being paid a rate on par with the 
market average, or even above the market aver-
age, are more likely to believe they are being paid 
fairly than those who are being paid below the 
market average.

Table 4.5 Forms of pay

By time Hourly, shift rate, day rate

By the unit Piece-rate pay

By the sale Commission

Professional/annual Salary
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Employees who think the level of pay is inadequate or that they are not being treated fairly become 
more likely to leave the organization.

Incentives
Incentive pay systems should be designed to encourage superior performance. Incentive pay sys-
tems take the forms of pay raises, bonuses, prizes in contests, and profit sharing.

Pay raises take two forms: across-the-board and merit raises. Across-the-board incentives appear 
to reflect the equity philosophy. Many times, an across-the-board raise will be paid as a percent-
age of the person’s base salary. Note, however, that this means the highest-paid employees receive 
the biggest pay raises (4% of a $30,000 salary would be a $1,200 raise; 4% of a $50,000 salary 
would be a $2,000 raise), which contradicts the concept of equity in some sense. Merit raises 
provide larger incentives for employees to stand out in the crowd and are more likely to stress the 
exchange philosophy.

Bonuses can be paid to individuals and to groups. Individual bonuses often take the form of a 
year-end payment for excellent work. Group bonuses can be tied to sales contests, production 
contests, or periods of time, such as quarterly team incentives. Company leaders should make sure 
employees understand that higher levels of performance are required to receive the payments. If 
not, employees start to believe the checks are simply part of the regular pay system. Prizes in con-
tests are similar to bonuses. The primary difference is that the prize can be something other than 
money. It can take the form of merchandise, a prepaid vacation trip, and other creative awards for 
winning a production, sales, or specially created contest. Profit-sharing plans provide long-term 
incentives to continue to work at high levels. They may be pegged to a stock price or bottom-line 
profits, take the form of actual shares of stock, or be paid out in some other way.

The goal of linking pay to strategically important outcomes will be to improve organizational pro-
ductivity. In addition, incentives can lead employees to believe the company notices and rewards 
their efforts, thereby creating a stronger sense of loyalty to the company.

Benefits
Employee benefits are in-kind payments or services provided to employees for their membership 
in the organization. The law requires certain benefits, including Social Security contributions, 
unemployment compensation, and workers compensation insurance. Employers may voluntarily 
offer other benefits. Typically, larger organizations offer health care, life insurance, disability 
insurance, and retirement pensions or savings plans. With passage of the Patient Protection and 
Affordable Care Act of 2010, all employers will be required to offer minimum employee health 
insurance coverage unless specifically exempted. (For further information and a timeline describ-
ing when these changes go into effect, visit http://www.healthcare.gov/law/timeline/index.html.) 
Benefit programs also include pay for time not at work: vacations, holidays, sick days and absences, 
and short breaks during the regular workday. Unlike base pay, which differs according to the job a 
person holds, all full-time employees in an organization generally receive the same benefits.

Choosing which benefits to offer employees is a complex and important issue due to three fac-
tors: recruiting, retention, and costs. Recruiting is affected because savvy applicants will move 
beyond base pay issues to find out if health insurance will be offered, the amount of vacation time 
allowed, and other enticements. Potential hires will compare packages being offered by compet-
ing employers.

Retention results largely from two benefits: health insurance and pension plans. Many lower-
level employees will stay on a job they don’t exactly love to maintain health insurance coverage 

http://www.healthcare.gov/law/timeline/index.html
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for their families. Pension plans have been 
called the “golden fetters” that retain work-
ers who stay with a company in order to 
build a better retirement.

Costs represent a primary factor consid-
ered by the management team. Estimates 
suggest that most benefit packages range 
from 20% to 30% of a person’s base pay. In 
other words, someone earning $40,000 in 
base pay receives an additional $8,000 to 
$12,000 in benefits. The human resources 
department tries to maintain a reasonable 
level of cost relative to the organization’s 
situation.

Like many other aspects of an organi-
zation’s approach to managing human 
resources, compensation efforts can facili-
tate or interfere with achieving various organizational initiatives. Two main objectives of 
particular importance to compensation are attracting and retaining the talent required for 
a sustainable competitive advantage and maximizing productivity. Compensation can help 
ensure that the rewards offered are sufficient to attract the right people doing the right job at 
the right time. Effective compensation policies can also be used to help retain an organization’s 
best employees.

Performance Assessment

Performance assessment consists of assessing an employee’s performance and providing feed-
back. This staffing task has two purposes. First, a performance appraisal helps employees under-
stand how they are doing in relation to objectives and standards as well as in relation to other 
workers. Supervisors are asked to make judgments about the employee’s contributions. Second, 
performance evaluation assists in training and personal development programs. They can be 
used to coach and counsel employees. Two general types of assessments include objective and 
subjective forms.

Objective appraisals are based on fact and are often numerical. In these types of appraisals, 
supervisors and the human resources department track various items, such as how many units 
of a product an employee sold in a month, the number of customer complaints filed against an 
employee, or total units of production by an individual worker. Objective appraisals measure 
results. Human resource professionals point out that just as businesses measure sales, profits, and 
stock value, it is also important to measure employee performance. This can be done by assessing 
individual benefits, costs, and contributions to the organization, which in turn reflect the overall 
strategic direction of that organization.

Subjective appraisals often supplement the information provided by objective appraisals. They 
normally include managerial perceptions of an employee’s traits and behaviors. Trait appraisals 
are ratings of subjective attributes such as attitudes, initiative, and leadership. Trait evaluations 
may be easy to create and use; however, some question their validity because the evaluator’s per-
sonal bias can affect the rating.

© haveseen/iStock/Thinkstock

▲▲ Offering benefits, such as paid vacation time, is one way to 
attract desirable job candidates. 
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Behavioral appraisals incorporate both objective and subjective elements. Behavioral appraisals 
measure specific, observable aspects of performance, including punctuality or regularly arriving 
on time for work. However, these evaluations can also be somewhat subjective. As an example, 
the behaviorally anchored rating scale (BARS) rates employees in gradations of performance 
according to scales of specific behaviors. A five-point BARS rating scale about attendance might 
go from “Always early for work and has equipment ready to fully assume duties” to “Frequently 
late and often does not have equipment ready for going to work,” with gradations in between. 
The rater defines the terms always and frequently, which leaves room for interpretation and bias.

The Assessment System
Managers working in conjunction with human resources conduct most performance assess-
ments. Other people who have knowledge about particular employees may provide appraisal 
information to add different perspectives. Among the additional sources of information are peers 
and subordinates, customers and clients, and employees themselves.

Peers and subordinates see different aspects of an employee’s performance. Such information 
can be useful for development, although it is not enough for a complete evaluation. Customers 
and clients at some organizations, such as hotels and restaurants, ask customers and clients for 
appraisals on employees. Automobile dealerships may send follow-up questionnaires to car buy-
ers. A self-appraisal can be useful in judging how an employee rates his or her own performance 
on the job. While there can be an inherent bias for an employee to overrate his or her perfor-
mance, self-appraisals help employees become involved in the overall evaluation process and may 
make them more receptive to feedback about areas needing improvement.

Peers, subordinates, customers, and the employee are combined in a 360-degree	assessment	
technique. Typically, an employee chooses between 6 and 12 other people to complete evalua-
tions, which involve anonymously filling out performance appraisal forms. The results are then 
tabulated. The employee reviews results with a manager. Together they prepare a long-term plan 
for performance goals.

Performance Assessment Meetings
The goal of a performance assessment system should be to stimulate improved job performance. 
Performance appraisal meetings are used to present information and consult with individual 
employees. Two kinds of appraisal meetings take place: formal and informal.

Formal performance reviews are conducted at specific times throughout the year. Newer employ-
ees may be evaluated more frequently than experienced workers. The reviews are based on previ-
ously established performance measures. The steps of the formal review process are as follows:

1. Schedule the meeting in advance so that both the supervisor and employee can prepare.
2. Meet in a comfortable setting such as a conference room or break room.
3. Begin with a review of the employee’s strengths.
4. Discuss employee weaknesses and problem areas.
5. Set goals for the next time period.
6. Present the employee with a pay raise, if one is merited (optional).

The sixth step, talking about a pay raise, depends on management preference. Some worry that 
when an employee is anticipating the discussion to include a raise, he or she does not pay close 
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attention to other parts of the meeting. Others believe that the formal performance appraisal 
meeting represents the best opportunity to establish a clear link between performance and 
rewards in the employee’s mind. A compromise is to present a proposed pay raise, to be given at 
a later date, if the employee makes progress on the goals set in step 5.

Informal appraisals are meetings between a supervisor and employee that provide an opportu-
nity to discuss job performance and any concerns by both parties. Informal appraisals are the 
equivalent of occasional pop quizzes and short papers or drop-in visits to the professor’s office to 
see how you are doing—they give you more frequent feedback about your performance. Informal 
appraisals are conducted on an unscheduled basis and consist of less rigorous indications of 
employee performance. Giving performance feedback continues to be one of the most important 
parts of the manager’s job.

The performance assessment process offers managers a format to help employees achieve success 
with the company. Effective appraisal systems require quality information that is as unbiased as 
possible. For the program to succeed, employees must believe it serves their best interests.

Employee Discipline Systems

Discipline is a form of training that enforces organizational rules. Two goals are associated with 
discipline systems. The first is to prevent disciplinary problems. The second is to provide counsel-
ing and direction, especially for those troubled with additional problems beyond a violation of the 
rules. In general, rules should be 

•	 presented in writing when the worker begins the job
•	 enforced only after fair warning
•	 enforced only once per violation
•	 enforced uniformly
•	 established for activities at work, unless an off-work behavior affects employee performance
•	 updated when necessary

Employees who are aware of the rules are less likely to commit violations. Fair warning helps 
reinforce the message. Further, the system works better when an immediate supervisor, not a 
series of other people, deals with a violation. Rules must apply to everyone, or the system will lead 
workers to believe managers are playing favorites.

Typically, when an infraction has occurred, a procedure is followed. Often, a first violation results 
in a meeting with the employee’s immediate supervisor and a warning. A second violation brings 
about another meeting with the supervisor regarding why a certain kind of behavior should be 
stopped. The next infraction often results in a meeting with the supervisor and a member of the 
human resources department. The offender may be sent home for the day, without pay, and told 
that any further violations will result in termination. If an employee improves his or her perfor-
mance and has no further violations during a specified period, the personnel file may be updated 
to reflect the employee’s progress.

One area of controversy concerns off-work behavior. Many substance abuse problems may be 
limited to time away from the office, yet still interfere with work. Counseling can become part of 
the overall discipline system in these situations. In such instances, the focus should be on fact-
finding and guidance to encourage desirable behavior instead of using penalties to discourage 
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undesirable behavior. The U.S. Office of Personnel Management (OPM) assists in this area by 
encouraging access to Employee Assistance Programs. The OPM describes such programs in the 
following way: 

An Employee Assistance Program (EAP) is a voluntary, work-based program that offers 
free and confidential assessments, short-term counseling, referrals, and follow-up services 
to employees who have personal and/or work-related problems. EAPs address a broad and 
complex body of issues affecting mental and emotional well-being, such as alcohol and other 
substance abuse, stress, grief, family problems, and psychological disorders. EAP counsel-
ors also work in a consultative role with managers and supervisors to address employee 
and organizational challenges and needs. Many EAPs are active in helping organizations 
prevent and cope with workplace violence, trauma, and other emergency response situa-
tions. (OPM, 2013)

Rules should be updated when necessary. A generation ago, the fashion of males wearing jewelry 
such as earrings would not be tolerated in the workplace. Today such adornments are common. 
Currently, far stricter penalties are imposed for the use of language, especially slurs about a per-
son’s ethnicity or sexuality. Also, many firms more carefully monitor and discipline those who 
violate sexual harassment codes.

In general, the discipline system should train workers to avoid problems and correct those who 
fail to do so. Management should make sure to deliver sanctions in an unemotional, evenhanded 
manner that avoids giving the impression that the worker is being “picked on” or singled out.

Workplace Health and Safety

Employers are obligated to provide employees with a safe 
and healthy work environment. The Occupational Safety 
and Health Act, passed by the Occupational Safety and 
Health Administration (OSHA) in 1970, established 
guidelines for workplace safety programs. The act basi-
cally pertains to two areas: requirements of employers and 
requirements of employees. The overall goal of OSHA is to 
ensure safe and healthy working conditions through educa-
tion. OSHA regulations are numerous, and businesses are 
required by law to adhere to them. OSHA inspectors visit 
job sites and issue monetary fines for regulation infringe-
ments. Since inception of the act, the number of workplace 
fatalities has declined by over 60%, and work-related inju-
ries have declined by almost 70% (OSHA, 2006). In general, 
OSHA has helped to significantly reduce the number of 
workplace injuries and fatalities in the United States.

Requirements of Employers
In essence, OSHA requires employers to make work as safe 
as possible. Some jobs are inherently dangerous, such as 
working at heights, with hazardous materials, or in loca-
tions such as on highways and roads. Still, employers can 
provide as much protection as possible, including masks for 

Fuse/Thinkstock

▲▲ OSHA requires employers to make working 
conditions as safe as possible by providing 
appropriate safety gear when needed. 
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chemicals, safety gear for various types of jobs, and warning signs. Failure to do so can lead to 
fines imposed by OSHA.

Requirements of Employees
OSHA imposes two requirements on employees. The first is to follow all established safety rules. 
Employers use the company’s discipline system when individuals ignore safety protocols, such 
as wearing hard hats in restricted areas or loose clothing in places where it could get caught in 
equipment and harm the worker.

Second, OSHA requires workers to report hazardous conditions. If uncovered wires are discov-
ered, managers and the human resources department should be notified. If sharp metal might 
cut or injure someone, it is the employee’s legal duty to make the company aware of the problem.

Human resources departments track safety records. When workers consistently are injured 
when performing a specific job or in a certain area, steps should be taken to correct the prob-
lem. Workers who violate safety rules will have the behavior noted in their employment records. 
Frequent safety rule violations are grounds for termination.

Employee Health and Wellness
Many company leaders have become aware that poor employee health incurs costs. Employees 
who smoke, use narcotics and other substances, and those who are overweight tend to call in 
sick more often and use the health care system more frequently, which increases health insur-
ance costs.

In response, many progressive firms have established wellness programs designed to help work-
ers enjoy healthier lifestyles. Weight loss and stop-smoking programs are common incentives. 
Counseling programs for substance abuse issues are also found in many firms. Researchers have 
discovered that wellness programs benefit both the employee and the employer by tending to 
decrease the costs associated with absenteeism, loss of production, and work-related injuries. 
Wellness programs are successful because they focus on preventive health measures like pro-
viding gym memberships and dietary guidance, or intervention methods like drug and alco-
hol counseling. Wellness programs have been incentivized by introducing programs that reduce 
worker medical copay amounts, offering better medical plans, or using reward plans for those 
who participate.

In addition, workplace wellness now includes prevention of workplace injuries—most notably, 
repeated trauma disorders. Repeated trauma happens over time, such as with consistent expo-
sure to high levels of noise, repetitive motions, or even long durations of standing or sitting with-
out movement. Nearly 70% of injuries reported are the result of repeated trauma ailments (U.S. 
Bureau of Labor Statistics, 2003). Given the degree of automation in both industrial and service 
jobs, workers are experiencing ever-increasing levels of repeated trauma, which has caused many 
companies to invest in ergonomic workstations.

Ergonomics
The physical problems that emerged due to the kinds of work people do in modern society led 
to the study of ergonomics, or the design of work areas to minimize physical stress. The imple-
mentation of ergonomics has led to a reduction in workplace repetitive motion maladies includ-
ing carpal tunnel, sciatica, and bursitis. Ergonomics takes the approach of redesigning the task 
to alleviate the problem, like building routine breaks into repetitive work schedules, adjusting 
work speeds to appropriate levels, redesigning the work area or tools used to ensure they are 
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adjusted for individual worker differences, and heightening workers’ awareness of how they are 
using their bodies.

Besides accommodating the physical requirements of employees, companies are finding that they 
must be equipped to handle emotional challenges. Workplace stress can cost the employer lost 
productivity in missed work, staff turnover, and workers’ compensation costs. Stress factors for 
employees at work include lack of recognition or fair compensation, unrealistic workloads and 
deadlines, personality conflicts, interruptions, equipment problems, and little sense of indepen-
dence or control over their jobs. These factors can be heightened when people are dealing with 
stresses from commuting, problems at home, or personal challenges.

  4.5  Employee Careers and Labor—Management Relations
Two final elements are part of the staffing function. Both involve the efforts of employees across 
the organization as well as the human resources department. Career development takes place 
through a partnership between the employee, coworkers, managers, and human resources. 
Labor–management relations involve the management team establishing and maintaining a rela-
tionship with one or more labor unions, especially in larger organizations.

Career Development

Career development programs are designed to help employees grow so they can move into new 
jobs in the organizational hierarchy. At the same time, career development should be viewed as 
a two-way street. Employees wishing for promotion must invest their time and energies into the 
program. Career development, then, consists of three elements: employee preparation, company 
preparation, and overcoming special career challenges.

Employee Preparation
You can think of a career in the same way that an accountant views assets and liabilities. Your 
assets are the knowledge, skills, and talents you bring to the organization. Your liabilities are any 
weaknesses, including lack of training and temperament issues. To increase their assets, employ-
ees can work in these areas:

•	 education
•	 experience
•	 personal characteristics and skills
•	 networks of contacts

Additional schooling includes taking the right kinds of courses to support career ambitions, earn-
ing good grades while in class, completing various degree programs, and participating in any 
required or voluntary retraining programs that are available—all these steps strengthen educa-
tional assets. Experience can be gained through involvements at work and outside of work. For 
example, employees can demonstrate leadership potential by volunteering for programs such as 
the United Way, which indicates their interest in the community while providing a chance to lead. 

Personal characteristics and skills can be assets or liabilities. Someone who is afraid of public 
speaking can take courses and practice in front of any available audience. An employee who 
tends to be shy in a public setting may work on becoming more assertive. Everyone can work on 
ceremonial skills and other behaviors, including table manners and other elements of common 
courtesy. Networks of contacts consist of persons who help you along in a career, including those 
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who will be listed as references and persons with the same professional interests. Community 
organizations such as Rotary and Optimist clubs provide opportunities to develop greater net-
works of personal friends and professional relationships.

Company Preparation: Manager Training Programs

Many companies help employees prepare for 
promotion by engaging them in a series of 
activities. Three common programs are man-
agement training, mentoring, and coaching.

Management training programs are 
designed to improve employee competen-
cies in preparation for future promotions. 
A management training program includes 
the following standard steps:

1. Set goals.
2. Select employees.
3. Determine training methods.
4. Establish follow-up systems.

Goal setting involves identifying the pri-
mary goals for manager training. Goals are 
set in three areas: technical, managerial, 
and socialization. Technical goals include making certain the trainee will be ready to manage 
the actual tasks such as selling, accounting, information technology, quality control, and oth-
ers. Managerial training involves the components covered in this book and course. Socialization 
means that former entry-level workers and front-line supervisors will be led to realize they will be 
supervising former friends and peers. In essence, they are resocialized to “think like a manager” 
in what sometimes is an “us versus them” world of workers and bosses.

Employee selection requires the establishment of selection criteria. The criteria include technical 
expertise, social skills, and managerial aptitudes. Then individual candidates are assessed, and 
those ready for the program are selected. Training methods include both on-the-job and off-the-
job programs. Table 4.6 describes some of the most common training methods. Manager train-
ing systems normally include a combination of both program types. Before sending an employee 
to a development program, the firm conducts a needs analysis to identify that person’s particular 
strengths and development needs. For beginning supervisors and managers, development needs 
often include strengthening the ability to set goals with others and learning how to negotiate 
interpersonal conflicts.

Table 4.6 Manager training methods

On the job Off the job

Incremental assignment of new tasks Outside reading (technical and managerial)

Lateral promotions Additional education (in-house and on campus)

Leadership of teams and committees Specially designed programs

Attending conferences and seminars

© Mark Peterson/Corbis (Collection: Corbis News)

▲▲ Some large companies have built their own “universities” to 
teach specialized programs. McDonald’s Hamburger University 
is one example.
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On the job, the technique of incrementally assigning tasks allows the trainee to gradually learn 
more about the company. A job rotation program can be used to move an individual around the 
company. A lateral promotion means giving the individual a new title or a pay raise but not mov-
ing the person to a higher rank in the organization. This method is sometimes called the “illusion 
of upward movement,” because someone who was a manager trainee is not necessarily called 
an assistant or associate manager. By leading teams, the person has the opportunity to practice 
managing in a real-work situation.

Off the job, outside reading enhances other training activities, as do educational involvements. 
Many large companies have built company “universities,” complete with classrooms, dorm 
rooms, and other amenities found at traditional universities. Specially designed programs include 
Hamburger University (McDonald’s) and the well-respected manager training systems at IBM 
and Sherwin-Williams. Conferences and seminars enhance all three aspects of training: techni-
cal, managerial, and socialization.

Follow-up systems allow middle-level managers and management trainers to query supervisors 
after training to assess supervisory skills improvement and determine if the trainee now con-
tributes more to the organization’s profit margin (or other metric). The follow-up systems also 
allow trainers to assess the real value of training processes, training content, and realized value 
(Kirkpatrick, 1998). Once such follow-up is conducted, trainers and managers may make appro-
priate training corrections in the training and then repeat the process.

Company Preparation: Mentoring and Coaching
Mentoring occurs when an established employee guides the development of a less experienced 
worker to increase the employee’s competencies, achievement, and understanding of the organi-
zation. Many times, mentors learn something from the less experienced employee as well. The 
responsibility for setting up meetings, deciding what to talk about, and deciding when to end the 
relationship is in the hands of the partner and the mentor. Mentoring programs can be formally 
prescribed or simply evolve as part of the employment experience.

Coaching occurs when an expert observes the employee in his or her job over a period of weeks 
or months and provides continuous feedback and guidance on how to improve. Most coaches 
also encourage their trainees to discuss difficult situations as they arise and work through alter-
native scenarios for dealing with the situations. Although coaching is rapidly growing in popular-
ity, it is a relatively new technique and few guidelines are available to evaluate whether a coaching 
relationship is likely to succeed. Part of the problem is the ambiguity associated with the term 
coaching. People have many different views of what that entails.

Overcoming Special Career Challenges
Employees encounter various issues as their careers unfold. Caring organizations and managers 
try to assist as these career challenges arise. Four common challenges include dual-career mar-
riages, stress management, midlife crisis problems, and employee outplacement.

Dual-career marriages face the stresses of deciding which spouse’s job takes priority, making 
decisions about having and raising children, and dealing with the daily grind associated with bal-
ancing home and life. In-house child care facilities, flextime working hours, and other programs 
can make a firm more family friendly. 

Stress can create problems for employees other than those who are trying to balance work and 
family. It can affect any employee who is faced with a life (financial or marital problems) or 
work-related (discrimination, poor performance) issue. From the company’s perspective, stress 
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management begins with identifying people with stress-related problems and establishing meth-
ods to help them. Courses that teach how to cope with stress are widely available. Company lead-
ers can also identify potential sources of stress within the organization and try to reduce those 
factors.

Midlife crises tend to emerge at about the age when a person reaches the higher levels of the 
organization. To help individuals cope, counseling programs are made available along with other 
resources. Many employees find that becoming a mentor to a junior colleague provides a new 
challenge and can begin an interesting new phase in a career. Despite the various support sys-
tems that may exist within a company, some employees may still choose to leave for personal 
reasons. Other employees may leave the company involuntarily, and employee outplacement pro-
grams are set up to help them navigate this process. These programs are established to help in 
three areas: terminations, layoffs, and retirements. Terminated employees can receive help in 
finding a job that fits them better. Layoff programs can help employees until the company recov-
ers and can rehire them. Retirement programs include phased retirements and other methods 
designed to ease the transition.

Career development should be thought of as a three-legged stool. If it is missing any one of the 
legs—individual preparation, company preparation, or programs to overcome special career 
challenges—the entire system is off balance. Successful careers are built when the company and 
the employee take the time to prepare for the future.

Labor–Management Relations

A union is a formal association of workers that promotes the interests of its members through 
collective action. The legal environment surrounding labor relations is complicated and has been 
developed over the years in legislatures, the courts, and employment settings. The major laws that 
apply to unions include

•	 Norris–La Guardia Act of 1932
•	 Wagner Act of 1935
•	 Taft-Hartley Act of 1948
•	 Landrum-Griffin/Labor-Management Reporting and Disclosure Act of 1959

The Norris–La Guardia Act, also known as the Anti-Injunction Act, established several provi-
sions designed to protect union rights and those of individual employees. Among the provisions 
were that unions have the right to assemble, peacefully picket a company, and as a group have the 
right to strike to obtain better wages and benefits. The law also prohibits “yellow dog” contracts 
that require an employee to resist joining a union in order to obtain a job.

The Wagner Act, or National Labor Relations Act, provides workers with the right to join a 
union without fear of discrimination or retribution. The law also established the National Labor 
Relations Board (NLRB), which oversees nearly all union/management activities, including elec-
tions and various disputes.

The Taft-Hartley Act defines some unfair union practices. It outlaws a “closed shop” that requires 
a person to join a union in order to be hired by a specific company. The law clarifies various man-
agement rights, including free speech as well as being subject to a certification election (where 
workers decide whether to have a union) only once each year. The act also outlaws “featherbed-
ding,” or performing unnecessary work in order to receive wages.
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The Landrum-Griffin Act was created to protect union members from certain practices being 
used by their leaders. The law grants employees the right to bring legal action against or sue 
union officials. The law also prohibits unions from discriminating against employees or potential 
employees based on race, color, national origin, or gender.

Table 4.7 Fair and unfair union/management practices

Fair practices Unfair practices

Management

Freedom of speech
Freedom in hiring
Freedom to lock out workers to apply 

 economic pressure
Freedom in bargaining
Freedom to replace striking workers

Yellow-dog contract
Coercive, threatening language
Termination of union organizers or discrimination toward  

union members
Failure to bargain in good faith or unwillingness to meet  

and confer
Failure to reinstate union members under  

 provisions of the law

Unions 

Freedom to join union 
Freedom to picket 
Freedom to strike 
Freedom to boycott company goods 
Right to bring grievances 
Right to collectively bargain

Intimidation (threats, coercion) of nonunion workers in right-to-  
work states or closed-shop agreements

Massed picketing (denying access to the plant for management 
and replacement workers)

Violence, property destruction, threats during strikes 
 (or any time)

Secondary strikes (strikes against supplier or retail outlet rather 
than the company itself)

Refusal to bargain in good faith or unwillingness to meet  
and confer

Refusal to abide by final arbitration

Source: Adapted from Organizational Behavior, by D. Baack, 1998 (Houston, TX: Dame Publications). 

These laws establish a series of fair and unfair practices as they apply to unions and management. 
Table 4.7 summarizes these practices. Also, as a result, unions legally enjoy two basic rights:

1. The right to collectively bargain
2. The right to take grievances to management

When employees choose a union to represent them, management and union representatives 
enter into a formal collective bargaining agreement over such issues as pay scales, benefits, and 
working conditions. One important difference takes place for companies operating in states that 
have “right to work” laws versus states that do not. A right-to-work state specifies that employees 
may refuse to join the union that represents employees in their company, although the union still 
represents them with regard to most employment matters. In a state with no right-to-work law, 
an employee will be allowed to work a “probationary” period without joining the union but then 
must sign up or forfeit the job. 

Once all collective bargaining issues have been resolved through the agreement to a signing of 
a labor contract, management and labor representatives must work together to manage the con-
tract and make sure all provisions are upheld by both management and labor. Grievances are 
formal complaints filed by workers with management. The three most common types of com-
plaints are
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1. Violations of the contract
2. Unfair or unequal treatment by a manager
3. Jurisdictional disputes over which person should perform a job

Violations of the contract occur when union representatives believe management has failed to 
uphold the terms of a collective bargaining agreement. Unfair or unequal treatment takes the 
forms of harassment, discrimination, or simply a supervisor who “picks on” an employee he or 
she does not like. Jurisdictional disputes arise when two employees both believe a job should be 
assigned to them.

Collective bargaining and grievance procedures are two important events that take place between 
management and labor unions once a union has gained recognition as a legal representative 
of employee interests. Collective bargaining and the resolution of grievances are the processes 
whereby representatives of management and workers negotiate over wages, hours, and other 
terms and conditions of employment. They are give-and-take processes between representatives 
from two organizations for the benefit of both. Management and labor unions have a power 
relationship. This relationship involves conflict, and the threat of conflict seems necessary to 
maintain the relationship. Perhaps the most significant piece of collective bargaining is that it is 
an ongoing relationship that does not end immediately after agreement is reached.

Summary
Staffing is the achievement of organizational goals through the effective and efficient deploy-
ment of people. The organization’s strategic plan forms the foundation of staffing. Twelve major 
activities associated with staffing and human resource management include job design, human 
resource planning, recruiting, selection, orientation of new employees, employee development, 
compensation management, performance assessment, employee discipline systems, workplace 
safety, career development, and labor–management relations.

Legal aspects affecting the environment surrounding human resources department activities 
include employment at will, the Fair Labor Standards Act, The Civil Rights Act of 1964 and the 
activities of the EEOC, sexual harassment laws, the Age Discrimination in Employment Act, The 
American with Disabilities Act of 1990, and the Family and Medical Leave Act.

The standard approach to the first human resource function, job design, involves three steps: job 
analysis, job description, and job specification. Recent trends in job design include the influence 
of technology, leading greater elements of telecommuting, computerization, and the use of robot-
ics in the creation of jobs and job descriptions. Human resource planning consists of analyzing 
and preparing for future personnel needs. Employee inventories and skills inventories constitute 
two methods for assessing the organization’s human resource situation.

Recruiting should be ongoing, systematic, and geared to the company’s needs. Internal and exter-
nal sources of employees may be used. Selection processes are normally based on the appli-
cant’s level of education, amount and types of experience, special physical skills, special technical 
skills, personality characteristics, and legal requirement. Orientation programs include filling out 
paperwork and forms, making introductions and explaining work rules, describing company his-
tory and expectations, providing a tour, conducting a physical examination when required, and 
answering questions. Employee development takes place both on and off the job.
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Four key areas of concern exist for the management team with regard to the employment envi-
ronment: compensation management, performance assessment, employee discipline systems, 
and workplace safety. Compensation management includes equity and exchange philosophies. 
Performance appraisal systems detect problems and assist in improving workplace outcomes. 
Discipline systems seek to discourage inappropriate behaviors and correct those that occur. 
Workplace safety involves tending to both employer and employee responsibilities and currently 
includes ergonomics and wellness programs.

Career development programs are designed to help employees grow and move into new jobs in 
the organizational hierarchy. They consist of three elements: employee preparation, company 
preparation, and overcoming special career challenges, including dual careers, stress manage-
ment, midlife crisis issues, and employee outplacement. Labor–management relations efforts 
cover bargaining for wages, hours, and conditions of employment and resolving employee griev-
ances in productive ways.

C A S E  S T U DY

The Metropolitan Orchestra

Sally Morales excitedly began her new position as the human resource manager in charge of the 
Columbus, Ohio, Metropolitan Orchestra. Her position would include oversight of all professional 
musicians, the ticketing staff, the event staff that seated patrons and managed the concession area, 
and the janitorial staff. Some of these occupations remained relatively traditional while others had 
begun to evolve.

Musicians were contracted for a period of one year that encompassed the entire “season” for per-
formances. Many performers had been with the Metropolitan for over a decade. Most of them also 
worked “day” jobs as teachers and private musical instructors. On the rare occasion when a new 
musician was to be hired, the human resources department contacted the local musicians’ union, 
which then submitted applicants for consideration. Normally, five potential new members would 
audition. The standard process in the industry was for the orchestra’s director, assistant, accompa-
nist, and one member chosen from the orchestra to evaluate each candidate. The applicant entered 
and played an audition piece behind a screened curtain. The evaluation committee did not see the 
individuals until after selecting the new orchestra member.

One of Sally’s first tasks was to create a new position description for the Metropolitan’s chief tick-
eting agent. Until recently, all season tickets were issued using standard mail. Patrons were sent 
reminders to apply or reapply for seats and responded with a check or credit card purchase. Other 
seats were sold by telephone and in person at a ticketing booth that was open from 9:00 a.m. to 
5:00 p.m. Monday–Friday. Last-call sales were made the evening of any performance. Now, how-
ever, the orchestra’s board had decided it was time to create an online purchasing system. As the 
new director, Sally was in charge of this process.

The event staff consisted of people who were paid to tend to various duties as well as “interns” 
who were assigned to assist them each season. The interns were solicited from the local colleges 
and university music departments. As part of the program, interns were allowed to attend rehears-
als and receive some tutorials from orchestra members. As a result, competition for internship posi-
tions was strong each year. The professional event staff all held part-time positions; they worked 
the evening before any event as well as at the event. Most event staff members were older, retired 
individuals seeking to remain active by enjoying participating in musical performances. Two were 

(continued)
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Key Terms
360-degree	assessment	technique	 A process that involves an employee choosing from 6 to 
12 other people to evaluate him or her; after these people anonymously fill out performance 
assessment forms, the results are then tabulated.

at-will	employment	 A policy by which workers are free to sell their labor services to any 
employer, and employers may employ whomever they prefer and terminate that employment 
arrangement at any time and for any reason.

coaching	 A process by which an expert observes the employee in his or her job over a period 
of weeks or months and provides continuous feedback and guidance on how to improve.

discipline	 A form of training that enforces organizational rules.

employee	inventory	 An examination of all current employees at all levels as well as a projec-
tion of future needs in those areas.

equity	philosophy	 An approach used by company leaders to try their best to make the com-
pensation system fair to employees.

ergonomics	 The design of work areas to minimize physical stress.

individuals who simply wanted to hold part-time jobs. Turnover in these positions was also very low. 
The human resources department largely relied on employee referrals to fill openings.

The janitorial staff consisted of one full-time individual and three part-time workers. The full-time 
janitor cleaned the facility each night after rehearsals and also tended to the orchestra’s office space 
each night. The three part-time workers rotated to help the full-time janitor, and all of them worked 
after performances.

Sally also was asked to upgrade the job description for the orchestra’s director of media relations 
position. The new individual would be expected to build a website for the Metropolitan as well as 
create public relations releases and advertising purchases. Also, the new person would be expected 
to know how to use Twitter to reach a wider audience and maintain contact with the public.

Sally was excited to begin her role. She knew that her position in human resources could be a major 
asset to the orchestra if she completed her duties effectively.

Discussion Questions

1. How would recruiting and selection methods differ for each of the occupations Sally would 
manage?

2. What type of orientation and employee development programs would Sally need to develop for 
the various employee occupations?

3. Which philosophy, equity or exchange, would best apply to payment of musicians in the orches-
tra? Defend your choice. Would the same philosophy apply to the other employees? Why or why 
not?

4. What role might the local musicians’ union play in employee recruiting, selection, and in the dis-
cipline system for the orchestra?

5. Do you see any opportunities for Sally to create career development programs for the various 
occupations? If so, what kinds?



Critical Thinking Chapter 4

exchange	philosophy	 Management’s belief that some work skills and some employees are 
more valuable to the company than others.

grievances	 Formal complaints filed by workers with management.

human	resource	planning	 The process of analyzing and preparing for future personnel needs.

job	analysis	 The process of assigning tasks to jobs.

job	description	 A formal list of tasks and duties performed in a job.

job	specification	 A document that identifies the eligibility requirements or qualifications 
needed to perform a job.

mentoring	 A process whereby an established employee guides the development of a less expe-
rienced worker to increase the employee’s competencies, achievement, and understanding of the 
organization.

promote	from	within	 A policy that gives priority to advancing current employees to higher 
ranks.

sexual	harassment	 Unwelcome sexual advances, requests for sexual favors, and other physical 
or verbal conduct of a sexual nature. 

skills	inventory	 A breakdown of the employee’s resume or performance record into sets of 
strengths and talents exhibited by the employee.

strategic	human	resource	management	(SHRM)	 A process in which all staffing activities are 
fully integrated into a program designed to help the overall organization achieve its strategic 
objectives.

telecommuting	jobs	 Jobs that allow employees to perform job duties from a remote location 
and only rarely travel to the physical workplace. 

union	 A formal association of workers that promotes the interests of its members through col-
lective action.

Critical Thinking
Review Questions

1. Explain why staffing involves more than the activities conducted by the human resources 
department.

2. Define strategic human resource management, and explain how it differs from traditional 
staffing activities.

3. Name the laws that shape the environment around staffing activities.
4. What two forms of sexual harassment are against the law?
5. What are the three steps of job design?
6. Define human resource planning.
7. Explain the nature of an employee inventory and a skills inventory.
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8. List the three main elements of a recruiting system.
9. Identify the steps of the selection process.

10. What three purposes should an orientation program serve?
11. What on-the-job and off-the-job training methods are used to prepare new employees?
12. Describe the equity and exchange philosophies associated with compensation.
13. What kinds of pay incentives are used by company managers?
14. Describe objective, subjective, and behavioral performance assessments.
15. What is a 360-degree assessment program?
16. Finish this phrase: rules should be . . .
17. What are the two main areas covered by the OSHA law?
18. What are the three main elements of a career development program?
19. What on-the-job and off-the-job training methods can be used to prepare managers?
20. What special career challenges influence employees?
21. What are the two main rights held by unions?

Analytical Exercises

1. Explain how the following laws have changed the staffing process:

•	 employment at will
•	 Fair Labor Standards Act
•	 Civil Rights Act of 1964
•	 EEOC regulations concerning sexual harassment
•	 Age Discrimination in Employment Act
•	 Americans with Disabilities Act
•	 Family and Medical Leave Act

 Then, explain how the following governmental activities also influence staffing:

•	 Social Security premiums
•	 Social Security disability insurance
•	 unemployment insurance
•	 federal income tax

2. Explain how each of the five core job dimensions may or may not motivate employees. Use 
individual personality characteristics, personal talents, personal preferences, and individual 
skill levels as part of your answer.

•	 skill variety
•	 task identity
•	 task significance
•	 autonomy
•	 feedback
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3. Explain how promote-from-within and external recruiting can help or hurt a company in 
these circumstances:

•	 successful and growing
•	 stable with slight growth
•	 declining slowly
•	 in crisis

4. Using the list of external recruiting sources presented in Section 4.3, explain which source 
should be used for the following types of jobs:

•	 unskilled blue collar
•	 semiskilled blue collar
•	 skilled blue collar
•	 first-level white collar
•	 semiprofessional
•	 professional

5. Explain the relationships between orientation and the following outcomes:

•	 first-week quits
•	 commitment to the company
•	 trust in company leaders
•	 role clarity (understanding how to do the job)

6. Using the list of employee development methods provided in Table 4.4, explain which of 
them should be used for the following jobs:

•	 salesperson: retail
•	 salesperson: business-to-business
•	 plumber
•	 fast-food employee
•	 professional football player

7. Explain how the equity and exchange philosophies would be related to the four forms of pay: 
by time, unit, sale, and professional/annual. How would the two philosophies be related to 
incentives and benefit packages?

8. The primary problem with performance review programs is supervisory bias when making 
judgments. How can a company attempt to identify and reduce appraisal bias?

9. Describe how a system of rules would apply to these behaviors:

•	 unsafe work actions
•	 sexual harassment
•	 alcohol abuse on personal time
•	 alcohol use over the lunch hour
•	 theft of property
•	 using company computers to surf pornography on the Web
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10. Make a list of the personal skills you believe you have that will enhance your career. Ask 
three friends to prepare a list of what they think about your skill set. Compare the lists. 
Repeat the activity by listing your weaknesses.

11. How can coaching and mentoring help with the four special career challenges of dual-career 
marriages, stress management, midlife crisis, and employee outplacement?

12. Using the Internet, look up the concept of a right-to-work state. Explain how it would affect 
the two primary union activities: collective bargaining and processing grievances.





The Leading Function

Learning Objectives

After completing this chapter, you should be able to:

•	Discuss the functions of leading through the use of power, leadership, and motivation.
•	Apply theories of leadership to various management circumstances.
•	Motivate employees to achieve at high levels.

5
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   5.1 Introduction
One fundamental goal of effective leadership involves obtaining extraordinary results from ordi-
nary people. Leading, in a business context, consists of all activities undertaken to help peo-
ple achieve the highest level of performance. This chapter presents three main topics related to 
leading:

1. The use of power
2. Leadership
3. Motivation

The process of leading integrates these three concepts into a series of coordinated activities 
designed to achieve higher levels of performance. In addition, Chapter 6 examines the roles that 
teams and groups play in leading, along with ideas related to communication at the individual 
and system-wide levels.

Leadership entails influencing behaviors in organizations. Effective leaders influence behaviors 
in positive ways. Ineffective leaders also influence behavior, but they do not achieve desirable 
results. Leadership takes place at all levels in many organizations. Leadership as a concept can be 
interpreted in various ways. To different individuals, leadership can be exhibited as vision, enthu-
siasm, trust, courage, passion, coaching, developing others, intensity, love, and even serving as a 
parent figure. Effective leaders use every tool at their disposal to help others achieve their goals, 
as we will see in this chapter.

Leading Versus Managing

The terms leading and managing are often used interchangeably; however, there are differences. 
Harvard Business School professor John Kotter (2001) suggests that one is not better than the 
other, but rather that the two concepts are actually complementary. He suggested two differences 
between leading and managing:

1. Managing is about coping with complexity.
2. Leadership is about coping with change.

Managing as Coping With Complexity
Management is necessary because without it, organizations may become riddled with chaos. 
Indeed, a company without effective management is destined to fail. One significant reason man-
agers are necessary to a company is that those in management processes deal with complexity 
throughout the organization in vital ways:

•	 Managers do what needs to be done through planning and budgeting.
•	 Managers provide people to accomplish organizational agendas through organizing and 

staffing.
•	 Managers help ensure that people can do their jobs through control processes and problem 

solving.

Planning and budgeting activities take care of what needs to be done. These activities establish 
goals for the future, prescribe methods to achieve those goals, and provide the resources necessary 
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M A N A G E M E N T  I N  P R A C T I C E

Aetna’s John Rowe: Transformational Leadership

You have probably heard that “one person can make a difference.” In the case of Aetna Insurance, 
the “one person” was John Rowe, who took the reins of the company in a time of crisis. When 
Rowe arrived, Aetna was losing $1 million per day. Five years later, the same company enjoyed prof-
its of over $1.4 billion.

As a health and medical insurance company, Aetna had gotten into trouble due to poor relation-
ships with every key group served by the company. A series of doctors and health care providers 
had become so disenchanted with the firm that they filed a class action lawsuit over unsavory bill-
ing practices. The problems quickly extended to patients and plan sponsors. Eventually, company 
employees became demoralized.

Rowe began by distinguishing between management 
and leadership. He believed that to operate effectively, 
a leader had to be self-aware and know his or her 
strengths and weaknesses. In his own case, Rowe was 
self-confident enough to select people with comple-
mentary talents and expertise. He also had to remove 
nearly 75% of the former staff.

Rowe’s leadership style began with a strategic vision to 
rebuild the organization by rebuilding relationships. He 
knew it would take time.

To improve relations with physicians, Rowe went against 
a great deal of advice and quickly settled the lawsuits 
related to billing practices. He was highly criticized due 
to the already existing cash problems in the company, 
but the effort paid off.

The next step was to rebuild relationships with Aetna’s 
customers. Rowe established tactics to deliver high-
quality insurance and supporting services. He redirected 
employees toward the culture that had built the com-
pany in the first place. That culture was based on integ-
rity and protection of the company’s customers.

To return to the core culture, Rowe relied on constant communication. As he put it, “A company 
cannot communicate too much. If I’d done the managerial tasks, I wouldn’t have been out com-
municating.” The outcome from his efforts was that Fortune magazine gave Aetna the Turnaround 
of the Year Award. John Rowe has moved on from Aetna, but the sound principles he established 
through his transformational style of leadership continued to pay dividends well beyond his tenure 
with the company (Katzenbach Partners, 2006; Clow & Baack, 2010, pp. 395–396).

Discussion Questions 

1. How was John Rowe distinguishing between managing and leading?
2. Rowe began by fixing relationships with outside groups and then worked on those within the 

firm. Was this a risky approach? Explain your reasoning.
3. Explain why you think this style of leadership would or would not be effective in all types of 

companies.

Victoria Arocho/Associated Press

▲▲ John Rowe was able to restore 
trust between Aetna and health care 
providers.
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to accomplish them. Planning focuses employees on the future and gives them a stronger sense of 
direction, because they know how their efforts fit into the overall design of the company.

Organizing and staffing are the functions that carry out the process of finding people to accom-
plish organizational agendas. Management accomplishes its plans and goals through effective 
organizing and staffing. Creating organizational structures and hiring qualified people to fill the 
needed roles are key parts of management.

Ensuring that people do their jobs occurs through controlling and problem solving. To reach 
organizational goals, managers monitor results by comparing the plan in detail and by producing 
reports, holding meetings, and using other reporting mechanisms. They then identify and solve 
problems as they arise.

Leading as Coping With Change
As the business world continues to change, grow, and evolve, it is no longer enough to conduct 
business the way it has always been done. Many changes are often needed for organizations to 
survive and grow in an ever-increasing, competitive global market. Making necessary changes 
even when they involve difficult decisions is at the very heart of leadership. Kotter (2001) identi-
fied three ways that leaders deal with change. Note the subtle differences between managing 
complexities and coping with change:

1. Do what needs to be done by providing direction.
2. Provide the people to accomplish organizational agendas by aligning people.
3. Ensure that people do their jobs by motivating and inspiring them.

Leaders provide the direction in order to do what needs to be done. Leaders set the stage for posi-
tive change by providing direction. Top-level leaders and managers develop a vision for the future 
of the organization in conjunction with strategies for realizing the needed changes.

Providing the people to accomplish organizational agendas is the result of a leader’s ability to 
align people. While managers focus on organizing and staffing people, leaders focus more on 
aligning people. Leaders communicate a new direction to people to help in understanding the 
vision and to build the necessary change agents that will help realize the vision.

Leaders ensure that people do their jobs by motivating and inspiring them. While managers 
concentrate their efforts on controlling and problem solving, leaders focus on trying to achieve 
their vision by motivating and inspiring. They tap into employees’ values and emotions. Leaders 
attempt to keep people moving the change initiative forward despite the obstacles that arise.

Managers hold the legitimate power that we will look at next. It comes from the positions they 
hold within their organizations. Possessing this power allows them to hire, fire, reward, and pun-
ish. Many managers plan, organize, and control, but they do not necessarily have to exhibit the 
characteristics required to be leaders.

Some view the leadership function as being more visionary than that of management. Leaders 
inspire others, provide necessary emotional support, and work to rally employees around a com-
mon goal or vision. Leaders also create a vision and strategic objectives for the organization, 
while managers are tasked with implementing the vision and strategic objectives.

Ideally, a person in a managerial role has both management skills and leadership skills. 
Organizations count on both skill sets to accomplish objectives and continue operations.
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Leading as Ethical Role Models
Beyond Kotter’s conceptualizations that leaders cope with complexity as well as with change, 
one important dimension remains: Leaders either serve, or fail to serve, as ethical role models in 
organizations. Leaders hold the responsibility of balancing the interests of a variety of stakehold-
ers and constituents, including investors, employees, suppliers, customers, and even rival orga-
nizations. Various writers have noted the relationships between leadership with regard to ethical 
role modeling as opposed to leadership as a political force or tool. In ethical role modeling, the 
leader seeks to foster good citizenship in those who follow by example and to assist followers in 
achieving their goals (Kacmar, 2011). In leadership as a political force, the leader seeks to achieve 
his or her own personal ends, even at the expense of followers and others (Neubert et al., 2009).

The case can be made that ethical activities consti-
tute the primary element of a leader’s set of tasks. 
Those who fail in their ethical responsibilities can 
have a negative impact on the organization for 
many years. Those who build an ethical climate 
help foster circumstances in which both individu-
als and the overall organization can achieve long-
term success.

Leadership and Power

One significant part of leadership presents a key 
challenge: the exercise of power in the context of a 
business. Almost everyone has encountered some-
one who is “into power” and exerts it at any oppor-
tunity. These people generate resentment, which 
inhibits their ability to lead. Thus, to have a more 
complete understanding of leadership, we need to 
examine the concept of power. Power is control over 
formal and informal means of influence. Within 
organizations, leaders may use five sources of power, 
or means of influence: legitimate, reward, coercive, 
expert, and referent power (French & Raven, 1959).

Legitimate Power
Legitimate power arises from an individual’s formal position in an organization. Managers hold 
legitimate power over their employees due to their positions in the organizational hierarchy. 
Those at the highest rank (CEO and vice presidents) possess the greatest degree of legitimate 
power. The major factor with legitimate power, regarding its impact on a leader’s effectiveness, is 
how the manager uses it. Some seek to achieve organizational goals while others try to demon-
strate personal authority, which can be counterproductive to their ability to lead.

Reward Power
Power rests with those who can influence behavior by promising or providing rewards. Managers 
possess reward power that results from their authority to reward employees. Organizational 
rewards range from praise to pay raises and from recognition to promotions. One way a manager 
can reward an employee is with a simple and sincere thank-you. Reward power also has infor-
mal sources. Someone who lets you in on key organizational gossip is also using reward power. 

Courtesy Everett Collection

▲▲ Charismatic leaders like Martin Luther King Jr. 
might be said to possess a great deal of referent 
power.
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Informal groups reward people by including them in group activities. The individual who decides 
who is and is not included in a formal or informal group’s activities has access to reward power.

Coercive Power
The ability to influence behavior by threatening or punishing creates coercive power. Managers 
possess the coercive power that results from the ability to punish employees through verbal or 
written reprimands, demotions, or even termination. Some organizations also allow managers 
to fine or suspend subordinates. Coercive power can easily be misused. Managers who are con-
stantly negative and punishing quickly produce resentment and ill will among employees.

The informal side of coercive power can be equally damaging. Any person who can make a 
coworker the butt of jokes or harass someone through intimidation exerts coercive power. Part of 
being an effective leader includes eliminating this type of coercive activity on the job. Remember 
that those who engage in negative coercive power often experience a backlash from coworkers 
and supervisors. No one likes being bullied, whether on the job or elsewhere.

Expert Power
Some workers are able to influence behavior due to their expertise. Expert power emerges from 
specialized information or expertise, which can take different forms. Knowing answers to ques-
tions can make you appear to be an expert. One person who can possess expert power is an 
administrative assistant, especially if that individual has been in the position a long time and 
knows all the necessary contacts. Expert power can also stem from having specialized knowledge 
such as medical or technology expertise. Informal power also results from expertise when people 
see someone as a role model or mentor.

Referent Power
Referent power results from a person’s attributes. This type of power characterizes strong, vision-
ary leaders who are able to influence their followers by their personality, attitudes, and behaviors. 
Referent power can lead to being promoted through the formal organization or to becoming an 
informal leader among peers. Being well liked by others creates referent power, even at the lowest 
ranks in an organization.

In summary, legitimate power has only a formal side. The other four kinds of power—reward, 
coercive, expert, and referent—have both formal and informal sources and uses. An important 
part of leadership involves influencing the behaviors of other people. Power can be used to lead 
others to get things done. It is the ability to make things happen for the good of the group.

Other Sources of Power
Additional sources of power have been identified by various authors: 

•	 French and Raven: legitimate, reward, coercive, expertise, referent
•	 The Aston Group: closeness to production
•	 J. D. Thompson: boundary spanning
•	 Others: control over policy making; control over funding decisions; control over  

status symbols

The Aston Group (Hickson, Hinings, Lee, Schneck, & Pennings, 1971) suggests that any person 
or group with control over the production process possesses a great deal of power. This view-
point explains the power labor unions hold due to the ability to employ tactics such as strikes 
and work slowdowns that can inhibit the production process. It also suggests that support staff 
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positions not directly related to the production process (such as janitorial) will have substantially 
less power.

J. D. Thompson (1967) argues that anyone who serves as a go-between has boundary-spanning 
power. Someone who bargains with other organizations, including suppliers, retail outlets, and 
the government, has power by translating the uncertainty that has been created by external 
forces. When the government investigates a business practice, the person dealing with govern-
mental authorities has power. Boundary spanning also takes place across internal boundaries. 
Mediators who negotiate between union leaders and management have power because they have 
access to both sides. Also, a manager who resolves differences between internal departments 
holds boundary-spanning power by having access to information from both sides of the dispute.

Control over policies, funding, and status symbols also generates power. These factors influence 
the conduct of work and employee jobs. Individuals with control over them can exert power. 
Effective leaders use that power wisely. The use of power may be found in various leadership theo-
ries. In the next section, the ability of a leader to build positive relationships with subordinates 
through the effective use of power is implied by some of the modern theories that have become 
popular in the academic and professional worlds.

  5.2 Leadership Theories
The ability to lead has been observed and 
reported on for centuries. Many ancient 
writings tell tales of leaders who served 
in battle, commanded nations, or taught 
religious ideas. More recently, researchers 
seeking to identify leader characteristics, 
as well as develop programs to train leaders 
and improve their skills, have studied lead-
ership. Four main categories of leadership 
theories have appeared in the literature 
over time: 

1. Trait theories
2. Behavioral theories
3. Situational theories
4. Transformational theories

Trait Theories

Early in the study of leadership, two prevailing assumptions seemed to dominate thinking about 
leadership. The first assumption was that the ability to lead is universal. In practical terms, this 
means writers assumed that a person who was a successful business entrepreneur would be 
equally successful as the leader of a major, established corporation, or as a military general, or 
as a governor or governmental leader. In essence, leadership becomes transferrable across situa-
tions. Notice that such an assumption still exists today. Donald Trump, successful businessman, 
sought to become president of the United States without any prior governmental experience, as 
did Herman Cain, former CEO of Godfather’s Pizza. Both presented the idea that success in the 

Justin Hayworth/Associated Press

▲▲ Donald Trump supports the concept of universal leadership. 
He believes that an individual who is a successful business 
leader will also be a successful political leader. 
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world of business would transfer to effective leadership of a government. In an earlier genera-
tion, military generals—such as President Eisenhower in the 1950s—were often considered to be 
potential governmental leaders. War heroes Wesley Clark and John McCain also sought political 
office based on military achievements.

The second assumption builds from the first: If the ability to lead is universal, then all successful 
leaders must have things in common. Those “things” were assumed to be leader traits and char-
acteristics. This line of thinking became known as the great man theory of leadership. Research 
could then be dedicated to discover the common traits and characteristics of all great leaders 
(notice that being male would be one trait), because the theory was built on the assumption that 
great men, or great leaders, were born that way.

Trait theory became the successor to the great man theory of leadership. It modified the approach 
by suggesting that through experience and learning, leaders can be developed. Still, leader traits 
are physical, and personality characteristics would differentiate leaders from followers (Kinicki & 
Kreitner, 2009, p. 347). 

These early approaches in leadership studies involved the search for universal traits that separate 
effective and ineffective leaders. Table 5.1 displays the traits and characteristics that were studied 
over a period of nearly 60 years.

Table 5.1 Potential traits and characteristics of effective leaders

Physical characteristics Personal traits Personality traits Social traits

height verbal skills ambition empathy

strength wisdom confidence tact

physical attractiveness judgment initiative patience

stamina intellect persistence trust

vitality capacity for work imagination status

Sources: Adapted from Baack, D. (1998). Organizational Behavior. Houston: DAME Publications, p. 282; and Yukl, G. (1981). Leadership in Organizations. 
Englewood Cliffs, NJ: Prentice-Hall.

Clearly, many of these are admirable traits and personal strengths. Unfortunately, a great deal of 
research indicates that they are not universal for successful leaders. They may be found in many 
leaders, but leaders can be successful without them. Further, no one specific, universal trait or 
characteristic is found in every leader.

The Big Five
In more recent times, researchers have discovered the presence of certain traits associated with 
leadership and employee performance on the job. The five-factor model of personality, or what is 
often called the Big Five, suggests that the following factors contribute to the ability to lead:

1. Extraversion. This factor covers a person’s comfort level with relationships. People who are 
extroverts tend to be outgoing, assertive, and sociable. Introverts tend to be reserved, timid, 
and quiet.

2. Agreeableness. This factor refers to the tendency to defer to others. Highly agreeable people are 
cooperative, warm, and trusting. People who are less agreeable tend to be disagreeable, cold, 
and untrusting.
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3. Conscientiousness. This factor refers to reliability. A highly conscientious person is respon-
sible, organized, and persistent. Less conscientious people are easily distracted, disorganized, 
and unreliable.

4. Emotionally stable. This factor refers to a person’s ability to deal with stress. Emotionally stable 
people tend to be calm, self-confident, and secure. Less emotionally stable people tend to be 
nervous, anxious, depressed, and insecure.

5. Open to different experiences. This factor refers to a person’s range of interests and fascination 
with unique experiences and adventures. Open people are creative, curious, and ask many 
questions. People who are less open tend to be conventional, a bit rigid, and like the status quo 
(Goldberg, 1993).

Of these factors, extraversion appears to be the best predictor of managerial performance, due to 
the high degree of social interaction involved (Barrick & Mount, 1991). The Big Five also appeared 
to be closely related to job performance, most notably in the area of conscientiousness. At the 
same time, to be most effective, leaders must recognize the importance of displaying an appro-
priate mix of the Big Five traits, because an overreliance on any one trait can result in less than 
optimal personal and organizational performance.

Attribution Models
Attribution theory is an umbrella term that covers a series of theories. It is based on the concept 
that people cannot see what might be termed the “real world.” Instead, perceptions hold the key to 
what people believe they have observed. These observations lead to attributions, or beliefs about 
cause and effect. A simple attribution would be, “If I eat right and exercise, I will lose weight.” 
Remember, however, that an equally plausible attribution is, “No matter what I do, I can’t lose 
weight.” Both are valid attributions because these perceptions are simply based on an individual’s 
experience of reality.

The attribution model of leadership seeks to discover the cause–effect relationships that apply to 
leaders or potential leaders. It can be summarized as follows:

1. Every individual has what is essentially an implicit theory of leadership, which represents his 
or her thoughts about the nature of, and traits displayed by, effective leaders.

2. Individuals constantly test their own theories and attributions. Figure 5.1 displays such a test.
3. If the test is confirmed, as shown in the two boxes of Figure 5.1, two personal attributions are 

strengthened:

•	 the individual’s belief about the specific person’s ability to lead or not lead
•	 the individual’s attribution about the nature of an effective leader

4. If the test is refuted, as shown in the boxes of Figure 5.1, the individual will

•	  modify his or her theory
•	  ignore the test

The essence of each person’s theory is the observation of behaviors. Most of these behaviors 
reflect leader traits and characteristics. When someone is promoted to the role of leadership, 
elected to a role such as governor or president, or made a high-ranking manager in a company, 
each person decides if that individual “acts like a leader.” Over time, evidence will surface to indi-
cate whether the individual was a success or failure. Those who predicted success and observe 
success experience confirmed attributions. Those who predicted failure and observe failure also 
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experience confirmed attributions. They then believe they were right about the person involved 
as well as their understanding of leadership.

When a test does not reveal accurate results, the attribution is refuted. The person will either 
modify his or her own personal theory to account for new circumstances or simply ignore the 
results of the test. For example, think about the most recent presidential election. You probably 
studied the two candidates and concluded one was the better choice because that individual 
appeared to be the “most presidential,” based on the person’s traits and characteristics. If your 
choice was elected, four years would pass and then you would be able to pass judgment. If you 
predicted that your president would be successful and the country did well during his adminis-
tration, then a confirmed attribution would lead you to say, “I was right about the traits and char-
acteristics a president needs, and I was right when I chose my candidate, because he had those 
traits and characteristics.” Conversely, if your candidate won, but experienced failure over the 
next four years, then the test of your idea was refuted. In that instance, you would either modify 
your views about what is needed to become a successful president or ignore the case, possibly by 
saying, “It was Congress’s fault he couldn’t get anything done.”

On the other hand, if the other candidate won, you would predict failure, because the candidate 
did not display the traits and characteristics you thought were needed. If that candidate did 
indeed fail, another confirmed attribution took place. If, however, the candidate succeeded, you 
would be in the same situation: modify your views on what is needed to become a successful 
president or ignore the case, attributing the success to luck or some other variable.
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The attribution model helps us understand who is most likely to be promoted or moved into a 
leadership role. And this is the person who is perceived as having characteristics of a successful 
leader, especially if that leader was the person being replaced. Unfortunately, many character-
istics associated with effective leadership have no basis in fact. Height, attractiveness, gender, 
race, and other traits have already been discounted as universal leadership qualities (Baack, 1998, 
pp. 283–284; Myers, 1990).

Still, trait theories remain popular to this day. People apparently wish to believe something uni-
versal about leadership exists. To the contrary, effective leaders come in all shapes, sizes, nation-
alities, age groups, levels of attractiveness, and gender. It is not useful to continue with stereotypes 
that hold no basis in fact. There is some evidence, for example, that the Big Five are common in 
effective leaders, although not in every single case. 

Behavioral Theories

The onset of World War II resulted in a series of new leadership research initiatives in the United 
States. The types of theories that emerged have been characterized as the behavioral era of lead-
ership study (Yukl, 1981). Two studies that provided a new foundation to the investigation of 
leadership behavior were conducted at the University of Michigan and The Ohio State University.

The University of Michigan Study
In the late 1940s, researchers at the University of Michigan developed what came to be known 
as the University of Michigan Leadership Model. A team studied the effects of leader behavior 
on job performance by interviewing a number of managers and subordinates. As a result of their 
research, the investigators identified two leadership styles: job centered and employee centered 
(Likert, 1961).

Job-centered behaviors occur when managers pay more attention to the job and related work 
behaviors. Their principal concerns are meeting production goals, keeping costs in line, and 
meeting schedules. The researchers discovered that some manager-leaders tend to focus more on 
tasks and less on their employees.

Employee-centered behaviors take place when managers pay more attention to employee satisfac-
tion and making work groups more cohesive. By focusing on employees’ needs, managers seek 
to build effective and high-achieving work groups. Again, some manager-leaders tend to favor 
employees over the tasks involved. 

The net result was that these studies identified two types of leader behaviors. These categories 
could then be applied to more complex leadership theories over time.

The Ohio State Study
Another study that examined leadership behavior took place at Ohio State University (Stogdill & 
Coons, 1957). From surveys of leadership behavior, two major dimensions of leader behavior were 
identified: initiating structure and consideration (Shartle, 1979).

Initiating	structure is a set of leadership behaviors that organize and define what group mem-
bers should be doing. It involves the efforts the leader makes to get things done, such as providing 
instruction, offering feedback (positive and negative), and rewarding productivity. This dimen-
sion is similar to the job-centered behaviors identified in the University of Michigan study.

Consideration is a set of leadership behaviors that expresses concern for employees by establish-
ing a warm, supportive, friendly climate. This behavior, which is similar to employee-centered 
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behavior identified in the University of Michigan study, is sensitive to employee ideas, feelings, 
and trust.

The Ohio State University study leaders concluded that effective leaders demonstrated both 
initiating structure and consideration. Effective leaders tended to have positive, supportive, 
employee-centered relationships and used group rather than individual methods of supervision 
that encouraged setting high performance goals. At the same time, they were able to focus on the 
accomplishment of tasks.

Situational Theories

In the 1950s, the concept emerged that no single universal style of leadership is effective. Instead, 
leaders can be chosen because they “fit” a situation or can adapt their leadership styles to indi-
vidual circumstances. As a result, theories in this area are known as the situational approaches 
to leadership.

Theory of Leader Effectiveness
Robert Tannenbaum and Warren Schmidt (1973) were among the first to suggest the third key 
leadership variable: effectiveness. Their view of leadership expresses leader style based on the 
delegation of authority. At one extreme, an authoritarian leader retains total control. At the other 

is the leader who pushes for employee par-
ticipation and autonomy. In between, vary-
ing degrees of delegation of authority would 
dictate the amount of production-oriented 
or people-oriented leadership that would be 
most effective.

William Reddin (1970) identified the two 
main dimensions of leadership as being 
relationship oriented and task oriented. In 
a manner similar to the original Ohio State 
studies, Reddin combined the two orienta-
tions to create four outcomes. Reddin pre-
scribed the same concept as Tannenbaum 
and Schmidt—that the potential for effec-
tiveness should determine the mix of task 
and relationship orientation.

To apply the situational approach, consider various situations. A sergeant in the military must 
insist on compliance to regulations and orders. Consequently, the approach that would appear 
to fit would be more authoritarian in nature. In contrast, the director of production of a theatri-
cal play would probably find an authoritarian approach would inhibit creativity and reduce the 
quality of the performance. Instead, the leader would find participation and autonomy to be the 
most valuable. As a leader, your first responsibility is to investigate the nature of the situation you 
are about to manage or lead and then adjust your style to the specifics of that situation. Even in 
the same industry, such as restaurants, degrees of authority might be adjusted for leaders direct-
ing those preparing fast-food meals as opposed to highly talented and creative chefs in high-end 
establishments. 

Alexey Klementiev/© Kuzma/Thinkstock

▲▲ Some situations, such as leading troops in the military, 
require an authoritarian style of leadership. 
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Fiedler’s Contingency Model
Fred E. Fiedler’s (1967, 1974) contingency model also suggests that leadership success depends on 
a match between the leadership style and the demands of the situation. Rather than try to train 
leaders to adapt to a new style, Fiedler believes that leaders should match their styles with situa-
tions that are the best fit.

According to the theory, people’s leadership styles tend to be either task or relationship oriented. 
To determine which style a firm’s leaders tend to exhibit, they may be given a least preferred 
coworker (LPC) test. The test asks respondents to think about the coworker they like the least. 
Then, they are presented with a set of adjective choices from two extremes, such as friendly or 
unfriendly and accepting or rejecting. The more times a respondent answers with a positive adjec-
tive ( friendly, accepting), the higher that leader’s LPC score. Thus people-oriented leaders tend to 
get high scores on the test, and production-oriented leaders get generally low LCP scores. Fielder 
(1967, 1974) suggests that neither style is effective all the time; instead, each is most effective 
when used in the right situation. To effectively diagnose leadership situations, three contingency 
variables must be identified:

1. Leader–member relations. The extent to which a leader has, or does not have, the support and 
loyalty of the work group.

2. Task structure. The extent to which tasks are routine, unambiguous, and easily understood. 
The more structured a task is, the more influence a leader holds.

3. Position power. The degree of power a leader has to reward and punish. More power equates to 
more control and influence.

Using these three dimensions, Fiedler constructed the “dimension of favorability,” as shown 
in Figure 5.2. The research Fiedler and many others conducted led to the construction of the 
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“dimension of effectiveness.” As shown in the figure, at the two extremes, effectiveness is higher 
for production-oriented leaders. In mixed favorability situations, people-oriented leaders become 
more likely to succeed. The concept was that managers should understand their situations and 
then restructure that situation to fit personal leadership styles.

The contingency theory approach generated considerable debate regarding its value. The primary 
complaint was that most leaders would be unable to truly restructure their situations, thus giving 
the theory little practical value. Also, a series of challenges to the research methods were raised.

Contingency theory moved the study of leadership more into the realm of collecting and ana-
lyzing data to support or refute various propositions. It also added to our understanding of the 
conditions under which leaders operate.

Hersey and Blanchard’s Situational Leadership Model
The situational theory leadership model described by Paul Hersey and Ken Blanchard (Blanchard, 
Hersey, & Natemeyer, 1979) reflects how a leader should adjust his or her leadership style accord-
ing to the readiness of the followers. The model suggests that a leader should be flexible in choos-
ing a leadership behavior style and become sensitive to the readiness of the follower. Readiness 
refers to the extent to which a follower possesses the ability and readiness to perform a given task. 
Employees with a high level of readiness require a different leadership style than do employees 
with a low level of readiness. Table 5.2 identifies the possible leadership styles that result from 
different combinations of task-oriented and relationship behaviors.

Table 5.2 Matching situations to leader styles

Situation characteristics Leadership style

High task behavior/low relationship Telling and directing

High task behavior/high relationship Selling and coaching

Low task behavior/high relationship Facilitating and counseling

Low task behavior/low relationship Delegating

A manager who employs the telling and directing style uses one-way communication patterns in 
which the leader tells the follower what, how, when, and where to accomplish various tasks. The 
style best fits when the work to be performed is straightforward and simple, and when the leader 
does not wish to bond or relate to followers.

The selling and coaching style is characterized by the direction the leader provides. The leader 
introduces two-way communication to get the followers to “buy into” decisions. It matches situ-
ations where the work is straightforward and uncomplicated but the leader wants to build bonds 
with followers.

Leaders who display the facilitating and counseling style share decision making with followers, 
because the emphasis is on building relationships. The leader exhibits facilitation behaviors, or 
works to make it easier for employees to make decisions, because the followers have the ability 
and knowledge to perform these tasks.

In a delegating style, the leader basically allows his or her followers to “run the show.” No strong 
relationships are built, and the followers have the ability and are both willing and able to perform 
the task at hand.
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Leaders using the situational leadership approach must be able to implement alternative leader-
ship styles as needed. The model implies that if the correct styles are used in lower readiness 
situations, followers will mature and grow in ability, willingness, and confidence. This allows 
the followers to grow and the leader to become less directive. As you can see, the approach has a 
great deal in common with earlier situational theories. It once again suggests a continuum rang-
ing from a more directive or authoritarian style at one end and a more participative and inclusive 
approach at the other. Leaders must understand the situation at hand to respond correctly and 
achieve the highest levels of performance.

Path–Goal Theory
Robert House (1971) proposed the path–goal theory. It suggests that an effective leader is one 
who clears and clarifies paths for employees to accomplish both personal and professional goals. 
Clearing the path refers to a leader who helps people move toward their goals, removes bar-
riers, and provides appropriate guidelines for accomplishing assigned tasks. House identifies 
four leadership behaviors associated with the theory: directive leadership, supportive leadership, 
 achievement-oriented leadership, and participative leadership.

The directive leadership style is one in which the leader lets employees know what is expected 
by giving directions for how and what to do. The directive leader also maintains standards of 
performance, and clarifies his or her role in the group. Supportive leadership is a style in which 
the leader treats group members as equals by being approachable and by showing concern for the 
well-being of employees. Achievement-oriented leaders set challenging goals, expect a high level 
of performance, and emphasize continuous improvement in performance. Participative leader-
ship involves including employees in decision making, consulting with employees, and imple-
menting employee suggestions when making decisions.

Path–goal leadership theory suggests that a manager should use leadership styles that comple-
ment the needs of the situation. Two contingency factors are employee characteristics and envi-
ronmental factors. Five employee characteristics include focus of control, task ability, the need 
for achievement, experience, and the need for clarity. Two environmental factors are independent 
task structures and interdependent task structures.

In essence, effective managers clarify paths to goals by clarifying jobs and assignments, by under-
standing the goals and desires (including preferred rewards) of employees, and then by reward-
ing successful performance with the items they value. Each employee might express a slightly 
different preference in terms of rewards; therefore, the leader would need to make sure positive 
outcomes are tailored to individual workers when they achieve the desired results. This simpli-
fied explanation of the model explains the primary ways to improve your leadership style (Baack, 
1998, pp. 298–299).

Transformational Leadership Theory

Transformational	 leaders garner trust, seek to develop leadership in others, exhibit self-  
sacrifice, and serve as moral agents. They tend to focus on objectives that transcend the more 
immediate needs of the work group (Dumdum, Lowe, & Avolio, 2002). The following key leader 
behaviors have been identified in the transformational leadership literature:

•	 inspirational motivation
•	 idealized influence
•	 individualized consideration
•	 intellectual stimulation
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Inspirational motivation establishes an enticing vision of the future with persuasive and emo-
tional arguments combined with enthusiasm and optimism. Idealized influence refers to sacri-
ficing for the good of the group, acting as a role model, and displaying high ethical standards. 
Individualized consideration includes providing support, giving encouragement, enabling 
empowerment, and coaching employees. Intellectual stimulation means that transformational 
leaders encourage employees to question the status quo and seek innovative and creative solu-
tions to organizational problems.

The transformational leader exhibits these behaviors, which can result in powerful effects on fol-
lowers and improved outcomes, as described in Table 5.3.

Table 5.3 Transformational leadership effects

Followers and work groups Outcomes

Increased intrinsic motivation, achievement orientation, 
and goal pursuit 

Personal commitment to leader and his or her vision

Increased identification and trust with the leader Self-sacrificial behavior

Increased identification and cohesion with group 
members 

Organizational commitment

Increased self-esteem, self-efficacy, and intrinsic 
interest in goal accomplishment 

Task meaningfulness and satisfaction

Shared perceptions of goal importance Increased individual, group, and organizational 
performance

Transformational leadership theory has gained a great deal of traction in the new millennium. 
Many companies believe finding such leaders and training others in these behaviors are true keys 
to organizational success. In summary, notice that each category of leadership theory has con-
tributed to our understanding of the process. The trait theories indicate that while there are no 
ironclad rules, certain leader characteristics may be desirable in various situations. The behav-
ioral model helps explain how certain individuals end up in leadership roles. The Ohio State 
University and University of Michigan studies teach us that some leaders tend to be more inter-
ested in the job, while other leaders are more in tune with their followers. The situational theo-
ries note that sometimes company circumstances favor task-oriented leaders and at other times 
a people- oriented approach works best. Path–goal theory explains the basic steps to becoming a 
better leader. Transformational leadership theory builds on this idea by establishing relationships 
between various behaviors and eventual organizational outcomes.

 5.3 Leadership and Motivation
Another key aspect of the leading function is motivating workers. Effective leaders motivate indi-
viduals to increase the level, direction, and persistence of effort expended at work. Motivation 
may be defined as what starts behaviors, what maintains behaviors, and what stops behaviors. 
Leaders are interested in inspiring employees to engage in various behaviors. Table 5.4 provides 
some examples.
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Table 5.4 Motivated behaviors at work

Start and maintain Stop

Punctuality (arrive on time) Unhealthy habits (smoking, drugs)

Attendance (arrive every day) Unethical activities

Effort/productivity Conflicts

Cooperativeness Politics

Share information Inattentiveness

To achieve these goals, leaders can take lessons from the many types of theories of motivation. 
Three categories of motivation theories are content theories, process theories, and goal-setting 
theories.

Content Theories of Motivation

Content	theories explain the specific factors that motivate people, most notably in the area of 
human needs. They help explain what drives human behavior, because people will act to fulfill 
unsatisfied needs, especially the ones they feel are the most urgent. Three major content theories 
of motivation include Maslow’s hierarchy of needs, Herzberg’s motivation-hygiene theory, and 
McClelland’s acquired needs theory.

Maslow’s Hierarchy of Needs
Abraham Maslow’s hierarchy of needs (1954) provides an important foundation of leadership 
thinking. The model shown in Figure 5.3 employs a satisfaction-progression approach. A person 
will not progress to the next level of needs until the immediate need has been routinely satisfied.

Lower-order needs include physiological needs, safety needs, and social concerns for belonging-
ness and love. Physiological needs on the job include rest breaks, physical comfort, and reason-
able work hours. Safety needs include safe working conditions, job security, base compensation, 
and benefits. Social needs are met by interactions with friendly coworkers, customers, and a 
supportive supervisor.

The higher order needs include self-esteem and self-actualization concerns. Self-esteem needs 
include responsibility for an important job, being promoted, and receiving praise and recognition 
from the leader. Self-actualization results from creative and challenging work, active participation 
in decision making, and job autonomy. Self-actualization is realized only if an employee performs 
tasks and work that express his or her inner self—the person the individual wishes to become.

Maslow’s hierarchy has been criticized for several reasons. Commentators suggest that the the-
ory does not explain how strongly a need must be satisfied before progression to the next level 
can occur. Others suggest that this order of needs is far too rigid and that many people experi-
ence them in a far different order. For example, some people’s social needs for belongingness and 
love are far more important than self-actualization. Another problem is that Maslow’s hierarchy 
may not be a comprehensive list of needs. Additional needs exist, including the desire or need for 
power. Finally, the theory has been criticized for being too vague and not truly explaining how 
someone would seek to fulfill a need.
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Despite these criticisms, Maslow’s hierarchy built the foundation for other theories of motivation. 
It stresses the roles that needs play in motivation. It seems clear that, in some way, individuals 
seek to meet or satisfy needs through various factors that are present in the workplace.

Herzberg’s Motivation-Hygiene Theory
Frederick Herzberg’s motivation-hygiene theory (1964), also known as the two-factor theory, pro-
posed that work satisfaction and dissatisfaction arise from two different factors. Work satisfac-
tion is associated with motivating factors, and work dissatisfaction comes from hygiene factors. 
Hygiene factors are those things not directly related to the actual work done, but they play a criti-
cal role in either creating or preventing employee dissatisfaction. Table 5.5 presents the hygiene 
factors and the motivation factors.

Table 5.5 Herzberg’s two-factor theory

Hygiene factors (dissatisfiers) Motivators (satisfiers)

Wages Achievements

Hours Recognition

Working conditions Chance for advancement

Supervisory practices Responsibility

Rules and procedures Meaningful work
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The factors leading to job satisfaction are separate and distinct from those leading to job dissat-
isfaction. Leaders who eliminate factors that create job dissatisfaction may bring about peace but 
not necessarily motivation. They may be attempting to appease rather than motivate the work 
force. When these factors are satisfactory, employees will not be dissatisfied; neither will they be 
satisfied. The term hygiene was chosen with a hospital in mind. A clean and germ-free hospital 
does not necessarily make you well; however, an unsanitary hospital can make you sick. The best 
leaders can hope for with the hygiene factors is to keep them neutral. In other words, a company 
that offers fair wages and has a reasonable vacation policy likely will not contribute to an employ-
ee’s dissatisfaction, whereas the absence of these factors is likely to cause employee dissatisfaction.

In contrast, the factors associated with the work itself are those that inspire motivation in work-
ers. Herzberg believed employees find these characteristics intrinsically rewarding. One manage-
ment program that can help build motivators, job enrichment, is designed to add higher levels of 
the motivators to jobs. Job enrichment involves increasing the amount of the following charac-
teristics in jobs:

 Skill variety Number of skills used to perform the job 

  Task identity  Degree to which the work constitutes something “complete and 
identifiable”

 Task significance Degree of human interaction

 Autonomy Ability to work without supervision

 Feedback Knowledge regarding performance

As you can see, all these factors would contribute to an employee’s finding the work more exciting 
or challenging. Herzberg believed motivation would result from incorporating them into every 
job possible.

The two-factor motivation-hygiene theory has been criticized for assuming that motivation and 
satisfaction are the same thing. In reality, it is possible to be either unmotivated and satisfied 
or motivated and dissatisfied. The theory does not account for those circumstances. Also, the 
data was collected from a sample group of professional engineers and accountants. Many have 
speculated that if Herzberg were to ask the same research questions of a different group, such as 
unskilled or semiskilled blue-collar workers, the answers might have been quite different.

The motivation-hygiene theory does explain many factors that make people unhappy on the 
job. Leaders and managers can work to eliminate these issues and find other means to motivate 
employees. Herzberg’s recommendation would be to make each job more interesting and chal-
lenging, and many management experts agree with such a recommendation.

McClelland’s Acquired Needs Theory
David McClelland developed another motivation theory that is also based on individual needs: 
the acquired needs theory. The need for achievement is the desire to do something better or 
more efficiently to master complex tasks. The need for power is the desire to control other people, 
to influence that behavior, or to be responsible for them. The need for affiliation is the desire to 
establish and maintain positive and supportive relationships with other people. People develop 
these needs over time through individual life experiences.

For leaders, the implications of these needs are found in three areas. First, high needs for 
achievement are associated with performance on the job. McClelland believed it was possible 
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to instill greater needs for achievement within workers by using the proper training techniques 
(Heckhausen & Krug, 1982). Second, people should be placed on jobs that match their levels of 
need for achievement, power, and affiliation. Someone who has high affiliation needs should work 
with people. Someone with achievement needs will be more successful in a job that provides 
consistent feedback. Third, managers can create challenging task assignments and goals in order 
to build goal commitment. This effort, in turn, leads to higher levels of performance (Kinicki & 
Kreitner, 2009, p. 147).

Process Theories of Motivation

Process theories of motivation explain how reasoning processes are associated with motivated 
(and unmotivated) behaviors. People need to see “what is in it for them” and have a sense that 
fairness is extended to all involved. Two major process theories include Adams’s equity theory 
and Vroom’s expectancy theory.

Adams’s Equity Theory
The equity theory of motivation was developed by J. Stacy Adams (1963). The premise of the the-
ory is that perceived equity or inequity plays a major role in motivational processes. The theory 
may be explained in five steps.

Step one. At work, people exchange inputs for outputs. Inputs are the elements workers trade to 
the organization, such as time, effort, training, and creative ideas. Outputs are what the organiza-
tion trades to workers in the forms of pay, praise, the chance to be promoted, challenging work, 
and other items.

Step two. People have a natural tendency to compare themselves to one another. At work, one 
special comparison will be made with a referent other, who has been singled out.

Step three. The nature of the comparison is between input-output ratios, as follows:

 Inputs of employee  Inputs of referent other  versus 
 Outputs of employee  Outputs of referent other

Step four. If the comparison of input-output ratio seems in balance, equilibrium, or equity, then 
behavior will be maintained. In essence, motivation continues when employees believe they are 
being treated fairly or equitably.

Step five. If the comparison of input-output ratio seems unequal or inequitable, then there will be 
a strong motivation force to reestablish equilibrium. To restore equilibrium, employee behaviors 
can be adjusted in various ways, including the following:

•	 Change work inputs by putting less effort into their jobs.
•	 Change work outputs by asking for better treatment, a pay raise, or other rewards.
•	 Attempt to change the work outputs of a referent other, causing the individual to give lesser 

or greater effort.
•	 Change the comparison by finding ways to make things seem better.
•	 Change the situation by transferring from the job or quitting.

Effective leaders anticipate perceived negative inequities whenever rewards such as pay or pro-
motions are allocated. Instead of letting inequities get out of hand, they carefully communicate 
the reasons for giving out the rewards. For example, think about a situation in which your friend, 
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who manages a local ice cream parlor, invites you to work part-time hours at a rate of $7.50 per 
hour. The job’s responsibilities include waiting on customers, helping to stock items, and cleaning 
and closing the store at night. Your friend earns $9.00 per hour, but she also takes care of payroll, 
hiring and firing workers, purchasing advertising for the store, attending community events, and 
other managerial activities. In that situation, the comparison of inputs to outputs yields a percep-
tion of equity, that the difference in pay is fair based on your friend’s additional responsibilities. 
In that situation, you would be content to maintain your level of effort.

If, however, you discovered that one of your coworkers, who you consider to be a real slacker, 
earns $8.00 per hour, then suddenly inequity exists. Your response might be to give less effort, to 
ask for a raise, to give your coworker a hard time about “doing his fair share,” by reconsidering his 
level of effort and productivity and concluding that the differences aren’t that big, or by looking 
for another job and eventually quitting.

Equity theory explains when behavior is maintained on the job (equity) and when dissatisfaction 
leads to negative outcomes (when inequity is present). As a manager-leader, your job is to create 
circumstances in which all employees believe they are being treated fairly. You probably will pay 
special attention to your most valuable employees, making sure that their sense of equity is satis-
fied. After all, they are the people you are most interested in keeping.

Critics point out that people often make unreasonable comparisons. Suppose that someone in 
your store is comparing his rate of pay to a friend’s salary in a union shop, where wages are much 
higher. The comparison is not reasonable, yet the person becomes dissatisfied because he believes 
that things are inequitable. Managers can do little to resolve these sorts of conclusions based on 
false assumptions.

Also notice that part of the theory says a person may change his or her comparison points. In 
other words, the individual might reappraise the situation and reach an entirely different conclu-
sion. This process may lead a person to perceive inequity for a time and then change his or her 
mind and decide that things are equitable after all. Once again, this behavior creates complica-
tions for managers seeking to motivate employees.

Vroom’s Expectancy Theory
Victor Vroom (1964) introduced the expectancy theory of motivation, which asks the question: 
What determines the willingness of an individual to work hard on tasks important to the orga-
nization? Vroom posited that people will do what they can do when they want to do it. Three 
expectancy factors affect motivation:

•	 Expectancy	(E). An employee’s belief that working hard will result in a desired level of task 
performance being achieved.

•	 Instrumentality	(I). An employee’s belief that successful performance will be followed by 
rewards and other desirable outcomes.

•	Valence	(V). The value an employee assigns to the possible rewards and other work-related 
outcomes.

Vroom suggests that for motivation to be present, expectancy, instrumentality, and valence must 
all be present at the same time. In other words:

 Motivation = E × I × V

If any of the three expectancy factors were missing, zero motivation would be present. The 
higher the values of E, I, and V, the more powerful the motivational force becomes. Leaders 
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can take advantage of the principles of expectancy theory by understanding worker valences 
(knowing what employees value); clarifying the work situation (making it seem more likely to 
the employee that successful performance is possible); and rewarding successful performance 
with the valences held by employees. Expectancy theory has received a great deal of favor-
able research results. Leaders enjoy the benefit of an easy-to-apply system of motivation using 
the theory.

M A N A G E M E N T  I N  P R A C T I C E

Expectancy Theory

As an example of expectancy theory, suppose that a manager in a local food establishment works 
directly with four employees. The four employees have widely different goals for the job. One only 
wants to pick up a paycheck, because he attends college as well. A second wants to learn the 
business, because someday she hopes to open her own restaurant. The third wants to make as 
much money as possible, because he is helping to support a family. The fourth wants to have fun 
and make friends because she is still in high school, works for spending money, and has strong 
social needs.

As a manager, you should notice that each employee expresses different valences. Your role would 
be to tailor rewards to each person’s desired outcome. Then, you should clear the path to those 
rewards by establishing clear expectations about how to do the job well and by providing consistent 
feedback, both when employees perform well and when they make a mistake. Then, it would be 
your responsibility to make sure that those employees who achieve and do their jobs correctly and 
at high levels receive the rewards they desire. The first simply wants to keep matters as uncom-
plicated as possible and may wish to have certain nights free to study for exams or prepare term 
papers. The second craves additional instruction and insight into the restaurant business, which can 
be delivered with one-on-one coaching sessions. The third can be taught methods for receiving the 
best tips and other ways to earn extra money, including being assigned to shifts when the restau-
rant is the busiest. The fourth can be moved into situations where she works with her friends and 
engages with the public. These four rewards should then result in the best performance possible for 
all four workers, so long as you carry out the other aspects of the theory.

Further consider the relationship between expectancy theory in this section and the leadership 
theories discussed in Section 5.2. Many elements of path–goal theory correspond to the ideas put 
forth in expectancy theory. Both stress the importance of relations between the manager-leader 
and the followers. Strong, positive relationships lead to increased motivation in the employee and 
successful outcomes for the leader.

Discussion Questions 

1. Describe the connections that you observe between expectancy theory and the path–goal the-
ory of leadership.

2. Explain how you would connect all three elements of expectancy theory (valences, instrumental-
ity, expectancy) to your efforts in managing each of the four employees described in this section.

3. Can you identify any problems or complications that would keep you, as a manager, from using 
expectancy theory in this situation?
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Locke’s Goal-Setting Theory

Goals in the form of clear and important performance targets are the basis of Edwin Locke’s 
(1968) goal-setting theory. A goal is the object or aim of an action; it is what an individual is try-
ing to accomplish. The theory is based on the premise that task goals can be highly motivating if 
they are properly set and well managed. Goal-setting theory includes four concepts:

1. Goals direct attention toward relevant activities and away from unnecessary activities.
2. Goals regulate effort by focusing on the most important action to be taken.
3. Goals increase persistence, leading the worker to stay on task.
4. Goals foster the development and application of task strategies and action plans.

Goals clarify performance expectations, establish a frame of reference for feedback, and provide 
a basis for self-management. In these ways, Locke believed that goal setting can enhance work 
performance and job satisfaction.

A key component of the theory is that managers and leaders must work with others to set the right 
goals in the right ways. Goals must be difficult but achievable, specific, measurable, realistic, and 
timely. It is important for both the leader and follower to participate in setting the desired goals.

A substantial amount of research supports goal-setting theory. One system companies use to 
establish and support goal setting for all employees is management by objective. This is a par-
ticipative goal-setting program in which supervisors and employees negotiate goal lists and 
performance objectives on an annual basis. In general, effective leaders inspire motivation by 
understanding worker needs and helping employees satisfy those needs by creating a supportive 
work environment. Leaders know that workers compare themselves to one another. In response, 
effective leaders strive to make the reward system as fair and equitable as possible. Effective 
leaders comprehend the relationship between knowing what workers want, showing them how 
to effectively complete assigned tasks, and rewarding successful employees with the things they 
want. Goal-setting systems allow leaders to establish meaningful performance targets and reward 
subsequent performance. A program such as management by objectives can institutionalize the 
goal-setting process throughout the organization.

Relationships Between Theories

In case you are wondering if it is possible to incorporate all of these ideas into a systematic 
approach to leading, the answer is yes. Effective managers take concepts from each of these theo-
ries and models and apply them to their own situation, organization, and followers.

The primary approaches to leadership include traits and characteristics models, people and pro-
duction (behavioral and situational) theories, and more recent views including path–goal theory 
and transformational leadership theory. The common ground for all these theories resides in two 
basic notions. First, some leaders are especially talented at working with people in various ways, 
either through displays of traits and characteristics that are people centered, by helping people 
achieve the best outcomes by clarifying paths for them, or by leading people by setting a trans-
formational example. Second, the leadership theories note the role that work performance plays. 
Effective leaders display the traits and characteristics that guide people to achieve at higher levels. 
They clarify paths related to effective performance, and they challenge others to do their best 
through the transformational skills they exhibit. Perhaps the original Ohio State study authors 
said it best: Effective leadership has both job-centered and people-centered components.



Summary Chapter 5

The motivational theories include those oriented to needs, those that focus on thought processes, 
and those that focus on goals. Once again, these theories have common bonds. Needs are quite 
similar to valences in that both express a positive desired outcome experienced by an employee. 
One such need or valence would be feeling that you are treated fairly. Another would result from 
the sense of personal satisfaction associated with achieving your goals. In other words, each of 
the categories of motivation theories focus on doing things that fulfill basic desired outcomes 
(satisfy a need, achieve a valence, have a sense of being treated fairly, or reach personal goals).

As a result, connections between leadership theories and motivational theories can be readily 
drawn. An effective, people-centered leader takes the time to understand what his or her workers 
want. This includes knowing about basic employee needs, fine-tuning a leading style to incorpo-
rate individual valences into a reward system, and treating people fairly and equitably. Finally, the 
good leader knows that only when promises are kept will the people under his or her direction be 
motivated. There is nothing worse than a leader who holds out a reward for desired performance 
and then does not deliver the reward when the follower succeeds or achieves a desired outcome. 
There is nothing better than a consistent leader who always delivers what he or she promises to 
employees who succeed.

Then, an effective job-centered leader can tie concepts regarding rewards and need fulfillment 
with methods designed to improve job performance. The leader delivers quality instruction, cor-
rects errors in a positive fashion, seeks employee involvement in improving the work process, sets 
clear, meaningful, and achievable goals, and takes other steps to make sure each individual can 
perform at the highest level. Chances are, if you do these things, you will be perceived as having 
the traits and characteristics of an effective leader.

Summary
Leading, in a business context, consists of all activities undertaken to help people achieve the 
highest level of performance. These include using power, applying leadership theories, and pro-
viding motivational approaches. Leading also includes establishing effective teamwork and com-
munication systems. Two differences between leading and managing are that managing focuses 
on coping with complexity while leadership emphasizes coping with change.

Power is control over formal and informal means of influence. Within organizations, five sources 
of power, or means of influence, that leaders may use include legitimate, reward, coercive, expert, 
and referent power. Additional sources of power include closeness to production, serving as a 
boundary spanner, and control over items such as budgets and status symbols in the organization.

Leadership entails influencing behaviors in organizations. Trait theories of leadership assumed 
that the ability to lead is universal or transferrable across situations. Further, if the ability to lead 
is universal, then all successful leaders must have things in common. Unfortunately, no single 
trait or characteristic applies to every successful leader, although the Big Five characteristics are 
somewhat able to predict employee performance and the potential ability to lead. Attribution 
models help us understand who is most likely to be promoted into a position of leadership 
and why.

Behavioral theories of leadership identified two tendencies: job-centered and employee-centered 
activities. Situational and contingency leadership theories add the concept of effectiveness, sug-
gesting that leaders can be adapted to each unique organizational circumstance. Path–goal theory 
argues that effective leaders understand the things workers value, clarify paths to performance, 
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and reward employees who succeed. Transformational leaders garner trust, seek to develop lead-
ership in others, exhibit self-sacrifice, and serve as moral agents by focusing on activities that 
include inspirational motivation, idealized influence, individualized consideration, and intellec-
tual stimulation.

Content theories of motivation explain how needs result in employee behaviors. Maslow’s hier-
archy notes five stages of motivation. Herzberg’s two-factor theory notes items that satisfy and 
dissatisfy employees.

Process theories of motivation explain how reasoning processes are associated with motivated 
and unmotivated behaviors. Equity theory explains how perceptions of fairness create either 
satisfied or dissatisfied employees, along with potential responses to circumstances when ineq-
uity occurs. Expectancy theory suggests that motivation results from a combination of valence, 
expectancy, and instrumentality, when all three factors are high. 

Locke’s goal-setting theory suggests that task goals can be highly motivating if they are properly 
set and well managed. A system that supports goal setting is management by objectives.

The concepts presented in this chapter have many common elements. Effective leaders use power 
in constructive ways. They understand that both people and production are important. They 
use their talents to understand each person’s goals and desires, knowing that these outcomes 
can become part of a motivational system that will achieve at the highest levels. These tactics 
increase the perception that the potential leader has the transformational traits and characteris-
tics needed to succeed at all levels in the organization and beyond.

C A S E  S T U DY

Who’s Next?

Jim Logan was at the end of a long and successful career as an entrepreneur and manager. He 
started his business 30 years earlier by purchasing what was a small brokerage service for farm ani-
mals (farm futures, plus auctions of cattle and horses) and turning it into a significant Midwestern 
empire. The firm had expanded into shipping, oil futures, chemical products, trucking, and several 
smaller ventures.

The eclectic nature of the operation had taught Jim the value of delegating, although he kept an 
eye on all activities. He was quick to demand a full report if a problem developed. He often made 
firsthand inspections and conducted one-on-one meetings when he was told a difficulty was evolv-
ing with any one of his subsidiaries. At the same time, he was not known as a dictator. He did com-
mand respect due to his expertise and manner of treating employees.

Jim’s style of leadership was based on delegation and rewards. He paid his “lieutenants” handsome 
salaries for their loyalty and expertise. The company offered a bonus plan based on departmental 
return on investment. Any dishonest or unethical tactics received harsh treatment. Jim wanted only 
positive publicity for the company.

As he pondered retirement, Jim knew the biggest issue was to choose a successor. None of his 
children were interested in the job. Jim had four viable candidates: Marcie Benson, Vincent Will, 
Richard Jorgenson, and John Cullen.

(continued)
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Marcie Benson was the youngest of the group at 47. She had single-handedly broken down the 
company’s “good old boy” network. She held a powerful role as director of Logistics. She was 
a strong advocate for women, minorities, and any other person she deemed underutilized. Her 
efforts had resulted in tremendous profits for the company. She had won several community 
awards.

Marcie was small and dynamic. She tended to see the world in terms of accomplishment. She was 
kidded for “keeping score” on every front. Her manner was direct and to the point. She was not 
prone to smiling or laughing, although Jim had been told that, away from work, Marcie was a com-
pletely different person. Marcie was also the classic team player, able to subsume her own ego for 
the betterment of the group. Her technical skills were excellent.

Vincent Will was a technocrat. His understanding of computers and systems exceeded everyone 
else’s. Vincent was impatient with people who failed to understand his systems. On the other hand, 
he had bailed out people who had made mistakes and saved the company from several major prob-
lems with their computer systems.

Vincent was 53 years old. He held a master’s degree in computer science. He was a workaholic 
with limited interpersonal skills. His technical skills, combined with his knowledge of the company’s 
operations, made him a finalist for the CEO position.

Richard Jorgenson was 51 years old. He was probably the most different from Vincent Will. Richard 
was director of Sales, a loose title that matched his fluctuating job description. Richard was a 
people person, gifted at making people feel comfortable and happy. His style worked well with 
members of the sales force who were willing to put in long hours to keep things moving. Richard 
rewarded his staff with happy hours that included lunches, dinners, and small parties that he paid 
for out of his own pocket.

Richard was quick moving, funny, and a back slapper. Some considered him a chauvinist, because 
he used lots of “Little Missy” type language when dealing with female employees. Jim found it 
interesting that Marcie Benson reported having “no problem” with Richard, because he was will-
ing to identify talented, successful female sales reps and promote them to supervisory positions. 
Richard’s other liabilities included inattention to detail and less sophisticated understanding of 
how the organization functioned. Employee loyalty and human relations skills were his strongest 
selling points.

John Cullen was Jim’s right-hand man. Most employees assumed John would be the successor, 
because he had the most complete knowledge of how Jim ran the firm. John was 63 years old, 
however, and on the verge of retirement. He had experienced one heart attack and openly talked 
about moving on. At the same time, he had more than once voiced his pleasure at the idea of being 
able to “take the reins” for a time.

On the surface, John seemed to be the ideal choice as a transitional leader. He was mature, intel-
ligent, experienced, and good with people as well as a tremendous organizer and implementer. 
Because he was approachable and easygoing, John was also probably the most popular senior 
staff member.

Jim knew each candidate would be surrounded by high-quality senior staff members who would 
help keep the company running smoothly. He also had time to train the new CEO. After speaking 
with the people in human resources and formulating a series of criteria, Jim was ready to make 
the choice.

(continued)
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Key Terms
consideration	 A leadership behavior that expresses concern for employees by establishing a 
warm, supportive, friendly climate.

content	theories	 Explanations of the specific factors that motivate people, most notably in the 
area of human needs. 

expectancy An employee’s belief that working hard will result in a desired level of task perfor-
mance being achieved.

goal	 What an individual is trying to accomplish; the object or aim of an action.

initiating	structure	 A leadership behavior that organizes and defines what group members 
should be doing.

instrumentality	 An employee’s belief that successful performance will be followed by rewards 
and other desirable outcomes.

leadership	 Influencing behaviors in organizations.

power	 Control over formal and informal means of influence.

transformational	leaders	 Individuals who engender trust, seek to develop leadership in oth-
ers, exhibit self-sacrifice, and serve as moral agents; they focus themselves and their followers 
on objectives that transcend the more immediate needs of the work group.

valence	 The value an employee assigns to the possible rewards and other work-related 
outcomes.

Critical Thinking
Review Questions

1. Define leading, and explain how it is different from managing.
2. What is power, and what are the five main sources of power?
3. What are the four main categories of leadership theories?
4. Name the three trait theories of leadership.
5. Explain how someone deals with a confirmed and a refuted test when using the attribution 

theory of leadership.
6. What two schools are associated with the behavioral theories of leadership?

Discussion Questions

1. Apply the trait theories of leadership to the four candidates.
2. Apply the contingency theories of leadership to the four candidates.
3. Apply the transformational theory of leadership to the four candidates.
4. What are the communication styles of the four candidates? Which is best for this position?
5. Which candidate appears to have the best team-building skills? Which would have the worst?
6. Which person should Jim choose? Defend your answer.
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7. Name the situational theories of leadership.
8. What are the four styles of leadership in the Hersey and Blanchard situational leadership 

model?
9. What are the four styles of leadership in path–goal theory?

10. Define motivation.
11. What are the five needs in Maslow’s hierarchy?
12. What are the two factors in Herzberg’s theory, and how do they influence workers?
13. What three needs are present in McClelland’s need theory?
14. What are the five steps in Adams’s equity theory?
15. What three motivational factors are present in expectancy theory?
16. Explain the relationships between goals and motivation in Locke’s approach.

Analytical Exercises

1. Explain whether each of these activities is an example of leadership or management:

•	 creating a budget
•	 making a speech to employees about a vision for the future
•	 setting the goal to hire four new high-quality employees
•	 comforting an employee who has just lost a loved one and was informed at work

2. Three tactics employees use to gain power include acclaiming, visibility, and impression man-
agement. Acclaiming is taking credit for someone else’s work or success. Visibility is mak-
ing sure you are seen with the right people and in the right places. Impression management 
involves manipulating people to think you hold greater status than you actually possess. Relate 
these tactics to the sources of power described in this chapter.

3. Name five personal traits that you believe would make you an effective leader. Ask three of 
your friends or classmates to make a similar list about you. Does your list agree with their list? 
What can you learn from this?

4. How do the concepts provided in the attribution model of leadership explain why it is harder 
for women and minority group members to be perceived as having “leadership potential”?

5. What common elements are present in Hersey and Blanchard’s situational leadership model, 
path–goal theory, and transformational leadership theory? How do these theories differ from 
one another?

6. Are there any common elements in Maslow’s hierarchy of needs, Herzberg’s motivation-
hygiene theory, and McClelland’s need theory? How are they related? What are the primary 
differences between the three theories?

7. Explain how the concepts contained in Locke’s goal-setting theory can be incorporated into 
Vroom’s expectancy theory. Explain how the concepts in Adams’s equity theory can be incor-
porated into expectancy theory.



The Leading Function: Groups, 
Teams, and Communication

Learning Objectives

After completing this chapter, you should be able to:

•	 Identify the differences and similarities between groups and teams.
•	Establish and successfully direct groups and teams.
•	Communicate effectively with others.
•	Manage organizational communication systems effectively.

6

Digital Vision/Photodisc/Thinkstock



Introduction Chapter 6

   6.1 Introduction
Chapter 5 described three major components of the leading function: power, leadership, and 
motivation. This chapter examines two additional factors that play major roles in the degree 
of success a manager achieves. The first, leading groups and teams, requires specific types of 
skills for coordinating the activities of others. The second, communication, is the glue that holds 
together groups and teams, as well as the entire organization.

In the first section of this chapter, we look at the differences and similarities between groups and 
teams. Next, we consider techniques for building effective teams. In the following section, we 
examine the nature of individual communication. Finally, we examine methods for effectively 
managing communication systems within organizations.

M A N A G E M E N T  I N  P R A C T I C E

The Changing Communication Landscape

The past three decades have witnessed an explosion of new technologies designed to connect 
people in various ways. Face-to-face interactions with people around the world are now possible by 
simply pressing a key. In a variety of ways, these new patterns of communication influence many of 
the topics described in this chapter.

First, the immediacy of available information and interaction has increased the pace of business. 
Online connections, by allowing access to all forms of data, offer the potential to speed up busi-
ness activities ranging from research to the 
coordination of complex tasks. Many proj-
ects can be examined in real time, thereby 
shortening the time from idea develop-
ment to final implementation. Second, 
workers interact in new ways via various 
personal communication devices. A decade 
ago, many companies began to integrate 
email systems into management programs. 
Intranets and other forms of communi-
cation replaced letters, memos, faxes, 
and other more outdated technologies. 
Currently, companies communicate with 
both internal and external publics in innova-
tive new ways.

From the bakery that sends out tweets 
notifying customers that a new batch of 
goodies is just leaving the oven to the 
Twelpforce social media team that interacts 
with consumers at Best Buy, technology 
has shifted the customer–salesperson interaction. Further, dissatisfied customers can more quickly 
reach out to a wide audience to register complaints about a company. Many organizations, such 
as Southwest Airlines, have social media monitors who respond to problems as quickly as possible. 
Further, many managers have discovered that younger employees are far more comfortable send-
ing instant messages to notify the company that they are sick or will be late to work. Several major 

(continued)
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▲▲ Advances in technology have made interactions 
with people around the world faster and easier 
than ever. 
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   6.2 Groups and Teams
A common misconception about groups and teams is that they are the same thing. That is not 
the case. A group consists of a collection of people, and a team is a unit of collective performance. 
Let’s look more closely at the differences and similarities between the two.

Groups

A group consists of two or more people interacting who share collective norms and goals as 
well as a common identity. For example, a group could be a collection of 12 employees meeting 
to exchange information about how various company polices or procedures will affect them. In 
business organizations, employees routinely encounter group activities. Two types of groups are 
found in various companies: formal and informal.

Formal Groups
A formal	group is established by the organization and seeks to achieve company goals and objec-
tives. You can find evidence of the existence of a formal group in company documents, including 
an organization chart, a management directive to form a group, or group meeting minutes. Three 
common types of formal groups are work groups, committees, and project groups.

A work group consists of individuals who routinely perform organizational tasks. Work groups 
are identified by an organizational chart. In a newspaper company, work groups likely would 
be formed for the sports department, the local news, and the national/international news desk. 
Accountants and production employees also are included in work groups around their assigned 
responsibilities. A work group is sometimes known as a command group.

organizations, including IBM, now use social media venues as key methods to make contact with 
individual workers.

Team and group interactions have been equally changed by innovative technologies. Workers 
can complete tasks from remote locations (such as through virtual teams, described in this chap-
ter). Instant contacts have moved many team meetings away from conference rooms and into 
new spaces.

Informal groups communicate via these same tools. Friendships are formed and people follow 
one another through Facebook and other pages. Gossip travels in new ways. Managers are faced 
with the challenge of responding to these new methods of interaction, making sure negative 
rumors do not spread widely and quickly to ruin an innocent employee’s reputation or standing in 
the company.

The future of leading teamwork and communication appears to hold a wide array of new opportu-
nities to improve business functioning. At the same time, company leaders will need to be vigilant 
to ensure such technologies are not abused or used in malicious ways.

Discussion Questions

1. How can fast-moving communication negatively affect an employee via a rumor? What about a 
company?

2. In what ways can social media be used to improve the workplace environment?
3. How can social media be used to improve relationships between top-level managers and first-

line employees?
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Committees are groups assigned to various company operations and processes. Normally, com-
mittees are ongoing groups, such as the set of individuals assigned to the workplace safety com-
mittee or the employee benefits committee. Members of committees often have temporary 
assignments, such as a one- or two-year term, after which someone else takes the position within 
the group.

Project groups, or task forces, oversee a project or assignment until it is completed. A task force 
may be assigned to write a report about a disaster such as a fire or accident in a plant. A project 
group may be designated to redesign the interior of a retail store. Another project group may be 
asked to develop and bring a new product or service to the marketplace. In each instance, the 
group disbands after completing the assignment.

Informal Groups
An informal	group emerges without the endorsement of organizational leaders and does not 
have a designated structure or work toward organizational goals other than socialization and 
friendship (Shirky, 2004). These associations are sometimes referred to as friendship groups. 
Three forces tend to bring informal groups together: activities, shared sentiments, and interac-
tions (Homans, 1950).

Activities drive the formation of many informal groups. They range from small groups that rou-
tinely play cards together during breaks to more elaborate company volleyball, softball, or bowl-

ing teams. A “lunch bunch” that meets every day for 
meals has formed around an activity.

Shared sentiments suggest that people make friends 
with and socialize with others who have the same 
value sets. Some groups form due to political simi-
larities. Others revolve around religion. In some 
instances, groups of single mothers or company bach-
elors may form.

Interactions result from close physical associations. 
People who work on the same floor of an office build-
ing are more likely to socialize and form friendships. 
Those who labor at a remote location of a company 
may also band together into an informal group.

Group Members
Formal and informal groups consist of four types of 
members: the leader, opinion leaders, members in 
good standing, and the gatekeeper. The leader directs 
group activities. Formal leaders are assigned by the 
organization, as opposed to informal leaders, which 
emerge based on the group’s wishes. Opinion leaders 
are those group members who are most closely aligned 
with the leader. The name comes from their willing-
ness to express group values. Members in good stand-

ing are individuals who are included in the group but do not share in any leadership function. 
The last member, the gatekeeper, is one of the first three types: leader, opinion leader, or member 
in good standing. The gatekeeper determines who will and will not be included in the group. At 
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▲▲ Informal groups can form around an activity, 
such as eating lunch together.



Groups and Teams Chapter 6

times, the entire group rather than a single individual may carry out the gatekeeping function 
(Cartwright & Zander, 1953).

Teams

A team consists of a small group of people, with complementary skills, who work together to 
achieve a common purpose and hold themselves mutually accountable for accomplishing certain 
goals. The essence of a team is a common commitment. One similarity of teams and groups is 
that both normally consist of from 2 to 10 employees. Both have leaders, opinion leaders, mem-
bers in good standing, and provide a gatekeeping function. Both also seek various types of social 
and organizational goals.

The differences between teams and groups occur in the area of unit performance. Groups 
evolve into teams under the proper circumstances. A leader can tell the difference by observing 
instances of shared sacrifice and commitment to the group’s success by individual members. A 
group becomes a team when the following criteria are met (Katzenbach & Smith, 1999):

•	 Leadership becomes a shared activity.
•	 Accountability shifts from strictly individual to both individual and collective.
•	 The group develops its own purpose or mission.
•	 Problem solving becomes a way of life, not a part-time activity.
•	 Effectiveness is measured by considering the group’s collective outcomes and products.

Effective teams begin with the right number of members. Too few members create problems in 
terms of assigning tasks that members will be required to undertake. Too many members lead 
to breakdowns in communication and the inclusion of additional personal agendas, which can 
lead to conflict. The most common types of teams employed in today’s workplace include cross-
functional teams, virtual teams, and self-managed teams. 

Cross-Functional Teams
Organizations today emphasize horizontal integration, problem solving, and information sharing. 
They also attempt to eliminate the tendency of workers to work in silos, or groups of individuals 
who are from the same department or perform the same type of work, because a silo prohib-
its communication across departments within the organization. Members of cross-functional 
teams come together from different functional areas of the organization to work on a particular 
problem or task and work together to reach company goals. They share information, explore new 
ideas, work toward creative solutions, and do not limit their ideas to their own functional areas.

Virtual Teams
The use of the Internet and specially designed software can support meetings between geograph-
ically dispersed employees. Virtual teams employ Internet and digital technologies (such as an 
intranet, web conferencing, teleconferencing, and videoconferencing) to achieve common goals, 
such as collaboration, sharing information, solving problems, and scheduling activities. Virtual 
teams are formed for short-term projects as well as long-range, ongoing issues.

Organizations create virtual teams to reduce travel costs and allow people from remote locations 
to collaborate. They are flexible in the sense that meetings can be arranged fairly quickly, espe-
cially when compared to the time spent traveling to a distant place. Both Volvo and Lockheed 
Martin have discovered the advantages of these types of teams (Ante, 2003; Naughton, 2003).
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Virtual teams have three limitations, two of which reduce their ability to take on team-like char-
acteristics. First, in virtual face-to-face meetings (conducted using webcams and microphones), 
paraverbal cues (voice tone and inflection) and nonverbal cues (eye contact, distance, gestures, 
and facial expression) cannot as easily be transmitted. This limits the richness of communica-
tions between members. Second, socialization is reduced. As meetings conclude and members go 
on to other work, they sign off the meeting website. They cannot remain “in the room” to discuss 
issues and fraternize. The third problem associated with virtual teams is that members must 
meet at differing times, depending on location. A meeting that begins at 4:00 p.m. in San Diego 
is taking place at 7:00 p.m. in New York, a time when most people have left the office. Scheduling 
becomes even more problematic for international virtual meetings.

Perhaps a better name for this type of operation would be a virtual group, because virtual col-
laborations do not generate the same trust level and member interdependence that are found in 
actual teams. At the same time, virtual teams with members from widely dispersed locations can 
deal effectively and efficiently with issues in a timely fashion. Consequently, their use has grown 
in popularity in many larger companies. The increasing internationalization of business has also 
led to increased usage of virtual teams.

Self-Managed Teams
Self-managed work teams are groups of employees who perform highly related or interdependent 
jobs and take on many of the responsibilities of their former supervisors. These responsibilities can 
include planning and scheduling work, assigning tasks to team members, controlling the pace of 
the work, making operating decisions, and taking action with problems. Things to consider when 
introducing self-managing teams are strength and makeup of team norms, the types of tasks the 
team undertakes, and the reward structure, which can affect how well the team performs.

Stages of Team Development

Both groups and teams go through stages of development. One theory proposes five stages of 
development: forming, storming, norming, performing, and adjourning (Tuckman, 1965). Let’s 
look at each of the stages, keeping in mind that the different stages do not necessarily take the 
same amounts of time. Figure 6.1 depicts the relationships between the stages of group perfor-
mance with the level of dependence and interdependence among members.

Forming
Forming is the process that takes place when members get oriented to the group and start get-
ting to know each other. This stage is characterized by a high degree of uncertainty as members 
try to break the ice, figure out who is in charge, and determine what the group’s goals will be. At 
this point trust is low, and people tend to hold back to see who takes charge and how that person 
will lead. The formal leader may assert some level of authority to establish the team’s operation 
and build trust among members.

Storming
Storming takes place as the presence of individual personalities, roles, and conflicts emerge 
within the group. The storming stage may be short or very long and painful, depending on 
the clarity of goals and the commitment and maturity of the members. It is a time of testing. 
Individuals test the leader’s policies and try to figure out where they fit in the group. Subgroups 
may take shape. Groups may stall here if power and political struggles go unconstrained and turn 
into open rebellion. Groups that overcome this stage do so because a respected member, usually 
not the leader, challenges the group to resolve its differences.
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Norming
In the norming stage, conflicts have been resolved. Close relationships begin to develop and 
unity starts to evolve. Teams set guidelines related to what they will do together and how they 
will accomplish tasks. Questions about team authority have been resolved through frank discus-
sions. A feeling of team spirit exists because members have found their role within the group. 
Positive group cohesiveness can become a major outcome of the norming stage.

Norms are rules governing behaviors in the group. As shown in Table 6.1, norms apply to three 
main areas in both formal and informal groups. In fact, norms often overlap between the two. 
Norms can be formally or informally sanctioned, based on approval or disapproval by group 
members.

Table 6.1 Types of norms

Category Examples

Effort Time on the job

Units of production

Sales calls, sales totals, follow-ups with customers

Work behaviors Clothes worn 

Use of language, cursing, formality

Following or ignoring work rules or procedures

Social behaviors Fraternization between management and labor

Office romances

Norms tend to develop slowly but then become difficult to change. They apply to the work-
place more than to off-work activities. They also apply to behaviors rather than private feelings 
and thoughts; members may go along with some norms they think are foolish. Norms may not 
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Figure 6.1 Degree of independence, dependence, and interdependence

As a group evolves, individuals gradually give up a sense of independence in favor of 
greater interdependence.
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apply to high-status group members who choose to ignore them. In general, norms summa-
rize group influence processes, including the rules for joining and maintaining membership 
(Hackman, 2003).

Norms provide vital organizational functions. They clarify the group or organization’s key values 
and convey a sense of identity. Enforcing norms, such as those listed in Table 6.1, can assist an 
individual in either meeting behavioral expectations or avoiding making behavioral mistakes (for 
example, refraining from cursing on the job or wearing clothing that the group deems accept-
able). Some authors argue that norms help the group or the organization survive (Feldman, 1984).

Performing
In the performing stage, members focus on solving problems and completing their assigned 
tasks. The main concern for the team becomes doing the job right. Members assist each other, 
and conflicts are resolved constructively. Members become committed to the group’s success. 
When the group reaches the point where its primary activities revolve around solving task prob-
lems, the performing stage has begun. Communication between members takes place openly; 
members support one another with cooperation, and disputes are handled quickly and construc-
tively (Mason & Griffin, 2005). At this point, interdependence reaches its peak, and independence 
has been surrendered as much as it will be. Ongoing work groups and committees that reach the 
performing stage remain there unless drastic events interfere. Project teams and informal groups 
that have an end point (the bowling season ends) move to the final stage.

Adjourning
In the fifth and final stage, adjourning, members prepare to disband the group. Having worked 
hard to collaborate and accomplish their assigned task, members often feel a sense of loss, even 
though a party or celebration may be taking place.

As a leader, a major thing to remember is that building a high-performing team requires time and 
hard work. But the end result is a stronger, better-performing work unit. Strong leaders focus on 
task roles and maintenance roles. Task roles keep the group on track and focused on the work to 
be performed. Maintenance roles keep the group together in supportive and constructive ways. 
Leaders coordinate both types of roles to achieve success.

In summary, teams and groups have a great deal in common. At the same time, successful man-
agers recognize the differences between the two. They then seek to find ways to direct groups 
into higher-performing teams. The next section considers methods for helping teams achieve at 
higher levels.

 6.3 Leading and Effective Teamwork
It takes a talented leader to turn a group into a team. Team	building consists of all activities 
designed to improve the internal functioning of work groups. Team builders can use techniques 
such as trust exercises, role-playing, and competitive games. Standard goals of team building 
include increasing trust between members, reducing conflicts between members, building better 
channels of communication among members, and increasing levels of support among team mem-
bers. Of these four goals, trust is key. Trust requires communication, respect, fairness, consis-
tency, and leader–member competence. When teammates do not trust each other, the quality of 
the team quickly deteriorates. Distrust can become a destructive force in both teams and groups. 
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Characteristics of Effective Teams

Effective teams have certain requisite characteristics. Cohesiveness results from an appropriate 
match between the team members and the work they will do. Contextual factors and process 
variables also influence a team’s effectiveness.

Team Composition
Managers can play important roles in designing teams with the best chances for success. Doing 
so involves making sure the right personalities and skill sets are assigned to projects. Also, 
those chosen should have indicated an interest in being included in the group. Clear instruc-
tions allow members to fit in and move past storming and norming issues. As with groups, the 
team should consist of an appropriate number of members. One factor that can work against 
a team’s well-being is heterogeneity or diversity in the team’s membership, especially when a 
single member of a minority has been placed on a team. In general, member selection can make 
or break a team (Milliken & Martins, 1996). To build effective teams, managers often consult 
with the human resources department to determine sets of skills that individuals possess. They 
also consider personalities and various backgrounds as part of the process of creating compat-
ible sets of individuals.	Further, when recruiting, selection criteria make it possible to encour-
age applications by individuals interested in collaboration. During interviews, managers can 
discover those who have participated in team efforts as part of their education. Applicants with 
connections to sports teams, fraternities or sororities, and interest clubs such as Enactus (for-
merly called Students in Free Enterprise) have already demonstrated the willingness to engage 
in a larger group.

Work Design
The logical connection between a team and a project is complexity. Simple tasks are better han-
dled by single individuals. Consequently, work design in a team setting involves a more compli-
cated assignment. Team members should believe they have sufficient authority and autonomy to 
do their work in the best manner possible. When a project or task has an end point, it possesses 
task identity, which was noted as a motivational factor in Chapter 5 of this book. Further, the 
interactions between members, when coupled with an outcome that helps others in the organiza-
tion, generate feelings of task significance, another motivational force. In essence, the work design 
should be focused on interesting, challenging, and important organizational chores (Kirkman & 
Rosen, 2000).

Contextual Variables
Effective teams operate in inviting contexts. Trust represents both a cause and an effect in team 
success. A trusting environment encourages cooperation and shared effort. Cooperation and 
shared effort build trust for the future. Other contextual variables that contribute to success 
include adequate resources, strong leadership, and the organizational reward system. Resources 
become necessary to assist team activities. Members who believe they have access to needed 
funds and technological support are more likely to buy in and support the team (Bishop, Scott, 
& Burroughs, 2000).

Good leadership occurs in two ways. The first, and most apparent, is found in the efforts of a 
leader dedicated to making sure the group functions smoothly. Effective leaders in this vein set 
challenging expectations and operate in a positive fashion (George & Bettenhausen, 1990). The 
second takes place when the group leads itself by setting schedules, resolving conflicts, making 
decisions, and coordinating activities, in much the same way as self-managed teams. 
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Also, several consulting companies offer teamwork-building programs designed to help 
employees become better team members. Part of this effort involves reorienting goals from 
individual to collective goals and encouraging team members to make a common effort to 
reach those goals.

The organizational reward system consists of the performance evaluation program and the 
delivery of rewards. Group-based incentives contribute to more effective teams. When perfor-
mance rewards do not exist, the potential for team dissent and demise rises. Reward systems 
can be altered or modified to incorporate performance objectives related to cooperation and 
collaboration that will then reward individuals who improve or exhibit these characteristics. 
The system then can be changed to add group rewards and bonuses for team performance. 
Hallmark Cards, Inc. as well as one subsidiary of Blue Cross (Trigon), have successfully adapted 
reward systems to include team incentives in a manner that provides a model for other com-
panies (Geber, 1995).

Process Variables
The final component in a successful team effort involves how the team operates. Four elements 
combine to ensure a more efficient operational process. Teams with a common purpose among 
members, confidence, specific goals, and managed conflict are more likely to experience posi-
tive outcomes. A common purpose evolves from factors such as group cohesiveness and well- 
developed norms. Team confidence, or team efficacy, results from successful endeavors. A team 
can build on previous victories, in much the same way that a sports team builds momentum 

during a game and during a season. Specific 
goals clarify member roles. Difficult goals 
are associated with higher levels of effort 
and performance. 

Managing conflict, the fourth element in 
team processes, necessitates careful mana-
gerial action. On the one hand, conflict is 
for the most part inevitable and can reduce 
problems such as overly cohesive groups 
and groupthink. On the other, too much 
conflict becomes a major distraction.

In the study of differences between cultures 
in various countries and nations, one trait 
that receives attention is the degree of indi-
vidualism versus collectivism present. An 
individualistic culture exists when most 
people in a region are more self-oriented 

than oriented toward any group, team, or organization. Collective cultures represent the oppo-
site situation. The United States and other Western cultures tend to exhibit individualistic ten-
dencies. In such a society, building and facilitating teamwork becomes more challenging than in 
other societies. 

In summary, remember that effective teams are most likely to be present when all four fea-
tures combine to create the best environment. A problem in any one of the four can disrupt 
group functioning. Managers who are seeking to generate team effectiveness need to see the 
big picture.

Nick Free/iStock/Thinkstock 

▲▲ Teams with a common purpose are more likely to experi-
ence success. 
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Group Size
One variable a manager can carefully construct when seeking to optimize performance will be 
the group size. The group’s goal should be the primary determinant of its size. The following are 
three basic objectives associated with a group:

1. Produce an item or complete a project.
2. Solve problems.
3. Collect information or input.

When the primary goal is producing an item or completing a project, something interesting 
occurs. As groups increase in size, productivity rises as well, but at a diminishing rate. In other 
words, adding a seventh member to a group will increase the team’s productivity, but the increase 
will not be one-seventh more; it will be something less than that amount. To explain this out-
come, researchers suggest that as team size increases, the amount of effort contributed per mem-
ber declines (Shepperd, 1993). In some instances, extreme declines in individual effort result from 
the addition of new group members. Social	loafing occurs when team members give less effort to 
a group than they would if working individually. At the extreme, social loafing involves a member 
taking a free ride and contributing nearly nothing. Social norms offer a method to induce a social 
loafer to at least provide some effort (Liden & Erdogan, 2003). 

Managers often compose task teams at the level of five to seven members. Fewer than five reduces 
productivity due to the small group size. Seven is close to the point where diminishing returns 
per new member become more noticeable. Also, some research suggests that teams with odd 
numbers (five or seven) have better chances of success (Yetton & Bottger, 1983) because in any 
decision or course of action, a majority emerges (3–2, 4–3, etc.). Groups with even numbers can 
experience ties in votes and other decisions (2–2, 3–3). Problem-solving teams tend to require 
greater numbers of members. The best rationale for this observation may be that each member 
contributes unique ideas and skills when a group is managed effectively. Consequently, a team 
with seven or more members yields better results until the group becomes so large that members 
disengage and do not contribute.

Collecting information and input may not necessitate maximum effort, but rather insights and 
analysis. Teams with large numbers of members, again when successfully managed, generate 
better ideas and discussion. Diversity may lead to creative input. The paradox presented by larger 
problem-solving and information-collecting teams is that, while these groups induce high- quality 
ideas and combine unique skill sets, the team’s size begins to work against actual implementation 
of the proposed solutions. In essence, larger teams produce better ideas; but, if kept at the same 
size, they experience greater difficulty implementing those ideas (Karau & Williams, 1993). It 
may be wise to pare down the group when moving toward action.

Group Cohesiveness
The degree of goal commitment, conformity, cooperation, and group control over members sum-
marizes the level of group	cohesiveness. The term tight-knit applies to groups exhibiting higher 
levels of cohesion, which helps turn a group into a team. The degree of cohesion in a group affects 
productivity and performance (Figure 6.2).

As shown, a group with too little cohesion often suffers from lack of productivity. The problems 
associated with low cohesion follow the concepts found in its definition. There will be goal dis-
agreement rather than agreement. Members do not conform to any potential group norms. They 
fail to cooperate, and group sanctions do not affect them.
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At the center of Figure 6.2, the curve ascends, showing that groups with desirable levels of cohe-
sion tend to enjoy the highest levels of success. Cohesive groups offer these benefits:

•	 Group productivity increases.
•	 Members help out those experiencing problems.
•	 Extra effort is given during a crisis.
•	 Members work without supervision.
•	 A positive social atmosphere emerges.

Clearly, managers have vested interests in developing and maintaining cohesive groups (Litterer, 
1973; Seashore, 1954). Figure 6.2 also suggests a zone in which the level of cohesion has grown to 
the point that problems begin to emerge. Overly cohesive groups are more likely to set norms to 
reduce output or lower levels of effort. They may be inclined to view other groups as rivals and 
create unnecessary conflicts. At times, the formal leader in the group becomes unable to func-
tion due to the influence of the informal leader. The most substantial problem with overly cohe-
sive groups is known as groupthink. Groupthink results when group pressures for conformity 
become so intense that the group avoids unusual, minority, or unpopular views. At the extreme, 
groupthink becomes a process by which the group develops a sense of invulnerability, believing 
it can function without outside influence or sanction. The group self-censors information and 
fails to perform effectively within organizational confines (Janis, 1991). Team leaders and manag-
ers are advised to adjust the cohesiveness factors before groupthink emerges; once it begins, it 
becomes extremely difficult to manage or control.

Group cohesiveness and productivity or performance are affected by a series of internal factors. 
Table 6.2 summarizes circumstances in which these factors influence the level of cohesion. Group 
size, as noted, influences both cohesion and productivity. Opportunities to interact come from 
proximity as well as scheduled formal and informal gatherings. Heterogeneity is less common in 
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Figure 6.2 Degree of cohesion

The right balance of cohesion within a group can lead to success. Too little cohesion may 
result in a lack of cooperation, but too much cohesion may lead to setting norms that 
reduce output or decrease effort.
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a diverse workplace. One method used to build a sense of heterogeneity is to create overarching 
superordinate goals to bond members together. Group status can make group membership more 
or less desirable. An outside threat can be real or suggested by management as a potential prob-
lem. Interdependence and independence result from norming processes. Membership stability 
is linked to opportunities to interact and bond. Effective leaders understand individual member 
needs; ineffective ones drive wedges between members (Homans, 1950).

Table 6.2 Factors influencing levels of cohesion

Increase cohesiveness Decrease cohesiveness

Proper size (5–7 members) Too many members

Opportunities to interact Isolation

Similarities (homogeneity) between members Dissimilar members

High status within organization Low public image of group

Presence of outside threat Placid environment

Interdependence among members Opportunity to join other groups

Attractive (to members) group goals Unsatisfactory goals or goal disagreements

Stable membership High turnover

Effective leader Ineffective leader

Becoming a Team Player

What will be your role in the workplace? Will you be among the staunch individualists who go 
their own way? Or, will coworkers and top management compliment your ability to get things 
done in teams and groups? A case can be made that a more enriching and successful career 
awaits good team players. Even so, opinions vary regarding the exact nature of an effective team 
player. Lists of effective member characteristics typically include from 10 to 17 items. One popu-
lar list was developed by Maxwell (2002). Team member skills include being adaptable, collab-
orative, committed, communicative, competent, dependable, enlarging, enthusiastic, intentional, 
mission conscious, prepared, relational, self-improving, selfless, solution oriented, and tenacious.

Rose (2007) suggests that team players exhibit good listening skills, are cooperative not com-
petitive, remain optimistic and happy, are adaptable to change, and should be good negotiators. 
An effective team player demonstrates reliability, communicates constructively, listens actively, 
functions as an active participant, shares openly and willingly, cooperates and pitches in to help, 
exhibits flexibility, shows commitment, works as a problem solver, and treats others with respect.

Mariam (2003) lists a successful team member as someone who has excellent technical and pro-
fessional competence; good interpersonal skills; a sharing, giving tendency; respect for authority; 
and concern for the customer. Such individuals are generally self-reliant, happy people who wel-
come feedback. They also have a finger on the pulse of the team, are dependable, and demonstrate 
integrity, honesty, and trust. As you can see, there are many ideas about the nature of an effective 
team player, thus giving each person several ways to engage in a group and become an effective 
member.

In summary, a team leader must be willing to take the time and make the effort to resolve the 
issues that arise during the stages of team development. As the complexity of work continues 
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to increase, and as business becomes more global, the use of cross-functional, virtual, and self-
managed teams will also rise. Leaders determined to build the best team possible should conduct 
team-building programs designed to build trust, support, and communication while reducing 
conflicts. 

In the last two sections of this chapter, we discuss the use of communication in the workplace.

   6.4 Leading and Individual Communication
In this chapter the topic of communication may be presented last, but it certainly is not the least 
important. In fact, a case can be made that communication represents one of the most important 
aspects of managing and leading organizations.

Communication is the process of transmitting, receiving, and processing information. It occurs 
when one person transmits an idea to another person or to a group of people. It is also the flow of 
information that moves within an organization as well as across organizational boundaries. No 
group or organization can exist without communication. Communication involves much more 
than simply delivering a message and hoping that people understand; it also includes the transfer-
ence and the understanding of meaning.

Communication and leading intersect on many levels. A leader or manager communicates with 
other individuals throughout the day. The same manager is part of an overall communication 
system within the organization. This section examines individual communication processes. 
Section 6.5 explores organizational communication systems. At the same time, communications 
at both levels (individual and company-wide systems) have some common characteristics.

Communication Basics

Communication is a process that includes several basic principles. These principles, which hold 
true throughout all types of organizations, tell us that communication is

•	 dynamic
•	 continuous
•	 unrepeatable
•	 irreversible
•	 complex

Communication is dynamic because it constantly undergoes change. One message feeds another 
message, and one type of experience feeds other experiences. The communication process is con-
tinuous because it never stops. Even by saying nothing, leaders are communicating something 
about what they value. Silence can be one of the most powerful communication tools. 

Communication is unrepeatable. The very same message delivered to two different people is 
essentially two different messages. That principle holds true even when we deliver the same mes-
sage twice to the same listener. The leader must frame the message for the intended audience. 
Leaders deliver financial information to finance people in different ways than they communicate 
such information to nonfinance people. Nonfinance people do not have the technical knowledge 
that finance-savvy people possess. For example, a finance person will know that the terms yield 
and internal rate of return have basically the same meaning. Someone not acquainted with finance 
might not. An effective communicator frames the message to match the intended audience.



Leading and Individual Communication Chapter 6

Some processes can be reversed, but communication remains irreversible. We may wish we could 
take something back that we said, but we cannot. All we can do is try to clear up any confusion, 
perhaps apologize, and restate our position. Communication is also highly complex, not only 
because of its many parts but also because it involves human beings. People are all different, and 
they bring different experiences, insights, and biases to a conversation. There is nothing totally 
straightforward about the ways people communicate or interact with each other.

Barriers to Interpersonal Communication

As people at work interact with each other, a series of barriers can interfere with effective inter-
personal communication. Table 6.3 presents some of the common barriers. 

Table 6.3 Barriers to interpersonal communication

Individual differences Situational factors Transmission problems

Age Emotions, such as mood and tone Language

Gender Distractions Slang

Exclusive language Settings Technical terminology

Educational level  Disability—sender

Organizational rank  Disability—receiver

Personalities  Nonverbal contradictions

Individual Differences
Managers and supervisors are normally of different ages, which can create a generation gap in 
conversations. Substantial evidence suggests that women and men communicate in different 
ways on the job, especially when one gender supervises the other. Exclusive language involves 
using words and concepts known only to a select group (think of sports metaphors), thereby 
excluding others (people who do not follow sports). Entry-level workers and workers with low 
levels of education may have trouble follow-
ing some specialized conversations related 
to high-level duties.

People at higher organizational rank are 
often intimidating to subordinates. At 
other times, the leader suffers from a lack 
of credibility. Without trust between the 
leader and the follower, communication 
tends to be flawed. Most of us tend to 
believe the messenger before we believe the 
message, and the resulting trust and cred-
ibility problems are destructive to clear 
communication.

And finally, some people just do not get 
along, which means their personalities can 
get in the way. Big egos can cause politi-
cal battles, turf wars, and the overzealous 

© monkeybusinessimages/iStock/Thinkstock

▲▲ Differences in gender can create barriers to communication 
in the workplace, particularly when one gender supervises the 
other.
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pursuit of power and resources. Egos influence how we treat each other and how receptive we are 
to being influenced by others.

Situational Factors
Numerous situational factors can derail an interaction with a colleague at work. It is important 
to be aware of your mood and tone when you speak to others, because things said in the heat of 
the moment often come back to haunt you. It is also important to be aware of distractions, such 
as construction noise near an office meeting, which may prevent people from giving their full 
attention to the conversation. Moreover, it is important to be aware of the timing and setting of 
sensitive communications or announcements, especially when they involve layoffs and termina-
tions, closing a location, or the death of an employee. In each of these scenarios, transmitting and 
receiving significant information becomes much more difficult.

Transmission Problems
Language and slang can create confusing messages in domestic and international settings. 
Someone who is not versed in popular culture may not understand current terminology, such 
as twerking, introduced in the early part of the 2000s. Conversations become far more complex 
when two people who have different first languages attempt to communicate.

Technical terminology includes the usage of terms specific to a person’s vocation or occupation. 
Technical terms are used in many areas, including information technology, accounting, research 
and development, and others.

Sender disabilities are mostly related to speech and speech impairments. Receiver disabilities 
include hearing and sight problems. Nonverbal contradictions occur when a person’s body lan-
guage does not match the verbal message. Someone who says, “Yeah, that’s great work,” while 
looking disinterested and bored is not exactly sending a ringing endorsement. Employees will 
pick up on the disparate messages when a leader delivers information in this way.

Overcoming Interpersonal Communication Barriers

When carrying on a conversation, the sender and receiver both have important duties. Fulfilling 
your end of the conversation can help you avoid problems associated with miscommunication, 
especially those that lead to unnecessary conflicts. The requirements for the two persons engaged 
in a conversation are outlined in Table 6.4.

Table 6.4 Creating high-quality individual communication

Sender duties Receiver duties

Awareness of barriers Active listening

Empathy Seek clarification of the message

Careful attention to nonverbal cues Provide constructive feedback

Confirmation of the message 

Senders should be aware of all types of barriers. Effective leaders are especially gifted at under-
standing what might prevent a message from arriving as it was intended. They exhibit empathy 
and understanding of the audience by “walking a mile in their shoes.” Good communicators 
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make sure what they say verbally matches with their body language, including posture, eye con-
tact, physical distance from the other person, and other nonverbal messages. Effective leaders 
make sure messages arrive as they are intended. They confirm by asking simple questions, such 
as, “Do you understand?”

Remember that a sender or speaker makes up only half of the formula. All members of an orga-
nization appreciate effective receivers who are well versed in the following active listening skills:

•	 Listen for content: Try to hear exactly the content of the message.
•	 Listen for feelings: Find out how the source feels about the message.
•	 Respond to feelings: Let speakers know their feelings are recognized.
•	 Note cues: Be sensitive to verbal and nonverbal messages.

Receivers who work well with others seek clarification when a message is unclear. It is better to 
say, “I don’t understand” than simply guess at a sender’s meaning. This step is especially impor-
tant when carrying out orders or following a supervisor’s directions. Good receivers also offer 
constructive feedback. This includes telling others how you honestly feel about something they 
said or did. Be sure to provide feedback with real feeling based on trust. Make the feedback 
specific. Give the feedback when the receiver is ready to receive it. Finally, offer the feedback in 
smaller doses; never give more than the receiver can handle.

Successful interpersonal communication involves a shared commitment by two people. It is easy 
to multitask while on the phone, avoid eye contact with and remain disinterested in someone of 
lower rank, or send messages in other ways that communicate to the person that his or her mes-
sage is not that important. Good leaders avoid making those kinds of mistakes. If you’ve ever seen 
someone who makes everyone around him or her “feel” important, you have been watching an 
effective communicator.

The Role of Nonverbal Communication

In interpersonal communication, the tone, the actual words, and the nonverbal cues complement 
and complete every message, which means nonverbal cues deserve careful attention. Nonverbal 
communication plays a major role in one-on-one interactions. Table 6.5 presents some important 
things to remember about nonverbal communication.

Table 6.5 The nature of nonverbal communication

Principle (nonverbal communication . . . ) Implications
Takes place in a context The same nonverbal message has different meanings, 

depending on where it is transmitted.

Consists of packages or clusters Several cues are transmitted simultaneously.

Is governed by rules Social norms and traditions shape the use of  
nonverbal cues.

Provides clues to the real message Nonverbal cues are difficult to fake.

Connects with verbal to form the full message Behaviors connect with nonverbal actions.

Always communicates Even when you are trying to avoid sending a message, your 
nonverbal cues continue to communicate.

Source: Adapted from DeVito, J. (2009). The interpersonal communication book, 12th edition. Boston: Allyn & Bacon.
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Table 6.5 offers several sweeping inferences. The concept that nonverbal communication takes 
place in a context suggests that folding your arms and leaning back in one context may mean 
you’re relaxed and are taking everything in; but in another context, the same body language sug-
gests frustration or boredom. Packages or clusters of nonverbal cues are normally transmitted, 
which means words are not all that matters. Eye contact, hand gestures, posture, pacing, facial 
expression, leg movements, and breathing will be considered simultaneously with the words. 
Social norms strongly influence the interpretation of nonverbal cues. The “V” signal made with 
two fingers meant “Victory” during World War II in England, symbolized “Peace” during the 
Vietnam War in the United States, and is an obscene gesture in some cultures. A wink signals 
flirtation in one context and implies that “you’re an insider” in another. 

Most of the time, nonverbal communication cannot be used to fool someone. Someone who dis-
agrees with you may verbally signal concurrence but will send other signals, such as looking away 
or looking down, that contradict the message. The combination of verbal and nonverbal cues 
can send a strong message. A person expressing adamant support for an idea may pound a fist or 
shake one in the air. Nonverbal cues communicate even when you are trying to avoid sending a 
message. When you are sad or frustrated, body language sends that message even when the words 
being spoken are “I’m okay,” or “I’m fine.” 

Forms of Nonverbal Communication

Many forms of nonverbal communication take place. People make judgments about the words 
you speak, but many other factors come into play as they interpret the message. Among the more 
notable forms of nonverbal communication are the following:

•	 kinesic cues
•	 appearance
•	 dress
•	 artifacts
•	 touch
•	 space
•	 paralanguage
•	 time
•	 manners

Kinesic Cues
Kinesic	cues are messages communicated 
by nonlinguistic body language or move-
ments. These include messages conveyed 
by various parts of the body. Examples 
of kinesic cues are provided in Table 6.6 
(Birdwhistell, 1970).

▶▲A handshake is a form of touch that con-
veys an important message. 

Allan Danahar/Digital Vision/Thinkstock
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Table 6.6 Selected kinesic cues and interpretations

Body element Movement Interpretation

Head nodding

tilting

downward movement

agreement, listening

interest

defensiveness

Eyes gazing

shifting, darting

attentive, honesty

uncertain, lying

Mouth smile enjoyment, pleasure

Shoulders leaning forward

leaning away

slouching

interest, rapport

lack of interest, skepticism

low self-esteem

Hands touching others

touching self

hand over mouth

hands on hips

powerful

nervous, anxious

wishing to escape

challenging

Arms crossed closed to ideas, bored

Sources: Adapted from Pentland, A. (2008). Honest signals: How they shape our world. Boston: M.I.T. Press, 10–40, 105, and Malandro, L. A., & Barker, L. 
(1983). Nonverbal communication. Reading, MA: Addison-Wesley Publishing, 226–230.

Appearance
Appearance consists of elements you can control and some that are less controllable. A less con-
trollable element is physical appearance as determined by what others consider to be attractive. 
Several studies indicate that people who are physically attractive enjoy a kind of halo effect, in 
which others tend to assume they are more intelligent, witty, charming—and even more honest 
—than others (Harper, 1993; Schoenberger, 1997).

The other component of appearance can be controlled. Hair styles, dress, and the use of makeup 
also convey nonverbal images and messages. Think, for example, of how you react to someone 
wearing sunglasses indoors in a dark room or at night. Gaudy makeup or ostentatious hair styles 
attract a certain type of attention, which may convey the image of being unprofessional or some-
one who need not be taken seriously. Tattoos also send messages, especially visible, extreme 
versions. Women wearing low-cut, provocative, and revealing clothing send different nonverbal 
messages than those with conservative outfits. Men who insist on unbuttoning one more button 
to reveal more chest also send messages.

Artifacts
Artifacts include additional items, such as jewelry, eyeglasses, and even the car you drive. 
Piercings, while more common, still connote an element of rebellion to many people. Both men 
and women notice expensive rings, necklaces, and other forms of jewelry. And, some may judge 
a person who drives an old, beat-up car as less successful and talented than an individual in the 
same profession who is driving an upscale vehicle.

Touch
Physical touch has undergone a metamorphosis, in terms of what may be considered acceptable 
or unacceptable. Hugging, backslapping, and other forms of touch have largely been removed 
from the workplace, unless express permission has been granted.
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One element of touch, the handshake, continues to convey important messages. A firm hand-
shake accompanied by eye contact expresses confidence. A weak handshake with eyes averted 
signals shyness and other less desirable traits (Brown, 2000). For both men and women, a 
firm handshake can create a favorable first impression. At the same time, always be aware of 
the possibility that the other person has arthritis or some other condition that makes a firm 
grip painful.

Space
Space, or physical distance, sends powerful signals. Substantial evidence suggests the concepts of 
personal space vary widely by culture. In the United States, maintaining physical distance creates 
a certain level of comfort. Someone who feels his or her personal space has been invaded quickly 
becomes defensive. Table 6.7 indicates the five levels of personal space.

Table 6.7 Levels of personal space

Level Distance Communication

Public 12–15 ft To feel protected; eye contact may or may not take place; able to move 
freely past the person

Social 4–12 ft Making eye contact, shaking hands, casual conversations

Formal business 7–12 ft Greater distance implies social power (distance from visitor chair to 
CEO chair in an office)

Personal 18 in.–4 ft People are able to touch each other; expresses closeness “at an arm’s 
length”; for friends and family members; not appropriate for business

Intimate 18 in. or less Expresses closeness and affection; uncomfortable when forced upon a 
person (elevators, subway cars, airline seats)

Source: Adapted from Hall, E. T. (1982). The Hidden Dimension. New York: Doubleday.

Violating personal space, or “getting in someone’s face,” indicates aggression and often accompa-
nies an argument or more violent interaction. Effective communicators are always aware of the 
proper distance.

Paralanguage
Paralanguage refers to how something is said rather than what is said in a message. Key ele-
ments include tone, phrasing, pacing, pitch, and intensity (Knapp & Hall, 1992). Paralanguage 
changes messages from surprised to sarcastic—for example, consider the ways you can say, “Oh, 
really?” Pacing indicates when someone wishes to speak or stop speaking. Paralanguage conveys 
urgency, especially through pitch. As a speaker in a conversation, awareness of how you are 
delivering a message plays an important role. The wrong paralanguage conflicts with the words 
that you say.

Time
Time contains two elements: punctuality and promptness, and the pace of life, including business 
transactions. Regarding punctuality, in North America, a strong emphasis on being early or on 
time exists. Failure to arrive on time signals either irresponsibility or disrespect of the person you 
have inconvenienced by being late. In many other cultures, being late may be fashionable or is at 
least to be expected. Knowing the arrival habits of business partners constitutes an adjustment 
for many persons engaged in international commerce.
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The pace of life determines the use of time. In cultures where time takes on the characteristics of 
a commodity, as in the saying, “Time is money,” it is not to be wasted. Saving time constitutes a 
virtue. Other cultures view time differently, seeing it as more fluid (Hall, 1989).

To be on the safe side, your best bet in the United States is to develop a reputation for being punc-
tual. If you have an accident or unavoidable delay, promptly contact the person you were to meet 
and explain why you will be late. Failure to do so may harm the business relationship. Chronic 
tardiness is likely to inhibit your career. Being known as someone who makes deadlines is a major 
career asset.

Manners
Manners are an underappreciated aspect of both verbal and nonverbal communication. Cultural 
norms have shifted, and what once was considered common courtesy has changed. At the same 
time, you can gain a career advantage by demonstrating good manners. Here are some examples:

•	 Open the door for others, regardless of gender, with a pleasant greeting.
•	 Avoid the use of profanity in formal business relationships, even when those around you 

curse.
•	 Keep your mouth closed while chewing food; do not talk with food in your mouth.
•	 Let others finish their sentences without interrupting.
•	 Generously use the words please and thank you.
•	 Compliment others for work, effort, and cooperation rather than for their appearance.

In summary, a great deal of what we communicate and how we communicate will be dictated by 
nonverbal cues. Taking the time to understand the effective use of nonverbal communication, 
including appearance, dress, artifacts, touch, space, paralanguage, time, and manners will help 
you become a more effective businessperson, manager, and leader in any context.

M A N A G E M E N T  I N  P R A C T I C E

Communication and Conflict

A strong relationship exists between communication and conflict in organizations. Poor communi-
cation can lead to conflict, while high-quality communication can prevent or help resolve conflicts. 
As a manager or leader, your role often is to settle various kinds of disputes among members of 
your company or organization. Effective communication skills can assist in every step of the process. 
Following are the classic steps involved in resolving a conflict:

1. Identify the nature of the conflict.
2. Identify all parties involved in the conflict.
3. Discover the positions of all parties involved.
4. Look for a bargaining zone.
5. Reach a resolution.

Communication skills are vital when seeking to understand the nature of a conflict. Effective man-
agers know the right kinds of questions to ask in order to fully comprehend what has happened. 

(continued)
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   6.5 Leading and Organizational Communication
Although it is clear that individual communication and organizational communication are not, 
and cannot be, completely separate topics, here we will look at them independently. In general, 
two communication systems pass messages through the organization. The formal	communi-
cation	system is composed of every organizationally approved channel. These include letters, 
memos, meetings, direct conversations, bulletin boards, the company’s website, company maga-
zines and newspapers, satellite transmissions, cell phones, and interconnected laptop systems, 
including those with GPS locators. The second network—the grapevine, or informal	communi-
cation—emerges through social interactions among employees.

Oftentimes, an outburst such as a shouting match or a deliberate violation of a rule is the end prod-
uct of the conflict, not the cause. Part of the process, at the point, begins with establishing a sense 
of calm and order by using both verbal and nonverbal cues.

Next, although only two persons may seem to be involved in a dispute, others close by often have a 
vested interested in the outcome. Your communication skills can help you find out who is involved 
and why. Listening becomes an important ingredient in the process.

The third step, discovering the positions of all parties involved, requires restraint, listening, and pos-
ing the right kinds of questions. An effective conflict manager knows that it is important to follow 
up in order to gain the greatest level of clarity in a person’s response. The conflict cannot be effec-
tively resolved if you don’t know exactly what each party wants.

When seeking to find the bargaining zone, the concept of best alternative to a negotiated agree-
ment (BATNA) can be helpful. It identifies the lowest acceptable value to a person engaged in the 
conflict or in a negotiation. BATNA allows the manager to know what will cause an impasse in try-
ing to reach an agreement (Bazerman & Neale, 1992, pp. 67–68). Effective communication skills 
help to identify a person’s “go to the wall” breaking point.

Finally, the conflict will be ended with a win-win, win-lose, or lose-lose settlement. In a win-win, 
both sides gain something and believe they are better off. At times, the right question or comment 
can reveal such an outcome. In a win-lose, one side gets its way and the other does not. The man-
ager’s job is to carefully explain the rationale for such a decision, thereby reducing the potential for 
another conflict in the future. A lose-lose, or compromise, also involves careful explanations to all 
parties involved, including the manager’s reasoning for choosing such a course of action.

An effective problem solver remains constantly aware of the barriers to individual communication 
while seeking to settle an argument or clash. The individual also employs all possible methods to 
improve communication, in his or her role as both sender and receiver when dealing with each 
party. Is this an art or a science? The answer is probably both. You can become a more effective 
leader by understanding how to help people in your organization get past conflict and move into a 
more constructive course of action.

Discussion Questions

1. When trying to identify the nature and parties involved in a conflict, what kinds of questions 
might make the situation worse rather than better?

2. If the two sides are at a complete impasse, which type of resolution becomes most and least 
likely—win-win, win-lose, lose-lose, or compromise?

3. How do listening skills affect a manager’s ability to resolve conflicts?
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Formal Communication Patterns

Each organization is unique. Company leaders design organizational structures suited to the 
organization’s unique needs. The same is true for communication systems. In both organizational 
structure and communication systems, certain identifiable patterns emerge. Figure 6.3 depicts 
four common communication patterns found in business settings: chain, wheel, circle, and all-
channel (Guetzkow & Simon, 1955).

Chain
The chain approach to management communication parallels the concepts of “chain of com-
mand” or “hierarchy of authority.” Messages flow primarily in two directions, upward and down-
ward. Top managers issue orders and relay decisions to middle managers. Middle managers 
transfer the information to front-line supervisors. Front-line supervisors inform entry-level work-
ers. Questions, inquiries, and requests for clarification are relayed in the reverse order.
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Directives sent through the chain approach to management communication indicate centraliza-
tion: a form of organizational structure in which a low degree of delegation of decision making, 
authority, and power takes place. Lower-level employees become so-called order takers and order 
followers in such a system. Managers and employees who violate the chain of command by com-
municating directly with other departments are said to “walk the gangplank” and disrupt the 
communication system. The chain design can be characterized as a mechanistic approach to 
organizational communication, largely driven by rules, procedures, titles that indicate organiza-
tional status, and formal relationships between employees.

The chain design offers benefits to certain types of organizations. The model fits situations in 
which precision in carrying out tasks or assignments holds high priority. Military and police 
organizations serve as prime examples; although the chain works well only within the organiza-
tion rather than when one unit (police) must coordinate with other units (fire, storm cleanup 
departments, etc.). The chain model can also be found in companies that produce standardized 
products and have few needs for innovation or change.

Wheel
In a wheel arrangement, a manager or supervisor is the center of the wheel. Individual spokes, 
or communication channels, connect the manager to subordinates. In such a system, the man-
ager retains information and dispenses it to employees as needed, serving as a control center. 
Individual employees communicate only with the manager and not with one another. 

The wheel approach may be used in task forces or project teams, especially when members are 
disbursed geographically. For example, should a team be formed to identify and purchase a new 
manufacturing site, members of the group may be sent to a variety of locations where they col-
lect information about the costs of land, the availability of contractors and laborers, access to 
transportation systems, the nature of the local government, prevailing wages, and other factors. 
Each reports to the head of the task force, who then can relay the information to decision makers. 
A similar situation arises when teams are disbursed to various countries to identify those that 
would be targets for international expansion.

Normally, a wheel approach is not appropriate to a continuing managerial situation. Over time, 
employees do not usually remain isolated from each other. Exceptions are possible, such as when 
a series of park rangers reports to a central office regarding fire threats and other activities in the 
park system.

Circle
A circle resembles the wheel approach, only without the central hub. In a circle system, members 
communicate freely with other members, even when one member of the circle is the formally 
designated leader. The flow of communication, however, goes around the wheel, either clockwise 
or counterclockwise. This method matches work that takes place sequentially. One member’s 
end product becomes the beginning point for the next member, for example, when one member 
involved in a project completes his part of a project report about the work and passes it along to 
the next team member who then adds her section.

The circle approach may be found in task force operations as well as in laboratory settings where 
experiments take place in a carefully constructed format. It might also fit with certain creative 
endeavors, such as preparing advertisements or market research projects. 
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All-Channel
In an all-channel communication arrangement, messages move freely across organizational 
ranks and members of a team, group, or department. Members determine which people should 
receive messages, regardless of title or status. The all-channel approach to communication design 
matches an increasing number of departments and companies. Many Internet firms, such as 
Google, maintain open work spaces that have no doors and walls. Employees move about freely 
and are encouraged to develop and propose new and innovative ideas. Managers work side by side 
with other organizational members. The all-channel method empowers employees and encour-
ages innovation. Consequently, it has often become the method of choice for research and devel-
opment departments as well as other units that emphasize creativity.

A person is not likely to go into a company and quickly identify the communication pattern. 
Some clues may be obtained from the information provided in Table 6.8. Many organizations 
incorporate elements of least two of the systems. Some projects are directed by using a wheel 
pattern, others by a circle (Lin & Benbasat, 1991). Other companies may maintain an all-channel 
approach organization-wide, but use a wheel or circle in certain circumstances. The least flexible 
chain approach, while less common, may be the most visible to an outsider.

Table 6.8 Managerial messages and communication systems

Pattern Common messages

Chain Memo/directive, bulk email, formal presentation by manager; little or no feedback expected

Wheel Interpersonal conversations, email exchanges, calls, meetings directed by a supervisor; 
feedback needed

Circle Checklist with notation when task is completed, interpersonal conversations between 
members, emails, calls; less structured meetings with feedback expected

All-Channel Interpersonal conversations, unstructured meetings, emails, calls; constant feedback in all 
directions

Types of Messages and Communication Goals

Company leaders guide organizations through dull periods and dramatic challenges. Messages 
vary from straightforward concepts to complex presentations designed to change attitudes, opin-
ions, or values. Table 6.9 indicates a series of messages and their goals and the corresponding 
degree of complexity associated with each goal.

Table 6.9 Messages and goals

Type of message or goal Degree of message complexity

Remind

Schedule/coordinate

Lowest

Inform

Solicit input 

Report findings

Moderate

Persuade Highest
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A message designed to remind can target individuals, groups, or the entire organization. 
Reminders of meetings, deadlines, and other time-related issues are commonplace in compa-
nies. Messages that schedule or coordinate activities are sent to sets of individuals working on 
a common project or task. Planning processes dictate schedules. Informational messages vary 
more widely. At times the information can be relatively mundane; at others, key organizational 
events, outcomes, or decisions are transmitted. Soliciting input ranges from collecting opinions 
to gathering full sets of data to make the most informed decision possible. Reporting findings 
requires complete descriptions of an analysis and may invite further discussion and evaluation. 
The greatest message complexity occurs in attempts to persuade because either a logical or emo-
tional presentation designed to change an attitude must be constructed. Faulty reasoning or lack 
of a compelling argument will cause the persuasion attempt to fail (Burnes, 2004). 

Types of Formal Messages

Formal communication systems move information throughout the organization. The informa-
tion can travel upward, downward, laterally, or in all directions at once. The most common types 
of messages transmitted via formal channels include

•	 job instructions
•	 job rationale
•	 standardized information
•	 team and group coordination
•	 questions and answers
•	 decisions and plans
•	 ideological indoctrination

Job instructions take many forms. A direct address by a supervisor instructs an employee how 
to carry out a task or set of tasks. Employee training programs provide information to new hires. 
Performance appraisal systems correct ineffective performance. Mentoring programs render 
additional insights and information about how to successfully perform a task or job.

A job rationale answers the “why” questions. In other words, managers explain why a job should 
be completed in a certain way and what makes the job important. A manager who tells the 
employee, “We do the job this way, because it saves time,” or “We ask you to compile sales sta-
tistics by store so that we know which products do well in each unit, and which do not,” has 
provided the rationale for the job.

Standardized information consists of items that apply equally to everyone in the firm, or to every 
person in a given department. Examples include the company’s list of rules, protocols for evacu-
ation in case of an emergency, and any procedures that apply to specific units in the company. 
Standardized information in a retail store consists of how inventory is managed (move the oldest 
merchandise to the front of the shelf), how cash is handled (leave $100.00 in bills and coins in 
the register each day), and protocols for accepting two-party checks and other forms of payment. 
Standardized information in the production department includes safety procedures and rules as 
well as methods for completing each task. Standardized information in accounting contains mes-
sages about which procedures are used, such as methods of depreciation and methods of valuing 
inventory.

Team and group coordination messages set meeting times, dates, and deadlines, and they help 
establish relationships between members. Members of the workplace safety committee know 
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that the group meets the third Monday of each month, that a deadline for completing a report 
about a recent series of accidents looms, and that the committee always consists of six mem-
bers—two from production, one from human resources, one from quality control, and two other 
individuals. Systems for electing a committee chair may also be part of the coordination effort.

Questions and answers move upward, downward, and laterally in business organizations. 
Questions may be posed by employees to managers, by managers to employees, or by members at 
the same rank, such as from one supervisor to another.

Decisions and plans shape the direction of the company. Managers convey them verbally and 
in writing. Effective organizations chart planned courses that every employee can understand 
and follow.

Ideological indoctrination statements tell employees, “This is a great place to work.” At times, 
the message begins with a company’s statement of mission. Support for ethical behaviors, social 
responsibility, and the conservation of resources accompanies ideas about the company’s internal 
environment as being welcoming and helpful.

Information Richness

One method used to describe business and 
management communication employs the 
concept of information	 richness, or the 
potential information-carrying capacity of 
a communication channel. At one extreme, 
rich communication means the channel 
provides opportunities for feedback, has a 
full range of visual and audio communica-
tion, and presents the opportunity to per-
sonalize a message. At the other extreme, a 
lean channel offers no venue for feedback, 
is impersonal, and can transmit only a lim-
ited amount of information (Lengel & Daft, 
1988). Table 6.10 summarizes the contin-
uum from the leanest channel to the rich-
est channel.

Table 6.10 Channel richness

Leanest channel         Moderate richness         Richest channel

Impersonal static 
channel

Personal static channel Interactive channel Face-to-face

Routine, clear, general; 
simple messages

Personal message, 
prompt response 
needed; slightly complex 
messages

Some interaction is 
valuable; moderately 
difficult messages

Nonroutine, ambiguous; 
difficult messages

Source: Adapted from Lengel, R. H. & Daft, R. L. (1988). The selection of communication media as an executive skill, Academy of Management Executive, 
(2) August, 225–232.

Creatas/Thinkstock

▲▲ Interactive channels such as videoconferencing maintain 
many of the benefits of face-to-face interactions.
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The richest channels suit the most complex messages and circumstances that require discus-
sion and interaction. Interactions take place in person or face to face. As a result, the channel 
provides for both verbal and nonverbal transmissions. Intonation and other cues accompany the 
person’s words. These interactions resemble a dance featuring an exchange of information, ideas, 
and opinions. In presentations and other more formal settings, other cues can be added by using 
visual aids, such as a PowerPoint presentation or printed handout materials.

Interactive channels offer many of the benefits of face-to-face meetings. Videoconferencing and 
conference calls retain the ability to move beyond words to inflection and other cues. In the case of 
videoconferencing, visual cues are available. While not at the same level as the immediate feedback 
of an actual face-to-face meeting, interactive channels allow participants to visit concurrently.

Personal static channels such as telephone calls, text messages, and instant messages provide 
leaner communication, because visual elements and nonverbal cues are absent. Quick response 
systems such as instant messaging create what are nearly conversations, in which users can pose 
questions and answers along with proposals and counterproposals. Personal static channels facil-
itate a great deal of today’s business operations, because employees and customers can commu-
nicate via these channels.

The leanest communication channels are impersonal static channels. Verbal intonation and non-
verbal cues cannot be transmitted through these channels. Lean formats include most printed 
documents, such as letters, reports, and proposals. Standardized information with less complex-
ity can be sent through leaner channels. In-depth explanations of complicated issues are possible; 
however, they are transmitted without the benefits of other channels. In summary, channel rich-
ness is an effective tool for use in selecting the best way to send a message. By analyzing channel 
richness, a manager can select the best channel for any communication effort.

Barriers to Formal Organizational Communication

Communication systems in organizations require careful construction and constant mainte-
nance. As new technologies have emerged, the potential barriers to high-quality communica-
tion have risen. Effective leaders recognize the importance of efficient communication systems. 
Barriers that can inhibit formal communication include

•	 information overload
•	 physical barriers
•	 interpersonal barriers
•	 informal contradiction of the formal message

Information overload problems have grown in the past two decades, primarily due to the influ-
ence of additional new technologies. Any manager who takes time away from the job is likely to 
return to a filled email inbox. People can be reached in various ways, and monitoring each com-
munication takes time. The possibility of lost messages or misunderstood messages results from 
information overload.

Some physical barriers include time zone differences, telephone line static, and computers that 
crash. Office walls also can be physical barriers to effective communication, which is one reason 
that many organizations are adapting open floor plans with cubicles instead of traditional walls.

All the interpersonal barriers that interrupt communication between individuals can also create 
formal communication problems. Issues such as organizational rank and personalities are pri-
mary examples of these problems.
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Informal communication, which can sometimes take the form of gossip, is fun. Consequently, 
rumors often continue even after management has disputed them through the formal communi-
cation system. The persistent rumor problem can affect morale when the stories are about layoffs, 
lack of pay raises, and terminations of popular managers.

Overcoming Barriers to Formal Communication

To make sure messages and information travel efficiently and effectively through an organization, 
the company should establish and maintain a good management information system (MIS). A 
well-designed management	information	system consists of the people and technologies used 
to collect and process organizational information. An effective MIS begins with effective people 
who know how to collect important organizational information. These individuals are found in 
many areas including accounting, forecasting, production, quality control, and human resources, 
as well as at executive levels in the organization.

An effective MIS maintains the best technologies. Company phone systems should be easy to 
use, the website should be easy to negotiate, and systems should be in place to make sure that key 
decisions and announcements reach every person who needs to hear them.

An effective MIS carries quality information. Key company information will be timely, accu-
rate, important, and summarized. A manager needs to quickly access important statistics and 
information for decision-making processes. Individual employees need to find the types of data 
that help them perform their jobs most effectively. For example, to best serve the client’s needs, 
a customer service representative should be able to access information about previous contacts a 
person or business has made with the company.

Managing the Grapevine
The grapevine has three main characteristics. First, an organization’s leadership does not control 
it. Second, employees frequently perceive the information as accurate and believable, even more 
than a formal communication issued by top management. Third, the grapevine is used largely to 
serve the self-interests of the people within the grapevine stream. One important consideration 
is how information gets moving through the grapevine.

Many employees assume that rumors start because they make interesting gossip. Actually, the 
grapevine is fed by situations that are important to people, ambiguity in the workplace, and 
conditions that arouse anxiety in employees. The grapevine flourishes in organizations because 
work situations frequently contain these three elements. The secrecy and competition typically 
present in organizations around issues such as a new boss coming on board, downsizing, and 
organizational realignment create the conditions that both encourage and sustain the grapevine.

While managers cannot eliminate the grapevine, they can manage it by infusing as much correct 
information into the front end of the communication pipeline as is possible. They can also deal 
quickly with false rumors, both through formal denials and by exerting pressure on the informal 
channel. Effective leaders also recognize the potential of the grapevine to pass along compli-
ments to a worker through the employee’s social network on the job.

The terms complement and supplement have been applied to the grapevine. It adds additional 
richness to formal communication channels. When managed correctly, its damaging effects can 
be limited, and positive aspects can be accentuated.

Communication systems are the lifelines of organizations. Effective communicators often enjoy 
successful careers and personal lives. They understand the factors that can disrupt quality 
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communication and take steps to overcome those problems. They are good listeners. They also 
monitor messages in the formal and informal communication channels to make certain the 
proper information arrives where and when it is needed. Anyone who can work a room or make 
an impressive speech has a major advantage in the area of leadership and communication.

Summary
A group consists of two or more people interacting who share collective norms and goals and 
have a common identity. Members of the organization establish formal groups to achieve com-
pany goals and objectives. Three of the most common types of formal groups are work groups, 
committees, and project groups. An informal group emerges without the endorsement of orga-
nizational leaders; it does not have a designated structure or work toward organizational goals 
other than socialization and friendship. Three forces tend to bring informal groups together: 
activities, shared sentiments, and interactions. Formal and informal groups consist of four types 
of members: the leader, opinion leaders, members in good standing, and the gatekeeper.

The essence of a team is a shared commitment. The most common types of teams include cross-
functional teams, virtual teams, and self-managed teams. Both groups and teams go through 
stages of development that include forming, storming, norming, performing, and adjourning. 
Good teams result from a match between the composition of the team, the design of the work, 
contextual factors, and process variables. Three managerial activities that can help managers lead 
employees to greater degrees of team participation are found in recruiting and selection, coach-
ing, and reward systems.

Social loafing occurs when team members give less effort to a group than they would if working 
individually. Group size can affect the degree of employee effort in the group, as can the level of 
group cohesiveness. Overly cohesive groups, however, may be prone to problems such as group-
think, when group pressures for conformity become so intense that the group avoids unusual, 
minority, or unpopular views. Individual employees can take steps to become better team players, 
regardless of other circumstances.

Communication is the process of transmitting, receiving, and processing information. It takes 
place on an individual, interpersonal level and travels through organizational systems. Barriers 
to individual communication include individual differences, situational factors, and transmission 
problems. Both senders and receivers can seek to resolve these problems. Nonverbal communica-
tion includes kinesic cues, appearance, dress, artifacts, touch, space, paralanguage, time, and man-
ners. Effective communicators are aware of the messages they send via these nonverbal signals.

An organization’s formal communication system is composed of every channel that has been 
approved by management. Four common communication patterns found in organizations 
include the chain, wheel, circle, and all-channel forms. The most common types of messages 
transmitted via formal channels include job instructions, a job rationale, standardized informa-
tion, team and group coordination information, questions and answers, decisions and plans, and 
ideological indoctrination. Information richness is the potential information-carrying capacity of 
a communication channel, ranging from lean to rich. The barriers that can inhibit formal com-
munication include information overload, physical barriers, interpersonal barriers, and informal 
contradiction of a formal message. A management information system consists of the people and 
technologies used to collect and process organizational information that can help overcome the 
barriers to formal communication.

The grapevine, or informal organizational communication, exhibits three characteristics. First, 
an organization’s leadership does not control it. Second, the information often is perceived as 
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accurate and believable, even more than a formal communication issued by top management. 
Third, it is largely used to serve the self-interests of the people within the grapevine stream. One 
important consideration is how information gets moving through the grapevine. Managers can 
work to make sure that informal information complements and supplements what has been sent 
through formal channels.

C A S E  S T U DY

The Slacker

Margaret Kontras is at her wit’s end. Two months ago, she was placed in charge of a task force 
created to oversee the opening of a second location for a high-end fashion retailer. The original 
store, Chic Central, had achieved a great deal of success in a freestanding location in a downtown 
trading district. Now, the store’s manager and owner has decided to find a property for a second 
store, on the opposite side of the city. She places Margaret in charge of three activities. Her first 
task is to identify the best physical property. Second, she will be involved in hiring an architect and 
interior designer to create a retail experience that feels similar to that at the first location, yet is dif-
ferent enough so that it does not appear to be simply another store in a chain of stores. And third, 
Margaret will direct the purchases of inventory for the new location, whose grand opening is tar-
geted to take place between Halloween and the first week in November.

The task force consists of three other individuals from different parts of the company. An accoun-
tant, a successful salesperson, and a human resource assistant manager make up the rest of the 
team. Each member has been chosen for a specific reason. The accountant will focus on financial 
aspects of the property purchase. The salesperson will be involved in helping to design the interior 
of the store and selecting inventory, and the human resource manager will contribute to each activ-
ity as needed.

One problem facing Margaret is that the salesperson, Kendrick, is less than thrilled to be assigned 
his task. Kendrick believes that he is losing money by not staying full-time on his sales station, 
because he will miss serving some of his favorite customers when they visit the original store. 
Consequently, Kendrick has been making a series of excuses to stay out of site visits when the team 
examines various properties. As the process of purchasing inventory moves forward, Kendrick sits 
lifeless in meetings without contributing ideas or commentary.

Unfortunately, Kendrick’s attitude is beginning to rub off on the other team members. They 
grumble that finding the best location is “taking too long” and “wasting time.” No one seems to 
want to engage in creating the store’s look. It doesn’t help that the three team members have not 
seemed to bond with each other in any way; instead, each of them goes his or her separate way. 

Soon Margaret feels like she is doing all of the work and not getting any help. She worries that 
store management will blame her for the slow pace of the task assignment, which might result in 
the store not being ready in time for the lucrative shopping season from Thanksgiving to Christmas. 
She knows that unless she inspires some effort in the team, especially from Kendrick, the success of 
the second store might be in jeopardy before it even opens.

Discussion Questions

1. What stage of team development is taking place in this scenario?
2. How can Margaret manage these individuals to get them to cooperate and give greater effort to 

the task?
3. What type of communication should Margaret use to deal with Kendrick?
4. Should Margaret communicate with the store owner-manager at the primary location about the 

problems she is encountering? Why or why not?
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Key Terms
adjourning	 The process that occurs when members prepare to disband the group.

communication	 The sequence of transmitting, receiving, and processing information.

formal	communication	system	 Messages that travel through organizationally approved 
channels.

formal	group	 A group that an organization establishes to seek company goals and objectives.

forming	 The process that occurs when members get oriented to the group and start getting to 
know each other.

group	 A collection of two or more people interacting who share collective norms and goals 
and have a common identity.

group	cohesiveness	 The degree of goal commitment, conformity, cooperation, and group 
control over members that exists.

groupthink	 A phenomenon that results when group pressures for conformity become so 
intense that the group avoids any unusual, minority, or unpopular views.

informal	communication	 Messages that travel through social interactions among employees.

informal	group	 A group that emerges without the endorsement of organizational leaders.

information	richness	 The potential information-carrying capacity of a communication 
channel.

kinesic	cues	 Messages communicated by nonlinguistic body language or movements.

management	information	system	 A group consisting of the people and technologies used to 
collect and process organizational information.

norming	 The stage that takes place after conflicts have been resolved.

norms	 Rules that govern behaviors in a group.

performing	 The stage that occurs when members focus on solving problems and completing 
their assigned tasks.

social	loafing	 The behavior that occurs when team members give less effort to a group than 
they would if working individually.

storming	 The stage that takes place as individual personalities, roles, and conflicts emerge 
within the group.

team	 A small group of people, with complementary skills, who work together to achieve a 
common purpose and hold themselves mutually accountable for accomplishing group goals.

team	building	 An effort that consists of all activities designed to improve the internal func-
tioning of work groups.
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Critical Thinking
Review Questions

1. Define the term group.
2. What two types of groups form in organizations?
3. Describe three types of formal groups that are present in business organizations.
4. What types of teams are present in today’s organizations?
5. What are the stages of team development?
6. What is a norm, and what three types of norms are present in business organizations?
7. What four characteristics are parts of forming effective teams?
8. What is social loafing?
9. Define group cohesiveness.

10. Define communication, and name the two primary forms in business organizations.
11. What are the three categories of barriers to individual interpersonal communication?
12. What can the sender and receiver do to improve individual interpersonal communication?
13. What four patterns of formal communication are present in business organizations?
14. What types of information are passed via formal communication channels?
15. Define information richness.
16. What are the barriers to formal communication?
17. Describe a management information system.
18. Define grapevine, and explain how leaders can use such a channel effectively.

Analytical Exercises

1. Explain the role of a leader, opinion leaders, members in good standing, and a gatekeeper in 
these situations:

•	 Group of employees forming a bowling team
•	 Team of advertising agency employees assigned to create a television commercial
•	 Work safety committee in a manufacturing company
•	 City council subcommittee assigned to investigate a mayor’s potential misconduct

2. Explain how the stages of team development would be different in a virtual team as opposed 
to an on-site, cross-functional team.

3. Explain how the four characteristics of effective teams would be related to the factors that 
increase or decrease group cohesiveness.

4. How would the three types of norms noted in Table 6.1 appear in the following situations?

•	 Loading dock team at a large trucking firm
•	 Team of scientists working on a new vaccination
•	 Professional basketball team
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5. A semantics problem occurs when a word or comment could be interpreted in different ways. 
When a leader tells a subordinate, “I need this project completed as soon as possible,” what 
does the leader mean? Is the meaning potentially different from what the employee hears? List 
five additional examples of semantics and language problems that could occur at work. Share 
your answers with the class.

6. Explain the relationships between group norms, social loafing, and informal communication.
7. Explain how nonverbal cues might complicate the following situations:

•	 Employee who believes she is being sexually harassed by a coworker
•	 Employee who believes his performance appraisal results are unfair 
•	 Supervisor who must terminate a popular employee due to the individual’s unethical 

actions

8. Explain whether a leader should design a chain, wheel, circle, or all-channel form of commu-
nication in each of these situations:

•	 Virtual team looking for a new geographic location for a store in a foreign country
•	 Project team bringing a new product to market in a pharmaceutical company
•	 Work group in a manufacturing plant



The Controlling Function

Learning Objectives

After completing this chapter, you should be able to:

•	Complete the steps involved in the organization’s constant and periodic control systems.
•	Prescribe specific corrections for problems identified at the functional/departmental level.
•	Use accounting and financial controls to improve company-wide performance.
•	Finalize all other aspects of the control process.

7
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  7.1 Introduction
The modern organization operates in a complex, ever-changing environment. In fact, the exter-
nal environment continues to be highly competitive thanks to the ever-increasing expectancies 
of customers, clients, and key stakeholders. Competitors also constantly vie for market share. 
Control systems and methods assist managers by providing information about the state of the 
organization’s production expectancies, financial condition, employee demands, operating sys-
tems, marketing activities, governmental influences, and other factors as they arise. Such infor-
mation is essential to drive manager course correction decisions (Etzioni, 1964; Merchant, 1982).

Successful organizations use effective and appropriate control systems to obtain organizational 
goals and objectives. In this chapter, we explore control systems and their importance to overall 
organizational success. The first section describes the natures of constant and periodic controls. 
Next, we consider specific departmental and functional area control systems. In the following 
section, we examine the role played by financial and accounting standards in an organization’s 
control process. Finally, we look at other forms of control .

M A N A G E M E N T  I N  P R A C T I C E

At McDonald’s, Organizational Controls Move Fast Food  
into the New Millennium

McDonald’s has long been known as the industry leader in fast food, specifically in the area of 
hamburgers, fries, and a soft drink. Numerous business textbooks describe how the company’s stra-
tegic model has led to growth domestically and internationally. Everything from the company’s take 
on where to place stores (location, location, location) to its mantra of quality, service, cleanliness, 
and value (McDonalds.com, 2013) to the company’s famous Hamburger University management 
training program suggests that numerous organizational activities and practices have set the stan-
dards for success in a crowded marketplace. 

The McDonald’s organization has shown the ability to adapt to international circumstances. In 
India, for example, where consuming beef would violate religious norms, the company created 
a beefless menu complete with veg-
etarian burgers and even vegetarian 
“cheese.” While critics point out that 
the children’s menu burger is not 
exactly a healthy choice (Petrun, 2007), 
it does appeal to a wide audience 
within that country.

About a decade ago, however, the tide 
of public opinion began to turn against 
the company in some ways. Movies 
such as Supersize Me began a period 
in which McDonald’s and many other 
food companies experienced criticism 
regarding the health properties present 
in their menus. McDonald’s first corpo-
rate reaction was to change from using 

(continued)

Larry French/AP Images for McDonald’s

▲▲ McDonald’s has shown the capacity to adapt to 
changing circumstances, especially in the area of 
health-conscious menus.

http://www.mcdonalds.com/us/en/home.html
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Controlling is the process of evaluating performance against established goals and creating 
methods appropriate to take corrective action to maintain or improve performance in any area 
of the organization. Control systems allow managers to analyze the state of the organization 
and its various constituent parts to determine if the plan and structural system are achieving 
expected results. 

The first distinction to be made involves the differences between what may be described as con-
stant controls and periodic controls. Constant	 controls regulate organizational activities on 
a continual basis. Any time a standard is not met, the management team should immediately 
react with corrective action. Periodic	 controls assess organizational activities on a regularly 
scheduled basis. Then managers are able to undertake corrective action as needed. This section 
examines these two control processes.

Constant Controls

A great deal of organizational activity is guided by ongoing, continual standards. Such standards 
regulate the behaviors of individual employees, groups and departments, and the overall organi-
zation. Without this form of guidance, companies can quickly drift away from the actions, activi-
ties, and behaviors that allow them to succeed. 

Individual Constant Controls
Each employee in any type of organization will be expected to follow certain standards and 
behavioral guidelines. The principles constitute the basic necessity of maintaining membership 
in the company. Two primary forms of individual constant controls include work procedures and 
the organization’s rule/discipline system.

cooking oil based on beef tallow to a vegetable version. Over time it became clear that, if the com-
pany were to succeed in a new era and environment, things would need to change.

The corporate control system led the way. The company’s evolving sense of mission and vision cre-
ated new standards for members of the entire organization to follow, from the CEO to individual 
employees (Git, 2013). Many stores now post the caloric content of each food offering. In 2013 
McDonald’s announced plans to sell a greater variety of healthy foods in addition to its traditional 
menu. In response to concerns about increasing obesity rates among U.S. children, many of these 
foods were directed at younger consumers.

In this instance, a corporation’s control system began to address two major goals. The first was to 
continue the organization’s success by maintaining customer patronage. The second, and perhaps 
loftier outcome, would be to sell more products that enable individuals to enjoy a quick meal out 
that may help them live longer with fewer health issues. In the future, you can expect McDonald’s 
and other corporations to continue using control systems as a tool for adapting to a changing 
world.

Discussion Questions

1. Do you expect fast food to be healthy food? 
2. Should McDonald’s continue to alter its mission to address public health concerns, or should it 

just give people what they want?
3. How would the most recent changes at McDonald’s affect the marketing department activities, 

food production, and individual employees waiting on customers in various stores?
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Work procedures, or specific task instructions, guide the day-to-day operations of the firm. 
Often, such procedures are carefully spelled out in an organizational manual or handbook. At 
other times, they are part of the employee training process. Work procedures include directions 
regarding methods of operation for various tasks. Table 7.1 indicates work procedures for various 
vocations within an organization.

Table 7.1 Examples of work procedures

Food preparation Methods of cooking

Methods of cleaning cooking equipment

Methods for disposing of food waste

Methods for maintaining a sanitary work area

Accounting procedures Daily entries into accounting documents

Methods for paying accounts due

Methods for invoicing accounts receivable payments

Manufacturing Methods of operating equipment

Methods for maintaining/repairing equipment

Sales Type of sales pitch to be used

Methods for making suggestive sales

Office management Methods for maintaining employee privacy

Methods for filing information

Store management Methods for handling payments, such as checks

Methods for closing the store properly

Environmental services Methods for disposing of waste

Cleaning methods

A second set of work procedures covers employee safety. Employees are taught how to complete 
tasks in the safest manner possible. Examples include wearing protective clothing and eyewear, 
wearing a hard hat, lifting heavy objects properly, using warning signals when appropriate, han-
dling dangerous materials properly, and so forth.

The company’s discipline system ties work procedures, safety procedures, and other elements of 
employee behavior together. As noted in Chapter 4, the human resources department is largely 
responsible for creating the system and then assessing penalties when employees violate various 
rules. All of these ingredients serve to ensure that employees take appropriate actions. Whenever 
a procedure or rule has been violated, the employee’s immediate supervisor is expected to take 
immediate corrective action. Infractions are normally reported to the human resources office, so 
that the incident can be recorded and corrective steps taken to make sure the employee does not 
break the rule or ignore the procedure in the future.

In many organizations, human resources departments prepare policy manuals that spell out com-
pany rules, work procedures, and protocols for handling violations of these directives. In addi-
tion, various employee manuals spell out procedures across a variety of tasks. These documents, 
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when combined with direct supervision, provide the basis for constant control over the activities 
of employees across the organization.

Departmental Constant Controls
Individual departments have two forms of control that guide the entire unit. Group norms and 
functional area policies both help ensure the department stays aligned with the overall organiza-
tion’s purposes and directives.

Group norms form in both formal and informal settings. Norms, or rules of behavior, dictate how 
departmental members interact with one another and with managers at higher ranks. Norms 
tend to operate in the areas of productivity, work behaviors, and social behaviors.

Norms often quickly evolve in the area of 
productivity. Management’s responsibility 
will be to ensure that such norms empha-
size giving full effort to the greatest extent 
possible. Those who fail to meet the group 
standards may be “sanctioned” by cowork-
ers to try harder or keep up with the pace 
set by the group. Sanctions take the forms 
of praise for positive actions and criticism 
for negative results.

Work behaviors include the manner of dress 
the organization and department deem to be 
acceptable. In some companies, only a suit 
and tie are appropriate attire for men, and 
only conservative outfits are acceptable for 
women. In others, varying degrees of cloth-
ing options may be considered admissible, from work casual to blue jeans and T-shirts. Work behav-
iors also cover the use of language in daily operations. For some, use of profanity is the norm and 
takes place constantly. In other departments, such language would quickly meet with disapproval 
by coworkers and managers. The same holds true for the manner of addressing supervisors and 
others. In the legal system, a judge is referred to as “Your Honor” in any formal setting, for example.

Social behaviors include views of office romances and relationships between employees and 
supervisors. Many organizations strongly discourage dating within a specific office, unit, or 
department. Relationships between employees and their supervisors are also often affected by 
norms. In some companies, it would be considered very bad form to socialize with someone of a 
higher rank. In others, such activities would be commonplace.

As is the case with individual constant controls, violations of group norms often meet with quick 
and consistent corrections. Someone who acts inappropriately will encounter criticism and worse 
from peers and supervisors.

Functional area policies are the dictates that guide activities of an organizational department or 
unit. Each department creates specific directives that should be aligned with overall company 
policies. When a policy is violated, management will step in and make certain the situation is 
corrected. Examples of functional area policies are provided in Table 7.2.

Brian McEntire/iStock/Thinkstock

▲▲ Wearing the type of dress that an organization considers 
acceptable is an example of a work behavior.
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Table 7.2 Examples of functional area policies

Accounting Methods of depreciation of assets

Methods of inventory valuation

Marketing Pricing systems

Preferred promotional activities

Protocols for hiring advertising agencies and public 
relations agencies

Human resources Methods for recruiting and hiring employees that best 
match the company

Pay systems 

Benefit programs

Production Methods used for quality control

Once again, departmental managers are expected to abide by functional area policies. Any that 
are not followed should meet with quick and consistent correction protocols.

Company-Wide Constant Controls
As noted in Chapter 2, mission statements define the organization’s overall purpose and reason 
for being. A corporation’s board of directors oversees the application of the company’s mission 
statement and is largely responsible for any alterations or revisions to that statement. Then, the 
CEO and other top managers will be expected to carry out the mission and prevent the organiza-
tion from drifting off course. Vision statements then outline the direction for the organization as 
it moves into the future.

At the most basic level, mission and vision statements serve as the ultimate constant controls 
because they regulate and guide the entire organization. Top-level managers, even in companies 
without boards of directors, should constantly examine the path the organization takes, making 
sure the actions remain consist with these statements. Thus any activity that pulls the organi-
zation away from its mission should be corrected as quickly as possible. A few years ago, when 
Toyota experienced problems in the area of product quality, the CEO quickly apologized and 
promised to get the organization back on course. Over the years, many similar statements have 
been made by company executives when they recognized the need to remain true to the organi-
zation’s mission. In 2013, Chris Franz, CEO of Peak Venture Group, stated the company needed 
to return to its core mission of reaching out to the community and providing resources to local 
entrepreneurs (Gillentine, 2013).

In summary, a series of individual, departmental, and company-wide standards and practices 
create one level of organizational control. Any time one of these guidelines is violated, manag-
ers are advised to step in and make immediate corrections. Organizations with high-quality, 
constant control systems are much more likely to survive and succeed over time. When constant 
controls are complemented by periodic controls, the company’s odds of success rise to an even 
higher level.

Periodic Controls

Planning and controlling are inseparable parts of the management system. Standards are set in 
planning, and the controlling system uses those standards to identify and correct problems. The 
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standard control process consists of four steps (Anthony & Govindarajan, 2007; Steers, Ungston, 
& Mowday, 1985):

1. Review the standards set in the planning process.
2. Measure performance at the strategic, tactical, and operational levels.
3. Compare performance outcomes with the standards that were set.
4. Make a decision:

•	 Successful performance should be rewarded.
•	 Unsuccessful performance should be corrected.

Reviewing Performance Standards
Control processes are carried out on three levels: company-wide, departmental or functional area, 
and individual. These are the same three levels at which plans were written. At the  company-wide 
level, the executive team is responsible for evaluation of activities. Departmental managers assess 
success in their functional areas. Supervisors working in concert with the human resources 
department conduct individual performance appraisals.

Planning forms the basis for an effective control system. Managers who fail to prepare quality 
standards have no basis for evaluating performance. The goal-setting literature (Locke, Shaw, 
Saari, & Latham, 1981) has taught us that quality goals reflect the following characteristics:

•	 difficult but attainable
•	 measurable
•	 clearly stated
•	 flexible

At all three levels, members of the organization should be challenged to achieve at the highest levels. 
Difficult but attainable goals establish an environment in which employees are not tempted to slack 
off when goals are too easy and are readily met, or to give up when goals are too hard. Measurable 
goals are a necessity. Without tangible performance targets, control systems cannot work. Clearly 
stated goals eliminate hedging and fudging. Managers and workers at all levels are accountable 
for results. Accomplishing the objectives that have been set forms the basis for promotion deci-
sions and other rewards. Goal setting should remain flexible. When organizational circumstances 
change, the planning and goal-setting systems should be adjusted to the new circumstances.

Measuring Actual Performance
Many individuals and departments gather data to conduct performance analysis. This data can 
be quantitative, qualitative, or both. Staff members in various positions make reports that mea-
sure actual performance across the company.

Top management examines the documents in reports that contain information regarding stra-
tegic goals, such as market share, profitability, and well-being of various strategic business units. 
Judgments are made about the numbers as well as more subjective concepts, such as the strength 
of the company’s brand name and image.

Departmental leaders report on statistics from each area. Examples include the items shown in 
Table 7.3. In the performance analysis process, individual measures are developed for the perfor-
mance appraisal process: Production workers are assessed with measures of individual output. 
Salespeople face sales quotas. Each area has goals that have been set for individual employees.
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Table 7.3 Tactical/functional analyses

Function Examples of factors to analyze

Production Costs, on-time delivery rates, consumer views of quality

Quality control Rates of defects/returns

Marketing Market share, brand loyalty or power

Sales By total volume, product lines, individual products

Accounting Errors noted by auditors

Finance Cost of capital, liquidity, leverage (debt ratio)

Information technology Quality of website, online ordering systems, support of internal operations

Research and development Number of innovations adopted

Human resources Rates of absenteeism, tardiness, turnover

Comparing Performance to Standards
Performance data that has been gathered can be compared with the established standards. For 
example, the budget is compared to the actual department income statement. The variance 
between the actual performance and the budget allows the manager to assess how he or she per-
formed during the period in question. When making comparisons, five outcomes are possible:

1. The person or unit greatly exceeded the standard.
2. The standard was met.
3. The standard was missed slightly.
4. The standard was missed.
5. The standard was badly missed.

As an example, suppose a product has been on the market for six months. A sales goal was 
established for 100,000 units to be produced and sold in the coming year. If the total sales turn 
out to be 150,000 units, the standard was greatly exceeded and management must establish a 
more realistic standard for the following year. If the standard is met—for example, sales total 
103,450 units—then those responsible receive awards. If the standard is slightly missed—sales 
total 99,100 units—managers may consider other factors, such as unreported units in December 
or other variables that contributed to a variance of less than 1%. When the standard has been 
missed (91,000 units sold), corrections will be made. When the standard is badly missed (63,000 
units sold), then management may consider whether the new product is viable in the marketplace.

Making Decisions
Based on the information provided by comparing performance to standards, managers are ready 
to make decisions. Of the five possible outcomes of this analysis, some lead to relatively straight-
forward responses or decisions. A standard that is too low will be raised. A standard that is 
met should lead to rewards for those involved. A standard that has been slightly missed invites 
some scrutiny.

Standards that have been missed—or grossly missed—require the greatest amount of investiga-
tion and concern. When the standard has been missed, more substantial corrections need to be 
made. When the standard has been grossly missed, managers will meet to consider whether to 
stop the activity or create some kind of major overhaul (Maciariello & Kirby, 1994; Weiner, 1948).
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The controlling process may be considered as a feedback device for company leaders. Decisions 
reached in the controlling process lead to new plans for the future. Standards allow for effective 
management of the organizational system at each level: company-wide, departmental/functional 
area, and individual. We consider functional area controls next.

   7.2 Functional Area Controls
Each department sets goals for its own operations. At times these goals apply not only to the 
department but also to the overall company. For example, if a manufacturing company has only 
one production department, then the departmental goal becomes the company’s goal. Using the 
process noted in Figure 7.1, control systems help managers in each functional area (production, 
marketing, finance, etc.) collect information about operations in their departments. This enables 
them to make better decisions about how to fix or improve activities in each part of the company. 
In each department, the fundamentals of the systems approach can be used to make corrections 
to any problems that have been identified. Figure 7.1 portrays the flow of items in a general con-
trol system.

In a departmental system, inputs include whatever items come into the area. For production, 
this means raw materials; for human resources, it is people. The transformation process is the 
department’s key function, including the assembly of physical products and the development of 
intangible services. Outputs are the finished items sent on to the next department or to the out-
side environment. An output for the accounting department would be the annual income sum-
mary. The feedback mechanism provides correction and adjustment, keeping the department in 
tune with other departments and the larger environment. Systems concepts help departmental 
managers identify problems and find solutions.

Production and Quality Control

Production and quality control are closely linked. Production represents a line function, and 
quality control is more of a staff function. In the area of production, four standard types of goals 
are set:

1. Quantity
2. Quality

f07.01_MGT330.ai

Inputs Transformation
Process

Outputs

Feedback
Mechanism

Figure 7.1 A control system
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3. Cost
4. Time

Performance figures in these areas are then met with various responses and corrections.

Quantity Goals
Quantity goals may be established by unit or by volume. DVD players are counted in units. Beer 
breweries count liters or gallons. At times, quantity goals are more complex. For instance, man-
agers in a construction company that is building a major structure that will take more than one 
year to complete will still want to know if output levels are sufficient. To access this information, 
they use benchmarks to note the completion of various tasks. A standard is set for completion of 
the framing. A second standard applies to finishing the wiring system. In this way, the manager 
knows more about the level of productivity.

Quality Goals
Quality goals are applied in various ways. For some operations, quality will be represented by 
exceeding a threshold. For example, a building must pass all inspections to be considered of high 
enough quality to be sold and inhabited. A customized insurance plan sold to a company must 
be complete before being put into place.

Other standards are set and examined by variation and 
defect levels. An example of this would be an automated 
injection molding machine tool that produces golf balls. 
This particular golf ball specification requires a dimpled 
cover of thermoplastic with a thickness of 0.30 in. and an 
overall ball diameter of not less than 1.680 in., as defined 
by the U.S. Golf Association, but less than 1.685 in., as 
defined by the manufacturer. Each ball is carefully and 
automatically measured as it moves through the produc-
tion line just before the finishing process to make sure 
it meets design specifications. Balls outside of the speci-
fications are rejected and recycled. If more than 0.5% 
of the balls are rejected, management intercedes, stops 
production, and requires process recalibrations. In this 
way, scrap is limited, costs are managed appropriately, 
and a high-quality golf ball is produced for the golfer. 
Quality control tests like these are found in many forms 
of manufacturing.

A third set of quality goals examines intangible, qualitative 
issues. Examples include customer satisfaction and loyalty. 
Consider a restaurant setting, where production of food is 
only part of the story. For the production system to work, 
people must enjoy the food they eat. No hard standard can 
be set, yet managers still want to know whether customers 
are pleased with their purchasing experiences. Surveys and 
questionnaires can make available numbers that provide 
helpful information, such as where the company ranks in 
the industry in terms of customer satisfaction.

© Ernest Primi/iStock/Thinkstock

▲▲ A building must pass all inspections to be 
considered of high enough quality to be sold 
and inhabited; in this case, quality is repre-
sented by exceeding a threshold.
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Cost Goals
The production manager needs information about the efficiencies, or lack thereof, of the depart-
ment’s operations. For instance, what costs are incurred by using raw materials, paying labor, 
storing merchandise, and shipping products to buyers? Quality control adds information by mea-
suring the number of defective units that were discarded or required additional funds to repair.

Time Goals
Time goals reflect whether items have been produced on schedule. These goals are set in various 
ways, such as the number of units per day, week, and month, or other means. A large project will 
have a goal established as a deadline. For example, the publication of a book has a defined produc-
tion date and release date. Time goals measure the efficiency of the department.

Measures of Performance: Production and Quality Control
Production managers and quality control officers prepare reports for purposes of control. In 
many cases, these reports are written every day. For example, a newspaper production manager 
prepares a report for a daily edition. Each day, the newspaper has a different number of pages. In 
a smaller community, a Monday paper may be as small as 16 pages. Sunday papers normally have 
four or five times more pages. The production manager notes the page count of the edition, the 
amount of newsprint and ink used, and the starting and stopping time for the production run. 
The report also mentions the number of unusable, discarded papers. In this way the manager has 
reported on quantity, quality, and time.

Quality control managers also report on defects. They may be asked to provide information about 
the causes of defects or problems. This information can be used to make the needed corrections. 
The accounting department will generate the final set of statistics and information. Cost infor-
mation will be assessed and stored for future use.

These measures can be combined into quarterly, semiannual, and annual reports about the pro-
duction department’s level of efficiency (low cost) and effectiveness (high quality).

Making Corrections: Production and Quality Control
The systems approach (see Figure 7.1) applies most directly to the production department. Inputs 
are the materials and labor needed to manufacture products. Inputs can be changed through 
improved sourcing or by acquiring high-quality raw materials.

The transformation process is the production process. Production transformation processes can 
be redesigned or streamlined to reduce defects or improve quantity levels.

Outputs are finished goods and services. Outputs reflect changes in the actual products to be 
sold. Items such as mobile phones continue to evolve as new technologies make it possible to 
increase their number of uses.

The feedback mechanism measures performance. Feedback mechanisms can be fine-tuned to 
identify problems more quickly and correctly. Currently, methods to ensure food safety have 
been restructured due to outbreaks of E. coli and other bacterial foodborne illnesses.

Marketing and Sales

The marketing department manager considers various goals when creating plans. The manager 
works in conjunction with other departments, most notably production, to make sure that items 
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are tailored to customer needs. When services are marketed, they must also be of sufficient qual-
ity to attract customers and sales. The marketing and sales departments have four common goals 
(Clow & Baack, 2010):

1. Market share
2. Sales quotas
3. Share of mind (consumer awareness and loyalty)
4. Marketing and sales costs

If there is only one sales department, these standards become company objectives as well.

Market Share
Market	share measures the company’s percentage of total sales in an industry or a subset of an 
industry. The executive team and marketing manager examine statistics about the state of the 
industry, whether the overall marketing is increasing, stable, or declining. Then market share can 
be assessed in several ways, including total company share, division share, brand or product line 
share, or individual product share.

Total company share measures how well a company fares in a market. For example, PepsiCo 
would examine its total in the food and drink industries. Division share would be statistics about 
sales and market shares of the various major components including snacks (Frito-Lay), breakfast 
drinks (Tropicana), soft drinks, energy drinks (Gatorade), and breakfast foods (Quaker). Brand or 
product line would divide Pepsi’s soft drinks into products with the Pepsi name and Mountain 
Dew products. Market share would be assessed at the product level, such as share of Caffeine Free 
Diet Pepsi.

Sales Quotas
Sales quotas are examined at all three levels: company-wide, departmental, and individual. 
Additional sales quotas can be assigned to divisions, product lines, and individual products. 
Marketing and sales managers take both an overall view of sales and a more specific view of sales 
activities.

Share of Mind
People will not buy a product or use a service unless they know about it. Share	of	mind	(also 
known as consumer awareness of the company)	 indicates that consumers consider a company 
when they want to buy a product. Share of mind reflects the degree of consumers’ awareness of a 
company’s existence and thus how inclined they are to visit that company or store. Loyalty means 
they will go to a company or one of its specific products first when making a purchase decision 
(Baack, Till, Magnusson, Zdradkovich, & Baack, 2007).

Marketing and Sales Costs
Marketing and sales managers spend money to generate money. Marketers create advertise-
ments, promotions and sponsorships, contests and sweepstakes, and other activities designed 
to entice people to come to a store and buy a product. The same is true for sales, where the sales 
manager pays travel expenses for salespeople, defines commissions, and sets up other rewards 
for increasing a company’s customer base. These managers want to know if the money has been 
spent wisely.
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Measures of Performance: Marketing and Sales
Marketing and sales managers use several devices to measure performance. Market share infor-
mation is found in industry and trade publications. Market share statistics also are prepared 
by local agencies, including governments and educational institutions, for small businesses in a 
town or city. Sales quotas can be examined using sales reports by individual employees as well as 
sales summaries prepared by various departments for accounting purposes.

Share of mind and customer loyalty figures are collected in various ways. Share of mind can 
be measured through ratings of advertisements in various forms. Other measures come from 
redeemed coupons, entries into contests, and website hits. Customer loyalty normally requires 
more in-depth market research. The accounting department reports the costs of marketing and 
sales programs.

Making Corrections: Marketing and Sales
Using the systems model, corrections in the area of inputs include attracting and hiring quality 
marketing experts and salespeople. Most corrections are made in the transformation process, 
where the marketing manager considers changes in pricing and discounting programs, prod-
uct positioning, distribution methods, and methods of promotion including advertising, per-
sonal selling, promotions (coupons, contests, rebates, bonus packs), and public relations activities 
such as sponsoring charities or various events. Marketers may have some control over outputs, 
although it is limited.

At times, marketers consider changing feedback mechanisms, or how performance is measured. 
A salesperson may be generating high sales figures but is doing so by spending a great deal of 
money on travel and offering huge discounts to entice purchases. The marketing and sales man-
ager might wish to fine-tune how sales success is measured.

Human Resources

The human resources department often 
serves the entire company. Departmental 
goals represent company-wide goals as a 
result. The standard measures of perfor-
mance in human resources, in addition to 
the cost of running the department, include 
the rates of absenteeism, tardiness, turn-
over, accidents, grievances, and vandalism. 
Statistics like these reflect the degree of 
employee satisfaction within the company. 
Happy, satisfied workers tend to arrive at 
work on time. They pay attention and are 
less likely to be accident victims. They see 
no reason to file grievances or damage 
company property. They wish to keep their 
jobs. Conversely, if you have ever held a 
job you did not like, these factors probably 
came into play. Human resource managers 
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▲▲ Human resources managers’ performance can be measured 
based on the degree of employee satisfaction.
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are held accountable for these goals, because their primary responsibility is attracting the right 
people to the company. Matching people with jobs constitutes a key ingredient in success.

The cost of the department reflects the concept that human resource managers spend money on 
recruiting and selection processes. They should spend the money carefully and efficiently. Human 
resource managers often are asked to balance the costs of benefit programs. The accounting 
department provides cost information for the purposes of control.

Measures of Performance: Human Resources
Typically, the human resources department is actively involved in evaluation operations. These 
managers are asked to prepare statistics regarding accidents (lost work time), absenteeism, tardi-
ness, turnover, disciplinary actions, grievances, and instances of vandalism.

Making Corrections: Human Resources
Human resource managers use the systems model (see Figure 7.1) to create various corrections. 
Inputs are associated with recruiting and selection methods. The company needs to identify and 
use the best possible employee sources. The transformation process includes orientation, train-
ing, discipline and rules, and workplace safety programs. Each of these areas can be improved to 
increase worker satisfaction. Outputs are normally not a consideration for human resources. The 
feedback mechanisms include all methods of assessing performance for individuals and for the 
department. This includes performance appraisal programs and statistics used to evaluate the 
effectiveness of employee placements.

Information Technology and Research and Development

Performance in the areas of information technology and research and development is more dif-
ficult to assess. The problem is due largely to the inability to create measurable, tangible stan-
dards. Company leaders clearly need an effective information technology system; however, what 
numbers can be assigned to that concept? The same holds true for research and development. 
Establishing concrete goals is problematic.

A management	by	objectives	system, which is a participative annual goal-setting program, has 
value in these areas. Individual employees and their managers can establish work-specific goals, 
such as completing a website update or completing a product’s physical form. At the least, these 
goals give company leaders an idea of how well the departments are functioning.

Further, a company’s statement of vision and mission can direct the activities of the information 
technology (IT) and research and development (R&D) departments. These departments should 
focus on activities that support the overall direction of the organization. When the work moves 
the company away from its intended direction, corrections can and should be made.

In summary, the four parts of a system can be used to make corrections on a departmental or 
company-wide basis. Various parts of a systems model are emphasized, depending on the func-
tional area corrections required. Production, quality control, marketing, sales, human resource, 
information technology, and research and development goals all deserve careful attention as part 
of the controlling system.
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   7.3 Accounting and Financial Controls
Accounting and financial officers are responsible for planning and control in unique ways. Each 
department manager sets departmental goals. At the same time, planning processes in these 
areas affect numerous parts of the company. Three common goals are established for these 
departments: profitability, cost of capital, and increasing efficiencies in company operations. The 
first two goals pertain to departmental activities; the third applies to the entire organization.

Profitability Goals

Profitability goals are assessed using a variety of instruments. The income summary or P&L 
(profit and loss) statement is the most common. Figure 7.2 provides an example of an income 
summary. Other profitability standards are calculated, such as the company’s return on invest-
ment (ROI), earnings per share of common stock (EPS), and dividends per share (DPS) paid to 
shareholders. Profits are required to stay in business, making profitability goals key elements.

M A N A G E M E N T  I N  P R A C T I C E

Management by Objectives

Beyond the use of the systems approach to understanding the activities of a department and cor-
rections to be implemented when performance is lower than expected, other devices are available 
to link planning and control in meaningful, useful ways.

Over the past half century, a variety of organizations have used management by objectives, due to 
its ability to link planning and control. In a quality management by objectives program, the follow-
ing steps are carried out at every level, from entry-level employee to CEO:

1. Job analysis (states the primary emphasis of the job)
2. Employee preparation of an annual goal list
3. Manager preparation of personal and employee goal lists
4. Supervisor and employee meeting to negotiate a goal list 
5. Follow-up

In this type of system, employees begin by outlining their intended goals for the coming year, based 
on the primary emphasis of the job. By the end of step 3, an employee has a personal goal list as 
well as the one prepared for him or her by an immediate supervisor. The meeting in step 4 merges 
the two lists into one. Then, performance evaluation follows after the year has gone by.

The value of using management by objectives as a control system is that individual performance at 
the lowest level is aligned with goals and performance measures at each level of the organizational 
hierarchy. Consequently, the control system becomes based on quality standards set by individuals 
and supervisors. This benefit explains the popularity of the management by objectives system.

Remember, however, that an effective management by objectives program must be sponsored by 
top management. Companies should be in a position to reward the performances of those who 
achieve their goals. Effective goals are clearly stated, measurable, and attainable. The system must 
be designed as part of the annual calendar, so that employees are comfortable with it. When these 
conditions can be met, the program can contribute to employee morale and organizational perfor-
mance through an effective planning/control system program that can be tailored and adapted to 
each function and department.
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Cost of Capital

The minimum return that investors expect to see from a company they invest in is described 
as the cost of capital. A balance	sheet reports on investing and other business financing activi-
ties of the organization (Table 7.4). It lists amounts for assets, liabilities, and equity at a specific 
time and does so by using the accounting balance sheet equation (Assets = Liabilities + Equity). 
Accounting for these amounts gives both the organization’s management and other organiza-
tional stakeholders a realistic view of the organization’s financial condition.

Table 7.4  Balance sheet information

Assets 

= 

Liabilities 

+

Equity

Cash

Short-term securities

Accounts receivable

Inventory 

(short term)

Trade credit

Bank loans

Commercial paper

Common stock

Paid in surplus

Retained earnings(long term)

Bonds payable

Notes payable

Increasing Efficiencies of Company Operations

Accounting and financial managers oversee the operations of the entire company. They are respon-
sible for conducting the types of financial analyses and annual financial planning that will lead to 
the efficient use of company operating funds. The three primary methods for conducting this 
research and making reports to the executive management team are ratios, budgets, and audits.
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Income Summary

Figure 7.2 An income summary



Accounting and Financial Controls Chapter 7

Ratio Analysis

Ratio analysis takes the financial information made available to the accounting and finance 
departments and helps company leaders understand how well various operations are running. 
When problems are identified, managers can make the appropriate adjustments and corrections. 
Four types of ratios are presented in Table 7.5.

Table 7.5 Types of ratios

Liquidity ratios Measure the company’s ability to meet its short-term obligations by paying its 
debts on time

Activity ratios Measure efficiencies in company operations

Leverage ratios Measure company debt and risk

Profitability ratios Assess company profits

Liquidity Ratios
To remain solvent, the company must pay bills on time. Liquidity	ratios are designed to make 
sure the company has enough money on hand. Two liquidity ratios are the current ratio and the 
quick or acid test ratio. A current ratio is calculated as follows:

Current ratio =       
current assets

    =   2:1 

                
current liabilities

Current assets are all items that convert to cash in the coming year, including cash on hand, 
accounts receivable, inventory, and any other payments due to the company. Current liabilities 
are all items that must be paid in the next year. These are normally accounts payable, bond/loan 
payments, and any other credit accounts. The 2:1 figure suggests that the company has twice as 
many current assets on hand as current liabilities—a fairly typical ratio in industry.

The quick or acid test ratio is calculated as follows:

Quick ratio =      
current assets – inventory

    =   1:1 

            
current liabilities

The reason for eliminating inventory is that normally it could not be quickly sold at full value. 
Therefore, the acid test indicates whether a company could make payments without liquidating 
inventory. A 1:1 ratio suggests that the answer is yes.

Activity Ratios
Activity	ratios assist managers in understanding how well certain company activities are being 
carried out. Two common activity ratios are inventory turnover and average collection period. To 
calculate inventory turnover, the following formula is used:

Inventory ratio  =   
total annual sales

  = 7 times
               average inventory

The manager will see from this outcome that the store or unit sold its entire amount of inventory 
seven times during the course of the year. It will depend on the industry whether this is a good 
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or a bad number. If it were a grocery store, the company would be in trouble. If it were a tractor 
manufacturer, the retailer would be having a great year.

Average collection period measures the time it takes to collect on debts. It is calculated as follows:

Average collection period  =     
sales per day

     =  23 days
                              average accounts receivable

Sales per day results from dividing total annual sales into 360. The resulting figure tells the man-
ager that, from the time an item was sold until it was paid for, 23 days passed. Some accountants 
prefer to use the total credit sales per day rather than total sales per day, thereby eliminating the 
effects of cash sales from the outcome.

Leverage Ratios
Leverage	ratios measure company debt and company risk. As noted previously, the greater the 
amount of borrowed money, the greater the risk. Many formulas are available to assess leverage. 
One simple version, a ratio of debt to equity, is calculated as follows:

Debt-to-equity ratio  =  
total debt

  = 45%
                              total assets

In this instance, debt represents 45% of the value of all company assets. The manager would know 
the company owes 45% and owns 55% of its assets. Top management preferences normally dictate 
the amount of debt to be assumed by the company. Using more debt will likely increase profit-
ability per share of common stock, but at the same time it will increase the risk level.

Profitability Ratios
Besides the income summary, company leaders may wish to examine profitability in other ways. 
Profitability	ratios	measure company financial success. One common ratio used for that pur-
pose is profit margin.

Profit margin  =  
net income after taxes

  =  12%
                  total annual sales 

This figure tells the manager that after every bill has been paid, including the tax bill, the com-
pany earned 12 cents on every dollar of sales.

Analyzing Ratios
When analyzing ratios, it helps to remember that they can be either used or misused. Two 
common ways ratios are misused include manipulating the numbers and overemphasizing a 
single ratio.

Managers can manipulate numbers through tactics such as miscounting inventory and overstat-
ing or understating sales. Doing so may keep a manager from having poor performance exposed 
in the short term; however, over time the truth will come out. When top managers overempha-
size a single ratio, they are not looking at the full picture. One number might be unusual or off, 
but without seeing how all other figures fit in, the manager fails to see the big picture.
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Effective use of ratios begins with having a frame of reference. Two of the best are industry aver-
ages and past year’s ratios. The manager can see how a company’s operations compare to what 
happens in the industry. For example, if the company’s average collection period is 23 days, but 
the industry average is 32 days, it may be that other companies are offering more generous repay-
ment terms. The company may lose sales to these competitors as a result. Past year’s ratios pro-
vide guideposts to current operations. When numbers begin to trend or drift in a certain way, the 
manager can respond with corrective action when needed (Bedeian, 1986, pp. 561–563; Belverd 
& Powers, 2010).

The Budgeting Process

As noted in Chapter 1, a budget is an 
annual financial plan. In most organiza-
tions, the budgeting process is complex. In 
government organizations it can be espe-
cially complex as public policy and politics 
come into play. In a business organization, 
the distribution of precious resources can 
enhance interdepartmental conflicts and 
rivalry, further complicating the budgeting 
process. Nonetheless, managers are called 
upon to construct a budget that will allow 
the organization’s goals to be met by fol-
lowing a staged process across the organi-
zation. The typical steps in the budgeting 
process are as follows (Steers et al., 1985):

1. Executive management initiates the bud-
get process. The CEO or CFO informs 
department managers of the periodic organizational goals and advises on estimated resource 
availability. Normally, this is an annual process.

2. Each operating unit or department prepares a preliminary budget. With the goals and objec-
tives as well as the financial resources, each department manager prepares a preliminary bud-
get, which defines how those resources will be used to attain their unit’s productive activities.

3. Executive management—the CEO/CFO (or budget committee reporting to the CEO and 
CFO)—reviews, modifies, and approves the preliminary budget. At this step in the process, 
critical coordination of organizational activities is achieved.

4. Budget performance is evaluated during the budget period to assess compliance. Variances 
from the approved budget are reported to the CEO or CFO by each manager (typically on a 
monthly or quarterly basis), and correction plans and initiatives are designed to bring operat-
ing realities into conformance with the approved budget.

The first three steps in this process are planning steps. The final step represents the controlling 
function.

Forms of Budgets
Various types of budgets are part of the planning and control system. A pro forma income sum-
mary spells out expected revenues and expenses during the course of the year. Departmental 
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▲▲ The process of budgeting allows managers to plan ahead, 
allocate resources, and establish priorities.
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budgets are generated at that point. Each department manager knows the amount of funds he or 
she will be assigned to operate over the next 12 months.

As noted in Chapter 2, three types of budgets are common in business: incremental budgets, zero-
based budgets, and rolling budgets. These budgets are used to allocate funds to individual depart-
ments. Incremental budgets are easier to prepare; however, they exhibit the greatest tendency 
to allow managers to build “slack” into the system, where they have excess funds. Zero-based 
and rolling budgets facilitate coordination of activities and tend to reveal process redundancies, 
excessive spending, and planning problems. Budgets tend to improve resource allocations by 
helping managers make decisions about what is important in the organization.

Benefits of Budgeting
Budgeting programs offer various benefits to company leaders. First, by putting together an 
annual financial plan, the manager engages in the planning process. In some organizations, that 
alone is a major accomplishment. Far too often, managers want to run things by the seat of their 
pants rather than planning ahead. Budgeting forces managers to plan.

Budgeting allocates resources. The budgeting process designates amounts of money to be spent 
by various departments. Some of the funds are set aside for pay programs, bonuses and pay raises, 
and other incentives. Budgeting can become part of the motivational system.

Budgeting establishes priorities. Funded items are clearly more important. Budgets can be used 
for special projects and assignments as well as for the yearlong normal funding program. A man-
ager has a sense that management values his or her project when it receives money. Budgeting 
is an excellent controlling device. Budgets can be established for departments along with other 
standards and objectives. In that way, a manager has a clear idea of what needs to be accom-
plished in the timeframe involved.

Budgeting Problems
As was the case with ratios, budgets can be used or misused. Problems emerge when managers 
abuse the budgeting process. Issues can arise on both the planning and controlling side of the 
budgeting program (see Table 7.6).

Table 7.6 Budgeting problems

Planning Control

Poor forecasts

Politics

 over-asking

 horse trading 

Overemphasis on the short term

Manipulating outcomes

Using as a policing device

On the planning side, two major problems that occur are poor forecasts and company politics. 
Poor forecasts of future sales distort the entire budgeting program. When revenues are badly 
overestimated or underestimated, departmental allocations no longer work. Managers who do 
not take the time to obtain quality forecasts hurt the budgeting process.

Company politics take two forms. The first, over-asking, means departmental managers put in 
budget requests with amounts that far exceed their needs. The goal is to build a “war chest” or 
“slush fund” to hold for use in emergencies. Funds are not allocated efficiently when this occurs, 
and the budgeting program becomes essentially a guessing game.
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The second problem, horse trading, involves trading favors in exchange for larger budget alloca-
tions. A manager essentially plays politics rather than seeking to achieve organizational goals. 
The net result will be companies in which distrust of the budgeting process is commonplace.

On the controlling side, budgets create problems when managers overemphasize the short term. 
For example, suppose a department manager faces a budget in which 100,000 units were to be 
produced during the year. It is December, and only 88,000 units have been finished. Due to wor-
rying about what will happen if the target is not met, the manager authorizes overtime, ignores 
routine maintenance of equipment, and angrily chastises workers to hit the target. Even if the 
goal is reached, workers are upset, tired, and the equipment becomes more likely to break down 
in January (Argyris, 1952).

Some managers simply cut corners in order to manipulate outcomes. They create sales that will 
be made into returns at the beginning of the next budgeting period. Others count defective items 
as finished goods in order to reach quotas.

When a budget becomes a policing device, it is used to justify personnel decisions: A manager is 
informed that she will not receive a pay raise due to failures to meet standards. Another manager 
is being passed over for promotion because she did not manage her budget adequately. At the 
extreme, a manager who failed to meet budget requirements is terminated. These tactics turn 
budgeting into the enemy of workers. Budgets that are used to place blame serve little other pur-
pose (Nobles, Mattison, & Matsumura, 2014; Tosi, 1974).

Creating Effective Budgeting Programs
To overcome potential problems with budgets, managers must take proactive steps to make sure 
the process works properly. Doing so involves activities in three areas: planning, control, and 
both planning and control (see Table 7.7).

Table 7.7 Effective budgeting programs

Planning Control Both

Effective forecasting Correct problems Participation

Reduced politics Long-term view Future oriented

Systematic approach

On the planning side of budgeting, accurate forecasts of sales and revenues are crucial. Only then 
do the budget allocations work properly. You can never eliminate politics, but you can become 
aware of them. Employees who try to play games with the system should be admonished.

On the control side, budgets should be viewed as methods for solving problems rather than plac-
ing blame. When employees see the budget as a tool rather than a whip, the system works better 
for both short-term and long-term tasks.

On both sides, employee participation should be encouraged when setting standards and creating 
budgets as well as when measuring results. Doing so creates a sense of empowerment in the work 
force. Individual employees are more likely to “buy in” and try to set and achieve quality stan-
dards. Budgets that focus attention on the future rather than dwelling on the past are of greater 
value. And finally, budgets should be built into the calendar. Every employee should know when 
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it is time to set standards and when performance will be measured. The budgeting process should 
feel like a natural part of the yearlong work cycle (Welsch, 1976).

In summary, the budget process offers the potential to establish reliable links between a com-
pany’s planning and controlling systems. The standards set for individuals and departments can 
be used to increase performance and keep the organization on track. Effective managers take the 
time to make sure a budgeting system works the way it should.

Auditing

Auditing is a crucial component of any control system, but it is especially critical in financial 
reporting and control activities. Auditing takes many forms, including internal auditing, external 
auditing, tax auditing, software auditing, risk-based auditing, and fraud auditing. In this section, 
we discuss auditing as a control function, not as a practice experienced in an accounting course 
of study. Auditing is an assessment of a person, organization, system, process, operation, project, 
or product. Auditing is most commonly used to make sure that all financial and accounting state-
ments are accurate. However, auditing processes also exist for cost management, project man-
agement, quality management, hotel front desk operations, energy conservation, and, of course, 
tax return auditing conducted by the Internal Revenue Service (IRS), state tax agency, or local 
government office.

In most organizations, auditing systems (either internal or external) exist to assure that financial 
statements are reasonably free from material error, accounts reasonably reflect their actual bal-
ances, and systems procedures are sufficient to provide accurate and reliable data. External finan-
cial audits for publicly traded companies are often conducted by applying standards defined by 
American Institute of Certified Public Accountants and potentially the International Standards 
on Auditing.

Quality auditing is conducted to assure conformance with standards defined by the organiza-
tion or potentially an externally defined process such as ISO 9001. Quality audits, somewhat 
like financial audits, require review of objective evidence associated with the defined process, 
except the quality auditor is an internal agent of the organization with the authority to pass such 
judgments. Quality audit processes often judge the conformance or nonconformance as well as 
operational practices that lead to the result evaluated.

Auditing at any level of the organization or individual level is an assurance and conformance 
process intended to ensure that defined policy, procedure, practice, and compliance are carried 
out. Auditing benefits the organization and its management as a critical control function, without 
which both internal and external stakeholders would be unable to make firm judgments and deci-
sions on behalf of the organization.

In summary, the accounting and finance departments have major responsibilities that include 
managing money and assisting in the planning and controlling processes. Ratio analysis, bud-
geting programs, and audits make the job of managing the entire company run more smoothly. 
These processes enable management to make the kinds of corrections that will put the organiza-
tion back on course when problems have been discovered.
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   7.4 Other Forms of Control
Controlling systems also allow managers to identify variation from expectations and suggest 
actions appropriate to return the process to standards. When controlling systems (and meth-
ods) are not managed properly, some workers are bound to view them as unpleasant nuisances. 
Ensuring employee acceptance of controls is essential to effective organizational management. If 
organizations fail to be efficient and effective, they are unlikely to survive long in a competitive 
environment. Managers must be able to measure the use of organizational resources (capital, 
labor, raw materials, etc.) in producing a particular form of organizational output and to con-
trol variables continuously with the intent of improving the quality and quantity of that output. 
Managers must also take the initiative to continuously improve the organization’s output meth-
ods with the intent of improving the efficiency or quality of that output. Without doing so, orga-
nizations likely will find competitors taking market share. Control is essential to the very success 
of the organization. Other forms of control include feedforward controls, concurrent controls, 
feedback controls, and Total Quality Management systems.

Feedforward Control

Feedforward	controls are used to anticipate problems (Koonz & Bradspies, 1972). In this sys-
tem, managers establish methods to identify potential problems and incorporate solutions into 
the process in advance. An example of this type of control is a well-conceived employee handbook 
that defines work rules, clear shift hours (including starting hours, break times, and shift end), 
and other important policies. The handbook anticipates most employment problems and defines 
correction systems before the employee is hired. The use of proficient employment applicant 
screening such as interviewing techniques and background checks allow managers to increase 
the potential of a satisfied and productive work force. 

As another example of feedforward control, consider a university leader who receives a report that 
the population of potential college-aged students will decline significantly in the next decade. The 
university could begin to implement actions that would entice students from greater distances to 
apply or design programs for other groups to help continue to fully use the university’s facilities 
and staff in the future.

Concurrent Control

Concurrent	 controls manage problems as they are encountered. This type of control alerts 
managers when machine parts fail to meet specifications and enables managers to address 
the problem immediately at the point of defect. Concurrent controls are central to continuous 
improvement initiatives designed to increase quality and reduce defects in production operations. 
Concurrent controls are used when a salesperson adjusts the sales pitch in response to customer 
questions. Concurrent controls appear when a building project must be modified midcourse due 
to an unexpected change. Any time an individual employee or manager can respond in real time 
to a problem or concern, concurrent controls are present.

Feedback Control

Feedback	controls involve managing problems after the fact. Many of the control systems dis-
cussed in this chapter have feedback elements, which solve problems after they have been discov-
ered. These systems assist managers in making decisions about product quality, product features, 
pricing, and so forth. In this way, managers can make appropriate changes to meet market 
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demands and expectations. Managers may 
discover that a particular design feature can 
be easily damaged in service and, as such, 
may require some redesign or complete 
abandonment to improve product life or 
customer usage. Managers may have esti-
mated sales to be higher than realized, and 
production output must be reduced.

One form of feedback control is an occa-
sional control, which is undertaken only for 
specific incidents or problems. For example, 
at the customer or user stage of the prod-
uct or service cycle, managers use various 
feedback or occasional control systems to 
gather detailed information through satis-
faction surveys, customer product returns, 
service complaints reports, sales reports, 

and so forth. Then a report or memo may be written to help the manager in charge address a 
specific problem. The same would be true in the case of an accident. Management investigates 
the incident, looking for causes that could have been prevented as well as methods for coping in 
the event of an accident. Reports and proposed changes will follow and are implemented.

Total Quality Management

One form of concurrent control is a total quality management (TQM) program. A key principle 
of both TQM and a similar program, called Six Sigma, is the philosophy that it is best to iden-
tify and correct defects in any process to produce a more reliable and higher-quality product. In 
doing so, managers often delegate significant responsibility to workers to stop production lines 
as soon as they detect a problem.

Quality is one of the significant functions in the value proposition customers consider in select-
ing products and services in the broader marketplace. In the modern organization, quality is 
everyone’s business. In this section, we explore quality as a value that can be controlled by apply-
ing practices and controls.

Quality control emphasizes testing of products and services, typically by applying sampling and 
statistical analytic techniques (Deming, 1960). The purposes are to uncover defects in manufac-
turing or delivering services by using predefined quality matrices as well as to improve, stabilize, 
and increase production. Quality assurance through quality auditing, as previously discussed, 
is intended to identify the issues leading to the creation of product service defects and to advise 
management on measures to correct and improve the processes.

W. Edwards Deming is often rightly credited with initiating the quality movement, first in post-
war Japan and later in the United States. His philosophies of quality have become part of virtu-
ally every business organization and likely are the foundation of the modern quality orientation. 
Deming emphasized constant quality improvement for the purposes of increasing the productiv-
ity and profitability of the entire business or TQM (Deming, 2000). While Deming emphasized 
testing and statistical analysis, he recognized the focus of quality-infused pride of workmanship, 
job security, and organizational stability.

John Cooke/Thinkstock

▲▲ Occasional control is a form of feedback control that is 
undertaken only for specific incidents, such as an accident. 
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Modern quality control systems are largely automated and address both corrective and preven-
tive components. Systems now streamline audit management, provide integrated customer com-
plaint modules, and allow all information to be delivered via networked computer systems. Even 
though automation has emerged, easing the backend workload and conducting many statistical 
processes, attention to quality remains the responsibility of the work force.

TQM and Organizational Change
While control is a central management function intended originally to keep organizations and 
organizational processes on track, a by-product of control is the ability of managers to use control 
systems to help guide organizations through change. A notable example of this approach is the 
Ford Motor Company, which in 1973 produced an all-time high of 2.35 million vehicles in one 
year. Company leaders discovered during the late 1970s that Japanese automobile competitors 
were overtaking them in critical areas of consumer satisfaction, quality control, delivery to sales 
units, cost control, and even sales. These influences were beginning to eat away at Ford’s sales and 
profitability. The company management at the time was determined to overcome these obstacles 
by studying Japanese manufacturing systems (influenced by the philosophies of Deming) at Toyo 
Kogyo, the manufacturer of Mazda automobiles.

Ford officials implemented two new approaches to managing the business: just-in-time (JIT) 
manufacturing and TQM. While the implementation of JIT and TQM took nearly three years 
of difficult change in the organization’s culture, not just in its process, Ford emerged with a 
profit in 1984. These invaluable control systems created the foundation for advancing a new 
corporate strategy. The company soon sported new models, including the then heralded Ford 
Taurus and Mercury Sable line and a new company vision statement: “Quality is job one!” Those 
lessons from 30-plus years ago again helped Ford in its most recent crisis, experienced during 
the recession of 2008 through 2011, when the company found itself the last domestic automo-
bile brand not in bankruptcy. Company management’s experience in developing appropriately 
designed control systems likely provided the foundation for maintaining solvency during diffi-
cult times as well as moving the business forward into the emerging and competitive realities of 
the market. Ford’s business rebounded again, and customer satisfaction, sales, and profitability 
increased.

Control System Challenges

While most control systems serve the intended purpose, no control system is perfect. They often 
do not work as intended. The reasons behind this phenomenon are many, but often can be cat-
egorized in one of the general systems problem areas attributable largely to humans involved in 
the process. Some of the challenges that affect control systems include

•	 rigid bureaucratic behavior
•	 invalid data reporting
•	 employee resistance

To create an effective control program, each of these challenges must be overcome.

Rigid Bureaucratic Behavior
The modern, highly productive organization typically demands extremely precise work in large 
quantities to meet market expectations and pricing demands. Job requirements are specific, and 
employees must follow processes carefully to produce what is expected. In these mechanistic 
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organizations, employees need to be highly skilled. They also must learn and apply organizational 
rules and regulations (Fayol, 1949). In such organizations, the system reinforces process decision 
making with little or no flexibility. Workers, therefore, continue to execute their duties as defined, 
and managers respond only to address the exceptional occurrences.

These processes, with their emphasis on reliability and repeatability, seem designed to ensure 
complete organizational bliss. But such conditions can and often do lead to unintended and dys-
functional consequences. Workers (like all humans) tend to exhibit forms of behavioral momen-
tum that can lead them to dogmatically follow organizationally sanctioned behavior even when 
conditions change. Such behavior can and does lead to inflexibility and problems with organiza-
tional customers, clients, other employees, vendors, and others.

A restaurant waiter may be disinclined to allow a modification to a menu, a university employee 
may resist a student’s request for an unusual course schedule change, or a salesperson may not 
accept an order with specifications different from standard on the product or the billing sched-
ule. A worker may reject making even simple changes that do not follow the rigid, bureaucratic 
organization standard.

Invalid Data Reporting
The most deceitful of the control system challenges occurs when workers purposely report inac-
curate, incomplete, or distorted information. Examples include manipulating budgets to receive 
unneeded resources, changing numbers to reach better ratio figures, and altering findings in the 
control process. It is not that workers are particularly dishonest, but that they work under a con-
trol system that may make them feel compelled to provide inaccurate, incomplete, or distorted 
information in order to survive and maintain a job in the system.

An infamous example of the problems 
caused by invalid data reporting comes 
from Enron. This business scandal of enor-
mous proportions has numerous threads: 
many, many people were implicated, and 
dozens were tried and convicted. But the 
real lesson from a control systems perspec-
tive is that the seemingly honest, hardwork-
ing people in this company and “Big Six” 
accounting firm Arthur Andersen were 
lured into reporting false data.

Until the Enron scandal, Arthur Andersen 
had a long history of business success, 
much of it from providing auditing ser-
vices to publicly traded firms like Enron. 
Each of the auditors associated with the 
scandal had spent years preparing to enter 

the field. They earned accounting degrees, certifications, and worked up the chain of com-
mand in the firm. All of them had excellent reputations. Arthur Andersen’s lead auditor, David 
Duncan, arguably shredded documents to prevent the scandal from leaking and to minimize 
the impact of the scandal on his employer while also shielding himself from liability in the 
case. His act was likely one of self-survival. Although the U.S. Department of Justice eventu-
ally dropped Mr. Duncan’s case, accounting giant Arthur Andersen was convicted of crimes 
and no longer exists.

Courtesy Everett Collection.

▲▲ The Enron scandal is a well-known example of the problems 
that result from invalid data reporting.
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Employee Resistance
Workers often resist change in the work environment—even a positive change (Baack & Cullen, 
1994). Control systems can lead to resistance. The resistance can take various forms, includ-
ing individual resistance (defiance, reduced productivity, etc.), organized resistance (unionizing, 
strikes, slowdowns, “blue flu,” etc.), or even complete employee disregard for the control system. 
When resistance occurs, the response by the worker’s supervisor is critical. Generally, workers 
do not seek to be controlled and do not appreciate receiving orders from their supervisors. Yet 
control systems, orders, and corrections are a part of every organization. Everyone is subject to 
these forms of control in one way or another. To overcome resistance, the positive elements must 
be emphasized (see feature box).

Characteristics of Effective Control Systems

Efficient and effective systems of control share several common characteristics. Many of these ideas 
are associated with the overall control system and with individual programs such as performance 
appraisals and budgets. Seven key characteristics of control systems are the most important.

1. Controls must focus on the critical points or process path in the organization. Specific controls 
are most effective when they are directed to points in the organizational system that are most 
susceptible to failure or where manufacturing or operating costs variances are unacceptable. 
Critical points include the areas of an organization’s operations that directly affect its success 
over time.

2. Controls must easily integrate into established processes. The control system has to be compat-
ible with existing organizational culture and operational realities, and all formal standards for 
performance must be realistic and achievable.

3. Controls should achieve acceptance by employees. For a control system to be accepted by orga-
nization members, the controls must be related to meaningful and generally accepted goals. If 
goals are not widely accepted, control systems will be dysfunctional.

4. Control systems should provide information as needed. Information must be collected, routed, 
and evaluated quickly if action is to be taken in time to produce improvements. Data delivered 

Overcoming Resistance to Control Systems

1. Emphasize the value of control systems to workers.
  How: Explain how feedback can be used to improve performance, leading to rewards such as 

positive performance appraisals and pay raises.
2. Incorporate fair and reasonable standards.
 How: Encourage participation in setting standards. Do not use them to punish.
3. Use specific, concrete objectives workers can understand and relate to their jobs.
 How: Use the tools provided by control systems, including management by objectives, budgets, 

and the performance appraisal system.
4. Aim for improvement.
 How: In all cases, focus on the improvement of worker skills, abilities, knowledge, and organiza-

tional performance.
5. Be consistent.
 How: Build the control system into the calendar. Remain impartial and fair when making judg-

ments about individual and departmental performance.
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out of production sequence is of less value and may not appropriately support decision pro-
cesses. Information on performance must be accurate.

5. Controls must be economically feasible. The cost of implementing a control system should 
be less than, or at most equal to, the benefits derived from the control system. Data delivery 
systems designed in ways that exceed utility are soon abandoned by managers and line staff.

6. Information must be accurate. Evaluating the accuracy of the information they receive is one of 
the most important control tasks that managers face. If the control system provides inaccurate 
and invalid data, it is of no use or value to the managers and the organization.

7. Controls must be comprehensible. The information generated via control systems should 
be understandable and be seen as generally objective by those using it to make decisions. 
(Deming, 2000)

Summary
Controlling is the process of evaluating performance against established goals and creating 
methods appropriate to take corrective action to maintain or improve performance in any area of 
the organization. Constant controls apply to every level of the organization on a continuous basis. 
Periodic controls are regularly scheduled control systems designed to identify problems and then 
solve them as needed.

Effective control systems apply to company-wide, departmental/functional area, and individual 
levels. The standard control process consists of four steps: Establish and review standards set 
in the planning process; measure performance at the strategic, tactical, and operational levels; 
compare performance outcomes with the standards that were set; and make a decision to reward 
or correct.

Many times, control standards at the functional area level also serve as company-wide goals. 
Typically, goals are set in the areas of production, quality control, marketing, sales, human 
resource management, information technology, research and development, and accounting and 
finance. Accounting and finance officers are charged with reaching goals within their depart-
ments as well as assisting in assessing overall company operations. Ratios, budgets, and audits 
assist in this process.

Control can take the form of feedforward, concurrent, feedback, and systems such as Total 
Quality Management. Numerous challenges to successful control systems exist. The challenges 
include rigid bureaucratic behavior, invalid data reporting, and employee resistance. Effective 
managers overcome these challenges to help ensure organizational success over time. Tactics 
include focusing on the critical points or process path in the organization, integrating into the 
established processes, achieving employee acceptance, providing needed information in an effi-
cient manner, and remaining accurate. 
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C A S E  S T U DY

Tony’s Pizza Business

Tony Valencia returned to the United States after a six-month visit to Italy. He discovered major 
problems in what had been his lifelong labor of love—his own pizza parlor.

Tony came to the United States in the mid-1990s as an immigrant. His main desire was to take care 
of his parents, who had arrived five years earlier. Tony opened a pizza parlor, Valencia Pizza, on 
the north side of Sioux City. His business was located near the agriculture campus of South Dakota 
University and in a part of the city that had a large Italian community. Tony’s sales grew quickly. He 
was making far more income than he ever could have imagined. Valencia Pizza had so much busi-
ness that a one-hour wait to be seated was normal. He opened a takeout window to accompany 
his delivery service.

The secrets to Tony’s success included high-quality food products combined with a pleasant dining 
experience. Tony personally screened every server before the individual was hired. His wife, Louisa, 
who was a terrific cook with experience in restaurant meal preparation, personally selected the 
kitchen staff.

Valencia Pizza operations continued smoothly until Louisa’s sister died, leaving behind two small 
children. Louisa took them into the Valencia home and stopped working at the restaurant. Tony had 
to manage the kitchen staff and the dining area by himself. He worked long, exhausting hours.

Tony contacted a business school professor from the university. He wanted to know how to manage 
his time effectively and keep earning a good income. The professor suggested hiring a store man-
ager for his current location plus opening a second location on the south side of town. Tony hired a 
nephew, who was 24 years old and eager to please. Tony quickly trained him and believed his unit 
was in good hands. He then opened the second outlet with the idea that he would repeat the pro-
cess and hire a store manager for that unit as well. Unfortunately, it took several months to launch 
the new location. As it began to succeed, Tony realized he was working as many hours as before.

A return visit to his professor friend led to the concept of franchising. His friend taught him how 
to sell units to other locations in the Upper Midwest, and Tony quickly made enough money to be 
comfortable. He maintained ownership of his two original stores and hired a manager who was 
able to run the second location.

Many of the new franchise outlets did not fare well. Tony had given up almost total control of the 
other units to a management firm that was accomplished at franchising small businesses. The new 
owners quickly cut back kitchen staff pay to slightly above minimum wage. Servers were not cho-
sen as carefully. Food costs were reduced by cutting back on the generous portions of sauces and 
toppings that had made the store famous in Sioux City. Store managers were instructed to copy any 
promotion used by other pizza chains. The company was not able to remain competitive with other 
businesses, and within two years, six of the new franchise locations had closed.

Upon returning from his visit to Italy, Tony felt revitalized. But when he had dinner at one of the 
Valencia franchise locations, he did not recognize his own business. He found servers were imper-
sonal and more concerned with a television program playing in the dining room than with taking 
care of customers. The quality of the food he received frustrated him. The restaurant had plenty of 
open tables, and it was early Friday night, a prime time in the pizza business. 

Tony contacted the franchising company. He told them the other units were diminishing the reputa-
tions of his two stores. The management group was more than willing to sell the remaining units to 
Tony. He found himself, in his mid-50s, with 12 restaurants in eight cities that needed attention. He 

(continued)
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Key Terms
activity	ratios	 Ratios that assist managers in understanding how well certain company activi-
ties are being carried out.

auditing	 An assessment of a person, organization, system, process, operation, project, or 
product.

balance	sheet	 A report on investing and business financing activities of the organization.

concurrent	controls	 Control systems that manage problems as they are encountered.

controlling	 The process of evaluating performance against established goals and creating 
methods appropriate to take corrective action to maintain or improve performance in any area 
of the organization.

constant	controls	 Controls that regulate organizational activities on a continual basis, which 
means that any time any of these standards are not met, the management team immediately 
reacts with corrective action. 

feedback	controls	 Controls that manage problems after the fact.

feedforward	controls	 Controls used to anticipate problems in advance.

leverage	ratios	 The ratios used to measure company debt and company risk.

liquidity	ratios	 The ratios designed to make sure the company has enough money on hand.

management	by	objectives	 A participative annual goal-setting program used in both plan-
ning and control systems.

market	share	 A measure of the company’s percentage of total sales in an industry or a subset 
of an industry.

periodic	controls	 Control systems that assess organizational activities on a regularly sched-
uled basis.

profitability	ratios	 The ratios used to measure company financial success.

share	of	mind	(or consumer awareness)	 The degree to which consumers are aware of the exis-
tence of a company, which inclines them to visit that company or store.

sourcing	 The methods used to acquire raw materials.

wanted to get back to basics: high-quality food and friendly service. The challenge would be finding 
a way to make it happen without sacrificing all of his free time.

Discussion Questions

1. What kinds of strategic changes will Tony need to implement in the franchise units?
2. What kinds of functional area corrections will be required in each of the departments of the 

franchise units?
3. What type of audit should Tony use in the franchise units?
4. When a restaurant has gained a bad reputation in a community, it is hard to change. Can Tony 

overcome this problem in his chain of stores? Why or why not?
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Critical Thinking
Review Questions

1. Define controlling, constant controls, and periodic controls.
2. Name the types of constant controls that apply to individuals, departments, and the overall 

organization.
3. What four characteristics should standards have that will aid in the periodic controlling 

process?
4. When comparing performance to standards, what five outcomes are possible?
5. What are the four parts of a system?
6. What standards are set and evaluated in the areas of production and quality control?
7. What standards are set and evaluated in the areas of marketing and sales?
8. What standards are set and evaluated in the area of human resources?
9. What standards are set and evaluated in the accounting and finance departments?

10. Name and define the four main types of ratios used by accountants and managers.
11. What steps are involved in the budgeting process?
12. What problems are associated with budgeting in the areas of planning and controlling?
13. Name the things managers can do to create effective budgeting programs.
14. Describe auditing in the context of this chapter.
15. Define feedforward control, concurrent control, and feedback control.
16. What challenges are associated with control programs?
17. What are the characteristics of effective control systems?

Analytical Exercises

1. Using the four elements of quality standards and goals, provide an example of a well-stated 
goal and a poorly stated goal in the following areas:

•	 production
•	 marketing and sales
•	 human resources
•	 finance and accounting

2. Using four elements of a system, explain how they could be used in the area of performance 
appraisal for an individual worker.

3. Apply the four production standards of quantity, quality, cost, and time to these two services:

•	 an insurance company
•	 a nonprofit hospital

4. Explain how the four main standards in marketing and sales would be applied to control sys-
tems in the following companies:

•	 a local tavern
•	 a local dry cleaning operation
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•	 a local radio station
•	 Walmart

5. Explain how the following profitability goals are related and how they are different:

•	 total income on income summary
•	 earnings per share of common stock
•	 dividends per share of common stock
•	 profit margin

6. How are the four types of ratios related to each other? Explain why it is important to look at all 
four together rather than at a single ratio figure.

7. Make a list of the benefits of budgets and the problems associated with budgets. Explain how 
these might apply to your own personal finances.

8. Choose the appropriate form or forms of control from feedback (or occasional), concurrent, 
and feedforward, for the following situations:

•	 creating a hurricane safety program
•	 managing a major league baseball team
•	 creating and airing a television game show
•	 operating a major airline
•	 explaining an accident that injured an employee



The Five Management Functions 
as a Coordinated System

Learning Objectives

After completing this chapter, you should be able to:

•	Evaluate the changes taking place in the world of business.
•	Understand the linkages between the management functions in the face of change.
•	Effectively manage change in an organization.
•	Build a successful career in management.

8

Fuse/Thinkstock 
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 8.1 Introduction
When you think about the management process, it may be tempting to place the functions of 
planning, organizing, staffing, leading, and controlling into separate boxes. In the real world, 
however, these functions often overlap. They can take place separately as well as simultaneously 
as one integrated, coordinated system—at least when they are being carried out effectively.

We conclude this text by first examining the rapidly changing world of enterprise. The chapter 
continues with an analysis of how these forces affect the five management functions. We then 
tie together the management functions, with a special emphasis on the nature of change and its 
impact on those functions. The chapter closes with a look at the skills you will need to build a 
successful career in the field of management.

M A N A G E M E N T  I N  P R A C T I C E

Round Rock Express— 
Minor League Baseball, Major League Management

Have you ever thought about how hard it might be to try to make a year’s worth of money in little 
more than 90 days over a period of about five months? Every minor league baseball team in the 
United States faces that challenge. Teams play about 15 exhibition games followed by around 75 
home games each season, and that is it for the year. One organization has risen to the test: the 
Round Rock Express. Until 2011, the Express was the AAA affiliate of the Houston Astros. More 
recently, the team has been associated with the Texas Rangers. Round Rock draws the second-
highest attendance in minor league baseball each year. Sports Illustrated magazine has featured the 
organization as a prime example of how to build and maintain a successful franchise.

What is the secret to the team’s success? A well-designed management system. Round Rock begins 
with a clear mission, enthusiastically proclaimed by CEO Reid Ryan as “Awesome customer service.” 
He adds, “We want to be a top of mind entertainment experience. Coming to one of our games 
should be a rite of passage.”

Next, careful planning guides the team throughout the season. Every game has been carefully 
planned to create a family-friendly experience. As part of the plan, fans routinely interact with play-

ers. The players enter the ballpark by walking 
through sections of fans. At each game, Little 
League players and those who have special needs 
are taken onto the field to stand for the national 
anthem with an Express player. Young people are 
invited to play catch with some of the players after 
games. Players freely sign autographs.

Dell Stadium, home of the Express, is one of the 
most modern in Texas, featuring comfortable 
seats with cup holders, a large video scoreboard, 
and dozens of fun events ranging from the “kiss 
cam” to races on the field to special events. Each 
night of the week has a planned event: fireworks, 
souvenir giveaways, dollar hot dogs and sodas, 
half-price beer night, group rates, and fan appre-
ciation days.

Andrew Woolley/Associated Press

▲▲ A well-designed management system has 
made the Round Rock Express a successful 
organization.

(continued)
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The Changing World of Business

The new millennium has brought substantial changes to the world of business. Most would 
agree that keeping up with new events and trends becomes a little more challenging each year. 
Managers in the future can expect this dynamic world to continue evolving. The first step of 
planning, assessing the company’s environment, will be a major priority for managers of the 
future. As the second decade of 2000 arrived, it was clear that trends such as the following were 
already shaping the conduct of business and management processes:

•	 Political events
•	 Social trends

The Express organization is well-organized and staffed. Jay Miller, the chief operating officer of 
the Express, puts it this way: “When you come to our ballpark, we are going to know your name.” 
Employees are carefully chosen. “We don’t entrust this business with just anybody,” Miller notes. 
People are hired because they match the fan-first attitude. Many employees have been with the 
team since it was formed. Consequently, someone coming to the stadium is likely to be greeted by 
longtime parking lot attendant Oscar, who works hard at learning as many names as possible. The 
same is true for employees at the ticket windows, those who take tickets and sell concessions, and 
those who usher fans to their sections.

Round Rock excels at leading. Round Rock’s management team emphasizes three groups that must 
be served effectively: fans, sponsors, and players. Constant communication with each group has 
created long-lasting bonds. As one former player put it, “The pay is better in the majors, but it’s 
more fun playing in Round Rock.”

Employees are empowered to provide the highest-quality service. Reid Ryan noted a time when an 
obviously angry patron pulled into the ballpark, and Oscar immediately decided to give the man 
free parking. Both Miller and Ryan routinely walk the entire stadium, talking with fans and doing 
what they can to make people feel comfortable. One of their favorite tactics is to find a family in 
the cheapest seats and move them to their own box seats next to the field.

The management team makes careful use of its controlling function every day. Miller and Ryan 
move quickly when a patron is dissatisfied. “We do whatever is needed to make them happy,” Ryan 
said, “whether it’s a refund, free merchandise, or tickets for another game.” When someone is 
injured by a foul ball, employees quickly react to do whatever they can to help.

Each year, the Express surveys fans at the end of the season. They ask for ways to improve the 
experience. One year, several fans complained about the long walk around the stadium to get to 
bleacher seats. In response, the team spent over $250,000 on a new entryway to make the seats 
easier to reach. Ryan and Miller also work hard to maintain positive relationships with sponsors, the 
local community, and the players. The approach continues to work. Jay Miller, who has received 
several Executive of the Year awards, summarizes his work this way: “Our ballpark is Round Rock’s 
front porch.” In 2011, the group that owns the Express and other teams rewarded Miller for his 
efforts. He now serves as a vice president for the Texas Rangers in the major leagues (R. Ryan & 
J. Miller, personal communication with Donald Baack, 2010; http://www.roundrockexpress.com, 
2011). Two years later, Reid Ryan was named president of business operations for the Houston 
Astros (2013) in the major leagues.

Discussion Questions 

1. How is managing a seasonal business different from one that runs year-round?
2. What primary product is the Round Rock Express offering?
3. What differences are there in trying to serve players, the community, and sponsors?

http://www.roundrockexpress.com
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•	 Economic trends
•	 Technological developments
•	 The changing nature of competition

Political Events
In 2008, the election of the first African-American president made history, as did his reelection 
in 2012. A few years ago, the Arab Spring began to have a dramatic impact on the Middle East 
and other nations in the area. Interest groups such as the Tea Party had a major effect on the 2010 
elections. By 2013, threats of government shutdowns and default on the debt ceiling in the United 
States were shaping the political landscape. Political trends at the national and international lev-
els will require continual monitoring in the future. The following are some other notable issues 
that continue to arise:

•	 The nature of tax policy
•	 The role of government-sponsored social programs (entitlements)
•	 Immigration law
•	 Corporate oversight

As Congress debates and decides on issues such as these, managers must adjust to the changes 
that arise.

At the international level, relations between governments continue to make headlines. One initial 
outcome of the Arab Spring uprisings was a spike in oil prices. The international community has 
a major effect on global companies. Acts of terrorism that disrupt normal relations have sweep-
ing impacts on business. As an example, consider how much airline travel has changed since 
September 11, 2001.

Social Trends
Many social trends affect the business world. Here are some examples of social trends that have 
an impact on business:

•	 Rising levels of education but greater educational disparity in the population
•	 Changing expectations related to gender roles
•	 Family size and composition
•	 Population locations and movements of populations (rural to urban; Northwest United 

States to the South)
•	 Aging of the population
•	 Increasing levels of diversity in the work force

As a percentage of the population engages in lifelong learning, another significant portion does 
not graduate from high school. This disparity affects the nature of the management program. 
Women continue to move into higher ranks in many organizations. Changes in traditional family 
roles have led to telecommuting jobs in which one spouse stays home and performs work there, 
using the Internet and other technologies to complete assigned tasks (U.S. Office of Personnel 
Management, 2013). The size of an American family continues to decline, and family composi-
tion has been affected. Single-parent households, divorced and remarried couples, grandparents 
raising grandchildren, and other new forms of family units continue to increase in numbers. 
All the while, people are aging. Many move to the South to enjoy a warmer climate during their 
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retirement years. This shift affects the placement and composition of the work force in places 
people leave as well as the places where people arrive.

Managing the work force in the coming years will include working with employees from vari-
ous backgrounds. Diversity	is the term used to describe a wide spectrum of differences between 
people. Diversity concepts apply to individuals, groups, and organizations. At the individual level, 
a disability sets a person apart in one sense from others, as do sexual preferences. Groups and 
categories include those associated with age, race, and gender. Organizations include political 
affiliations, religious groups, and occupations (Gomez-Mejia, Balkin, & Cardy, 2005). Specifically, 
diversity management means finding ways to understand and work with members with notice-
able differences, such as race, gender, age, sexual orientation, and disability.

In terms of race and ethnicity, diversity issues have long existed. Hispanics, African-Americans, 
and Asian-Americans are three of the largest population groups in the United States. Although 
the term Hispanic is not representative of a race, it has been applied to the ethnic group that 
includes individuals with common characteristics, including Spanish as a primary language, the 
Catholic religion, and ancestry in former colonies of Spain. For Hispanics, one challenge can be 
language. An individual whose primary language is Spanish will cope with misunderstandings 
and other problems associated with English. Supervisors who do not speak Spanish encounter a 
similar difficulty. Bilingual managers are a valued resource in companies in regions with greater 
Hispanic populations.

Approximately 11% of the U.S. work force is African-American. As a group, discrimination and 
stereotyping continue to haunt this population. The election of President Obama, while viewed 
as a positive step, has not solved the problems associated with bigotry and systematic exclusion 
of African-Americans in many organizations.

As a group, Asian-Americans constitute about 4% of the U.S. population. These individuals 
encounter different kinds of stereotypes and discriminatory practices as compared to Hispanics 
and African-Americans. Managers are advised to break down these perceptions and deal with 
members of these groups in the same ways as they do with other American population groups.

Women compose more than half the work force in the United States. About 45% of the U.S. work 
force consists of two-income families in which both spouses work (U.S. Department of Labor, 
2011). Issues of marriage, child-raising, career development, and work–life balance persist for 
both men and women. A commonly noted problem, the glass ceiling, continues in many compa-
nies and industries. Women cannot advance to top-level management when a glass ceiling is in 
place. Mentoring programs and other systems have been designed to reduce the problem.

In terms of age, by 2006, the U.S. work force had reached an average age of 40 (Gomez-Mejia et al., 
2005, p. 475). The trend toward an increasingly older work population will begin to decline in this 
decade, as members of the baby boomer generation retire. The 2008 economic downturn slowed 
the number of older workers who could afford to stop working, however, further complicating the 
workplace environment.

The events of September 11, 2001, changed the American perspective with regard to religion. 
Specifically, members of the Islamic faith became targets of hostility in some elements of the 
media, in local communities, and in the workplace. Matters of religion have affected interac-
tions among citizens for centuries. In the 1960s, concerns were expressed that President John 
F. Kennedy was Roman Catholic. As a matter of law, employment discrimination based on a 
person’s religion is prohibited. In practical terms, a hostile workplace based on religion creates 
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similar discomfort to intolerance based on race and gender. Ethical managers seek to reduce 
these tensions and create understanding among employees with diverse religious beliefs. 

With regard to sexual orientation, the repeal of the “don’t ask, don’t tell” policy regarding mem-
bers of the military took place in the context of a continuing national debate about the rights of 
gays, lesbians, and other groups. In the workplace, intolerance of persons with differing sexual 
preferences persists. Gay slurs continue to make headlines in the worlds of entertainment and 
sports. Debates then move to other places, including the office. Managers are expected to cope 
with defamatory statements and try to instill a basic measure of respect toward others, regardless 
of these differences.

A disability represents diversity in the sense that it is a distinguishing characteristic. The 
Americans with Disabilities Act covers the basic rights of individuals with disabilities. The Equal 
Employment Opportunity Commission takes further steps to help those with special needs in 
the workplace. Many business organizations have taken dramatic steps to help accommodate 
disabled people who still wish to work. Approximately 15 million disabled U.S. citizens are 
employed. Statistics indicate that disabled workers are less prone to absenteeism and turnover 
than other employees (Unger, 2002). Managers remain aware that disabled workers can make 
others feel uncomfortable and that they may feel isolated or patronized in many working situa-
tions. Therefore, increasing sensitivities toward disabled workers remains an important goal in 
many companies.

In the study of diversity, care must be given to avoid assuming that group averages or charac-
teristics are applied to every individual or group. Differences between groups are smaller than 
differences within groups. In the world of business, typical categories used to describe diversity 
include gender, age, race, nationality, religion, sexual preference, and employees with physical 
disabilities.

In summary, social trends in the area of diversity affect the conduct of business. Among these 
trends, the definition of marriage can have a dramatic impact on the human resources depart-
ment. The recent Supreme Court decision regarding same-sex marriage will continue to influence 
a variety of U.S. companies and organizations. Insurance companies, health care organizations, 
legal services, and numerous other areas of the economy are being affected by these elements 
(Secino, 2013). Further, if one truth about social trends exists, it is that things constantly change. 
Your grandparents can probably remember a time when girls could not wear pants to school, 
only dresses. Managers in the future will be expected to monitor and adjust to changing social 
circumstances.

Economic Trends
The 2008–2009 recession demonstrated once again the importance of monitoring the eco-
nomic environment as part of business operations. The value of forecasting remains evident. 
Managers should prepare procedures and contingency plans based on responses to the economic 
environment.

A primary factor that will continue to shape the economic environment is the price and availabil-
ity of natural resources, most notably energy. The 2010 Gulf Coast oil spill changed some national 
thinking about offshore drilling. As energy prices spike and then recede, company leaders are 
expected to cope. One response to energy prices has been to shift to alternative sources. Many 
companies have begun to investigate more efficient methods of production. This trend likely will 
continue.
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The Impact of Technology
Technological forces have changed the business landscape in major ways over the past several 
decades. In essence, technology has restructured the entire conduct of business. Technology 
affects planning because it leads to new products, improves existing products and production 
methods, and changes how jobs are performed. Many new products have improved employees’ 
ability to communicate within the organization and with the outside world. Product improve-
ments are present in practically every industry, as are changes in production methods. In today’s 
workplace, many employees now need to know how to use the Internet and a mobile phone 
or similar device to conduct daily busi-
ness. Technology has changed business 
in other ways, including the pace of busi-
ness and the advent of social networking 
(Mullaney, 2013).

The pace of business continues to increase. 
Managers are expected to make nearly 
instant decisions in many instances. Faster 
shipping networks make it possible to send 
products to remote places in a timely fash-
ion, thereby increasing the number of com-
petitors that can reach an area.

Social networking constitutes a major new 
challenge to managers. Facebook serves 
as an example. In less than a decade, the 
company grew to the size it now enjoys, 
dwarfing all other social media and mak-
ing founder Mark Zuckerberg a billionaire 
along the way. In early 2011, Facebook was valued at nearly $50 billion. As Time magazine noted, 
“We are now running our social lives through a for-profit network.”

The statistics associated with Facebook take on nearly epic proportions. If Facebook users were 
members of a country, by January 2011, that nation would have had the third-highest population 
worldwide; only China and India would have more. One out of every 12 people on the planet has 
a Facebook account. And, in the world of Internet hits, one in every four page views in the United 
States occurs on this site. Facebook has brought about some dramatic shifts in everyday life; at the 
core are new cultural patterns of interpersonal interactions. Moving quickly into this realm are 
business professionals and the companies they serve. The international implications of Facebook 
will test many companies. Internationally, marketers know that while Facebook has 100 million 
account holders in the United States, 70% of members are from other countries. The opportuni-
ties to contact and connect with potential customers in other nations have become enormous 
(Grossman, 2010). The 2013 launch of Twitter stock provides further evidence of this trend.

Social media have influenced the world of business in two primary areas: marketing and business 
management. In terms of marketing, an entirely new venue for communication with customers 
has emerged. In this new world of interactivity, simply presenting a message to an online target 
audience is no longer sufficient for management success. International companies instead must 
engage in a conversation much larger than what a dialog box will allow. Numerous voices influ-
ence perceptions of products, brands, and companies. Fans and friends may be hard to find and 
harder to keep.

Zef Nikolla/Facebook/Associated Press

▲▲ Facebook is a social media site that is greatly influencing the 
business world. 
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In terms of managerial issues, company leaders must become increasingly aware of the meth-
ods that employees, specifically younger workers, use in communicating with one another. 
Many firms, such as IBM, now recognize the value of instant messaging systems and the 
use of social media to connect employees in meaningful ways with each other and with the 
management team.

The evolution of social media continues to increase the pace of business as well as the landscape 
in which communication takes place. Messages are transmitted instantly and then often become 
permanent fixtures in cyberspace. Company leaders and individual employees must adapt and 
react to what is said by them and about them on various websites, including Facebook. 

The Changing Nature of Competition
Competition can now be located either down the street or around the globe. Tomorrow’s manag-
ers must cope with this new landscape. Competition evolves at the product level, at the company 
level, and at the industry level. An item as common as a mobile phone must compete in terms 
of price, apps available, service contracts, and other features. Mobile phones now compete with 
the Kindle and other mobile readers. Numerous cellular phone service companies try to capture 
customers. Mobile phones compete against landlines. At the industry level, mobile phones may 
compete against other product lines for consumer dollars.

Globalization

Two perspectives have been posed regarding the impact of globalization of international com-
merce. One view suggests that the world is changing into one gigantic marketplace. By that per-
spective, products can be expected to become increasingly standardized. As an example, for a 
long time, the American hamburger was frowned upon in France. Now McDonald’s operates 
throughout the country, and hamburgers are quite popular. Some argue that the Internet and 
social networks will continue to homogenize cultures and people in terms of products as well as 
methods of selling those items.

The counterargument is that the various cultures will continue to necessitate companies to 
adapt (Purdy, Robinson, & Nunes, 2013). This perspective suggests that even a global company, 
such as one selling refrigerators, must alter products to fit local norms. In some countries, 
refrigerators are small, about the size of those found in hotels in the United States. Other 
countries rely on direct current rather than alternating current. And, of course, the United 
States tends to be less inclined to use the metric system as the primary form of measurement. 
Thus, even though a company has a global reach, it still must adapt to individual country 
circumstances.

In either case, you can expect to have greater interactions with people from other countries dur-
ing your career. Many products and services originate from various countries. Most large corpo-
rations have at least explored the possibility of operating in new nations.

In general, the future of business presents exciting new opportunities and new challenges. 
Planning processes will need to adapt to changing political, social, economic, technological, and 
competitive trends. Managers will lead a more diverse work force in an increasingly global busi-
ness environment.
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 8.2 The Five Management Functions Still Matter
As the world continues to evolve at its dramatic pace, the nature of management requires some 
adjustments but also will remain largely the same. As your career unfolds, expect to experience a 
variety of new tasks and new ways of performing old tasks. Those who are able to respond quickly 
to new trends will become leaders of the next generation of businesspeople. These future leaders 
will stay true to core management principles.

Planning Processes

Planning is a systematic process in which managers make decisions about future activities and 
the key goals that the organization will pursue. The necessity for careful environmental scanning 
has an immediate impact on planning processes. The basic principles of planning will remain 
the same. This means that successful companies will seek to fulfill a well-established mission. 
Effective companies require a foundation and sense of purpose. This will not change. What might 
change will be the mission statement itself. Over time, organizational mission statements are 
updated. In the past two decades, many organizations have rewritten their mission statements 
to include a more global perspective. Others have increased the emphasis on being more socially 
responsible and ethical. Others have made it a point to express the desire to become more envi-
ronmentally friendly. This in turn affects the five steps of planning described in Table 8.1.

Table 8.1 The steps of planning

Steps Items to consider

Scan the environment. Internal and external environments

SWOT analysis

Forecast future events. Sales, economic, technological

Determine organizational goals. Strategic, tactical, operational

Develop plans. Strategic, tactical, operational

Allocate resources. Budgeting

After completion of a SWOT analysis that considers the evolving nature of the external busi-
ness environment, internal company strengths and weaknesses should constantly be reexam-
ined. Forecasting will remain a key element. Managers need to know what to expect in terms of 
revenues, future economic conditions, and changes in technology. It would not be surprising if 
many companies increased the emphasis on high-quality technological forecasting.

Setting strategic, tactical, and operational goals should remain a constant. Without clear perfor-
mance targets, the company can quickly drift off track. What might change? The best guess for 
what might change would be in the area of contingency	planning. An uncertain future requires 
the additional preparation and development of what-if? plans for unforeseen events. Today’s com-
panies create plans for cybernetic threats, economic downturns, shortages of raw materials, and 
terrorist attacks. In the future, should the predictions about global climate change come true, 
other plans related to weather may be in order (United Nations Global Compact, 2013).

The final step of planning, allocating resources through budgeting processes, continues. 
Contingent budgets may be written to cope with unusual circumstances. At the same time, the 
budgeting process remains largely unchanged.
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Organizing

Organizing is the process of bringing people and resources together to create products and ser-
vices in an efficient and effective manner. Organizing establishes task and authority relationships 
that allow people to work together to achieve the organization’s goals. Organizing consists of 
three primary activities:

1. Create specific, yet flexible job designs.
2. Departmentalize work flow to be adaptable to new circumstances.
3. Determine the organizational structure.

Job design as an activity takes on new mean-
ing as time passes. The primary challenge will be 
developing job descriptions that account for new 
tasks. Many of these tasks will be associated with 
changes in technology. As a simple example, a visi-
tor to a large hotel chain recently stopped to ask the 
valet who had parked his car for directions to the 
Interstate. Instead of explaining how to get there, 
the valet opened his mobile phone and showed the 
man a map. Nearly every type of job incorporates 
additional technologies over time.

Departmentalization continues to acclimate to 
new circumstances. One new trend recently inves-
tigated by the Academy of Management (1993) is 
the increasing nature of the boundaryless	 orga-
nization, which consists of individuals working 
together on projects from various companies and 
institutions with less regard to traditional borders. 

As an example, counterterrorism often involves the cooperation of local police, specially trained 
governmental forces such as the FBI and CIA, persons in foreign governments, and private citizens.

Many problem-solving types of work now include collaborations of people across boundaries. In 
management, a large international study known as Project Globe (Capacity.org, 2010) has been 
established to understand cultural differences and their impact on leadership. Members of more 
than 100 universities in separate countries are engaged in the project.

In numerous companies and organizations, organizational structures have changed to more 
organic, flexible forms. The use of standard operating procedures may lessen, especially as an 
economy becomes more service based. To meet company needs, greater delegation of authority 
and autonomy has been granted to more employees.

Staffing

The staffing function will undergo modification as new conditions necessitate. Staffing is the 
achievement of organizational goals through the effective and efficient deployment of people. The 
following list identifies the primary human resource activities: 

•	 Job design
•	 Human resource planning

Steven Senne/Associated Press

▲▲ In today’s increasingly boundaryless work environ-
ment, individuals from different organizations may 
need to work together. 



The Five Management Functions Still Matter Chapter 8

•	 Recruiting
•	 Selection
•	 Orientation
•	 Employee training
•	 Compensation management
•	 Performance appraisal
•	 Employee discipline systems
•	 Workplace safety
•	 Career development
•	 Union–management relations

The influences of new business trends on job design have been mentioned. Technology plays the 
primary role in changing job descriptions and job specifications. Human resource planning will 
undoubtedly experience the effects of increasing globalization and diversity. Staffing members are 
likely to become familiar with the concepts of host country employees, expatriate employees, and 
third-party national employees. A host	country	employee is someone who lives in the country 
where the work will be performed and oversees activities in that nation. An expatriate employee 
is someone sent from a home country (where the home office is located) to the host country. A 
third-party	national	is someone who does not live in either the home or host country. At the 
management level, ethnocentric management involves the employment of expatriate employees. 
Geocentric management uses host country employees. Polycentric management applies mostly 
to global conglomerates that employ third-party nationals.

Recruiting, selection, and orientation processes are likely to account for increasing diversity. Also, 
many firms now stress ethics training as part of the orientation process. Human resource manag-
ers will continue to abide by legal dictates when selecting new workers (Mathis & Jackson, 2013).

Employee training programs must consider issues of diversity as well as educational disparity. 
Problems associated with employees feeling either overqualified or underqualified arise due to 
the growing divide between those with higher education and those who fail to finish high school.

The biggest challenge to employees involved with compensation management will likely emerge 
from political forces. The health care reform laws passed in 2010 were designed to be fully enacted 
over a four-year span. By 2011, efforts were being made to overturn the law, and the opposition 
continued for two more years. Human resource managers will be expected to investigate the 
impact of these laws on their specific companies. Benefit programs also continue to evolve. The 
2011 Congress voted to make dramatic changes in the Medicare program, although the Senate 
did not enact the changes. Companies should consider the future of retirement programs as they 
cope with an aging work force.

Performance appraisals reflect job description, job specification, and individual goals and stan-
dards. As the nature of a job changes, the methods used to measure performance will need to be 
adjusted. Keeping rater bias out of appraisal systems remains an important concern.

Employee discipline systems are updated when new rules are required. The recent overturn of 
the “don’t ask, don’t tell” policy in the military serves as an example. Managers now often use 
social media to make hiring decisions based in part on a review of what a person did at a younger 
age. What constitutes privacy in this new age presents additional challenges to human resource 
managers and other supervisors.



The Five Management Functions Still Matter Chapter 8

Workplace safety involves new issues. As many people are asked to work longer hours, accompa-
nied by technologies such as GPS tracking systems and mobile phones that can locate them at any 
time, increases in stress-related problems would not be surprising. Findings by the World Health 
Organization related to some type of connection between mobile phone use and cancer risk also 
invite additional scrutiny.

Career development programs are the staple of effective business organizations. The methods 
used to train managers remain largely the same. What may change will be the types of tasks 
managers are expected to supervise. Challenges associated with diversity and globalization will 
also have an impact on career development and manager training systems.

Union–management relations will stay unaltered unless changes in the legal system dictate 
otherwise. In Europe, a greater degree of cooperation exists between companies and employee 
unions. Managers from the United States who work with European Union countries will need 
to understand the differences. The number of unionized employees continues to dwindle in the 
United States. Time will tell if that trend will continue, or if new types of jobs will become targets 
of union organizers. If so, some managers may find themselves dealing with unionized employees 
for the first time.

Leading

As discussed in Chapters 5 and 6, leading in a business context consists of all activities undertaken 
to help people achieve the highest level of performance. Leadership means influencing behaviors 
in organizations. Remember that managing is about coping with complexity. Leadership is about 
coping with change. Both will be high priorities for supervisors, middle managers, and executive 
managers of the future. Leading functions in the future will continue to involve the following 
processes: 

•	 Managing power
•	 Providing leadership
•	 Motivating employees
•	 Directing teams and groups
•	 Communicating effectively

The dynamics of power can transform quickly in the modern world. One trend has been that 
experts have a growing source of power. Experts manage uncertainty or anything that threatens 
an organization’s well-being. Experts are also boundary spanners who deal with external orga-
nizations that make demands on a company (the government, suppliers, retail outlets, special 
interest groups). Those who protect the organization have power. As managing uncertainty and 
boundary-spanning activities continue to increase, the power level of those involved will con-
tinue to rise.

Leadership may be provided in various ways. Standard views of people-oriented and production-
oriented leaders are giving way to new concepts. Many organizations actively seek out transfor-
mational leaders; however, others rely on technocrats—persons well versed in technologies—who 
also exhibit the ability to influence others.

Motivating employees requires adaptation as a new generation of workers enters the business 
world. Workers in the Greatest Generation seemed driven by career success, and Baby Boomer 
workers seemed motivated by the intense competition associated with larger numbers of people 
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of the same age, but several new generations have emerged: Generation X and Millennials. Many 
current employment experts believe members of these generations view themselves more as free 
agents who are willing to move between organizations and have a much lower sense of commit-
ment or obligation to any one company (Bellevue University, 2010). These individuals believe life 
should be balanced between home and work. As each new group of people comes of age, you can 
expect a different set of values to appear again.

Directing teams and groups is quite likely to be part of your job description. The complex nature 
of tasks makes them necessary. Many managers will succeed and receive promotions when they 
exhibit the ability to create team players and manage intergroup and intragroup conflicts.

Finally, as always, communication systems require constant monitoring and updates. Individual 
managers as well as departments and organizations will need the most current technologies and 
messages delivered in a timely, relevant, and understandable fashion.

Controlling

Controlling is the process of evaluating performance 
against established goals and creating appropriate meth-
ods for taking corrective action to maintain or improve 
performance in any area of the organization. The standard 
control process follows these steps:

1. Establish and review standards set in the planning 
process.

2. Measure performance at the strategic, tactical, and 
operational levels.

3. Compare performance outcomes with the standards 
that were set.

4. Make a decision:

•	 Successful performance should be rewarded.
•	 Unsuccessful performance should be corrected.

The important link between setting standards in the plan-
ning process and following up on them in the controlling 
process remains a vital part of managing. Performance 
measures will continue to operate on the three main levels. Many conglomerates rely on profit 
centers and strategic business units to serve as additional layers in the controlling function.

Companies will modify tactical controls to fit with changing technologies. For example, most 
companies now assess the results of online marketing efforts against one set of standards and the 
use of traditional media using another. Similar modifications are made with the technologies that 
affect the production process. Also, outsourcing changes the ways in which quality standards 
are set and evaluated. A company may find itself held responsible for a defect in a part made in 
another country (Nolo Law, 2013).

As a manager, your job is to remember the importance of rewarding successful performance. It 
will be one of the keys to motivating employees and will play a major role in your credibility as 
a manager. The type of manager destined to fail has always been the one who promises but does 
not deliver rewards.

Creatas Images/Thinkstock

▲▲ Effective managers remember to reward 
successful performances.
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Controlling helps companies stay on the track to success. In the coming years, periods for control 
will continue to shorten. The term real time has taken on new meaning in the business world. 
Many events and activities can be observed while they are taking place. Reliance on feedback 
control can be expected to diminish as the use of concurrent and feedforward control increases.

Connecting the Five Functions

The five functions of management—planning, organizing, staffing, leading, and controlling—have 
many close linkages. Planning is part of every other management function. Creating and main-
taining an organization’s design requires planning. One of the first steps in staffing is human 
resource planning. Leading requires planning. Leaders rely on motivational programs that are 
planned in advance. Teams and groups use plans to direct activities. Communication systems 
and all the new iterations of those systems necessitate careful planning to spot new trends and to 
implement changes in technologies. Planning is the basis of control through the use of standards.

The organizing function shares similar bonds with other management functions. The first ele-
ment of organizing, job design, is shared with the staffing function. Job specifications established 
in the job design aspect of organizing are used to recruit and select employees. Employees who 
fit are able to work well in company-prescribed teams and groups and to communicate effectively 
within the system. Staffing shares the human element with leading. Staffing involves choosing 
the right people. Leading includes enticing the highest levels of performance from those people. 
Controlling has one element in common with staffing. Both are involved in the performance 
appraisal process for individual employees. Standards link controlling and planning. Further, 
controlling begins the process of creating the next set of plans.

In summary, the linkages between the five management functions make them inseparable activi-
ties. Successful managers understand the links and carefully follow through on every aspect of 
the management program.

 8.3 Managing Change
By now it is clear that we can expect change to be a routine part of organizational life. Alvin 
Toffler (1970) predicted the trend nearly half a century ago. At the same time, Toffler also noted 
that people exhibit a natural tendency to resist change. 

Resistance to Change

Employees resist change for a variety of more and less logical reasons. The following are some 
common rationales (Kotter & Schlesinger, 1979/2008):

•	 Self-interest
•	 Lack of understanding
•	 Lack of trust
•	 Differing assessment
•	 Low tolerance for change

Employees resist change for self-interest reasons when they realize that levels of power, money, 
prestige, job security, and personal convenience are at stake. The sunk	 costs	 doctrine sug-
gests that over time, a person’s investment in a company escalates, driving personal resistance 
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to change. Individual resistance can be based on simply not understanding why a change has 
become necessary or on employees’ lack of trust in management’s motives. Differing assessments 
occur when employees do not view a change as necessary. Those with a low tolerance for change 
also tend to be resistant. The standard responses to resistance to change are summarized in 
Table 8.2.

Table 8.2 Overcoming resistance to change

Strategy Description

Education and communication Explain its necessity and answer questions.

Participation and involvement Engage workers in making the change.

Facilitation and support Carefully plan the change and carry out the plan.

Negotiation and agreement Use the bargaining approach to engage workers in 
discussions.

Manipulation and cooptation Use the political approach to gain compliance.

Explicit and implicit coercion Use managerial power to enforce the change.

Source: Adapted from John P. Kotter and Leonard A Schlesinger (1979). Choosing strategies for change, Harvard Business Review, March–April, p. 111.

Managers choose from these strategies based on the nature of the change. The greater the degree 
of change, the larger the number of tactics that will be employed. In nearly every circumstance, 
managers should engage in education and communication. Doing so helps reassure and inspire 
confidence in employees that the change being undertaken is indeed necessary and that it will not 
unduly affect them in negative ways. Participation gives people a stake in the outcome. When they 
are involved and help implement the change, it will be less threatening and they are more likely 
to support what must be done. Facilitation and support are essential, especially when a change is 
more dramatic. Proper planning means that the change can be implemented more smoothly and 
with fewer disruptions to other activities. In some circumstances, negotiation becomes neces-
sary. Organizations that are unionized and those that are employee owned find it beneficial to 
sit down and iron out differences before implementing the change. Manipulation and coercion 
should be last resorts. Only when all other tactics are doomed to fail are these methods used.

Lewin’s Attitudinal Change Model

Management efforts, including implementing change, become more likely to succeed when care-
ful planning and execution take place. The steps of persuasion are preparation, unfreezing atti-
tudes, moving attitudes, and refreezing attitudes. Each element must be coordinated with the 
others to achieve optimal results.

Unfreezing Attitudes
Kurt Lewin’s (1943, 1997) model of attitudinal change begins with unfreezing existing attitudes. 
A successful persuasive argument begins by convincing the audience members that their previ-
ously held perspective has flaws or may create problems in some way. Unfreezing attitudes begins 
with capturing attention.

The second element in unfreezing attitudes, called force-field	analysis, involves identifying and 
spelling out the forces that call for change and those that push back against those forces. Those 
in the audience must become motivated to believe that forces for change are stronger than any 
resistance. When this happens, it becomes possible to move attitudes.
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Moving Attitudes
Moving persons toward revised or new attitudes may be accomplished by using one or more of 
the three types of persuasive appeals. Aristotle was the first to suggest that persuasive messages 
contain three elements: logos, ethos, and pathos. These three methods can be used to help move 
attitudes and make necessary changes in organizations.

Logos refers to the use of logical appeals to move attitudes. The target will be the cognitive or 
rational component of an attitude. Logic introduced inductively or deductively seeks to move 
the audience toward a new point of view. Supported by facts and evidence that are correct and 
carefully chosen, logos derives its power from convincing the audience through dispassionate 
reasoning.

Ethos refers to an ethical appeal based on expertise or credible information. The practice of citing 
academic research and other scientific studies represents this approach. Lewin notes that ethos 
will be stronger when the audience knows the expert source. For example, an audience that is 
familiar with marketing notable Philip Kottler will be more persuaded by quotes from him or 
his books. 

M A N A G E M E N T  I N  P R A C T I C E

The Power of Preparation

Successful managers recognize the power of preparation when implementing a major change. It 
helps to make persuasive arguments part of the process; preparation involves correctly combining 
the ingredients required. Four elements are combined during the preparation process: the audience, 
the message, the medium, and the persuasion objective. The AIDA model, first developed by E. St. 
Elmo Lewis, often is part of a persuasive message (Bennett, Cunningham, & Dees, 2006).

In this model, AIDA is an acronym meaning “attention, interest, desire, action.” Attention must be 
gained before a persuasive argument can begin. The audience must want to hear what you have to 
say about a problem, idea, or proposal; otherwise, the persuasion attempt will fail. Interest draws 
the audience in by attaching the subject to things they value. Creating interest includes adding 
details that more fully engage the audience in your presentation. Desire results from exposing the 
audience to claims and evidence supporting a specific position. Strong desire results when audience 
members begin to believe that your proposed course of action is in some way favorable to them. 
Action takes place when the audience clearly understands what to do and thinks the activity will 
be easy to pursue. An effective call to action will be based on the motivation created in the desire 
phase and will direct the audience to a specific task or behavior. Proposing a deadline assists in 
inspiring greater motivation.

These elements combine parts of the five management functions, most notably planning and lead-
ing. An effective AIDA approach requires careful planning along with understanding of motivation, 
communication, and leadership. AIDA can be used to influence employee attitudes as well as guide 
them to take action when other organizational changes are required. 

Discussion Questions

1. To get attention, should a manager use humor, fear, a factual method, or some other approach 
when addressing an audience? 

2. When making a persuasive argument, should the presentation be short or long?
3. What kinds of things would cause a persuasive argument to fail or not achieve its intended goal?
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Pathos involves more than simply being emotional. The speaker or presenter must find a story, 
picture, or episode that demonstrates the superiority of his or her position while at the same time 
evoking emotions. Images such as someone in pain due to a physical injury may be tied to state-
ments about the impact of a company’s decisions to strengthen workplace safety procedures. The 
pathos appeal provides a powerful tool in the process of changing employee attitudes.

The final element of moving attitudes will be anticipating objections. Methods for use in fighting 
off counter-persuasion include stating the opposing point of view and refuting it, encouraging 
employee commitment to your perspective, and warning the audience that others will try to dis-
suade them (Booher, 1994; Vasallo, 2002).

Refreezing Attitudes
Refreezing attitudes takes place at the conclusion of a persuasive presentation. In addition to a 
call to action, the audience should be reassured they are about to engage in a positive activity. As 
the word refreezing suggests, this stage is about establishing stability once the changes have been 
made. The changes have been accepted and become the new norm. People form new relation-
ships and become comfortable with new routines, which can take time. It should be noted that 
the refreezing stage of Lewin’s model has been criticized. Solidifying a new perspective may not 
be possible, especially in today’s more dynamic business environment. At the same time, without 
a call to action, the other elements of attitudinal change become far less valuable.

In summary, three thoughts become clear when considering the nature of change and the five 
managerial functions. First, change is inevitable. Second, change processes require management 
planning and coordination. And third, change involves not only engaging in various company 
activities, but altering employee attitudes and desires to resist change at the same time.

  8.4 Management Careers
Perhaps the best part of choosing to study management and pursuing a career in management is 
being able to connect it with your personal interests. For those of you with an interest in account-
ing, the logical career path will become managerial accounting. In an accounting department, 
you will be able to apply your technical skills with management knowledge. In the area of produc-
tion, the first step for most will be as a line foreman or supervisor. In those positions, individuals 
who have been promoted from the rank and file may need the greatest amount of resocialization. 
They are now supervising what were their peers and friends. Making the transition to supervision 
can be difficult. In the field of human resources, managing a department requires a great deal of 
technical knowledge, including an understanding of the legal environment. Preparation in this 
area will likely concentrate on the wide variety of activities performed in the human resources 
department, with a healthy dose of cost-control advice mixed in.

For those most comfortable in marketing and sales, expect to manage people with higher lev-
els of creativity in marketing and an interest in financial rewards in sales. The most successful 
people in marketing are those who create new ideas and methods to attract and keep customers. 
Salespeople tend to be most interested in reward structures. As one successful sales manager put 
it, “Salespeople are into stuff. They like the things that money can buy. They like the lifestyle. It 
helps to understand that first.”

Managing research and development and information technology involves oversight of pro-
cesses. Innovations and inventions take time. Setbacks occur along the way. Websites have to 
be continuously updated and improved. Each new generation of computing devices alters the 
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best ways to deliver information to employees and customers. In summary, the job description 
for a manager represents a wide range of potential work situations. Managing the staff in a doc-
tor’s office is not the same as managing a police force. The best model for you to follow is the 
person–organization fit. When you find the right home, take advantage of your knowledge and 
skills to establish a successful career. The following are some other assets you can acquire to 
help in that process:

•	 Learn a second language.
•	 Indicate your willingness to learn.
•	 Improve your social skills.
•	 Be a team player.
•	 Understand the difference between political managers and real managers.

Each of these abilities will help you achieve your career goals.

Learn a Second Language

If you are a U.S. citizen, odds are you speak only English. A fortunate few speak a second lan-
guage. Fluency in key languages such as Chinese, Hindi, Spanish, and French greatly increase 
your value to the company. Speaking, reading, and understanding a second language can help in 
specific companies and circumstances.

Many universities now offer international business or international management as a major. Part 
of that educational process includes an overseas experience and training in a second language. 
You can do both of these things on your own.

Indicate Your Willingness to Learn

You have already demonstrated a willingness to learn by taking a management course. When 
your formal education is complete, learning continues. The first step might be the employee 
training program that begins your next job. From there, many of you hope to be included in a 
company’s manager training program. At the same time, you can learn on your own. Beyond 

acquiring a second language, you can keep 
up on current events, read about techni-
cal skills in your field, and learn lessons 
from others by reading their works as well 
as attending conferences and seminars. As 
one manager put it, “Everything you learn 
has the potential to open another door.”

Improve Your Social Skills

Do you know how to work a room? The 
ability to comfortably interact with oth-
ers comes naturally to some. If you are not 
one of the lucky ones who can easily inter-
act with others, there is room for improve-
ment. As with any other talent, the key is 
practice. It may seem silly, but practicing a 
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▲▲ Learning a second language can increase your value to an 
organization.
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handshake may be a good place to start. Having a firm but not hard grip exudes confidence. 
Maintaining eye contact shows you have nothing to hide. Verbally, a good rule to remember is 
that the best way to lead someone to think that you are intelligent is to ask the person about his 
or her interests. Always try to remember one key thing about a person you meet, whether it is 
about a hobby, favorite team, recent event, or some other memorable characteristic. It provides a 
starting point for your next conversation.

Social skills include your style of dress and table manners. Those who are fashion challenged 
should seek the advice of people who always seem to be appropriately dressed. Table manners 
are a must. Most job interviews and many important business meetings include a meal. Knowing 
what to order and how to dine without making a mess are necessities. Poor table manners dis-
tract from the content of the meeting and make you seem unprofessional.

Also, have someone secretly record your conversations. How many times did you fall back on 
using “ya know” and “like”? While the world has changed, and many people now use these verbal 
crutches, those who do not maintain an edge. Speaking like a professional is an important part of 
having good social skills. Social skills play major roles in getting jobs and being promoted. Many 
young people have learned various bad habits. If that includes you, now is the time to start work-
ing on getting rid of those unwanted habits (Whelton, 2011).

Be a Team Player

As one cynic put it, “The secret to success is humility. Once you can fake that, you have it made.” 
In truth, it may be worth your while to have candid conversations with people you trust and love. 
If they tell you that your ego always seems to be out on your sleeve, you have a problem. An effec-
tive team player shares information, encourages others, and does not always have to be the center 
of attention. Good team players do get noticed and even admired and promoted.

Become a Real Manager, Not a Political Manager

Noted management expert Fred Luthans explains the difference between a political manager and 
what he terms a real manager. A political manager serves his or her own interests first. The per-
son’s readily apparent goals are to build power and be promoted. These types of managers engage 
in political tactics to get noticed and seem like they are in charge, even when they are not.

In contrast, a real manager is one who actually enjoys managing. This includes paying atten-
tion to and implementing all the management functions as well as building relationships with 
employees in the workplace. A real manager coordinates activities with other managers rather 
than engaging in turf wars. A real manager engages in conversations, not confrontations. Real 
managers are the kinds of people who get things done and make organizations work effectively 
(Luthans, Hodgetts, & Rosencranz, 1998).

Achieving Career Success

When thinking about a successful career, your first step is to define what that means to you. 
For some, a successful career means having enough money and enough free time to enjoy other 
aspects of life such as hobbies, family, and travel. For others, success can mean only one thing: 
becoming a CEO or president of a company. In essence, part of your life plan should be establish-
ing a personal mission, which is what you want to achieve in a career.
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One view suggests that five components are necessary for career success:

1. Education
2. Experience
3. Effort
4. Training
5. Opportunity

Each of these is in your hands. You can enhance your educational attainments. Experience is gar-
nered over time and with involvements. Effort shows on performance appraisal forms and in how 
daily work is conducted. Training takes the form of employee and manager training programs 
and your willingness to excel in those programs. The final component, opportunity, requires you 
to pay attention. Do not allow yourself to be trapped in a dead-end job. Always be on the lookout 
for that next career adventure. Good luck.

Summary
A variety of trends are shaping the conduct of business and management processes in the areas of 
political events, social developments, economic events, and technological innovations, as well as 
in the changing nature of competition. In the area of social changes, diversity management means 
finding ways to understand and work with members with noticeable differences, such as mem-
bers of minority groups, immigrants, members of the opposite sex, and persons with differing 
sexual orientations, as well as in relationships between older and younger workers. Globalization 
further influences the conduct of business and the diversity present in many companies.

The five functions of management, planning, organizing, staffing, leading, and controlling have 
many close linkages. Successful managers understand the links and carefully follow through on 
every aspect of the management program.

We can expect change to be a routine part of organizational life going forward. Still, people 
exhibit a natural tendency to resist change. Employees resist change for a variety of reasons, 
including self-interest, lack of understanding of management’s intentions, lack of trust in man-
agement, differing assessments of the need for change, and an especially low tolerance for change. 
Common strategies for overcoming resistance to change include education, communication, par-
ticipation, involvement, facilitation, support, negotiation, manipulation, cooptation, and coer-
cion. The steps of persuasion used to make changes include preparation, unfreezing attitudes, 
moving attitudes, and refreezing attitudes. Each element must be coordinated with the others to 
achieve optimal results.

Tactics that might help individual employees achieve their career goals include learning a sec-
ond language, demonstrating a willingness to learn, improving personal social skills, becoming a 
team player, and understanding the differences between political and real managers. Further, five 
components are necessary for career success, including education, experience, effort, training, 
and opportunity. Each of these achievements is in your hands.
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Key Terms
boundaryless	organization	 One that consists of individuals working together on projects 
from various companies and institutions with less regard to traditional borders.

contingency	planning	 Preparing and developing “what if?” plans for unforeseen events.

C A S E  S T U DY

Player Safety and the NFL

The National Football League has enjoyed a great deal of popularity for well over a half century. 
In the past three decades, Super Bowl Sunday has become nearly a national holiday in the United 
States. Professional football now draws interest in countries around the world.

At the same time, various factors are beginning to influence how the game is, or should be, played. 
The NFL Players Association has expressed increasing interest in safety issues for nearly a decade. 
Recent events have heightened the urgency of this concern.

The impact of concussions on players is only beginning to be understood. A rash of player suicides 
has spurred further interest in understanding how brain injuries might lead to sudden bursts of 
self-destructive and violent acts. Others discover that they have lower brain functioning, impaired 
memory, and problems with depression as the result of brain injuries.

The net result of some of this concern has been a lawsuit against the league by former players. In 
2013, a settlement was reached in which $765 million was paid to veterans of the league. Many 
considered the amount to be far too small (The Guardian, 2013).

Further, other injuries have affected the management of the sport. When players view various tac-
tics as unnecessary and likely to end their careers prematurely, efforts have been made to lessen 
their use. The Players Association, working with the owners, has sought to protect players from 
being hurt by these tactics. Rules have been changed, fines have been instituted, and players have 
been suspended for hurting others in ways that are now considered out of bounds.

Player safety has also been affected by the use of performance-enhancing drugs. Steroids and 
human growth hormone have been used to give some individuals an unfair advantage on the field. 
Increased testing and larger penalties have been instituted as a result.

In essence, while the sport continues to enjoy unbridled popularity, these larger issues continue to 
exist. The future of the NFL and its players rests in the decisions that various groups will make in the 
coming years.

Discussion Questions

1. Explain how the factors present in the external environment might be affecting the operations of 
the NFL. 

2. Explain how the five functions of management may be influenced by an increasing emphasis on 
player safety.

3. To emphasize the importance of player safety to various groups, use the three steps of Lewin’s 
attitude change model to influence opinions of
•	 players
•	 owners
•	 the general public

4. How might issues of player safety in football be related to safety issues in other types of organi-
zations, such as trucking and manufacturing?
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expatriate	 An employee who is sent from a home country (where the home office is located) to 
the host country.

host	country	employee	 Someone who lives in a foreign country where work will be performed 
who oversees the activities in that nation.

force-field	analysis	 Involves identifying and spelling out the forces that call for change and 
those that push back against those forces.

refreezing	 What occurs at the conclusion of a persuasive presentation regarding an attitude 
that includes a call to action to engage in a positive activity.

sunk	costs	doctrine	 A doctrine that suggests that over time, a person’s investment in a com-
pany escalates, driving personal resistance to change.

third-party	national	 Someone who does not live in either the home or host country.

unfreezing	 A process that involves convincing the audience that their previously held perspec-
tives or attitudes have flaws or may create problems in some way that begins with capturing 
attention.

Critical Thinking
Review Questions

1. What political issues that are likely to affect the world of business in the coming years are 
described in this chapter?

2. What social trends have made an impact on business and will continue to do so in the future?
3. What individual characteristics are associated with diversity?
4. How does technology affect the management of organizations?
5. What are the two positions regarding the effects of globalization on international 

commerce?
6. What are the steps of the planning process?
7. What is a boundaryless organization?
8. What are the major functions provided by the human resources department?
9. What is meant by the terms host country employees, home country employees, and third-

party national employees?
10. What are the primary leading functions and activities?
11. Explain how planning is related to the other four management functions.
12. What factors cause employees to resist change in their companies?
13. What methods can managers use to overcome resistance to change in their companies?
14. What are the three steps in Lewin’s attitudinal change model?
15. What assets can you acquire to improve your odds of enjoying a successful career?
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Analytical Exercises

1. Which of the five main factors in the external environment, political, social, economic, tech-
nological, and competitive forces do you believe will have the biggest impact on business in 
the next decade? Defend your answer. Which will have the least impact? Defend your answer.

2. Explain the ways in which the following statement is true: Diversity and communication inter-
act to create greater complexity in today’s business world.

3. Do you think social media websites such as Facebook and Twitter will continue to exhibit 
a dramatic impact on business in the future? Why or why not?

4. Of the five management functions, planning, organizing, staffing, leading, and control-
ling, which do you expect will experience the most dramatic changes in the next decade? 
Defend your answer. Which will have the least amount of change? Explain your answer.

5. Explain how the processes of unfreezing attitudes, moving attitudes, and refreezing atti-
tudes might take place in the following circumstances:

•	 Explaining the necessity of layoffs to a group of employees
•	 Merging with a competitor from another country
•	 Promoting a person of the Islamic faith to CEO of a major company in which racism and 

intolerance are well documented

6. Which type of leader will be most valuable in the next decade in the following types of orga-
nizations, a transformational leader or a technocrat?

•	 collegiate basketball
•	 network television
•	 manufacturing appliances
•	 selling all forms of insurance

7. Construct a personal balance sheet, as follows:

Your Assets         Your Liabilities          Your Net Value to a Company

Then, write out your plan for increasing your assets, (go back to school; learn a foreign lan-
guage), reducing your liabilities (get over fear of public speaking, be on time to meetings rather 
than tardy), and raising your net value (promotability; pay) to a company in terms of specific 
goals and activities.





Appendix:  
Ethical Management

  A.1 Introduction
In many sports settings, one well-worn cliché suggests that an umpire or referee has performed 
his or her task admirably when the person goes unnoticed by those watching the game. In other 
words, the more invisible the official, the better. Does this same principle apply to business?

The history of business in the United States and around the world has been constantly punctu-
ated by highly visible stories of ethical and legal violations that taint our perceptions of the world 
of commerce. Just in the past decade, the Bernie Madoff Ponzi scheme, the highly questionable 
practices of financial institutions that led to the 2008 recession, the use of child labor in various 
parts of the world to make products, questions about product safety, and numerous other events 
have made national and international headlines. Not long before those incidents occurred, the 
legal problems of Enron and Arthur Andersen were widely publicized.

In this appendix, we will explore the basics of ethical and moral reasoning as they apply to the prac-
tice of management. Providing case-by-case guidelines regarding every possible moral dilemma 
in the world of commerce is not possible. Instead, you will be shown some basic principles and 
tactics to help deal with ethical issues as an employee and as a manager. The first section of this 
appendix examines and explains some fundamental ethical principles. Next, ethical reasoning 
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as it relates to various business activities and functions will be examined. Then, managerial pro-
grams designed to strengthen ethical practices are described. The final section describes the role 
of social responsibility in the business world.

M A N A G E M E N T  I N  P R A C T I C E

Hot Soup: Truth and Ethical Management

Most children are taught the importance of telling the truth at a very young age. Early in grade 
school, many students learn that young George Washington cut down his father’s cherry tree, and 
when confronted, told his parents, “I cannot tell a lie; I cut it down with my hatchet.” This example 
of honesty in the face of the negative consequences that may result stands in stark contrast to what 
often occurs in the business world. Unfortunately, many ethical indiscretions boil down to not tell-
ing the truth, hiding the truth, or shading it in some way to distract others from what actually trans-
pired. Further, at times, what is actually “the truth” may be difficult to identify.

In 2013, Kerry O’Shea, a Huntington Beach, California resident, filed a lawsuit she hoped would 
become a class action in the U.S. District Court for the District of New Jersey. The essence of 
the complaint was that Campbell’s soups were being misrepresented in advertising and labeling, 
because the company claimed its products to be “heart healthy” (Kim, 2013). Beyond advertising 
messages making the heart healthy claim, some of the product labels include the words “Heart-
Check” on them, a certification made by the American Heart Association, was also named in 
the suit.

The attorney who presented the case, Adam Levitt, explained the action by saying, “What we hope 
to accomplish is first of all to obtain compensation for our client and other class members for the 
purchase of Campbell’s products that were falsely represented to them, and we also want to send a 
message to corporate America that mislabeling and misrepresenting product qualities isn’t the right 
thing to do” (Kim, 2013). 

The basis of the argument centers on the amount of sodium contained in each serving of soup. The 
American Heart Association’s own guidelines state that any product should contain only 140 mil-
ligrams of sodium per serving. Many Campbell’s soups contain as much as 410 milligrams per serv-
ing, or 820 to 1,025 milligrams per can of soup (each can holds 2 to 2½ servings), which far exceeds 
the standard. The guidelines contradict the American Heart Association’s website, which suggests 
that products receiving the Heart-Check endorsement could indeed have as much as 480 milligrams 
of sodium per serving.

In response to the lawsuit, the American Heart Association argued that its standards were more 
stringent than those offered by the U.S. Food and Drug Administration. The organization further 
claimed that the Heart-Check certification was valid and that no public donations or contributions 
(such as payments from Campbell’s) were used to support the program. Carla Burigatto, spokes-
person for Campbell’s, stated, “We have complete confidence in the accuracy of our labels and our 
marketing communications and that they meet legal and regulatory requirements” (Kim, 2013).

So, what is the truth? How much sodium per day constitutes a heart-healthy amount? According 
to the National Research Council of the National Academy of Sciences, 1,200 to 1,500 milligrams 
of sodium is sufficient for healthy functioning. Too much leads to instances of high blood pressure, 
increased risk of strokes, kidney problems, and heart attacks. Just one can of Campbell’s soup per 
day contains close to the maximum amount needed. Any person who also consumes soda, snack 
foods, fast foods (e.g., French fries), canned vegetables, cookies, cake, bullion, Worcestershire 
sauce, or other food products would go far beyond the sodium standard on a daily basis (Clow & 
Baack, 2012). “Salting” food before eating adds even more sodium.

(continued)
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Fundamentals of Ethics

A close relationship exists between the terms “ethics” and “morals.” In general, morals constitute 
beliefs about right and wrong. Ethics are moral guidelines. For example, a person’s morals nor-
mally include the concept that “stealing is wrong.” The same individual’s ethical moral guidelines 
would result in the decision that “I will not steal.” Then, any instance, such as an opportunity to 
pad an expense account for a business trip, can be held up to the person’s moral standards and 
ethical guidelines, and result in the conclusion that “This would be theft, so I won’t do it.”

Both morals and ethics represent the feelings, attitudes, and beliefs that become behaviors. 
Business ethics pertain specifically to choices, decisions, and actions taken in the workplace. 
The following feature box lists ethical frameworks. These frameworks are potential sources of 
guidelines as they relate to business ethics (Baack & Baack, 2009).

Ethical Frameworks in Business

Utilitarianism Choices are made based on the greatest good for the greatest number.

Individualism  Choices are made based on personal self-interest, so long as the choices do 
not harm or intrude on others.

Rights approach Choices are made based on the fundamental rights of all persons.

Justice approach  Choices are made based on fairness of outcomes, utilizing consistent applica-
tion of rules and guidelines.

Utilitarianism seeks to maximize positive outcomes for the greatest number while minimizing 
pain or misfortune to others. For example, an executive who needs to make a decision regarding 
whether to downsize might take into consideration the fact that laying off a few hundred employ-
ees might be ethical in the long run, because the choice would keep the company functioning 
and profitable. In other words, although some would lose their jobs, the executive might reason 
that the better outcome for the greatest number of people results from such a decision. Another 
example of utilitarian reasoning can be seen in terms of underpaid laborers; some might argue 

Do companies have an ethical responsibility to limit sodium? Salt is used in food products because 
it adds flavor and prevents spoilage, and, quite honestly, most people like it. Campbell’s has 
responded to calls for lower sodium with a line of products that contain sea salt. Many other com-
panies have followed suit by reducing sodium in food, yet product acceptance has been low. As you 
consider the concepts presented in this appendix, note that many times the “truth” of an argument 
may be difficult to decipher. In this instance, part of the responsibility for maintaining acceptable 
levels of sodium intake may rest with the company—but also with the consumer who makes pur-
chasing choices.

Discussion Questions 

1. What ethical questions does this case raise for Campbell’s and the American Heart Association’s 
managers?

2. Does sodium content in food constitute an ethical issue or is it a health matter that government 
should regulate?

3. How should Campbell’s respond to concerns about sodium content in its products?
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that paying low wages to workers allows the company to keep costs low, which in turn increases 
company profits. The primary critics of utilitarianism argue that such an approach assists the 
majority while damaging the minority. 

Individualism places self-interest above other concerns. Some may argue that self-interest fails 
to offer a positive moral choice (e.g., greed is good). Others note that at some level, most people 
strive to do what is best for themselves and their loved ones. The moral principle would be to 
avoid harming others in the process. Consider a competition for a promotion. One would make 
the best possible case to receive the advancement without unduly disparaging others seeking the 
same position, thereby adhering to individualism principles.

The rights approach holds that choices should be based on the inherent dignity and fundamen-
tal rights of all humans including the right to privacy, to free speech, to truth and information, 
and a safe workplace. In a business setting, this approach might guide the decision to provide 
wheelchair access ramps for disabled individuals, based on the notion that all people have the 
right to safely access a place of business. Difficulties with the rights approach arise when the 
rights of one set of individuals conflict with the rights of others. For example, consider a situation 
where an employee is terminated because he exhibited mentally unstable behavior, and managers 
concluded that he posed a physical threat to others. The employee has a right to privacy, but his 
colleagues also have the right to be informed about potential threat to their safety. In this situa-
tion, how does one decide which right is more important? Does the employee’s right to privacy 
override the workers’ rights to be informed of a dangerous situation? 

The justice approach contains two elements. Distributive justice focuses on the fairness of out-
comes, including rewards and punishments. Procedural justice concentrates on fair and con-
sistent application of rules, protocols, and other ethical/legal guidelines. Justice occurs when 
consequences, such as termination or demotion, result from someone harming other individu-
als or collectives. Consequences serve as deterrents to unethical actions. Further, when some-
one’s behavior results in a benefit to others or a positive social outcome, that behavior should be 
rewarded through a positive performance appraisal, a pay raise, or an opportunity for promotion. 
Controversies may arise when a dispute emerges as to what constitutes a just reward or punish-
ment. As an example, whistleblowing, or bringing attention to an illegal or unethical activity, 
may harm a company or certain managers within that company, yet, at the same time, serve a 
greater social good. Numerous debates have arisen regarding the outcomes that should pertain 
to whistleblowers. 

Ethical Reasoning Processes

The manner in which one analyzes ethical issues tends to evolve over time. Psychologist Lawrence 
Kohlberg (1966) analyzed moral reasoning in young males over a series of three-year intervals for 
a period of 18 years. His research indicated that the process involves an internalization mecha-
nism by which moral reasoning moves from externally imposed principles (fear of being spanked 
or scolded by parents and teachers) to an internal, personalized moral-reasoning system. Table 1 
outlines three stages of moral reasoning and the basic dynamics that are operating at each of 
those stages.

In the preconventional stage of reasoning, external rewards and punishments drive the process, 
but in the conventional stage, both internal and external forces influence reasoning. At full inter-
nalization or the postconventional stage, one establishes a personal moral code when examining 
ethical issues.



Introduction Appendix: Ethical Management

Table 1 Kohlberg’s theory of moral development

Preconventional Reasoning Behavior is controlled by external rewards and punishments

Driven by authority figures 
Motivated by fear of punishment

Stage One: Punishment and 
Obedience

Stage Two: Purposeful 
Individualism

Individual furthers own interests

Reciprocal arrangements (“I’ll scratch your back if you scratch mine”)

Insistence on justice and fairness

Conventional Reasoning Behavioral standards moderately internalized although the standards are 
still imposed by others such as parents, authority figures, and laws

Stage Three: Interpersonal 
Norms

Desire to be socially accepted drives behaviors (being a “good boy” or 
“good girl”)

Behaviors judged as much for intentions as for consequences

Stage Four: Law and Order Behavior driven by desire to maintain social order, insure justice,  
perform duty

Postconventional Reasoning Totally internalized reasoning, personal moral code

Rights and standards of society govern behaviors

Unfair limits to personal freedom challenged and changed
Stage Five: Contractual-Legal

Stage Six: Enlightened 
Conscience

Universal human rights are the most profound guides to behavior  
and actions

The highest level of moral reasoning

Based on Kohlberg, L. (1966). A cognitive development analysis of children’s sex role concepts and attitudes, in E. E. Maccoby (Ed.) The development of sex 
differences. Palo Alto: CA: Stanford University Press.

Consider a basic ethical issue: lying on a job application or résumé about one’s past, such as falsely 
stating one has a college degree, hiding the fact that one has a criminal record, or claiming to 
have worked in a job that one did not hold (or overstating the responsibilities of the job). A person 
in the preconventional stage would reason that doing so was wrong, because the individual might 
get caught. Punishment includes not getting the job or being fired if the mistruth is subsequently 
discovered by the employer. Someone in the conventional stage might say that lying not only 
could result in not getting the job or termination, but also that lying infringes on the rights of 
others who have told the truth during the application process. An individual in the postconven-
tional reasoning stage would conclude that lying on an application violates societal standards. 
He or she would state that the truth supersedes all other arguments about what is right or wrong 
when seeking to get a job.

Kohlberg believed that the stages represent a relatively consistent pattern through which sub-
jects move. In other words, the subjects do not move to the next higher stage without first going 
through the lower stage, as shown in Table 1. He also found that subjects often experienced diffi-
culty understanding the logic of moral reasoning more than two stages above their current levels. 
At the same time, they appeared to be attracted to the reasoning at the next higher stage, and 
subjects tended to move when they concluded that the current stage no longer helped in reason-
ing through a specific moral dilemma (Duska & Whelan, 1975).

Over time, criticisms of Kohlberg’s analysis have been raised, especially with regard to the sample 
of subjects (males only). Carol Gilligan (1982) suggests that female reasoning processes might be 
systematically different from males, due to differential treatment of women during childhood 
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and the early teenage years, as well as by the consequences they encounter as a result of their 
moral choices. 

William Perry (1968) offers a slightly different view of moral reasoning. He also suggests three 
stages, but they are associated with different processes. Perry’s first stage, dualism, comprises 
individuals who believe ethical issues should be understood in terms of absolute categories of 
right or wrong. In the second stage, persons deliberate according to relativism, in which more 
than one position can be taken with regard to what is right or wrong. For example, a manager 
may decide to tell an employee that he is “not a good fit” for a company, when, in truth, it is the 
employee’s capabilities that have become a liability. The manager has decided to tell a “white lie,” 
valuing compassion and concern for the employee’s feelings rather than absolute adherence to 
the truth. In the third stage, commitment, individuals make moral decisions based on personal 
values in a manner similar to Kohlberg’s concepts regarding internalization. More specifically, 
commitment means that a person would make a moral choice, such as becoming a whistle-blower 
or reporting the sexual harassment activities of a coworker, without regard for the potential con-
sequences, such as losing a job or a friendship at work.

No matter which framework you think best explains moral reasoning, remember that each tends 
to suggest that both internal and external forces affect ethical choices and subsequent actions. 
Most authors on the subject believe that ethical reasoning evolves over time, as persons expand 
their number of experiences and mature.

Levels of Ethical Issues

You may wonder if ethical behaviors are always a matter of personal moral choice. At some level, 
this would be the case. Yet at the same time, many actions that may be considered right or wrong, 
moral or immoral pertain not just to a single person but to various collectives. Consequently, it 
might be advisable to consider ethical matters at a minimum of three levels: individual/personal, 
coalition/group, and organizational. At times the issues involved pertain to all three levels; at 
other times, they apply to only two levels; and in some cases, an ethical choice remains a personal 
decision. Examples of topics pertaining to each level are shown in the following feature box.

Examples of Ethical Challenges by Level

Individual/personal Coalition/departmental Organizational

Undeserved performance appraisal Additional budget Bribery

Undeserved pay raise Pollution

Undeserved promotion Support promotion of  
undeserving co-worker

Tax evasion 

Manipulate for choice task assignment Manipulate for choice task Unsafe products 

Run off unpopular employee/rival Run off unpopular employee

Sexual harrassment Sexual harrassment Sexual harrassment
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The analysis of ethical challenges and problems applies to the three levels. Further, responses to 
such concerns may also be developed at the three levels. In other words, individuals can develop 
personal moral codes of conduct, as can groups or coalitions, organizations and even collectives 
of organizations. The next three sections of this appendix examine some of the more common 
ethical issues as they relate to the business environment.

  A.2 Ethical Issues in the Workplace
Ethical challenges emerge in numerous aspects of a company’s everyday operation. Individual 
first-line workers, supervisors, and managers at every echelon in the company’s hierarchy encoun-
ter circumstances that test personal or organizational moral codes of conduct. In this section, 
ethical issues are briefly outlined in the following areas:

•	 Management
•	 Human resources management
•	 Marketing management
•	 Information technology management
•	 Financial management
•	 International operations

Management

As you move through the stages of a career, the types of ethical issues that arise will likely be 
associated with the managerial rank you hold. The three most general levels of management 
include first-line supervisors, middle management, and strategic/top level management. The 
types of issues that arise at the personal/individual level can also move into the realm of much 
larger social concerns.

First-Line Supervisors
Many positions, such as office manager, foreman, head server, and sales manager, require direct 
supervision of employees and various activities. At this level, moral dilemmas are often present 
in the following areas:

•	 Use of authority
•	 Employee discipline/rule enforcement/use of punishment
•	 Rewarding behaviors
•	 Behaviors in power relationships

One of the first challenges many supervisors encounter results from the responsibility of using 
newly authorized authority in ethical ways. Many times, entry-level supervisors are promoted 
from the ranks in which they served. Consequently, these individuals now find themselves faced 
with the prospect of managing friends and former peers. Ethical issues may arise when managers 
“play favorites” or create “in-groups” and “out-groups” among those under their direction. You 
will need to decide if you believe it is ethical to include or exclude various individuals that you 
manage, recognizing that you will like some people more than others. Which criteria should be 
used as you direct the activities of a department, and are you being “fair” to all your subordinates? 

The area of employee discipline presents numerous opportunities for supervisors to engage in 
less-than-acceptable behaviors. Systematically punishing some while ignoring the indiscretions 
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of others constitutes a primary complaint of many who believe the discipline system is unfair. 
The criteria that may best fit instances of employee misconduct might be found in the concepts 
of distributive justice and procedural justice, as noted in the previous section. Corrective actions 
should be viewed as fair, and the process by which employees receive discipline should be viewed 
as just and without bias. Rewarding behaviors represent the other side of the discipline coin. As a 
supervisor, you will be asked to make recommendations regarding the quality of a person’s work 
and whether that individual deserves a raise. The challenge to remain unbiased and objective 
constitutes the moral issue in this area. Also, it is possible to reward employees through actions 
such as work assignments, decisions regarding which persons work the most desirable hours, 
and choices regarding other positive outcomes. Once again, people are human and play favorites; 
however, excessive use of rewards for some without attention to others violates ethical behavior.

One primary area of concern for many first-line supervisors is that of power relationships. Among 
the most common ethical, moral, and legal concerns in this arena is the concept of sexual harass-
ment. The box below summarizes the various forms of sexual harassment, as defined by the law.

Forms of Sexual Harassment

Hostile environment an employee is made to feel uncomfortable through the comments, 
 actions, and behaviors of others

Examples: leering looks 
 unwelcome touching 
 comments about physical appearance 
 sexually explicit materials (calendars, photos) in the workplace

Quid Pro Quo a “trade” in which a person exchanges sexual favors in return for special  
 treatment

Examples: dating one’s supervisor  
 using sex to achieve a promotion 
 using sex to be granted a desirable job or task 
 demanding sex in order to give a favorable performance appraisal

Power relationships present additional challenges. One of the more common objections of entry-
level workers is that they are sometimes asked to act in morally objectionable ways. Take, for 
example, a situation where a buyer knows of a supplier offering a better price and higher quality 
materials, yet the buyer’s supervisor insists on purchasing from another company because the 
supervisor has a friendship with someone in that company. This outcome does not serve the best 
interests of the company and places the entry-level buyer in an awkward situation. This type of 
interpersonal power use or misuse haunts many businesses.

Middle Managers
Many middle managers are asked to prepare budgets as part of their everyday activities. 

Budget requests can create ethical issues for middle managers. Two of the more common tactics 
used by managers to seek unneeded and extra resources include over-asking and horse trading. 
Each assists the manager in “padding” his or her budget unnecessarily. Over-asking involves 
systematically requesting more funds than the department or area requires. Horse trading is the 
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process of trading favors for additional, unneeded budget. Over time, excess resources are built 
into the system and the manager has a “slush fund” with which to operate. Doing so does not 
serve the company’s best interests and may cause lower ranking managers to view the budget-
ing system as a “game” without considering the consequences of their actions. The temptation to 
increase one’s budget exists. Ethical management discourages doing so.

Top Management
Perhaps the greatest number of ethical challenges resides with the organization’s top manage-
ment team and with the CEO. While many of the issues described in this section are in some way 
affected by top management choices, three areas of concern include board of director composi-
tion, executive compensation, and specific executive actions or directives.

In terms of the board of directors, the assumed process is that shareholders elect these individu-
als. Unfortunately, the results of such elections are often predetermined because candidates 
have been carefully chosen in advance. Many stockholders do not return ballots, which in turn 
affects elections. When boards of directors contain a majority of internal members, objectivity 
can be lost. In the absence of safeguards preventing behavior such as “groupthink,” the poten-
tial to engage in unethical activities increases. Composition concerns increase when interlock-
ing boards of directors, in which individuals have memberships in their own boards as well as 
those of other organizations, operate without limitation. The results can be those shown in the 
box below.

Complications Created by Interlocking Boards of Directors

Conflicts of interests Board members represent interests that can adversely affect another  
 organization

Poor governance Ineffective CEOs are able to move to other corporations

Lack of new perspectives  The same persons serve on boards, few opportunities for new or 
minority board members

With regard to lack of new perspectives, note that in one sample of 1,000 boards in the United 
States, 235 members served on more than six of the boards. This type of “inbreeding” portends 
negative consequences for many companies and does not serve the interests of the larger society.

Closely connected to board of director concerns, executive compensation issues have dominated 
many business news headlines. Ethicists and business observers believe this violation has reached 
nearly obscene proportions. The Washington Post reported in 2013 that the average corporate 
executive’s pay is 273 times larger than the pay offered to a standard employee (DePillis, 2013). As 
many employees struggle to make ends meet, and companies seek to “cut back” on many aspects 
of operating activities, executive compensation rises unabated. In fact, the Huffington Post (2013) 
reports that the CEO-to-worker pay ratio has risen by 1,000% since 1950.

Lack of new perspective on a board of directors can be related to specific executive actions that 
would be considered highly unethical. As an example, a lawsuit filed against Merrill Lynch con-
tended that the brokerage firm discriminated against African American financial advisors in part 
by diverting lucrative accounts to White brokers (Reuters, 2013). On August 28, 2013, the same 
day the nation celebrated the anniversary of the “I have a Dream” speech given by Martin Luther 
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King, Jr., Merrill Lynch agreed to a $160 million settlement related to racial bias in the treatment 
of its African American financial advisors and financial advisor trainees. It was the largest sum 
ever to be distributed in a racial discrimination class action suit

In the same week, a bank chairman in Missouri pled guilty to using federal bank bailout funds 
to purchase a luxury condo. The action took place with funds that were supposed to stabilize the 
bank’s financial operations (Raferty, 2013). Clearly, individual organizations and the larger soci-
ety should be able to expect boards of directors, CEOs, and other top managers to act in morally 
responsible ways. Unfortunately, far too many times the current system of business fails us and 
incidents such as these occur.

Human Resources Management

Human resources managers face numerous ethical issues or concerns as part of their ongoing 
responsibilities. The primary reason for potential moral dilemmas is that people’s lives and careers 
are directly affected by the manner in which the human resources office conducts its activities. 
Some of the activities and issues affected by the department include the following:

•	 Diversity
•	 Recruitment and selection
•	 Entry-level employees
•	 Performance appraisal
•	 Compensation
•	 Employee safety
•	 Employee assistance
•	 Employee privacy

Diversity
The population of the United States continues to become increasingly diverse. Diversity means 
that individuals come from different backgrounds and may face varying issues as part of the 
employment experience. Factors used to describe diversity include race, national origin, gender, 
sexual orientation, age, and disabilities or physical challenges.

Companies vary in the way they approach diversity issues; they may respond either proactively 
or reactively. Proactive diversity management means that the human resources department 
becomes actively engaged in seeking out members from minority and other diverse populations 
and ensures access to employment. Further, a proactive approach results in company policies 
designed to smooth every employee’s transition into the company and then inspire prepara-
tion for promotion to higher ranks within the organization for all individuals. Reactive diversity 
management means that the company only responds to an increasingly varied population when 
needed. No policy changes are made and no special effort will be given to assisting minority 
groups. The company may not discourage diversity in the workplace, but at the same time does 
not actively work to hire, promote, and accommodate a diverse workforce.

The moral choice regarding diversity begins with concepts of justice. It may be a matter of simple 
fairness to work toward equal employment opportunity. Some would further argue that advo-
cating diversity also contains economic and strategic elements. In essence, companies seeking 
to foster diversity may enjoy business advantages in future years, as individuals from different 
groups bring unique talents and insights into the company, thereby enabling the company to 
reach larger numbers of target markets.
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Recruiting and Selection
Discrimination can take many forms. It appears when a group of individuals experiences sys-
tematic disadvantages in various situations. Human resources managers face the challenge of 
making sure that recruiting and selection systems do not discriminate against various protected 
groups. One potential source of discrimination in recruiting and selection includes a testing bias, 
which means a test favors one group of individuals over others, such as males over females, or 
Caucasians over minority groups. Other discriminatory screening methods can result from the 
development of selection criteria that favor some individuals over others. For example, a selec-
tion criterion that insists a candidate “must hold a clean driving license” or “must be physically 
fit” may discriminate against disabled applicants (University of Oxford, 2013). Human resources 
managers hold the ethical and legal responsibility of ensuring that any testing method or selec-
tion criterion does not systematically eliminate any group of persons.

Orientation
The orientation process involves moving a person from the role of applicant into an employment 
position. It includes filing all needed paperwork, introducing the new employee to peers and 
supervisors, answering questions, and taking care of any other needs that emerge during the 
transition period. One obstacle human resources managers encounter is new employee harass-
ment or hazing by members of the new employee’s department. Examples include calling the 
individual by an inappropriate name, interfering with the person’s work, or giving advice that 
actually harms the individual’s level of performance. At times the ritual hazing of a new person 
is to be expected and actually becomes part of the welcoming and socialization process, such as 
when a new person is referred to as a “rookie” in an affectionate manner. Unfortunately, however, 
more often than not hazing is unwelcome and damaging to the employee and the organization. 
Human resources managers have the ethical responsibility of oversight and protection of new 
organizational members.

Performance Appraisal
Employee performance appraisals should be measureable, pertinent to performance, and as unbi-
ased as possible. The human resources manager’s ethical duty becomes to ensure that bias does 
not taint the process, thereby creating disadvantages to various individuals, including minorities, 
but also those who may be less popular or socially accepted. Two ethical violations interfere with 
unbiased appraisals: stereotyping and halo/horn processes.

Stereotyping occurs when a group of individuals is incorrectly perceived as having a common 
set of characteristics. Any time persons are judged in a manner that suggests “they are all alike,” 
stereotyping has occurred. Halo/horn occurs when a manager observes one characteristic and 
incorrectly links it to a set of additional characteristics. Physical attractiveness or lack thereof 
often results in such judgments. For example, an attractive person might be deemed “honest,” 
“hard-working,” “intelligent,” or “warm” based on his or her appearance. The result is a far more 
positive performance appraisal than the individual possibly deserved. An unattractive or less 
attractive person may receive the opposite assessment. Human resources managers should 
endeavor to make certain performance appraisal criteria pertain to actual outcomes on the job. 

Compensation
An ongoing ethical concern in the area of compensation is gender disparity. In spite of the pas-
sage of the Lilly Ledbetter Fair Pay Act in 2009, female compensation rates remain lower than 
pay rates for males (Forbes, 2011). Some dispute the differential that female rates of pay remain at 
75% to 80% of what men earn when performing the same job, by attributing the differences to the 
choices women make (Tobak, 2011). Others argue that discrimination continues and that critics 
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who suggest otherwise simply try to manipulate the numbers (Forbes, 2011). In either case, pay 
differentials represent a moral choice as they apply to gender and pay disparity based on gender.

Employee Safety
Human resources managers hold the responsibility of working to ensure the safest possible work-
place for all employees. When this duty is shirked, an ethical violation takes place. Injury due to 
negligence or more deliberate actions creates a negative ethical and legal environment. Such was 
likely the case on board the Deepwater Horizon oil rig, when managerial decisions led to the 2010 
Gulf Oil spill (Thomas et al., 2010). The tragedy resulted in part from the failure to take moral 
responsibility for worker safety. Eleven employees on the Deepwater rig were killed in that situ-
ation. In addition to the moral disaster, legal charges were filed against the companies involved.

For guidance, employer organizations can rely on the principles laid out in the Occupational 
Safety and Health Act of 1970 (OSH Act). It provides instructions for ways to make work as safe 
as possible. The Act also places responsibility on workers to follow safety procedures and report 
unsafe conditions.

Employee Assistance
An important function of human resources managers is to ensure that the workplace environ-
ment accommodates employee needs in such a manner as to improve and enhance personal, 
departmental, and organizational performance. Three areas in which human resources managers 
can endeavor to make a difference in today’s workplace include facilitating dual careers, assisting 
with stress management concerns, and helping during periods of employee outplacement.

In terms of dual careers (both spouses or partners in an adult relationship have jobs and careers), 
human resources managers are often expected to either develop or implement company policies 
regarding the hiring of spouses. Some organizations do not permit married couples to work in 
the same office or in the same company. Others are less stringent. Employing both spouses in the 
same area creates certain pressures on the company, such as scheduling vacations, granting time 
off to tend to sick children, or having personal issues spill over into work time. When both part-
ners in a marriage or adult relationship are employed, issues such as those identified in the box 
below may emerge. Human resources managers may be called upon to assist when complications 
arise due to the changing circumstances of one partner or the other.

Complications Facing Dual Career Couples

Job priority  Whose job comes first?

Children   When is the best time to have children and how do we take care of 
them (day care)?

Time together as a couple How do we make time for each other?

Rest  How do we ensure sufficient time for vacations, days off, and other 
ways to rejuvenate individually?

Many companies create and try to enforce regulations regarding office romances. This becomes 
particularly tricky when someone of a higher rank engages in a relationship with a lower level 
employee. If the relationship dissolves, charges of sexual harassment can follow, especially when 
the lower ranking employee believes his or her treatment on the job changed after the break-up. 
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Human resources managers often become involved in difficulties such as these. Employees can 
avoid complications by choosing not to engage in work romances. Always consider the conse-
quences of entering into a romantic relationship with someone on the job, noting how it might 
affect your career in the long term. Dating relationships represent both an ethical and practical 
set of career challenges.

Stress management constitutes another “bottom line” issue as well as a potential matter of ethi-
cal concern for human resources managers. In today’s fast-paced, intense working environment, 
employee stress and burnout can cost the company a great deal of money in terms of time lost 
due to illness and stress-related maladies, higher insurance premiums for employee groups, and 
turnover. Therefore, as a practical matter, human resources officers may be asked to identify 
ways to help employees cope with everyday stressors. The case can be made that overburdening 
employees to the point they become sick or seek to leave an organization is an ethical matter. 
Consider the principles of rights (safe workplace) and justice (unfairness) when you think about a 
boss or a company who “works his or her people to death.”

Finally, employee outplacement offers the employer and human resources manager the opportu-
nity to do something positive on behalf of individual employees. When a person has been fired 
or terminated, many companies believe it is an ethical issue to help that individual move on to a 
better work situation whenever possible. Doing so includes outplacement “interviews” to discover 
ways in which the company might have been of more help to the person as well as creating refer-
ral services designed to help the person find a new job.

Outplacement in this new millennium also means assisting employees as they move into retire-
ment. Many new retirees report feelings of being “useless” or having no “purpose” as they enter 
this stage of life. Some human resources managers and their employer organizations believe an 
ethical duty to help exists. Tactics companies use include

•	 phased retirements in which employees begin working fewer hours or days before full 
retirement,

•	 mentoring programs in which retired employees provide advice to current workers,
•	 social events in which retired employees are invited to participate (Christmas parties, 

retired employee dinners, etc.).

Although the human resources management department is responsible for making sure that the 
right person is placed in a job, this does not end its responsibilities. An effective HR department 
provides assistance and support throughout a person’s career or time with a given employer. 
Such assistance can be viewed as a moral or ethical choice made by a given company or human 
resources managers working in the organization.

Employee Privacy
One of the basic changes to everyday life in the United States has been continual erosion of 
personal privacy. Internet websites, such as Google, make it possible to find and find out about 
people in ways that were never before possible. Use of social media sites, including Facebook, 
have led far too many individuals into making foolish decisions regarding what to post and what 
to keep private. The result of an embarrassing moment may be that it will live forever on the 
Internet. Many employer organizations use search engines to learn about applicants as a matter 
of routine practice.

In this environment, human resources managers continue to hold the ethical responsibility of 
keeping employee records private. A great deal of sensitive material passes through the HR office. 
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A person who takes a leave to deal with an addiction issue should have confidence that no unau-
thorized person will have access to that information. All referral information regarding a per-
son’s exit from a company should be factual with supporting data kept as part of the individual’s 
records. Some employer organizations will only state that a person did indeed work with the 
company for a specified period of time, thereby protecting the individual’s right to privacy. As a 
practical matter, consider what you would want to be revealed or not revealed about your past, 
both as an employee and as a member of society. While it has become increasingly difficult to 
maintain privacy, you are advised to be careful with all information about yourself and about oth-
ers that may be damaging to someone’s future.

Marketing Management

The field of marketing presents an additional set of ethical choices to individuals, departments, 
and companies. You may be able to address some of these concerns as an entry-level marketing 
professional; others require actions of departmental leaders or company executives. The types of 
ethical issues that arise in marketing can be organized into five aspects of the field: 

•	 Markets
•	 Products
•	 Pricing
•	 Distribution systems
•	 Promotions

Markets
Marketers make choices regarding the individuals they wish to serve and the methods by which 
those individuals are reached. As an individual employed in this area, you may wish to consider 
how the company addresses a sensitive issue: marketing to children.

With regard to children, many social critics have argued against marketing programs designed 
to entice children and even teenagers into purchasing choices. As these individuals have noted, 
children younger than the age of 10 do not possess adult-level reasoning abilities. Targeting them 
through the use of cartoon characters and other figures (Ronald McDonald, for example) has 
received some ethical scrutiny. 

The Children’s Advertising Review Unit of the Council of Better Business Bureaus offers five 
guidelines with regard to marketing programs. First, avoid the use of commercials for toys that 
create unrealistic expectations: the toys should be portrayed as if a child were actually using the 
product. Second, advertisements should not attempt to blur lines between fantasy and reality. 
Third, any message should present clear disclosures about what items or features are included 
with the product and what items and features are not. Fourth, any item that requires adult super-
vision while in use should be shown in that matter in a commercial. Fifth and finally, products 
should be appropriate for children. The problem of age compression marketing means that 
children are enticed through advertisements and other marketing programs to act at older ages 
than should be appropriate. Fashion items and other merchandise tempt kids to “grow up” in 
ways which might not be healthy, such as enticing young girls to wear makeup or dress in sexually 
provocative clothing. As a marketer or marketing manager, you may be asked to create adver-
tising or promotional content that makes you uncomfortable. The question becomes how you 
will respond.
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Products
Many people buy items that do not necessarily serve their best interests. Sometimes they don’t 
realize that what they are purchasing may be hazardous to their health, as when a person con-
sumes excess sodium, as noted earlier. Other products become dangerous only when misused 
(e.g., “huffing” paint or glue). The list below provides examples of products and activities that have 
been criticized for their potentially negative impact on individuals and society. As a marketing 
employee or manager, you will need to decide how to respond to such criticisms and how you 
personally feel about the product.

Potentially Hazardous Products

•	 Alcohol

•	 Tobacco

•	 Gambling/gaming

•	 Fast food

•	 Paycheck or car title loans

•	 Over-the-counter medicines

At the same time, life is never completely safe. Although a bicycle provides transportation, recre-
ation, and a physical fitness venue, a bicycle accident can injure and even kill a person. The indus-
try has responded with helmet safety messages to vendors and the public. Many times products 
fall into more nebulous categories. A credit card can be a useful personal financial tool even as 
the industry has been charged with a variety of unethical practices, such as offering credit to 
teens and young adults not yet ready to assume the responsibility of using credit, raising interest 
rates without notice, and other practices such as extending credit to those in dire financial cir-
cumstances. Only your personal moral guidelines can dictate how you might feel about market-
ing these items.

Pricing
Pricing becomes an ethical issue when dumping, collusion, or price gouging is present. 
Dumping involves setting prices below costs in order to gain entry into a foreign market. Many 
international agreements outlaw dumping; however, the practice still exists. Even in domes-
tic markets, one tactic that remains involves pricing a competitor “out of business.” Larger, 
dominant chains have been accused of such tactics. Collusion occurs when members of an 
oligopoly are able to set prices without the influence of the marketplace. Numerous industries 
display the characteristics of oligopolies, and prices reflect tacit or open price setting, to the 
disadvantage of the public. For example, oligopolies such as soft drink companies and dairy 
product companies often set prices at the same levels for various products in local markets. 
Price gouging takes place in emergency situations. Some electrical suppliers engage in price 
gouging when electricity becomes in short supply in certain markets. Victims of natural disas-
ters such as tornadoes, hurricanes, and earthquakes may discover that hotel room rates and 
prices for necessities are raised by unethical businesses. Pricing raises issues of “truth” in many 
ways. For example, is it fair to charge $1.00 for a bottle of water? Many consumers will pay that 
price, which equals as much as $8.00 for a gallon of water. Should water have a higher per gal-
lon price than milk or gasoline?
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Distribution Systems
Perhaps the most notable ethical issue in the area of distribution revolves around environmen-
tal concerns. In order to maintain fresh supplies of many food products and to ship other items 
worldwide, great amounts of energy are used by these supply chains. With rising concerns regard-
ing global climate change, the question becomes whether such practices are the most morally 
responsible.

Rather than importing produce from other parts of the country, some grocery chains have begun 
to insist on local suppliers, thereby reducing the energy required to bring food to markets. The 
practice of purchasing component parts from distant countries and even shipping items to be 
assembled in remote locations contributes to increased energy use. It is possible to abandon such 
practices in favor of more centralized production processes that do not call for such shipments.

Promotion
Beyond the issue of marketing and advertising to children, promotional programs have received 
criticism in other areas. Many advocate for truth in advertising, since even slight distortions in 
the amount and type of information provided for certain products pose legal and moral concerns 
(refer to the earlier example of the “heart-healthy” claim by Campbell’s soups).

Promotional campaigns have been criticized for additional practices. Most recently, the concept 
of ambush marketing has received attention (Chadwick & Burton, 2010). The box below displays 
various forms of ambush marketing, which takes place when a firm intentionally designs adver-
tising or marketing campaigns to capitalize on a major event with which the company is not 
officially associated

Ambush Marketing Programs

Indirect ambushing A firm suggests or hints it is associated with an event when it is not

Allusion ambushing  A firm creates the impression that it is an event’s sponsor, when  
it is not

Distractive ambushing  A company creates a promotion near an event to create a false  
impression of its involvement

Saturation ambushing  A company increases advertising during coverage of a major event to 
create the false impression of its involvement

Incidental ambushing  A company or brand becomes associated with an event without any 
intentional or direct effort involved

Many times, ambush marketing takes place at or near major sporting events, such as the Super 
Bowl, the NCAA college basketball tournament, or the Olympics. The tactics currently are 
legal; however, they do pose ethical and moral concerns. Would you be comfortable creating the 
impression that your company sponsors an Olympic team, yet in no way has an official relation-
ship with that team and does not donate any funds to assist with the team’s operating costs?

Closely related to ambushing marketing are tactics referred to as stealth marketing. These 
involve the use of personal representatives to market items without announcing that the com-
pany selling the product employs them. For example, a beautiful woman might be paid to attend 
a major social gala, such as a Chamber of Commerce dinner and dance. During the course of the 
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evening, the woman flirts with several men and invites them to put their phone numbers into her 
new mobile device. She has no intention of calling them back; instead, she simply tries to show 
off the new mobile phone she is marketing. Such practices are legal, but what would you think of 
them, especially if you were the target of her presentation?

In summary, marketing offers many opportunities to distract, disguise, shade or hide the truth 
from consumers. Marketing professionals from entry-level advertising designers to top company 
executives can expect to wrestle with the moral dilemmas that often emerge in their line of work. 
As a marketing manager, you will be called upon to authorize or prohibit many of these practices.

Information Technology Management

Computer and Internet use and access has created an entirely new environment for employees, 
business organizations, and others. The U. S. government has worked diligently to identify and 
protect various individuals from the harm that can arise from misuse of information technology. 
At the same time, the potential for ethically unsupportable activities continues to rise, as “black 
hat” hackers, or those who use computers for illegal or immoral purposes, continue to innovate 
new methods of attacking various information technology systems. Three primary areas of ethi-
cal concern to those employed in the field include privacy rights, property rights, and protection 
from criminal activities.

Privacy Rights
The Internet, social media, and other forms of information collection and transfer have created 
numerous challenges related to privacy invasion of a person or organization. Information tech-
nology specialists must cope with employment-related privacy issues as well as those connected 
to off-work time.

Employment-Related Privacy
IT professionals have the moral obligation to protect employees from violations of privacy. At 
the same time, gray areas exist. For example, employees routinely connect to company email and 
data networks and use employer-issued devices as part of their job. As a result, employee mes-
sages and computer use may be monitored without violating the person’s legal rights. Some ques-
tions arise with regard to the practice supervisors of reading employee emails. At the same time, 
an individual can easily create a separate email account for personal messages; thereby separating 
those sent on behalf of the company and those sent for personal reasons.

IT professionals are often asked to create and maintain files that contain sensitive employee 
information, such as information required by the human resources department. Many employ-
ees would be upset to discover that personal information has been made available to others in 
the company. Information technology employees have the obligation of protecting the company 
from any intrusions while at the same time protecting the individual’s privacy rights. Additional 
privacy concerns relate to monitoring employee activities in other ways, such as tracking their 
movements through the use of GPS devices attached to company computers and phones. As an 
IT professional, you may discover that you have legal and moral obligations to both employer and 
employee that may cause an ethical dilemma.” 

Customer Privacy Rights
The use of cookies makes it possible to follow a consumer’s Internet and website usage patterns. 
Many individuals have become concerned with the ways in which companies gather and use 
search information. On the one hand, the information allows a firm to customize a person’s visit 
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to a website, welcoming the individual by name and presenting deals and offers tailored to the 
shopper’s buying habits. On the other, the same information can be sold to other companies that 
can then use it to target the person without his or her consent. Many marketers and information 
technology professionals now post disclaimers stating that a customer’s private information will 
not be shared with other companies. The practice of selling lists may be legal, but some have con-
cluded it is not ethical to do so. Such may especially be the case when more personal items, such 
as products related to weight loss, are purchased online.

On a larger scale, the U.S. government has taken steps to prevent companies from violating the 
privacy of nonemployees. Table 2 lists four laws related to personal privacy.

Table 2: Laws regulating privacy

Law Description 

Electronic 
Communications Privacy 
Act of 1986 

Provides privacy protections for electronic communications information that is stored 
or maintained by third-party service providers

Consumer Credit 
Reporting Reform Act 
of 1996

A law designed to increase consumer protection from unfair, adverse decisions based 
on credit reports 

Health Insurance 
Portability and 
Accountability Act of 
1996 (HIPPA)

Protects those who lose health insurance when they are fired or laid off; also covers 
privacy in electronic health records

Final Rule: Privacy of 
Consumer Financial 
Information (2000)

Declares that a financial institution must provide its customers a notice about its 
privacy policies and practices; a financial institution must provide its customers with 
annual notices of its privacy policies and practices; and, a financial institution must 
provide consumers with a reasonable opportunity to “opt out” of disclosures of their 
nonpublic personal information to nonaffiliated third parties and a reasonable means 
by which to opt out, at any time they wish

At the same time, recent revelations regarding the collection of information by the government’s 
National Security Agency (NSA) has diminished trust in the government’s willingness to protect 
individual privacy rights (Gellman, 2013).

Property Rights

Information technology specialists must deal with methods people use to violate the property 
rights of others. Three areas include pirating of entertainment materials, theft of software, and 
incidents of plagiarism. In terms of entertainment materials, file sharing programs have dra-
matically influenced the fields of music, film, and book publishing. IT professionals in many busi-
nesses would play a limited role in preventing a violation, by making sure internal employees are 
not stealing intellectual property from individuals and companies while at work.

Theft of software results when a person or company uses materials without paying for them. The 
IT department holds the responsibility of securing licenses for various software packages and 
then ensuring that only authorized individuals use them, and do copy the materials for personal 
use or to give to others.

Plagiarism issues have affected numerous fields, including publishing, public speaking, and, of 
course, educational settings where students seek to “cut corners” by using material from other 
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writers. The IT department should be certain all company documents are the original works of 
employees and not cut and pasted from other sources.

Growing instances of ethical concerns in information technology are likely to emerge. For 
instance, new biotech products allow individual medical information to be stored on a chip 
that may be carried separately or even implanted into the individual’s body. Protection of this 
and other sensitive information remains primarily in the domain of the information technology 
department.

Financial Management 

The finance department assumes the responsibility of obtaining the capital needed to conduct 
a company’s operations and making sure funds are available to carry out day-to-day operations 
(working capital). The accounting department takes care of company financial transactions 
including payroll, tax payments, accounts receivable, accounts payable, and budgeting. With so 
much money involved, it is not surprising that numerous ethical challenges might emerge. In the 
area of finance, the primary areas of ethical concern include those related to stock sales, private 
investments, financial speculation, and managerial activities.

Stock Sales
An initial public offering (IPO) occurs when a company offers stock to the public for the first 
time. This method of raising capital sometimes leads to an ethical violation in which the com-
pany becomes involved in what is termed IPO spinning. IPO spinning occurs when an investment 
bank offers underpriced shares to select individuals in return for obtaining or retaining their 
business. When the offering goes to the larger public the initial shareholders may be able to sell 
their stock at a quick profit, called “flipping” the shares. In addition to the ethics in question, IPO 
spinning is illegal. Financial officers should be aware of and prevent such practices.

Private Investments
A hedge fund is an investment vehicle available to sophisticated investors. The hedge fund pools 
investments and operates as a private limited partnerships. Lack of regulation of hedge fund 
activities and a variety of questionable financial practices led to the Bernard Madoff scandal. 

Financial Tactics that can also be found with Hedge Funds

Short sale  selling a share the investor does not own and covering the security by buying it later 
at a lower price

Leveraging  borrowing money to make investments using a line of credit (margin) to finance the 
purchase of shares

Arbitrage  simultaneous purchase and sale of an asset and making profit on the difference  
in price

Stock swap  making an acquisition by using the sale of company shares to purchase the shares of 
the company to be acquired

These practices led to major degrees of risk assumption by hedge fund managers. Some collected 
huge profits while endangering the U.S. financial system.
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Financial Speculation
The unregulated use of derivatives in financial speculation settings created additional pressure on 
the U.S. financial system during the great recession. Speculators purchased financial instruments 
which were bundles of items such as home loan mortgages and resold them to other organiza-
tions at overvalued rates. When the mortgages, which were highly “toxic” assets (unlikely to be 
repaid) failed, profits were made by those who sold the derivative packages. In essence, specula-
tors made money by betting certain investments would fail. The U.S. government has taken lim-
ited steps to stop such practices; however, many believe it is still possible to make large profits in 
this fashion (The Economist, 2013).

Managerial Activities
Financial officers face many potential ethical dilemmas as they complete their work. Among them, 
conflicts of interest, insider trading, asymmetric information, overstating company income, and 
the use of special purpose entities constitute some of the primary areas of temptation and trans-
gression. Those entering the field should expect to deal with many of these problems.

Conflicts of interest occur when the interests of financial officers interfere or take precedence 
over company interests. This may occur when financial officers hold shares of stock in firms in 
which they are employed. The result can be that the officer pays more attention to share value 
and personal financial returns rather than company interest. In the Arthur Andersen-Enron case 
early in the decade, members of the auditing firm (Andersen) feared that an accurate and negative 
assessment of Enron might lead to loss of significant accounting and auditing fees and reduced 
opportunities to audit other companies in the future, thereby creating a conflict of interest.

A widely publicized incident of insider trading includes the conviction of Martha Stewart in 
2002. Financial officers have access to private or nonpublic information about a firm’s business 
or stock price. A financial officer who uses such information to gain personal financial advantage 
or help others may be guilty of insider trading. Asymmetric information is a situation in which 
one party in a transaction has superior knowledge or information compared to the other party 
in the transaction. Insider trading takes advantage of asymmetric information. For example, if a 
corporate CEO knows that she has a terminal disease yet withholds that information prior to the 
release of additional company stock, an asymmetric information situation has occurred .

Companies overstate income in two ways: frontloading and round-tripping. Frontloading 
involves overstating projected but uncertain revenues. A company that is over budget on a proj-
ect but then reports the overage as expected payment for the cost overrun engages in frontload-
ing. Round-tripping involves selling an asset to another company and agreeing to buy it back 
for close to the same price at a future date. This practice inflates revenue and transactions but 
does not increase profits. Special purpose entities can be used to hide debt and falsely inflate 
profit reports. When off-the-book partnerships are used to hide loses from a company’s primary 
financial reports, this type of violation occurs. While the practice is illegal, instances continue 
to be reported. 

Financial officers face additional circumstances which some might find ethically questionable. 
Activities such as making political contributions in order to secure certain legislation violates the 
ethical standards of many individuals and companies. The corporate financial community has 
been criticized for providing millions of dollars in termination benefits to failed CEOs.

Accounting Managers
Accounting managers may also cope with ethically suspect practices. Among them, embez-
zlement, failing to protect client confidentiality, and the lack of transparency in accounting 
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practices are primary issues. Embezzlement, or taking company money for personal use, vio-
lates the law. The Bernie Madoff scandal in 2008 is an example of a major embezzlement case 
in which Madoff stole money from investors. A few years earlier, Kenneth Lay was charged with 
conspiracy and fraud. He lied to investors and employee regarding the financial issues facing the 
Enron corporation.

Failing to protect client confidentiality in financial matters is illegal and unethical. Lack of 
transparency to deliberately hide company financial activities diminishes public confidence in 
a company. 

Whenever money is involved, the potential of morally questionable acts exists. Industry stan-
dards guide and the law regulates some financial practices to protect financial and accounting 
officers as well as the general public. Debate continues regarding how to best regulate the finan-
cial system and maintain high ethical standards.

International Operations

Managers in today‘s economy increasingly operate in international settings. They may encounter 
legal, cultural, social, and moral differences.. The result becomes a new set of ethical challenges 
for managers to study. Standard business practices in one country may be illegal or viewed as 
unethical in another country.

Individual Employees
Individual employees must become aware of varying cultural and religious practices and how 
they affect business. As an example, greeting customs around the world vary. In some countries 
a bow is more appropriate than a handshake, and in others, it may be offensive for a man to shake 
a woman’s hand. Charging interest on loans violates the religious beliefs of many Muslims. Some 
religions have strict guidelines on how food is prepared and what may be consumed. Religious 
holidays and practices vary around the world. Cultural differences further complicate relation-
ships with those in other countries. Understanding the significance or appropriateness of eye 
contact, physical touch, relationships between males and females, manner of dress, methods of 
communication, and more should be understood when working with individuals and companies 
from other countries. Cross-cultural training can prevent situations where employees feel or 
cause others to feel morally, legally, or ethically compromised.

Ethnocentrism, or the belief that one’s culture is morally or in some other manner superior to 
other cultures, creates negative relationships and generates additional problems in international 
business. Those who are not comfortable with cultural differences and hold such beliefs should 
not be placed in situations in which these views might become evident to international partners. 
Further, stereotyping and halo/horn judgments, as described earlier, also can injure relationships 
with those from other cultures.

Organizations
Multinational managers may encounter moral complications in their dealing with persons from 
other cultures and countries. Property rights are not the same around the world and conse-
quently you might encounter counterfeit products, even some carrying your organization’s brand 
name on them. Taxation differences invite a series of ethical violations, based on the valuation 
of money, exchange rates, and methods used to avoid paying taxes. Bribery practices vary widely 
around the world. In some countries, bribes are considered part of the cost of conducting busi-
ness and are even tax deductible. Offshoring and outsourcing, as previously noted, displace some 
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workers while employing others, perhaps in a country that does not regulate the safety and well-
being employees. Currency management presents some of the moral challenges associated with 
financial management, such as when asymmetric information exists. 

It would be easy to prepare an entire discussion on the subject of ethics and morals in interna-
tional business. This abbreviated presentation is designed to help you understand some basic 
issues involved in global trade. As a manager, you can expect to encounter these and other chal-
lenges on a relatively routine basis.

  A.3  Managerial Responses to Ethical Issues  
in the Workplace

Earlier, we examined four perspectives regarding the basis for ethical decisions: utilitarianism, 
individualism, the rights approach, and the justice approach. We also introduced basic ideas 
about how moral reasoning develops in individuals through processes such as internalization. 
The question remains, “Can managers in all types of organizations assist employees as they 
encounter ethical dilemmas and concerns?” Of course, the answer is “yes.” Three methods by 
which organizational leaders can facilitate ethical and moral reasoning by members of every rank 
in a company or organization include ethics training, adherence to codes of ethics, and ethical 
mentoring.

Ethics Training

For those attending institutions of higher learning, the Association to Advance Collegiate Schools 
of Business (AACSB), a major accreditation organization for business schools and colleges, has 
developed and maintained a strong emphasis on ethics instruction as part of the curriculum 
for every student. In many collegiate business programs, a course in legal and social issues is 
required of all undergraduate majors. The same holds true in many MBA programs. The AACSB 
guidelines for accreditation specify that ethical training and ethics issues should be incorporated 
into a college’s overall curriculum and not confined to a single course. This approach broadens 
the study of ethics to each type of business major, such as management, marketing, accounting, 
finance, or economics.

More recently, numerous corporations include ethical decision making into new employee and 
managerial training programs. As an example, Lockheed Martin provides a comprehensive eth-
ics curriculum to all manager trainees (Lockheedmartin.com, 2013). The program includes train-
ing videos, links to Internet sites, guidelines for trainers, and a posttraining evaluation survey, 
which is used to annually update the system. An increasing number of businesses have created 
similar in-house systems while others work in conjunction with colleges, universities, and vari-
ous professional organizations.

Codes of Ethics

As we noted earlier, a distinction can be made between personal moral choices; ethical and 
unethical activities of coalitions, departments or other groups; and ethical behavior in organiza-
tions overall. One method by which acceptable and unacceptable standards of behavior may be 
spelled out for all three levels is the establishment of a code of ethics for all participants.
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A code of ethics can be based on the efforts of two different entities. The first method, uti-
lizing professional organizations, provides ethical guidelines for all members of an occupation 
or category of workers. Some examples of professional codes of ethics include those developed 
by the Academy of Management (AOM), the American Marketing Association (AMA), and the 
Association of Computing Machinery (ACM). Other professions, such as law and medicine, have 
developed their own codes of moral conduct. 

The second method for developing codes of ethics arises from the efforts of individual businesses, 
companies, and nonprofit organizations. Some of the more common elements of these types of 
codes are displayed in the box below. 

Common Elements in Codes of Ethics for  
Individual Businesses

The values, principles, and rules normally appear in order of importance to the company.

The code’s purpose is initially stated. Two common objectives are to regulate behavior and inspire 
employees.

A preamble outlines the aspirations the company has for its employee in terms of values and prin-
ciples. The preamble may explain how the code was created and developed.

The body of the document contains the following elements:

 A list of principles

 A list of rules, if applicable

 A statement about how the code will be implemented

 A statement about how employees will be informed about the code

 A statement about how the code will publicized to external groups

 Methods of code enforcement

The conclusion explains how and when the code might be revised.

Adapted from Clow, K. E., & Baack, D. (2012). Integrated advertising, promotion, and marketing communications, 
6th edition, p. 285; and Baack, D., & Baack, Daniel (2008). Ethics, management, and organizational behavior. Upper 
Saddle River, NJ: Pearson Education.

Ethical Mentoring

As with codes of ethics, ethical mentoring systems can be generated within individual companies 
and nonprofit organizations or emerge from professional organizations serving categories or sets 
of businesses. For example, individual businesses can provide access to retired or high-ranking 
employees for ethics advice and consultation. Such programs often operate with confidentiality 
agreements, which allow individuals to raise difficult questions without fear of retribution. 

Ethical mentoring also involves visible activities by members of the management team. In addi-
tion to acting in morally acceptable ways, managers can reward those who engage in ethical 
actions. Through role modeling, coaching, promotions, and positive performance appraisals, 
employees learn that individual managers, as well as the overall organization, value and reward 
ethical employees.



Social Responsibility Appendix: Ethical Management

At a collective level, various organizations provide what are essentially ethics “hotlines” in which 
employees can make calls and receive advice about controversial situations. The disadvantage 
might be that the counselor will be less familiar with any given organization and its ethical and 
disciplinary dictates.

In summary, ethical decision-making processes begin with training but then continue throughout 
a person’s career. Professional organizations, businesses, and other institutions can assist workers 
as new and undiscovered ethical scenarios arise. As an example, the NFL Players Association has 
become increasingly involved in issues related to player safety, changing procedures for treatment 
of injuries, especially concussions. In August 2013, an agreement was reached to compensate 
many former players suffering from the effects of repeated concussions. Most agree that such 
efforts represent a moral step forward by the league, the players association, team physicians, and 
coaching staffs (The New York Times, 2013).

  A.4 Social Responsibility

As you have seen, ethical issues apply to individual employees, to groups, and to organizations 
overall. At the organizational level, the term “social responsibility” often appears in the literature. 
Social responsibility may be defined as “the obligation an organization and its leadership have 
to be ethical, accountable, and responsive to the needs of society (Watson, 1991). Social respon-
sibility concepts apply to an organization’s relationships with its many stakeholders, including 
customers, suppliers, the union, the local community, creditors, governmental agencies, interest 
groups, and other elements of the larger society.

Social responsibility as a concept applies to individuals as they make ethical choices, to depart-
ments and coalitions within organizations, and to overall organizations. A case can be made that 
social responsibility issues also pertain to entire industries. The interactions between individual 
companies and all of the various stakeholders involved make the topic of social responsibility an 
important one for anyone considering a career in business or government.

M A N A G E M E N T  I N  P R A C T I C E

Management Theory and Practice

Many of the issues related to social responsibility are decided by strategic managers in the organiza-
tion. At times, determining the best path to take can be a complicated process. The extent to which 
social responsibility is aimed for within an organization can lead to different solutions and decisions 
when various situations and opportunities arise.

One or more of the following approaches might inform a company’s commitment to social respon-
sibility efforts: the invisible hand of the marketplace perspective, the governmental duty perspec-
tive, and the ethical management perspective.

The invisible hand of the marketplace was first described by Adam Smith (1759). It suggests that the 
free market system tends to reward responsible companies and eliminate organizations engaged in 
negative or harmful practices. In effect, consumers become the invisible hand that dictates ethical 
activity. More recently, economist Milton Friedman (1962) argued that managers have a primary 

(continued)
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Two sets of activities relate to the concept of social responsibility. The first set involves eliminat-
ing negative organizational practices. The second goes beyond simply avoiding harmful activities 
and extends to conducting positive programs that benefit both internal employees and the larger 
society. The box below summarizes negative and positive organizational practices.

Negative and Positive Organizational Activities

Negative Positive

Discrimination Employee empowerment

Pollution Charitable contributions

Unfair employment practices Outplacement programs

Greenwashing Sustainability (Environmental protection programs)

Corporate spying Diversity programs

Tax evasion

responsibility to shareholders and owners. The socially responsible manager’s primary responsibility 
is to generate profits and use corporate resources wisely, while staying within the legal boundar-
ies provided by the nation state. Inappropriate actions will be punished by both customers and the 
government.

The governmental duty perspective argues that while businesses primarily pursue profits, govern-
ments can focus on the best interests in society. Therefore, laws designed to protect the citizenry 
should be vigorously enforced in order to maintain the highest levels of responsibility within corpo-
rate competitors. Consumerists, such as Ralph Nader, are the primary proponents of this point of 
view.

The ethical management perspective argues that managers should balance the firm’s need for prof-
its with society’s desire to protect its members. An ethical manager makes careful judgments that 
serve the best interests of all stakeholders, not just stockholders or owners. This perspective sug-
gests that companies are best served by training and developing ethical managers.

Now consider the topics of outsourcing and offshoring. Many strategic managers see then as effec-
tive strategies to reduce operating costs by relocating jobs to other countries or by acquiring parts 
and materials from international markets. These choices can increase company profits by reduc-
ing costs. Laborers in other countries, while paid lower wages, still benefit from the employment 
opportunities, potentially raising the standard of living in that country. Those opposed to such prac-
tices argue that they eliminate jobs in the original country; in fact, relocated jobs may be given to 
workers that are willing to accept unfair wages, poor safety standards, fewer pollution controls, and 
injustices such as child labor.

As you can see, a decision whether to outsource may be influenced by the manager’s core beliefs 
regarding his or her primary responsibility, social or otherwise. Offshoring and outsourcing are 
legal. Should the government intervene, or should managers attempt to make the most ethically 
responsible decision?



Summary Appendix: Ethical Management

Note that the positive activities associated with social responsibility go beyond mere altruism, 
or simply doing things that benefit others. Positive company or corporate actions represent a 
strategic choice made by top management. Many of the positive actions noted above can result in 
goodwill toward the company. As a result, when a misstep does occur, the company may benefit 
from a more favorable and forgiving attitude by those in the community, in government, and in 
an organization’s customer base.

Conversely, an organization with a reputation for continual negative actions likely will encounter 
differing outcomes. Customers, members of interest groups, and the larger community are likely 
to maintain suspicion and distrust. In the long term, many believe that socially responsible com-
panies are more likely to survive and thrive (George, 2013; Campbell, 2006).

As an example, consider the case of sustainability, or systems that create and maintain the con-
ditions under which humans and nature can exist in productive harmony, that permit fulfilling 
the social, economic, and other requirements of present and future generations (EPA.gov, 2013). 
Companies seeking to act in positive ways to maintain the global environment engage in sustain-
ability programs. Some, such as Coca Cola®, do so without making major marketing mentions of 
the actions. Others, including Honest Tea®, actively promote the sustainability efforts made by 
the organization.

In contrast, greenwashing involves creating the impression that a company is involved in sustain-
ability activities when it actually isn’t. Greenwashing is unethical and constitutes a negative activ-
ity associated with social responsibility. Ethical managers seek to avoid such negative activities 
and build on positive approaches. Doing so creates a more positive organizational image and may 
hold the key to long-term survival of the company.

Summary
Morals are beliefs about right and wrong. Ethics provide moral guidelines. Both represent the feel-
ings, attitudes, and beliefs that become behaviors. Business ethics pertain specifically to choices, 
decisions, and actions taken in the workplace. Four models that explain ethical reasoning in busi-
ness include utilitarianism, individualism, the rights approach, and the justice approach.

Ethical reasoning processes are largely viewed as internationalization processes by which moral 
reasoning moves from externally imposed principles to an internal, personalized moral reason-
ing system. Note that both internal and external forces affect ethical choices and subsequent 
actions. Ethical issues impact individuals, groups or coalitions, and overall organizations.

In the area of general management, first-line supervisors face ethical choices in the following 
areas: use of authority; application of the discipline system; rewarding behaviors; and behavior in 
power relationships, most notably in the area of sexual harassment. Middle level managers make 
decisions with regard to budgeting, over-asking, and horse trading. Top managers and board of 
directors are confronted with issues related to interlocking boards, executive compensation, and 
the actions taken by top managers on behalf of the organization.

Human resources managers encounter ethical issues with regard to diversity, discrimination 
in recruiting and selection practices, and hazing or harassment of entry-level employees. HR 
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concerns extend to unfair halo/horn and stereotyping influences in performance appraisal, gen-
der disparity in pay systems, and concerns about employee safety. In terms of career manage-
ment, human resources managers consider employee assistance in the areas of dual careers, 
stress management, and employee outplacement. Privacy concerns constitute a major ethical 
responsibility for HR managers.

Marketers encounter ethical dilemmas in the following areas: markets, products, pricing sys-
tems, distribution, and promotion. Marketing to children, selling unsafe products, using pricing 
tactics to gain an unfair advantage, creating pollution, affecting global climate change through 
delivery systems, and implementing steal marketing or ambushing marketing tactics constitute 
some of the primary ethical dilemmas to marketing professionals.

Computer use and access to the Internet has created an entirely new environment for employees, 
business organizations, and others. Three primary areas of ethical concern to those employed 
in the IT field include privacy rights, property rights, and protection from criminal activities. 
Privacy rights apply to employees as well as a company’s customers or publics. IT managers 
should seek to make sure intellectual property is not stolen. IT also holds the responsibility of 
protecting employees and others from criminal activities such as identity theft. 

The finance department assumes the responsibilities related to obtaining the capital needed to 
conduct a company’s operations and making sure funds are available to carry out day-to-day 
operations (working capital). The department’s primary areas of ethical concern include those 
related to stock sales, private investments, financial speculation, and managerial activities, 
which include conflicts of interest, insider trading, asymmetric information, overstating com-
pany income, and the use of special purpose entities. Those entering the field should expect to 
deal with many of these problems. Accounting managers cope with ethically suspect practices 
including embezzlement, failing to protect client confidentiality, and the lack of transparency in 
accounting practices.

Those who work in international business can expect to encounter legal, cultural, social, and 
moral differences that may result in a new set of ethical challenges. Religious values and cultural 
differences often challenge individual employees. Overall organizations deal with issues includ-
ing property rights, taxation differences, bribery practices, offshoring/outsourcing, and currency 
management.

Employees can receive assistance in the area of ethical reasoning and making moral choices. 
Three programs designed to help them include ethics training programs, adherence to codes 
of ethics, and ethical mentoring. Mentoring programs such as hot lines and internal consult-
ing can be a valuable tool in maintaining a positive and ethical atmosphere with a company or 
organization.

Social responsibility is the obligation an organization has to be ethical, accountable, and respon-
sive to the needs of society. Socially responsible organizations engage in positive corporate activi-
ties while seeking to eliminate negative practices. Social responsibility may be viewed as the 
result of the invisible hand of the marketplace, a governmental duty, or the result of ethical man-
agement decisions made in individual companies.
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C A S E  S T U DY

The Whistleblower

Marion Martin faced the biggest decision of his career. For the past eight years, Marion served as 
the top manager in the information technology department for a major pharmaceutical company. 
He held many responsibilities, including maintaining the organization’s internal computing system 
and Intranet, its Internet website, and supporting operations such as payroll, billing, and payment 
systems for the accounting department.

Marion’s dilemma began when the company’s internal communication Intranet and email interface 
crashed. The system’s embedded protection system automatically routed all internal emails to a 
server which would store them until the system could be repaired. Then all emails would be sent on 
to intended recipients.

As Marion inspected the system seeking to find the cause of the problem, he discovered an entire 
file of messages that was being stored separately. Curious, he opened the file and began to see a 
series of internal messages with highly damaging information: One of the drugs the company had 
begun to market had been experiencing high levels of toxic side effects. Patients who had used the 
drugs during the trial period were developing symptoms such as muscle weakness, episodes of sud-
den and dramatic hypertension, strokes, and other circulatory issues. Men began to complain that 
sexual side effects had also begun to occur.

The company had a substantial amount of money invested in the medicine, which was designed to 
help persons with respiratory problems. Further, the marketing team had committed to a massive 
roll-out advertising budget as well as a sampling program for physician’s offices. The company’s 
future was based on the success of this new pharmaceutical.

Marion faced several issues. First, he had sworn to confidentiality regarding any sensitive materials 
that he read as part of his job. He had seen employee discipline reports and other documents con-
taining private matters and had been true to his pledge to keep information a secret. Next, Marion 
knew that further use of this medicine might harm an entire new set of patients. In addition, doc-
tors who prescribed the medicine without informing patients of the potential side effects may have 
been exposed to malpractice lawsuits. Third, the company itself might be subject to legal action as 
well as lawsuits for failing to disclose the information he had read. Jobs might be lost and the entire 
company jeopardized if he reported what he knew to the authorities.

Finally, Marion knew that if he were branded a whistle-blower for disclosing such information, his 
own career might be in jeopardy. Even though the law protected him from vindictive action by his 
employer, he knew that eventually they would find a way to terminate him or make the situation so 
difficult that he would want to leave. Finding another job after that might be problematic, since he 
would have violated his privacy oath. On the other hand, he wasn’t even part of the research and 
development department, so was this truly a matter that he should deal with?

Marion knew he had many sleepless nights ahead. He wanted to do the right thing. At the same 
time, such an action would have negative effects on a number of people.

Discussion Questions

1. Which moral perspective best fits this situation: utilitarianism, individualism, the rights approach, 
or the justice approach? Defend your choice.

2. Explain how this circumstance is an individual, group, and organizational set of moral choices.
3. Which social responsibility perspective best fits this circumstance; the invisible hand of the  

marketplace, governmental duty, or ethical management?
4. If you were in Marion’s situation, what would you do?
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Key Terms
age compression marketing A marketing program in which children are enticed through 
advertisements and other marketing programs to act at older ages than should be appropriate.

ambush marketing What takes place when a firm intentionally designs advertising or mar-
keting campaigns to capitalize on a major event with which the company is not officially 
associated.

business ethics Ethics that pertain specifically to choices, decisions, and actions taken in the 
workplace.

collusion What occurs when members of an oligopoly are able to set prices without the  
influence of the marketplace.

dumping What occurs when a company sets prices below costs in order to gain entry into a 
foreign market.

ethics Moral guidelines that represent feelings, attitudes, and beliefs that become behaviors.

ethnocentrism The belief that one’s culture is morally or in some other manner superior to 
other cultures.

frontloading Involves overstating projected but uncertain revenues.

halo/horn What occurs when a manager views one characteristic and incorrectly links it to a 
set of additional characteristics.

horse trading The process of trading favors for additional, unneeded budget. 

individualism Making ethical choices based on self-interest, so long as the choices do not 
harm or intrude on others.  

insider trading Using access to private information about a firm’s business or stock price for 
financial gain.

internalization A mechanism by which moral reasoning moves from externally imposed  
principles to an internal, personalized moral reasoning system.

justice approach Making ethical choices based on fairness to others, utilizing consistent  
application of rules and guidelines.

morals Beliefs about right and wrong.

over-asking Involves systematically requesting more funds than the department or area 
requires.

price gouging The artificial raising of prices during a crisis.

rights approach Making ethical choices based on the fundamental rights of all humans 
including includes the right to privacy, free speech, and a safe workplace.

round-tripping Selling an asset to another company and agreeing to buy it back at a future 
date for close to the same price.
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social responsibility The obligation an organization and its leadership have to be ethical, 
accountable, and responsive to the needs of society

stealth marketing The use of personal representatives to market items without announcing 
that they are employed by the company selling the product.

stereotyping What occurs when a group of individuals is incorrectly perceived as having a 
common set of characteristics. 

utilitarianism Making ethical choices based on the greatest good for the greatest number.

Critical Thinking
Review Questions

1. Define morals, ethics, and business ethics.
2. What four ethical frameworks can be used to analyze business decisions?
3. How does the term “internalization” apply to ethical reasoning processes?
4. Explain the terms over-asking and horse trading as they apply to budgeting processes.
5. What are the ethical issues associated with interlocking boards of directors and executive 

compensation?
6. Define the concepts of stereotyping and halo/horn tendency along with the ways they might 

affect ethical activities in a human resources department.
7. What ethical challenges are associated with markets for marketing managers?
8. What ethical challenges are associated with products for marketing managers?
9. What ethical challenges are associated with pricing programs for marketing managers?

10. Define and describe the ethical challenges associated with ambush marketing and stealth 
marketing.

11. What three ethical challenges are associated with information technology management?
12. What ethical dilemmas pertain to financial managers?
13. What ethical dilemmas affect accounting managers?
14. What ethical issues might individuals and their employer organizations encounter when 

engaging in international trade?
15. What three methods are available to assist managers as they help employees cope with  

ethical and moral business decisions?
16. Define social responsibility and describe two of the many activities associated with  

the concept.

Analytical Exercises

1. Apply the concepts of utilitarianism, individualism, the rights approach, and the justice 
approach to the following situations:

2. Outsourcing to cut production costs
3. Halo/Horn judgments in hiring decisions
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4. Gender pay disparity
5. Most models of ethical reasoning suggest that people start out the process using fear of nega-

tive consequences as a guide and then move to a more internalized and personal approach. 
Can you think of any other method by which ethical reasoning could evolve? Explain your 
answer.

6. Your immediate supervisor engages in the practices of horse trading and over-asking during 
each year’s budgeting process. How should you respond?

7. Psychologists recognize that a segment of the population engages in compulsive buying or 
compulsive consumption. In other words, they buy things they simply do not need and can-
not stop themselves. As a marketing manager, what should your response be to such indi-
viduals? Which ethical framework would you use in creating your response?

8. Pharmaceutical companies create drugs designed to help the public and to make profits. 
Strategic managers in those companies are constrained by patent issues that limit protection 
to 10 years. At that point, any competitor can create a generic version of the same medicine. 
Consequently, the temptation is to develop highly similar products that may or may not be 
more effective and then aggressively market them in order to maintain profitability levels. 
What ethical framework should apply to this situation? How should pharmaceutical compa-
nies handle such circumstances?

9. How do ethics erode or decline? Three explanations include rationalizations, game playing 
tactics, and blaming the reward system. Rationalizations include “Everyone is doing it,” “It 
won’t cost much (theft of company materials, padding expense accounts), and “It’s none of my 
business” when someone else does something wrong. Game playing means that the system 
is structured in such a way that the only option is to do something unethical in order to get 
the job done. Blaming the reward system includes comments such as “that’s how people get 
ahead around here.” As a manager, how would you cope with responses such as these if they 
were present in your work force?

10. Greenwashing is the practice of claiming to be a socially responsible, environmentally friendly 
company while in fact the organization damages the environment and takes no steps to pro-
tect its surroundings. Use the three perspectives regarding social responsibility (invisible 
hand, governmental duty, ethical management) to analyze greenwashing and what should be 
done about it.
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360-degree assessment technique  
A process that involves an employee choos-
ing from 6 to 12 other people to evaluate 
him or her; after these people anonymously 
fill out performance assessment forms, the 
results are then tabulated.

activity ratios Ratios that assist managers 
in understanding how well certain company 
activities are being carried out.

adhocracy Organizations that are organic 
and dynamic in nature and have limited 
formalization and standardization; they also 
tend toward decentralized decision making.

adjourning The process that occurs when 
members prepare to disband the group.

at-will employment A policy by which 
workers are free to sell their labor services 
to any employer, and employers may employ 
whomever they prefer and terminate that 
employment arrangement at any time and 
for any reason.

auditing An assessment of a person, orga-
nization, system, process, operation, project, 
or product.

authority The right to direct with permis-
sion to act.

balance sheet A report on investing 
and business financing activities of the 
organization.

boundaryless organization One that 
consists of individuals working together on 
projects from various companies and institu-
tions with less regard to traditional borders.

budget An annual financial plan.

centralization/decentralization The 
degree of delegation of decision making, 
authority, and power within an organization.

chief executive officer (CEO) An organiza-
tion’s most senior manager.

classical era A period in management lit-
erature between the 1880s and 1920s, when 
original writings and innovations were 
created.

coaching A process by which an expert 
observes the employee in his or her job over 
a period of weeks or months and provides 
continuous feedback and guidance on how 
to improve.

communication The sequence of transmit-
ting, receiving, and processing information.

concurrent controls Control systems that 
manage problems as they are encountered.

consideration A leadership behavior that 
expresses concern for employees by estab-
lishing a warm, supportive, friendly climate.

constant controls Controls that regulate 
organizational activities on a continual basis, 
which means that any time any of these 
standards are not met, the management 
team immediately reacts with corrective 
action. 

content theories Explanations of the spe-
cific factors that motivate people, most nota-
bly in the area of human needs. 

contingency planning Preparing and 
developing “what if?” plans for unforeseen 
events.

controlling The process of evaluating per-
formance against established goals and cre-
ating methods appropriate to take corrective 
action to maintain or improve performance 
in any area of the organization.

core competence The most proficiently 
performed internal activity that is central to 
the firm’s strategy and competitiveness.

Glossary



Glossary  

Delphi technique A panel of experts who 
seek to predict what kinds of technological 
breakthroughs might occur and when such 
breakthroughs will take place.

departmentalization The organizing of 
people into different departments or divi-
sions in which collections of tasks are placed 
together, such as accounting, marketing, and 
production.

discipline A form of training that enforces 
organizational rules.

distinctive competence Something a com-
pany performs at a level that is better than 
that of all its rivals.

divisional structure An organizational 
structure featuring a set of autonomous 
units, each typically a machine bureau-
cracy unto itself, coordinated by a central 
headquarters.

effectiveness Measures the company’s 
efforts to achieve the goals that will allow it 
to survive, grow, and thrive over time.

efficiency Measures of how productively 
resources are used to achieve a goal.

employee inventory An examination of all 
current employees at all levels as well as a 
projection of future needs in those areas.

equity philosophy An approach used by 
company leaders to try their best to make 
the compensation system fair to employees.

ergonomics The design of work areas to 
minimize physical stress.

exchange philosophy Management’s belief 
that some work skills and some employees 
are more valuable to the company than 
others.

executive managers Top-level manag-
ers in charge of the operation of the entire 
organization.

expatriate An employee who is sent from 
a home country (where the home office is 
located) to the host country.

expectancy An employee’s belief that work-
ing hard will result in a desired level of task 
performance being achieved.

external environment Consists of the total 
set of forces that act on a company but are 
not within its boundaries.

feedback control Controls that manage 
problems after the fact.

feedforward controls Controls used to 
anticipate problems in advance.

five forces approach Model developed by 
Michael Porter that identifies and analyzes 
five competitive forces that shape industries 
and helps determine an industry’s strengths 
and weaknesses. 

force-field analysis Involves identify-
ing and spelling out the forces that call for 
change and those that push back against 
those forces.

formal communication system Messages 
that travel through organizationally 
approved channels.

formal group A group that an organiza-
tion establishes to seek company goals and 
objectives.

formalization The presence of rules and 
procedures.

forming The process that occurs when 
members get oriented to the group and start 
getting to know each other.

front-line managers Managers who super-
vise entry-level employees.

goal What an individual is trying to accom-
plish; the object or aim of an action.

governmental organizations  
Organizations dedicated to providing the 
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public services not offered by for-profit and 
nonprofit organizations.

grievances Formal complaints filed by 
workers with management.

group A collection of two or more people 
interacting who share collective norms and 
goals and have a common identity.

group cohesiveness The degree of goal 
commitment, conformity, cooperation, and 
group control over members that exists.

groupthink A phenomenon that results 
when group pressures for conformity 
become so intense that the group avoids any 
unusual, minority, or unpopular views.

hierarchy of needs Model created by 
Abraham Maslow that depicts human needs 
advancing from basic needs to complex, 
higher order needs. 

host country employee Someone who lives 
in a foreign country where work will be per-
formed who oversees the activities in that 
nation.

human relations movement A move-
ment in management literature that gained 
momentum in the late 1920s; its primary 
focus was on people rather than solely on 
productivity.

human resource planning The process of 
analyzing and preparing for future personnel 
needs.

humanism Perspective supported by 
Abraham Maslow that suggests the basic 
inner nature of a person is inherently good.

informal communication Messages that 
travel through social interactions among 
employees.

informal group A group that emerges 
without the endorsement of organizational 
leaders.

information richness The potential infor-
mation-carrying capacity of a communica-
tion channel.

initiating structure A leadership behavior 
that organizes and defines what group mem-
bers should be doing.

instrumentality An employee’s belief that 
successful performance will be followed by 
rewards and other desirable outcomes.

job A set or series of tasks performed by an 
individual on behalf of an organization.

job analysis The process of assigning tasks 
to jobs.

job description A formal list of tasks and 
duties performed in a job.

job design What occurs when managers 
determine the tasks needed to be done, who 
will do them, and what selection criteria will 
be used to choose employees and place them 
on the job.

job specification A document that identi-
fies the eligibility requirements or qualifica-
tions needed to perform a job.

kinesic cues Messages communicated by 
nonlinguistic body language or movements.

leadership Influencing behaviors in 
organizations.

leading In a business context, consists of all 
activities undertaken to help people achieve 
the highest level of performance.

leading Motivating, coordinating, and 
energizing individuals and groups to work 
together to achieve organizational goals.

leverage ratios The ratios used to measure 
company debt and company risk.

line managers Managers who are directly 
responsible for a product line or delivery of a 
service by the organization.
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liquidity ratios The ratios designed to 
make sure the company has enough money 
on hand.

machine bureaucracy A form of organi-
zational structure featuring highly routine 
operating tasks typically grouped together 
into functional departments with high for-
malization, central authority, and the deci-
sion making that flows through a chain of 
command.

management All the techniques used to 
lead the human resources in an organization 
to become productive.

management by objectives A participative 
annual goal-setting program used in both 
planning and control systems.

management functions Planning, organiz-
ing, staffing, leading, and controlling human 
and other resources to achieve organiza-
tional goals.

management information system A group 
consisting of the people and technologies 
used to collect and process organizational 
information.

management theory The study of the over-
all management process.

manager The person responsible for help-
ing to achieve an organization’s goals and 
desired future outcomes.

market share A measure of the company’s 
percentage of total sales in an industry or a 
subset of an industry.

mechanistic organization An organiza-
tional structure characterized by high use 
of rules and procedures, a greater number of 
levels in the organization, and formal rela-
tionships between workers; as a result, it is a 
less flexible method of operation.

mechanization/computerization A mea-
sure of the reliance on computers and tech-
nology to maintain operations.

mentoring A process whereby an estab-
lished employee guides the development of 
a less experienced worker to increase the 
employee’s competencies, achievement, and 
understanding of the organization.

middle managers Managers charged with 
directing organizational functions while 
implementing top-level plans and supervis-
ing front-line managers.

mission statement A document that 
expresses a clear and concise reason for why 
the organization exists.

nonprofit organizations Organizations 
created in response to an expressed social 
need.

normative technological forecasting  
Technological forecasting designed to iden-
tify when a technological breakthrough 
would occur if various entities would coop-
erate in creating it.

norming The stage that takes place after 
conflicts have been resolved.

norms Rules that govern behaviors in a 
group.

operational goals Specific performance 
targets in short-term time frames.

operational plans The plans that direct 
daily activities.

organic structure An organizational struc-
ture that employs few rules and procedures, 
has a small number of organizational levels 
and ranks, allows for informal relationships 
among workers and supervisors, and is much 
more flexible and adaptable as a result.

organization A collection of people who 
work together and coordinate their actions 
to achieve a wide variety of goals or desired 
future outcomes.
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organization chart A chart that provides 
box-and-line illustrations representing the 
formal relationships of positions of author-
ity and the organization’s official divisions of 
labor.

organizational design The process by 
which managers make specific organizing 
choices that result in the particular kind of 
organizational structure they will use.

organizational structure A formal sys-
tem of task and reporting relationships that 
coordinates the activities of members so that 
they work together to achieve organizational 
goals.

organizing The process of establishing task 
and authority relationships that allow people 
to work together to achieve the organiza-
tion’s goals.

performing The stage that occurs when 
members focus on solving problems and 
completing their assigned tasks.

periodic controls Control systems that 
assess organizational activities on a regularly 
scheduled basis.

planning The process by which managers 
choose appropriate organizational goals and 
identify courses of action to best reach those 
goals.

power Control over formal and informal 
means of influence.

professional bureaucracy An organiza-
tional structure in which professionals self-
impose standardization and formalization, 
often in compliance with governing bodies.

profit-seeking organizations (also known 
as for-profit or business organizations)  
Organizations that deliver goods and ser-
vices that offer value to consumers in 
exchange for money, normally expressed as 
sales and other revenues.

profitability ratios The ratios used to mea-
sure company financial success.

program A set of planning projects 
designed to change a company’s direction. 

project A plan for a single-time activity.

promote from within A policy that gives 
priority to advancing current employees to 
higher ranks.

refreezing What occurs at the conclu-
sion of a persuasive presentation regarding 
an attitude that includes a call to action to 
engage in a positive activity.

responsibility (or accountability) The obli-
gation to complete tasks as assigned by an 
employee’s immediate supervisor.

scientific management A management 
approach based on analyzing work scien-
tifically, selecting workers scientifically, 
creating cooperation between workers and 
managers, and sharing responsibility for 
organizational outcomes.

sexual harassment Unwelcome sexual 
advances, requests for sexual favors, and 
other physical or verbal conduct of a sexual 
nature. 

share of mind (or consumer aware-
ness) The degree to which consumers are 
aware of the existence of a company, which 
inclines them to visit that company or store.

simple structure An organizational struc-
ture dominated by a strategic apex but hav-
ing little formalization or complexity; almost 
everyone reports directly to the owner of 
the business, and the organization chart is 
flat because there are few, if any, reporting 
layers.

skills inventory A breakdown of the 
employee’s resume or performance record 
into sets of strengths and talents exhibited 
by the employee.

social loafing The behavior that occurs 
when team members give less effort 
to a group than they would if working 
individually.
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sourcing The methods used to acquire raw 
materials.

staff managers The managers who lead 
departments that serve in supporting roles, 
including accounting, human resources, pro-
curement, and logistics.

staffing The process of recruiting, select-
ing, training, evaluating, compensating, 
and disciplining of employees within the 
organization.

standardization The use of a series of job 
titles that are exactly the same, and the 
assignment of workers to perform the same 
activities.

storming The stage that takes place as 
individual personalities, roles, and conflicts 
emerge within the group.

strategic goals The long-term, sweeping 
targets a company seeks to pursue.

strategic human resource management 
(SHRM) A process in which all staffing 
activities are fully integrated into a program 
designed to help the overall organization 
achieve its strategic objectives.

strategic management Coordinating the 
efforts of all levels of management into a 
unified course of action.

strategic planning A purposeful effort that 
is directed by management within an orga-
nization; if done effectively, it draws on the 
knowledge, skills, and abilities of employees 
at all levels of the organization.

strategic vision statement A statement 
that offers direction about where the orga-
nization is heading and what it hopes to 
become; it also articulates the long-term 
direction of the company.

strategy A cluster of decisions about what 
goals to pursue, what actions to take, and 
how to use resources to achieve goals.

sunk costs doctrine A doctrine that sug-
gests that over time, a person’s investment in 

a company escalates, driving personal resis-
tance to change.

SWOT analysis A method of assessing 
company strengths and weaknesses plus 
opportunities and threats in the external 
environment.

tactical goals Goals that guide managers in 
the various areas and that should mesh with 
strategic goals.

tactics The plans that support strategies.

task An action or activity performed by an 
employee as part of his or her job.

team A small group of people, with comple-
mentary skills, who work together to achieve 
a common purpose and hold themselves 
mutually accountable for accomplishing 
group goals.

team building An effort that consists of all 
activities designed to improve the internal 
functioning of work groups.

telecommuting jobs Jobs that allow 
employees to perform job duties from a 
remote location and only rarely travel to the 
physical workplace. 

Theory X Theory of human motivation pro-
posed by Douglas McGregor that assumes 
people lack ambition, prefer direction, inher-
ently dislike work, and are motivated only by 
external factors such as money and fear. 

Theory Y Theory of human motivation pro-
posed by Douglas McGregor that assumes 
people want to work, prefer autonomy, 
have underutilized talents, and have innate 
motivation. 

Theory Z Theory of human motivation and 
management style initially developed by 
William Ouchi that proposes a workplace 
environment that meets employee needs, 
offers secure employment, and seeks to cre-
ate high levels of trust and responsibility.

third-party national Someone who does 
not live in either the home or host country.
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transformational leaders Individuals who 
engender trust, seek to develop leadership 
in others, exhibit self-sacrifice, and serve 
as moral agents; they focus themselves and 
their followers on objectives that transcend 
the more immediate needs of the work 
group.

unfreezing A process that involves con-
vincing the audience that their previously 
held perspectives or attitudes have flaws 
or may create problems in some way that 
begins with capturing attention.

union A formal association of workers 
that promotes the interests of its members 
through collective action.

valence The value an employee assigns to 
the possible rewards and other work-related 
outcomes.
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