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PREFACE

In light of the dramatic and far-rcaching cvents of the early
twenty-first century, the central theme being discussed in the ficld of
management is the frequency of turbulent change and its impact on
organizations. The world in which most students will work as managers
is undergoing a tremendous upheaval. The emergence of crisis
management, ethical turmoil, e-business, rapidly changing
technologies, globalization, outsourcing, global virtual teams,
knowledge management, and other changes place demands on
managers that go beyond the techniques and ideas traditionally taught
in management courses. Managing in today’s turbulent times requires
the full breadth of management skills and the new competencics needed
in turbulent environment characterized by economic turmoil, political
confusion, and general uncertainty for the future.

The traditional world of work assumed the purpose of
management was to control and limit people, enforce rules and
regulations seek stability and efficiency, design a top-down hierarchy to
direct people, and achieve bottom-line results. To unlock creative
solutions and achieve high performance, however, managers need
different skills to engage workers’ hearts and minds as well as take
advantage of their physical labor. The new workplace asks that
managers focus on leading change, on harnessing people’s creativity
and enthusiasm, on finding shared visions and values, and on sharing
information and power. Teamwork, collaboration, participation, and
learning are guiding principles that help managers and employees
maneuver the difficult terrain of today’s turbulent business
environment. Managers focus on developing, not controlling, people
adapt to new technologies and cxtraordinary cnvironmental shifts, and
thus achieve high performance and total corporate effectiveness.

CHAPTER 1: INTRODUCTION TO MANAGEMENT AND ITS
FUNCTIONS

Managers in all organizations are continually dealing with
uncertainty and uncxpected events, whether they are something as
small as the loss of a key employee or something as large and dramatic
as a plant explosion. Morcover, the frequency and intensity of crises
have increased over the past couple of decades, with a sharp increase in
the rate of intentional acts such as product tampering, workplace
violence, or terrorism.

The nature of management is to cope with diverse and far-
reaching challenges. Managers have to keep pace with advancing
technology, find ways to incorporate the Internet and e-business into
their strategies and business models, and remain competitive in the face
of increasingly tough global competition, uncertain environments,
cutbacks in personnel and resources, and massive worldwide economic,
political, and social shifts. The growing diversity of the workforce
creates other dynamics: How can managers maintain a strong corporate
culture while supporting diversity, balancing work and family concerns,
and coping with conflicting demands of all employees wanting a fair
shot at power and responsibility? New ways of working, such as virtual
teams and telecommuting, put additional demands on today’s
managers.

Management is the effective and efficient attainment of organizational
goals through planning, organizing, leading, and controlling
organizational resources.

Two important ideas arc in this definition: (1) the four
functions of planning, organizing, leading, and controlling and (2) the
attainment of organizational goals in an effective and efficient manner.
Managers use a multitude of skills to perform these functions.
Management’s conceptual, human, and technical skills are discussed
later in the chapter.

The formal definition of an organization is the following:
Organization is a goal-directed and deliberately structured social
entity. Goal-directed means designed to achieve some outcome, such as
make a profit, meet spiritual nceds (Methodist church), or provide



social satisfaction (college). Deliberately structured means that tasks
are divided and .responsibility for their performance is assigned to
organization members. Social entity means being made up of two or
more people. These definitions apply to all organizations, including
profit and not-for-profit. Small, innovative, and not-for-profit
organizations are more numerous than large, visible corporations and
are as important to society.

Based on our definition of management, the manager’s
responsibility is to coordinate resources effectively and efficiently to
accomplish the organization’s goals.

Organizational effectiveness is the degree to which the organization
achieves a stated goal or succeeds in accomplishing what it tries to do.
Organizational effectiveness means providing a product or service that
customers value. If the organization achieves its stated goals within a
specified time period then such organization is effective.
Organizational efficiency refers to the amount of resources used to
achieve an organizational goal. It is based on how much raw material,
money, and people are necessary for producing a given output volume.
If the organization uses minimum resources to produce maximum
output then such organization is efficient.

Four Functions of Management

Planning means defining goals and tasks & resources needed to
achieve them. A lack of planning or poor planning can hurt the
organization’s performance. For example, one company may set a goal
of increasing sales this year but not think about making an innovation
while other companies are already introducing new products to the
market. .
Organizing involves the distribution of tasks, grouping cmployees into
departments, the assignment of authority and allocation of resources.
Organizing typically reflects how the organization trics to accomplish
the plan.

Leading is the use of influence to motivate cmployees to achicve
organizational goals. Leading means creating a shared culture and
values, communicating goals to employees throughout the organization,
and filling employees with the desirc to perform at a high level.
Leading involves motivating individuals and even entire departments.

Controlling means monitoring employees’ activities, determining
whether the organization is in the right way to achieving its goals and
making corrections if necessary. Managers must ensure that the
organization is moving toward its goals.

Management Types

Managers use conceptual, human, and technical skills to
perform the four management functions of planning, organizing,
leading, and controlling in all organizations whether they are large and
small, manufacturing and service, profit and nonprofit, traditional and
Internet-based. But managers’ jobs differ. Managers are responsible for
different departments, work at different levels in the hierarchy, and
meet different requirements for achieving high performance.

In organizations, there are typically three levels of
management: top-level, middle-level, and first-level. These three main
levels of managers form a hierarchy, in which they are ranked in order
of importance (Figure 1.1). In most organizations, the number of
managers at each level is such that the hierarchy resembles a pyramid,
with many first-level managers, fewer middle managers, and the fewest
managers at the top level. Each of these management levels is described
below in terms of their possible job titles and their primary
responsibilities and the paths taken to hold these positions.

Figure 1.1 — Hierarchical Levels of Management

. Top
Functional Managers General
Managers anagers
Middle
Manager
First-Line
Managers
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1) Top managers are managers who are responsible for the entire
organization.

Top-level managers, or top managers, arc also called senior
management or executives. These individuals are at the top one or two
levels in an organization, and hold titles such as: Chief Executive
Officer (CEQ), Chief Financial Officer (CFO), Chief Operational
Officer (COOQ), Chief Information Officer (CIO), Chairperson of the
Board, President, and Vice president. Top-level managers make
decisions affecting the entirety of the firm. Top managers do not direct
the day-to-day activities of the firm; rather, they set goals for the
organization and direct the company to achieve them.

2) Middle managers are managers who are responsible for the work of
major divisions and departments.

Middle managers' job titles include: general manager, plant
manager, regional manager, project manager, head of division, and
head of department (functional manager). Middle-level managers are
responsible for carrying out the goals set by top management. They do
so by setting goals for their departments and other business units.
Middle managers can motivate and assist first-line managers to achieve
business objectives.

v' Functional manager — a manager who is responsible for the
department that performs a single functional task and has
employees with similar training and skills (advertising, sales,
human resources, manufacturing, accounting). In other words,
this is the head of department.

V' General manager — a manager who is responsible for scveral
departments or divisions that perform different functions. In
other words, this is the head of division.

3) First-line managers arec managers who are directly responsible for
the production of goods and services and non-management employees.
These managers have job titles such as: office manager, shift
supervisor, line manager, store manager.

First-line managers are responsible for the daily management of
line workers—the employees who actually produce the product or offer
the service. There are first-line managers in every work unit in the
organization. Although first-level managers typically do not set goals

for the organization, they have a very strong influence on the company.
These are the managers that most employees interact with on a daily
basis, and if the managers perform poorly, employees may also perform
poorly, may lack motivation, or may leave the company.

Managers at different levels of the organization engage in
different amounts of time on the four managerial functions of planning,
organizing, leading, and controlling.

Planning is choosing appropriate organizational goals and the
correct directions to achieve those goals. Organizing involves
determining the tasks and the relationships that allow employees to
work together to achieve the planned goals. With leading, managers
motivate and coordinate employees to work together to achieve
organizational goals. When controlling, managers monitor and measure
the degree to which the organization has reached its goals.

Top managers do considerably more planning, organizing, and
controlling than do managers at any other level. However, they do
much less leading. Most of the lcading is done by first-line managers.
The amount of planning, organizing, and controlling decreases down
the hierarchy of management; leading increases as you move down the
hierarchy of management.

Management Skills

A manager’s job is complex and multidimensional and requires
a range of skills. Though some management theorists propose a long
list of skills, the necessary skills for managing a department or an
organization can be summarized in three categories: conceptual,
human, and technical.

Conceptual skills — a manager's ability to see the organization as a
whole and to see it in the long run. It involves understanding how
organizational units work together and how the organization fits into its
competitive environment. Conceptual skill is crucial for top managers,
whose ability to see "the big picture” can have major repercussions on
the success of the business. However, conceptual skill is still necessary
for middle and supervisory managers, who must use this skill to
envision, for example, how work units and teams are best organized.



Human (interpersonal) skills — a manager's ability to interact
effectively with organizational members and establish human relations.
Communication is a critical part of interpersonal skill, and an inability
to communicate effectively can prevent career progression for
managers. Managers who have excellent technical skill, but poor
interpersonal skill are unlikely to succeed in their jobs. This skill is
critical at all levels of management.

Technical skills involve understanding and demonstrating proficiency
in the performance of particular tasks. Technical skills are things such
as using a computer word processing program, creating a budget,
operating a piece of machinery, or preparing a presentation. The
technical skills used will differ in each level of management. First-level

Manager Activities

One of the most interesting findings about managerial activities
is how busy managers are and how chaotic the average workday can be.
Managerial activity is characterized by variety, fragmentation, and
brevity, The manager’s . involvements are so widespread and
voluminous that little time remains for quiet reflection. The average
time spent on any one activity is fewer than nine minutes. Managers
shift works quickly. One example of two typical hours for general
manager, Janet Howard, follows below. Note the frequent interruptions
and the brevity and variety of tasks.

managers may engage in the actual operations of the organization; they 7:30 A.M.  Janet arrives at work and begins to plan her day.
need to have an understanding of how production and service occur in 7:37 AM. A subordinate, Morgan Cook, stops in Janet’s office to
the organization in order to direct and evaluate line employees. discuss a dinner party the previous night and to review
Additionally, first-line managers need skill in scheduling workers and the cost-benefit analysis for a proposed enterprise
preparing budgets. Middle managers use more technical skills related to resource planning (ERP) system.
planning and organizing, and top managers need to have skill to 7:45 AM. Janet’s secretary, Pat, calls her over the telephone.
understand the complex financial workings of the organization. “Janet, they had serious water damage at the
downtown office last night. A pipe broke, causing
As illustrated in Figure 1.2, the application of these skills about $50,000 damage. Everything will be back in
changes as managers move up in the organization. Though the degrec shape in three days. I thought you should know.”
of each skill necessary at different levels of an organization may vary, 8:00 A.M.  Pat brings in the mail. She asks instructions for
all managers must possess skills in each of these important areas to formatting a report Janet gave her yesterday.
perform effectively. From the diagram below we see that conceptual 8:14 A.M.  Janet gets a phone call from the accounting manager,
skills are more important for top managers, and first-line managers who is returning a call from the day before. They talk
need technical skills in a greater extent. Human skills are equally about an accounting problem. .
important to all management types. 8:25 A.M. Mr. Nance complains that a sales manager mistreats
his employees and something must be done. Janet
: " rearranges her schedule to investigate this claim.
FEIR L= T g e e e 9:00 A.M. Janet returns to the mail. One letter is from an irritated
customer. Janet types out a helpful, restrained reply.
Top Managers Pat brings in phone messages.
9:15 A.M. Janet receives an urgent phone call from Larry

Middle Manogers e Ko X Human Skills

Baldwin. They discuss lost business, unhappy

First-Line Ma : : ‘
R subordinates, and a potential promotion.

Nonmanagers
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Managers® work is fast paced and requires great energy. The
managers processed several dozens of mail each day, attend five-cight
meetings, and take a tour through the building or plant. Technology
such as e-mail, instant messaging, cell phones, and laptops have
intensified the pace. Managers commonly rcceive hundreds of e-mail
messages a day. As soon as a manager’s daily calendar is set,
unexpected disturbances erupt. New meetings are required. During time
away from the office, executives catch up on work-related reading,
paperwork, and e-mails.

Managing Crises and Unexpected Events

Many managers may dream of working in an organization and
a world where life seems relatively calm, orderly, and predictable, but
their reality is one of increasing turbulence and disorder. Today’s
managers and organizations face various levels of crisis every day,
everything from the loss of computer data, charges of racial
discrimination, a factory fire, to workplace violence. However, these
organizational crises have been complicated by crises on a more global
level. Dealing with the unexpccted has always been part of the
manager’s job, but our world has become so fast, interconnected, and
complex that unexpected events happen more frequently and often with
greater and more painful consequences. Crisis management places
further demands on today’s managers. Some of the most recent thinking
on crisis management suggests the importance of five leadership skills:

1. Stay calm.

2. Be visible.

3. Put people before business.

4. Tell the truth.

5. Know when to get back to business.

Stay Calm. Leaders’ emotions are transmittable, so leaders have to stay
calm, focused, and optimistic about the future. Perhaps the most
important part of a manager’s job in a crisis situation is to absorb
people’s fears and uncertainties. Leaders have to suppress their own
fears, doubts, and pain to encourage others. Though they acknowledge
the difficulties, they must remain rock-steady and hopeful, which gives
comfort, inspiration, and hope to others.

12

Be Visible. When people’s worlds have become ambiguous and
frightening, they need to feel someone is in control. Crisis is a time
when leadership cannot be delegated.

Put People Before Business. The companics that weather a crisis best,
whether the crisis is large or small, are those in which managers make
people and human feclings their top priority.

Tell the Truth. Managers should get as much information from as
many diverse sources as they can, do their best to determine the facts,
and then be open and straightforward about what is going on.

Know When to Get Back to Business. Though managers should first
deal with the physical and emotional needs of people, they need to get
back to business as soon as possible. The company has to keep going,
and there is a natural human tendency to want to rebuild and move
forward. Business renovation is a sign of hope and an inspiration to
employees. Moments of crisis present cxcellent opportunities for
looking forward and using the emotional energy that has emerged to
build a better company.

|_ Key Terms
Conceptual skills Leading
Controlling Management
Effectiveness Middle manager
Efficiency Organization
First-line manager Organizing
Functional manager Planning

Technical skills
Top manager

General manager
Human skills

| Discussion Questions

1. What similarities do you sec among the four management functions
of planning, organizing, leading, and controlling? Do you think these
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functions are related — that is, is a manager who performs well in one
function likely to perform well in the others?

2. What is the difference between efficiency and effectiveness? Which
is more important for performance? Can managers improve both
simultaneously?

3. How do you feel about having a manager’s responsibility in today’s
world characterized by uncertainty, ambiguity, and sudden changes or
threats from the environment? Describe some skills and qualities
important to managers under these conditions.

surprises or unexpected happenings arise, has a lot to be
grateful for.

8. Many of our most important decisions are based upon
insufficient information.

9. All problems can be solved.

10. People who fit their lives'to a schedule probably miss
most of the joy of living.

11. A good job is one where what is to be done and how it is
to be done are clear.

L Experiential Exercises

12. It is more fun to tackle a complicated problem than to
solve a simple one.

TEST 1: Tolerance for Ambiguity Scale

Read each of the following statements. Rate cach of them in
terms of the extent to which you agree with the statement using the
following scale:

Completely Neither Agree
Disagree nor Disagree Agree
1 2 3 4 5 6 7

Place the number that best describes your degree of agreement
in the blank to the left of each statement.

13. In the long run, it is possible to get more done by tackling
small, simple problems rather than large and complicated
ones.

14, Often, the most interesting and stimulating people are
those who do not mind being different and original.

15. What we are used to is always preferable to what is
unfamiliar.

Completely

1. An expert who does not come up with a definitc answer
probably docs not know much.

2. I would like to live in a foreign country for a while.

3. The sooner everyone acquires similar values and ideals the
better.

4. A good teacher makes you wonder about your way of
looking at things.

5. I like parties where I know most of the people morc than
ones where all or most of the people are complete strangers.

6. Teachers or supervisors who hand out vague assignments
give a chance for one to show initiative and originality.

7. A person who leads an even, regular life, in which few

14

Scoring:
For odd-numbered questions, add the total points. For even-numbered

questions, use reverse scoring (7 minus the score), and add the total
points. Your score is the total of the even-numbered and odd-numbered
questions.

TEST 2: Management Aptitude Questionnaire

Rate each of the following questions according to the following scale:

1. I am never like this.

2. I am rarely like this.

3. I am sometimes like this.
4. I am often like this.

5. Iam always like this.

1. When I have a number of tasks or homework to do, I set priorities
and organize the work around deadlines. 12345
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2. Most people would describe me as a good listener. 12345

3. When I am deciding on a particular course of action (such as hobbies
to pursue, languages to study, which job to take, special projects to be
involved in), I typically consider the long-term (three years or more)
implications of what I would choose todo. 12345

4. I prefer technical or quantitative courses rather than those involving
literature, psychology, or sociology. 12345

5. When I have a serious disagreement with someone, I hang in there
and talk it out until it is completely resolved. 1234 5

6. When I have a project or assignment, I get into the details rather than
the “big picture” issues. 12345

7. I would rather sit in front of my computer than spend a lot of time
with people. 12345

8. I 'try to include others in activities or when there are discussions.
12345

9. When I take a course, I relate what I am learning to other courses I
have taken or concepts I have learned elsewhere. 12345

10. When somebody makes a mistake, [ want to correct the person and
let her or him know the proper answer or approach. 1234 5

11. Is better to be efficient with my time when talking with someone,
rather than worry about the other person’s needs, so I can get on with
my real work. 12345

12. I know my long-term vision of carcer, family, and other activitics
and have thought it over carefully. 12345

13. When solving problems, I would much rather analyze some data or
statistics than meet with a group of people. 12345

14. When I am working on a group project and someone does not pull a
fair share of the load, I am more likely to complain to my friends rather
than confront the slacker. 12345

15. Talking about ideas or concepts can get me enthused or excited.
12345

16. The type of management course for which this book is used is a
waste of time. 12345

17. It is better to be polite and not to hurt people’s feclings. 12345

18. Data or things interest me more than people. 12345

16

Scoring and Interpretation:
Subtract your scores for questions 6, 10, 14, and 17 from the number 6,
and then add the total points for the following sections.
1,3,6,9, 12, 15: Conceptual skills total score
2,5,8, 10, 14, 17: Human skills total score
4,7,11, 13, 16, 18: Technical skills total score

These skills are three abilities needed to be a good manager.
Ideally, a manager should be strong (though not necessarily equal) in
all three. Anyone noticcably weaker in any of the skills should take
courses and read to build up that skill.

lj CASE STUDY: Elektra Products, Inc.

Barbara Russell, a manufacturing vice president, walked into
the monthly companywide meeting with a light step and a hopefulness
she had not felt in a long time. The company’s new, dynamic CEO was
going to announce a new cra of employee involvement and
empowerment at Elektra Products, an 80-year-old, publicly held
company that had once been a leading manufacturer and retailer of
electrical products and supplies. In recent years, the company
experienced a host of problems: market share was declining in the face
of increased foreign and domestic competition; new product ideas were
few; departments such as manufacturing and sales hardly spoke to one
another; morale was at an all-time low, and many employees were
actively secking other jobs. Everyone nceded a dose of hope.

Martin Griffin, who had been hired to revive the failing
company, opened the meeting with a challenge: “As we face increasing
competition, we need new ideas, new energy, and new spirit to make
this company great. And the source for this change is you, each one of
you.” He then went on to explain that under the new empowerment
campaign, employces would be getting more information about how the
company was run and would be able to work with their fellow
employees in new and creative ways. Martin proclaimed a new era of
trust and cooperation at Elektra Products. Barbara felt the excitement:
but as she looked around the room, she saw many of the other
employees, including her friend Simon, rolling their cyes'. “Just

' Rolling one’s eyes — BOAUTE I7Ia3aMIL U3 CTOPOHBL B CTOPOHY
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another pile’ of corporate crap’,” Simon said later. “One minute they
try downsizing, the next reengineering. Then they experiment with
restructuring. Now Martin wants to push empowerment. Garbage like
empowerment is not a substitute for hard work and a little faith in the
people who have been with this company for years. We made it great
once, and we can do it again. Just get out of our way.” Simon had been
a manufacturing engineer with Elektra Products for more than 20 years.
Barbara knew he was loyal to the company, but he — and a lot of others
like him — were going to be an obstacle® to the empowerment efforts.

Top management assigned selected managers to several
problem-solving teams to come up with ideas for implementing the
empowerment campaign. Barbara loved her assignment as team leader
of the manufacturing team and working on ideas to improve how retail
stores got the merchandise they needed when they needed it. The tcam
thrived”, and trust blossomed® among the members. They even spent
nights and weekends working to complete their report. They were
proud of their ideas, which they believed were innovative but casily
achievable: permit a manager to follow a product from design through
sales to customers; make information available to salespeople about
future products; and swap’ sales and manufacturing personnel for short
periods to let them get to know one another’s jobs.

When the team presented report to department heads, Martin
Griffin was enthusiastic. But shortly into the meeting he had to excuse
himself because of a late-breaking deal with a major hardware store
chain. With Martin absent, the department heads rapidly formed a wall
of resistance. The director of human resources complained that the
ideas for personnel changes would destroy the crafted job categories
that had just been completed. The legal department warned that
providing information to salespeople about future products would invite
industrial spying.

The team members were shocked. As Barbara thought over the
latest turn of events, she considered her options: keep her mouth shut;

2 Pile — xyua, rpyna
} Crap — epynna
* Obstacle - NpenATCTBHE, MIoMeXa
: To thrive — 611aroleHCTBOBATb, NPEyCNEBaThH, 1IPOLBETATH
) To blossom — npeycners, 106UThCA ycnexa
Swap — MeusaTb, 00MeHHBaTb, 06MEHHBATHCS
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take a chance and confront Martin about her sincerity in making
empowerment work; push slowly for reform and work for gradual
support from the other teams; or look for another job and leave a
company she cared about. Barbara realized there would be no easy
choices and answers.

Source: Based on Lawrence R. Rothstein, “The Empowerment Effort
that Came Undone,” Harvard Business Review (January—February
1995): 20-31.

Questions:

1. How might top management have done a better job changing Elektra
Products into a new kind of organization? What might they do now to
get the empowerment process back on track?

2. Can you think of ways Barbara could have avoided the problems her
team faced in the meeting with department heads?

3. If you were Barbara Russell, what would you do now? Why?

19



CHAPTER 2: THE ENVIRONMENT AND CORPORATE
CULTURE

Globalization and worldwide societal turbulence affect
companies in new ways. Even for those companies that try to operate
solely on the domestic stage, events that have the greatest impact
typically originate in the external environment. To be effective,
managers must monitor and respond to the environment — an open
systems view.

The tremendous and far-reaching changes occurring in today’s
world can be understood by defining and examining components of the
external environment. The external organizational environment
includes all the elements existing outside the organization’s boundaries
that affect the organization. The environment includes competitors,
resources, technology, and economic conditions that influence the
organization. It does not include those events so far removed from the
organization that their impact is not perceived.

The organization’s external environment can be further divided
into two layers: general and task environments illustrated in Figure 2.1.

Figure 2.1 - Organization’s General, Task, and Internal
Environments

General
Environment

Task

Environment

Internal
Environment
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General environment is the outer layer that affects the
organization indirectly. It includes socio-cultural, technological,
economic, legal/political, and international dimensions that influence
all organizations equally.

Task environment is closer to organization and includes the
elements that directly affect the organization. It is generally considered
to include customers, competitors, suppliers, and labor market.

The organization also has an internal environment, which
includes the elements within the organization’s boundaries. It
comprises current employees, management, organization structure,
technology used by the organization, and especially corporate culture,
which defines employee behavior in the internal environment and how
well the organization will adapt to the external environment.

General Environment

The general environment represents an outer layer of the
environment. The dimensions of the general environment include
international, technological, socio-cultural, economic, and legal-
political.

International dimension includes opportunities for companies to enter
and operate in international markets.

The international environment provides new competitors,
customers, and suppliers and shapes socio-cultural, technological, and
economic trends. Today, every company has to compete on a global
basis. When operating globally, managers have to consider legal,
political, socio-cultural, and economic factors not only in their home
country but in various countries as well. For example, international
dimension opens opportunities for local companies such as buying
cheaper raw material, using cheaper and more qualified labor force,
more customers. Chapter 2 describes how today’s businesses are
operating in an increasingly borderless world and examines in detail
how managing in a global environment differs from the management of
domestic operations.

Technological dimension includes scientific and technological
advancements in a specific industry as well as in society.
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In recent years, because of technology advancements many
organizations had to make a lot of changes. For example, twenty years
ago, many organizations didn’t even use desktop computers. Today,
computer networks, Internet access, videoconferencing capabilities, cell
phones, fax machines, and laptops arc practically taken for granted as
the minimum tools for doing business. Technological advancements
that make the Internet accessible to nearly everyone have changed the
nature of competition and of organization’s relationship to customers.
Many companies are adopting sophisticated c-business methods;
communications and computing devices are getting smaller, more
powerful, and more affordable.

Advances in nanotechnology, which refers to seeing and
manipulating matter at the level of molecules and atoms, will enable
sgientists to create amazing new materials — electronic, structural,
biological, and medicinal. Examples alrcady in use include “smart gels”
that mold on human needs to cue, self-repairing optical coatings, and
cleansers that repair a surface at the molecular level while cleaning it.

Legal-political dimension includes government regulations as well as
policies designed to influence company behavior.

Managers must recognize a variety of pressure groups formed
by government that can influence companies to behave in socially
responsible ways. For example: prohibition of the advertisement of
alcoholic beverages, facilitation of anti-smoking actions.

Socio-cultural dimension represents the demographic characteristics
(population density, age, and education levels) as well as the norms,
customs, and values of population.

Today’s demographic profiles are the foundation of tomorrow’s

workforce and customers. Forecasts see increased globalization of both
consumer markets and the labor supply, with increasing diversity both
within organizations and consumer markets.
' Recent socio-cultural trends that are affecting many companies
include the trend toward no smoking, the grater purchasing power of
young children, and the increased diversity of consumers. For example:
Many people in India will never buy beef; bicycles in Kazakhstan are
not as popular as in China or in Europe.
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Economic dimension represents general economic health of the
country or region in which the organization operates.

Consumer purchasing power, unemployment rate, and interest
rates are part of the organization’s economic environment. Because
organizations today arc operating in a global environment, the
economic dimension has become exceedingly complex and creates
enormous uncertainty for managers. The economies of countries are
more closely tied together now. For instance, crisis in US (2007)
affected a lot of other countries, including our country.

In order to survive in unstable environment many companies
create mergers and joint ventures.

Merger occurs when two or more organizations combine to become
one. (Bank TuranAlem)

Joint venture involves a strategic alliance or a program by two or more
organizations (short-term or long-term). This typically occurs when the
project is too complex, expensive or uncertain for one firm to do alone
(SonyEricsson).

Task Environment

The task environment includes those sectors that have a direct
working relationship with the organization, among them customers,
competitors, suppliers, and the labor market.

Customers — those people or organizations in the environment who
acquire goods and services from the organization. As recipients of the
organization’s output, customers are important because they determine
the organization’s success. For example, patients are customers of
hospitals, students are customers of universities and schools, and
travelers are customers of airlines and tour agencies.

Competitors — other organizations in the same industry that provide
goods and services to the same set of customers. Each industry is
characterized by specific competitive issues. For example, steel
industry differs from pharmaceutical industry. Competition in the steel
industry, especially from international producers, caused some
companies to go bankrupt. Companies in the pharmaceutical industry
arc highly profitable because it is difficult for new firms to enter it. But
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in some industries competitors cooperate to achieve common goals. For
instance, Apple and Compagq, two companies from computer industry,
were cooperating to break Microsoft Corporation’s domination of
software industry.

Suppliers — people or organizations that provide raw materials the
organization uses to produce its output. For example, a restaurant may
use many suppliers to provide it with different products. But many
companies are now using fewer suppliers and trying to build good
relationships with them so that they receive high-quality parts at low
prices. Cooperation is a key to saving money, maintaining quality, and
speeding products to market.

Labor market — people in the environment who can be hired to work
for the organization. Every organization needs a supply of trained,
qualified personnel. Unions, employee associations, and the availability
of certain classes of employees can influence the organization’s labor
market. The labor market lacks specialists in chemistry, physics, and
other scientific fields.

Internal Environment: Corporate Culture

The internal environment within which managers work includes
the following elements:
Employees
Management
Corporate culture
Organization structure
Technology

LRLEE

The concept of culture has been of growing concern to
managers since the 1980s. The concept of culture helps managers
understand the hidden, complex aspects of organizational life. Culture
1s a pattern of shared values and assumptions about how things are done
within the organization. This pattern is learned by members as they
cope with external and internal problems.

Corporate Culture — set of key values, beliefs, understandings, and
norms shared by members of an organization.
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Corporate culture is like an iceberg in the ocean. Ouly the
smallest part of it is visible but the greatest part is invisible from the
first sight (Figure 2.2).

Visible level of corporate culture includes such things as manner of
dress, patterns of behavior, physical symbols, and organizational
ceremonies, office design — these are things that anyone can see, hear,
and observe.

v Physical Symbols. Imagine there is a company that sells real
estate. Managers of the organization can make a prototype of
the building and represent it as a symbol to employees. Every
month the best salesperson will be awarded with this building.
The person will keep the symbol for one month and then will
transfer to another best salesperson of the month.

v Organizational Ceremonies. Mary Kay Cosmetics Company
has annual awards ceremony, presenting diamonds, furs, and

Figure 2.2 — The Iceberg of Visible and Invisible Culture

Visible

( Invisible
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v" luxury cars to high-achieving sales consultants. The setting is
typically held in a large hall in front of audience, and everyone
dresses on glamorous evening clothes. The most successful
consultants are introduced by film clips for the nomination.

Invisible level of corporate culture includes unwritten rules, values, and
beliefs, which are not observable. These are deeper values that
members of the organization hold at a conscious level. They can be
interpreted from the stories, heroes, and slogans.

v' Stories. UPS is an American delivery company. Once a
salesperson in this company ordered an extra airplane without
permission of his boss in order to escape untimely delivery.
Instead of punishing this employee, managers rewarded his
initiative. By telling this story, UPS workers explain that the
company stands for commitment to work and customer service.

v Heroes. Heroes show how to do the right thing in the
organization. One engineer in 3M Corporation invented a new
product and went to the top manager with his idea. But the
manager rejected it by telling “That’s a stupid idea. Stop!”
Then the engineer insisted and the manager fired him. But this
devoted person continued coming to the office and developing
new ideas without salary. Eventually, he was rehired, the idea
succeeded and he was promoted to a vice-president. The lesson
of this hero is a major element of the culture in 3M tells to
persist at what you believe in.

v' Slogans. Many organizations use slogans to motivate the

employces. For example, the slogan of one American company

is “You don’t have to please the boss; you have to please the
customer”. :

Types of Corporate Culture .

A big influence on internal corporate culture is the external
environment. CulFur_es can vary widely across organizations; however,
organizations within the same industry often reveal similar
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characteristics because they are operating in similar environments. If
the external environment requires extraordinary customer service, the
culture should encourage good service; if it calls for careful technical
decision making, cultural values should reinforce managerial decision
making.

Adaptability culture — a culture used by companies that operate in a
quickly changing industry.

Adaptability culture requires fast response and high-risk
decision making. Employees have autonomy to make decisions and act
freely to meet customers’ needs. Managers actively create change by
encouraging and rewarding creativity, experimentation, and risk taking.
Most companies in electronic industry, as well as those involved in e-
commerce, cosmetics, and fashion, use adaptability culture because
they must quickly respond to a rapidly changing environment. For
example, Nokia — the best manufacturer of mobile phones - is
constantly innovating.

Involvement culture — a culture that focuses on meeting the needs of
employees in order to increase productivity.

The organization may be characterized by caring and family-
like atmosphere. Managers emphasize such values as cooperation,
consideration of both employees and customers, and avoiding status
differences. For example, IBM has involvement corporate culture,

Achievement culture — a culture that focuses on the achievement of
results rather than on satisfaction of employees’ needs.

Achievement culture is suitable to organizations that are
concerned with serving specific customers in the external environment
but without the strong need for flexibility and rapid change. This is a
result-oriented culture that values competitiveness, aggressiveness,
personal initiative, and willingness to work long and hard to achieve
results.

For example, Siebel Systems, which sells complex software
systems, is focused on achievement culture. Professionalism and
aggressiveness are corc values. Employees are forbidden to eat at their
desks or to decorate with more than one or two personal photographs.
People who succced at Siebel arc focused, compctitive, and driven to
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win. Those who perform and meet stringent goals are generously
rewarded; those who don’t are fired. Other examples include auditing
companies, some restaurants, hotels, shops, etc.

Consistency culture — a culture that focuses on rationality, discipline,
and order of doing things while operating in a stable environment.

In today’s fast-changing world, few companies operate in a
stable environment, and most managers are shifting toward cultures that
are more flexible. This structure is very suitable for bureaucratic
organizations such as government organizations and embassies.

Adaptability and involvement cultures are very flexible, but
achievement and contingency cultures are rigid, with many rules and
regulations. Each of these four cultures can be successful. In addition,
organizations usually have values that fall into morc than one category.
The relative emphasis on various cultural values depends on the needs
of the environment and the organization’s focus.

Environmental Uncertainty

Organizations must manage environmental uncertainty to be
Eaffective. Uncertainty implies that managers do not have sufficient
qurmation about environmental factors to understand and predict
envnrqnmcntal changes. When external factors change rapidly, the
organization experiences very high uncertainty; examples are the
electronics and aerospace industries. Firms must make efforts to adapt
these changes. When the organization deals with only a few external
factors and these factors are relatively stable, such as for soft-drink
bottlers and food processors, managers experience low uncertainty and
can devote less attention to external issues.

Any organization that wants to cope with high environmental
uncertainty must adapt to changes in the environment.
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L Key Terms

International dimension
Involvement culture
Joint venture

Consistency culture Labor market

Corporate culture Legal-political dimension
Customers Merger

Economic dimension Socio-cultural dimension
External environment Suppliers

General environment Task environment
Internal environment Technological dimension

Achievement culture
Adaptability culture
Competitors

L Discussion Questions

1. Some scientists predict major changes in the earth’s climate,
including a temperature rise of 8”F over the next 60 years. Should any
company be paying attention to this long-term environmental trend?
Explain.

2. Would the task environment for a bank contain the same elements as
that for a government organization? Discuss.

3. What forces influence organizational uncertainty? Would such forces
typically originate in the task environment or the general environment?
4. Define corporate culture and explain its importance for managers.

5. How are symbols important to a corporate culture? Do stories,
heroes, slogans, and ceremonies also have symbolic value? Discuss.

6. How does the culture of a football team differ from the university
culture?

7. Do you think a corporate culture with strong values is better for
organizational effectiveness than a culture with weak values? Are there
times when a strong culture might reduce effectiveness? Discuss.

8. Find more examples of symbols, ceremonies, heroes, stories, and

slogans in internet.
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CASE STUDY: Society of Equals

Ted Shelby doesn’t make very many mistakes, but... “Hey
Stanley”, says Ted Shelby, entering the door, “you got a minute? [’ve
just restructured my office. Come on and take a look. I’ve been
implementing some great new concepts!”

Stanley is always interested in Ted Shelby’s new ideas, for if
there is anyone Stanley wants to do as well as, it is Edward W. Shelby
IV. Stanley follows Ted back to his office and stops, confused.

Restructured is right! Gone are Ted’s (Junior Excc.) walnut'
desk and fumiture, and his telephone table. In fact, the room is
practically empty save for a large, round white cafcteria table and half-
dozen padded” vinyl chairs that surround it.

“Isn’t it a beauty! As far as I know, I’m the first executive in
the plant to innovate this. The shape is a crucial factor here — no front
or rear3, no status problems. We all sit there and communicate morc
effectively.”

We? Communicate? Effectively? Well, it seems that Ted has
been attending a series of Executive Development Seminars given by
Dr. Faust. The theme of the seminars was — you guessed it —
“participative management”. Edward W. Shelby has always liked to
think of himself as truly democratic person.

. “You see, Stanley,” says Ted, managing his best sincere
attitude, “the main thing wrong with current mainstream management
practice is that the principal communication channel top-down. We on
the top send our messages down to you people, but we neglect the
feedback potential. But just because we have more status and
responsibility doesn’t mean that we are necessarily better that the
people bc?lovy us. So, as I sec the situation, what is needed is a two-way
communication network: top-down and bottom-up.

“That’s what the cafeteria table is for?” Stanley says.

“Yes!” says Ted. “We management people don’t have all the
answers, and I don’t know why I never realized it before that seminar.
Why... let’s take an extreme example... the pcople who run those

]
Walnut — npesecuna opexosoro Jepesa
2 Padded — obursiii

3 -
No front or rear — Het 3anneit un fiepesHei CTopoHbl
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machines there. I’ll bet that any one of them knows a thing or two that
I’ve never thought of. I’ve transformed my office into a full-feedback
communication net.”

“That certainly is an innovation around here,” says Stanley.

A few days later Stanley passed by Ted Shelby’s office and was
surprised that Ted’s desk, fumiture, and telephone table were back
where they used to be. Stanley, curious about the unrestructuring, went
to Bonnie for clarification. “What,” he asked, “happened to Shelby’s
round table?”

“That table we were supposed to sit around and input things?”
she said. “All I know is, about two days after he had it put in, Mr.
Drake came walking through there. He looked in that office, and then
he sort of stopped and went back — and he looked in there for a long
time. Then came over to me, and you know how his face gets red when
he’s really mad? Well, this time he was so mad that his face was
absolutely white. And when he talked to me, I don’t think he actually
opened his mouth; and I could barely hear him, he was talking so low.
Have Mr. Shelby’s furniture put back in his office. Have Mr. Shelby
see me.”

You would think that Ted would have known better, wouldn’t
you? But then, by now you should have a pretty firm idea of just why
those offices are set up as they are.

Source: Daft R. The New Era of Management, Indian edition, 2007.

pp.110-111.

Questions:
1. How would you characterize the culture in this company? What are

the dominant values?

2. Why did Ted Shelby’s change experiment fail? To what extent did
Ted use the appropriate change tools to increase employee
communication and participation?

3. What would you recommend Ted do to change his relationship with
subordinates? Is it possible for a manager to change cultural values if
the rest of the organization, especially top management, does not agree?
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CHAPTER 3: ENTREPRENEURSHIP, SMALL BUSINESS, AND
) GLOBALIZATION

Most people dream of having their own business. But running a
small business is quite difficult and risky as it requires cntrepreneur’s
entire investment and great efforts. According to statistics, about 34%
of businesses fail within two years and 50% close after three years.

Entrepreneurship — the process of initiating a business venture,
organizing necessary resources, and assuming the associated risks and
rewards.

Entrepreneur is a person who creates his own business or company in
the face of risk and uncertainty. His purpose is to achieve high profits
and growth.

Who Can Be Entrepreneurs?

Actually, everyone has the potential to become an entrepreneur.
Let’s consider different possible cultural groups of entrepreneurs.

1. Young entrepreneurs: 30% entrepreneurs — at age of 30 and younger,
2. Women entrepreneurs: 72% of women-owned businesses are
concentrated in retailing and services such as beauty parlors, chemical
cleaning, fashion houses.
3. Minority entrepreneurs: national minority groups are very likely to
become entreprencurs (Chinese restaurant, Indian restaurant)
4. Immigrant entrepreneurs
5. Home-based business: there arc scveral advantages of home-based
businesses (crafts, sewing, cooking, design, arts)
v’ operating a business from home keeps start-up and operating
costs to a minimum
v flexible life-style and work-style
v' technology allows to conduct many business operations from
homes (internet banking)
6. Family business: includes two or more members of the family. 90%
of businesses are family owned and managed. Family busincss tends to
fail often, the primary reason of that is conflicts between family
members.

32

A

7. Copreneurs: couples that work together as co-owners of their
business. But in some cases, managing a small business together may
be a reason of divorce and in other cases it may lead to successful
business.

Small Business

Small Business is an enterprise which has (1) a small number of
employees, (2) low volume of sales, (3) small amount of assets and
limited impact on the market.

In Kazakhstan small business must suit the following parameters:
1) Number of employees should not exceed 50,
2) Company’s assets should not exceed 60,000 monthly settlement
parameters (MSP)
3) ' ie. $580,685"
1 MSP = 1413 tenge (2010)

Most entrepreneurs start from retailing, manufacturing, or
service. Additional types: construction, communications, finance, and

real estate.

Five Types of Small Business Owners

Successful entrepreneurs have different motivations, and they
measure rewards in different ways. One study classified small business
owners in five different categories, illustrated in Figure 3.1.

Idealists — people who like the idea of working on something that is
new, creative, or personally meaningful.

Optimizers — people who get satisfaction of being business owners
because it gives them power.

Hard workers — people who enjoy working long hours and want their
business to grow larger and more profitable.

Sustainers — people who want to balance work and personal life and
often don’t want the business grow too large, they like stability.

i Also called Monthly Calculated Index (MCI)
“$1=KZT146

33



industry, primarily because of past job experience. Interestingly, almost

i .1—Five P lity T f Small Business Owners
s e s 36% spotted a market niche that wasn’t being filled.

Enjoy chance to balance ;

Thrive on the challenge of j
work and personal life

Rewarded by chanceto

ST, s wnershi
ek gt Someting hew EP 2: Choose the form of o ship

Before entrepreneurs have found a business they must choose

building a larger, more
profitable business \

and creative \ \

Get personal satisfaction/

from being a business
owner

High energy people who enjoy
handling every detail of their own
business

Jugglers — high energy, high risk people who like the chance a small
business gives them to handle everything themselves, they feel
independent.

Starting an Entrepreneurial Firm

There are several ways an entrepreneur can become a business owner:
v start a new business
v" buy an existing business
v" buy a franchise
v become a partner

How to Start a New Business?

STEP 1: Come up with the new business idea

Reasons for Starting a Business

an appropriate legal structure for the company. The three basic choices

; F are proprietorship, partnership, of corporation.
Idealists | Optimizers Hard Jugglers |Sustainers |
24t 21% Workers 20% 15% 1) Sole proprietorship — a business owned and managed by one
20% individual.

This form of ownership is popular because it is easy and cheap
to start and it has few legal requirements. A proprietor has total
ownership and control of the company and he can make all decision
without consulting anyone. However, this form of ownership also has
drawbacks. The owner has unlimited liability for the business, and also
it is difficult for a proprietor to attract capital.

2) Partnership — two or more people who co-own a business for the
purpose of making profits.

Partnership, like sole proprietorship, is relatively easy and
cheap to start. In partnership, co-owners (partners) share business’s
assets, liabilities, and profits according to the terms of partnership
agreement.

Partnership agreement — a legal document that states all the terms of
operating the partnership and protects each partner involved. Every
partnership should be based on such written agreement.

Figure 3.2 — Sources of Entrepreneurial Motivation and New-
Business Ideas

Source of New-Business Ideas

_ e Joined Family In-depth Understanding
To some people, the idea for a new business is the easy part. [‘31% ___| Business i of Industry/Profession
Other people decide they want to run their own business and start 36% __—“]To Control My Future 3 Market Niche Spotted
looking for an idea or opportunity. 27% IToBe My Own Boss

Figure 3.2 shows the most important reasons that people start a
new business and the source of new-business ideas. Note that 37% of

business founders got their idea from an in-depth understanding of the
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3) Corporation — a legal entity created by the statc and existing apart
of its owners

Because life of a corporation is independent of its owners, the
shareholders can sell their shares without affecting its continuation.
Corporations are creations of the state. When a corporation is founded,
it accepts regulations and restrictions of the state in which it
incorporated and any other state in which it chooses to operate.
Corporation operating in the state in which it was incorporated 1s a
domestic corporation. When a corporation operates in another state, the
state considers it to be a foreign corporation. (Basis-A)

STEP 3: Write the business plan

Here it is important to understand the difference between
strategic plan and business plan. Typically, business plan includes
strgtegic plan, but business plan is created only when a company is
going to be started or expanded and strategic plan is written and
refreshed periodically for company’s internal use.

Strategic plan is a document that is primarily intended to be used
internally by the organization, to guide itself. In some cases, in fact, in
many cases the strategic plan is never seen by anyone outside the
organization. It often contains information about organizational strategy
that a company might not want in the hands of its competitors.

Business plan, on the other hand, is usually meant to be used to show
others. For example, if a company wishes to attract investors, the
Investors may demand certain information about the company before
?hey commit  to investing. They certainly would like financial
information to be present, and they may be interested to know how the
company expects to get revenucs in the future, its market, and so on. A

b_an!c lopking at giving a loan to an organization may wish to have
similar information.

STEP 4: Determine sources of financing

financi One of the main problems that an cntreprencur faces is
Inancing of his business. An investment is usually requirced to acquire

?bor and raw materials and perhaps a building and cquipment. The
mancing decision usually involves two options — whether to obtain
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loans that must be repaid (debt financing) or whether to share
ownership (equity financing). But still the primary resources for
entrepreneurs are their own resources, but they often have to mortgage
their home, to borrow money from the bank.

Debt financing — borrowing money that has to be repaid at a later date

in order to start a business
Usually entreprencurs borrow from family, friends, and banks.

Sometimes entrepreneurs can obtain money from a finance company,
wealthy individuals, or potential customers.

Equity financing — any money invested by owners or by those who
purchase stock in a corporation.

If you are going to establish a corporation or at least partnership
you can raise funds through selling your company’s stocks.

Globalization

Many companies today recognize that business is becoming a
unified, global ficld as trade barriers fall, communication becomes
faster and cheaper, and consumer tastes in everything from clothing to
cellular phones converge. Companies that think globally have a
competitive edge. In addition, domestic markets are saturated for many
companies. The only potential for significant growth lies overseas. The
reality of today’s borderless companies also means consumers can no
longer tell from which country they are buying.

International management — a management of business operations
conducted in more than one country.

The basic management functions of planning, organizing,
leading, and controlling are the same whether the company operates
domestically or internationally. However, managers face greater
difficulties and risks when performing these management functions on
an international scale. When managers start comparing one country
with another they must consider differences in economic, legal-
political, and socio-cultural aspects of these countries. For example,
when many African people go to the market to buy some products, they
look at what is drawn on the can or on the bottle because their literacy
level is low. According to them, what they see on the picture is inside.
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When Nestle started selling baby food in Africa, it failed because white
babies were depicted on the cans. Africans thought why should we eat
meat of white babies?

Stages of Globalization
Corporations can participate in the international arena in a

variety of levels. The process of globalization typically passes through
four distinct stages.

1. Domestic Stage: a company produces and sells goods and services at
home. .For example, it can be any local company which has all
marketing and production facilities located at home.

2. International Stage: a company produces at home and sells at home
and abroad, exports increase.

At this stage a company usually adopts a multidomestic
strategy, meaning that competition is handled for cach country
independently. Product design, marketing, and advertising arc adapted
to the specific needs of each country, requiring high level of sensitivity
to local values and interests. Typically, these companies use an
international division to deal with the marketing of products in several
countries individually.

For example, Mattel is a manufacturer of toys for kids. Mattel
rpakes toys based on the idea that kids in different countries have
filfferent interests and want different toys. The many Barbie dolls sold
in Japan have Asian features, black hair, and Japanese style of clothing.

3. Mqltinational Stage: a company produces and sells in many
countries, with more than 1/3™ of its sales outside the home country.

At the' multinational stage a company uses globalization
strategy, meaning they focus on similar product to multiple countries.
Product design, marketing, and advertising strategies are standardized
throughout the world.

' for example, Coca-Cola, Adidas, and McDonald’s operate at
multma'flonal stage using globalization strategy. Mattel is also going to
enter this stage of globalization in several years because of changes in

toy-bpying patterns. Company managers realized that children in Japan
also like blond-haired, blue-eyed Barbic dolls.
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4, Global (or Stateless) Stage: a company operates in a global fashion,
locating functions (departments) anywhere in the world, based on the
lower cost, right skills and favorable environment.

At this stage, ownership, control, and top management are
dispersed among several nationalities. Different departments may be
located in absolutely different countries. At this stage a company uses
transnational strategy — a combination of multidomestic strategy and
globalization strategy.

For example: Nestle is a global company with 99% of sales
and 97% of employees outside their home country. Nestle has 8000
brands.

v Company: Nestle (Swiss)
v CEO Peter Brabeck-Letmathe (Austrian)
v/ Half of general managers (non-Swiss)

Getting Started Internationally

Small and medium-sized companies have a couple of ways to
become involved internationally. One is to seek cheaper sources of
supply offshore, which is called outsourcing. Another is to develop
markets for finished products outside their home countries, which may
include exporting, licensing, and direct investing. These are called
market entry strategies because they represent alternative ways to sell
products and services in foreign markets. Most firms begin with
exporting and work up to direct investment. Figure 3.3 shows the
strategies companies can use to enter foreign markets.

Market Entry Strategies:

1. Outsourcing (Global Outsourcing) — an entry strategy in which a
company creates manufacturing division in a foreign country with the
purpose of using its cheaper labor and raw materials.

For example, some U.S. companies build plants in the territory
of Mexico where they can use cheap Mexican labor. The low-cost and
high-quality Mexican workforce has also attracted manufacturers from
other countries, firms such as Nissan, Renault, and Volkswagen.

Jacobson — American manufacturer of ties — has designers in
California, but products are manufactured in Thailand.
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Figure 3.3 — Strategies for Entering International Markets
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2. Expom’ng — an entry strategy in which a company produces goods
and services within the borders of its country but sells them abroad.

. Exporting allows a country to market its products in other
countries  at modest resource cost and with limited risk. Exporting
brings many problems due to government regulations of a foreign
country, foreign currencies, and cultural differences, but it is cheaper to
export than to build plants in host countries (taxes for foreign producers

are h'igher). Srqall companies benefit more from exporting than from
building plants in foreign countries.

A form of exporting is called countertrade — a barter of
products for ot'her products rather than their sale for currency. This
form of exporting is usually used to less-developed countries because
many less-developed countries have products to exchange but they

don’t have foreign currency. Approximately 20% of world trade is
countertrade.
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3. Licensing — an entry strategy in which a licensor sells technology,
brand or trademark to a licensee to produce similar products in his
country.

Franchising — a form of licensing in which a franchisor sells the right
to the franchisee to produce and sell products same in his country.

Here the franchisee, has to use everything: equipment,
technology, products, product ingredient, trademark, name,
management system, and standardized operating system of a franchisor.
A franchisee has to take the name and systems of the franchisor. Most
franchisees are affiliates of parent companies (franchisors). Whereas in
licensing, a licensee generally keeps its own company name and
systems.

For example, Coca-Cola Bottlers sells franchise; McDonald’s
and Burger King sell franchise.

Licensing and franchising offer a business a relatively easy
access to international markets at low cost, but they limit its
participation and control over the development of those markets.

4. Direct Investing — an entry strategy in which a company is directly
involved in managing its productive assets in a foreign country.
The three wide-spread forms of direct investment are joint

ventures, acquisitions, and Greenfield venture.

Joint venture involves a strategic alliance or a program by two or more
organizations (short-term or long-term).

In joint venture, a company shares costs and risks with another
firm in the host country to develop new products, build a manufacturing
plant, or set up distribution network. Joint venture is also called
partnership. For example, Nestle and L’Oreal engaged in a joint venture
to produce the nutritional supplement Inneov, which is designed to
improve the health of skin.

Acquisition of a foreign affiliate occurs when a company buys affiliate

from another company in a foreign country.

Direct acquisition of an affiliate may provide cost savings over
exporting by shortening distribution channels and reducing storage and
transportation costs. For example, Wall-Mart purchased a part of
Germany Wertkauf hypermarket chain.

41



Greenfield Venture occurs when a company builds a subsidiary from
scratch in a foreign country.

The advantage is that the subsidiary is exactly what the
company wants and has the potential to be highly profitable. The
disadvantage is that the company has to acquire all market knowledge,
materials, people, and know-how in a different culture, and mistakes

are possible. An example of a Greenfield venture is the Mercedes-Benz

plant in Vance, Alabama. This was the first time a company built a
plant outside Germany. The venture was very risky because the new
plant was building a new product (sport-utility vehicle) with a ncw
workforce, to be sold in a foreign country.

The main difference between outsourcing and Greenfield
venture is that in outsourcing the company just creates a manufacturing

department (factory, plant), and in Greenfield venture the company
creates a subsidiary with all functions from scratch.

Key Terms J 3
Acquisition International management
Business plan Joint venture
Copreneurs Jugglers
Corporation Licensing
Countertrade Multidomestic strategy
Debt financing Optimizers
Direct investing Outsourcing
Entrepreneur Partnership
Entrepreneurship Partnership agrecement
Equity financing Small business
Exporting Sole proprictorship
Franchising Start-up
Globalization strategy Strategic plan
Greenfield venture Sustainers

Hard-workers

. Transnational stratcgy
Idealists
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L Discussion Questions J

1. What do you think are the most important contributions of small
business to our economy?

2. Why would small-business ownership have great appeal to
immigrants, women, and minorities? .

3. Why is purchasing an existing business or franchise is less risky than
starting a new business?

4. If you were to start a new business, would you have to search for an
idea, or do you already have an idea to try? Explain.

5. What is the difference between debt financing and equity financing?
What are common sources of each type?

6. What are the advantages of going internationally?

7. Why do you think international businesses traditionally prefer to
operate in industrialized countries? .

8. What considerations in recent years have led international businesses
to expand their activities into less-developed countries?

9. What does it mean to say that the world is “borderless”? That large

companies are “stateless”?
10. What market entry strategies would you recommend to an

entrepreneurial business wanting to do business in Europe? .
11. What steps could a company take to avoid making pfoduct des!gn
and marketing mistakes when introducing a new product ino a foreign
country? . ‘

12. Compare the advantages and disadvantages assgc1ated with the
foreign-market entry strategies of exporting, licensing, and wholly
owned subsidiaries.

[

Introduction .
Nestlé is one of the oldest of all companies. The company was

founded in Switzerland in 1866 by Heinrich Nestlé, who established
Nestlé to distribute “milk food,” a type of infant food he had invented
that was made from powdered milk, baked food, and sugar. .
From its very early days, the company looked to othel'r countries
for growth opportunities, establishing its first foreign offices in London

CASE STUDY: Nestle Strategy |

43



in 1868. In 1905, the company merged with the Anglo Swiss
Condensed Milk, thereby broadening the company’s product line to
include both condensed milk and infant formulas. Forced by
Switzerland’s small size to look outside its borders for growth
opportunities, Nestlé established condensed milk and infant food
processing plants in the United States and Great Britain in the late 19th
century and in Australia, South America, Africa, and Asia in the first
three decades of the 20th century.

In 1929, Nestlé moved into the chocolate business when it
acquired a Swiss chocolate maker. This was followed in 1938 by the
development of Nestlé’s most revolutionary product, Nescafe, the
world’s first soluble coffee drink. After World War II, Nestlé continued
to expand into other areas of the food business, primarily through a
series of acquisitions that included Maggi (1947), Cross & Blackwell
(1960), Findus (1962), Libby’s (1970), Stouffer’s (1973), Carnation
(1985), Rowntree (1988), and Perrier (1992).

By the late 1990s, Nestlé had 500 factories in 76 countries and
sold its products in a 193 nations — almost every country in the world.
In 1998, the company generated sales of close to $51 billion, only 1%
of which occurred in its home country.

. Similarly, only 3% of its 210,000 employees were located in
Switzerland. Nestlé was the world’s biggest maker of infant formula,
powdered milk, chocolates, instant coffee, soups, and mineral waters. It
was number two in ice cream, breakfast cereals, and pet food. Roughly

;”8% of its food sales were made in Europe, 32% in America, and 20%
in Africa and Asia.

A Growth Strategy for the 21st Century: Despite its undisputed
success, Nestlé realized by the carly 1990s that it faced significant
challenges in maintaining its growth rate. The large Western European
and quth American markets were saturated. In several countries,
popqlahpn growth had stagnated and in some there had been a small
deglme in food consumption. The retail environment in many Western
nations hgd become increasingly challenging, and the balance of power
was shifting away from the large-scale manufacturers of branded foods
and be\_/erages and toward nationwide supermarket and discount chains.
Incrc?a51ngly, retailers found themselves in the unfamiliar position of
playing off against each other manufacturers of branded foods, thus
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bargaining down prices. Particularly in Europe, this trend was
strengthened by the successful introduction of private-label brands by
several of Europe’s leading supermarket chains. The results included
increased price competition in several key segments of the food and
beverage market, such as cereals, coffee, and soft drinks.

At Nestlé, one response has been to look toward emerging
markets in Eastern Europe, Asia, and Latin America for growth
possibilities. In general, the company’s strategy has been to enter
emerging markets early—before competitors—and build a substantial
position by selling basic food items that appeal to the local population
base, such as infant formula, condensed milk, noodles, and tofu. By
narrowing its initial market focus to just several strategic brands, Nestlé
claims it can simplify life, reduce risk, and concentrate its marketing
resources and managerial effort on a limited number of key niches. The
goal is to build a commanding market position in each of these niches.
By pursuing such a strategy, Nestlé has taken as much as 85 percent of
the market for instant coffee in Mexico, 66 percent of the market for
powdered milk in the Philippines, and 70 percent of the market for
soups in Chile. As income levels rise, the company progressively
moves out from these niches, introducing more profitable items, such as
mineral water, chocolate, cookies and prepared foodstuffs.

Although the company is known worldwide for several key
brands, such as Nescafe, it uses local brands in many markets. The
company owns 8,500 brands, but only 750 of them are registered in
more than one country, and only 80 are registered in more than 10
countries.

While the company will use the same “global brands” in
multiple developed markets, in the developing world it focuses on
trying to optimize ingredients and processing technology to local
conditions and then using a brand name that accepted locally.
Customization rather than globalization is the key to the company’s
Strategy in emerging markets.

Executing the Strategy: Successful execution of the strategy for
developing markets requires a degree of flexibility, an ability to adapt
in often unforeseen ways to local conditions, and a long-term
perspective that puts building a sustainable business before short-term
profitability. In Nigeria, for example, a broken road system, aging
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trucks, and the danger of violence forced the company to rethink its
traditional distribution methods. Instead of operating a central
warehouse, as is its preference in most nations, the company built a
network of small warehouses around the country.

With little opportunity for typical Western-style advertising on
television or billboards, the company hired local singers to go to towns
and villages offering a mix of entertainment and product
demonstrations.

China provides another interesting example of local adaptation
and a long-term focus. After 13 years of talks, Nestlé was formally
invited into China in 1987 by the government of Heilongjiang province.
Nestlé opened a plant to produce powdered milk and infant formula
there in 1990, but quickly realized that the local rail and road
infrastructure was inadequate and restrained the collection of milk and
delivery of finished products. Rather than make do with the local
infrastructure, Nestlé established its own distribution network, known
as milk roads, between 27 villages in the region and factory collection
points, called chilling centers.

Farmers brought their milk—often on bicycles or carts— to the
centers where it was weighed and analyzed. Unlike the government,
Nestlé' paid the farmers promptly. Suddenly the farmers had an
incentive to produce milk, and many bought a second cow, increasing
the cow population in the district by 3,000, to 9,000, in 18 months.
Area managers then organized a delivery system that used dedicated
vans to deliver the milk to Nestlé’s factory.

' Although at first glance this might scem to be a very costly
solution; Nestlé calculated that the long-term benefits would be
substantial. Nestlé’s strategy is similar to that undertaken by many
Europefm and American companies during the first waves of
fndustnalization in those countries. Companies often had to invest in
infrastructure that we now take for granted to get production off the
ground.. Once the infrastructure was in place in China, Nestlé’s
production took off. In 1990, 316 tons of powdered milk ;md infant
formula were .produced. By 1994, output exceeded 10,000 tons, and the
company decided to triple capacity. Based on this experience, Nestlé
df:C{ded to build another two powdered milk factories in China z’md was
aiming to generate sales of $700 million by 2000.

46

Nestlé is pursuing a similar long-term bet in the Middle East,
an area in which most multinational food companies have little
presence. Collectively, the Middle East accounts for only about 2
percent of Nestlé’s worldwide sales, and the individual markets are
very small. However, Nestlé’s long-term strategy is based on the
assumption that regional conflicts will be settled down and
intraregional trade will expand as trade barriers between countries in
the region come down. Once that happens, Nestlé’s factories in the
Middle East should be able to sell throughout the region, thereby
realizing scale economies. In anticipation of this development, Nestlé
has established a network of factories in five countries in hopes that
each will someday supply the entire region with different products. The
company currently makes ice cream in Dubai, soups and cereals in
Saudi Arabia, yogurt and bouillon in Egypt, chocolate in Turkey, and
ketchup and instant noodles in Syria. For the present, Nestlé can
survive in these markets by using local materials and focusing on local
demand. The Syrian factory, for example, relies on products that use
tomatoes, a major local agricultural product. Syria also produces wheat,
which is the main ingredient in instant noodles. Even if trade barriers
don’t come down soon, Nestlé has indicated it will remain committed
to the region. By using local inputs and focusing on local consumer
needs, it has earned a good rate of return in the region, even though the
individual markets are small.

Despite its successes in places such as China and parts of the
Middle East, not all of Nestlé’s moves have worked out so well. Like
several other Western companies, Nestlé has had its problems in Japan,
where a failure to adapt its coffee brand to local conditions meant the
loss of a significant market opportunity to another Western company,
Coca-Cola. For years, Nestlé’s instant coffee brand was the dominant
coffee product in Japan. In the 1960s, cold canned coffee (which can be
purchased from soda vending machines) started to gain a following in
Japan. Nestlé released the product as just a coffee-flavored drink, rather
than the real thing, and declined to enter the market. Nestlé’s local
partner at the time, Kirin Beer, was so disappointed at Nestlé’s refusal
to enter the canned coffee market that it broke off its relationship with
the company. In contrast, Coca-Cola entered the market with Georgia, a
product developed specifically for this segment of the Japanese market.
By leveraging its existing distribution channel, Coca-Cola captured a
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40% share of the $4 billion a year market for canned coffee in Japan.
Nestlé, which failed to enter the market until the 1980s, has only a 4%
share.

While Nestlé has built businesses from the ground up in many
emerging markets, such as Nigeria and China, in others it will purchase
local companies if suitable candidates can be found. The company
pursued such a strategy in Poland, which it entered in 1994 by
purchasing Goplana, the country’s second largest chocolate
manufacturer. With the collapse of communism and the opening of the
Polish market, income levels in Poland have started to rise and so has
chocolate consumption. Once a scarce item, the market grew by 8% a
year throughout the 1990s. To take advantage of this opportunity,
Nestlé has pursued a strategy of evolution, rather than revolution. It has
kept the top management of the company staffed with locals—as it does
in most of its operations around the world—and carcfully adjusted
(?oplana’s product line to better match local opportunities. At the same
time, it has pumped money into Goplana’s marketing, which has
cnabled the unit to gain share from several other chocolate makers in
the country. Still, competition in the market is intense. Eight
companies, including several foreign-owned enterprises, such as the
market leader, Wedel, which is owned by PepsiCo, are competing for
market share, and this has depressed prices and profit margins, despite
the healthy volume growth.

Source: http://highered. mcgraw-
hill.com/sites/dl/free/0072873957/ 121268/Hill4e_506_509.pdf

Questions:

1. Does it make sense for Nestlé to focus its growth efforts on emerging
markets? Why?

?. What i.s the company’s strategy with regard to business development
mm emerging markets? Does this strategy make sense?

3. What market entry stratcgies did Nestle use?

4. How would you describe Nestlé’s strategic posture at the corporate

level; is it p}lrsuing a globalization strategy, a multidomestic strategy,
or a transnational strategy?

5. Doe’s this overall’strategic posturc make sense given the markets and
countries that Nestlé participates in? Why?
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CHAPTER 4: MANAGERIAL ETHICS AND CORPORATE
SOCIAL RESPONSIBILITY

Ethics is difficult to define in a precise way. In general sense,
ethics is the code of moral principles and values that governs the
behavior of people with respect to what is right or wrong. Ethics sets
standards to what is good or bad in conduct and decision making.
Ethics deals with internal values that are a part of corporate culture and
shapes decisions concerning social responsibility with respect to the
external environment. An ethical issue is present in a situation when the
actions of a person or organization may harm or benefit others.

Because ethical standards are not codified, disagreements and
dilemmas about proper behavior often occur. Ethical dilemma arises in
a situation when each alternative choice or behavior is undesirable
because of potentially negative cthical consequences. Right or wrong
cannot be clearly identified. And a person who must make an ethical
choice in an organization is the moral agent. For example, suppose the
teacher discovered that you and your friend have absolutely same
homework. Just a few minutes before the lesson you rewrote homework
from your friend. The teacher wants to know who was cheating from
whom. But you both keep silence because you are friends and, as result,
the teacher gives F for homework to both of you because you are both
guilty. Is it ethical from your side not to confess?

Business Ethics

Business ethics is the behavior that a business brings to its daily
dealings with the world. The ethics of a particular business can be
diverse. They apply not only to how the business interacts with the
world at large, but also to their one-on-one dealings with a single
Customer.

Many businesses have gained a bad reputation just by being in
business. To some people, businesses are interested in making money,
and that is the bottom line. But making money is not wrong in itself. It
is the manner in which some businesses conduct themselves to get this
money that brings up the question of ethical behavior.

Good business ethics should be a part of every business. There
arc many factors to consider. When a company does business with
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another that is considered unethical, does this make the first company
unethical by association? Most people would say yes, the first business
has a responsibility and it is now a link in the chain of unethical
businesses.

Many global businesses, including most of the major brands
that the public use, can be seen not to think too highly of good business
ethics. Many major brands have been fined millions for breaking ethical
business laws. Money is the major deciding factor.

If a company does not follow business ethics and breaks the
laws, they usually end up being fined. Many companies have broken
anti-trust, ethical and environmental laws and received fines worth
millions. The problem is that the amount of money these companies are
making outweighs the fines applied. Billion dollar profits blind the
companies to their lack of business ethics, and the dollar sign wins.

. A business may be a multi-million seller, but does it use good
business ethics and do people care? There are popular soft drinks and
fast food restaurants that have been fined time and time again for
unethical behavior. Business ethics can be applied to everything from
Fhe trees cut down to make the paper that a business sells to allow
importing coffee from certain countries,

In the end, it may be up to the public to make sure that a
company follows correct business ethics. If the company is making
large amounts of money, they may not wish to pay too close attention
to their ethical behavior. There are Mmany companies that pride
themselves in their correct business ethics, but in this competitive
world, they are becoming very few and far between.

Unethical Behavior - It's Impact on Today's Workplace

lines, duplicating software for use at home, falsifying the number of
hour;; worked, or much more serious and illegal practices, such as
stealing money from the business, or falsifying business records.
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Though there is sometimes a difference between behaviors that
are unethical and activities that are actually illegal, it is up to the
business itself to decide how it deals with unethical behavior — legal or
not. Many employees find that discovering unethical behavior among
co-workers actually tests their own values and ethical behaviors. After
all, unethical behavior that is not illegal frequently falls in a grey area
between right and wrong that make it difficult to decide what to do
when it is discovered. Furthermore, different people have different
views regarding what is ethical and what is unethical. For example,
some people feel that it is alright to tell a little "white lie", or to make
one long distance call on the company's phone line, as long as they can
Justify it in their mind.

When employees discover other employees doing something
that they know is wrong by the company's standards, their own sense of
what is right and what is wrong instantly comes into question. That
employee needs to consider is how s/he feels about that particular
activity, as well as informing about that activity, or turning a blind eye.

Even by deciding to do something about it, the employee who
has discovered the unethical behavior is presented with a number of
difficult choices. Should the employee speak to the individual directly,
or should the employee head directly to a company supervisor?

To make this decision a bit easier, many companies have
adopted several techniques that allow for the management of unethical
activities. The first step is to create a company policy, in writing, that is
read and signed by each employee. This erases most feelings of
ambiguity when it comes to deciding what to do after witnessing an
unethical behavior.

The second is to give a clear outline of what is expected of the
person who has discovered the unethical behavior. It should include the
person who should be contacted, and how to go about doing it. With
clear instructions, there will be less hesitation in reporting unethical
activities, and then they can be dealt with quickly and relatively easily,
before they develop into overwhelming issues.

Furthermore, the consequences of unethical behaviors should
be clearly stated. This way, both the person doing the activity, and the
Wwitness to the activity will be well aware of the way that things will be
dealt with, and there won't be any risk of someone not reporting
unethical behavior because they're afraid that the guilty person will be
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unfairly treated. Communication is a key in the proper management of
unethical behavior in today's workplace.

Criteria for Ethical Decision Making

Most ethical dilemmas involve a conflict between the needs of
the part and the whole ~ the individual versus the organization or the
organization versus society as a whole. Managers use 4 ethical
approaches as criteria for ethical decision making: utilitarian approach,
individualism approach, moral-rights approach, and justice approach.

1. Utilitarian Approach implies that behavior is moral if it produces the
greatest utility for the greatest number of people.

Under this approach, a decision maker while making his
decision should choose the best alternative that will satisfy the greatest
number of people. In crisis situation, utilitarian approach is often used.
For example, the CEO of the company may face an cthical dilemma to
fire 50% of staff or decrease salary of all employees and leave everyone
v«{ith the organization. An ethical decision from the utilitarian point of
view is to decrease salary of all employees in order to keep at work as
many people as possible. The greatest number of people will benefit
from this decision.

N Medical company may use utilitarian approach for ethical
decnslop making in the following way: it may refuse from conducting
expensive operations in order to provide cheaper services for a larger

number of people, but those who need expensive operations may suffer
and even die.

?. I.nfiividualism Approach implies that behavior is moral if it scrves
individual’s long-term interests, which eventually leads to the greater
good.

~ This approach is an opposite of the utilitarian approach. Here it
1s implied that a decision maker while making his decision should
choose the b;st alternative that will satisfy individuals to a larger
degree. Individualism is believed to lead to honesty and integrity
because that works best in the long run. Individualism finally leads to

behavior toward others that fits standards of behavior people want
toward themselves.
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For example, the CEO of one company stopped providing all
employees with fringe benefits such as compensation for lunch and
petrol when he found out that the child of one of his subordinates had
cancer and needed money for treatment. No one in the organization
resisted this decision although they all lost benefits. This money could
save life of a child. In this way individualism approach was used that
produced the greatest utility for one individual in the long run.

3. Moral-Rights Approach implies that behavior is moral if it does not
violate the rights of people.

Each individual has his own moral rights: right to privacy, the
right of freedom, the right of free speech, the right to life and safety. So
to make ethical decisions managers must avoid interfering with the
basic moral rights of others.

To make ethical decisions, managers need to avoid interfering
with the fundamental rights of others. For example, eavesdropping
violates the right to privacy.

4. Justice Approach implies that behavior is moral if it is based on

standards of equity and fairness.
Individuals must be treated equally from moral rights point of

view but they should be treated differently according to their skills and
qualifications, they should not receive different salary for performing
similar tasks, and individuals should not be responsible for the tasks
over which they do not have control. For example, men and women
should not receive different salaries if they are performing the same
Job, but more qualified and experienced individuals should receive
higher salary than those with less expertise. Most laws that are guiding
human resource management arc based on the justice approach.

Three Levels of Personal Moral Development

When managers are accused of lying, cheating, or stealing, the
blame is usually placed on the individual. Individuals choose whether
to steal or not to steal, whether to cheat or not to cheat. But actually
individual moral principles and individual personality are not the only
factors that affect their behavior. These are organizational values,
attitudes, beliefs, norms, and behavioral patterns or briefly saying
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organizational culture that can affect individual’s moral behavior. Each
manager brings specific personality and behavioral traits to the job.
Personal needs, family influence, and religious background all shape a
manager’s value system. Specific personality characteristics, such as
€go strength, self-confidence, and a strong sense of independence, may
enable managers to make ethical decisions.

One important personal trait is the stage of moral development.
A simplified version of one model of personal development is shown in
Figure 4.1. Managers can make decisions at three levels
preconventianal, conventional, and postconventional.

Preconventional level: managers are mostly concerned with
themselves, they blindly follow the rules to avoid punishment, and they
act in their own interest in order to get rewards. What is important for
managers here is just task accomplishment.

Conventional level: Mmanagers try to satisfy expectations of other
people; they want to seem good to other people. If their colleagues,
family, friends, and society think that such kind of behavior is good,
they behave in that way. So here it is important group cooperation.

Postcorfventional level: managers are guided by their internal values
and .bgllefs, and they disobey rules and laws that violate their interests.
Their internal values for them are more important and they will act in

Figure 4.1 — Three Levels of Personal Moral Development

Level 3:
Postconventional

Level 2;

. Follow self-chosen
Conventional

principles of justice and
right. Aware that people
hold different values and
seeks creative solutions to
ethical dilemmas.
Balances concern for
individual with concern

Level I:

Preconventional Lives up to expectations

of others, Fulfillg duties
and obligations of social
system. Upholds laws,

Follows rules to avoid
punishment. Acts in
own interest. Obedience
for its own sake.

for common fgood. J
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an ethical way regardless of expectations from others inside and outside
the organization. Here managers empower employees so that they can
fully participate in management of organization (servant leadership —
employee leadership).

The great majority of, managers operate at level two. A few
have not advanced beyond level one. Only about 20% of adults reach
the level-three stage of moral development. People at level three are
able to act in an independent, ethical manner regardless of expectations
from others inside or outside the organization. Managers at level three
of moral development will make ecthical decisions whatever the
oOrganizational consequences for them.

Corporate Social Responsibility (CSR)

Now let’s turn to the issue of social responsibility. In one sense,
the concept of corporate social responsibility, like ethics, is easy to
understand: it means distinguishing right from wrong and doing right. It
means being a good corporate citizen

Corporate social responsibility is the obligation of an organization to
make such decisions and actions that will contribute to the welfare and
interests of socicty as well as the organization.

Corporate social responsibility can be a difficult concept to
understand, because different pcople have different beliefs as to which
actions improve society’s welfare. For example, is it socially
responsible for the stronger corporation to drive the weaker one into
bankruptcy? No, it’s unethical. Employees of the bankrupt company
will lose their jobs; society will not get products/services that were
produced by that organization. Or consider companies such as Chiquita,
Kmart, or Global Crossing, all of which declared bankruptcy — which is
perfectly legal — to avoid financial obligations to suppliers, customers,
government, and employees. It is completely unethical to avoid
financial obligations.

One reason for the difficulty understanding social responsibility
is that managers must answer the question, “Responsibility to whom?”
“Responsibility to stakeholders.”
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Stakeholder — any person or group within or outside the organization
that has a stake in the organization’s performance.

Each stakeholder has a different interest in the organization.
For example, Wal-Mart uses aggressive tactics with suppliers so that it
is able to provide low prices for customers. Some stakeholders see this
as responsible corporate behavior because it benefits customers and
forces suppliers to be more efficient. Others, however, argue that the
aggressive tactics are unethical and socially irresponsible because they
force U.S. manufacturers to lay off workers, close factories, and
outsource from low-wage countries. For instance, Wal-Mart now
purchases nearly 10% of all Chinese imports to the United States. One
supplier said clothing is being sold so cheaply at Wal-Mart that many
U.S. companies could not compete even if they paid their employees
nothing,

Most organizations are influenced by a variety of stakeholder
groups. Investors and shareholders, employees, customers, suppliers,
and government are considered primary stakeholders, without whom
the organization cannot survive (Figure 4.2).

Each stakeholder has a different interest in the organization;

- employees expect work satisfaction, good salary, and good
treatment;

- investors, shareholders, and suppliers expect managerial
efficiency and effectiveness to achieve profits;

- customers expect quality, safety and availability of goods and
services;

- 8overnment expects compliance with the
protection, environment protection laws)

law (consumer

Figure 4.2 — Primary Organizational Stakeholders
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If any of these stakeholders is dissatisfied then it will threaten
organization’s performance. Socially responsible  organizations
consider the effects of their actions on all stakeholder groups.

Evaluating Corporate Social Performance

A model for cvaludting corporate social performance is
presented in Figure 4.3. The model indicates that total corporate social
responsibility can be subdivided into four primary criteria — economic,
legal, ethical, and discretionary responsibilities. These four criteria fit
together to form the whole of a company’s responsiveness. Managers
and organizations are typically involved in several issues at the same
time, and a company’s cthical and discretionary responsibilities are
increasingly considered as important as economic and legal issues.

Economic Responsibility: the first criterion of social responsibility is
economic responsibility. The business institution is the basic economic
unit of society. Its responsibility is to produce goods and services that
society wants and generate profits for owners and shareholders.
Economic responsibility is called the profit-maximizing view.

Figure 4.3 — Total Corporate Social Responsibility

Discretionary Responsibility
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Ethical Responsibility Total
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Legal Responsibility: all modern societies have rules, laws, and
regulations that businesses are expected to follow. Legal responsibility
defines what society believes important with respect to appropriate
corporate behavior. Businesses are expected to fulfill their economic
goals with the legal framework. Organizations that knowingly break the
law are poor performers in this category. Internationally manufacturing
defective goods or billing a client for work not done is illegal.

Ethical Responsibility: it includes behaviors that are not necessarily
codified into law and may not serve the corporation’s direct economic
interests. As described earlier in this chapter, to be cthical, organization
decision makers should act with equity, fairness, and impartiality,
respect the rights of individuals, and provide different treatment of
individuals only when relevant to the organization’s goals and tasks.
Unethical behavior occurs when decisions enable an individual or
company to gain at the expense of other people or society as a whole.

Discretionary Responsibility: this responsibility is purely voluntary
and is guided by a company’s desire to make social contributions not
mandated by economics, law, or ethics. Discretionary activities include
generous' contributions that offer no payback to the company and are
not expected, for example, charity and sponsorship. Discretionary
responsibility is the highest criterion of social responsibility, because it

goes beyond social expectations to contribute to the community’s
welfare.

Building Ethical and Socially Responsible Company

L. Ethical Individuals: managers who g
lndiYidual§ make up the first pillar. These indj
and integrity, which is reflected i their behavi

re ecssentially ethical
viduals possess honesty
or and decisions. People
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inside and outside the organization trust them because they can be
relied upon to follow the standards of fairness, treat people right, and be
ethical in their dealings with others. Ethical individuals strive for a high
level of moral development, as discussed earlier in the chapter.

However, being a moral person and making ethical decisions is
not enough. Ethical managers also encourage the moral development of
others. They try to focus the entire organization’s attention on ethical
values and create an organizational environment that encourages,
guides, and supports the cthical behavior of all employees. Two
additional pillars are needed to provide a strong foundation for an
ethical organization: ethical leadership and organizational structures
and systems.

2. Ethical Leadership: the primary way in which leaders set the tone
for an organization’s ethics is through their own behavior. If people
don’t hear about values from top management, they get the idea that

Figure 4.4 — The Three Pillars of an Ethical Organization

/\

‘ Ethical Organization
] J l |
Ethical Ethical Structures
Individuals Leadership and Systems
-act with -uphold -corporate
integrity; ethical values culture;
-behave -communicate -code of
honestly; about ethics ethics;
-have high and values; -ethics
level of moral -reward committee;
development ethical -ethics
-inspire trust behavior and training;
punish -whistle-
unethical blowing
hehavior mechnisms
L ] L ] L — 1
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ethical values are not important in the organization. Using performance
reviews and rewards effectively is a powerful way for managers to

signal that ethics is important. Continuously rewarding ethical behavior ::

and punishing unethical conduct at all levels of the company is a

critical component of providing ethical leadership. fi

3. Organizational Structures and Systems: the third pillar of ethical |
organizations is the set of tools that managers use to shape values and

promote ethical behavior throughout the organization. Three of these
tools are codes of ethics, ethical structures, and mechanisms for
supporting whistle-blowers.

v' Code of Ethics - a formal statement of the company’s values
concerning ethics and social issues; it communicates to
employees what the company stands for.

Codes of ethics state the values or behaviors that are expected

and those that will not be
management’s actions.

tolerated, supported by

v’ Ethical Structures represent the various systems, positions, and
programs a company can undertake to implement ethical
behavior. Ethics training programs also help employees deal
with ethical questions and translate the values stated in a code
of ethics into a written code of ethics. For example, Boeing
requires all employees to go through ethics training each year,
at Boeing, senior managers get at least five hours annually.

A strong cthics program is important, but it has no
guarantee against mistakes. For example, Enron implemented 2
well-developed ethics program, but managers failed to live with
it. En.ron.’s problems sent a warning to other managers and :
Organizations. It is not enough to have an impressive cthics
program. The ethics program must be merged with day-to-day
operations, encouraging ethijcal decisions to be made

|

throughout the company.
v Whistle-Blowing — employee disclosure of illegal, immoral, of |

illegitimate practices to the employer. No organization can rely :
exclusively on codes of conduct and ethical structures t0
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prevent unethical behavior. Holding organizations accountable
depends to some degree on individuals who are willing to blow
the whistle when they detect illegal, dangerous, or unethical
activities. Whistle-blowers often report wrongdoing to
outsiders, such as regulatory agents, senators, or newspaper
reporters. Some firms have instituted innovative programs and
confidential hotlines to encourage and support internal whistle-
blowing. For this to be an effective ethical safeguard, however,
companies must view whistle-blowing as benefit to the
company and make dedicated efforts to protect whistle-
blowers. When there are no protective measures, whistle-
blowers suffer. Although whistle-blowing has become
widespread in recent years, it is still risky for employees, who
can losc their jobs, be ostracized by coworkers, or be
transferred to lower-level positions.

[

Key Terms

Individualism approach
Justice approach

Code of ethics
Corporate social responsibility

Discretionary responsibility Legal responsibility
Economic responsibility Moral-rights approach
Ethical responsibility Stakeholder

Ethical structure Utilitarian approach
Ethics Whistle-blowing

Discussion Questions

[~

I. Compare and contrast the utilitarian approach with the moral-rights
approach to ethical decision making. Which do you believe is the best
for managers to follow? Why?

2. Imagine yourself in a situation of being encountered to inflate your
€xpense account. Do you think your choice would be most affected by
individual moral development or by the cultural values of the company
for which you worked? Explain.
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3. Is it socially responsible for organizations to undertake political ;
activity or join with others in a trade association to influence the |

government? Discuss. i

4. From where do managers derive ethical values? What can managers
do to help define ethical standards for the corporation? |
5. Have you ever experienced an ethical dilemma? Evaluate the |
dilemma with respect to its impact on other people. |
§. Lincoln Electric considers customers and employees to be more ,i
Important stakeholders than shareholders. Is it appropriate  for |
Mmanagement to define some stakeholders as more important than |
others? Should all stakeholders be considered cqual?

L

i
!
J
|

]

Practical Exercise: Ethical Dilemmas

|

|
1
I
I
i
'
,
'
.
|
i
|
|

i}
What would you do? (Try to find the most ethical solution) !
!

1.) A top employee at your small company tells you that he needs some
time off because he has AIDS. You ‘

as well as the health insurance benefits, Providing self-insurance has 5

know the employee needs the job |

already stretched the company’s budget. You know that the court has |

The division manager asks you not to reco
What would you do?

3) As a sales manager for a major

COSts 25% less. Cap v orC Cffective than an
. o ICSS. an you in ood nce |
aggressively promote the $2,500-per-dose drug? If 503 y :;)’xzsc;zﬂld i

liVCS be lost that mi ht ha wi
ve been Save i in
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4) Your company is hoping to build a new overseas manufacturing
plant. You could save about $5 million by not installing standard
pollution control equipment that is required by law. The plant will
employ many local workers in a poor country where jobs are scarce.
Your research shows that pollutants from the factory could potentially
damage the local fishing industry. Yet building the factory with the
pollution control equipment will likely make the plant too expensive to
build.

5) You have been collaborating with a fellow manager on an important
project. One afternoon, you walk into his office a bit earlier than
scheduled and see sexually explicit images on his computer monitor.
The company has a zero-tolerance sexual harassment policy, as well as
strict guidelines regarding personal use of the Internet. However, your
colleague was in his own office and not bothering anyone else.

CASE STUDY: Business Ethics and Corporate Social
Responsibility

—

is one of the world’s leading mining
. AMERICAN  companies. It is a UK public i)
‘ company and operates on a global scale.
Anglo American operates throughout the world. It has
CXtensive operations in Africa, where 76% of its employees live. It is
also a major employer in Europe. As a primary producer, Anglo
American plays an important role in the world economy. Anglo
American produces five main types of raw material.

Anglo American Products
Base Metals Ferrous Metals Platinum Coal ;’,}g:’::g?sl
These include Iron ore, used to | Used in jewelry | Used to general Tarmac
Copper, zinc and make steel. and products about 40% of produces
nickel. Copper is such as auto- the world’s aggregates and
used in wires, catalysts. These clectricity. asphalt used in
cables, tubes and reduce the road building as
pipes. pollution from well as ready-
vehicle mixed concrete.
emissions.
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communities to mining development — a ‘social license’ to operate.
N The company believes that it has an important role to play in
building the capabilities of the communities where it works. Issues such y

as combating corruption and promoting revenue transparency are high X

on thg company’s business agenda. This case study shows how Anglo |:
American seeks to make ethical choices in its business practice. r

. Business ethics: business ethics refers to moral principles that :
gLIlf.'le the way a business behaves. The same principles that determine '
an individual’s actions also apply to business. Acting in an ethical way :
involves distinguishing between ‘right’ and ‘wrong’ and then making |
the ‘{ight’ choice. It is relatively easy to identify unethical business |
practices. For example, companies should not use child labor. They !
should not unlawfully use copyrighted materials and processes. They .
shogld not engage in bribery. However, it is not always easy to create
similar hard-and-fast definitions of good ethical practice. A company ]
must make a competitive return for its sharcholders and treat its :
employee_s .f'alrly. However a company also has wider responsibilities. It :
should minimize any harm to the environment and work in ways that d0

not damage the communities in which it operates. This is known as |
corporate social responsibility.

consultation with governmen
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All companies nced to make a profit. However, Anglo

American recognizes that this objective must take account of ethics as
shown in its statement on corporate responsibility:
‘Though providing strong returns for our shareholders remains our
prime objective, we do not believe that these can or should be achieved
at the expense of social, environmental and moral considerations.
Indeed a long-term business such as ours will only thrive if it also takes
into account the needs of other stakeholders such as governments,
employees, suppliers, communities and customers.’

Employees

Governments T Communities

Profits for shareholders

consider the needs of
stakeholders
Suppliers Customers

Stakeholders: An important process used by Anglo American is that of
stakeholder engagement. This enables it better to understand the
perspectives and priorities of external groups that are affected by its
activities and to factor them into its decision-making processes.

Recently Anglo American has had to undertake two such
relocations in South Africa at the villages of Ga Pila and Motlhotlo.
These were undertaken with the support of the provincial government
and after consultation with local people lasting for several years leading
to agreement with each householder. New villages have been built with
better houses and infrastructure and more land for farming. The
relocation program was voluntary. The relocation programme at
Motlhotlo is still under way but at Ga Pila 98% of thosc living in the
old village took up the offer to move to the new village.

Social and economic issues: Businesses have great potential to
transform people's lives and to alleviate poverty through generating
economic growth. They produce goods and services that customers
want and they create jobs. Through paying taxes, they contribute to
government revenue that can finance schools, hospitals and other public
services. However, a business must keep in tune with the wishes of the
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societies it serves or it runs the risk of alienating its shareholders,

stakeholders and customers. This would be bad for business, reducing '
growth and potentially affecting profit. Anglo American has to deal |;

with many different levels of interest when setting up a new project.
This includes, for example, the owners of the land and the people and
services in the area.

Governments in the developing world face many challenging

social and economic problems. They need companies that are ready to |;
be part of the. solution. Anglo American believes that it can support |.
governments in reducing poverty and inequality and in improving |

health and welfare.

In South Africa, the company has been a major campaigner for
AIDS education. It was the first major company in South Africa to
announce that it would provide free anti-retroviral drugs to its HIV-!
positive employees. It now has the largest workplace HIV/AIDS
educgtlon, voluntary testing and treatment program in the world. After
running the program for five years studies have shown that the program
has become self-financing through reducing deaths and the attendant
loss of skills and cutting absenteeism rates by boosting the health of |
infected workers. 1

Most business activity incurs financial costs such as equipmeflt !
and. labor. Non-financial costs include noise and impact on the |
environment. There is a financial cost to acting ethically. To engagleé
stak.eholders takes time and money. Mining in ways th:at minimize |
environmental impacts is more e l
regardless of impact. An ethical business also recoenizes ifs .
responsibility for minimizing the non-financia] costs. &

There are enormous benefits of ethical behavior. Anglo’.

American establishes goals each vea i |
American establish year for sustainable developmcﬂt"i’

v working without fatal accidents
4 <.311minating occupational diseases |
v !ncreasing diversity in the workplace |
v 3ncreasing the benefits of mj
. v ;gcreasing energy efficiency
y working towards these goals, Anelo i in 2
competlltlwe advantage. By demonstratifg a ﬁ?rff;?ng Zﬁ?sﬂ?tﬁﬁé :
approach, the company is able to differentiate itself from rival mining:

ning for local communities
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xpensive than extracting resources .

companies. It makes Anglo American more likely to be the partner of
choice for many governments and communities in the developing
world. This puts the company in a stronger position. All stakeholders
benefit — shareholders, employees, governments, local communities and
suppliers.

Source: http://www.thetimes100.co.uk/case-study--business-ethics-
corporate-social-responsibility--65-332-6.php

Questions:

1. What is business cthics? Give two examples of business practices
that stakeholders would regard as ethical and two that might be
considered unethical.

2. The benefits of ethical business behavior affect the business itself
and the wider community. Taking an example of an Anglo American
business project, identify the benefits to each company’s shareholder.

3. How is Anglo American’s reputation enhanced by engaging with
local communities in decision-making? Why is it important for this
engagement to be an ongoing process?

4. Some business decisions involve a careful balance of social,
economic and environmental considerations. Evaluate how Anglo
American achieves that balance, using examples from the case study.
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CHAPTER 5: PLANNING AND STRATEGIC MANAGEMENT

One of the primary responsibilities of managers is to decide
where the organization should go in the future and how to get it there.
But how do managers plan for the future in a constantly changing
environment? In some organizations, typically small ones, planning is
informal. In others, managers follow a well-defined planning
framework. The company establishes a basic mission and develops
formal goals and strategic plans for carrying it. Companies such as
Royal Dutch/Shell, IBM, and United Way undertake strategic planning
eacl} year by reviewing their missions, goals, and plans to meet
environmental changes or the expectations of stakeholders. Many of
tl?ese companies develop contingency plans for unexpected
circumstances and disaster recovery plans for what the organization

would do in the event of major disaster such as a hurricane, earthquake, |

or terrorist attack.

Of the four management functions — planning, organizing ;

leadi}lg, and controlling — described in Chapter 1, planning iS
considered the most fundamental. Everything else starts from planning.

Hierarchy of Goals and Plans

Goal - a future state that the organization wants to achieve.
Plan —a set of actions a company will take to achieve this goal.

~ Goals usually refer to profitability, productivity, growth,
efﬁleency, markets, organizational structure, employee We,lfare and
social .responmbility. A plan specifies the necessary res,ource
allocations, schedules, tasks, and other actions. Goals specify futuré
ends; plans specify today’s means. The word planning usually

incorporates both ideas; it means determining the organization’s goals
and defining the means for achieving them.

For example, a company may have the following goal and plan: [

Goal: to increase market share by 5% in 3 years

Plan: -> to improve customer service:
- to improve quality of produ::ts;
> to open a new affiliate in Southern Kazakhstan;
-> to hire qualified marketers for marketing resear,ch.

68

Figure 5.1 - Hierarchy of Goals and Plans in the Organization

Mission
Statement

Strategic Goals/Plans
Top Management
(Organization as a Whole)

Tactical Goals/Plans
Middle Management
(Major Divisions, Departments)

Operational Goals/Plans
First-Line Management
(Working groups, Individuals)

Figure 5.1 illustrates the levels of goals and plans in an
organization. The planning process starts with a formal mission that
defines the basic purpose of the organization, especially for external
audiences. The mission is the basis for the strategic (company) level of
goals and plans, which in turn shapes the tactical (divisional) level and
the operational (departmental, individual) level. Top managers are
typically responsible for establishing strategic goals and plans that
reflect a commitment to both organizational efficiency and
effectiveness. Tactical goals and plans are the responsibility of middle
managers, such as the heads of major divisions or functional units. A
division manager will formulate tactical plans that focus on the major
actions the division must undertake to fulfill its part in the strategic plan
set by top management. Operational plans identify the specific
procedures or processes needed at lower levels of the organization, such
as individual departments and employees. First-line managers and
supervisors develop operational plans that focus on specific tasks and
processes to meet tactical and strategic goals.
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Definitions: 3
Strategic goals — goals that define what the whole company wants to i
achieve. They are set by top managers for the entire organization.
Tactical goals — goals that should be achieved by major divisions and
departrpents in order to attain strategic goals. Tactical goals define what |,
each division or department should do (accounting, marketing, sales). |
Operational goals — goals that should be achieved by departments, g
work groups, and individuals. Operational goals must be precise and !
measurable. Operational goals are stated in quantitative terms, and the !
department plan describes how these goals will be achieved.
Examples: i
Strategic Goal: '
> To increase sales in the next 5 years by 100% by diversifying !
into new products. ’
Tactical Goal:
> TQ develop a new product within 2 years (Frozen Food
Division)
Operational Goals:
> To complete marketing research about customer nceds and
wants in 2 months (Marketing Department).
> To attract new qualified candidates to R&D department for the
new product development (HR department)

Planning Time Horizon

. Organ_lzatlonal goals are associated with specific time horizons:
The time honzops are long term, intermediate term, and short term- :
Long-term planmpg includes strategic goals and may ,extend as faras 5 |
years and more into the future. Intermediate-term planning includes
tactical goals and has a time horizon of 1-2 years. Short-term planning '

includes operational goals for specj indi ’
. 1 pecific department i nd |
has time horizon of 1 year and Jesg, P s and individuals 2 5

Today 1 year 2 years 3 years

M | 4 yealrs

5 years |

i
|

Short—'I:erm Intermediate- Lo ?/' ]
Planning Term Planning ?Sgt_ te"_“ Pla'l""“g
(Operational (Tactical goals) rategic goals)
goals)
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Organizational Mission and Vision

At the top of the goal hierarchy is the mission. Mission — the
organization’s reason for existence.

The mission describes the organization’s values, purpose, and
means used to achieve this purpose. A well-defined mission is the basis
for the development of all subsequent goals and plans. Without a clear
mission, goals and plans may be developed incorrectly.

The content of a mission statement often focuses on the market
and customers. Some mission statements describe corporate values,
product quality, location of facilities, and attitude toward employees
and other stakeholders. Mission statements often reveal company’s

philosophy as well as purpose.

Examples of Mission Statements
Suleviman Demirel University

> Suleyman Demirel University is a privately supported, co-
educational institution with a worldwide mission. Its major
commitments are quality programs of undergraduate
instruction, continuing education, research and public service
provided at the most reasonable cost to students. The
University's programs are particularly responsive to the needs
of individuals, public groups, and agencies in the community;
all are rapidly adjusting themselves to quickly changing social,
political and economical environment of the country.
The University aims to develop and pursue its programs in a
manner to ensure that eligible students who desire to develop
and expand their scholastic skills for personal, occupational, or
professional growth have the opportunity to do so, regardless of
socio-economic status. Respect for the intellectual potential and
dignity of students, as individual human beings, without regard
for racial, ethnic, or cultural background, shall be paramount.

McDonald’s
> MocDonald’s exists to offer the fast food to customers. The food

is prepared in the same high-quality manner world-wide, tasty
and reasonably priced, delivered in a consistent, low-key décor

and friendly atmosphere
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Practical Exercise:
Try to guess which type of business the following mission statements
belong to:

)

our employees"
2)

people, we are able to provide customers with superb value; high-
quality, relevant technology,; customized systems; superior service and
support; and products and services that are easy to buy and use".

3) "To provide high quality products that combine
performance with value pricing, while establishing a successful
relationship with our customers and our suppliers. To constantly strive
to meet or exceed our customer needs and expectations of pricé

service, and selection. To this end we will perform periodic reviews of
the marketplace to improve our offerings. To stay ahead of the

competition by innovating new products and services based on the
needs of our customers and market demand."

9__
solutions and services that provide strategic value to our customers an

create a company that can attract, recruit and retain smart an
talented employees. "

5) —_ "To provide high quality education and to graduatt
good specialists who will contribute to the welfare of society”
©) Our company’s mission is to extend and enhanc®

human life by providing the highest-quality pharmaceutical and relaté
health care products.”

Vision — defines where the company wants to be in the future and ho¥
to get there.

‘ Wh1.1e a mission statement answers the questions about why the
organization exists, what business it is in, and what values guide it, 2
vision statement answers the question, “what will success look like?”

Examples of Vision Statements:
1) "Within ten years, supp

ort and process te illi ; rof
; n million risk and er?
free investment transactio P 0

ns per year for a million customers" (Bank)
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"To create a profitable restaurant with an exciting |
atmosphere, great food, and excellent service where people truly enjoy |
coming to eat. To provide a safe, healthy, and rewarding workplace for |

"With the power of direct and Dell's team of talented -

|
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"To be a profitable provider of high quality softwaré |

"
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2) "Year after year, Kiwi Golf Tours will be widely recognized as the
premier provider of innovative golf tours and services for Korean golf
tourists.” (Kiwi Golf Tours)

3) "To be established as one of the top hospitality trainer in the country
by means of recognition well within and outside the company with
constant technical & psychological development by higher education
and greater exposure” (Training Center)

4) "McDonald’s vision is to be the world's best quick service restaurant
experience. Being the best means providing outstanding quality,
service, cleanliness, and value, so that we make every customer in
every restaurant smile.” (MCDonald’s)

Strategic Management

Strategic management is considered one specific type of
planning. The final responsibility for strategy rests with top managers
and the chief executive. For an organization to succeed, the CEO must
be actively involved in making the rough choices and trade-offs that
define and support strategy. However, senior executives at such
companies as General Electric, 3M Corp., and Johnson & Johnson want
middle-managers and lower-level managers to think strategically. Some
companies are finding ways to get operational workers involved in
strategic thinking and planning. Strategic thinking means to take the
long-term view and to see the big picture, including the organization
and the competitive environment, and to consider how they fit together.
Understanding the strategy concept, the levels of strategy, and strategy
formulation versus implementation is an important start toward
strategic thinking.

Strategic management — a process of formulating and implementing
strategies within an organization that determine the long-run
performance of a corporation.

It is the process of identifying the organization's mission, vision
and objectives, developing and implementing policies and plans which
are designed to achieve these objectives.

Strategic management helps the organization to answer such
questions as “Where is the organization now? Where does the
organization want to be in the future? What changes are occurring in

73



the competitive environment? What actions will help to achieve
organizational goals?”

|
{

|
|

!
Answers to these questions help managers make choices about il‘
how to position their organizations in the environment with respect t0 ¢

rival companies. Superior organizational performance is not a matter of
luck. It is determined by the choices that managers make. Top
executives use strategic management to define an overall direction for
the organization, which is the firm’s grand strategy. Usually that grand
strategy is one of growth, stability, or retrenchment.

Grand Strategy

Grand strategy — the general plan of actions that a company will take.
Types of grand strategies:
v' Growth: growth can be promoted internally by investing in

expansion or externally by acquiring additional businesses. ;.
Internal growth includes development of new or changed |
products, or expansion of current products into new markets. 1
External growth typically involves diversification, which}

0
o
o

means the acquisition of businesses that are related to current
product lines or that take corporation in new areas. For
example, production of toys => production of clothes fof
children. A common strategy for international growth is the
formation of a joint venture or acquisition (Figurc 5.2).

Stability: stability, sometimes called pause strategy, means that

the qrganization wants to remain the same size or grow slowly.
and in controlled fashion. This strategy is usually used at the:
resource maturity stage after the organization has undergonc &

period of rapid growth.

thrqugh a pc::riod o‘f forced decline by either selling off current
business units or liquidating the entire business. Retrenchment
may happen because of decrease in demand for company '

products or services. Liquidation means selling off the business
and its assets, thus terminating its cxistence.
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Retrenchment: retrenchment means that the organization goeS’
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Figure 5.2 — Internal and External Company Growth

Growth
Internal External
New products New markets Acquisition of
(produce toys +  (eg. Almaty + businesses
produce baby Astana affiliate) (e.g. produce toys +
food) buy a firm producing

baby food)

The Strategic Management Process

The overall strategic management process is illustrated in
Figure 5.3. It begins when the executives evaluate their current position
with respect to mission, goals, and strategies. Then, they scan the
organization’s internal and external environments and identify strategic
factors that might require change. Internal or external events might
indicate a need to redefine the mission or goals or to formulate a new
strategy at the corporate, business, or functional level. The final stage in
the strategic management process is implementation of the new
strategy.

Strategy formulation includes the planning and decision making
that leads to the establishment and the development of a specific
strategic plan. Strategy formulation may include assessing the external
environment and internal problems and integrating results into goals
and strategy. This is in contrast to strategy implementation, which is the
use of managerial and organizational tools to direct resources toward
accomplishing strategic results. Strategy implementation is the
administration and execution of the strategic plan. Managers may use
persuasion, new equipment, or changes in organization structure to
ensure that employees and resources are used to make formulated

strategy a reality.
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Figure 5.3 — The Strategic Management Process

Identify Strategic

Factors—
Opportunities,

[1]

Evaluate
Curent
Mission, Goals,
Strategies

Identify Strategic
Factors-
Strengths.
Weaknesses

Situation Analysis

Situation analysis — SWOT analysis — analysis of company’s strengths,
weaknesses, opportunities, and threats that affect organizational
performance.

Situation analysis is important to all companies but is crucial to
those considering globalization because of the diverse environments in
which they operate. External information about opportunities and
threats may be obtained from various sources, including customers,
government reports, professional journals, suppliers, bankers, friends in
thcr org'fmizations, consultants, or association meetings. Many firms
hl}-e lspema'l scanning organizations to provide them with newspaper
clippings, internet research, and analysis of relevant domestic and
global trends. Executives require information about internal strengths
an{i weaknesses from various reports, including budgets, financial
ratios, pfofit and loss statements, and surveys of employee attitudes and
satisfaction. Through frequent face-to-face discussions and meetings

with people at all _hierarchica] levels, exccutives build an understanding
of the company’s internal strengths and weaknesses.
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Strengths — positive
Weaknesses — negative
Opportunities — positive
Threats — negative

} internal
} external

What can be organizational strengths and weaknesses?

factors

V' access to raw materials v leadership

v' advertising v location

v" board of directors v management

v' company reputation v’ organizational structure
v"computer information system v physical facilities/equipment
v" control systems v" product differentiation

v' costs v/ promotion

v" decision making v' quality control

v distribution v" research and development
v financial resources v selling

v" human resources 5 technology

v

labor relations inventory management

What can be external factors that contribute to opportunities and

threats?
Competitive factors, technological factors, socio-cultural

factors, economic factors, and legal-political factors. These factors or
forces have a direct impact on markets in which companies are

operating.

Formulating Strate

The strategic management process is typically concerned with
development of strategies at three levels: corporate-level strategy,
business-level strategy, and functional-level strategy.

Let’s consider Corporation X as an example. The corporation
has three strategic business units (divisions). Each business unit
includes four departments: finance, research and development (R&D),
manufacturing, and marketing. We will see the process of developing
the strategy for the whole corporation, each division, and each

department (Figure 5.4). =y
Corporate-level strategy focuses on the organization as a whole.
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Figure 5.4 — Levels of Strategies in the Organization

Corporate-Level Strategy:
What business are we in?

Corporation

Business-Level Strategy:
How do we compete?

f |
Textiles Unit Chemicals Unit Auto Parts Unit

Functional-Level Strategy:

How do we support the business-level
strategy?

f T T 1
Finance R&D

Production Marketing

Business-level strategy focuses on each business unit (division) or
product line.

Functional-level strategy focuses on major functional departments “

within a business unit.

1. Formulating Corporate-Level Strategy

In order to formulate a strategy at the corporate level, it 15
necessary to make portfolio analysis using the BCG matrix (Figure 5.5)
Portfolio analysis — evaluation of SBUs (strategic business units) and
product lines that make up an organization.

Strategic busfmfss unit (SBU) — a division of the organization that has
a separate mission, product line, competitors and markets relative to
other divisions in the same organization.

A company classifies all its divisions according to the growth-
§hare matrix. Business growth rate shows how rapidly the entire
industry is increasing. Market share shows whether the business unit
has a larger or smaller share than competitors.

Stars have large market share and o
industry.

Cash cows exist in a mature, slow-
businesses in the industry,

perate in a rapidly growing

with a large market share.
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growth industry but are dominant :

Figure 5.5 — The BCG Matrix (Boston Consulting Group).

High MARKET SHARE Low
High | sTARS QUESTION MARKS
Generate considerable income New ventures. Risky — few. bepome
due to rapid growth and stars, others are divested (liquidate,
expansion. stop).
Strategy: invest more funds for Strategy: Either invest more funds
BUSINESS | future growth. to encourage growth or consider
GROWTH divestment.
RATE
CASH COWS DOGS
Generate strong cash flow. Generate little or no profits.
Strategy: Milk; use profits to Strategy: Retain if profitable;
finance growth of stars and otherwise consider divestment.
question marks.
Low

Question marks exist in a new, rapidly growing industry but have only
a small market share. .
Dogs are poor performers and they have only a small market share in a
slow-growth industry.

It is easy to choose the grand strategy for the company and
formulate business-level strategy by looking at the BCG matrix. If the
majority of company’s business units were classified as'stars and/or
question marks, the best grand strategy for the company 1s growth. If
the majority of business units are cash cows — stability; if dogs —

retrenchment.

2. Formulating Business-Level Strategy

One model for formulating business-levz?l strategy is Michael
E. Porter’s competitive strategies, which provide a framework for
business unit’s competitive action. Porter suggests that a company can
adopt one of three strategies: differentiation, cost leadership, and focus.
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Companies can use the Internet to support and strengthen the strategic
approach they choose.

Porter’s Competitive Strategies:

1. Differentiation strategy — a competitive strategy in which a company

positions its products or services in a unique or different manner than |
its competitors do.

In other words, the firm strives to be better at something that |:
customers value. Differentiation involves an attempt to distinguish the
firm’s products or services from others in the industry. The ||
organization may use advertising, distinctive product features, },
exceptional service, or new technology to achieve a product perceived |
as unique. The differentiation strategy can be profitable becauseé |
customers are loyal and will pay high prices for the product. Examples |

of products that have benefited from a differentiation strategy include

Mercedes-Benz automobiles, Maytag appliances, and Tommy Hilfiger :

clothing which are perceived as distinctive in their markets.
Compa‘nles that pursue a differentiation stratcgy typically need
strong marketing abilities, a crcative talent, and a reputation for

leadership. A differentiation strategy can reduce rivalry with |’
competitors if buyers are loyal to a company’s brand. In addition, |
differentiation creates entry barriers in the form of customer loyalty that |

a new entrant into the market would have difficulty overcoming '
Consider the example of eBay. Rather than cutting prices whep
Amazon.com and other rivals entercd the online auction business, eBay :
focu§ed on building a distinctive community, offering customers such .
services and experiences they could not get on other sites. Customers |
stayed loyal to eBay rather than switch to low-cost rivals. |
2. Cost lea_dership Strategy — a competitive strategy in which 2 ‘
company strives to be the low-cost producer relative to its competitor’
in the industry. |

With a cost leadership strategy, the organization aggressively
secks efficient facilities, pursues cost reductions, and uses tight costi
controls to produce products more efficiently than’ competitors. A low- |
cost position means that a company can undercut competitors’ prices |
and still offer comparable quality and earn a reasonable profit. Comfort

30

Inn and Motel 6 are low-priced alternatives to Holiday Inn and Ramada
Inn. Enterprise Rent-a-car is a low-priced alternative to Hertz.

For example, the most cfficient, low-cost company is in the
best position to succeed a price war while still making a profit. Low-
cost leader Dell Computers declared a cruel price war just as the PC
industry entered its worst slump ever. The result? Dell racked UP $361
million in profits while the rest of the industry reported losses of $1.1
billion.

3. Focus strategy — a competitive strategy in which a company selects
one or more market segments, identifies customer special needs, wants,
and interests, and designs a new good or service to meet these needs,
wants, and interests.

With a focus strategy, the organization concentrates on a
specific regional market or buyer group. The company will use
differentiation or low-cost approach, but only for a narrow target
market. Low-cost leader Southwest Airlines, for example, was founded
in 1971 to serve only three cities — Dallas, Houston, and San Antonio —
and did not fly outside of Texas for the first eight years of history.
Managers aimed for controlled growth, gradually moving into new
geographic arcas where Southwest could provide short-haul service
from city to city. By using a focus strategy, Southwest was able to grow
rapidly and expand to other markets. It is now second only to Delta
Airlines in domestic passenger share. _ . .

Managers consider which strategy yvxll provide their company
with its competitive advantage. In his studies, Porter found that some
businesses did not consciously adopt one of these three strategies and
were stuck with no strategic advantage. Without a strategic advantage,
business carned below-average profits compared with those that used
differentiation, cost leadership, or focus strategies. Similarly, a"reccnt
five-year study of management practices in hundreds of b.usmfasses
found that a clear strategic direction was a key factor that distinguished

winners from losers. ' .

In addition, becausc the Intemet 1s hav.mg su_ch a p.rofound
impact on the competitive environment ip al.l industries, it is more
important than ever that companies distinguish themselves through
careful strategic positioning in the marketplace. The Internet tends to

increase the cost leadership and differentiation advantages by providing
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new tools for managing costs and giving consumers greater access to

comparison shopping. However, managers can find ways to incorporate
the Internet into their strategic approaches in a way that provides |

unique value to customers in an efficient way.

3. Formulating Functional-Level Strategy

Functional-level strategies are the action plans adopted by

major departments to support the execution of business-level strategy. .

Major organizational functions include marketing, production, finance,
human resources, and research and development.

For example, if the company has adopted differentiation |’
strategy and is introducing new products and these products are |
expected to experience a rapid growth, the human resources department |

should adopt a strategy appropriate for growth, which involves
recruiting additional personnel and training middle managers for
movement into new positions. The marketing department should
undertake marketing research and aggressive advertising campaigns-
The finance department should adopt plans to borrow money, handle
large cash investments, and authorize construction of new production
facilities.

A company with mature products or cost leadership strategy:
the human resources department should develop strategies for retaining
and developing a stable workforce, including transfers and promotions

Marketing should stress brand loyalty and the development of

established, reliable channels. Production should maintain cost
reduction. Finance should focus on positive cash balances.

Example: Textile division issues a new product:

Differentiation Strategy:

Recruit additional personnel;

Train middle managers for new positions;
Market research; ’
Aggressive advertising campaign;
Adopt plans to borrow money;
Handle large cash investments;
Money for construction of productio facilities.

} HR Department

Marketing Department
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. A
Finance Departmt

Cost Leadership Strategy:

Retain and develop existing workforce; } HR Department )
Stress brand loyalty; Marketing
Develop established reliable channels of distribution; Department
Maintain cost reduction } Production Department

Focus on positive cash balances  } Finance Department

L Key Terms

Business-level strategy Plan

Cash cows Portfolio analysis

Corporate-level strategy Question marks

Cost leadership strategy R_etreqchment strategy

Differentiation strategy Situation analysis

Dogs Stability strategy
Stars

External growth
Focus strategy
Functional-level strategy

Strategic business unit (SBU)
Strategic goals

Goal Strategic management
Grand strategy Strategy formulatlon .
Growth strategy Strategy 1mpl§mentat10n
Internal growth SWQT analysis
Mission Ta'lc‘tlcal goals

Vision

Operational goals

Discussion Questions

L

1. Assume you are the general manager of a local hotel and have
formulated a strategy of renting banquet facilities to corporations for
big events. At a monthly management meeting, your sales manager

informs the head of food operations that a big reception in one week
large hall from a meeting room to a banquet

s — a difficult, but doable operation that will
extra help. The food operations manager is
cd earlier. What is wrong here?

will require converting a
facility in only 60 minute
require precise planning and
angry about not being inform
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2. Perform a situation (SWOT) analysis for the university you attend. |
Do you think university administrators consider these factors when
devising their strategy?
3. Whlch. type of grand strategies do the majority of companies adopt
during crisis? Explain your point of view.

.4- What is the difference between strategy formulation and strategy
implementation?

5. Explain why it is important to develop strategy starting from

corporate-level through business-level to functional-level, but not vice !,

versa?

6. Using Porter’s competitive strategies, how would you describe |

strategies of Wal-Mart, Arzan, and Sputnik? Explain.

7. Pepsi-Col'fl Company has 5 SBUs: Frito-Lay, Pizza Hut, Taco Bell, |
N.A. Van Lines, and Sporting goods. Put these SBUs into the BCG |

matrix and explain which strategy should be used for each.

Frito- | Pizza Taco Van Sporting |\
Lay Hut Bell Lines
Market Share 20% 23% 5% 3% 4%
Mkt Growth Rate | 17% 4% 15% 5% 19%
Homework j |

lt. tSuppose you ha\{e your own business. Write mission and visio?
statements for your imaginary company. You may choose among the

following:

v
Y l]?3lookshop v" Retailer of autos
s ;\:;er shop v" Perfume shop
7 Privatlcl:raslgﬁool 5 Branded clothes shop
. I
:; }?B}e‘{(aller of shoes v é:&i:?rgﬁger
akery v" Food for kids

2. Write examples of tactical .
goals, strat ional
goals. They must be related to cach other.a gic goals, and operation
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SWOT Analysis: Case of “French House”, Almaty

Strengths

v Huge assortment of well-known global brands of the luxury class;

v' Differentiated products: French perfume and cosmetics, prét-a-porter
apparel, and accessories;

v"  Leading position in Kazakhstan market of perfume and cosmetics;

v' Strong corporate culture and values;

v Individual approach to every customer and exclusive brand
consultations;

v Good reputation of the company among customers as well as
suppliers;

v Huge trading space area (50 sq.m. — 700sq.m.)

v'  Excellent design of external and internal space

v 23 shops on 11 cities of Kazakhstan

v Partner relations with more than 70 dealers;

v “French House” acts as a retail agent and at the same time as a
distributor;

v’ Excellent advertising campaign;

v Excellent website;

v' Publishing of own magazine “Revue” which is distributed free-of-
charge. :

Weaknesses

v’ Poor customer Service;

v’ High prices compared to other shops;

v Obsolete showcases and furniture;

v Weak control of regional affiliates.

Opportunities

v Decrease in the rate of euro relative to tenge positively affects
«French House” because the company purchases its products in
France,

v The stores are currently trading in 11 cities of our country. Therefore
there are opportunities for future business expanding in few more
cities;

v To take over, merge with, or form strategic alliances with other
retailers of perfume and cosmetics in Kazakhstan, focusing on
specific markets such as mass market;

v’ Opportunities exist for “French House” to continue with its current

strategy of a market leader in retailing and distribution of perfume

and cosmetics.
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Threats

v" Financial crisis is a threat to “French House” company because higher
unemployment arises and many enterprises are downsizing, laying off
their employees, people have less money in their pockets and demand
for products decreases;

v" Because “French House” imports almost all of its products from
Europe, there is a threat that appreciation of euro will lead decrease in
profits of the company, they will purchase products at higher prices;

v The increase in tariff on import of products from Europe and
transportation costs force the company to raise prices on all products;

v It is quite easy to enter the market of perfume and cosmetics in ||
Kazakhstan; barriers to enter and exit are insignificant; f

v “Mon Amie” is a very successful independent company that sells

perfume and cosmetics to mass market. There is a threat that this firm

may try to strengthen its position in the market and attack “French

House”. 5

There is a threat that other companies from Russia or Europe may |}

enter the market to distribute their product line and capture part of the

share that belongs to “French House”. :

There is a threat that other retailers and distributors will set a price

lower than that of “French House” because the latter sells them |

French perfume and cosmetics at the wholesale price. -

1

CASE STUDY: Starbucks Coffee

_/

Beginning nine Seattle stores in 1987, Starbucks CEO Howard

Schultz has exported the company’s fashionable cafes throughout th¢ .

country. Service is anything but fast, and the price of a cup of coffe?
could make the crowd faint', but each week almost two millio?
Americans V1:51ted Starbucks to drink lattes? or mochas’ |
. Despltg a slowdown in sales from established stores, Starbuck’
1S pursuing rapid exp?nsion. It made its first acquisition in 1994, buying
The Coffee Connection Inc., a 23-store Boston rival. With morc tha?

! To faint - napats 3 obMopox

) .

s Latte — coffee made with hot milk
Mochas — a strongly flavored da

Arabia rk brown coffee originally imported from
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400 stores in place, Schultz plans to open 200 more within a year and
has announced plans to team up with foreign partners to open stores in
Asia and Europe. In addition, Starbucks has entered into a venture with
PepsiCo to develop a new bottled coffee drink. Schultz’s strategies are
risky, but some analysts think Starbucks has the flexibility and
management strength to succeed.

Many managers at Starbucks have years of experience from
such companies as Burger King, Taco Bell, Wendy’s, and Blockbuster.
Schultz believes a CEO should “hire people smarter than you are and
get out of their way”. Equally crucial to the success of Starbucks are the
“baristas®” who prepare coffee drinks. Starbucks recruits its workers
from colleges and community groups and gives 24 hours of training in
coffee making and lore’ — a key to creating the company’s stylish
image and quality service. To maintain quality control, Starbucks cooks
all its coffee in-house. The company also has turned down profitable
alternatives such as franchising and supermarket distribution.

A computer network links the expanding Starbucks empire, and
Schultz hired a top information-technology specialist from McDonald’s
to design a point-of sale system® to enable managers to track sales.
Every night, computers from all 400-plus stores send information to
headquarters in Scattle so that executives can see regional buying
trends.

For Schultz, a man who has already changed America’s coffee-
drinking habits, the risks Starbucks is taking is just another challenge.
Source: R. Daft, D. Marcic. Management: The New Workplace.

International Student Edition. 2007. p. 201

Questions: ) . )
1. Which of Porter’s competitive strategies is Starbucks using?

* Barista — Gapucta (CIEUHATHCT 110 NPUTOTOBJICHUIO Koe) }

’ Lore - npaKkTHYeCKHe HIH npo¢eCCHOHANBHEIE 3HAHUA B KAKOH-THGO0
obnactu

° Point-of-sale system — CHCTEMa TEPMHHAJIOB B MECTaX NpoaXH (cucteMa
TEPMHMHAJIOB U1 OCYLLECTB/IEHNA GE3HAMMUHEIX [L1ATeXEH B Marasikax i
HHBIX MeCTaX TOPTOBJIM TOBAPAMHU JIH YCIYTaMit; B 3aBHCHMOCTH OT CHCTEML,
KIIHEHT MOYKET OTUIa4HBATh NIOKYMKY, COBEPLIATh NEPEBO/E], TOATBEPHAATL
MOUIMHHOCTD YEKOB, NMOJ1Yy4aTh KpaTKOCPO4HbIH KpEeAUT H T. L[.)
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2. Discuss how Schultz is using leadership, structure, information and
control systems, and human resources to implement strategy at
Starbucks.

3. What challenges may Schultz face in trying to expand Starbucks
internationally?
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CHAPTER 6: MANAGERIAL DECISION MAKING AND
ORGANIZING

Managers often are referred to as decision makers. Though
many of their important decisions are strategic, managers make
decisions about every other aspect of an organization, including
structure, control systems, responses to the environment, and human
resources. Good decision making is a vital part of good management
because decisions determine how the organization solves its problems,
allocates resources, and accomplishes its goals.

The business world is full of evidence of good and bad
decisions. For example, Nokia became a $10 billion leader in the cell
phone industry because managers at the company decided to sell off
unrelated businesses such as paper, tires, and aluminum and concentrate
the company’s resources on electronics. On the other hand, Boeing’s
decision to increase airplane production at the same time when the
factory was switching to a new automated manufacturing system was a
fiasco. The massive assembly lines nearly broke down and the plant
had to stop two lines so workers could catch up, costing the company
$2.6 billion. From the examples given above, we see that decision
making is difficult and many factors should be considered during
dccision making process.

Decision making — the process of identifying problems and
opportunities and then resolving them.

Decision making involves effort before and after the actual
choice. For example, the decision to select Sveta, Assel, or Rinat
requires the accounting manager to determine if a new junior auditor is
needed, evaluate the availability of potential job candidates, interview
candidates to acquire necessary information, select one candidate, and
follow up with the socialization of the new employce into the
organization to ensure the decision’s success.

Programmed vs. Nonprogrammed Decisions

Management decisions typically fall into one of two categories:

programmed and nonprogrammed.
Programmed decisions — decisions that have been made before and

they have certain outcome.
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Programmed decisions are made in response to recurring
organizational problems. The decision to reorder paper and other office
supplies when inventories drop to a certain level is a programmed |
decision. Other programmed decisions concern the types of skills |
required to fulfill certain jobs, the reorder of manufacturing inventory, |
selection of freight routes for product deliveries, etc.

Nonprogrammed decisions — new, novel, and complex decisions that
have never been made before and they have uncertain outcome.

The most difficult decisions tend to be nonprogrammed, and ||
they demand creative approaches. Many nonprogrammed decisions |
becausc uncertainty is great and decisions
are corpplex. Decisions to build a new factory, develop a ncw product |
or service, enter a new geographical market, or relocate headquarters t0 |

involve strategic planning,

another city are all nonprogrammed decisions (Table 6.1). !

s

Table 6.1 -~ Examples of Programmed and Nonprogrammed

Decisions
Programmed Nonprogrammed
: Decisions: Decisions: 4’
Bz'lsmess Periodic reorders of Diversification into new
Firm: inventory. products and markets
Health Procedures for admitting | Purchase of experimental
Cat:e: : patients. equipment.
University: Necessary grade-point Construction of new
average for good academic classroom facilities
standing (rank, status). (amenities, convenieanS));

Decision-Making Steps |

goals. A problem occ
accomplishment is less thap es »

performance is unsatisfacto

when organizationﬂl\
tablished goals. Some aspect Of |
Iy. An opportunity exists when manager’ |
Ing performance beyond current levels.

|
!
i
!
'
t
)
|
|
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2. Diagnosis and analysis of causes: after the problem/opportunity
identification you have to determine the causes of it. When did it occur?
Where did it occur? How did it occur? What where the reasons? For
example, if your company faces a problem of decreased sales by 10% -
this is a problem. And what can be the reasons? Poor customer service,
low quality of goods, untimely delivery, or anything else?

3. Development of alternatives: once a problem has been recognized,
the next step is to develop numerous solutions. For programmed
decisions, it is easy to identify many solutions because they are already
available within the organization’s rules and procedures. However,
nonprogrammed decisions require development of solutions that are
absolutely new for the organization. A decision maker has to apply all
his creativity to finding solutions. One of the techniques used for

generating ideas is called brainstorming.

Brainstorming — a process in which a small group of people interact
with each other with the goal of producing a large quantity of novel and
imaginative ideas.

The goal is to create an open atmosphere that allows members
of the group to express their ideas. Participants should suggest any
idcas that come to mind without evaluating or criticizing them. For a
brainstorming process to be successful, a leader should follow these
guidclines:
keep the group small — 5 to 8 members;
have a well-defined problem;
limit the session to 40-60 minutes;
appoint someone to be the recorder;
encourage all ideas from the team, even wild and extreme ones;

cstablish a goal of quantity of ideas over the quality of ideas;
forbid evaluation or criticism of any idea;

AN NN N NN

4. Evaluation and selection of the best alternative: now you have
many solutions, you have to evaluate them and to choose the best
alternative. What will be the best alternative? That alternative which
best fits organizational goals and achieves the desired result using

minimum organization’s resources.
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5. Implementation of the decision: the implementation stage involves

the use of managerial and administrative abilities. The success of the |
chosen alternative depends on whether it can be translated into action. |
Communication, motivation, and leadership skills must be used to see. |

that the decision is carried out.

6: Evaluation and feedback: in the evaluation stage of the decision !

process, decision makers gather information that tells them how the
decision was implemented and whether it was effective in achieving its
goals. Feedback is important because decision making is a continuous
process. Decision making is not completed when directors vote yes or
no. The decision may fail, thus generating a new analysis of the
problem, evaluation of alternatives, and selection of a new alternative.
Many big problems are solved by trying several alternatives in

sequence. Feedback is a part of monitoring that assesses whether a new
decision needs to be made.

Organization Structure

Organizing is defined as the distribution of tasks and allocation
of resources to departments and individuals in order to achieve stated
organizational goals.

The qrganizing process leads to the creation of organization
structure, which defines how tasks are divided and resources are

allocated. Organization structure shows the tasks assigned to |

individuals and departments, formal reporting relationships, number of

hierarchical levels, and span of managers’ control. The characteristics '

O,f structure are ugually depicted in the organization chart, which is the
visual representation of an organization’s structure.

Chain of command - the line of author;

ot ty that links all pe in the
organization and shows who reports to w persons 1

hom

Span of management — the number of em
supervisor. Sometimes called the span of ¢
Stl’tl)lcl'lc,lll_’e det;rml'n.es how closely a supervisor can monitof
subor 1rI:ates. raditional views of organization design recommended 2
Span of management of about seyep subordinates per manager-

ployees who report to the
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ontrol, this characteristic of

However, many lean organizations today have spans of management of
30, 40 and more. For example, at Consolidated Diesel’s team-based
engine assembly plant, the span of management is 100. Generally,
when supervisors must be closely involved with subordinates, the span
should be small; when supervisors need little involvement with
subordinates, it can be large.

The average span of control used in the organization determines
whether the structure is tall or flat.
Tall structure is characterized by narrow span of control and relatively
large number of hierarchical levels (Figure 6.1).
Flat structure is characterized by broad span of control and few

hierarchical levels (Figure 6.2).
Centralization vs. Decentralization

Centralization and decentralization refers to the hierarchical
level at which decisions are made.

Centralization means that decision authority is located near the top of

the organization. .. _
Decentralization means that decision authority is pushed down to lower

hierarchical levels.

Organizations may have to exper.in.)ent to find the correct
hierarchijcal level at which to make decisions. Decentralization is
believed to relicve the burden on top managers, make greater use of
employee’s skills and abilities, ensure decisions are made close to the
action by well-informed people, and permit more rapid response to
external changes. However, this does not mean that every organization
should dccentralize all decisions. Managers shopld diagnose tl}e
organizational situation and select the decision-making level that will

best meet the organization’s needs.

Departmentalization

¢ basis on which employees are grouped into

Departmentalization — th ] > g
deppartments and departments ar¢ grouped 1nto total organization.
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Figure 6.1 — Tall Structure with a Narrow Span of Management

President
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'

Vice-President Vice-President Vice-President Vice-President |
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Staff' ) Operating Operating Operating
Specialists — Managers (5) — Managers (4) —| Managers ||
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/.’l
Staff Staff .
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3) ) Specialists ‘
5
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Figure 6.2 - Flat Structure with a Broad Span of Management

President

Operating Managers (10)

Staff Specialists (9)

|
_
i
H
|

Five types of departmentalization:
Fqnctional departmentalization
Divisional departmentalization
Matrix departmentalization
Team departmentalization
Network departmentalization

AN N NN
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Each type of departmentalization has advantages and
disadvantages. The basic difference among structures is in the way in
which employees are departmentalized and whom they report.

1. Functional Departmentalization
Functional Departmentalization implies that employees are grouped
together into departments based on common skills and work activities,

. such as engineering department and accounting department (see Figure

6.3).

Figure 6.3 — Functional Departmentalization

~

President

| 1
™
Human Resource Manufacturing Accounting
Department Department Department

Figure 6.4 — Divisional Departmentalization

Product

Product
Division 1

Division 2

Human Production | [Accounting Human Production | | Accounting
Resources Resources
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2. Divisional Departmentalization

Divisional Departmentalization implies that departments are grouped
together into separate divisions based on a common product, project, or
geographical region (Figure 6.4).

In large companies, divisional structure is essential. Most large
corporations have separate business divisions that perform different
tasks, serve different clients, or use different technologies. When a huge
organization produces products for different markets, the divisional

structure works because cach division is an autonomous business. |
Thus, the divisional structure encourages decentralization. Decision |

making is pushed down to lower management levels, freeing the
president and other top managers for strategic planning.

For example: Microsoft has 7 product divisions — Windows, server
software, mobile software, office software, videogames, office
software, MSN Internet service. Pepsi Cola has 5 divisions.

3. Matrix Departmentalization

Matrix  Departmentalization implies  that
departmentalization and  divisional departmentalization  exist
simultaneously, some employees report to 2 bosses. These bosses are
_functiona] boss who is the head of department, and divisional boss who
is the head of division. They are called matrix bosses. F or example, the

senior engineer in the manufacturing department is called a fiwo-boss
employee because he reports to two bos

technical personnel to projects. The divisi
program issues, schedule deadlines, and coordinating technical
specialists from several functions (departments). The matrix structure i

often used by global corporations, e.g. Unilever.
4. Team Departmentalization
Team Departmentalization imnl:

responsive to the environmental ¢
about using teams in Organizations
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functional |

P S

g technical training, assisting {
onal boss is responsible for |

Figure 6.5 — Matrix Departmentalization

Two-boss
employee

Product

Division 2°

Cross-functional team consists of employees from different functional
departments who are responsible to meet as a team and resolve mutual

problems. Team members typically report to their functional
departments, but they also report to the team leader. Cross-functional

teams are frequently used for changing projects, such as new product or

service innovation. ;
Permanent team consists of employees from different departments

who are brought together as a forn?al .department'. Teams may consist
only of 20 to 30 members, cach bringing a functional specialty to the
team. Emphasis is put on horizontal communication and 1nfoqnat}on
sharing because representatives from all functions are coordinating
their work and skills to complete a specific organizational task.
Authority is pushed down to low_e1_~ levels, and ﬁ'011F-1111e emplloyees are
often given freedom to make decisions a1'1d take actions on their own.
Example: IBM uses permanent teams 1n 1ts structure.

5. Network Departmentalization v
Network Departmentalization is used for small organizations, where

central office is electronically connected to other organizations that
perform important functions. These companies can be located anywhere
in igure 6.7). o :
the w;){lgg]g ﬁmn manufacturing, engineering, sales, and accounting
being housed under one roof, these SSrVIGRS A pritvided by sepacate
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Figure 6.6 — Team Departmentalization

President
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Figure 6.7 — Network Departmentalization
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competence in those specific areas. This enables a company to do more
with less. This organizational approach is especially powerful for
international operations. High-tech firms such as Apple, Dell
Computer, and Sony arc working with contractors around the world to
manufacture products. :

L Key Terms 1

Brainstorming Matrix departmentalization
Centralization Network departmentalization
Chain of command Nonprogrammed decisions
Cross-functional team Organization chart
Decentralization Permanent team N

Decision making Programmed decisions
Departmentalization Span of management
Divisional departmentalization Tall structure

Flat structure Team departmentalization
Functional departmentalization Two-boss employee
Matrix bosses

I: Discussion Questions

. Why is decision making considered a fundamental part of

management effectiveness? )
2. Anilyze 2 decisions you have made for the past 6 months. Which of

the -oerammed and which were nonprogrammed? o
3. \;/eh\;\(/;ri? il?fl six steps in the decision-making process do you think is
most likely to be ignored by a manager? Explain. '

4. You are a busy partner in a legal firm, and an experienced secretary
uous headaches, drowsiness, dry throat, and
fatigue and flu. She tells you she believes air
g is bad and would like something done. How

complains of contin
occasional spells of

quality in the buildin
would you respond? )
5. Many experts note that orgamzations
of teams in recent years. What factors mi

tions have been making greater use
ght account for this trend?
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6. An organizational consultant was heard to say, “Some aspect of |

functional structure appears in every organization.” Do you agree? |

Explain.

7. The divisional structure is often considered almost the opposite of a
functional structure. Do you agree? Briefly explain the major:

differences in these two approaches to departmentalization.

8. What is network approach to structure? Is the use of authority andb |
compared  with other forms of |

responsibility  different
departmentalization? Explain.
9. Why are divisional structures frequently used in large corporations?

10. Carnival Cruise Lines provides pleasure cruises to the masses: |’

Carnival he'ls several ships and works on high volume/low price rather
than .offe:rlng luxury cruises. What would you predict about the
organization structure of a Carnival Cruise ship?

—

B CASE STUDY: Tucker Company

In 1978, the Tucker Company underwent an extensive |
reorgamzatan'tbat divided the company into three major divisions- |
These new divisions represented Tucker’s three principal product lines:
Mr. I.-Iarr_lett,. Tucker’s president, explained the basis for the new
organization In a memo to the board of directors as follows: !

'The diversity of our products requires that we organize along
our major product lines. Toward this end [ have established three new !
d1v1§10ns: commercial jet engines', military jet engines, and utility |
turbines. Each division will be headed by a new vice presid,ent who will
report directly to me. I believe that this new approach will improve ouf |
performance thfoug}.l the commitment of individyal managers. It should
also help us to identify unprofitable areas where the special a£tenti0|1 ol
management may be required. !
‘ For the most part, each division wij] be able to opefatc;
mdependen.tly. This is, each wil have its own engineering |
manufacturing, accounting departments, ctc, In some cases h<g)wevef i
will be necessary for a division to use the services of other divisions’or :

i
l
]
A
+
|
|

I : "
Jet engine — peakTuBHEII ABUraTeyy
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departments. This is necessary because complete servicing with
individual division staffs would result in unnecessary additional
staffing and facilities.

The old companywide laboratory was one such service
department. Functionally, it continued to support all of the major
divisions. Administratively,-however, the manager of the laboratory
reported to the manager of manufacturing in the military jet division.

From the time the new organization was initiated until February
1988, when the laboratory manager Mr. Garfield retired, there was little
evidence of interdepartmental or interdivisional conﬂic.:t.' His
replacement, Mr. Hodge, unlike Mr. Garfield, was always w1llmg to
gain the attention of management. Many of Hodge’s peers perceived
him as an empire builder who was interested in his own advancc.:ment
rather than the company’s well-being. After about six months in the
new position, Hodge became involved in several interdepartmental
conflicts over work that was being conducted in his laboratory.

Historically, the engineering departments had used the
laboratory as a testing facility to determine the properties of materials
selected by the design engineers. Hodge felt the}t the lat_;oratory ghould
be more involved in the selection of these materials .and in the design of
experiments and subsequent evaluation of thc? expgnmental data. Hodge
discussed this with Mr. Franklin of the engineering degartment of the
utility turbine division. Franklin offered to con§ult with quge but
stated that the final responsibility for the selection of materials was

i rtment. ,
Chargedlt;) ?l:fe ?ﬁgzrllths that followed, .Hodge and Franklin had several
disagreements over the implementation of the results. Franklin told
Hodge that, because of his position at the testing lab, he weclis u]nab;e t(;
evaluate the detailed design cOnmderatl'ons that aff;gg ltlli dm;
decision on materials selection. Hodge claimed that Franklin lacked the

' ise that he, as metallurgist, had. |
matenalls?rea)gi(elliﬁszjso noted that the handling of his requests, which had
been prompt under Garfield’s management, was taking longer and
l°ngerpunder Hodge’s management. Hodge explained that military jet

ine divisi c to be assigned first priority because of
engine divisional problems had i :
hng administrative reporting structure. He alsohsald tha; I;Ztl;ewﬁ‘z: ;nn?;:
involved in Franklin’s problems, he cquld per .e:ipess eva
sense of urgency existed and could revise priorities.
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The tensions between Franklin and Hodge reached a peak when |’
one of Franklin’s critical projects failed to receive the scheduling that |
he considered necessary. Franklin phoned Hodge to discuss the need for |
a schedule change. Hodge suggested that they have a meeting to review |
the need for the work. Franklin then told Hodge that this was not a |’
matter of his concern and that his function was merely to perform the |
tests as required. He further stated that he was not satisfied with the |
low-priority rating that his division’s work received. Hodge reminded !

Franklin that when Hodge had suggested a means for resolving this
problem, Franklin was not receptive. At this point, Franklin lost his
temper and hung up? on Hodge.

Source: R. Daft, D. Marcic. Management: The New Workplace.
International Student Edition. 2007. pp. 288-289

Questions:

1. Sketfzh out a simple organization chart showing Tucker Company’s
three divisions, including the location of the laboratory. Why would the
laboratory be located in the military jet engine division?

2. Analyze the conflict between Mr. Hodge and Mr. Franklin. Do you

think the conflict is based on personalities or on the way in which the |

organization is structured?
3. Sketch out a new organization chart showing how you would

O S

restructure Tucker Company so that the laboratory would provide equal |

services to all divisions. What adva
in the new structure compared to the previous one?

—

* To hang up — nosecury, Tenedounyio TPpY6Ky
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ntages and disadvantages do you se¢

CHAPTER 7: LEADERSHIP IN ORGANIZATIONS

There is probably no topic more important today than
leadership. Leadership is one of the most commonly discussed topics
today. Leadership occurs among people and it involves the use of
influence. It also involves the use of power.

Leadership - the ability to positively influence people towards the

achievement __of _organizational _ goals through _ motivation,
communication and creation of corporate culture.

Leadership vs. Management

Management and leadership are both important to
organizations. Effective managers have to be leaders, too, because: there
are distinctive qualities associated with management and leader§hlp that
provide different strengths for the organization. We can definitely say
that not all managers are leaders and not all leaders are managers.
Figure 7.1 illustrates differences between managers and legders_ ‘
Managers generally act with their mind and Jeaders act with their soul.

v’ Whom should the organization prefer? A manager or a leader?

v A manager who is also a leader.

Figure 7.1 - Differences between Managers and Leaders

Managers Leaders

e Do things right e Do the right things
e  Status quo . Chang'crm
. Short-term . IE_,:;E- e
[ ]
. g]ciall:ll:rs e  Architects .
. P:oblem solving o  Inspiring & motivating
[ ]
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Power of Leaders and Managers

Managers and leaders usually use power in order to affect employges.
Power — the ability of a person to influence other people behavior.

Sometimes the terms power and influence are used synonymously, but :

there are distinctions between the two. Basically, influence is the effect

a person’s actions have on the attitudes, values, beliefs, or behavior of |

others. Whereas power is the capacity to cause a change in a person, :

influence may be thought of as the degree of actual change.

Types of power that managers exercise within the organization:
1. Legitimate power

2. Reward power Position Power
3. Coercive power

4. Expert power

5. Referent power } Personal Power

1) Legitimate power arises as a result of the position that a person holds

in the organization. The person possessing this power has the ability t0 :

punish or reward his subordinates, Compliance
For example, the dean of the university has the power to dismiss 2

student from the university if his attendance falls below 50% for all
subjects. Similarly,

subordinate if his/her performance is excellent,

Il
’
'
'

!
)

a manager has the power to promote hiS |

2) Reward power is the power to give or withhold rewards, such 2

salary increase, bonus, promotions etc. Compliance

For example, a manager declares 10% of the basic pay for the nex!

month as New Year bonus for the
has exercised reward power
3) Coercive power is the
standards by means of psycholog
based on the influencer's abilj
meeting requirements. Resistance
For example, punishment ¢
withholding the announced hike, disci

employees. Here, the mana.¢f :

power to enforce compliance with rules and
ical, emotional or physical threats. It iS
'Y to punish the influencee for not-

has some relevant experience, special knowledge or skill that the

influencee does not have. Commitment
For_example, doctors, lawyers, engineers etc. influence others,
because they posses certain specialized knowledge. When a leader
is a true expert, subordinates will go along with recommendations
because of his or her superior knowledge.

5) Referent power refers to a person who possesses desirable resources

and/or personal traits of a leader. Commitment o
For example, it is the personal power that accrues to an individual
based on identification, imitation, loyalty or chansma...People or
groups are highly influenced by such powerful personalities.

The use of different types of power produces different
responses of followers. .

Legitimate power and reward power are most likely to generate
follower compliance. Compliance means that workers W1ll.obey ordcj.rs
and carry out instructions, although they may personally disagree with

them and might not be enthusiastic. ) .
Coeliive power most often generates resistance. Resistance

means that workers will deliberately try to avoid carrying_ out

. X . i ders.
instructions or will attempt to disobey or
The follower reaction most often generated by expert power

and referent power is commitment. Commitment means that workers
will share the leader’s point of view and enthusiastically carry out

Instructions.

Types of Leaders

/’mhc

Autocratic

i thority and relies
tends to centralize au )
Autocratic leader — a leader who ihorlty and
ive power to manage s X
on legiti rd, and coercive p ' s
b legltlmflte, e a leader who delegates authority to o
eocratle leader lies on expert and referent power to

€ncourages participation, and re
Manage subordinates.
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o T ST TR N T S ' Initiating structure behavior — a type of leader behfivior that des_cribes,
" Leadership The Ories oo ﬁ the extent to which a leader is task oriented and directs subordinates
. work activities toward goal achievement. Leaders with this style

5 bt

Ohio State Studies ' typically give instructions, spend time plgn_n?ng, emphasize deadlines,
and provide explicit schedules of work activities.
Ohio State University has long been a leading-edge authority Example: measuring production output.
on management and leadership. The Ohio State studies were begun 1n . . _ _ —
1945 to identify the dimensions of leadership behavior. The staff of An 1.mp01'tant_ﬁndmg of thn:jr i?hlo S;itse t;t:;ilgzﬂ\;a; oy
Ohio State created a Leader Behavior Description Questionnaire two dimensions are independent. This m e aw
(LBDQ) which was designed to discover how leaders cairy out their workers and initiating structure €xist simu y

amounts. A matrix was created that showed the various combinations
and quantities of the elements.

activities. _

Researchers at the Ohio State University identified two major
behaviors of leaders directed to improve employees’ performance
called consideration and initiating structure (Figure 7.2).

The Leadership Grid

. ersity of Texas proposed a two-
Blake and Mouton of the University of Texas | :
dimensional leadership theory called_ the leadership qu thath;;lcgazﬁ
the work of The Ohio State and Mlclygan St'lldIFS (Figure 7.3). il
axis on the grid is a nine-point scale, with 1 meaning low concermn &

meaning high concern.

Consideration behavior — a type of leader behavior that describes the
extent to which a leader is sensitive to subordinates, respects their ideas
and feelings, and establishes mutual trust.

Example: orientation of new employees

nal leadership theory that measures a

e

: . e Leadership Grid —a two-dimensio '
Figure 7.2 — Ohio State Studies leader's égjncem for people and concer for production
e nghconcem o l- '! L Ztiggenihns Manageli{lttt?f!t;?;ﬁ(é;g people and production.
g pRole L L - In this style, managers WOrTY I-de tting into trouble. The manager
g : High_cb_ncem Sah { st ueb fus igle. T av0'11;)1 g;or any mistakes, protects himself
= SR RIocuCHoniE, v . doesn’t want to be held 1esponsive L7 1 the same position for
= o Pt T by not being noticed by others, and tries 10 Stay
é - l a long time.
E | 1.3
a b e I |! 2) Country Club Management Styleb( 1,1t) cople and litle about
g Braply ’- Managers using this style care 2 10;0: tg thepsecurity and comfort of
&) High concern for I! : production, Managers pay much afftentl imorease performance. The
ik production 1 the employees, in hopes that thlsfr"}'ve(;l;ly but not necessarily that
L ; : l f reSUIting atmosphere 18 usually 111 :
i Productive.
Low

INITIATING STRUCTURE ~ High
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Figure 7.3 — The Leadership Grid

8 i;g
7k
Concern 6
for 5
People
4 |
3
20
Low I ;

Concern for Production

3) Authority-Compliance Manage
With a high conc gement Style (9,1)

managers using t
provide their empl

Managefs using this style also pressure their
and punishments to achieve the

em for production, and a low concern for peoplé
his style find employee needs unimportant; they
oyees with money and expect performance back |

5) Team Management Style (9,9) .
In this style, managers take care a lot about both people and prodqctlon.
As suggested by the propositions of Theory Y, managers choosing to
use this style encourage teamwork and commitment among employees.
This method relies heavily on, making employees feel as a part of the
company.

m,eadership Grid Case Study: .

When Pamela Forbes Licberman learned that her subord}nates
called her the dragon lady, she hung a watercolor of a dragon in her
office. Lieberman makes no apologies for her hand-driving leadership
style. Her emphasis on ambitious goals, though standards, and bottom-
line results has brought renewed health and strength to hardware
Ccooperative TruServ, which supplies inventory to True Va!ue hardware
stores. As soon as Licberman became CEO, she began cutting costs an;d
setting tough performance targets. “If pepple succeed, lthez f?v;li]e ‘:
rewarded, but if they don’t, then we’re going to have to look fo
People sitting in their chairs”, Lieberman says.

’ Comgpa?e Lieberman’s leadership approach to tl;at of T%m
Gegax, who calls himself the head coach of Tires Plus, a fast-grow1 g
chain of retail tire stores. Gegax believes .that you cannot Iél:nm?xgl
people like you manage fixed assets. His emphaf,l:siro(r:ustomer sg
€mployees just as well as they are expc?cted to u'ezll} . ersity where:
Gegax personally leads classes at Tires Plus b:gehow e
employees learn not just about changing tires but a Lo o
their whole lives better. Gegax also makes sure storle(s :;vironm,e o He’
and airy, so that employees have a pleasant wor lovees. as well as
believes all this translates into better service- Emplg}; o s s another
Customers, like the approach. “The last thing the ;vpr 2 company with 2
chain of stores,” Gegax says. “What 1t does nee ISand eerolopocs o5
NeW business model — one that treats customers

Whole people.
The leadership style of Pame

high concern for tasks and production

-oriented behavior). Tom
GageSoe oo, o e (pggf :)Zople and moderate concem

°8ax, in contrast, is high on CONSe ssful, although they display ver_y

. . ized by
la Lieberman 18 cha{acterlze
(iask—oriented behavior) and low-

er production. Both leaders are success™  Hferont situations.
ifferent leadership styles, because of their
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Hersey and Blanchard’s Situational Theory

The main idea: match the leader’s style with the task readiness and .
competence of subordinates. ‘
Subordinates vary in readiness level. People that are low in task
readiness, because of the little ability or training, or insecurity, need 3
different leadership style that those who are high in readiness and have ,
a good ability, skills, confidence, and willingness to work. 5
The matrix in Figure 7.4 indicates four different styles of
leader’s behavior, which is based on a combination of lcader’s:
supportive behavior and directive behavior. The bell-shaped curve is |
called prescriptive curve, because it indicates when each leader style'
should be used. The 4 styles — telling (S1), selling (S2), participating !

(S3), and delegating (S4) — depend on the readiness of subordinates,’
indicated in the lower part.

Leadership Behavior of the Leader f
S1 - Telling / Directing: Leaders define the roles and tasks of the
‘follower’, and supervise them closely. Decisions are made by the
leader and announced so communication is largely one-way. Telling is,
used for people who lack competence but are enthusiastic an
committed. They need direction and supervision. ;
52 — Selling / Coaching: Leaders still define roles and tasks but se¢¥-
1dea_s from the follower. Communication is much more two-way.
Selling is used for people who have some competence but lack
commitment. They still need direction and supervision because they 4%
still relatively inexperienced. They also need support and praise to build'
self-confidence.

83 — Participating / Supporting: Leaders pass dav-to- isions
the follower. This style is used for peoplepwho h)z:\fg ggxﬁ)s:tceﬁlc? b
lack confidence and motivation, They do not need much direc,:tioI1

because of their skills, but :
S Support 18 neces i el
confidence and motivation. sary to increase th

84 — Delegating: Leaders are still iny

solving, but control is with the follower. The follower decides wh?’
and how the leader will be involved. [t is used for people who ha*’
both competence and commitment. They are abe ancFi) wﬁl'n to wor
on a project by themselves with ljte supervision or suppolrtl &

olved in decisions and proble®
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Figure 7.4 — Hersey and Blanchard’s Situational Theory of

Leadership
Leader Behavior
High
A
Participating Selling
S3 S2
Supportive
Behavior
Delegating Telling
1 s1
Tow S4

—~——

Low¢—— Directive

Behavior

FOLLOWER READINESS __

High Moderate =1

R4 Low
High | Compstence
Compstance mp=t= " High t
High et ment | Commitment

Commitment

Developing

Developed

.

Readiness (Development) Le
1~ Low Competence, High €
lacking the specific skills requir®

ollower '
vz'loszlttl;;t}?ent: The follower 1S generally

d for the job, but has the conﬁdepce

and / or motjvation to get it-

111



R2 — Some Competence, Low Commitment: the follower may have
some relevant skills, but won’t be able to do the job without help. The

task or the situation may be new to them.

R3 — High Competence, Variable Commitment: He is experienced and .

capable, but may lack the confidence or the motivation to do it well. _
R4 - High Competence, High Commitment: The follower is

experienced at the job, and comfortable with his own ability to do it

well. May even be more skilled than the leader.

Implictrions for Managers: Matching leader’s style and follower’s

readiness: S1 % R1; S2 9 R2; S3 9 R3; S4 ® R4.

Key Terms
Authority-compliance Leadership
management Leadership grid

Autocratic leader

Coercive power
Commitment

Compliance

Consideration behavior
Country club management
Democratic leader

Expert power
Impoverished management
Initiating structure behavior

Legitimate power
Middle-of-the-road management
Personal power

Position power

Power

Prescriptive curve

Referent power

Resistance

Reward power

Team management

L Discussion Questions

—

1. Rob Martin became mana
believed in participative mana
Rob’s delegation to replace tw

ger of a forklift assembly plant and
gement, even when one supervisor usé
O competent line managers with his ow?

=

3. Would you prefer working for a leader who has a consideration or an
initiating-structure leadership style? Discuss the reasons for your
answer. :

4. Consider Fiedler’s theory. How often flo very fa\(orable,
intermediate, or very unfavorable situations occur in real life? Discuss.
5. Do you think leadership style is fixed and unchangeable for a leader

or flexible and adaptable? Discuss.

[

Identify 4 situations, either real or hypothet‘ical, ‘that )’9‘;1 COUIS b‘; f;‘;eg
with in your current (future or previous) Job, in whic “ga;:l 'no” g3
styles would be most appropriate: .Sl”— “Tellmg , S2 — “Sellr g,
“Participating”, and S4 — “Delegating

[

Test: An Assessment of Leadership Stvle

Some leaders deal with general directions, leaving details to
o

i ils with the
Subordinates. Other leaders focus on fperC(;g(; gzt;;nding h he
CXpectation that subordinates will carry ou ;)_1 irr.] Dopencing O e
Situation, both approaches may be effective. The imp

ituati nd behave
o ) ; ; ions of the situation a _
ability to jdentify relevant dimensio you can identify your relative

accordingly. Through this.questigli::g:r’ship; task orientation (T) and
®mphasis on two dimensions 0 X roaches, and an
peorl)ale ori(e):ntation (P). These are not opposite app

h : r both. .
individual can rate high or low on either 0 ribe aspects of leadership
Instrucions: The following items desc

) u would most
chavior Respond to cach item accordmgkto t(l)ljpwgrz; whether you
likely act if you were the leader Odf a ‘Zgrwag;' always (A), frequently
. I' -
Would most likely behave in the des!

er (N)-
), occasionally (O), seldom (S), or ¢V
AFOSN

Homework

Experiential Exercise

L1 would most likely act as @
SPokesperson of the group.
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2. I would encourage overtime
work.
A FOSN
3. I would allow members
complete freedom in their work.
AFOSN
4. I would encourage the use of
uniform procedures.
AFOSN
5. I would permit members to use
their own judgment in solving
problems.
AFOSN
6. I would stress being ahead of
competing groups.

A FOSN
7. I would speak as a
representative of the group.
AFOSN
8. I would needle members for
greater effort.
AFOSN

9. I would try out my ideas in the
group.
AFOSN
10. T would let members do their
work the way they think best.
AF OSN
11. I would be working hard for a
promotion.

A FOSN
12. I would tolerate
postponement and uncertainty.
AFOSN

13. I would speak for the group if
there were visitors present.
AFOSN

14. 1 would keep the work

moving at a rapid pace.
A FOSN

15. T would turn the members |
loose on the job and let them go

to it.
A FOSN

16. I would settle conflicts when :‘

they occur in the group.
AFOSN

17. 1 would get swamped by '

details.
AFOSN

18. T would represent the group i

at outside meetings
AFOSN
19. I would be reluctant to allow

the members any freedom Ofv

action.

A FOSN
20. T would decide what should
be done and how it should b°
done.

A FOSN
21. T would push for increased
production.

A FOSN
22. T would let some members
have authority which 1 coul
keep.

A FOSN
23. Things would usually tw®
out as [ had predicted.

AFOSN
ZfL I would allow the group 2
high degree of initiative.

A FOSN

25. 1 would assign group
members to particular tasks.

A FOSN
26. 1 would be willing to make
changes. .

AFOSN
27. T would ask the members to
work harder.

A FOSN
28. I would trust the group
members to cxercise good
judgment.

AFOSN
30. I would refuse to explain my
actions.

AFOSN

31. I would persuade others that
my ideas are to their advantage.
AFOSN
32. I would permit the group to
set its own pace.
AFOSN
33. I would urge the group to
beat its previous record.

AFOSN
34. I would act without
consulting the group.
AFOSN

35. 1 would ask that group
members follow standards and

regulations.
AFOSN

The T-P Leadership Questionnaire is scored as follows:

a. Circle the item number
3s.

b. Write the number 1 in fro
responded S (seldom) or N
c. Also write a number 110
you responded A (always) 0

for items 8, 12, 17, 18, 19, 30, 34, and

nt of a circled item number if you
(never) to that item. . ‘
front of item numbers not circled if

r F (frequently).

e written in front of the

hav
d. Circle the number 1s {08 Y% |10 22, 24,26, 28,30, 32

following items: 3, 5, &,
34, and 35.

e. Count the circled number 1
people. Record the score 1!
the end of the questionnaire.

f. Count uncircled number 'Is.
task. Record this number 11

T P

——

i for
_This is your score for concern
. the bank following the letter P at

i ern for
This is your score for conc
the blank following the letter T.



CASE STUDY: DGL International B

When DGL International, a manufacturer of refinery
equipment’, brought in John Terrill to manage its Technical Services
division, company executives informed him of the urgent situation.
Technical Services, with 20 engineers, was the highest-paid, best-
educated, and least-productive division in the company. The
instructions to Terrill: Turn it around. Terrill called a meeting of
engineers. He showed great concern for their personal welfare and
asked: “What’s the problem? Why can’t we produce? Why does this
division have such turnover?”

Without hesitation, employees launched a hail of complaints.
was hired as an engineer, not a pencil pusher”. “We spend over half our
time writing silly reports in triplicate for top management, and no one
reads the reports.”

After two-hour discussion, Terrill concluded he had to get top
management off the engineers’ backs. He promised the engincers, “MY
job is to stay out of your way so you can do your work, and I'll try 0
keep top management off your backs t00.” He called for the day’s
reports and issued an order immediately that the originals be turned i
daily to his office rather than mailed to headquarters. For three weeks:
technical reports piled up on his desk. By month’s cnd, the stack Was
nearly three feet high. During that time no one called for the reports:
When other managers entered his office and saw the stack, they usually
asked, “What’s all this?” Terrill answered, “Technical repz)rts.” No on¢
asked to read them.

Finally, at month’s end, a secretary from finance called and
isked for .the monthly travel and expense report. Terrill responded’

Meet l’r'll?hll'l the president’s office tomorrow morning.”
€ next morning the engi -
through the department puihing a ciln’eers cheeted as Terill walke!

rt” loaded wi ck
of reports. They knew the slowdown had COme.Wlth the enormous sta

Terrill entered the president’s office and placed the stack of

reports on his desk. The president a : :
: nd oth S e
bewildered’. Cr senior executives look

————

! Refinery equipment — ye

(bTeoquchenb
% Cart - Tenera HOe oGopynoBaHue
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“This,” Terrill announced “is the reason for the lack of
productivity in the Technical Service division. These are reports you
people require every month. The fact that they sat on my de§k all month
shows that no one reads this material. I suggest that engineers’ time
could be used in a more productive manner, and that one brief monthly
report from my office will satisfy the needs of other departments.”
(Source: Management, R. Dafi, 2007, p. 690)

Questions:

1. What leadership style did John Terrill use? What do you think was

his primary source of power? _
2. Based on the Hersey-Blanchard theory, should Terrill have been l?ss
participative? Should he have initiated more task structure for

engineers? Explain.
3. What leadership approach wou

1d you have taken in this situation?

3
(¢]
Looy bewildered — ByIFIARETb CMYLUCHE
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CHAPTER 8: MOTIVATION IN ORGANIZATIONS

Most of us get up in the morning, go to school or work, and
behave in ways that are predictably our own. We respond to our
environment and the people in it with little thought as 1o why we work
hard or enjoy certain classes. All these behaviors are motivated by
something. Motivation is what we experience every day. What does
motivate you to study hard? The idea that you will receive good marks
or that you will not be left for the summer school. What does motivate
you to work hard? The possibility of rewards in terms of higher salary
or bonuses, promotion or acceptance by your colleagues. As a result,
employee motivation can help to increase satisfaction and it directly
affects productivity. The more motivated employee will be, the better
he will be working, and the higher will be his productivity.

Motivation — internal and external forces that drive an individual 0
perform certain actions.

Model of Motivation

This model states that people have basic needs, such as for
food, _achievement, or money. These needs are translated into certain
behavior of people to fulfill the need. To the extent the behavior is
successful, the person is rewarded. The reward also informs the person
whether behavior was appropriate and can be used in the futur¢
Managers can use this model to satisfy employees’ needs an

séirln)ultaneously increase work performance and productivity (Figur®

Figure 8.1 — A Simple Model of Motivation

& NEED-Creates desire tofulfill Ngia,1.0{(0):8

sidislh REWARDS-Satisfy

Results in actionsneeds; intrinsic or
tofulfilineeds. extrinsic rewards.

: behavior vias appropristaand

Lani i SphIl J3E 4T S AL L S e g 4
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Rewards can be of two types: intrinsic and extrinsic. .

v Intrinsic reward — satisfaction a person receives in the process
of performing a particular action. Forlex_ample, once you
complete the project, it will bring you intrinsic reward, you will
be satisfied. !

v Extrinsic reward — a reward given by another person. For
example, if you have accomplished 2 p&_rtlcular task
successfully, a manager can promote you Or increase your
salary.

Although extrinsic rewards are important, good managers strive

]
to help people achieve intrinsic rewards, as well. Today’s managers are
vative employees are no longer

finding that the most talented and inbo _
motivated only by rewards such as money 'and benefits, or ;Yf:e 1Iicreuse
and recognition. Instead, they seek satisfaction from the work itselr.

jvation began with
ement. According
high performance;
ach lead to the

hich people were paid

£ their outputs.

Tradit . study of employee P
Traditional Approach: the Y % © g0 manag

the work of Frederick W. Taylor on s ;
to Taylor, rewards are provided to employee;h‘of o
and people would work harder for higher pay- 1S app
de‘_’elopment of incentive pay systems m W
strictly on the quality and quantity ©

of people n
w needs can be

Contem orary Motivation Theories:

Y Motivation Content Theor ies
organizations and help managet
satisfied in the workplace.
a) Hierarchy of Needs Theory
b) ERG Theory
¢) Two-Factor Theory

3 d)  Acquired Needs Theory

) Motivation Process Theories foc
Organizations to fulfill their needs.
a) Equity Theory
b) Expectancy Theory

study needs
s understand O

us on how people pehave 10



1 ange
3) Motivation Reinforcement Theories study how _t(; cl:ll;e g(g)f
employees’ on-the-job behavior through the appropriate
punishments and rewards.

(1) Motivation Content Theories

Motivation Content Theories — a group of theprnf:s that focuslzl;l ;B:
needs that motivate people to behave. At any point in time, peop e
basic needs such as those for food, achievement,. or monetary re are
These needs translate into internal drive that motivates behavuérs ltand
attempt to fulfill the needs. To the extent that managers un etr:hese
worker needs, the organization can design reward systems to mee o
needs and reinforce employees for directing energies and priori
toward achievement of organizational goals.

a) Hierarchy of Needs Theory

L — 5
Hierarchy of Needs Theory implies that people are motivated bylf'
basic human needs — physiological, safcty, social, status, and se
actualization — that exist in a hierarchical order (Figure 8.2).

Figure 8.2 — Abraham Maslow’s Hierarchy of Needs

Self-
Actualization
Needs
represent the need for
self-fulfillment

Esteem (Status) Needs
desire for a positive self-image
and to receive attention
Belongingness (Social) Needs
desire to be accepted by one's peers
Safety Needs \

safe and secure physical and emotional environment

Physiological Needs
most basic human physical needs

L
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Application of Maslow’s hierarchy of nec?ds to the orgamzlatxont:0 e
1) Physiological needs: adequate heat, air, lunch, base salary
survival. ’ N y
2) Safety needs: needs for safe work, fringe (additional) benefits, ar
job security. ' . . "
3) Social );belongingness) needs: d§31r<? for goli)d relationships wi
Coworkers and supervisors, participation in a wor group.r Cirtion from
4) Status (esteem) needs: desirc for l:ecogmtlon, app

. . Tty high status.
others, an increase in responsibility, high s . ow. be
3) Self-actualization (self-expression) needs: opportunity to gr
Creative, and acquire training for advancement.

Implications for managers: According to Maslo;v s t}??(gg;-ll:\x(lernl:evgsl
heeds take priority — they must be sa.tlsﬁed be 01're 1 giolo e
are activated. The needs are satisfied in sequence: pl 13/:6(15 gand e
Come before safety needs, safety needg before socl:lg ne he’r s o
A person desiring physical safety vynll devote nserned T estoem
Securing a safer environment and will not be. comt L i doclnos i
feeds or self-actualization needs. Once a need is satisfied,

importance and the next higher need is activated.

d)A Acquired Needs Theory

: . Like
David McClelland developed the Acqu}re%gii?(s)r?s]e:rri}\,/en by
Maslow, McClelland kept to the idea that human t); o o
different types of needs. He proposes that CEl!l'tal\l:, o cll)s oo are no
aCquired during the individual’s lifetime. In ot ner throllgh e e
oo Vith these needs but may learn lt(li]clircl motivated externally
Xperiences. He believed that employees 00‘111 \d exploit two kinds of
4d motivated internally. Thus, managers 15 o: classified money as an
Motivation: intrinsic and extrinsic. McClellan

i could also be an
®Xtrinsic motivator: however, he believed that money

indication of success.
insi it nts an indicati :
"Mrinsic motivator because it represe hould be paid

satrinsi ivation S :
CCording to David McClelland mglgzlrcnral:::itvated e forlowing
More attention because people are be

three general needs (Figure 8.4):
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v Need for Achievement: desire to accomplish something
difficult, attain a high standard of success, master complex
tasks, and surpass others.

v' Need for Affiliation: desire to form close personal
relationships, avoid conflict, and establish warm friendships.

v' Need for Power: desire to influence or control others, be
responsible for others, and have authority over others.

The theorist postulated that one of these needs can affect an
individual and his or her behavior more than others. Depending on what
motivates an individual, there are three categories of seekers:

1._Achievement Seekers. Ability to achieve goals is crucial for someé
employees. Achievers need frequent recognition of how well they ar€
doing. Need for achievement is satisfied by successful performance of
the individual, active and effective participation in decision making and
implementation of a project, and ability to take responsibility. At the
same time, people with predominant need for achievement avoid high
risks where there is a significant chance of failure.

Figure 8.4 — McCleland’s Acquired Needs Theory

Needfor | Needfor |
Affilition | Power !

Need for
Achievement |
7

At et a e bt o A
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Mog, .. :
Uvation Process Theories — a ZrOUP of theorl

2. Power Seekers. Therc arc people who enjoy having an impact on
others. Employees who place a need for power among the primary
desires need neither recognition nor approval of others. They mainly
seek for agreement and compliance. Nevertheless, the need for power is
not an indicator of ambiticn; it shows that a person can work at
dlfferent organizational levels. So, such people should be adequately
trained and promoted to exccutives.

3. Affiliation Seekers. Need for affiliation is an indicator of human
desire to build up harmonious relations with others. Affiliation seekers
Usually tend to do the accepted things and never distinguish themselves.
Approval is more important for such employees than recognition.

%‘mﬂ% Many companies apply the Acquired Needs
Theory by D, McClelland. They invite psychologists who perform
testing, The most common test to discover tendencies toward the three
Nleeds described by McClelland is a Thematic Apperception Test

(TAT)- The test represents a set of black-and-white pictures illustrating

ifferent ional werful situations. Employees are
types of emotionally po tc a story based on the

zhowl} one picture at a time and asked to narra , :

"Wation presented on a card. Based on the employees’ stories, 2
SPecialist decides which of the three groups of seckers the person
e,longs to. Later on, information is delivered to managers. By using
this information, managers can satisfy the most sensitive needs of their

“Mployees and thus stimulate the right behavior of their staff. To

Motivate - hallenge by setting
Ot achievem ckers, managers © g
ement  s¢ liation seekers, safety

aividua imulate aff
goals and schedules. To stimulate :
thes approval are offered. Power seekers are shown sufficient povs;le;{‘3 \c/);’
thele Manager and persuaded that this manager will help them ac
Cir poWer'

(2) Motivation Process Theories

eet their n

Ployees i ions to m :
select behavioral actiot There are two basic process

eztl}er their choices were successful.
Ties: equity theory and expectancy theory:
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a) Equity Theory

Equity theory focuses on individuals’ perceptions of how fairly
they are treated compared with others. The Adams’ Equity Theory is
named for John Stacey Adams, a workplace and behavioral
psychologist, who developed this job motivation theory in 1963. Much
like many of the more prevalent theories of motivation (theories by
Maslow’s Hierarchy of Needs, Herzberg’s Theory, ctc.), the Adams’
Equity Theory acknowledges that subtle and variable factors affect an
employee’s assessment and perception of their relationship with their
work and their employer.

Adams’ Equity Theory calls for a fair balance between an
employee’s inputs (hard work, skill level, tolerance, enthusiasm, etc.)
and an employee’s outcomes (salary, benefits, intangibles such a$
recognition, etc.). According to the theory, finding this fair balance
serves to ensure a strong and productive relationship is achicved with

the employee, with the overall result being motivated employces. For’

example, Equity Theory explains why people can be happy and
motivated by their situation one day, and yet with no change to their
terms and working conditions can be made very unhappy and
demotivated, if they learn for example that a colleague is enjoying 2
better r_eward-to-effort ratio. It also explains why giving onc person
promotion or pay rise can have a demotivating effect on others.

_ The theory is built on the belief that employces become
demotivated, both in relation to their job and their employer, if they feel
that their inputs are greater than the outputs. Adams call:ad persoﬂal
efforts .and rewards and other similar 'give and takc' issues at work
respectively 'inputs' and ‘outcomes’. Inputs are logically what we giv®
or put into our work. Outcomes are everything we take out in returf
These terms help emphasize that what people put into their work
1ncll}des many factors besides working hours, and that what peopl‘3
receive from their work includes many things as,ide from money

' ‘Il}puts typically include effort, loyalty, hard work comn.*nitmcﬂt’
skill, ability, adaptability, flexibility, toleranco determination, heart an
soul, enthusiasm, trust in our boss and superiérs support of ;:ollca,gucs
and subordinates, personal sacrifice, etc > PP

Outcomes are typically all financi
expenses, perks, benefits, pension

al rewards — pay, salal’)g
arrangements, bonuscs aP

124

commission — plus intangibles — recognition, reputation, praise and
thanks, interest, responsibility, stimulus, travel, training, development,
sense of achievement and advancement, promotion, etc.

People need to feel that there is a fair balance between inputs
and outcomes. Crucially fairness is measured by comparing one's own
balance or ratio between inputs and outcomes with the ratio enjoyed by
relevant others (‘referents'). Adams used the term ‘referent others to
describe the reference points or people with whom we compare our
Own situation, which is a crucial part of the theory. If we feel' that our
ratio of outputs to inputs is less beneficial than the ratio enqued by
referent others, then we become demotivated in relation to our job and
employer.

Components of Equity Theory: o )
Inpurs - employee contributions to the organization (education,
CXperience, effort, ability, etc.) o
Quicomes — rewards employees receive from the organization (pay,
Tecognition, benefits, promotions, etc.)

Referents — others with whom people compare themselves

0lltcome/lnput Ratios

) Equity

QUTCOMESSse It

INPUTSself
IrlotiVation

%)

OUTCOMESre ferent o  satisfaction,
INPUTSreferent

lequity

> Underreward:

OUTCOMSW If < OUTCOMESre ferent =» anger, frustration
INPUTSself INPUTSreferent

ferent are higher than

e.g If ; fare
- tcomes O a .
nputs are the same, but ou recognition, bonuses,

ZtOCU)rs > a referent has higher salary (promotion,
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> Overreward:

OUTCOMESse If . OUTCOMESre ferent
INPUTSself INPUTSreferent

= guilt

et

e.g. If inputs are the same, but outcomes of a referent are lower than
yours =¥ you have higher salary (promotion, recognition, bonuses, etc)

Implications for managers: Adams’ Equity Theory of motivation states
that positive outcomes and high levels of motivation can be expected
only when employees perceive their treatment to be fair. People
respond to a feeling of inequity in different ways. Generally the extent
of demotivation is proportional to the perceived disparity with other
people or inequity, but for some people just the smallest indication of
negative disparity between their situation and other people’s is enough
to cause massive disappointment and a feeling of considerable injustice,
resulting in demotivation, or worse, open hostility.

The idea behind Adams’ Equity Theory is to set a healthy
balance here, with outputs on one side of the scale; inputs on the other =
both wejghing in a way that seems reasonably equal. If the balance li€s
too far in favor of the employer, some employees may work to bring
balance beWeen inputs and outcomes on their own, by asking for mor¢
compensation or .recognition. Some employees will be demotivated t0
work hard, and still others will seek alternative employment or job.

b) Expectancy Theory

o Expectancy theory states that
individuals’ expectations about their abj
receive desired rewards.

How much are you motivated b

expect a positive and desirable outcom
perform at the level expected of them,

motivation dcpends 0"
ity to perform tasks and

Y your expectations? If peopl®
e, they'll usually work hard ¥

For example, Bill is a university student with a strong desire for a B in

f;llf’u lus (t:.o urse. Bill has a C+ average and one more exam to také
1ll’s motivation to study for that last exam will be influenced by:
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(1) the expectation that hard study will lead to an A on the exam, and
(2) the expectation that an A on the exam will result in a B for the
course. '
If Bill believes he cannot get an A on the exam or that receiving A will
not lead to a B for the course, he will not be motivated to study hard.

Expectancy theory is based on the relationship among the
individual’s effort, the individual’s performance, and the desirability of
Outcomes associated with high performance. _

E—p expectancy means that putting effort into a task will lead to

high performance.

For example, for Bill to get B in calculus course, the E — P expectancy

i high if Bill truly believes that with hard work he can get A on the

final exam, If Bill believes he has neither the ability nor the opportunity

t achieve high performance, the expectancy will be low, and so will be
IS motivation.

P — O expectancy means that successful performance of a task will

];ad to the desired outcome. -
20r example, if an A on the final exam 1s likely : _
Calculus course, then Bill’s P — O expectancy will be high. Bill r;}ay
talk to the professor to see whether an A will be sufficient to earn 1lrln
the B in the course. If no, he will be less motivated to study hard for the

nal exam,

ely to produce a B in

Imp]ications for managers: Managers must try to find a matCh between

i i ¢
4 Subordinate’s skills and abilities and the. job <,iemands. 'l(“io flnzreat\l::e
InotiVation, managers can clarify indinduals needs, Z u: o
-out.comes available from the organization, anq ensure Sla
lndl\.'idllal has the ability and support needed to a'ttaer outcomes.
otlvating people should come down 'tO three thlllgS. o effort will
Effort — encouraging the belief that making mo

improve performance. ) . f
Pellr)fonnaice _ encouraging the belief that a high level ©

ill bri ward.
performance will bring a good e ' )
W ¥" Outcome — making sure that the rewar.d is attr;)cg;/iigh.
hen these variables are high, we expect motivation

127



T JobiDésign for Motivation T

Job in an organization is a unit of work that a single employee within
the organization is responsible for performing. Jobs arc important
because performance of their components may provide rewards that
meet employees’ needs. Managers need to know what aspects of a job
provide motivation as well as how to compensate routine tasks that
have little inherent satisfaction,

Job design is work arrangement (or rearrangement) aimed at reducing
or overcoming job dissatisfaction and employee frustration arising from
repetitive and mechanistic tasks,

Through job design, organizations try to raise productivity
levels by offering non-monetary rewards such as greater satisfaction
from a sense of personal achievement in meeting the increased
challenge and responsibility of one's work. Job enlargement, job
enrichment, job rotation, and job simplification are the various
techniques used in a job design process (Figure 8.5).

Job simplification — job design technique in which Jobs are broken into
relatively simple tasks. It aims at greater productivity through reduced
application of mental and/or physical effort,

Job Rotation — job design technique in which employees are moved
between two or more Jobs in a planned manner. The objective is t0
expose the employees to different experiences and wider variety of
skills to increase Job satisfaction and 10 cross-train them,

Job Enlargement — job design technique in which the number of tasks
associated with a job is increased and appropriate training provided 10
add greater variety to activities, thus reducing monotony. It is 2
horizontal restructuring method in that the job is cnlarged by adding
related tasks. Job cnlargement may afso result in greater workforct
flexibility.

Job Enrichment — job design techni
enlargement concept. Job enrichme
satisfaction by increasing the Jeye] of
1S a vertical restructuring method
additional authority, autonomy, and
accomplished. Also called Job enhanc

que that is a variation of job
nt adds new sources of job
Tesponsibility of the employee. It
in that it gives the employe?
control over the way the job 15
€ment or vertical job expansion.
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Figure 8.5 — Types of Job Design
p—

Job Simplification Job Rotation

Worker A Worker B Worker C Worker A —-Worker B——pWorker C

Task Task Task
1 2 3
gy

Job Enlargement

Waorker A

Theory X and Theory Y for Morivation

h Doug}as McGregor formulated two ;‘h?;)lri(;s 1of human behavior:;
®0ry X and Theory Y are summarized in Table 8.1.

Douglg’ll;l igcj(j}rcgor's Theory X assumes that peopl:; a;;r ::zg;:
Ihf!y don't want to work, and it is the job of the managerl fonrwiey
Soerce them to work. ,McGrCBOT'S Theory X makesk tIllrd will do
SSumptio g (1) The average human being dislikes Wordacontmlled
am’fhing o get out of it; (2) most peOple must be COefCew'ork towar(i
derCted, and threstened or punished to get them to

i ing prefers to

ﬁggsnlzmional objectives; and (3) the ﬂVEf}?gerggﬁigIS‘E&gg gmbition,
1 5 . G R as

hy ected, wishes to avoid responsibility,

Places jop security above ambition. ol S dstigmsteatiin
ACCording i s e e d failure to perform

8K ivati i ‘ employee ana fal ‘

s i;l\/e and motivation lies with thetivatp; g oxirinsic ewards o

ag ;. O Ber fault, Employees are mo

ey, promotions, and tenure.

injt;
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Table 8.1 — Assumptions of Theory X and Theory Y

Assumptions of Theory X Assumptions of Theory Y
Employees dislike work and | Employees like work
will avoid it if it is possible
Employees must be controlled, | Employees arc sclf-controlled,
directed, and punished to make | self-motivated, and self-directed
them work
Employees want to escape | Employces seek responsibility,
responsibility they are creative and innovative

Theory Y suggests employees would behave differently if
treated differently by managers. Theory Y assumes that higher-order
needs dominate individuals. The set of assumptions for Theory Y is (1)
the average human likes work and it is as natural as play; (2) people
will exercise self-direction and self-control in order to achieve
objectives; (3) the average human being not only accepts but also sccks
responsibility; (4) human beings are creative and imaginative in solving
organizational problems. If productivity is low and employees arc not
motivated, then it is considered failure on the managecr's part.

A few companies still use Theory X management, but many arc
trying Theory Y techniques. These human relations and behavioral

approache‘s added important contributions to the study of management
and organizations.

CASE STUDY: Theory Z

William OQuchi studied management practices in the United
States and Japan and developed Theory Z. Theory Z combines element’
of both U.S. and Japanese management styles and is sometimes called
qapa?ese Manfgement. It 1assumes that the best management styl
involves employees at all | izati i
chara;c{eﬁstics included in The(f;/; l; a?ri lﬁzg-;ﬁnéﬁt]&n.m:rﬁeclﬁz
specialized career paths, informal control, group decisiorljl n?],aking, an
concern for the individual rises abovye work-related issues. This tl‘,neofy

satisfies both lower order and hj gher order needs

130

Looking out for employees' well being satisfies the lower-level
needs. Incorporating group processes in decision making satisfies
middle-level needs and encouraging employees to take responsibility
for their work and dccisions satisfy higher-level needs. Many firms are
increasing productivity by placing more emphasis on group decision-
making and teams. Firms are also showing more concermn for family-
related issues like childcare, flexible work schedules, and
_telecommuting,

[

E{itrinsic reward

Key Terms J

Job simplification

lerarchy of Needs Theory Motivation .
trinsic reward Motivation content theories

1eb Motivation process theories

Job dGSign Motivation reinforcement theorics
°b enlargement Referent
°b enrichment Theory X
% Totation Theory Y

Q Discussion Questions _]

otivational problem for many
motivated X-ray
orts. How might
d increase their

i' LoW-paid service workers rcprc§ent am l
0mp_al’lles. Consider the ill-trained and poorty
thachme operators trying to detect weapons In aip
ese pcople be motivated to reduce boredom an
attention?
2. Op

. ~0€ small ¢ recognizes an
giv ompany g

month, who is
the front door.

tive motivation associated with

employee of the

: dent”’ near
®1 a parking spot next to the president's space

13t theories would cxplain the posi
3 15 pOllcy? .
Campbely Soup Company reduces accl

dents with a lottery. Each
'Xer who works 30 days or more without losing @ day fo

r a job-
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related accident is eligible to win prizes in a lottery. Why has this
program been successful?

4. If an experienced secretary discovered that she made less moncy than
a newly hired janitor, how would she react? What inputs and outputs
might she evaluate to make this comparison?

5. Would you rather work for a supervisor high in need for
achievement, need for affiliation, or need for power? Why? What are
the advantages and disadvantages of each?

6. Many organizations use sales contests and motivational speakers to
motivate salespeople to overcome frequent rejections and turndowns.
How would these devices help motivate salespeople?

7. What characteristics of individuals determine the extent to which
work redesign will have a positive impact on work satisfaction and
work effectiveness?

L Experiential Exercise :_j

TEST 1: Theory X and Theory Y Scale

The following are various types of behavior that a managel
may engage in when relating to subordinates. Read cach statement and
rate cach one in terms of the extent to which you would usc that
behavior, according to the following scale,

1. Make a Great Effort to Do This

2. Tend to Do This

3. Tend to Avoid Doing This

4. Make a Great Effort to Avoid This

I. Closely supervise my subordinate
1234

2. Set the goals and objectiv
merits of my plans. 123 4
3. Set up controls to
1234

4. Encourage my subordinates (o set their own goals and objectives.
1234 .

$ 10 get better work from them.
¢s for my subordinates ang sell them on the

assure my subordinates arc getting the job done.
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3. Make sure that my subordinates’ work is planned out for them.
1234

0. Check with my subordinates daily to see if they need any help.
1234 -

1. Step in as soon as reports indicate that the job is slipping. 123 4
8. Push my people to meet schedules if necessary. 12 34

9. Have frequent meetings to keep in touch with what is going on.
1234

10. Allow subordinates to make important decisions.
1234

SCO]" .
Subtract cach of your scores for Questions 4 and 10 from the :mmbcn J.
Then, add the 1otal points and mark your score on the scale below.

E CASE STUDY: Bloomingdale’s %

Bloomingdale’s is at the forefront of a quiet rcvloluncinnl};
dCPartment store retailing. Thousands of hout:ly salc:% P chth ‘1 e
“Ing converted to commission pay. Bloomingdale’s hopést% :tf:r
“OMmissions to motivate employees to work GpEEs B [:att'mc-qnf le
5 ®speople, and to enable them to carn morc money. or i\: wpm;'
Under the o) plan, a Bloomingdale’s salesperson in WO]-nmnc; 0.5%
Would eqpy about $16.000 a year, based on v PR 1110111 ?nm! .I;éiy
COMmission on $500,000 sales. Under the ncw’pmuj(;mla; ‘
Would pe $25,000 based on 5% commission on 330(?’001 Sg Cs-'rloon is
John Palmerio, who works in the et 3 550 1'1‘\!81"!”;-‘ of
Mhugiaggic about the changcover. His pay has mcreﬂslc (E:I:':s‘ an: “less
QS per week. But in women's llﬂgcne‘k :I;[?f%};ult to achieve
b“th}lsmstic. A target of $1,600 in sales per ¥ T_‘rcicvious salary and even
18 Necessary for salespeople to eam e pt‘cc of commission pay
°°P their jobs. In previous years, the pact liances, and men’s
‘»‘qu limiteg to big-ticket items such as furmture, app i e ;ls el but
Hits, The move ?nto small-itcm purchases may ot
“Mingdale’s and other stores arc trying {?nyWiP’-’ can create more
One question is whether [3!00:"1111}5,1‘}§i gns 00;11111i35i011- They
Cr-oriented salespeople when they wot

“Ustory,
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may be unwilling to handle complaints, make returns, and clean
shelves, preferring instead to chase customers. Morcover, it cost
Bloomingdale’s about $1 million per store to install the commission
system because of training programs, computer changes, and incrcased
pay in many departments. If the overall impact on service is negative,
the increased efficiency may not seem worthwhile.

Source: R. Daft, D. Marcic. Management: The New Workplace.
International Student Edition/ 2007. p. 509

Questions:

1. What theories about motivation underlie the switch from salary to
commission pay?

2. Are high-level needs met under the commission system?

3. As a customer, would you prefer to shop wherc employecs are
motivated to make commission?
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CHAPTER 9: TEAMWORK IN ORGANIZATIONS

Tcams are powerful management tools, bccause they involve
and empower employees. Teams can be created within organizations in
different ways. Thus, workers are more satisfied, and higher
productivity and product quality typically result. Teams are an
Important aspect of organizational life, and the ability to manage them
1s an important component of manager and organization success.

What is a Team?

Team - 2 or morc pcople who interact and coordinate their work to

accomplish a specific goal.
This definition has 3 components: .

1) 2 or more people are required. Teams can be quite large, running to
A4S many as 75 pcople, although most have less than 15 people. .

People in a team have regular interaction. People who do not interact
do not compose a team. ,
3) People in a tcam sharc a performance goal, whether it is to design a
NeW product or writc a textbook.

The Difference between Groups and Teams:
. Although a team is a group of people, two t
terchangeabie.

Team = Group, but Group # Team
For Cxample, a coach can put together a group of people but he may
"ever build a tcam. The team concept implies the sense of shared

fssion and collective responsibility.

erms are not

GI‘O
RS Team _
~ Des.ig“ated lcader ~ Shares/rotates leadership role

- Accountable to each other
- Collective work products
- Encourages open-ended

. ndfvidufll accountability
N Mividual work products
Uns efficient meetings

- Uiscusses, deci slegatc discussions
ecides, dclegates .
0 Lo ’ ; decides, shares
™k to individuals - Discusses, :
work
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Tvpes of Teams

Formal Self-directed
Teams
Vertical ~ Horizontal ~ Special-purpose
Team Team Team

Formal Teams:

Formal teams arc created by the organization as part of the formal
organization structure. Two common types of formal teams are vertical
and horizontal illustrated in Figure 9.1. A third type of team is 2
special-purpose team.

1) Vertical team — a formal tcam that s composed of a manager and his
subordinates from one department; sometimes called functional of
command_team. Vertical teams include employces from different
hierarchical levels. So, each department in the organization is a vertical
team. A financial analysis department, a quality control department, ab
accounting department, and a human resource department are all
command teams. Each is created by the organization to attain spcciﬁC
goals through members’ joint activities and interactions.

2) Horizontal team — a formal team that is composed of employces
from the same hierarchical level byt from different departments.

horizontal team is drawn from several departments, is given a spcciﬁc
task, and may be dismissed after the task is completed. Such tcams art
also called cross-functional teams.

3) Special-purpose team — 3 oy
and dismissed once a project is
comprise employees only from
for developing a new product 1j
of the formal organization ap
members perceive themselves

team is also called projecs team.

m that is created for special project’
completed. Special-purpose team may
marketing and production department
ne. A Special-purpose team is still patt
d has its owp reporting structure, bt
45 a scparate entity. Special-purpos°

136

Figure 9.1 - Horizontal and Vertical Teams in Organizations
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--._._Se'f-l)irected Teams:

Se[f-Directed Team — a group of people, usually employees mha
Compauy, who combine different skills and talents to work without t 1e
SSual Managerial supervision toward a common purpose or 5035
YPically, 4 self-directed team has somewhere between two Ec‘inl ine
Members, An optimal tcam is said to be between five and m
Members, : 's mission
Members of self-directed teams use their companys nfuuls and
statement to develop their purpose, which l_mlst be meainmg e
ieneﬁciﬂ1 to the company. Purposcs might include p rObasgl Sp(:‘oduz;
: CTeasing sales and productivity, carcer raming,

Mpy,
Provement. work together.

. ey want 1o
Team members must decide how they ce on the rules

CCaye. ey must agr
AUSe a manager or boss does not lead, they Some teams create @

h deadlines for accomplishing their QUTPOS:&G 4 of cach member. If
CFor set of rules that describe what is €Xp
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problem arises during the course of a project, the team members work
together to provide a solution.

In order for a self-directed team to succeed, the company or
organization must provide a meaningful mission statement to the tcam,
empower the team to do what it nceds to do including making
important decisions, support the team, establish and provide the
boundaries, rules, and company policies, and train the members with
the skills and knowledge needed to accomplish their purpose. But, in
the end, the team is held accountable for the success or failure of a
project.

Self-directed teams are typically permanent teams that include
the following elements:

v Employees with several skills and functions

v Given access to various resources — information, equipment
machinery, and supplies needed to perform the complete task

v Empowered with decision making authority, select new

members, solve problems, spend money, monitor results, and
make plans for future

Characteristics of Teams

Managers are trying to design teams for greater effectivencss:
They have to take into consideration team characteristics which affect

team dynamics and performance. These characteristics include: Sizés
Diversity, and Member roles.

1) Team Size:
v’ Ideal size is thought to be 7 members;
v Variafions of teams from 5 to 12 members typically ar®
associated with good team performance;
4 Smal[ teams (2-4 members) show more agreement, ask mor¢
questions, exchange more opinions. Team members ,want to g
along_wnh one another. Small teams have more satisfaction and
enter into more personal discussions,
Lgrge teams (12 or more) tend to have more disagreements and
differences of opinion, form subgroups, conflicts among the!®

often occur. Large teams te i
. nd to be le at
absenteeism are higher. > friendly, tumovet

v
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2) Diversity:

Since tcams rcquirc a variety of skills, knowledge, and
experience, it seems likcly that diversified teams would be more
effective than homogeneous ones.

Diversificd teams tend to: .
v" Produce more innovative solutions to problems;
v Become a source of creativity; -
v Functional, racial, national, gender diversity have a positive
impact on work team performance

3) Team Member Roles:

For a team to be successful over the long run, it must be
Structured so as to both maintain its members’ social well-being and
accomplish its task. In successful teams, the requirements for task
Performance and social satisfaction are met by the emergence of two
types of roles. . ‘

Figure 9.2 illustrates task specialist and socioemotional roles in
teams. When most individuals in a team play a social role, the team 1S
Socially oriented. Members do not criticize or disagree w‘ith one another
and do not forcefully offer opinions or try to accomplish team tasl'cs,

€Cause their primary interest is to keep the team happy. Teams with
Mostly sociocmotional roles can be very satisfying, but they also can be
Unproductive,

OCioemotional role — a role in which the individual
O team members’ emotional needs. sk

At the other extreme, a team made up primarily o ast

“Pecialists will tend to have a single concern for task accomp.llshmel‘; .

IS team will be effective for a short period of time but will nolt_mz
Sansfying for members over the long run. Task spe;cxahsts convey t;am
emotional concern for one another, are unsupportl\{e, and 1gnore "

Members> social and cmotional needs. The task-oriented team can

1:;}‘0”988 and unsatisfying.

. % Specialist role — a role In W .
e and energy helping the team to reach 1ts g0
role As Figure 5.2 illustrates, some team me
" Such people often become team leaders.
tas]? I'role - 3 role in which the in¢wdual bot
and supports members’ emotional needs.

provides support

hich the individual spends personal
al |
mbers may play a dua

h contributes to the team’s
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Figure 9.2 — Team Member Roles

High |JYask Specialist Role Dual Role

Focuses on task accomplishment
over human needs.

* Focuses on task and people. May
be a team leader.

Important role, but if adopted by
everyone, team’s social needs
won't be met.

° Important role, but not essential if
members adopt task specialist and
socioemotional roles.

Socicemotional Role

Member
Task

Behavior Non Qarticigator Role

* Contributes little to either task or
people needs of team.

* Focuses on people needs of
team over task.

* Important role, but if adopted by
everyone, team'’s tasks won't be
accomblished. —

* Not an important role-if adopted
by too many members, team will
Low disband.

Low Member Social Behavior High

The last type of role is called nonparticipator role-
Nonparticipators typically are held in low esteem by the team.
Nonparticipator role — a role in which the individual contributes little
to either the task or members’ socioemotional needs.

The most important thing for managers to remember is that
effective tcams must have people in both task specialist and
socioemotional roles. Humor and social concern arc as important 10
team effectivencss as are facts and problem solving. Managers als®
should remember that some people perform better in one type of role.

Stages of Team Development

After a team has been created, t
which it develops (Figure 9.3).
teams. Recall a time when you
class assignment. Over time the
members had to get to know o
divide the labor, and clarify th

here are distinct stages through
New teams are different from matur€
were a member of a new team to 40
team changed. In the beginning, tea®
ne another, establish roles and norms:

¢ team’s task. In this way, cach tea™
member became part of an operating team, The challenge for leaders is

to understand the stages of team de
. cvelopment and cti at wil
help the group improve its functioning, P take action th
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1) Forming is characterized by orientation and acquaintance. Members
are getting acquaintcd, test each other for friendship and task
orientation. Uncertainty is high at this stage, and members usually
accept whatever power or authority is offcred by either formal or
informal leaders. - o

2) Storming is the stage of team development in which individual
personalitics, roles, and resulting conflicts emerge. One subgroup may
disagrec with another over the total team’s goals or how to achieve
them. .
3) Norming is a stage in which conflicts developed during the storming
Stage are resolved and tcam harmony and unity emerge. Members come
to accept and understand one another and they develop a sense of team
Cohesion. This stage typically is of short duration. ‘

9 Performing is a stage in which members focus on problem solving
and accomplishment of the team’s task. Mcmbers are committed to the
feam’s mission. During this stage, the leader should concentrate 0£
Managing high task performance. Both socioemotional and tas
Specialists should contribute.

.\
Figure 9.3 _ Stages of Team Development

Adjourning:' ‘
Task completion
Leader: Bring closure,

signify completion

Performing:

Cooperation, problem solving

Leader: Facilitate task accomplishment

: Nbrming:‘h _ L
i r and cohesion -~ : .
Establishment of order an :
Leader: Help clarify team roles, norms, values
e
Storming:
Conflict, disagreement

Leader: Encouragé participation
R
Forming:

o k the ice
Orientation, brea | interchang€s

Leader: Facilitate socia
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5) Adjourning is a stage in which members prepare for the team’s
disbandment. Task performance is no longer a top priority. Members
may feel strong cohesiveness, depression or even regret over the tcam’s
disbandment. They may feel happy about mission accomplishment and
sad about the loss of friendship and associations. At this stage the
leader may give rewards for the task accomplishment.

Team Cohesiveness

Team cohesiveness — extent to which team members are attracted to the
team and motivated to remain in it.

Members of highly cohesive teams are committed to team
activities, attend meetings, and are happy when the team succeeds.
Members of less cohesive teams are less concerned about team’s
welfare. High cohesiveness is normally considered an attractive feature
of teams. :

The outcome of team cohesiveness can fall into two categories
— morale and productivity. As a general rule, morale is higher in

cohesive teams because of increased communication among members
a friepdly team climate, maintenance of membership because ©
commitment to the team, loyalty, and member participation in tcam
decisions and actions. High cohesiveness has almost uniformly good

effects on the satisfaction and morale of team members.

Key Terms

/de?un;ing stage Special-purpose team

ual role Task specialist role
Horizontal team Team
Nonparticipator role

Team cohesiveness

Self-directed team Vertical team

Socioemotional role
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| Discussion Questions

1. Volvo went to sclf-directed tcams to assemble cars because of the
need to attract and kecp workers in Sweden, where pay raises are not
motivator and many other jobs arc available. Is it a good reason for
using tcam approach? Discuss.

2. What are the five stages of team development? What happens during
cach stage?

3. When you arc a member of a team, do you adopt a task specialist role
or socioemotional role? Which role is more important for team’s
effectiveness? Discuss.

4. Once a company had 40% of its workers and 20% of its managers
resign during the first year after rcorganizing into teams. What might
account for this dramatic turnover? How might managers ensurc a

Smooth transition to teams?

—

Role Playing: show how your team,
Passes through stages of tcam development.
Participate. A leader must show his behavior in cach. sta
Must preparc colorful posters (you may use paints, markers, or
omputer printouts) of A4 format where names of each stage are
SUpposed to be written. You should assign the co!or to t?ach stage

ich, in your opinion, best corresponds 1o it. _Mammqm tllmet th:t :
team may spend for the role playing is 5 minutes (i.e. 1 stag
Iminuge, ot more). Be creative!

EASE STUDY: Team Development at Hyundai B

has been

h Learning and development company True I:ilon(l;re :ffective

elping staff at Hyundai Car UK to develop closer an ;nare o

Orking rclationships. Hyundai Car UK'S import tez::‘l The teams do

ell ury Docks and handle over 33,000 cars every );]e " B elivery
verythi“g from unloading the vehicles throug

Homework J

which prepares a Business Plan,
t. All team members must
ge. Each team
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inspections and the fitting of special items such as alarms and music
systems.

Managers at Tilbury wanted to improve the collaboration, and
help their staff each get a better understanding of others' roles and daily
pressures. Staff at Tilbury is split over three arcas — (1) office,
administration and managers; (2) workshop staff; (3) and drivers.
Although these three groups of people work together, their roles are
separate so there was little understanding or empathy’ with colleagues'
daily issues. Rob Gearing — import operations manager at Tilbury,
called in learning and development company Truc North, to help.

Andy Parker, True North's managing director, recalls: "I went
to Tilbury and discussed the teamworking issues in detail, listening t0
Rob and his team to understand how we could affect some meaningful
change; something that would deliver real business benefits. We
discussed how team issues affect the business, and what the best
possible outcomes would be from some kind of lcarning event. Rob
wanted to develop more of a sense of team, get people to really
understand each other and work together better. Like many businecsses
the sheer pace"‘ of the working day doesn't always give time for people
to appreciate each other as people — you often only get time to do that
when you meet outside of the working environment. We decided that
this was the solution."

True North was engaged to develop a team building day:
Althpugh the day wasn't going to be a 'corporate jolly™, it was decided
’fhat it should have a strong fun element, as a reward for the tcam hitting
its car-processing target.

. True North .developed a series of team building activitie$
which were all designed to get people interacting on morc than 2
superficial leyel, S0 th"clt_ they would learn how to better collaboraté:
S?mc olf the hghtcr actlylties included a 'racing challenge' where tcams
ofpope r i gt lr vt s of ke S
"Even the fun activitie 1{) ion, while building team awarenes®

s allow us to get people to think abouf

1 .
) Empathy IMIIATHS, COMYBCTBHE; CONEPEKUBAH e
Sheer pace — rapid speed

3o .
\ Corporate jolly — xopnoparusnas panocts
To be pitted against
p 2 each other - Gty CTPaB/IEHHBIMH NPOTHB APYr APYrd

144

themselves and others and give us a means of promoting key
messages," said Parker. True North also ran three facilitated sessions,
each using two professional coaches, to get people to think and talk
about how things worked in the workplace, and what it would take to
make the workplace better. .

Participation during this kind of session is the key to success —
the coaches help people openly explore issues and collaborate to
propose solutions. "This rcally allows people to communicate thqlr
issues — and to get others to understand and empathize with themz" said
Parker. "It also enables cveryone to work as a team, to create their own
solution. It's this kind of thing that really changes the way 'that people
work - they carry this back to the workplace and then act on {t."

The day was held off-site, away from the distractions of the
business, and had an almost 100% attendance rate. "We' got some
fantastic feedback," said Parker. "People were telling us that it's the best
event of this type that they've becen to. And, what's more important, 1t
has had a real impact on the business. So many of these types of events
are a waste of money, or just embarrassing to attend. We've all seen
how painful they can be, from episodes of The Ofﬁce!'But properly
Tun, with defined goals and professionally managed sessions, they can
really get people thinking and changing how they \york |f:or the better,
Tesulting in a stronger tcam and a morc cffective business.

Clive Beer, Hyundai's Operations Planning & Development

anager commented, "It was really pleasing to € everybody, without
CXception, joining in and getting involved. There was good co-
OPeration across all the different departments and the challenge _fo(g
Cverybody at Tilbury now is to ensure that the good work is came

orWard'll
(.

%J http:/hvww.training

* What were the problems faced by Hyundai Car UK? Discuss.

- How djq Andy Parker manage these problems?

us
- What techniques would you recommend except those

Irector of True North?

reference.co- uk/news/gn041217. htm)

ed by the

145



CHAPTER 10: COMMUNICATION AND CONFLICT
MANAGEMENT

How important is communication? Communication is
extremely important in organizations. For example, when managers
perform the planning function, they gather information; write letters,
memos, and reports; and then meet with each other to explain the plan.
When managers lead, they communicate with subordinates to motivate
them. When managers organize, they gather information about the state
of the organization and communicate a new structure to others.

What is Communication?

Communication — a process by which information is exchanged and
understood by people, usually with the intent to motivate or influence
behavior.
* Manager spends 80% of every working day in direct
communication with others — 48 min/hour
e Manager spends 20% of every working day in communication
in the form of reading and writing -12 min/hour
Figure 10.1 illustrates the crucial role of managers in the
communication process. Managers gather important information from

Figure 10.1 - Manager’s Role in the Communication Process

External

Internal
Information

Information

Manager as Monitor
-info processor

-info communicator

R

Manager as Disseminator Manager as Spokespers?®
— communicates info to — communicates info to

subordinates people outside the org-n
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both inside and outside the organization and then distribute appropriate
information to others who need it. Effective managers use many
communication mecthods, including sclecting rich channgls of
communication, facilitating upward, downward, and hox:nzoptal
communication, undcrstandiﬁg and using nonverbal communication,
and building informal communication networks that cross

Organizational boundaries.

Communication Process Model
Many people think communication is. S}mplc. Aft_er Hal:;/ev\:re
Communicate every day without even thinking gpout it. (:1 ) 0;
Communication is usually complex, and opportunities fobr sen ul Eave
feceiving the wrong message are innumerable. 'Elo.dou tl,oyzodepicts
card someonc say, “But that’s not what I meant!” Figure 10.

OW communication process occurs.

: : ssage.
E"C'oding — selection of symbols with which to compose a me g

. \ i message for the
ecoding — translation of the symbols used in a g

Purpose of interpreting its meaning

Figure 10.2 A Model of the Communication Process
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Two common elements in every communication situation are
the sender and the receiver. The sender is anyone who wishes to
communicate an idea to others. The receiver is the person to whom the
message is sent. The sender encodes the idea by selecting symbols
(words, letters, body language, voice tone, etc.) with which to compose
a message. The message is sent through a channel. The channel can be
a formal report, a telephone call, or a face-to-face meeting. The receiver
decodes the symbols to interpret the meaning of the message. Encoding
and decoding are potential sources of communication errors, because
knowledge, attitudes and background act as filters and create “noise”
when translating symbols to meaning. Finally, the feedback occurs
when the receiver responds to the sender’s communication with a returt
message. Without feedback, the communication is one-way; with
feedback, it is fwo-way. Feedback is very important because it enables
the sender to determine whether the receiver correctly interpreted the
message.

Communications can break down if sender and recciver do not

encode or decode language in the same way. The sclection ©of

communication channels can determine whether the message 1
distorted by noise and interference.

Communication Channels

Managers have a choice of many communication channcl$
through which to communicate to other managers or cmployccs-
Managers can communicate through formal reports, memos and lettcrs:
clcc:tromc mail, telephone, and face-to-face talks. The channels
available to managers can be classified into a hierarchy based oF
information richness.

.C!mnne! richness ~ the amount of information that can b€
transmitted during communication.

Face-to-face discussion
permits direct experience, immedj
key point here for manager is to
best (Figure 10.3). It is importan
communication channel has ad
each can be an effective mean
circumstances. Channe| selectio

1s the richest medium, because it
ate feedback, and personal focus. The
choose a channel that fits the message
t for Managers to understand that cach
vantages and disadvantages, and tha!
$ of communication in the appropriat®
n depends on whether the message 18

148

Figure 10.3 — Channel Richness

Electronic mail |

Disadvantages :dvannt aIng
Impersonal T::i::ag
One-

e-way Fast feedback

Slow feedback

PR ST . High channel richness

Disadvantages
g:]o\ira'gtages No record
ides record Spontaneous

Premeditated

ily di Dissemination hard
Easily disseminated

Toutine or ponroutine. Nonroutine messages typically are ambiguous,
Concern novel events, and impose great potential for lmsqnderstandlllg-
Cy often arc characterized by time pressure and BUEpEIBe Managelrs
Can communicate nonroutine messages only by selecting rich chsnge 0sr
Outine messages are simple and straightforward. They convey ?1 it
Statistics or simply put into words what managers already agree O.the d
Understand, Routine messages can be effectively communi ‘a 0
TOugh a channel lower in richness. Wri“en.commumcangn the
shoulq be used when the audience is widely dispersed or when

¢ g OO0 ; d is required.
OMmunication is official and a permanent recor q

‘N‘g-'ll’_ei'hal Communication

aof"’erba[ communication — a Commumcéc;lon

“tions and behaviors rather than through - v s speak louder than
Most of us have heard the saymg ac;lonll tﬁe time, whether

Wordg» Indeed, we communicate writhaut WOres 2

€ realize it or not.

transmitted through
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Managers should learn that words themselves carry little
meaning. Major parts of the shared understanding from communication
come from the nonverbal messages of facial expression, gestures,
voice, mannerisms, posture, and dress.

Nonverbal communication occurs mostly face-to-face. One
researcher found three sources of communication cues during face-to-
face communication: the verbal, which are the actual spoken words; the
vocal, which include the pitch, tone, and timbre of a person’s voice; and
facial expressions. According to this study, the relative weights of these
factors in message interpretation are as follows: verbal impact — 7%,
vocal impact — 38%, and facial impact — 55%. To some extent, we are
all natural face readers.

A good manager should not only share information with others but also
he should be able to listen to others.

Listening requires attention, energy, and skill. Although about 75% of
effective communication is listening, most people spend only 30 to 40
% of their time listening, which leads to many communication errors.

CONFLICT MANAGEMENT

Conﬂ_t'ct —rival interaction in which one party attempts to contradict the
mtenttons or goals of another.

. Conﬂlqt 1s inevitable whenever people work together in teams:
Conflict can arise among members within a team or between one team
and another. Competition, which is rivalry among individuals or teams:
can have healthy impact because it energizes people toward high€’
performance.

Some conflict can actually be beneficial to teams. A healthy
level qf conflict helps to prevent groupthink, in which people are S0
committed to a cohesive team that they a}c unwilling to expres®
different opinions. When people in work teams go along simply for the
sake of harmony, problems typically result. Thys. 4 degree of conflict
leads to better decision making because mul;iple viewpoints ar¢
exprgssed. Among top management teams, for example, low levels ©
conflict have been founff to be associated with poor dccis’ion making.

However, conflict that is to strong, that is focused on ersond!
rather than work issues, or that 1S not manag,ed appropriately carF: be
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Figure 10.4 — The Relationship between Conflict and Performance

High 4

Performance

|
2
=
<l
«

Eo\v Moderate ngh
Amount of Conflict

. » ict can
damaging to the team’s morale and productivity. Too much conflict ca

¢ destructive, tear relationships apart, and interfere with the hea}ﬂ;y
exchange of ideas and information. Team leaders have to ﬁnFl the rig ;t

alance between conflict and performance, as illustrated in Figure 10.4.

00 little conflict can decrease team performance because the teax?
doesn’t benefit from a mix of opinions and ideas — even d1sa,cg;reemkc;rllql :
™ that might lead to better solutions or prevent fhe: featn fooms, 00: hz
Mistakes, At the other end of the spectrum, t00 much conﬂlnct outwlexf,fee
the team’s cooperative efforts and leads to a decrease in emp Oflnt
Satisfaction and commitment, hurting performance. A mod'eralte Elu'm:]est
of confl Pr—— appropriately typically results in the hig

CVels of performance.

Causes of Conflict

Sevc ; in conflict: :
®veral factors can cause people to engage 1 €0 rmation, and supplies.

. info
v’ Scarce Resources: include moncy, mf rces, which throws
Individuals may wish to increasc their resources,
them into a conflict.
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v Jurisdictional Ambiguities: conflicts emerge when job
boundaries and responsibilities are unclcar. When task
responsibilities are well defined and predictable, people know
where they stand. When they are unclear, people may disagree
about who has responsibility for specific task. .

v' Communication Breakdown: poor communications result in
misperceptions and misunderstandings of other people and
teams.

v’ Personality Clashes (Conflicts): a personality clash occurs
when people simply do not get along or do not see eye-to-€ye
on any issue. Personality clashes are caused by basic
differences in personality, values, and attitudes.

Y Power and Status Differences: occur when onc party has
disputable influence over another. People may engage in
conflict to increase their power and influence in the team of
organization.

V' Goal Differences: conflict often occurs simply because peop!e
are pursuing different goals. Goal differences are natural in
organizations. For example, the sales department may have
goals that conflict with those of the manufacturing.

Styles to Handle Conflict

In any conflict a person will have one of three possible roles:
v

initiator — the person who confronts another person about 2
conflict with a view to resolving it

v’ responder — the person confronted by an initiator
v

mediator — the person who brings conflicting parties togethe’
and helps them to resolve the dispute

Teams as well as individuals develop specific styles for dealing
with conflict, based on the desire to satisfy their own concern versus ¢
other party’s concern. A model that describes five styles of handling
conflict is shown in Figure 10.5. The two major dimensions are th°

extent to which an individual is assertive versus cooperative in his of
her approach to conflict.
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Figure 10.5 — A Model of Styles to Handle Conflict

i °
High °Competing Collaborating
Assertiveness Compromising
(thinking about .

own interest)

Avoiding Accommodatin.g'

Low | .
Hig
Low Cooperativeness ,
(thinking about another party’s
intcrest)

Compeing Style (Forcing Style) is used when you siress yout positon
Without considering other points of view. The goallls t:)o \; ke quick
conflict. The competing style is used when a person ]aess To develop
action, make unpopular decisions, of handle vital 1333 e e sour
this style you must develop your ability to argue an ; lea;n o state
fank or position, assert your opinions and feelings, an

Your position and stand your ground. d
Overuaslc of thisy style can lead to lack of feedback, reduce

}eaming, and low empowerment. This can result in bcmsgt sllérrzlil{lc:]cduzz

Yes-Men, Pcople who overuse the f:ompetmg leills raining

Provocative statements duc to a lack of mterpersm}?1 S oS

e0 overuse is taken to an cxtreme, the person Wi dccd o ation.

¢ implementation of the task by withholding nlfl:in oy using eye

@lking behind another person’s back (“back-sta ovalg > d croating
Motions and gestures designed to express disapprovas,

Siractions by fiddling or interrupting‘t lc leads to a lowered level ‘?f
. Underuse of the competing Styi mpeting style is
Mluence, indecisiveness, and slow action- Wherlilt]l::elucdoc qustifyiﬂg the
Underygeq some behaviors that people show
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behaviors, demanding allowance as a condition of working on the
problem, threatening separation as a way of making others give in, and
launching personal attacks.

Avoiding Style is used when you neither satisfy your interests nor
interests of the other person, the goal is to delay. This style is
characterized by low assertiveness and low cooperativeness. It is
appropriate to use this style when there are issues of low importance, to
reduce tensions, or to buy time. Avoidance is also appropriatc when
you are in a low power position and have little control over the
situation, when you need to allow others to deal with the conflict, of
when the problem is indicative of a much larger issue and you need t0
work on the core issue. To develop skills in this style use foresight in
knowing when to withdraw, learn to avoid loaded questions or sensitive
arcas by using diplomacy, become skillful at creating a sense of timing
and practice leaving things unresolved.

Overuse of the avoidance style can result in a low level of input
and allowing issues to worsen, which can produce a breakdown in
communication between team members. This can restrain
brainstorming sessions from being productive and can prevent the teaim!
from functioning. People who overuse avoidance feel they cannot speak
fraqkly without fear of consequences. The overuse of conflict
avoidance can often be a result of childhood expericnces, past work®
relateq incidents, and negative experiences with conﬂic; resolution
Behaviors associated with the overuse of avoidance include being
silent, sullen, and untruthful when asked if something is wrong being:
A person also begins to be negative, critical and sarcastic. Othef
extreme avoidance behaviors include becoming passive aggressive b
!;)emg late and not paying attention at meetings. It also lends a great”
importance to this stxlc as compared to the other styles becausc you
have de‘l’j’rtl‘él‘l:u“;h zfd:;l;rzgz?(;:r?:te atmlount of time to the style. o
feelings. In addition, work can l;: Sy'e results in h.o stility and

. ccome overwhelming because 1€

many issues are taken seriously at L i 10
. .o once’ re t t
prioritize and delegate. sulting in an inability

Cg;}:]{r]otztfsttrlg Sg;le_ is finding a middle point or sacrificing some qf
your mterests and giving to another person’s interests. This style 15
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moderately assertive and moderately cooperative; the goal is to find
middle ground. The compromising style is used with issues of moderate
importance, when both parties are equally powerful and equally
committed to opposing views. This style produces temporary solutions
and is appropriatc when time is a concern, and as a support for the
competing and collaborating styles when they are unsuccessful in
resolving the situation. Compromising skills include the ability to
communicatc and keep the dialogue open, the ability to find an answer
that is fair to both parties, the ability to give up part of what you want,
and the ability to assign value to all aspects of the issue.

Overuse of the compromising style leads to loss of long-term
goals, a lack of trust, creation of a cynical environment, and bexqg
viewed as having no firm values. Overuse of compromisc can result. in
making special consideration to keep people happy without resolving
the original conflict.

Underuse leads to unnecessary disagreements, frequent power

Struggles, and incffective negotiating.

COIIaborating Style is used when a person wants to satisfy both sides.
‘I‘t is highly assertive and highly cooperative; the gc_)al is to.ﬁndda
_Win/win” solution. Appropriate uses for the collaborating style 1n<.:l\.1 e
INtegrating ~ solutions, learning, merging pers.pectlves, gamng
ommitment, and improving relationships. Using this style can SUPPO?(
Open discussion of issucs, task proficiency, equal distribution of wor »
Mong the team members, better brainstorming, and development 0
Creative problem solving. This style is appropriate to use frequently :{1 a
team environment. Collaborating skills include the ability to use active
Or effective listening, confront situations in a non-threatening way,
AMalyze input, and identify underlying Cconcerns. fing 100
Overuse of the collaborating style can lead to sp'ei)r}l'mg and
Much time on insignificant matters, diffusion of responsibility,

¢Ing overloaded with work. . .

Underusc can result in using quick
“Ommitment by other team members, disempPo
Mnovatign.

fix solutions, lack of
werment, and loss of

your interests in order

4 i . e
CCommodating Style is completely sacrlﬁcmgS associated with low

° Satisfy the interests of others. This style 1
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assertiveness and high cooperativeness; the goal is to give up. The
accommodating style is appropriate to use in situations when you want
to show that you are reasonable, develop performance, create good will,
keep peace, retreat, or for issues of low importance. Accommodating
skills include the ability to sacrifice, the ability to be selfless, the ability
to obey orders, and the ability to give up.
‘ Overuse of the accommodating style results in ideas getting
little attention, restricted influence, loss of contribution, and anarchy.
People who overuse the accommodating style exhibit a lack of desire t0
changg and usually demonstratc anxicty over future uncertainties. One
of their main desires may be to keep everything the same. When
accommodating is overused certain behaviors emerge. Some of these
emergent behaviors include giving up personal space, making "me" of
other victim statements, being overly helpful and then holding 2
grudge, and speaking in an cxtremely quiet almost unintelligible voice-
Underuse of the accommodating style can result in lack of
rapport, low morale, and an inability to give up. When the
accommodating style is underused a person may display apathy as 2

way of not addressing the anger or hurt, and make statements full of
innuendo and double meanings.

Effective leaders vary their st i 1

~ Effecti yle of handling conflict to fit 2
specific situation. Each of thesc five styles is appropriate in certaif
cases. Table 10.1 shows when cach style should be used.

__—-—/

Table 10.1 — The Use of Styles for Handling Conflict

relationship;

- time allows avoidance
Accommodating You win, I lose. - the maintainance of the
Style "] don't care that | relationship outweighs all other

much; have it your | considerations;
way." - the changes you agree to are not

important to you;

- the time to resolve the conflict is

limited
Co”lpl'omising You win some, | — the issues are complex and
Style win some. critical and there is no clear-cut

"Let's split the solution;
difference." - all parties have a strong interest

in different solutions;

- time is short
Collaborating You win, [ win. ~ the maintenance of relationships
Style "Two heads are is important;

better than one." - time is available;
- the conflict is between peers
(equal status, power )

Conflict
Management Inter i
Styles pretations Use this style when:
Competin :
(Fo,.lc’,-,, )g:q i YHOU.lose, [win. - the conflict is about personal
g) Style Might makes differences (e.g. values);
right." X e > .
ght. - the maintenance of relationship®
1S not important;
Avoiding Style You Tose Tios - conflict resolution is urgent
"d ¢, 11ose. | - your interest in the issue is not
rather not dea high;
with it " ’ i .
now. - confrontation would seriously
| damage an important working
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Onflict management

t Key Terms _]
Accommodating style Decoding
Avoiding style Disseminator
annel richness Encoding
Collaborating style Initiator
OMmunication Mediator o
Ompeting (Forcing) style Nonverbal communication
OMmpromising style Responder
onflict Spokesperson



r Discussion Questions I

1. Describe the elements of the communication process. Give an
example of each part of a model as it exists in the classroom between
teacher and students.

2. Some senior managers believe they should rely on written
information and computer reports because these yield more accurate
data than do face-to-face communications. Do you agree?

3. Why is management by wandering around considered effective
communication? Consider channel richness and nonverbal
communications in formulating your answer.

4. Is speaking accurately or listening actively the more important
communication skill for managers? Discuss.

5. Provide your own examples for each cause of conflict.

6. Assume that you arc a part of student project team and onc member
is not doing his or her share. Which conflict resolution strategy woul
you use? Why?

7. Do you think a moderate level of conflict might be healthy for an
organization? Discuss.

8. What is the relationship between team cohesiveness and tcam
performance? Explain.

| Experiential Exercise

Test: Listening Self-Assessment

Instructions: Choose one response for ecach of the items below. Bas¢

your choice on what you usually do, not on wh . crsol
should do. what you think a p

1. When you are going to lunch with a friend, you:

a. Focus your attention on the menu and then on the servic®
provided;

b. Ask about events in

. your friend’s li jon 10
what’s said: d’s life and pay attent
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c. Exchange summaries of what is happening to each of you
while focusing attention on the meal.

2. When somcone talks nonstop, you:
a. Ask questions at an appropriate time in an attempt to help the
person focus on the issue;
b. Make an cxcuse to end the conversation; .
c. Try to be patient and understand what you are being told.

3. If a group member complains about a fellow employee who, you
believe, is disrupting the group, you: N
a. Pay attention and withhold your opinions;
b. Sharc your own experiences and feclings about that
e .
CTXIC(&?\;VIedge the group member’s feelings and ask the group
member what options he or she has.

4. If someonc is critical of you, you:

a. Try not to react or get upsct; _
b. Automatically become curious and attempt to learn more;

c. Listen attentively and then back up your position.

cone tells you to change the
a person is wrong, so you:
d keep doing what you were

3. You are having a very busy day and som

Wway you are completing a task. You believe
a. Thank her or him for the input an
doing; . .
b. Tl%f to find out why she or he thinks you shoul;i chanic-i:;n "
¢. Acknowledge that the other may be right, tell her or y

arc very busy, and agree to follow up later.

6. When you arc ready to respond to someone else, ')tl‘ou(.)u believe it 1s
a. Sometimes will interrupt the persom 1 Y

necessary;

b. Almost always spcak pefore the other
talking; . ; ther has
c. Ra;gcly offer your responsc until you believe the o

finished.

is completely finished
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7. After a big argument with someone who you have to work with
every day, you:
a. Settle yourself and then try to understand the other’s point of
view before stating your side again;
b. Just try to go forward and let bygones be bygones;
c. Continue to press your position.

8. A colleague calls to tell you that he is upset about getting assigned to
a new job. You decide to:
a. Ask him if he can think of options to help him deal with the
situation;
b. Assure him that he is good at what he does and that these
things have a way of working out for the best;
¢. Let him know you have heard how badly he feels.

9. If a friend always complains about her problems but never asks about
yours, you:

a. Try to identify areas of common interest;

b. Remain understanding and attentive, even if it becomes
tedious;

c. Support her complaints and mention your own complaints.

10. The best way to remain calm in an argument is to:
a. Continue repeat your position in a firm but even manner;
b. Repeat what you believe is the other person’s position;

c. Tell the other person that you are willing to discuss the
matter again when you are both calmer.

Score Each Item of Your Listening Self-Assessment

2. (a) 10 (b) o € 5
3. (a) 5 (b) o € 5
4. (@) 5 (b) 10 (c) o
5 a0 (b) 10 (€ 5
6. a5 (b) o (c) 10
7. (a) 10 (b) s € O
8. (a) 5 (b) s (c) 10
160

9. (@ o (b) 10 () 5
10. (a) O (b) 10 ) 5

Add up your total score

C Practical Exercise B

Identify the most appropriatc conflict management style as:

d. compromising

a. avoiding X
e. collaborating

b. accommodating
¢ forcing

l. You have joined a committec in order to meet people. Your

. : i ing on
interest in what the commuttec does is low. While serving

another member. You realize that you have t
other party is using a forcing style.

2. You are on a task force that has to S€icC
four alternatives will all do the job. 1t’s th

service that people disagree on. .
3. You are a sl;lcs manager. Beth, onc of your competent sale

: u are
people, is trying to close 2 big sale. ?eutgza;fieyzn the
discussing the next step shcl will make. YO
strategy to use to close the salc. . ou

4. You e%ryc late on your way to an lmporltan:wr)f;ie::egz; )ﬁ)su );ee
leave your office, at the other end of t;‘? tead of working.
Chris, one of your employees, gooﬁ}lg of] 1tr115 It’s slow so you

5. You are over budget for labor this mlon ;work early. Kent
asked Kent, a part-time employee, o heea:/leeds the money.
tells you he doesn’t want 0 g0 because

lect a new computer. The
¢ brand, price, and
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r Homework j

Role Playing: Show the cause of the conflict at the workplace. One of
you will be initiator of the conflict, the other one will be responder.
Show how you can handle one conflict situation using two styles.
Prepare colorful posters of A4 format where cause of conflict and
gonﬂict styles are supposed be written. Maximum time for role playing
is 5 minutes (i.e. 1 scene = 2.5 minutes, not more). Be creative!

e

Team 1:
Conflict: Scarce Resources :: 1) Competing (Forcing) style
2) Accommodating style

"

Team 2:

Conflict: Jurisdictional Ambiguities <: 1) Collaborating style
2) Compromising style

Team 3:
Conflict: Communication Breakdown t:l) Avoiding stylc
2) Accommodating

. _—/
Team 4:
Conflict: Personality Clashes ? 1) Compromising style
2) Competing style

Team 5:
Conflict: Power and Status Differences t: 1) Avoiding style

2) Collaborating
Team 6:

Conflict: Goal Differences 1) Accommodating style

2) Compromising style
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L CASE STUDY: Workplace Conflict J

. Jennifer is a woman in her mid-thirties who is responsible for
staging and scheduling cvents for a corporation in Fresno, California.
She has been effective in her relationships with the public and with
Vend(_)l‘s for the events; however, she has not followed internal rules on
b00kmg familics as carcfully as she should have.

Steve, a mid-level manager in his forties, is responsible for the
Care,. maintenance and supcrvision of the facilities. He’s tired of
Jennifers failure to give him proper notification for scheduled events.

) Jennifer came to him with an cvent that needs to usc one of the
bu‘lqings that Steve is responsible for; however, she missed the
required two-week notification by one day, and Steve said, "No, too
]ate,. You nceded to get that to me yesterday in order to make it happen
ﬁn time." He was rude in his manncr and made it clear that Jennifer had

roken the rules for the last time.
Staff Jennifer returncd to her office told her story to all the clerical
S Sl_lc finally complaincd to her supervisor Dave that Steve wz:s n?t
i Pportive of the officc goals and refused to talk to her. He’s
nﬂc_’“b]C, and doesn’t understand that, when we arc dealing with the
gr‘:gllc, we have to work with their time-table as well." Dave liftcned,
s went to his boss, the division manager, Albert, who 1s"Steve s boss
% Well.. Dave communicated that Steve has nconsistently" used a non-

Pportive style in his job, and that "it is high time that something 1
One. about it." Albert listencd carcfully to Dave, and then sat with
®nnifer to listen to her opinion.
Dave h0nc further problem complicates
iSsue 1as had a long-standing dispute with
is s involving facilitics and lack of support for e offors
He I:eople are trying to do to enhance the program that.the 0 Ol::;m iy t(;
$0 V:eﬁ St_evc as fz}r too contrpllmg, and he t‘?lfes t]l1}sh<)l£)50itcs Y of
the ¢; the dispute with a "historical perspcctive in w1ll((i: e e nota
ong Fles that Steve has not come through as he shou e 116n-5l1pp0rt
from éSt, but there appears at first glance to be a pattern

teve towards Dave and his people.
Nge lBy.this time, Jennifer had madc
carg chavior and failure to bc supportive-
the story several times by then an

the issuc. It emerges that
Steve over a number of
the things Dave and

livelier the story of Steve’s
The office clerical Stf.iff had
d were whispering to
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themselves about Steve "going off the deep end" and "thinking he runs
the whole program.”

Finally, Albert met with Steve, and before saying anything
about what he has heard, he listened to Steve’s version of what
occurred in the dispute with Jennifer. Steve talks of the "several times"
that Jennifer had not made the deadline. On further questioning, it turns
out there were two other occasions. Steve was tired of her nqt
complying with simple rules, and so decided to make an issue of this
one and "teach her a lesson that will cost her something with the public
that she deals with." Steve knew that Jennifer had made the
commitment for the program and that she will be embarrassed publicly
if it failed to come off. Now he’s angry that the whole office is talking
about it, and that top management is now involved.

Questions:

1. What is the reason of conflict? Discuss.

2. If you were Albert which conflict resolution style would you use t0
handle the situation? Explain.

3. What would you say to Jennifer, Steve, and Dave?

CASE STUDY: Inner-City Manufacturing, Inc. j

The president of Inner-City Manufacturing Inc., Rich Langston:
wanted to facilitate upward communication. He believed an opcn—door
policy was a good place to start. He announced that his own door wa$
open to all employees and encouraged senior managers to do the same:
He felt this would give him a way to get early warning signals that
would not be filtered through the formal chain of command. Langsto?
found that many employees who used the open-door policy had been!
with the company for years and were comfortable talking to th°
president. Sometimes messages came through about inadequate policic®
and procedures. Langston would raise these issues and explain any
changes at the next senior managers’ meeting.

The most difficult complaints to handle were those from peopl¢
who were not getting along with their bosses. One employee, LeroY;
complained that his manager had overcommitted the dcpartrr;cnt an
put everyone under too much pressure. Leroy argued that long hours
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and low morale were major problems. But he would not allow Rich
Langston to bring the manager into discussion nor to seek out other
employees to confirm the complaint. Although Langston suspected that
Leroy might be right, he could not let the matter sit and blurted out,
“Have you considered leaving the company?” This made Leroy realize
that a meeting with his immediate boss was unavoidable. ,
Before the three-party meeting, Langston C(.)nt.acted Leroy’s
manager and explained what was going on. He mgnsted that .t_he
Manager come to the meeting willing to listen and without hostility
toward Leroy. During the meeting, Leroy’s manager listened actlvel’y
and displayed no ill will. He learned the prqblem from Leroy’s
Perspective and realized he was over his head in his new job. Aﬁer.the
meeting, the manager said he was relieved. He had been prqmoted into
the Job from a technical department just a few months etarher and ha,d
N0 management or planning experience. He welcomed Rich Langston's
offer to help him do a better job of planning.
(Source: Management, R. Daft, 2007, p. 761)

. ’ i
fi What techniques increased Rich Langston's commun
®tfectiveness? Discuss i
. : ' : rove
- Do you think that an open-door policy \yas the nglll(; waz :ﬁ lgn&;;s)t'())
Upward communications? What other techniques wou - tes‘7gD0 .}’0“
- What problems do you think an op en-sl(;or po!;cy e
Ink many employces are reluctant to usc 1t: Why?

cation
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CHAPTER 11: MANAGERIAL AND QUALITY CONTROL

Control is a critical issue facing every manager in every
organization today. Control, including quality control, also involves
office productivity, such as improved customer service, elimination of
bottlenecks and reduction in paperwork mistakes. In addition, every
organization needs basic systems for allocating financial resources,
developing human resources, analyzing financial performance, and
evaluating overall productivity.

Organizational control is a systematic process in which managers
regulate organizational activities to make them consistent with
established plans, targets, and standards of performance.

To effectively control an organization, managers must plan and
set performance standards, implement an information system that will
provide knowledge of actual performance, and take actions to correct
deviations from the standards. Managers need to decide whal
information is essential, how they will obtain that information (and
share it with employees), and how they should respond to it. Having the
correct data is essential. Managers have to decide which standards:
measurements, and metrics are needed to effectively monitor an

control the organization and set up systems for obtaining that
information.

Types of Organizational Control

Control can focus on events before, during, or after a proces®
For' example, a local automobile dealer can focus on activities before:
durn‘lg, or after sales of new cars. Careful inspection of new cars atl
cautious selection of sales employees are ways to ensure high quality O
profitable sales even before those sales take place Monitoring ho
salespeople act with customers would be considered -'control during th®

cars sold during the month of

Figure 11.1.
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Figure 11.1 - Types of Organizational Control

Feedback Control
Solves Problems
After They Occur

Concurrent Control
Solve Problems as
They Happen

Eeedforward Control

Anticipates Problems

Examples Examples Examples

4 Pre-fmplo_\-nmm » Adaptive culture » Analvze sales per
drug testing + Total quality emplovee

*Inspect raw materials management « Final quality

inspection
* Survey customers

*Hire only college

« Emplovee
Sraduates

self-control

=
=
e
E
=
e
=

OQutputs l

DF eedforward control — control that focuses on human, material, and
financig resources flowing into the organizatioq.; also cz_illcd
Prelr‘minm'y or preventive control. The purpose of this control is to
hsure  that input quality is sufficiently high cnough to prevent

; . careful
Problems when the organization performs its tasks. Example: carcfu

Mspection of new cars and cautious selection of sales c.mployecs.. _ :
Feedforward controls are evident in the seicctlonl anq hmng} ot
ew employees. Organizations attempt to improve tl.lc likelihood t :;]
*Mployecs will perform up to standards by ident%fymg the m:cesist v)é
Uls, using tests and other screening devices to hire people who 1:; :
th?se skills, and providing necessary training to upgrade 1mport
ki, ’ ° | .
9 Concurrent control — control that consists of momtormg c;:lg;)lliléf
CtiVities to ensure their consistency with established staudards.‘ ng -
- Performance standards and includes rules and regulatio

“SPeople act with customers and providing rules

'ding the sales process. | d

Whey Man){ manufacturing operations mcl;.!:le Stz
1°r the items being produced meet qua ity

vices that measurc
ndards. Employees
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monitor the measurements; if they see that standards are not met in
some area, they make a correction themselves or signal the appropriate
person that the problem is occurring. Technology advancements are
adding to the possibilities for concurrent control in services as well.

3) Feedback control — control that focuses on the organization’s end
product or service after the organization’s task is completed; also called
postaction or output control. Example: Counting the number of new
cars sold during the month or telephoning buyers about their
satisfaction with sales transactions.

Besides producing high-quality products and services,
businesses need to earn a profit, and even nonprofit organizations need
to operate cfficiently to carry out their missions. Therefore, many
feedback controls focus on financial measurements. Budgeting, for
example, is a form of feedback control because managers monitor
whether they have operated within their budget targets and make
adjustments accordingly.

Control Model

_Managers set up'control systems that consist of the four key
steps illustrated in Figure 11.2: establish standards, measur¢
performance, compare performance to standards, and make corrections
as necessary.

Figure 11.2 — Control Model

AdjustStandards Adjust Performance

Establsth 2 Mecrarai]
Strategic actual’ = " ¢ |
i _performance.

H.!Ldsiquate

4.Do nothing
or provide
remforcement.

Feedback

168

Within the organization’s overall strategic plan, managers
define goals for organizational departments that include a standard of
performance against which to compare organizational activities. For
example, “increase the corporation’s return on investment to 9

Many organizations develop quantitative measurements of
performance that can be reviewed on a daily, weekly, or monthly basis.
In most companics, managers do rely only on quantitative
measurements. They get out into the organization to scc how things are
going, especially for such goals as increasing employee participation
and personal growth. Managers have to observe for themselves whether
employees arc participating in decision making and are being offered
challenging opportunities for personal growth.

Then managers have to compare pelformance (o standards.
Managers read computer reports or walk through the plant and thereby
Compare actual performance to standards. In many companies, ta}‘getcd
performance standards are right on the computer printout along with the
actual performance for the previous week and year. Yo

Corrective action should follow changes in work activities 11
order to bring them back to acceptable performance standzu.fds. In a
traditional top-down control approach, managers exercise their formal
uthority to make neccessary changes. Managers may encourage
tmployees to work harder, redesign the production process, Of fire
®mployees. Managers may also wish to provide positive reinforcement
When “performance meets or exceeds targets. They may reward 2
department that has cxceeded its planned goals or congratulate

®mployees for a job well done.

Open-Book Management

ghout this text, globalizatiop,
d uncertainty have rcsulted.m
t methods that emphasize
learning, and teamwork.
s to control such

e As we h‘a'vc disc]Jssed throu
ey 230(1 competition, rapid change, an :
infy rga}mzatlon_al structures and mi.m.age}l’lﬁ
Imation sharing, employce participation,
1¢se shifts have, in turn, led to some new approache
S Open-book management.

mation and results

0 \ t s
Wﬁi”“boﬂk management — sharmg financial info
all employces in the organization.
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Open-book management allows employees to see themselves —
through charts, computer printouts, meetings, and so forth — the
financial condition of the company. Second, open-book management
shows the individual employee how his or her job fits into the big
picture and affects the financial future of the organization. With
training in interpreting the financial data, employees can see the
interdependence and importance of each function. If they are rewarded
according to performance, they become motivated to take responsibility
for their entire team or function, rather than merely their individual
jobs.

The goal of open-book management is to get every employee
thinking and acting like a business owner. To get employees to think
like owners, management provides them with the same information
owners have: what money is coming in and where it is going. Open-
book management helps employees appreciate why efficiency IS
important to the organization’s — and their own — success.

In some countries, managers have more trouble running an
open-book company because prevailing attitudes and standards
encourage confidentiality and even secrecy concerning financial results-
Many businesspeople in countries such as China, Russia, and South
Korea are not accustomed to publically disclosing financial details,
which can present problems for multinational companics operating
there. Table 11.1 lists countries by Opacity Index, developed bY
PriceWaterhouseCoopers, which indicates the degree to which variou
countries are open regarding economic matters. The higher the rating
the more opaque, or hidden, the economy of that country is.

China has the highest opacity rating at 87, and Singapore the
lowest at 29. The United States has an opaci ; B hich i

. . : pacity rating of 36, which !
falr}y low. In countries with higher ratings, financial figurcs ar°
typically closely guarded and managers may be discouraged from
sharing information with employees and the public. Globalization is
Eegelgrcl::lgratoi;la\;e al Impact on economic opacity in various countflei

y ging a convergence toward global accounting standards tha

support more accurate collection, recordj : .
i i ’ rding, and r f financ!
information. g eporting 0
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Table 11.1 — International Opacity Index: Which Counties Have
the Most Secretive Economies?

mfl‘)’ Opacity Rating Country Opacity Rating
China 87 Colombia 60
Russia §4 Japan 60
Indionesia 73 South Africa 60
 Turkey 74 Egypt 58

South Korea 73 Lithuania 58
Czech Republic 71 Peru 58
Romania 71 Greece 57
Kenya 69 Israel 33
Ecuador 63 Uruguay 33
Thailand 67 Hungary 50
(Suatemala 63 Ialy hil

India 64 Mexico 48
M 64 Hong Kong 45
w 63 United Kingdom 38
Brasy 6 Chile 36
Pakistan 62 United States iﬁ
Mgenting. 61 Singapore 29
Taiwan 61

t Key Terms il

Open-book management

UITC {

Cedback control
Cedforward control

N—

1. .
or Wl,]y is it important for mana
8anizational control?

]

and the process of

Discussion Questions

gers to underst
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2. How might a public school system use feedforward control to
identify the best candidates for its teaching positions?

3. How might the manager of a family-style restaurant use concurrent
controls to ensure that the restaurant is providing customers with the
highest quality food and service? What feedback controls would be
useful?

4. Would you like to work for a company that uses open-book
management? Why or why not?

CASE STUDY: Lincoln Electric ]

Imagine having a management system which is so successful s0
that people refer to it with capital letters — the Lincoln Management
System — and other businesses benchmark' their own systems by it. For
For a number of years, other companies have tried to figure out Lincoln
Electric’s secret — how management induces maximum productivity
and quality from its workers, even during difficult financial times.

Lincoln Electric is a leading manufacturer of welding
products”, welding equipment, and electric motors, with more than §1
billion in sales and 6,000 workers worldwide. The company’s products
are used for cutting, manufacturing, and repairing other metal products-
Although it is now a publicly traded company, members of the Lincoln
family still own more than 60% of the stock.

Lincoln uses a different control approach. Tasks are rigidly
defined, and individual employces must meet strict mecasurablé
standards of performance. However, the Lincoln system succeeds
largely because of an organizational culture based on openness am
trust, shared control, and a democratic spirit. Although the line betwee?
managers and workers at Lincoln is firmly drawn, managers respect the
proficiency of production workers and value 'Eheir contributions t©

many aspects of the business. The company has an open-door policy fof

1
Benchmark - cpashubate, 6patp npumep
>

Gaza cpasHeHus, opneHTHP’
JTAJOH (MPOLECC T[OMCKA HOBBIX p , Op

S H Gosee coBeplIEHHbIX npoueayP:
OCYLLECTBIIACMBIN [YTEM CPaBHeHUs COBCTBEHHbIX mpoueayp c Ha,mqu;mu
U3 TeX, KOTOPbIE HCTIONB3YIOT Apyrite)

> Welding products — CBAPOUHas npoayKs
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all top cxecutives, middle managers, and production workers, and
regular facc-to-facc communication is cncouraged. Workers are
expected to challenge management if they belicve practices or
compensation management are unfair. Most workers arc hired right out
of high school, then trained and cross-trained to perform different jobs.
Some eventually promoted to cxecutive positions, because Lincoln
believes in promoting from within. Many Lincoln workers stay with the
company for lifc.

Onc of Lincoln’s founders felt that organizations should be
based on certain values, including honesty, trustworthiness, openness,
self-managcmcnt, loyalty, accountability, and cooperativeness. These
values continuc to form the core of Lincoln’s culture, and mapagcment
regularly rewards employees who reveal them. Bccause Lincoln so
efficiently manages cmployees. they exercise a great degree of sclf-
control on the job. Production workers are paid on a picce-rate system ',
Plus merit pay system’ based on their performance. Employecs als’o
receive annual bonuses which fluctuate according to the company s
fortunes, and they participate in stock purchasc plans. Bonuscs are

ased on a number of factors, such as productivity, qpahty,
dependability, and cooperation with others. Factory workers at Lincoln
ave been known to earn morc than $100,000 a year. However, there
also arc other, less tangible rewards. Pride of workmanship®, feelings of
MVolvement and contribution arc intrinsic rewards that flourish at
Incoln  Electric. Cross-functional  tcams, empowered 10 makg
CCisions, take responsibility for product planning, @CVCIOP“‘G“L ﬂ?‘]
Marketing Information about the company’s operations and financia
Performance is openly shared with workers th'l.oughOUt the ‘compar:g;ner

Lincoln places cmphasis on foresecing and .solvmg' cus .
Problems. Sales representatives arc given the technical tran:jmgd usi'
n?ed to understand customer nceds, help customers understan fa::lus -

coln’s products, and solve problems. This custorrll]ertl C0usc o
:?Pponed by attention to the production process throufrem;m for
fiet  accountability  standards and formal mcas

T
2P"’cf?-mte pay - clieNbHas OniaTa
anglt Pay system - cucrema OLEHKH P
3, CTBaM i 3acayram .
Ol‘kmlmship - HCKYCCTBO, MacTepCcTBo, yMeHHE; KB

IM
aBoTHIIKa 110 fpogeccHOHAILHEE

amiuraunt
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productivity, quality, and innovation for all employees. In addition, a
software program called Rhythm is used to quicken the flow of goods
and materials in the production process.

Lincoln’s system has worked extremely well in the United
States. The cultural values, open communication, and formal control
and reward systems interact to align the goals of managers, workers,
and the organization as well as encourage learning and growth. Now
Lincoln is discovering whether this system can work overseas.
Although most of Lincoln’s profits come from domestic operations, top
managers want to expand globally because foreign markets are growing
much more rapidly than domestic markets. Thus far, Lincoln managers
have not developed a strategic control plan for global operations,
relying instead on duplicating the domestic Lincoln system.
(Source: Management, R. Dafi, 2007, pp. 540-541)

Discussion Questions:

1. What types of control — feedforward, concurrent, or feedback — aré
illustrated in this case? Explain.

2. Based on what you’ve just read, what do you think makes the
Lincoln System so successful?

3. What changes might Lincoln managers have to make to adapt their
management to overseas operations?
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APPENDIX A: GUIDELINES FOR WRITING BUSINESS PLAN

Being able to writc a comprehensive business plan is essential
for every person. Any of you can become a business owner one day.
You can sec an cxample of a real business plan in the APPENDIX C
which you can use as a background for writing your own business plan.
Generally, busincss plans have no strict format but they have to include
the information that investors want to know such as business
description, marketing segment, start-up costs, and financial segment.
For the purposes of management course, you will write a snmphﬁgd
business plan strictly following the standards bclow. All the data in
your business plan must be realistic. Any information taken from
external sources must be accompanicd by footnotes on the relevant
Page.

Executive Summary Iso discuss
* Summarize the wholc business plan in few paragraphs. Also disc

on the role of your business and its contribution to society. ,
Hing. Complete this part after the finished business plan has been
Written, '

L Business Description

Name of the business (what will be the n

I8 its meaning?):;

ing?)

N ’ ; \ ell, or
Nature of the business (what are you going to do gpl.oduce, S

fender service), describe products/services to be offercd); | offers):

* Unigue or distinctive features of the business (c.g. special 0 ;

" VIsion (writc your company’s vision statement);

“Mission statement;

- ' i € reasons
Assumed location and its advantages (speglﬁca!ly (;OVC;UT busi(ness

O your choice, benefits that this location will bring .on); T plding

eet‘ermine whether you are going to buy, construct, or ¢
Simate costs of the location)

ame of the busincss and what

L. Industry Profile and Overview

) I’7dl‘Stlj’ analysis (analyze recent tren

aumbef of cnterprises operating in the 1
future potential of the industry)

ds in the industry such as t?e
ndustry, industry growth rate,
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II1. Business Strategy

- Competitive strategy (identify which Porter’s competitive strategy you
are going to use, why, and how) | .

- Competitor analysis (analyze all your direct competitors’, briefly
describe the uniqueness of each competitor’, make comparative table
where you will analyze prices, service, location, advertising campaign,
and interiors of your competitors and your future business)

- SWOT Analysis of your future company

- Summarize this part by specifying how and why you are going to be
better than your competitors.

IV. Marketing Segment

- Disclose marketing studies concerning the industry (if any available);
- Target market (who will be you customers, use market segmentation
for the explanation, and calculate the potential number of customers by
using population data from Statistical Agency of RK)

- Pricing (show how you will be setting prices, for this you need t0
know cost of products, and then add markup to the cost = price)

- Advertising (identify which advertising media you are going to usé
find data, and calculate your monthly and yearly advertising expenses)

V. Management Segment

- Form of ownership (specifically cover its advantages and
disadvantages in KZ). Hint: it will be LLP as it is a team project.

- Provide names of owners, describe their qualifications;

- Construct organization chart (identify ~ which  type of
departmentalization you have chosen and explain why).

VI. Start-Up Segment

- Needed facilities and equipment (list the needs in terms of facilitic®
(plant, building, storage, office, space) and cquipment (machinery’
furnishings, supplies), i.e. everything that you need to start a business)’

"1f you are going to have a small food sho
shops located in your neighborhood;
you may look for direct competit
competitors may provide similar prod
2 In order to do this you'd bette
stores/factories/shops.

) P. your direct competitors will be thos¢ f.OOd
if you are going to offer unique products/ Sen’lcec
ors throughout the whole Almaty city.
ucts/services (substitutes).

isi ‘ irors
r visit and observe your potential competito’
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- Suppliers (identify who will be your suppliers and what they will
supply); '

- Salary Expenses (identify total number of employees in your future
company and thcir positions and calculate monthly and yearly salary
expenses) :

- Estimates of start-up costs (determine how much money you ngeq to
start your business; start-up costs include facilities, equipment, initial
advertising and salary cxpenses) .
jLoan proposal (how much money you and other owners are going to
Ivest in owners’ cquit

Hint: start-up capit(}zlfc))li)' LLP in RK is minimum 120,000 tenge (2009);

VIL Financial Segment ‘ .
- Sales Jorecast (analyze how many units you will be able to sell in
each month and calculate total sales, also calculate cost of goods sold).
- Projected (proforma) income statement (for the next 3 ycars).

> Projected (proforma) balance sheet (for the 1st year ended) 1 the
Hint: For the preparation of financial statements, you must use a
Mumbers from the previous sections.

Advice: don’t hesitate to consult your instructor especially in_the

Breparation of financial statements!

Useful Websites:

Www.yellow-pages.kz
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APPENDIX B: BUSINESS PLAN TITLE PAGE

Sulsvmen Demirsl Univarsity
Faculty of Economics
Dazpartmant of FinanczEconomicsMarksting
(Timzs Nzw Roman, 16pt)

(Timzs Nzw Roman, 36pt, bold)

BUSINESS PLAN

for
“XXXXX Computer Shop

{Timss New Romazn, 22pt)

{Tiges ¥ew Roman, 1290
Przpzrsd by Sradantl

) Srudant 2
Srudent 3

Sradant £

Sybjezt AMznzzamant

(Timss Naw Ramzn, 14p1)
Almary,2010
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APPENDIX C

SAMPLE BUSINESS PLAN

Josh Sudbury, Founaer
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Executive Summary

Total Health and Fitness will operatc for improving the
community by promoting and providing the lifelong commitment to
personal health and fitness that every American needs in a comfortable
and convenient atmosphere.

This business is multifaceted, combining the health benefits of
a calorie-conscious restaurant, dietary counseling, and personal fitness
training. All three of these concepts will be located under onc roof to
maximize customer convenience and to allow for onsitc cross-
promotion. Many professionals living today’s fast-paced Amcrican
lifestyle end up neglecting their health because their busy schedules
force them to work long hours and to give up healthy, home-cooked
meals in favor of fast food or restaurant portions that arc simply to0
large or too fatty. This lack of time also causes many working parents
and business professionals to lose motivation and stray from their
workout routines. This has led to an increasingly obese population,
which has driven health care costs up for businesses and individuals
and takes away from the everyday enjoyment of life.

The Total Health and Fitness concept will eliminate this time-
loss problem. We will offer full dietary counseling to clients on 2
biweekly basis. These clients will receive from our licensed
professional dieticians a full body-fat percentage analysis, sample meal
plans, and sound advice on how to achieve their fitness goals. They can
also purchase personal training from our professional personal trainers
in our 4,000-square-foot fitness facility.

After a good workout and some healthy cating tips, clients ¢a%

walk next door and pick up a healthy, professionally prepared meal for
themselves or even the entire family. This one-stop fitness shop wil
provide everything for the involved parent or busy professional who
still wants to look good and feel great.
Wiuiamzc?;alc?js:tyh Taanness will locate n the Cool Springs are? oif
center for Brentwo;)d and liscﬁkghls ared 1s the commcrc!al and fe'“i)
Nashville. This area is crf::at fi N gfﬂuent suburbs J'USt SOUﬂ‘] i
boasts a high median hofseho(l:d incon pusiness such as this becaus®

Furthermore, businesse " the o more thap 375,000, cfit
greatly from 1 large, populatis ; Ln the fitness club industry can ben¢ :

ctween the ages of 18 and 54 yca!
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Brentwood and Franklin are both home to more than 30,000 people in
that age bracket.

Customer scrvice and quality nutritional and dietary advice will
serve as the foundation of our marketing strategy. This business relies
heavily on repeat customers, and the best way to rctain customers is
through expedient and accurate customer service. Our trainers and
dieticians will be helpful, courteous, and informative. By keeping up to
date on the latest clinical studies and other fitness information through
medical journals, Total Health and Fitness can succeed at staying on
top of an ever-changing industry.

For this business, [ am sceking debt financing in the amount of
$130,000 for start-up costs and initial working capital. I \yill be
nvesting $30,000 of my own money with the goal of remaining the
sole owner and operator of Total Health and Fitness.

Vision

We scck to build a healthier community by giving people the
Opportunity to make the right fitness choices.. Wc_: undcrgtand th'flt
Maintaining a proper physical fitness regimen 18 dlfﬁc_ult in today’s
faSt‘Paced lifestyle. Total Hcalth and Fitness combines fun and
Convenience with the benefits of staying healthy.

Mission Statement

Tota] Health and Fitness is in the business of promoting healthy cholces
among its community by offering the benefits of a first-class .hca:)th z:?
fitness club alongside an cnjoyable restaurant that offers nothmg u.t‘ e
Most nutritious foods for its customers. Total Hcalth and Fltness is 111?
t. ¢ business of improving the lives of its customers by saving them :ﬁg
t‘?“e it takes to get to the gym, exercise, run hpme, and ngeltll‘? e
tchen to preparc a healthy meal for their families. Total Hea "
itness combines convenicnce with health in an upbeat environment.

Company Values

ple of service to the

¢ princi
P tomers for

' the basi
We will operatc on ievond. on our cus

¢
Ustomer above all clse. Because W€
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business, we must ensure that they enjoy every aspect of each visit to
our facility. As a health and fitness club, we must capitalize on every
opportunity to keep up with the changing trends in the fitness industry
by offering the best equipment and environment while avoiding the
pitfalls of “burning out.” We must continually renew ourselves in order
to give the customers a new experience each time they return.

Competitive Advantage

This business is unique because it combines a health club with
a healthy restaurant to bring about the utmost convenience for the on-
the-go American. Our competitive advantage will be the convenience
we offer. We must focus on selling the convenience of our products and
services in order to differentiate ourselves from the competition.

Industry Profile and Overview

Industry Analysis

The fitness industry has been in full swing since the early
1980s. It is heavily marketed by influential members of socicty—from
Hollywood to Capitol Hill. Since 1987 the percentage of Americans
who are members of a health club has risen from 17% to 32.8 % — 2
90% increase in the percentage of memberships among the u.s.
population. Almost one of every seven Americans older than five years
is a member of some type of athletic or fitness center. Although the
fitness industry caters to all ages, the main customer groups cait be
broken down into age and income, as shown in Figure 1.

With the aging of the baby boomers, the growth rates of the tOP
two age brackets from 1987 to 2000 were 143% and 350%:
respectively. Ages 18 to 34 saw a miniscule growth rate in compariso?
at only 34%, whereas the under-18 group increased by 187%. Likewis¢:
memberships by annual household income paint a familiar picture in
?hat more than 46% of the health club members carn a houscho!
income of more than $75,000. Those ranging from incomes of $50.0
to $74,999 constituted 23%, and those with incomes from $25,000 to
$49,999 claimed 20% of memberships nationwide. More womén join

health clubs than men, but only by2 %. Women also participate in mo%®
group-centered activities such as Yoga classes and acrobics.
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Figure 1 — Fitness Club Membership by Age

Re%"latory Restrictions ; don'tt

I have yet to discover any significant I-egx_Jlatlons place 'Oln the
Health and Fitness Industry. In fact, Congress introduced legislation
favorable to health clubs nationwide as recently as last A ‘In May
005, several legislators banded together to introduce leg]SIanO}g ﬂluit
Would allow companies to get a tax break for giving employces eatlt] ;
club memberships as a part of their benefits packages. Known as

orkforce Health [mprovement Act (WHIP), it promoted physical

. , : ever-growing
tess in the corporate world in order to trim down the ever-growing

Merican public.

Significant Trends .

The industry has continued (0 increasc 1ts h;ilr:g : ;ES
rnemb('ll'Ships over the last two decades. However, the latest her. Online
ltness industry is circumventing the health club altoget wg;;antages
Persong] trainers have become all the rage and gifor many &

: i -the-go
0 the market Total Health and Fitness will pursuc: the on-the-g

S i workouts in
par'enb’pr()fcssmnal' g slbwids mdeuils \I?S’o%le; \t;/]’fc]lrc Web has the
°I' own homes and at their convenience, the giving people the

botentig] to cut out the normal fitness club b}’_ o i 8 A

personal training experience at home, without having

Cave theijy homes. - al spotter who can
The primary drawback is the lack of a phys

agg; : c1sIng.
$8ist the client with his or her form while cxercis! g
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In addition to on-site trainers, Total Health and Fitness has
another important competitive edge over these online trainers because
of our members’ ability to have a healthy meal prepared for them while
they exercise. Having this combination allows the customer to get in.a
workout and grab dinner for the family all in the same place and still
get home in less time than it would take an online trainee to do the
same exercises, shower, and prepare dinner for the family.

Growth Rate

Despite a lull in growth during the 1990s, the number of health,
racquet, and sports clubs in America has increased from 6,211 total
clubs in 1982 to 22,031 total clubs in 2003 (Figure 2).

I
Figure 2 — Growth rate in the number of sports clubs in America
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That represents a growth rate of 255% over the last 20 years
and an average growth rate of nearly 13% per year. From 2000 to 2003;
the total number of clubs jumped from 15,910 to 22,031, a total growt
rate of 38%. This is clearly an industry on the rise,

In 2003, there were more than 36.3 million health cluP
memberships nationwide, 110% more than the 17.3 million in 1987- 1"
addition, the number of “core members,” those who use the
memberships more than 100 times 3 year, has steadily grown as W€
climbing from 5.3 million in 1987 to 14.6 million in 2003, a growt

rate of 175%. Not only is the industry growing overall, but member®
also are using their memberships more often
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Industry revenucs also have grown steadily. From 1993 to
2002, total revenucs increased from $6.5 million to $13.1 billion, an
increase of more than 101%.

Furthermore, revenues never decreased from one year to
another during this time span, meaning that the industry has seen a
trend of steady growth over the last decade. The average yearly
increase in revenues over the industry for the last decade was 11.3
percent.

Key Success Factors in the Industry - »
Three key factors arc crucial for building a successful health
and fitness club. .
L Effective, specialized workout programs designed to target
individual members. Both World Gym and Bally Total Fitness
Specifically cite cffective personal training as tenets of their fnlss;(z)lz
Statements. Similarly, Curves lays claim to the most effective
Minute workout in the industry, specifically designed for w;mtig;
Individualized exercise programs arc a key component of Total Hea
and Fitness’ strategy. _
2. Membership ,',,g,),/ community of people, not justa cl:{b. Suc:es:lfl;:
?hains in the excrcisc industry include in their advertngemenfsr o
Joining thejr club means joining a group of people all strwtl_ng S(; sy
Same goals: a better sclf-image through persopal health and ltl;?d'f. oo
inSta“Ce, Curves makes dircct connections with women by solidi ); ne
their claim to the “woman’s health club” niche within the industry

Whole 1d
: ) Fitness and Worl
3. Real-world convenience. Although Bally TO;:?ilonsl lt o help sign up

Ym use their enormous size and multiple location e o ime
Members across the nation, Curves pushes the small m;/csidea o0,
It takes to complete their exercise regimen. By se.llmgtth 1: o busy
Minyge> workout, they cater to women who belicve tt );he o0 b
3d would waste moncy on a health club membership they

ave the time to use.
) : ¢ techniques
. Total Health and Fitness will focus ot "S'clfﬁetv]teessuccess. By
Vithin an already cstablished community t0 @

cor ersonal training,
fering specialized workout facilities and tq}l)lfl ?;zl;isc the most from
¢ can guarantec our customers that they wi
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their memberships. Furthermore, by offering the expediency of 2
restaurant on the grounds that prepares food in a manner congruent with
a healthy lifestyle and the nutritional needs of the members and their
families, Total Health and Fitness possesses a type of real-world
convenience not found at other health clubs.

Outlook for the Future )
The future outlook of the health and fitness industry 15
optimistic. The rate of obesity in the United States continues to climb-
The rapid decline in the health of so many Americans (as illustrated in
the accompanying Table 1) both raises the importance of a regulaf
fitness regiment for all Americans and increascs the number C_Jf
potential clients for fitness facilities in the future. The ultimate goal 15
to bring about a decline in obesity rates through proper diet and regular
exercise, both of which are offered at Total Health and Fitness.

Table 1 — Increase in Prevalence (%) of Overweight, Obesity, and
Severe Obesity among U.S. Adults

Overwelght Obesity Severe Obesity
1999-2000 64.5 305 4.7
19881994 56.0 230 29
1976-1980 46.0 144 No data

Specifically, a range of states from Texas to West Virginid
(which encompasses Tennessee) have an obesity rate of more that
25%. Clearly, there is a need in the United States for more health att
fitness facilities to facilitate the demand for weight loss programs at
health initiatives. Moreover, the industry’s two largest client bascS
young adults 18 to 34 years, old and mature adults of age 55 years an
over, ar¢ expected to grow rapidly in the near future (Figure 2). The
industry is _expected to grow in step with the steady growth in thes®
demographic sectors. Twenty-one-year-olds are the most likely to join b
club; however, aging baby-boomers will increase the mature adult shar®
of the marke_t as they begin to pass 50. The increase in these populatioﬂ
segments will produce increases in membership across the industry’
especially for those companies that offer what customers want.
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Figure 2 — Projected U.S. Population Growth (millions)
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Business Strategy

e in the

Total Health and Fitness sceks to make 1tbclffr| lca[?'ﬁ'ljc 1(?f tlle

ealth club industry. We belicve that we can ga}ncr a large s c; .
health club market in our target arca by combining health food w1

Calth club in a relaxed atmosphere.

Goals ang Objectives

. . ily fitness
Goals; Total Health and Fitness strives to becm?cintiz‘;dfagtgtz-of—thc—
SPDecialieg © n -oviding cus )
Pecialist in the local community by providing ities for its members.

At exercise facilitics and healthy dining opportunt el
We Strive 1o offer the best, most practical real-worl l'l:utq gl
lnduSth to accommodate the lifestyle demands of our cli 1\‘/;:11icncing
Offer first-class service at a reasonable price and HV_Old(i?lfOlour il
Our clients by overselling memberships and overcwwf_ m%ng oy
¢ will offer the best training in the market by fu
“4pable trainers and paying them adc.quately-.r "
In addition to personal training Total Hee

s for clients
Offer weekly and monthly nutritional meal pla-llit-balancing prograin.
®Xtta asgistance in sticking to a proper Welis

h and Fitness will
who want
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Clients will meet with our dieticians weekly for the first 6 weeks and
monthly for the following 6 months to solidify a healthy meal plan that
they can follow on their way to obtaining their desired body image.
These clients will be able to conveniently purchase up to two of the
meals on their meal plan a day at the in-house restaurant franchise.

To offer the healthiest and most nutritional foods to our clients,
we must successfully recruit the right franchise for our restaurant.
Restaurants such as T.G.I. Fridays, O’Charley’s, Chili’s, and
Applebee’s offer healthy menu items to attract a more health conscious
customer. Total Health and Fitness will work with a franchise to create
a full menu consisting only of healthier, better-balanced meals. The
restaurant itself will operate independently of the fitness facility;
however, the restaurant will sublease its space from Total Health and
Fitness, and Total Health and Fitness will receive a percentage of all
meals sold at the restaurant.

Objectives:

1. Each trainer at Total Health and Fitness will serve at least 20 clients
a week, allowing for a total membership of more than 120 clients.

2. Using the concept of personal training rather than faceles
memberships, Total Health and Fitness will maintain a onc-on-on€
relationship with its clients, ensuring that no matter how large the
company gets, each client will feel like a member of an intimate family-
3. Total Health and Fitness dieticians will build a weekly diet fOr
willing clients to follow that is based on their personal fitness gOa]s'
Offering this to our clients will allow them to reach their greatest
fitness potential if they so choose, maximizing the benefit they receive
from working out, and having our company to thank for their results-

SWOT Analysis

Strengths
v' Total Health and Fitness benefits greatly from the convenience l :
offers its clients by incorporating the restaurant in its scheme. This
limits the need for customers to count calories and analyze thet!

food intake. This will be a major point of differentiation for Tot?
Health and Fitness from other health clubs in the area.

v Th? size Olf the facility and membership will be limited to maint2®
a close relationship with our customers. This closeness will all®
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the owner and our staff to get feedback from our clients to leamn
about their personal fitness needs, ideas for improvement,
suggestions, and complaints. Our goal is to maximize their
enjoyment and the benefits they receive from their training
experience. 3

v A personalized atmosphere allows women to cxercise without
feeling as though they arc being watched and analyzed by other
members, thus climinating insccuritics that take away from the
potential of cach workout. To achieve maximum individu?l
concentration during workouts, Total Health and Fitness VYIH
introduce the home gym concept to our facility. By using
individual rooms designed to feel like home gyms (equipped with
adjustable dumbbell sets, benches, cardio machiues,. and
video/audio systems), our customers can work out with a'tramer or
alone. Thus, they can reccive the comforts of home, without the

big investment.

Weaknesses '
Total Health and Fitness will be competing with larger companies
that have established names in the industry with proven track
records and larger advertising budgets. ility i
The concept of combining a restaurant with a workout facility 18
new. Total Health and Fitness would be the first company (0
Implement this stratcgy. Loni
The investment nceded to start this company is significant.

8DPOrtunities i
There is no other business that operates 11
Health and Fitness plans to occupy- We can u

- Stronghold in the overall market.
We have the opportunity to reach a
It in a healthier fashion. We plan
Percentage of unhealthy and unfit members

the niche that Total
se this establish a

n upscale community anq shape
to do our part by lowering the
of the community-

Thy.
v eats

Larger rivals such as Gold’s Gym and
deep pockets and may try to move !
Health and Fitness will establish.

Bally’s Total Fitness have

nto the market that Total
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Competitive Strategy

Total Health and Fitness seeks to use the differentiation
approach to business strategy. We differentiate ourselves from our
competitors by offering services that they do not or cannot offer. We
will concentrate on customizing the health club experience to the needs
of each person who chooses to become a member.

Competitor Analysis

By using the three key success factors in the health club
industry identified earlier (specialized programs, community feel, and
convenience), we can analyze just how Total Health and Fitness stacks
up against its competition. Three direct competitors operate in the arca
and focus on personal fitness through training and a nutritional dict.
Two larger companies, World Gym and Delta Clubs, operate facilities
in the area. Chadwick’s Personal Training, a smaller company, also has
two locations near Franklin.

Chadwick’s Personal Training is a local competitor operating in
Franklin. This company offers personal training for its clients and their
children. It has a small client base and it prides itself on the valucs it
promotes through its fitness training and nutritional consulting.

World Gym is a national chain that has various classes and
amenities for the customers such as nutritional consulting. Theif
primary advantage is that they are open 24 hours a day, thus allowing
their clients to choose the best workout time for their individual needs:
They also offer day care facilitics so that parents can work out without
leaving their children at home.

Delta Clubs offers four locations in the Nashville arca, only 01°
of which is located in our market area. Like World Gym, they offer Y
care, various fitness classes, and large facilitics.

They also offer a smoothie bar, which affords their clicn®®
healthy refreshments after a workout. For all of their benefits, none ©
these businesses is targeting the market in the same way ,

_ Total Health and Fitness will. Our company t:clkes nutritiom‘l
advice one step further: implementation. Our clients will also
afforded the.mdlvidual. attention of Chadwick’s with the home-style
accommodations that will make them feel comfortable while they enj©
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their fitness cxperience. The following competitive profile matrix (and
accompanying graph) summarizes the competitive positions of Total
Health and Fitness and its primary competitors.

Table 2 — Competitive Profile Matrix for Brentwood/Franklin
Market

Total Health and

Fitness Warld Gy Delta Clabs Chadwick's

ﬁﬁ:“(\?\‘ Weighted Weighted » ""'f'!-""“' o :\'\-ighlﬂl
r\ Welghl  Seore Seore Seore Seore Scare Soure Seane Soore
Commmunity ey 0.20 4 0.8 3 06 3 06 4 08
Wcidlized Programs 045 3 045 3 06 4 06 2 03
Cm‘e“ieﬂ&t 0.5 4 1 3 1 k] 0.75 3 0.75
Nutrition 0.5 s | 2 0.3 2 05 3 0.7
% 015 2 03 1 0.6 3 045 } 08
~—_ L 155 1 i M

Figure 3 - Competitive Profile Matrix Growth
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Marketing Strategy

Target Market: Total Health and Fitness will targct O fion
Parents on the go. The primary age bracket of our targe datc potential
o 54 years, although we will not hesitate to 'aCC?rflnmi(; dustry profile

mbers above or below our target demographics. _ € ar age bracket
Clteg the growth of the upper portion of the 18- 10 54-ye

rofessionals and
P ceis 18
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(34 to 54 years) as the second-fastest-growing age bracket in the
industry, but the 18- to 34-year bracket remains the bedrock of our
membership base. Customers have the motivation to buy memberships
at Total Health and Fitness because we will be the only health club in
the area with nutritional counseling and a restaurant on-site that is
focused on providing the right type of meals for its customers.

Web Site: Total Health and Fitness will operate a Web site to offer
clients and potential customers up-to-date information on deals and
packages that the company will offer and the latest health and
nutritional information. Qur Web site will operate at the domain
http://www.total-health-and-fitness.com. It is currently available for
registration according to NetworkSolutions.com.

Pricing: Clients of Total Health and F itness will pay for their training
in blocks of 8 or 12 visits. Those choosing to visit twice a week will
pay for 8 workouts per month, and those choosing to visit three times @
week will pay for 12 workouts per month. The 8-workout block costs
$336 per month (at $42 per visit), and the 12-workout block costs $495
per month (at $41.25 per visit).

Clients who choose to have a nutritional food plan constructed
for them to follow will be billed at a six-month sign-on fee of $400. For
this fee, they will receive one meeting cvery two wecks with 8
registered dietician. At this meeting, clients will be weighed and
measured and their progress will be assessed to determine their dietary
and nutritional needs for the next training period. The following Si¥
months will be assessed at $100, and meetings with the dietician will b¢
monthly. A total yearly package can be purchased for $800.

Market Analysijs

identify target customers by age and income. Figure 4 shows that

to data compiled from the U.S. Cengygs Burcau about the total numb®*
E)rf potential _chents I our targeted location of Brentwood/Frankh®
ennessee, reveals a good fit. The Brentwood/ Franklin area CIY
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Membership by Age boasts a large number of residents who fall into
these age groups. We estimate that there are more than 70,000 potential
Customers for Total Health and Fitness in our trade arca (Figure 5).

Figure 4 — Club Membership by Age

611
49
12-17
55+ B— 7%

18-34

Figure 5 _ Population by Age and Sex for Brentwood/Franklin TN
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Seen in Figure 6.
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Figure 6 - Club Membership by Annual Household Income

Less than 25,000
11%

§25,000-949,999
20%
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Figure 7 - Household Income for Brentwood/Franklin TN
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Once again, the population in the Brentwood/Franklin ar¢®
compares favorably with the industry’s profile of the typical fitnes?
center customer. _The area boasts relatively high incomes with
percent of its medllan household incomes above the $75,000 1',r1ark. ThiS
m?;rket shows a high potential for establishing a solicf customer ba%°
without having to resort to competing on the basis of low price.
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Advertising: Total Health and Fitness will advertise in The Tennessean
and its local satellite newspapers. Local newspapers are a perfect
medium for us to use because they are regularly read by business
professionals and more-mature customers, the markets on which our
business is focused. The Tenhesscan has a total daily circulation of
173,304 and a total Sunday circulation of 241,017, all in the Nashville
area. Williamson A.M., a local newspaper distributed in the target
market, reaches more than 23,000 homes each weekday and more than
30,000 homes on Sundays. Added to these numbers are the daily
newsstand purchase figures, which push weekday publication sales to
more than 27,000.

Advertising rates in these publications are reasonable. Total
Health and Fitness can place a 16-inch ad (the biggest size offered) in
every edition for the first six months of business for just $624. To place
an 8-inch ad in the paper for the next six months costs $336, making the
total cost $960. Other advertising will consist of radio ads on local talk
radio stations such as the Steve Gill show, a popular conservative talk
radio program, the host of which is a resident of Williamson County
and a personal friend. The program airs on FM 99.7 and is owned _by
Cumulus Media. Steve and 99.7 FM have donc many on-location
Promotions. These encourage the listeners to drop by anfl mect the on-
aIr talent, and this brings them to the business. This 1s a marketing
Strategy [ would pursuc as part of our grand opening. .

The station has more than 100,000 watts of power, boasting the
largest listening audience in Tennessec. The listening al.!dwnce 1S
Predominantly male and affluent, carning a median annual income of
875,000 a year. This station broadcasts directly to my target psket e
I8 a perfect fit for Total Health and Fitness. The most basic advertising
Plans for this radio station start at just a few hundred dollars. 1 “;*]ll.
budget anywhere from $1,000 to $2,000 per month at start-up for

Eld‘\’ertising on FM 99.7.

Location and Layout

11 be located in a

of Brentwoo
he retail hub ©
complexes,

major shopping
d and Franklin
f Williamson
retail shops,

A% Total Health and Fitness Wi b
commercial district between the CIIIICS
own as Cool Springs. Cool Springs 18 t
ounty and is home to various office
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restaurants, and Cool Springs Galleria, a large and upscale shopping
mall. These businesses serve the 93,000 people who live and work in
the area. The area draws more than 11 million visitors annually and
provides Franklin alone with more than $1 million a month in sales tax
revenue.

Figure 8 — Assumed Location .,
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Total Health and Fitness will locate in the Cool Springs Centc’’
locgted at 1945 Mallory Lane in Brentwood. This location offers 0UF
business the benefits of a strip-mall style shopping center such as high
consumer traffic. Currently there is more than 4.000 squarc fect
available for lease. This space is divisible and can alst; be sublet, whic!
will allow Total Health and Fitness to sublease a portion of its s’p&lce 0
a restaurant franchise in order to offer oyr customers the adde
convenience that comprises our competitive advantage.

The lease rate is $14 per square foot, which is considered t0 be
a bargain in the Brentwood/Franklin market. 1 will scck a three-yc®

lease with an additional three-year option

196

Figure 9 — Total Health and Fitness Layout
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The location of Total Hcalth and Fitness is ’indicatcd on 312
accompanying map. The closc proximity to Cool Springs Ga_llﬁ”;;ﬁ.:c
arge shopping mall, places Total Health and Fitness in high-
Ietail area, conducive to walk-in traffic.

Description of Management Team

i ill
i *s inception, Josh Sudbury w1
e e o ive Offoer and Pr pidc:nt of Total Health and

Serve as the Chicf Exccutive Officer and Pres h a degree in
itness, 1 will be a graduate of Presbyterian Colloge With @ 7% prior
iStor}' and a minor in Business Administration. I have ol

Xperience in busincss as a salesman for Q.C.P., Inc.éea oo 1o

Manufacturing company located in Gallatin, Tenness a's the night
Olding this position, 1 obtaincd management CXp erlenceem I will also

Shift manager for the samc company’s shipping depalrt mowiqs his own
Uild on the business cxpericnces of my father, who ent positions
Usiness, and has held numecrous sales and managem

; cneur.
Toughout his ncar 30-year career as an cntrepr
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Because of the restaurant aspect of the business, I will need a
better understanding of a profession in the health and nutrition industry.
In order to do so, I will become a licensed Nutrition and Wellness
Consultant. I can obtain these licenses from an accredited institution
online for a total cost of $1,100. Certification will require three months.
To facilitate the nutritional planning, I will hire two Registered
Dieticians in my first year of operation.

To ensure the best possible service for my customers, I Wi'“
offer dieticians an above-market wage of $45,000 per year. I W}ll
initially hire five full-time trainers for my facility. These trainers will
solicit and maintain their own clients. I will collect a fee for eaC_h
training session for using of the Total Health and Fitness facility. This
fee will be on a sliding scale, decreasing with the number of client
sessions that each of the trainers performs in the previous month.

The starting fee will be $15 and applies to trainers who
complete 24 sessions or fewer a month. If the trainer completes

between 25 and 35 sessions, the fee drops to $14 per session. Finally, if

the trainer completes more than 35 sessions in a single month, the fe¢
drops to $13. This plan gives trainers the incentive to incrcase the
number of clients and the frequency of their visits, increasing revenues
for Total Health and Fitness.

Company Structure

Total Health and Fitness will be organized as an S Corporatior
This form of organization offers all the advantages of the corporation’
such as continuity, casy transferability, and limited personal liability;
The primary advantage of this form of organization is that its limit¢
liability allows the owners and investors to avoid losing their persond
assets should a member injure himself or herself in the facility and S¥
for damages. Over the course of the company’s life, I will retain at 165‘?‘

ﬁﬁy-one percent ownership in Total Health and Fitness to mainta®
ultimate control over business decisions.

Financial Forecasts
==—=alcial forecasts

’ The financial forecasts for Total Health and Fitness arc loca“’d
in Appendix A. Each projection contains an income statement compil®
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for the first ycar and cash flow statements that span three years and are
projected monthly. There is a balance sheet for the fiscal year 2007
based on start-up costs and total investment projections. (Note: To
conserve space, some of the financial projcctions were omitted.)

Loan Proposal .

I will be investing $30,000 of my own moncy into Total Health
and Fitness. These funds will be sccured from the sale of my car
through Auto Trader magazine. I will need a loan of $150,000 to cover
my projected start-up costs. | have added roughly $25,000 to my lo_ail n
order to cover uncxpected start-up costs and to have cash with which to
Operate on opening day.
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Appendix C.A: Financial Forecasts

Total Health and Fitness
Balance Sheet
January 2007

Assets
Current Assels
Cash and Equivalents
Inventory
Miscellaneous
Total Current Assets

Fixed Assets

Equipment

Building

Intangibles

Signs

Computers and Other Noncurrent Assets
Total Fixed Assets

Total Assets

Liabilities
Notes Payable (Short Term)
Loan
Total Current Liabilities

Long-Term Liabilities
Notes Payable

Total Liabilities
Owner's Equity

Total Liabilities and Owner's Equity
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3 30.000
3 882
3 2.000
% 32482
3 87500
s 73.000
S —

3 7.2

5 12.000
* |7q.700
% 212582
_-_’-/
s —

< ) [_339
% 2158
__—’/
3 138 .90“
" 160743
——f/
N 30.00
2
" 1 1551
===

Total Health and Fitness
Income Statement

Most Likely

January 2007-December 2007

Sales

7

Training

Diet Counseling
Food Royalties
Water/Sports Drinks
Sublease (2000 Sq )
Net Sales Revenue

i N s »n

CGs S
Gross Profig
Operating Expenses
Lease
Advcru’sing
Radio
Newspaper
Trade Association
Insurance
Deprecialion
Equipmen Repairs/Muainte nance
Salarjes
Taxes and Benefits
Cleaﬂing Service
Utﬂilies
Heat and A/C
Water
Cable
TelephonesIntemet
0N w/interest
Legal ang Accounting
MiScellaneous

L7 I R 7 7Y

Total Operating Expenses

\
%

201

109.100
140,190
7913
L11S
30,000
88,318

8§36

14.750.
4.000

8.500
1.520

300
2.160

$ 287482
S 56.004
$ 18.750
$ 950
S 3,000
$ 6.750
S 1.800
$ 143,750
S 35958
S 2400
$ 12,480
g 21.839
s 3.000
$ 9.000
$ 115,680
$ (28190
ﬁ



Total Health and Fitness
Income Statement
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Most Likely
January 2008-December 2008
Sales
Training, 5 127.000
Diet Counseling S 162.0600
Food Royalties 3 9.100
Water/Sports Drinks $ 1.282
Sublease (2000 Sq ft) $ 20.000
Net Sales Revenue $ 329.382
CGs $ 962
Gross PProfit L3 328421
Operating Expenses
Lease 56.004
Advertising $ 21.000
Radio $ 15.000
Newspaper s 6.0600
Trade Association s 500
Insurance [ 3.000
Depreciation 3 6.750
Equipment Repairs/Maintenance $ 2,000
Salaries 3 150,000
Taxes and Benefits $ 37.500
Cleaning Service $ 2,400
Utilities < 13.100
Heatand A/C $ 9.000
Water $ 1.600
Cable $ 300
Telephone/Internet $ 2.200
Loan w/lnterest S 21,839
Legal and Accounting g 3,000
Miscellanecus 5 9,000
Tntal Operating Expenses % W
Net Income . 2328
_

DICTIONARY OF MANAGEMENT TERMS

A

ACCOMMODATING STYLE — upucniocobiieHdecknii cTiuib
ACHIEVEMENT CULTURE - Kyn'bTypa IOCTHXKEHMS, ycrexa
ACQUISITION - upuobperetne ( HPHOOpETEeHIe KOHTPOJBLHOrO MakKera
aKUHIA KOMIaHHI)

ADAPTABILITY CULTURE - xymbrypa npucriocobaemoct (K
HENPEABHACHHLIM CHTYALHAM, H3MEHEHHIM)

ADJOURNING STAGE - ctaaus okoHuaHms, 3aKPLITHS
AUTHORITY-COMPLIANCE MANAGEMENT - BnacTHoe ynpaBJieHHe
(cTuns ynpasnewus, npn KOTOPOM PYKOBOAHTE/b 0OJbILIOE BHHMAHHE YAENAET
AOCTHIKEHHIO 110CTABJIEHHBIX Leslei i He 3a60TITCA O MOAUITHEHHBIX)
AUTOCRATIC LEADER - ABTOKpATHYECKHiT Jsinaep (AHMKTaTOPCKHH,
BJacTHbii, BiiacToMOG1BLIIT)

AVOIDING STYLE - w36eratowmii cTinn

B

BRAINSTORMING — mo3rosas araka, MO3roBoii WTypM (MeTOA FeHEpaLHi
HIAel nyreM KoJUIEKTHBHOIO obcy;kaeHns npobaem npH noaHoii ceoboxe
BBLIBIOKEHMSA BAPHAHTOB peLleHiin)

'BUSINESS PLAN - Ousnec-maan (UOKYMEHT, OITHCHIBAOLMI LEH,
CTpykTypy, MeTonb! yNpaBJjieHliA, npeanonaraemble (JHHAHCOBbIE PE3YJIbTATHI
Npoexra; HeoOXoAlM B TOM ulicie st NPENOCTABJIEHHST TMOTEHLHANBHBIM
HHBecTopam)

BUSINESS-LEVEL STRATEGY - cipaterns na Oussec ypoBHe (ans
Nonpasnenennit KOMITaHHII)

C

A
CASH COW - "joiinas KopoBa" (HanpaBjICHNE JEATENBHOCTH HIIH TOBap ¢
HH3KHMHU Temiiamu pocta n Gonbluoii noseil pblHKA; TakHE YCTOHYMBLIE H
PHHOCsME 10XOA MieMeHTH GH3HECA KOMIAHHS HCMOIBb3YET MUIS OIUIATbI
CBOMX cuetoB M mns NOJIEPXKKH ApYTiX JNEMEHTOB Gi3neca, Tpefyrommx
UHBeCTHpoBaHIs)

CENTRALIZA TION - uentpaum3auis; KOHUEHTpAaUMA, CKOIUIEHHE,
COcpenoTouenue

CHAIN OoF COMMAND — 11opanok cONOAYHHEHHOCTH B OPraHH3aLMy; uenb
HHCTaH (vepapxus yposueii ynpasjieHHs, CO3JaBaeMas AENETHPOBAHHEM
fOnHOMOYMii u oTBeTCTBEHHOCTH)

CHANNEL RICHNESS - nporyckHas CnocoBHOCTb HH(POPMALHOHHOTO
Kanajg
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CODE OF ETHICS — mopaibHblit KOIEKC, KOLEKC HOPM IMOBEIECHHSA, KOAEKC
yectH ((OpMaNbHOE H3N0KEHHE MPHHLUMIIOB MOPAJILHOFO [IOBEAEHHA B TOM JIM
MHO# OpraHu3alluy MK IPYNeE)

COERCIVE POWER — npuHyauTebHas cuia

COLLABORATING STYLE — cTuab cOTpyAHHYECTBa

COMMITMENT — 0653aTebCTBO

COMMUNICATION - npouecc nepenayu HubopMaimu
COMMUNICATION BREAKDOWN - cpbiB  ofwieHds, mnepeaautt
uHbopMauHu

COMPETENCE - 3Hanus, KOMIETEHTHOCTb

COMPETING STYLE — XOHKYpHPYIOLHA CTUITD

COMPETITIVE EDGE - KOHKYpEHTHOE NIPeUMYyLIECTBO/OTIHYHE
COMPETITOR — KOHKYDEHT, CONEPHUK

COMPLIANCE -  yromnMsocTh,  IOAaT/IMBOCTb, NOKJIaIMCTOCTbD,
yCTYM4HBOCTb

COMPROMISING STYLE — cTunb KOMIpOMKCca

CONCEPTUAL SKILLS - ananutnyeckue cnocoGHocTH — (YMEHHE
aHAJIM3HPOBATb, COMOCTAaBIATS HHGOPMALMIO M3 pasHbIX MCTOYHHKOB,
[PHHUMATD CJIOXKHbIE PELLICHNA)

CONCURRENT CONTROL - texylunii, napajiieibHbiii KOHTPOJIb
CONFLICT — KOHOIHKT, CTOJIKHOBEHHE, NPOTHBOPEYHE

CONFLICT MANAGEMENT - ynpasnenue KoHbIHKTOM
CONSIDERATION BEHAVIOR - yBaxurenbHoe nosejeHue
CONSISTENCY CULTURE - kynbTypa NOCTORHCTBA, YCTOMYMBOCTH
CONTROLLING - KOHTPOJNIMHI, KOHTPONb  (MeTOx MOBbIILEHHA
3((EKTUBHOCTH NEATENBHOCTH NPEANPHATHS, Gasupyrowmiics Ha KOHTpOJE
yuyete, aHaJlu3e OTKJIOHEHUH (aKTHUECKHX NoKa3aTesieii oT 3aIJlaHMPOBAHHBIX
H KOPPEKTHPOBKH OTKJIOHEHHU )

COPRENEURS - coBnazienbupl GU3HECa (KEHATbIE HIIM HesKeHAThIE napbl)
CORPORATE CU“LT URE - «xopnoparusHas Ky/lbTypa (cBoa Haub0j1€€
BaXKHBIX MOJIOKEHUA NEATENLHOCTH OPraHU3aUHK, ONpe/eNseMbIx ee MUCCHEH
W CTpATETMEH Ppa3BUTHA M HAXOLAWMX BbIpAKEHHE B COBOKYNHOCTH
COLMaJIbHBIX HOPM H LIEHHOCTEH, pasnenaembrx 6opm .
CORPORATE SOCIAL RESPONSIBILITY (CSPII,;c"iOMK%Z;)ﬁl;?;I;(:;)aﬂ
couuasbHas OTBETCTBEHHOCTh, OTBETCTBEHHOCT GH3Heca | M
CORPORATE-LEVEL STRATEGY - c1paterus na KOprizg:ifBiu;::C ;l:)(())BHe
(a1 Bceit OpraHu3aLuu)
CORPORATION - xopnopauus, aKLUHOHEPHOEe 06wecTBo (fOpHAMUECKT
¢opma IpennpUHUMATENLCTBA, OTIIHUYHTENbHbIE Y€PTbl KOTOPOIi 3aKIIHOUal0TCA
B CHIEAYIOLIEM: KOPIOpALHs IPEACTABNAET coBoii camocTosTeNsHbii CyGbEKT
rpaxaaHCKoro  npasa, BenyLni HE3aBHCHMOe OT CBOMX yJ1eHOB
CYLUECTBOBAHHE; CYLICCTBOBAHUE KOPMOPALHH He MoyweT GuiTh npekpatieHo
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HMHaye. KaKk MO PEICHHIO CyAa WIH CaMHX YYaCTHHKOB KOpOpauMH,
HPHHATOMY HA OCHOBAHHH YCTAaBa M 3aKOHOB; 110 00s3aTesibCTBAM KOPHNOpauuu
HCKJIIOYHTEJIBHYIO OTBETCTBEHHOCTb HECET CaMa Koplriopauisa B npenejax
TNPHHAUIEKALLETO eii HMYLUECTBA; KOpropauis aBiseTcs o6beKToM ABOHHOIO
HaJIOroo6JI0KeHHs, NOCKOJILKY €€ JOXO0/bl 06J1araloTcs HajloroM ABAMIbI: KaK
npubLLIL KOMIIAHHH H KK J10XO0J aKLHOHEPOB, KOTOPbIil OHI MOJIyHaloT 10ce
€e pacnpele/ieHHs; KanuTaji kopnopauHii (OpMHPYETCS nyTeM pa3MelleHHs
(BbImycKa) aKLuit)

COST LEADERSHIP STRATEGY - cTpaTerhs JiiepcTpa B ce6eCTOMMOCTH,
HU3KOI ceBecTonmocTH

COUNTERTRADE - BctpeuHas Toprosis (METO[d OIUIAThl, NPH KOTOPOM
npozasel, IPHHHMAET OT NOKylaTeJs TOBap I/ YCAYTii B CYET CTOMMOCTH
TOBapa)

COUNTRY CLUB MANAGEMENT - nayweBHblit MEHE/UKMEHT MOAXOA K
YNpaBJIeHHIO, TPH KOTOPOM PYKOBOIMTENb YlenseT Oonblie BHHMAHHA
noJuiepxaHiio 6JIaronpHATHOrO NCHXOJIOTHYECKOr0 KIHMATa B KOJUIEKTHBE, a
HE BBINOJIHEHHIO NPOH3BOACTBEHHBIX 3a/1a4)

CROSS-FUNCTIONAL TEAM - rpylna CHEUHAINCTOB Pa3jiiYHOrO
npoduas (Hanp. U1 NOArOTOBKH MPOH3BOACTBA)

CUSTOMER - nioxkynareiib; notpe6uTeib; 3aKa3uHK; KIHEHT

D

DEBT FINANCING - noarosoe  (3aemHOe)  (DHHAHCHPOBAHHE
(punancupoBaHHe NyTeM MpHUBiEUEHHS 3a€MHOr0 KanuTajga (Hamp.. ¢
TNOMOLLBIO IMHCCHH OOJIHIrauHii 11 BEKCeJiei, Noyyerus KpeauTa B Oanke
T. I.), B OTJIMYME OT NpPHBJIEYEHHs CPEACTB NyTeM BbiNycKa axkuuil nnbo
buHaHCHMpOBaHHA 3a CUET HepacnpeaeNeHHOM NPHObLIN)
DECENTRALIZATION - peueHTpani3auiis, OTMEHA LEHTPAIM3OBAHHOTO
PykoBouacTBa uem-1160

DECISION MAKING - npunstHe pelueHHii

DECODING - nexoauposanue; paciundpposka

DEMOCRATIC LEADER - nemokpaTHUECKHii Jnaep
DEPARTMENTALIZATION -  jenapTaMeHTanH3auus (pa3buenue
OpPraHu3alMH Ha [0ApA3AcieHuss M OTHENbl, KOKIBIH H3  KOTOPBIX
CHEuHaNu3HpPyeTCs Ha OMpeAesieHHOM BHAE ICATENBHOCTH H  HMeeT
ynipasnsioutero)

DIFFERENTIATION STRATEGY - ctpaterus  auddepenunauu
(npepcrasnenne TOBapa Takum oOpaszoM, YTO NOTPEOHTENAM OH KaXeETCs
YHHKaIbHBIM, OTNHYHBIM OT IPOAYKLHH KOHKYPEHTOB)

DIRECT INVESTING — npsmMble HHBECTHLHH, KaNHTAIOBIOKEHHS (1100ble
MHBECTHLMOHHbBIE PacXolbl Ha (U3HMYECKHE AKTHBbI, TAKHE KaK 3aBOJBI,
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o6opynoBaHHe 1 TOBapHO-MaTePHANIbHbIE 3anackl (B OTJIH4YHE OT (PMHAHCOBBIX
HHBECTHIIHIA))

DISCRETIONARY RESPONSIBILITY — nuckpeumoHHass OTBETCTBEHHOCTb
(110 CBOEMY YCMOTDPEHHIO)

DISSEMINATOR - "undopmarop” (no Munubepry: onHa u3 poseii, KoTopble
NPUXOAMTCA HUIpaTh MEHEMKEPY; MepeNaeT BHEIUHIOW HHPOPMALHIO,
HaNaXKMUB2ET HMHQOPMALMOHHBIE KOHTAKThl MEXIy YpPOBHAMHM, 3BEHbAMH
ynpapieHkd, OTAENbHbIMH PabOTHHKAMH, peanu3yer HHPOPMALMOHHYIO
HOJNIMTHKY, OCYIUECTBJIAET 3aluTy HHPOpMalUMM; BXOOZMT B Tpynmy
HHGOPMALIMUHHBIX poJieif)

DIVISIONAL DEPARTMENTALIZATION -
noapasaeneHui, AeNeHye Ha NoAPa3AeNeHHs

DOG - "cobaxa" (HanpasieHHe OEATEILHOCTH WM TOBAp C HH3KHUM TEMIIOM
pocTa ¥ He6OMbLIOH 0Nl PBIHKA, KOTOPbIE MOIYT NPUHOCHTH AOCTATOYHBbIH
JoX04 AN nNoadepkanua camux cebs, HO He obem@aioT cTaTh OoJsee
Cepbe3HbIMH HCTOYHHKAMHU JI0X0.a)

DUAL ROLE - nyanbHas, ABOHCTBEHHAs poJib

JenapTMeHTann3alHA

E
ECONOMIC DIMENSION (ENVIRONMENT) — >xoHoMu4ecKas cpena
ECONOMIC RESPONSIBILITY — 5K0HOMUYeCKas OTBETCTBEHHOCTh
EFFECTIVENESS - 50 ¢$exTHBHOCTB, AEliCTBEHHOCTS, NPOU3BOAUTENBLHOCTD
(cnocoGHOCTB AOCTHIaTh HEOOXOAMMBIE PE3YIIbTaThI)

EFFICIENCY - s¢dexruBHOCTD, NPOU3BOAMTENILHOCTb, MPOLYKTHBHOCTD
(xapaKkTepHCTHKa MNPOM3BOJACTBEHHOrO Ipoliecca ¢upmbl, otpaciu u T. M.
MOKA3bIBAIOIAA  COOTHOLUEHHE MOJY4EHHOrO pesylbTaTa U 3aTpayeHHOIO
KOJIMYECTBA PECYPCOB)

EMPLOYEE INVOLVEMENT - BoBne4eHHOCTD paboTHikoB (yuyacTHC
paGOTHHMKOB B MpOLECCE NPUHATHA PEIICHUI B paMKax ux kommeTeHLHH KaK
oxHa 13 GOopM MOTHUBALIHH)

ENCODING - xoaupoBaHue; wudposaHue uHopMauuu
ENTREPRENEUR - npeanpunumares (uenosek,

KOTOpbIii  co3u1aeT,

(QUHAHCHDYET ~ W YMpABMACT  KOMMEPHECKOH WM  mpoMlLuICHHON
OpraHm3auue’i, OKHIas N0Ty4HTh NPHEbLIL)
ENTREPRENEURSHIP -  npeanpunumarenscrso (camocTosTenbHA,

OCYWIECTBIIEMad HA CBOH PUCK NEATENBHOCTB, cpgaan
(MHAHCHPOBAHHEM U  YNpaBAEHHEM HOBbIM
noJsy4eHHs npuobLIn)

EQUITY FINANCING - axumouephoe
(MHAHCHPOBAHHME 3a CHET aKLMii (q)HHaHCHp’oB
y4acTs B COOCTBEHHOM KanuTane, .

Hasg C CO31aHHEM,
npeanpustiem ¢ UeibO

Aonesoe  (hpuHAHCHPOBAHHS,

aHWE nyTem npoAaxu Mpasd
€ nyrem Bpimycka HOBBIX
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OOBbIKHOBEHHBIX  IJIH  I[PHBIJIETHPOBAHHBIX  aKkuuii (B OTAMYHME OT
3aUMCTBOBAHHIT))

ERG THEORY - ERG Teopis (teopusa MoThBaliin Asbuepdepa, B
COOTBETCTBHH € KOTOpOil BbLIejsieTcs TpH TIpynnsl  norpedHocTeii:
notpebrocTn cywectsosanns (Existence), orHowennii (Relatedness) n
JuyHocTHoro pocta (Growth); oK3HCTEHUMANbHBIE MOTPEOHOCTH CBA3AHLI C
yznoBieTBopeHHeM 0a3oBbix noTpedHOCTEll (3Ta rpynna coBlaJaet ¢ TEM, 4TO
Macioy ompenensn Kak ¢u3uonoriueckie norpeGHocTH H NOoTpeOHOCTL B
6esonacHocTH), NOTpPeOHOCTH  OTHOWIEHHI1  CBA3AHBI C  IKEJAHHEM
YCTAHABJHBATE M NOMUEP/KIBATD  3HAYIMBIE  MEKINYHOCTHBIE  CBA3M,
noTpeGHOCTH Pa3BHTHS - DTO CTPEMIIEHHE K COBEPLUEHCTBOBAHHIO H POCTY
JIHYHOCTH)

ETHICAL RESPONSIBILITY - >Tiueckas, MOpajibHast OTBETCTBEHHOCTH
ETHICAL STRUCTURE - >Tit4ecKas CTPYKTypa KOMIIaHItH (KOJEKC 4ECTiL,
npasisa YTHKH, CTAHAAPTHI)

ETHICS - >1HKa, MOpaJib, DTHYECKIE, HPABCTBEHHbIE NPHHUMIILL (CHCTEMA
UEHHOCTEeH W HOpPM [OBEIEHHS KAKOro-j. cooOliecTBa, OpraHH3auni Hii
HHIHBHOA)

EXPERT POWER - »kcrieprHoe BO3ACICTBIE, BIHAHHE (BJIHMAHIE DKCNEPTA
Ha Apyrux joxeii, OCHOBaHHOE Ha ero oOIUeNnpPH3HAHHBIX 3HAHHAX W OIIbITE B
onpezeneHHoil obnacrtit)

EXPORTING - o>KcnopTHpoBaHHe, OJKCcnopT (lpoaaxa ,TOBapoB H
NpeNoCTaBIIEHHE YCAYI" HHOCTPAHHbIM ITOTPEOHTENAM)

EXTERNAL ENVIRONMENT - suewnss cpena oprannsauun ((pakropbl
OKpyxatoLweii cpeibl, Ha KOTOpble OPraHH3alHs MIPAKTHUECKH HE B COCTOSHUI
NOBJIMATB, 4 MOXET JIMWIb [POIHO3HPOBATh H mnpHcrocabiBaTbCs K HX
H3MEHEHHSIM)

EXTERNAL GROWTH STRATEGY - ctpateris BHELWHETO pocTa
EXTRINSIC REWARD — BHewHee BO3HArpaxKIEHHE, 1OOWpeEHie (J1106ble
NOOLIPEHHS, KOTOPbIE [PEIAraloTcs JIHIY 32 ONpPENe/CHHYI0 AeATe/IbHOCTh
ApyruMu  suuaMn  (Hanp., B Cjydae BO3HArpaXueHus paboTHHKa, OTO
3apafornas MuaTa, NPEMHH, BbICOKAs OUEHKA TPYIOBBIX JOCTHKESHMIA
OKpYKalOWHMH H T. A.))

F

FEEDBACK CONTROL - ynpagnetiie ¢ 00paTHOIH CBA3bt0, KOHTPOJb 110
pesynbraTam (OCYLIECTBJIIETCS C I[IOMOIUBIO OTYETOB O JOCTHTHYTBIX
pe3ynbTatax, TaKk 4To OBHApY)HTh NPO6IEMbl MOXHO TOJIBKO 110 OKOHUYAHMHH
OTYyeTHOro nepHoaa)

FEEDFORWARD CONTROL - NpeaynpexaaoiLni KOHTPOJIb,
NpeBapHTENbHBIT KOHTPOJb (MPOCcUET BO3MOXHBIX npo6JieM HH OTKIIOHEHH
J0 HX HEMOCPEUCTBEHHOTO NPOSBIEHHS)
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FIRST-LINE MANAGER - pykoBomutens (MeHeIkep) NEPBOrO YpOBHA,
HH3LLEro 3BeHa, NepBoH IMHUM (Hanp. 6pHUraup Ha POH3BOLCTBE)

FLAT STRUCTURE - nnockas  OpraHM3aUMOHHas  CTPYKTypa
(opran3auMOHHas  CTPYKTYpa, KOTOpas  XapakTEpH3yeTcsl  MEHBLIMM
KOJIHYECTBOM YPOBHEH YIDABIIEHHA, YEM B HEPapXUH OOLIYHOM OpraHM3auHy;
OOBbIYHO  MpENONAaraeT  MEHbUIEE  KOJNMYECTBO  MPOMEKYTOUHBIX
YNpaBJAOWHX, T. €. BCE NOAYMHEHHbIE NOAPA3NENEHHS WIH IPYIIbl UMEIOT
OJIHOTO IJIABHOrO YNPaBIAIOLLEro) (rOpH30HTaNbHAS)

FOCUS STRATEGY - crpaTerus coCpenoTodeHMs (Ha oONpejesieHHOil
rpymnne nokynaresei)

FRANCHISING -  (paHyaii3uHr  (IMUEH3HOHHOE  COIJIALUCHHE,
N0APa3yMEBaAIOILEE HCMOJIb30BAHHE TOBAapHOIO 3HAKA M TEXHOJNOrMii CO
B3aMMHLIMM  00A3aTENLCTBAMH M JILTOTAMH Mexay mepejawmolueii M
nojy4aloled CTOpPOHAaMH, NpPeOCTaBlAEMOe 3a MIaTy ojopmiieHHOE B
COOTBETCTBHH C 33KOHOM O TOBAPHBIX 3HAKAX)

FUNCTIONAL  DEPARTMENTALIZATION - QyHKUHOHAIbHAS
AenapTaMeHTalu3auus  (GOpMHPOBAHHE  CTPYKTYpPHBIX nozpaseseHui
OpraHH3alliH, MPH KOTOPOM KAkAOMY MNOAPA3NENEHHIO COOTBETCTBYET CBOS
$yHKLHOHANBHAS 00/1acThb)

FUNCTIONAL MANAGER - GyHKUHOHANbHBII PYKOBOAHTEJID
(pyxoBoauTEdb  QYHKUMOHANILHOTO — OTAeNna nn6o  oTBevalowmil 38
onpeaeneHHy0 GyHKUHOHANBHYIO 06/1aCTh AeATeIbHOCTH OpraHu3aLi)
FUNCTIONAL-LEVEL STRATEGY - CTpaterus Ha (HyHKUHOHAILHOM
YPOBHe (411 OTAEN0B, AENaPTaMEHTOB, HHIUBUAYYMOB)

G

GENERAL ENVIRONMENT - o6was cpesa; cpena obuiero xapakrepa
GENERAL MANAGER - T€HEPaJIbHBbIH MEHEeIKep (rilaBHbIT MeHeKEP
OpraHH3auuH, IOAYMHAETCS TO/LKO COBETY AUPEKTOPOB)

GLOBALIZATION STRATEGY - crparerus raodanuzauu

GOAL - 3anaya, uens; 1eeBoii nokasatens

GRAND STRATEGY - rnaBuas, TPaHIMO3HAs CTpaTerus

GREENFIELD VENTURE - HHBECTHLIHH, KANUTANIOBNO)eHHS "C 3e1€HOr0
mons” ("c uMCTOrO sMCTa", ¢ Hynd) (uHBecTHWMH B CO3JaHHE HOBOIO
NPEANPHATHA, KOTAa Naxe HPOU3BOACTBEHHblE nometeHus Bo3soaarcs C

Hyns (B OTJIHYHME OT NOKYNKH WIIH fornoweHus yxe cymecTByomwero
NpeaNPHUATHSA))
GROWTH STRATEGY - ctpaterus pocra

H
HARD-WORKER — «tpynoronui»
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HIERARCHY OF NEEDS THEORY - Tteopus HepapXHu MOTpeOHOCTEH,
uepapxus norpebuocreii (110 Macioy) (npennoxeHHas A. Macnoy Tteopis
MOBE/ICHUA 4EJIOBEKA, B COOTBETCTBHH C KOTOPOi 4€JIOBEK MOTHBHpYETCS
MATLIO APHPOAHBIMM MOTPEOHOCTAMM; B HOPSAKE [PHOPHTETHOCTH K HHM
OTHOCATCA (U3HONOrHUEcKie NOTPeGHOCTH, noTpeGHOCTL 6e30NacHOCTH,
couHaIbHbIC NOTPEGHOCTH, 1OTPEGHOCTD YYBCTBA COGCTBEHHOIO JOCTOHHCTBA
H NOTPEGHOCTL CAMOBbIPAKEHHS)

HORIZONTAL TEAM - ropusoutabHas Komamia (dpopmanbHas KomaHna,
cocToAWas 13 pabOTHHKOB NPIMEPHO OAHOTO H TOIO & YPOBHA, HO 13
Pa3sHbIX OTIENIOB)

HUMAN (INTERPERSONAL) SKILLS - HaBbIKH ofLueHHs  (yMeHHe
yenewno obwarbCs € MOAYMHEHHBIMH, LAPTHEPaMIl, PYKOBOLMTEIAMIL,
KoJuieramu u ap.)

1

IDEALIST - upeanucr (4eJI0BeK, NHTAIOLMIL TATY K HOBBIM HAEAM)
IMPOVERISHED MANAGEMENT - HEdPEKTHBHOE  yNpaBJIEHHE,
HEIQPEKTHBHBII MEHEKMEHT

INDIVIDUALISM APPROACH - HHAMBILIYJIHCTHYECKIIT noaAXox
INITIATING STRUCTURE BEHAVIOR - CTPYKTypooOpasyoLuuii
(xapakrepuctika MpeansHoro THNa PYKOBOAMTENSA, KOTOPbIii OCHOBHOE
BHUMaHue ynesnser co3nmanuio (popManbHOIl OPraHH3ALIOHHOI CHCTEMBLI, B
KOTOpoH xaxAbli paGOTHHK uMen Obl HETKO ONpeNeNcHHblE (YHKLIHH,
PYKOBOACTBOBAICS YETKHMH HHCTPYKUHMAMH H NPaBHAAMH KOMMYHHKALMH I
T. IL.)

INTERNAL ENVIRONMENT - BHYTPEHHSII  cpela  OpraHH3alHH
(napameTps! opraunmsaumi, KOTOpbIE ONpPEAEAIOT €€ HMHIK, OT KOTOPbIX
34BUCHT CIUIOYEHHOCTb BHYTPHM OPraHH3aLMH H I(QPEKTHBHOCTh HOCTIDKEHILS
€0 cBOMX wueleil; K BHYTpeHHeil cpese OTHOCATCA CJEAYIOLIHE DJIEMEHTBL:
Kynbtypa  opraHmzawM, cuctema  MOTHBAUMH M BO3HArpaKAEHHS
COTPYAHMKOB. MCTOpMS M TpajMUMH OPraHH3aLMH, CTHJIb YIPaBAEHHS,
Hajnune OCO3HAHHON MHCCHII OpraHi3alii; OOLIME B3TALABI H LEHHOCTIL
Nossosstowme pabortarts B KOMaHe)

INTERNAL GROWTH STRATEGY - CTpaTerisa BHYTPEHHErO pocTa
INTERNATIONAL DIMENSION (ENVIRONMENT) — mexaynaponHas,
KOHKypeHTHas cpesa

INTERNATIONAL MANAGEMENT — MEXIyHapOAHbIii MEHEIKMEHT
INTRINSIC REWARD - BHyTpEHHee BO3HarpaxkaeHue [noowpene]
(4YBCTBO yAOBIETBOPEHHOCTH KakHM-JI. HEHCTBHEM, YyBCTBO CaMOyBaeHUs
H UHbIE COCTOAHMS, NpEeACTABIIAIOLIHE LIEHHOCTh I YEJIOBEKA)
INVOLVEMENT CULTURE - KyJbTYpa BOB/IE4Y€HHS PaGOTHHKOB (Harmp.
BoBjieueHHe B IPHHATHE peLueHnil)
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J

JOB — paborta, 3aHaTHE; AOIKHOCTD

JOB DESIGN - (opMupOBaHuE NOMKHOCTEH, pacnpeneseHue pa6ot
(rpynnupoBKa nNpOM3BONACTBEHHBIX, YNPaBIEHYECKMX M MHBIX 3a4ad 110
AOJIAKHOCTAM C yHETOM PAa3MMYHBIX JIMYHBIX H OPraHH3aUHOHHBIX NMaPaMETPOB
M XapakTepa paGoTel, onpeneneHHe oO6beMa 3agay 1A OTHENbHBIX
JOJDKHOCTEH)

JOB ENLARGEMENT - yKpynHeHue TEXHONOTHYECKUX onepawuii

JOB ENRICHMENT - o6orawenne Tpyna, paboThi  (BepTHKaNbHOE
pacumpeHue coctaBa paGoTsl, T. . 406aBieHHe K 06A3aHHOCTAM paboTHHKa
bynxuuit, paHee BBINONHABLINXCA ero Ha4yaJlbCTBOM, B TOM YHCIIE
npenocraeneHue paGoTHuky Gonslieii cBoGomsl B NPUHATHH pelieHHi
OTHOCHTENIbHO CIIOCOGOB  BBIMOJNHEHHSA IOCTABJIEHHBIX 3agay, B T. Y.
OTHOCHTC/IBHO  IUIAHMUPOBAHWSA, OPraHM3aUMH  BBIMOJNHEHHS M  OLEHKH
BBINOIHEHHA 3a1a4; aBTOp KOHuenuuy - O. epubepr)

JOB ROTATION - potauus pabounx wmecr, nooyepenHoe npebGuiBaHHE B
AOMAKHOCTH, HepenoBaHHE XapakTepa paGoThl (mpuHUMA NepHoaHYecKoro
nepesoia paGOTHUKOB C OAHOrO paboyero Mecta Ha Apyroe B pamKax OnHOIl
OpraHu3aLMH)

JOB SIMPLIFICATION - ynpouueHue pabotel (Metox mnopblIeHHA
3p(EKTUBHOCTH Tpyaa, 3aKNIOYAIOIIHIiCS B pasbuennn paboTsl Ha OTaEbLHbBIE

NPOCTEIC OMCPALMH, IUIA BBIMOJIHEHMA KaXIOH M3 KOTOPHIX HA3HAUAETCA
OTHEIbHBIA pabOTHHK)

JOINT VENTURE (JV) - coBMecTHoe npeanpusaTue, CcoBMecTHasd
AEATENbHOCTh  (10puaMueckas dopma NpeanpuHUMaTeIbcTBA HAa OCHOBE
KpaTKOCPO4HOrO, pa3oBOro OGbeAMHEHUS L [ peanu3anun KOHKpeTHOIO
MPOEKTa, 4acto 6Ge3 0Opa3’oBaHus IOpHAMYecKoro JIHLA;, B HajJOroBOM
3aKOHOJATENLCTBE OOBIYHO CuMTaeTcs Pa3HOBHAHOCTBIO TOBapMILECTBA;
HCIIONIB3YETCA KaK MEXaHW3M OGbeaMHEHUs pecypcos u COKpALLEHHS pHCKOB
NpH BLUIONHEHHH MPOEKTA; COBMECTHBIE C HALMOHANLHLIMU npeanpHATHS
4acTO  ABNAIOTCA  IJIABHBIM  CNOCOGOM  NPOHHKHOBeHue HHOCTPAHHOI'O
KalMTana Ha HAUMOHAJIbHBII PhIHOK)

JUGGLER — «(oxycHUK, KOHIep» (YeNnopek. we BosIImii
JUSTICE APPROACH - cnpaseasnuBbiii nom,(on Flliica pickosaty)

L
LABOR MARKET - phixox tpyzna

LEADERSHIP - pyxosoncTso, JIMAEPCTBO
LEADERSHIP GRID - «pewserxa» nuaepcTBa

LEADING - pyKkoBoACTBO ynpasineHHe (ogua
) M3 QYHKUMIT MEHemKMEHTa
LEGAL RESPONSIBILITY — TpaBoBas, IOpUaMyeckas OTBeTCTBeHHOCTb)
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LEGAL-POLITICAL DIMENSION (ENVIRONMENT) — 3aKOHOUATENILHO-
npasoBas I NOJHTHYECKAsA Cpeaa

LEGITIMATE POWER - 3axoHHas BJACTb, BJIHAHHE, OCHOBAaHHOE Ha
TpaaHLUHAX

LICENSING - npejocTaBieHHe — JMUEH3HI,  BblIa4Ya  JIHUEH3HH,
JIHUEH3HPOBaHHE (Ha OCYLIECTBJICHHE KAKOIi-JI. AeATE/IbHOCTH)

M

MANAGEMENT - ynpaBieHHe, MEHEIDKMEHT (HayuHas MHCUMIUIMHA K
TNIpaKTHYECKast JACATEJIbHOCTb, CBA3AHHAs C YlIpaBjieHHEM OpraHH3auueit;
BiiIloYaeT B ceba onpexenexne ueseii i CTpaTerun pa3sBHTHA OPraHH3ALIH,
OLEHKY HMEIOLHXCA PECYPCOB H PacHpeile/ieHHe HX MEXIY Pa3iMuHbIMU
BUIaMH JEATENILHOCTH, MIAHHPOBAHHE CTPYKTYPbI OpraHH3aLHH, KOHTPOJIb 3a
€€ JIEATE/IbHOCTbIO)

MATRIX BOSSES — Goccbl B MATPHUHOIT A€NapTMEHTAIH3ALUH

MATRIX DEPARTMENTALIZATION - maTpuunas jenapTaMeHTAIH3aLs
(OTaenbl pasueNsAoTCs N0 ABYM 1apaMeTpaM 1f HMEIOT ABOIiHOE NOIYHHEHHE:
(GYHKUHOHANLHOMY PYKOBOAHTENIO H PYKOBOMHTEIIO IIPOSKTA)

MERGER - cnnsune, ofbeanuennie (oObemHenne asyx muan  Gosee
KomnaHuii B oiHy (0e3 M3MEHeHHs OpHIIYECKOro JiHUa upirobperatoweii
KOMIIaHHH) MyTeM HOKynki Gosblueii 4YacTH aKUMOHEPHOro KamiTana
NpHo6peTaeMoOii  KOMNAHMH, aKLWHOHEPHI KOTOPOil 1ocie ofbeaHHEHHS
COXPaHsAIOT CBOH 1IPABA HA AKUHH B PECTPYKTYPHPOBAHHOIT KOMIAHIH; MOXET
NPHBECTH K OrPAHHYEHHIO KOHKYPEHLHI B COOTBETCTBYIOLLEH OTPACcaH WM Ha
COOTBETCTBYIOUIEM PbIHKE)

MIDDLE MANAGER - yupasnsiownii cpeaHero 3seHa (Ynpapisiolmii ¢
NipaBaMu  ynpaBJieHHs jenapTaMeHTaMH, 3aBOJAMH,  110Jpa3AesieHHsAMI,
KOTOpBIH NMOAYHHEH BbICILEMY PYKOBOJACTBY KOMIIAHHH)
MIDDLE-OF-THE-ROAD MANAGEMENT - c6anaHCHpOBAaHHBI CTIUIb
YIipaBneHus

MISSION — muccus (QyHKuMS OpraHH3aLitM KaK YacTH COLMANBHOIN WM
9KOHOMHUYECKOH CHCTEMBI; HCXOMS M3 HEE ONPENEARIOTCA LS OPraHn3aluH)
MORAL-RIGHTS APPROACH - mopanbhblii nomxon (rue B Goabuueil
CTEIlEHH YYHTBIBAOTCS MOpaJIbHbIE APaBa YEI0BEKa)

MOTIVATION — MOTHBHpPOBaHHE, MOTHBALIHS

MOTIVATION CONTENT THEORIES - cojepxateiibHble TEOpHH
MOTHBaUMH (TEOPHH MOTHBaLH, Oa3HpYIOWIHECT HA MASHTHOHKALHH
noTpedHoOCTEll, KOTOpbIE 3aCTaBNAIOT JIOAEH NEiiCTBOBAaTh Tak, a He MHaue;
ONMpeseNsIOIHMH  SBJIAIOTCA BHYTpEHHHE NOTpebHOCTH, nolyskuarouue
Jnosieii K neicTBHIO (Hanp., NOTPeOHOCTh B AOCTHXKEHHH LENH, 6e301acHOCTH,
CraTyce W T. [.); B OTJIMYHE OT NPOLECCYalbHbIX TEOPHH MOTHBAUMM AKLEHT
CTaBHTCS HA TOM, YTO ABJIIETCS MOTHBATOPOM)
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MOTIVATION PROCESS THEORIES - npoueccyainbHble (CHTYallHOHHBIE)
TEOpHH MOTHBaLMM (TEOPHMH MOTHBALUH, OCHOBAHHBIE HA NPEAINONOKEHHH,
YTO MOBEJCHME YENOBEKA 3aBUCHUT HE TOJNBKO €ro NMoTpeOHOCTEH, HO W OT
BOCTIPUATHS MM TOM WM HHOl CHTYallMH M BO3MOXHBIX PE3y/AbTaToB BblOOpa
TOrO WIM MHOrO THMA MOBEAEHUS; B OTIHYHE OT COAEPKATENbHbIX TEOPHH
MOTHBALIUH, OOBACHAIOT, KaK BO3HMKAET MOTHBALIHA)

MOTIVATION REINFORCEMENT THEORIES - Teopuu yCWIEHHA
MOTHBALIUH

MULTIDOMESTIC STRATEGY — MHOTOHallMOHaNbHaA CTpaTerus

N

P

NETWORK DEPARTMENTALIZATION — ceteBas CTpyKTypa opraHu3alui
NONPARTICIPATOR ROLE — ctopoHHuii Habmonatess (4J€H KOMaH/bl, HE
npunaralolMii YCHIMA HH K pELIEHHI0 KOMaHAHbIX 3aj1a4, HH K
YIOBNETBOPEHHIO COLMAIBHBIX OTPEOHOCTEIH)

NONPROGRAMMED DECISION - He3anporpaMMHpOBaHHOE, HOBOE
pelueHue :

NONVERBAL COMMUNICATION - o6Men HeBepbabHOM HHGopMaumei

(0]

OPEN-BOOK MANAGEMENT - ynpasieHHe IO NpPUHLMITY OTKPLITOH
KHHTH -

OPERATIONAL GOAL - onepaunoHHas ueib

OPTIMIZER - ontuMu3aTop

ORGANIZATION - opranusauus (B COLHMANBHBLIX HayKax: rpynna mogeii,
00beAMHHUBILASACS AL COBMECTHOIO NOCTHXEHHS KaKOH-HUOYIb LeH; MOKET
6biTh popMabHOM i HeOpManbHO#)

ORGANIZATION CHART - cxeMa OpraHM3audoOHHOI CTPYKTYpB!,
opraHuM3alHOHHas avarpaMma (TabiaMua WM cxema, B KOTOPOH [peacTaBjieH
COCTaB [0pa3AeNeHHi U JOJIKHOCTHBIX JIMLL KOMNAHHUH, KX COMOIUMHEHHOCTD
U B3auMOAeHCTBHE)

ORGANIZATIONAL CONTROL — KOHTPOJIb, OCYUIECTBIAAIOUIMIICH BHYTPH
opraHu3aLiu

ORGANIZING - opranuzauus (ofiHa M3 6a30Bbix (GyHKumit  ynpasneHus.
BKJIIOYAIOLIAs TIOHCK HEOOXOMMMbIX Decypcos, pacnpenenenne pabor H
Ha3HAYEeHHE OTBETCTBEHHBIX UCIONHHUTENEH A/ JOCTHKEHMA MOCTABIEHHBIX
uenei 1 3aaay)

OUTSOURCING - aytcopcunr (nepejasa croponHeMmy —MOApAAYHKY
HEeKOTOpbIX Ou3Hec-QyHKuMi Wi vacreii 6u3nec-npouecca npearnpusTHa C
LEeJ1bKD TMOBBICHTH [POU3BOAHUTEINILHOCTDL pr_ﬂa U CHU3UTDL CeGCCTOHMOCTb

NpOAYKUHMH NPEUMYIIECTBEHHO 3a CY€T Gonee pemépoii paboueii cuinl Y
NoApAAYHKA)
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PARTNERSHIP - tosapuuwectso  ((opma  npeanpHHHMATeNbCTBa,
npeacTasisiomwas coboii o6beanHeHue ABYX iin Gosiee i (napTHEpos),
COBMECTHO  OCYILECTBIIAIOIMX  KOMMEPYECKYHD  AEATENBHOCTb, Ul
opraHnzauui 9Toii gopmbl TpeGyercs.ycTHOE Wil NMHCbMEHHOE COrJlallieHHe
(1apTHEPOB 00 HX BKIIALAX, Y4aCTHH B NPiObLIH, OTBETCTBEHHOCTH If T. I1.)
PARTNERSHIP AGREEMENT — noroBop/corjialieHie 0 COTpyAHHYECTBE
PERMANENT TEAM — nepMaHeHTHas, J10/ITOBpEMEHHAs KOMaHAA
PERSONAL POWER — auunas BjlacTb, IMUHOE BIIHAHIIE

PLAN - nnau (cxeMa Kakoii-ji. HeATeNbHOCTH, pa3paboTaHHas 10 Hayana ee
OCYLIECTBJIEHHA (HAIp. UIAH AEATENBHOCTH KOMMAHHH, TUIAH NPOAAX. MaH
MOJy4eHHs BbIFIAT (rnocoluii) i T. 1.))

PLANNING - 1uaHHpoBaHHe, TNPOEKTHPOBAHHE, COCTABJEHHE TUIaHa,
npoexta, nporpamasbl (paspaboTka 11IaHOB AEATENBHOCTH OPraHi3aLii; ONHA
13 QyHKUHIT MEHEDKMEHTA)

PORTFOLIO ANALYSIS - ananu3 noptdens. noprdenbHbiii aHanu3 (aHamn3
BCEX CTpaTEerH4eCcKHX NOApa3lUeNeHHIT KOMIIaHHIT)

POSITION POWER - BnacTh, /JaHHas nosuuiieii, 3aHumaeMoii B
opraHu3auni

PRESCRIPTIVE CURVE - npeanucbiBaiowias Kpusas (Kakoil CTHIb
YNpaBJEeHHsA HCHOJIb30BATD)

PROGRAMMED DECISION - 3anporpaMMupoBaHHOe pelieHHe (KOTOpoe
YXKe OCYLIECTBIAIOCH PaHee)

Q

QUESTION MARK - "tpynublii pebeHok", "TemHasa jowaaxa", "aukas
Kowka", "3Hak Bompoca" (BuA npoaykra B BocTOHCKOIl maTpuue, MMEKOLUH
noka HeGONBUIYIO JOJII0 PbIHKA, He NpHHOCAWwMIi Oonbwoil nmpibelam, HO
HMEIONLHIT BLICOKHE TEMIIbI poc*ra)

R

REFERENT - (1) nopyunteinb (naiouee peKOMEHIauHIo Jinuo); (2) obbekr
CCbUIKH (¢ KeM ce0s CpaBHHBAIOT)

REFERENT POWER - Bnactb >TajioHa (OCHOBaHa Ha JIMYHBIX KauecTBaxX
OKa3bIBAKOILETO BIHAHKE)

RESISTANCE - cotpoTHBiieHIE

RETRENCHMENT STRATEGY - cTpateris COKpauleHus (XapakTepH3yeTcs
yCTaHOBJIGHHEM Leneii HibKe AOCTHrHYTOrO YPOBHA MM  HCKIIOMEHHEM
HEKOTOPbIX HANpaBEHHH AEATEILHOCTH, B XYALIEM Clyyae AHKBHAAUMel
NIPOH3BOLCTBA)

REWARD POWER - BnacThb BO3HarpaXACHHs; BJIACTb, OCHOBAHHAs Ha
BO3HarpaxceHuH (BJIACTb, BO3HMKAIOLAd 13 BO3MOXHOCTH JIMUA NpeiUlaraTh
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yTo-1. B KAYeCTBEe BO3HATPAKIEHMA, a TakkKe JMIIATh ObelaHHoro
BO3HArPaXAEHHA H TEM CaMbIM BO3/EHCTBOBATH HA MOBEEHHE APYTHX moneit
(nanp. crocCOGHOCTb MEHEeMKepa CTHMYIHMPOBaTb TPYA pabOTHHKOB IyTEM
obeiaHns NPeMHH WK YTPO3bl JIMILMTb NPEMHH))

S

SELF-DIRECTED TEAM - camoynpasiseMas KOMaHaa

SITUATION ANALYSIS — ananus CUTyauuu

SMALL BUSINESS — manoe npeanpustie (kaxk NpaBuilo, MMEET HeOOIbILME
06beM KanuTana ¥ 06OpOTHl [0OBEMBI HEATENBLHOCTH], XapaKTepH3yeTcs
HeGONBIIMM KOJIMYECTBOM COTPYIHUKOB)

SOCIO-CULTURAL DIMENSION (ENVIRONMENT) - counaibHO-
KyJbTypHas cpeaa

SOCIOEMOTIONAL ROLE - couuanbHO-3MOLMOHaNbHAas poib (UileH
KOMaH[bl, pOJIb KOTOPOTO 3aKIIOYAETCd B MOMIEPKKE YIOBJETBOPEHHA
IMOLMOHANIBHBIX HOTPpEOHOCTEH Y1aCTHHKOB)

SOLE PROPRIETORSHIP — uHAMBHAyallbHOE MNpeanpuaTHe (KOMIMaHHA,
KOTOpas HaxXOAMTCA B COOCTBEHHOCTH M YMPaBJEHHM OJHOIO 4YeJIOBEK3,
OTBEYAOLEr0 No 06A3aTeNbCTBAM NaHHOH KOMIIAaHMM JIHYHBIM UMYILECTBOM;
Takas lopuAHdecKas GopMma NMpeanpHHUMATENbCTBA M3OMpaeTcst Ul MEJIKHX
NpeanpUATHit; €€ HENOCTaTOK 3aKIIO4YAETCA B OFPAaHHYEHHOCTH (PUHAHCOBBIX
BO3MOXHOCTEH; HHIAMBUAYyalbHBIE [MPEANpPUATHS AeiicTByIoT B 00JacTH
PO3HMYHOM M MENKOONTOBOH TOPrOBJIM, OKA3bIBAIOT YCIAYrM Ha MECTHOM
YpOBHE; 4acTO GUPIKEBbIE MAK/IEPH! OPIaHH3YIOT CBOKO NEATENLHOCTL B BUAC
WHAMBHAYAJIBHOTO NPEANPHHUMATENbCTBA)

SPAN OF MANAGEMENT - 1) HopMa ynpapiseMOCTH (MakCHMajbHOC
KOJMUECTBO MOAYUHEHHBIX, KOTOPbIM PYKOBOMTENb CMIOCOGEH ynpasiaTs) 2)
o6beM ynpaBineHus, chepa KOHTponsA (YMCIO paGOTHMKOB, OTBETCTBEHHBIX
rnepes JaHHbIM PYKOBOAKTENEM)

SPECIAL-PURPOSE TEAM - cneusanu3poBaHHAas KOMaHAa, KOMaHA2
CIIeLHaIbHOTO Ha3HAuYEHHS

SPOKESPERSON - "npencrasutens” (no Munubepry: ogna u3 poseils
KOTOpblE  IPUXOMAMTCA MIPaTb MEHEIDKEPY; IepeaaeT BHYTPEHHIOW
MHQOpMALUMIO  BHELUHMM  MO/Ib30BATENAM:  (MHAHCOBbLIM  OpraHaM,
aKLHMOHEPaM, NapTHEPaM, KIIMEHTaM; OCHOBHAs (yHKIMs - PR-pestenpHOCTh;
BXOAMT B IPYNITy HHPOPMALHOHHBIX poJieil)

STATUS QUO - cTatyc-KkBO, TO XK€ [OJNONKEHHE, TOT K€ MOPAAOKs
CYLLECTBYIOLIEE W CYLIECTBOBABLUEE MOJNOKEHHE

STABILITY STRATEGY ~ cTpaterus CTabHIbHOCTH, YCTOHYHBOrO pa3BUTHA
STAKEHOLDER - 3anHTepecoBaHHas CTOpOHa, 3auHTepecoBaHHOE JHLO
(yir060e MU0 HIIH TPYIINA JIHL, HMEIOWMX HHTEPEC B KOMIAHHHU: aKLMOHEPD!:

214

paboTHUKH, IOCTaBLINKH, KJIHEHTBI, KPEAHTOPHI, rocyaapcTBo,
0011eCTBEHHOCTD M T. A.)
STAR - '"3Bezua" (o0o3Hauenne  ObICTPOPACTYLWICrO  HanpaBiCHHA

JesTeNbHOCTH MJBL ToBapa ¢ 0o0/blioit Aosiell pbiHKA, KOTOpble 3a4acTylo
TpeByIoT Cepbe3HOro HHBECTHPOBAHILA U NOAUEPKAHIA HX ObiCTPOro pocta)
START-UP — nauano acsiteiibHOCTH; "cTapTan” (HedaBHO co3naHHas Qupma,
0OBIYHO HHTEPHET-KOMITAHHSA)

STRATEGIC BUSINESS UNIT (SBU) - crtpareriieckas Ou3HEC-eIHHHUA,
CTpaTernueckoe XossiicTBeHHoe (Ou3Hec-) nosapasneiexie (HalpPaBAeHHE
HEATEIbHOCTH KOMIIAHUH (IIPOAYKT), HMEIOLIEE OTACIBHYIO MHCCHIO If 3a]1a4H,
JEATENBHOCTh KOTOPOil MOMKHO IUIAHHPOBATb H PEKIAMHIPOBATH HE3aBIHCHMO
OT APYI'HX HallpaBieHHii)

STRATEGIC GOAL — ctpateriyeckas ueib

STRATEGIC  MANAGEMENT  —  crparernyeckoe  ylnpasicHHe
(1eATeNbHOCTh  BLICLIENO PYKOBOACTBA OpraHM3alHll 110 ONPEACIICHHIO
J0JIFOCPOUHbIX Liejieil opraHi3aLiit, paspaboTke NPHHLUHIIOB, MJIAHIPOBAHIIO
OCHOBHbIX MEpONpHATHIT I pacnpese/ieHHI0 PECYPCOB Uit JOCTHREHHA ITHX
uesneit)

STRATEGIC PLAN - crpateriyecknii 1uiaH  (OnicCbiBacT  MHCCHIO
OpraHu3aliK, €€ CYLUHOCTD, OBLIIIE LETH H 3a4aUll Ha JUIHTEIbHBIIT CPOK)
STRATEGY FORMULATION - ouncaniie, pa3paboTka cTpaTeris
STRATEGY IMPLEMENTATION - BHeapeHHE CTPATETHH

SUPPLIER - nocrtaslK (TOBapa, yciyri)

SUSTAINER - nepxauytiics 3a yKjag, 3a CywecTBytoliii odpas mH3HH
SWOT ANALYSIS - SWOQOT-ananmz (cucreMa CTPYKTYPHPOBaHHA it
MOC/ICAYIOIEr0 aHanM3a HHpopMaUMH O COObITHH, CHTyawHH M T.0..
Gazupyiowasca Ha CleayloWMXx  Kputepuax: strengths  (aocrouHcrsa,
npeuMyuiecTsa), weaknesses  (cniadOCTH,  HENOCTAaTKH),  opportunities
(Bo3moxHocTH) 1 threats (yrposbi, pucki). Flcnone3yercst it COCTaBjeHHS
OH3HEC-IUTAHOB H HA NPEABAPHTEIIbHBIX CTAANAX NPHHATHS PELIEHHUIT.
SYSTEMS THEORY - teopusa cuctem

T
TACTICAL GOAL - taktiueckas 1efb
TALL STRUCTURE - BbicOKas, MHOI'OYpOBHEBas OpraHH3auHOHHas

CTpyKTypa (OpraHu3allMOHHAs  CTPYKTYpa, KOTOpas  XapaKTepH3yeTcs
GOMBLUIMM KOJNMYECTBOM YPOBHEI YIPABJEHHS; MPH JAHHOI CTPYKTYpe Yy
Ka)10H MEJIKOI IpyIllibl COTPYAHHKOB €CTh CBOi ynpasisiowuii, KOTopslii, B
CBOIO OYEPE/lb, HOAUHHAETCS BLILUECTOALLHM YIIPABJIAIOLINM)

TASK ENVIRONMENT - pa6ouaa cpeaa (ycjlOBHs, B KOTOPBIX
OCYLLECTBISETCS BLIIOJIHEHHE KAKOro-Jl. 3alaHus, i (dakTopbl, BIHAIOLIHE Ha
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MOCTaHOBKY Lie/ieii MU MPHHATHE PELUEHHIi N0 MOBOAY BBINOJHEHUs TOTO WIIH
HMHOrO 3aaHu)

TASK SPECIALIST ROLE - cneudanucT no peuieHuio 3afgad  (WwieH
KOMaH/bl, HAaNpaB/IAIOLIMI BCIO CBOK JHEPrHI0 HAa HOCTHKEHHE KOMAHIHBIX
ueneit)

TEAM — rpynna; 6pHraza, KOJUICKTHB

TEAM COHESIVENESS - cri04eHOCTb KOMaHbI

TEAM DEPARTMENTALIZATION — xoMaHfiHad AenapTMEHTaIH3aluA
TEAM MANAGEMENT — xoMaHaHOE ynpaBieHue (CTH/Ib ynpaBieHHs, NpH
KOTOPOM DYKOBOIMTENIO A0GMBAETCA BBIMOJIHEHUS NPOM3BOACTBEHHBIX 33134
H COXpaHAeT MNpH 3TOM OnaronpHATHbIA I[ICHXONOrHYECKHH KiIMMaT B
KOJUIEKTHBE, B3aMMOOTHOILEHHS MEXKIY PYKOBOAUTEIEM M MOAYHHEHHBIMH B
3TOM Cily4ae CTPOATCA Ha B3aHMHOM JOBEPHH H YBAXEHHH)

TECHNICAL SKILLS - TtexHuuecKHe HaBblkM (rpynna HeOGXOAMMBIX
MEHE/UKEPY HABBIKOB, BKIIOYAIOLIAs CIIOCOOHOCTb HCMOL30BaTh 3HAHMA B
TakuX 00J1acTAX, MPOEKTHPOBAHHE, NPOM3BOICTBO, YUET U T. 11.)
TECHNOLOGICAL DIMENSION (ENVIRONMENT) — TexHONOrM4€ecKas
cpena

THEORY X — teopus X (ogHa M3 IOBYX B3aHMOCBS3aHHbIX koHuenuuii .
Maxkrperopa, XapaKkTepH3ylOUIMX BapMaHThl OTHOIUEHMA 4YeIOBEKa K TPYAY:
COrIacHO TEOPHH X, PyKOBOAMTENb CKJIOHEH K CO3AAHHIO OpPraHU3aLHOHHOIO
KIMMaTa € JKECTKHM  KOHTPOJEM,  UEHTPaIM30BaHHOH  BJIACTHIO,
aBTOKPaTH4ECKHM JIHAEPCTBOM M MHHHMAILHBIM Y4acTHEM COTPYAHHMKOB B
NpOLECCEe NPUHATHSA PELICHHH; TaKOH PYKOBOAMTENbL CUMTAET, 4TO JIOAM HE
mo6aT paboTaTh, JMILEHBI BCAKOTO YECTOMOOHS, NPeANnoYUuTaloT, YToObl HMH
PYKOBOAWIM, XOTAT 3aLUMIUEHHOCTH, INABHBIH BBIBOA - Juojeit Haao
NpHHYXAaTh paboTaTh)

THEORY Y — teopus Y (oaHa M3 ABYX B3aHMOCBA3aHHbIX KoHueruil J-
Makrperopa (CLUA, 1960 r.), xapakrepusyrouux BApPHAHTBI OTHOLUEHILA
He/IOBEKa K TPYHMy, COINacHO TeopuH Y, pyKoOBOOMTENb CKJIOHEH K
AEMOKDAaTH4YECKOMY  CTHJIIO  DYKOBOACTBA, TaK Kak cyWTaeT, 4TO
3(peKTUBHOMY OPraHM3aUHOHHOMY KIHMATY CBOICTBEHHO Gosee cBOOOAHOE
ofiuee pyKOBOACTBO, 60NbLuas JeUeHTpaIH3aLus BJIACTH, MeHplUas oropa Ha
NPHHYKICHHE U KOHTPONL W GOJblEE Y4aCTHE COTPYIHMKOB B npowecce
NPUHATHA PELICHHI)

THEORY Z — teopus Z (teopus ynpasieHis Yuabama Oyuu, JoroHHBLIAA
Teoputo X U Y Makrperopa; Bkiouaet B ceGg YepThbl, XapakTepHbie A4
AMOHCKOTO CTWILY YNPABIICHUSA! OTKA3 OT MONUTHKM yBObHeHHil B (JOPME
"“0”‘”3“3*'"9}“0" HaliMa  paBoTHUKOB, J€ueHTpanusauMo  ynpasieHHA
OpraHH3alHME”, TPYNNOBOe MPUHATUE PELUEHHI, akuenT Ha Menkue rpyMIbl
pH Opl‘3.l-\lj43€lll”“ TpyAa, focTosHHOE 06yueHue y pa3paGoTKy nporpaMM
ciyxxe6Hoi kapeepel; Y. Oyun nwitancs NoKa3aTh, YTO KOpIOpaTiiBHAA
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KyAbTypa SABJIACTCA KJIOYEBbIM (JAKTOPOM, KOTOPBIil NejlaeT OpraHH3aLHio
¢bexTHBHOI)

TOP MANAGER ~ pyxoBouitTeiib BbICLUEIO 3BEHA, TOII-MEHEKEp (OTBEHAET
3a pelleHHs, IPHHHMaeMble B MacliTabax OpraHH3aLHi Wi €€ 3HAYHTENbHOI
YacTH) .

TRANSNATIONAL STRATEGY - TpaHCHAUHOHQIbHAS CTpaTeris
TWO0-BOSS EMPLOYEE - paGOTHIK, KOTOpblii  OAHOBPEMEHHO
JOK/IaibIBAET ABYM HAYaJIbHHKAM

U

UTILITARIAN APPROACH - ytiitapHbiii 110:1x0:1

\4

VERTICAL TEAM - BeprukaibHas KoMmanma ((opManbHas KOMAHAA,
BK/IlOYaiomas B ceba MeHeykepa M ero O(HLHAIBHBIX MOAYHHEHHBIX B
COOTBETCTBHH C KOMAHAHOIT LIENOYKOIi OpraHH3alin)

VISION - npensiiseHite, NpOHHLATENLHOCTD, AATbHOBHIAHOCTD

w

WHISTLE-BLOWER - pa3zo6iauntens, CBHAETE/b, NpaBuoiod (4ejloBek,
KOTOPBIiT OTKPBITO KPHTHKYET ASATEILHOCT CBOEI OpraHm3auui)
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