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PREFACE

In light of the dramatic and far-reaching cvents of the carly
twenty-first century, the central theme being discussed in the field 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, ecthical 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 competencies 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 scek stability and cfficiency, design a top-down hierarchy to
UNREGISTERED CORYnOFsSCANPARYRUS
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
mancuver the difficult terrain of today’s turbulent business
environment. Managers focus on developing, not controlling, pcople
adapt to new technologies and extraordinary environmental shifts, and
thus achieve high performance and total corporate cffectiveness.



CHAPTER 1: INTRODUCTION TO MANAGEMENT AND ITS
FUNCTIONS
11 10,021 rra, O DI LLBLEEA N 200 4

Managers in all organizations are contmually dealing w1th
unceff)amty and uncxpccted 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, w1th a shalp increasc in
the rate of intentional acts such as product tampcung, workplace
violence, or terrorism. & (A/«/M /CMJ(L[’[‘LQ

The _nature of management is to cope w1t diverse and far-
%acLh/iﬁém‘c ‘hal &hogés“ Manzzéfls have to keep pace with advancing
technology, find ways to mcmpmatc the Intc;rnet and e- busme;ss mtoml

\BEOQ JCBULY (petif O ¢
their, stratcgles and business models, and lcmam com’petlt’lvc mcthe ‘face
capreppu CIHLOA D
of mcreasmgly ﬁ@ﬁ” global competiti on uﬁ&:rtam ¢hvirofiments,

/L OHMUR D)
CutBacks in per Fsonnel and resources, and massive >‘worldwide economijc,

Lo /{Dc‘rr ,(, ,r f/. ~/‘
polltlcal and social SHifs. “The/ O%ﬁ&g/ w}ms@f , of the Worktorse £~
Ay 0Nt O f1e et
cre4tes other dynamics: How can managers aintain a strong corpmatc

uYNREGIST! %mwawmms@mmm&ch

and c pmg with conflicting demands of all employees wanting a/fair
l"vl AL
shot at pow01 “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 idcas arc in this definition: (1) the four
functions of planning, organizing, leading, and controlling and (2) the
attainment of or gamzdtlonal goals in an effective and cfficient manner.
Managers use a” mu ff‘ffldc 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 needs (Mcthodist church), or provide



social satisfaction (college). Deliberately structured means that tasks
are divided and responsibility for their performance is assigned to
organization members%‘ocial 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 cffectively 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.

UN REGISTFourEP COPYRPF SCAN PAPYRUS

nctions anagement

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 employees into
departments, the assignment of authority and allocation of resources.
Organizing typically reflects how the organization tries to accomplish
the plan.

Leading is the use of influence to motivate employees to achieve
organizational goals. Leading means creating a shared culture and
values, communicating goals to employees throughout the organization,
and filling employees with the desire 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 1s 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 depamnem;s w01k at different levels in the hierarchy, and
meet different requir emetits 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 or gamzat1ons the _number of
managers at cach level is such that the hierarchy fesembles a pyramid,
with many first-level managers, fewer middle managers, and the fewest
managers at the top level. Each of these managcment levels is described

rno ol
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Figure 1.1 — Hierarchical Levels of Management
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Manager

First-Line
Managers




1) Top managers are managers who are responsible for the entire
organization.

Top-level managers, or top managers, are 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 Exccutive
Officer (CEO), Chief Financial Officer (CFO), Chief Operational
Officer (COO), 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 dcpartments and other business units.

WHRER S TERED EBPY OE SEANBABVRIGS

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 several
departments or divisions that perform different functions. In
other words, this is the head of division.

3) First-line managers arc 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 managemcnt 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 employces “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, legdmg, and C(?I]tl.qu,,g,.'o%c.{cguﬁ o

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 leading is done by first-line managers.
The amount of planning, organizing, and controlling decreases down

UNKEGISTERED COPY BF STANPRBYROY

Management Skills
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A manager’s job is complex and multidiménsional and requires
a range of skills. Though some management theorists }‘)’I‘!():ﬁé'séh"if "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 (t)r‘ggni,z)z;;ibﬁqf'x't‘s‘"\i'i‘{t‘o its
competitive environment. Conceptual skill is &tucial 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 )i’ntg{pg};sqnz‘lll §ki11, and an inability
to communicate cffectively can’‘prévent “éarcer” progression for
managers. Managers who wgh_”a‘yg;' ggkiggl,lent technical skill, but poor
interpersonal skill are unlikely to succeed in their jobs. This skill is
critical at all levels of management. S i
Technical skills involve understanding and demonstrating p’fblﬁéiency
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
managers may engage in the actual operations of the organization; they
need to have an understanding of how production and service occur in
the organization in order to direct and evaluate line ,employees.
Additionally, first-line managers need skill in $¢heduflihg workers and
preparing budgets. Middle managers use more technical skills related to
planning and organizing, and top managers need to have skill to
understand the complex financial workings of the organization.

UNREGIRTERER:GORY QF RCANFARYRYS

changes as managers move up in the organization. Though the degree
of each skill necessary at different levels of an organization may vary,
all managers must possess skills in cach of these important areas to
perform effectively. From the diagram below we see that conceptual
skills are more important for top managers, and first-line managers
need technical skills in a greater extent. Human skills are equally
important to all management types.

Figure 1.2 — The Importance of Skills for Managers

Top Managers
Middlle Managers Carmp‘uul Skills
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One of the most interesting findings about managerial activities
is how busy managers are and how chaotic the average workday can be.
quageual activity is characterized by va11ety, ﬁagmentatlon and
bre\aty “The manager’s involvements are" so w1despread Zand™
voluminous that little time remains for quiet refleétiont 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

Manager Activities

and the brevity and variety of tasks.

7:30 A.M.
7:37 A.M.

7:45 A.M.

UNREG

8:00 A.M.

8:14 A.M.

8:25 A.M.

9:00 A.M.

9:15 A.M.

Janet arrives at work and begins to plan her day.

A subordinate, Morgan Cook, stops in Janet’s office to
discuss a dinner party the previous night and to review
the cost-benefit analysis for a proposed enterprise
resource planning (ERP) system.

Janet’s secretary, Pat, calls her over the telephone.
“Janet, they had serious water damage at the

m%eﬁccbpwbﬁsmwgﬂ mus

000 damage. Everything will
shape in three days. I thought you should know.”
Pat brings in the mail. She asks instructions for
formatting a report Janet gave her yesterday.
Janet gets a phone call from the accounting manager,
who is returning a call from the day before. They talk
about an accounting problem.
Mr. Nance complains that a sales manager mistreats
his employees and something must be done. Janet
rearranges her schedule to investigate this claim.
Janet returns to the mail. One letter is from an irritated
customer. Janet types out a helpful, restrained reply.
Pat brings in phone messages.
Janet receives an urgent phone call from Larry
Baldwin. They discuss lost business, unhappy
subordinates, and a potential promotion.

QL



Managers’ work is fast paced and requires great energy. The
managers processed several dozens of mail cach day, attend five-eight
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 receive 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

HNRESESTERERERRY QR SCANEABYRYS

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. Coxpupsnit Civp ottt fiec

2. Bevisible. Aetmts frt fuiitputs

3. Put people before busillegs.

4. Tell the truth. v v/

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 companies that weather a crisis best,
whether the crisis is large or small, are those in which managers make
people and human feelings 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 excellent opportunities for
looking forward and using the emotional energy that has emerged to

YWRREGTSTERED COPY OF SCANPAPYRUS

Key Terms ‘
Conceptual skills o/ewdbem eitichut T eading ‘-\i,ﬁu'(
Controlling S Management
Effectiveness 27, Middle manager - ¢t
Efficiency /e Lo e Organization

First-line manager”{; o Organizing OfLLa

Functional manager .., Lesentd -~ Planning -~ feloféey &

General manager ./ ey S " Technical skills - /ziee westocics puf
5 S it Y 'J' G

Human skills  #ea. dee eoan ¢ 1ee.d? %nagcr = ALty ) Cotcey,,

Discussion Questions |

~21. What similarities do you sec among the four management functions
" of planning, organizing, leading, and controlling? Do you think these

13



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.

Experiential Exercises

TEST 1: Tolerance for Ambiguity Scale

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

REGISTERED é’e A@P*SCANPACPY‘F&S'SSA

1sag,ree lsa ree
2 3 6 7

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

1. An expert who does not come up with a definite answer
probably does 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 more 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




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.

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

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.

HNREGISTERED COPY OF SCANPAPYRUS

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 cach of the following questions according to the following scale:

1. I am never like this.

2. [ am rarely like this.

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

5. L am always like this.

1. When I have a number of tasks or homework to do, I set priorities

and organize the work around deadlines. 123 45

15



2. Most people would describe me as a good listener. 123 4 5
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 choosctodo. 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. 1 would rather sit in front of my computer than spend a lot of time
with pcople. 12345
8. I try to include others in activitics or when there are discussions.
12345
9. When I take a course, I relate what [ am learning to other courses I
have taken or concepts I have learned clsewhere. 12345
10. When somebody makes a mistake, I want to correct the person and
let her or him know the proper answer or approach. 123 45
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

S st Bolls oot s
UNREGISTERED CORY UF SCARPAPYRUS
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 feelings. 12345
18. Data or things interest me more than people. 12345

16
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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 noticeably weaker in any of the skills should take
courses and read to build up that skill.

CASE STUDY: Elektra Products, Inc. l

Barbara Russell, a manufacturing vice president, walked into
the monthly companywide mecting with a light step and a hopefulness
she had not felt in a long time. The company’s new, dynamlc CEO was
going to announce a new cra of employee invoemment and
cmp&w‘é"r%/(z:nt at Elektra Products, an 80-year-old, publicly held
company that had once been a leading manufacturer and retailer of

oo UNREGESTERER CoBY. OF SEANEARYRUS

of mcreased foreign and domestic competrtldn new product ideas were
‘few departments such as manufacturing and sales hardly spoke to one
another; moralc was at an all-time 168" and many employees were
actlvcly seekmg other jobs. Everyone needed ) dosc ghgpe ypn e
Martin Griffin, who had bcennglred to revive thc fa1lugg
company, opened the meeting with a cha nge: “As we f)L ace mcreasmg
competition, we need new 1dcas ew energy, and new spirit to make
this company great. {%?d the source for this change is you, Oeach one of
you.” He then went on to explain that under the new eiipowerimeitt <
campalgn employees would be getting more information about how the
company was run and would be able to work with tlzelr fetiow
(gl;;Jp{loyccs in new and q%atwc ways. Martin ;S{oéTanmed a new cra of
lektra Products. Barbara felt the excitement;

trust “‘and COWIMOH at
but as she looked dxoull(i the room, she saw many of thc other
employees, including her friend Simon, rolling their eyes'. “Just

! / s e T ~ ~
Rolling one’s eyes — BouTH 171a3aMH U3 CTOPOHbI B C PO} e university |
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anothel pﬁe of corporate zkr,ap ,” Simon said later. “One minute they
try dovV11512111g, 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 eng1nee1 with Elektra Products for more than 20 years.
Barbara knew he was Voyal to thc company, but he — and a lot of others
like him — were going to be an dbstacle” to the empowerment etforts.

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 team
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
UNREGISTER’E&PGOPWO‘FCS@ANIP’A]P?’M
periods to let them get to know one another’s jobs.

When the team prcsentcd 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;

? Pile — xyua, rpyna

. Crap — epyHja

4 Obstacle — HPENSTCTBHE, IIOMEXA
> To thrive — G1aroIGHCTBOBATS, IPEYCIIEBATD, IPOLBETATH
% To blossom — npeycHers, JoOOUThCs ycrexa

" Swap — MeusTh, OOMEHUBATH, OGMCHIBATHCS
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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?
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CHAPTER 2: THE ENVIRONMENT AND CORPORATE
CULTURE

Globalization and worldwide socictal turbulence affec
companies in new ways. Even for those companies that try to operat
solely on the domestic stage, events that have the greatest impac
typically originate in the external environment. To be effective
managers must monitor and respond to the environment — an ope:
systems view.

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

The organization’s external environment can be further divide
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Figure 2.1 - Organization’s General, Task, and Interna
Environments

General
Environment

Task
Environment

Internal
Environment




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
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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.



In recent years, because of technology advancements many
organizations had to make a lot of changes. For example, twenty yecars
ago, many organizations didn’t even use desktop computers. Today,
computer networks, Internet access, videoconferencing capabilities, cell
phones, fax machines, and laptops are practically taken for granted as
the minimum tools for doing business. Technological advancements
that make the Internet accessible to nearly everyone have changed the
naturc of competition and of organization’s relationship to customers.
Many companies are adopting sophisticated e-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
scientists to create amazing new materials — clectronic, structural,
biological, and medicinal. Examples already 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.
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policies designed to influence company behavior.

Managers must recognize a varicty 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.



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 are 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 companics
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).
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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 universitics 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
are highly profitable because it is difficult for new firms to enter it. But



in some industries competitors cooperate to achieve common goals. For
instance, Apple and Compaq, 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 arc 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
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the following elements:
Employees
Management
Corporate culture
Organization structure
Technology

SE BN

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
is 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. Only the
est part of it is visible but the greatest part is invisible from the
ight (Figure 2.2).

le level of corporate culture includes such things as manner of

patterns of behavior, physical symbols, and organizational
1onies, office design — these are things that anyone can see, hear,
bserve.

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.

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

3 — The Iceberg of Visi
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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
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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
employees. 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. Cultures 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
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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 core values. Employees are forbidden to eat at their
desks or to decorate with more than one or two personal photographs.
People who succeed at Siebel are focused, competitive, and driven to
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like atmosphere. Managers emphasize such values as cooperation,
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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 more than one category.
The relative emphasis on various cultural values depends on the needs
of the environment and the organization’s focus.

Environmental ‘Uncertainty

UNREGISTERED COPY.OF. SCANPARYRUS

effective. Uncertainty implies that managers do not have sufficient
information about environmental factors to understand and predict
environmental 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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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?
EMNREGISTERED COPY OF SCANPAPYRUS
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? I’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 Exec.) walnut'
desk and furniture, and his telephone table. In fact, the room is
practically empty save for a large, round white cafeteria 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 rear’, no status problems. We all sit there and communicate more
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 — essed it —
UNREGISTERED. CORY \OE:SGANRARYRUS
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 ons
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 below us. So, as I see 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 [ don’t know why I never realized it before that seminar.
Why... let’s take an extreme example... the people who run those

' Walnut - JIpeBECHHA OPEX0BOIo AepeBa
Padded 0OUTBII
Noﬁont Or rear — HET 3aJIHEN WK [IepeIHEH CTOPOHBI
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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.” f

“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?” J‘
she said. “All T 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 ]
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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 entrepreneur’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.

UNBEGIZTERER COEY.QF 2CGANRBARYRES

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 entrepreneurs (Chinese restaurant, Indian restaurant)
4. Immigrant entrepreneurs
5. Home-based business: there are several 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 business tends to
fail often, the primary reason of that is conflicts between family
members.



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
NRECISTERED COBY G RERNPABYRGE

Five Tvpes 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.

" Also called Monthly Calculated Index (MCI)
2$1=KZT146
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Figure 3.1 — Five Personality Types of Small Business Owners

Rewarded by chanceto Thrive on the challenge of ~ Enjoy chance to balance

work on something new building a larger, more work and personal life
and creative » \ profitable business \ \
Idealists Optimizers Hard Jugglers Sustainers
24% 21% Workers 20% 15%
20%

Get personal satisfaction / High energy people who enjoy
from being a business handling every detail of their own
owner 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
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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

To some people, the idea for a new business is the easy part.
Other people decide they want to run their own business and start
looking for an idea or opportunity.

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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industry, primarily because of past job experience. Interestingly, almost
36% spotted a market niche that wasn’t being filled.

STEP 2: Choose the form of ownership

Before entrepreneurs have found a business they must choose
an appropriate legal structure for the company. The three basic choices
are proprietorship, partnership, or corporation.

1) Sole proprietorship — a business owned and managed by one
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
assthNREGISTERED COPY OFSEANPAPYRUS
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

Reasons for Starting a Business Source of New-Business Ideas

- Joined Family
... iBusiness b
i To Control My Future | 36!

In-depth Understanding
x of Industry/Profession
| Market Niche Spotted

___|ToBe My Own Boss
. To Fulfill a Dream




3) Corporation — a legal entity created by the state 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 is 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
strategic 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
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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
they 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 revenues in the future, its market, and so on. A
bank looking at giving a loan to an organization may wish to have
similar information.

STEP 4: Determine sources of financing

One of the main problems that an entreprencur faces is
financing of his business. An investment is usually required to acquire
labor and raw materials and perhaps a building and equipment. The
financing decision usually involves two options — whether to obtain
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Joans 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 entrepreneurs 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 field as trade barriers fall, communication becomes
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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 each country
independently. Product design, marketing, and advertising are 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
YNREGISTERED COPY OF SCANPAPYRUS

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

3. Multinational 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
multinational stage using globalization strategy. Mattel is also going to
enter this stage of globalization in several years because of changes in
toy-buying patterns. Company managers realized that children in Japan
also like blond-haired, blue-eyed Barbie 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
Jower 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
inc YNREGESTFERED"COPY OFSCANPAPYRUS
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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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 higher). Small companies benefit more from exporting than from
building plants in foreign countries.

A form of exporting is called countertrade — a barter of
products for other 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 enfry 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

ventYINREGIS TEREDE@OPYOF SCANPAPYRUS

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.
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gr%en eld Venture occurs when a company builds a subsidiary from
scrafch 1n 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 new
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
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Discussion Questions —‘

(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”?
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11. What steps could a company take to avoid making product design
and marketing mistakes when introducing a new product into a foreign
country?

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

! CASE STUDY: Nestle Strategy

Introduction

Nestl¢ 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 other countries
for growth opportunities, establishing its first foreign offices in London
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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, Nestl¢ cstablished 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 11, 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 gencrated sales of close to $51 billion, only 1%
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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
38% of its food sales were made in Europe, 32% in America, and 20%
in Africa and Asia.

A Growth Strategy for the 21st Century: Despitc its undisputed
success, Nestlé realized by the carly 1990s that it faced significant
challenges in maintaining its growth rate. The large Western European
and North Amecrican markets werc saturated. In several countries,
population growth had stagnated and in some there had been a small
decline in food consumption. The retail environment in many Western
nations had become increasingly challenging, and the balance of power
was shifting away from the large-scale manufacturers of branded foods
and beverages and toward nationwide supermarket and discount chains.
Increasingly, 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 carly—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, Nestl¢ 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
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Although the company is known worldwide for several key
brands, such as Nescafe, it uscs 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 degrce 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

45



trucks, and the danger of violence forced the company to rethink its
traditional distribution mecthods. Instead of operating a central
warchouse, as is its preference in most nations, the company built a
network of small warchouses around the country.

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

China provides another intercesting 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, betwcen 27 villages in the region and factory collection
points, called chilling centers.

Farmers brought their milk-—often on bicycles or carts— to the
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incentive to produce milk, and many bought a sccond cow, increasing
the cow population in the district by 3,000, to 9,000, in 18 months.
Arca 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. Ncstlé’s strategy is similar to that undertaken by many
Europcan and American companics during the first waves of
industrialization in those countrics. Companics often had to invest in
infrastructurc that we now take for granted to get production off the
ground. Oncc the infrastructurc was in place in China, Nestlé’s
production took off. In 1990, 316 tons of powdered milk and infant
formula were produced. By 1994, output exceeded 10,000 tons, and the
company decided to triple capacity. Based on this experience, Nestlé
decided to build another two powdered milk factories in China and was
aiming to generate sales of $700 million by 2000.
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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 Nestl¢’s worldwide sales, and the individual markets arc
very small. However, Nestl¢’s long-term strategy is based on the
assumption that rcgional conflicts will be settled down and
intraregional trade will expand as trade barriers between countries in
the region come down. Oncc that happens, Nestl¢’s factories in the
Middle East should be able to sell throughout the region, thereby
realizing scalc cconomies. In anticipation of this development, Nestlé
has established a network of factories in five countrics in hopes that
each will someday supply the cntire region with different products. The
company currently makes ice crecam 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 matcrials and focusing on local
demand. The Syrian factory, for example, relics on products that usc
tomatocs, a major local agricultural product. Syria also produccs wheat,
which is the main ingredient in instant noodles. Even if trade barriers
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needs, it has carned a good rate of rcturn in the region, even though the
individual markets arc small.

Despite its successes in places such as China and parts of the
Middle East, not all of Nestl¢’s moves have worked out so well. Like
several other Western companics, Nestlé has had its problems in Japan,
where a failure to adapt its coffec brand to local conditions mcant the
loss of a significant market opportunity to another Western company,
Coca-Cola. For years, Nestl¢'s instant coffee brand was the dominant
coffee product in Japan. In the 1960s, cold canned coftee (which can be
purchased from soda vending machincs) started to gain a following in
Japan. Nestlé released the product as just a coffee-flavored drink, rather
than the rcal 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 coffec 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 Japancse market.
By leveraging its existing distribution channcl, Coca-Cola capturcd 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 carefully adjusted
Goplana’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
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market share, and this has depressed prices and profit margins, despite
the healthy volume growth.

Source: http://highered.mcgraw-
hill.cony/sites/dl/free/0072873957/121268/Hillde_506_509. pdf

Questions:

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

2. What 1s the company’s strategy with regard to business development
in emerging markets? Does this strategy make sense?
3. What market entry strategies did Nestle use? How
4. How would you describe Nestlé’s strategic posture at the corporate
level; is it pursuing a globalization strategy, a multidomestic strategy,
or a transnational strategy?

5. Does this overall strategic posture make sense given the markets and
countries that Nestlé participates in? Why?

o
¥
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CHAPTER 4: MANAGERIAL ETHICS AND CORPORATE

SOCIAL RESPONSIBILITY
. T :
Ethics is difficult to define in arggecﬁgse way. In general géjﬁé{ef'c

fg,thics is the code of moral principles and values that governs the
behavior of people with respect to what is gight £1 wrong;{ Ethics sets
: iy mgt«%n — .
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 isﬁggecs‘%gi in a situation when the
actions of a person or organization may Rarfh or benefit others.
Because \E%iﬁ%lf §:Landards are not codified, disagreements and
dilemmas about proper behavior often occur. Ethical dilemma arises jn -
. " : g . e 3 }t,(ilsl-'%xjf;u" Giep eeq
a situation when each alternative choice or behavior is’tundesirable
y . o ot ALY CONA N .
because of potentially negative ethical conse}.]uences. 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
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the teacher gives F for homework to bot uf?:f? y‘oq.”bggguse you are both
guilty. Is it ethical from your side not to ¢énfess?

Business Ethics

-ﬁBusiness ethics is the behavior that a business brings to its daily
dteva\}ling_s, with the world. The ethics of a particular business can be
I(‘il’\'/efggf’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
bus.ié}&sséﬂ:lb‘,oegg}l&ffmggo le;,’ Q’%giggfs?gsigre i }8?&5}%‘1 n makil.lg money,
and that is ‘the bottom liné/ But making money 1s 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
are many factors to consider. When a company does business with

49



another that is considered uncthical, does this make the first company
uncthical by association? Most people would say ycs, thc ﬁrst business
has a responsibility and it is now a link in the ¢hain of unethical
businesscs.

Many global businesses, including most of the major brands
that the public usc, can be scen not to think too highly of good business
cthics. Many major brands have béen fined millions for breaking cthical
business laws. Money is the major deciding factor.

If a company docs not follow business cthics and breaks the
laws they usually end up being fined. Many companies have broken
anti- trust Cthical and cnvironmental laws and reccived “Ffi&8 worth
millions. The problcm is that the amount of money these companies are
making oﬁiﬁwmghs the fines applied. Billion dollar profits blind the
companies to their lack of business cthics, 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
uncthical bchavior. Business cthics can be applied to everything from
the trees cut down to make the paper that a business sclls to allow
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company follows correct business cthics. If the company is making
large amounts of money, thcy may not wish to pay too closc attention
to their cthical behavior. Therc arc many companics 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

It is a sad trut,h, t1a§ Jthe employees of just about cvery business
will occasionally encounter tecam members who are taking part in
uncthical behaviors. Such uncthical behaviors include a wide variety of
different activities. Among the most common uncthical business
behaviors of cmployees arc making long-distance calls on business
lines, duplicating software for use at home, falsifying the number of
hours worked, or much more serious and illcgal practices, such as
stealing moncy 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 arc actually illegal, it is up to the
business itself to decide how it deals with uncthical behavior — legal or
not. Many employecs find that discovering unethical bchavior among
co-workers actually tests their own values and cthical behaviors. After
all, unethical behavior that is not illegal frequently falls in a grey arca
between right and wrong that make it difficult to decide what to do
when it is discovered. 2E"lfrthcrmorc 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

%}x \QJJ-MI 5%
ustify if in their mind.

When cmployees discover other employees doing somcthing
that they know is wrong by the company; standards, their own sense of
what is right and what is wrong 1nstantly comes into question, That
employee needs to consider is how s/he fecls about that particular
activity, as well as informing about that activity, or turning a blind eye.

Even by deciding to do somcthing about it, the employce who
has discovered the unethical behavior is presented with a number of
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TN To makc this decision a bit casicr, many companics have
a&optea several techniques that allow for the management of unethical
activities. The first step is to create a company policy, in writing, that is

L &gead ang signed by each cmployce. This erases most fcchngs of
amb1gu1ty when it comes to deciding what to do after \Nltnessmg an
unethical behavior.

The sccond is to give a clear outline of what is expected of the
person who has discovered the uncthical behavior. It should include the
person who should be contacted, and how to g0, about doing it. With
clear instructions, there will be less }]CS%tQatl()h in reporting uncthical
activities, and then they can\bg, dcalt w1th quickly and relatively casily,
before they develop into overwhelmmg 1ssucs.

Furthermore, the conscquences of unethical behaviors should
be clearly stated. This way, both the berson doing the activity, and the
witness to the activity will be well awarc of the way that things will be
dealt with, and there won't be any risk of someonc 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 aqgonﬂlct between the needs of
the part and the whole — the individual vérsus 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.

ﬁ.‘ 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 peoplﬂ In crisis situation, utilitarian approach is often used.
For example, the CEO of the company may face an ethical dilemma to
fire 50% of staff or decrease salary of all employees and leave everyone
with 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
YNREGISTERED COPY OF SCANPAPYRUS

Medical company may use utilitarian approach for ethical
decision 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.

2.[Individualism Approach implies that behavior is moral if it serves
individual’s long-term interests, which eventually leads to the greater
good.

This approach is an opposite of the utilitarian approach[Here it
is implied that a decision maker while making his decision should
choose the best alternative that will satisfy individuals to a larger
degree./ Individualism is believed to lead to honesty and 1nteg11ty@€;
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 exam(plea 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
cénc I, and needed money for treatment. No one in the organization
f"é&s"f'ég‘ 4'this Uecision 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.

Moral-Rights Approach implies that behavior is moral if it does not
g)é & the rights of people.

[CEach 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 A pro ch 1npl%es that behavior is moral if it is based on
standards of eqii yéqand f%lmess

H;Tndlwduals must be treated equally from moral rights point of
ViewlUNRE GIS TEREDICORY QFIBCANPAPYRUS
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 contr(ﬂ 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 are based on the justice approach.

Three Levels of Personal Moral Development

pAf Lt vy
futles, When managers are accuséd of lymg, cheating, or stealing, the

blame 18 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, organ1zat1onal values,
at tuél@s ‘beliefs, norms, and behavioral pafferns 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
P w .
ego strength, self-confidence, and a strong sense of independence, may
enable managers to make ethical dg{c{ilgiﬁq St;’yz oy
One important per%%ﬁ 1s 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.

Ejg"reconventional 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.

u{NCon{«*‘énnonal Tevel: managers 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,

ONKESISTERED 'COPY BF SERNFAPYRUS
1@0stconventional le\gel:lﬁ%qprggp};sﬂ{a},re' guided by their internal values

and beliefs, and they""dﬂi‘s;b'bey“rul'e’s' 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 1:
Preconventional

Level 3:

Postconventional
Level 2: Follow self-chosen
Conventional principles of justice and

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

Lives up to expectations
of others. Fulfills duties
and obligations of social
system. Upholds laws.

right. Aware that people
hold different values and
seeks creative solutions to
ethical dilemmas.
Balances concern for
individual with concern
for common fgood.
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an ethical way regardless of expecﬂt&tégp{sﬁ f}f‘yogg?{‘others inside and outside
the organizatiog 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 ethical decisions whatever the
organizational 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

ENRECISTERER HOPY. RF2GANFARYRYR

make such decisions and actions that will contribute to the welfare and-
interests of society as well as the organization.j

Corporate social responsibility can be a difficult concept to
understand, because different people 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
1s that managers must answer the question, “Responsibility to whom?”
“Responsibility to stakeholders.”
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il AL oy \»U' At
[ﬁtal%eholder — any person or group within or outside the organization
that has a stake in the organization’s performancej

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).

[@mmmsemane@omesoﬁhmpvkus

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;

- government expects compliance with the law (consumer
protection, environment protection lawsﬂ

Figure 4.2 — Primary Organizational Stakeholders

Shareholders

-

j Investors €—— Organization

j/ R Customers )
L~

Suppliers Government

Employees ]
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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 evaluating 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 ethical 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 sharcholders.
Economic responsibility is called the profit-maximizing view.
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Figure 4.3 — Total Corporate Social Responsibility

Discretionary Responsibility
Contribute to the community and
quality of life Furdnensicp

Ethical Responsibility

Be ethical. Do what is right. g())t‘alorate
Avoid harm. Socigl
R .b.l.t 4
Legal Responsibility esponsibility
Obey the law

Economic Responsibility
Be profitable
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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 ethical, 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
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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

Many managers are concerned with improving the ethical
climate and social responsiveness of their companies. Management is
responsible for creating and sustaining conditions in which people are
likely to behave themselves. Ethical business practices depend on both:
managers and the organization’s values, policies, and practices. Figure
4.4 illustrates the three pillars that support an ethical organization.

1. [\ Ethical Individuals: managers who arc essentially ethical

individuals make up the first pillar. These individuals possess honesty
and integrity, which is reflected in their behavior and decisionsjPeople
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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 ethical behavior of all employees. Two
additional pillars are needed to provide a strong foundation for an
ethical organization: cthical 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
UNREGISTERED SCANPAPYRUS

Ethical Organization
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Ethical Ethical Structures

Individuals Leadership and Systems
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39



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 providirig ethical leadership.

f 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 [z'ode of Ethics — a formal statement of the company’s values
concerning ecthics 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 tolerated, supported by
management’s actions. 7|

UNRERFSTERED BBV E SRR AR RIS

behaviorZ( 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 ethics program is important, but it has no
guarantee against mistakes. For example, Enron implemented a
well-developed ethics program, but managers failed to live with
it. Enron’s problems sent a warning to other managers and
organizations. It is not enough to have an impressive ethics
program. The ethics program must be merged with day-to-day
operations, encouraging ecthical decisions to be made
throughout the company.

v Z— Whistle-Blowing — employee disclosure of illegal, immoral, or
illegitimate practices to the employer. No organization can rely
exclusively on codes of conduct and ethical structures to
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prevent unethical behavioﬂ 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 lose their jobs, be ostracized by coworkers, or be
transferred to lower-level positions.

Key Terms |
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Discussion Questions

1. Compare and contrast the utilitarian approach with the moral-rights
approach to cthical 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.

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.

6. Lincoln Electric considers customers and employees to be more
important stakeholders than shareholders. Is it appropriate for
management to define some stakeholders as more important than
others? Should all stakeholders be considered equal?

Practical Exercise: Ethical Dilemmas B

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 know the employee needs the job

grglg Ergtl&%ltﬁgrgrw@blﬁgp o?lsig%%?tﬁe courtlgg

supported the right of an employer to modify health plans by putting a
limit to AIDS benefits. Should you investigate whether this is a legal
possibility for your company not to pay extra benefits to your
employee?

2) You are the accounting manager of a division that is $15,000 below
profit targets. Approximately $20,000 of office supplies were delivered
on December 21. The accounting rule is to pay expenses when incurred.
The division manager asks you not to record the invoice until February.
What would you do?

3) As a sales manager for a major pharmaceutical company, you’ve
been asked to promote a new drug that costs $2,500 per dose. You’ve
read the reports saying the drug is only 1% more effective than an
alternate drug that costs 25% less. Can you in good conscience
aggressively promote the $2,500-per-dose drug? If you don’t, could
lives be lost that might have been saved with that 1% increase in
effectiveness?
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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 L
Responsibility

R TERED GOy OF SN VEYS

company and opmates on a global scale.

Anglo American operates throughout the world. It has
extensive 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 Ind“St.nal
Materials
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 electricity. 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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Mining operations can have a big impact on the environment
and on the socicties where they work. Since most mineral resources
belong to nation states, mining companies largely depend upon a
license to operate from governments. This allows them to extract and
process minerals in return for investment and the payment of taxes and
royalties. Increasingly it is also important to get the consent of local
communities to mining development — a ‘social license’ to operate.

The company believes that it has an important role to play in
building the capabilities of the communities where it works. Issues such
as combating corruption and promoting revenue transparency are high
on the company’s business agenda. This case study shows how Anglo
American seeks to make ethical choices in its business practice.

Business ethies: business ethics refers to moral principles that
guide 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 ‘right’ choice. It is relatively easy to identify unethical business
practices. For example, companies should not use child labor. They
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similar hard-and-fast definitions of good ethical practice. A company
must make a competitive return for its shareholders and treat its
employees fairly. However a company also has wider responsibilities. It
should minimize any harm to the environment and work in ways that do
not damage the communities in which it operates. This is known as
corporate social responsibility.

Codes of behavior: The law is the key starting point for any
business. Most leading businesses also have their own statement of
Business Principles which sct out their core values and standards. In
Anglo American’s case, this is called ‘Good Citizenship’. A business
should also follow relevant codes of practice that cover its sector. Many
companies have created voluntary codes of practice that regulate
practices in their industrial sector. Thesc arc often drawn up in
consultation with governments, employees, local communities and
other stakeholders.
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All companies nced to makc 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 stakcholders 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
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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 scveral years leading
to agreement with each houscholder. 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 those living in the
old village took up the offer to move to the new village.

Social and econemic issues: Busincsses have great potential to
transform people's lives and to alleviate poverty through gencrating
economic growth. They produce goods and services that customers
want and they create jobs. Through paying taxcs, 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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socicties it serves or it runs the risk of alicnating its sharcholders,
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 intcrest when sctting up a new project.
This includes, for example, the owners of the land and the peoplc and
services in the area.

Governments in the developing world face many challenging
social and economic problems. They need companics that arc ready to
be part of the solution. Anglo Amecrican 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 cducation. It was the first major company in South Africa to
announce that it would provide free anti-retroviral drugs to its HIV-
positive cmployces. It now has the largest workplace HIV/AIDS
cducation, voluntary testing and treatment program in the world. After
running the program for five years studics have shown that the program
has become sclf-financing through reducing deaths and the attendant
loss of skills and cutting absentceism rates by boosting the health of
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and labor. Non-financial costs include noisc and impact on the
cnvironment. There is a financial cost to acting cthically. To engage
stakeholders takes time and money. Mining in ways that minimize
environmental impacts is more cxpensive than extracting resources
regardless of 1mpact. An  cthical business also rccognizes its
responsibility for minimizing the non-financial costs.

There arc cnormous bencfits of cthical behavior. Anglo
Amecrican cstablishes goals cach year for sustainable development.
These goals include:

v" working without fatal accidents

v" climinating occupational discascs

v"increcasing diversity in the workplace

v"increasing the benefits of mining for local communities

v'increasing cnergy cfficiency
By working towards these goals, Anglo Amecrican hopes to gain a
competitive advantage. By demonstrating a more caring and sustainable
approach, the company is able to differentiate itsclf from rival mining
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companies. It makes Anglo American more likely to be the partner of
choice for many governments and communitics in the developing
world. This puts the company in a stronger position. All stakcholders
benefit — sharcholders, employecs, governments, local communities and
suppliers.

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

Questionss i/ /14 /

1. What is business cthics? Give two cxamples of business practices
that stakcholders would regard as ecthical and two that might be
considercd uncthical.

2. The benefits of cthical business behavior affect the business itsclf
and the wider community. Taking an example of an Anglo American
business project, identify the benefits to cach company’s sharcholder.

3. How is Angle American’s reputation cnhanced by cngaging 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,
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CHAPTER 5: PLANNING AND STRATEGIC MANAGEMENT
{}U?";' U ""U

One of the primary responsrblhtres 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 1n a constantly c angrng
environment? In some organizations, typrca ly smgll ones, planning is
informal. In others, mangge follow, a well-defined planning, -
framework. The company és‘teﬁ%tﬁes a basic mission and devd’gﬁs‘ A
formal goals and strategic plans for' "irying g if. Companles such as
Royal Dutch/Shell, IBM, and United Way uﬁ%feﬁw}(e strategic planning
each year by reviewing their missions, goals, and plans to meet
environmental changes or the ex ectations. of stakeholders. Many of
these companres develop n‘nﬁé n(gy plans for unexpected
cncumstances and disaster recovery plans “for what the organlﬂzatlon
would do in the event of major disaster such as a hurrlcaﬁe earthqcuake
or terrorist attack.

Of the four management functions — planning, organizing,
leadlng, and controlling — described in Chapter 1, planning is
‘congidered the most fundamental. Everything else starts from planning.
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v\ o [122.f
|/ 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, productrvrty, growth
efficiency, markets, organizational structure, employee welfare and
social responsibility. A plan specifies the necessary resource
allocations, schedules, tasks, and other actions. Goals specify future
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 products;

- to open a new affiliate in Southern Kazakhstan;

- to hire qualified marketers for marketing research.
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Figure 5.1 - Hierarchy of Goals and Plans in the Organization

Mission
Statement

Strategic Goals/Plans
Top Managementq -4
(Organization as a Whole)

Tactical Goals/Plans
Middle Management 1-
(Major Divisions, Departments)

Operational Goals/Plans

First-Line Management 1 Zd il
(Working groups, Individuals) M

ANPAPYRUS

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:
\ /S/trategic goals — Vggal,sg:tp%‘geﬁne what the whole company wants to
~achieve. They aré set by top managers for the entire organization.
\/Tactical goals — goals that should be achieved by major divisions and
departments in order to attain strategic goals. Tactical goals define what
each division or department shotld do (accounting, marketing, sales).
\ /Operational goals — goals that should be achieved by departments,
~ 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:
Strategic Goal:
> To increase sales in the next 5 years by 100% by diversifying
into new products.
Tactical Goal:
> To develop a new product within 2 years (Frozen Food
Division)
Operational Goals:
»> To complete marketing research about customer needs and
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new product development (HR department)

Planning Time Horizon

Organizational goals are associated with specific time horizons.
The time horizons are long term, intermediate term, and short term.
Long-term planning includes strategic goals and may extend as far as 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 specific departments and individuals and
has time horizon of 1 year and less.

Today 1 year 2 years 3 years 4 years 5 years
L i Jla it ]
Y SR TR
Short-Term Intermediate- Long-Term Planning
Planning Term Planning (Strategic goals)
(Operational (Tactical 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
Suleyman Demirel University
» Suleyman Demirel University is a privately supported, co-
educational institution with a worldwide mission. Its major
commitments are quality programs of undergraduate
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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
» McDonald’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:
1) "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
our employees"
2) "With the power of direct and Dell's team of talented
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 price,
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
UNREGISTERED"COPY-OF SCANPAPYRUS
To be a profitable provider of high quality software
solutzons and services that provide strategic value to our customers and
create a company that can attract, recruit and retain smart and
talented employees. "
5) “To provide high quality education and to graduate
good specialists who will contribute to the welfare of society”
6) “Our company’s mission is to extend and enhance
human life by providing the highest-quality pharmaceutical and related
health care products.”

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

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

Examples of Vision Statements:
1) "Within ten years, support and process ten million risk and error
[firee investment transactions per year for a million customers" (Bank)




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)

L.—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

UNREGISTEREDCOPY-OF SCANPAPYRUS
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



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

Answers to these questions help managers make choices about
how to position their organizations in the environment with respect to
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:
7 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.
External _growth typically involves diversification, which
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example, production of toys => production of clothes for
children. A common strategy for international growth is the

.~ formation of a joint venture or acquisition (Figure 5.2).

v/ Stability: stability, sometimes called pause strategy, means that
the organization 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 undergone a

“period of rapid growth.

v Retrenchment: retrenchment means that the organization goes
through a period of forced decline by either selling off current
business units or liquidating the entire business. Retrenchment
may happen because of decrease in demand for company’s
products or services. Liquidation means selling off the business
and its assets, thus terminating its existence.
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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
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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.




Figure 5.3 — The Strategic Management Process

Identify Strategic
Factors— ! l
Opportunities. ; 5 :
=gy 3 Implement
i "»Stmtegyvia 3
Evaluate Formulate Changesin:
Current Strategy— Leadershlp -
Mission, Goals, Corporate, | culture, =
Strategies Business, | | Structure.HR,
Functional Information &
i “control
Identify Strategic i ,systems |
Factors - ; Sy
Strengths. ;
Weaknesses

~Situation Analysis
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\_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 tpey operate. External information about oppor’cum’ues and
threats” may be obtained from various sources, including customers,
government reports, professional journals, suppliers, bankers, friends in
other organizations, consultants, or association meetings. Many firms
hire special scanning organizations to provide them with newspaper
clippings, internet research, and analysis of relevant domestic and
global rends. Executives require information about internal s‘tr%ﬁ“gths
and WeAkhB85S from various reports, including budgets, financial

L atios, profit and loss statements, and surveys of employee attitudes and

7 satléfactloll Through frequent face-to-face discussions and meetings
with people at all hierarchical levels, executives build an understanding
of the company’s internal strengths and weaknesses.
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What can be organizational strengths and weaknesses?

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 v' technology

v 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
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Formulating Strategy

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).

—Corporate-level strategy focuses on the organization as a whole.



Figure 5.4 — Levels of Strategies in the Organization

Corporate-Level Strategy:
What business are we in?

Corporation

Business-l.evel Strategy:
How do we compete?

[ |
Textiles Unit Chemicals Unit Auto Parts Unit

Functional-Level Strategy:
How do we support the business-level
strategy?

I I |
Finance R&D Production Marketing

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

A _Functional-level strategy focuses on major functional departments
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"L-Formulating Corporate-Level Strategy

In order to formulate a strategy at the corporate level, it is
. 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 business 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-
share 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 operate in a rapidly growing
industry.

Cash cows cxist in a mature, slow-growth industry but are dominant

“ businesses in the industry, with a large market share.
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Figure 5.5 — The BCG Matrix (Boston Consulting Group).

High MARKET SHARE il
High | grARS QUESTION MARKS
Generate considerable income New ventures. Risky — few become
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 ~"Straré’gy:)? Retain if profitable;
finance growth of stars and otherwise consider divestment.
question marks.
Low
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CQﬁ/étvtion 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 is growth. If
the majority of business units are cash cows — stability; if dogs —
retrenchment.

2 E ormulating Business-L.evel Strategy

L=

One model for formulating business-level strategy is Michael
E. Porter’s competitive strategics, 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:

e 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 because
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.

Companies that pursue a differentiation strategy typically need
strong marketing abilities, a creative talent, and a reputation for
| ; Fferentiat . " j )
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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 when
Amazon.com and other rivals entered the online auction business, eBay
focused 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 leadership strategy — a competitive strategy in which a
‘company strives to be the low-cost producer relative to its competitors
in the industry.

With a cost leadership strategy, the organization aggressively
seeks efficient facilities, pursues cost reductions, and uses tight cost
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
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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 efficient, 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. o

13-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.

U ECTSTERE OBV DF SERNBRRYR (Y

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 will 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 earned below-average profits compared with those that used
differentiation, cost leadership, or focus strategies. Similarly, a Tecent
five-year study of management practices in hundreds of businesses
fqund that a clear strategic direction was a key factor that distinguished
winners from losers.

In addition, because the Internet is having such a plOfOUl’ld
lmpact on the competitive environment in all industries, it is more
important than ever that compames 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
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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 production facilities.

} HR Department

Marketing Department

Finance Departm
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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

r Key Terms j

A it o Segpee Gputbie
Business-level strategy o W

Plan — AAw-/sc

o oSy e ol g gl analysis At fhicl

c&tpb evel strafegy uestion marks Jeeas Luaryt-Ce
1 Ost adershi _s;trategy{ ceds “7 Retrenchment strategy etdejuegu
Differetiifion stx"zft%kgy Situation analysis

Dogs Stability strategy

External growth -dketspsis proesc  Stars
Focus strategy @eeplgormotiiue Strategic business unit (SBU)
Functional-level strategy e (tﬁwé’ Strategic goals
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Growth strategy CrpameAse M, Strategy implementation 4;&3!\”““
Internal growth b#ruge SWOT analysis
Mission — _meeteced Tactical goals

Operational goals ojiepuytaibied goq Vision

[ Discussion Questions —|

1. Assume you are the general manager of a local hotel and have
fqrmulated a strategy of renting banquet facilities to corporations for
blg events. At a monthly management meeting, your sales manager
lnforms the head of food operations that a big reception in one week
Wll‘l require converting a large hall from a meeting room to a banquet
facﬂ%ty in only 60 minutes — a difficult, but doable operation that will
Iequire precise planning and extra help. The food operations manager is
angry about not being informed earlier. What is wrong here?
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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?

’?/Wh\ibq;ype of grand strategies do the majority of companies adopt
during'crisis? Explain your point of view.

‘4. What i3 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-Cola 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%
0 0 0 [¢) 0
et reReD coPy OF YeAptapyplis

l Homework J

- 1. Suppose you have your own business. Write mission and vision
_statements for your imaginary company. You may choose among the
following:

Bookshop Retailer of autos
Flower shop Perfume shop
Restaurant Branded clothes shop

Private school
Retailer of shoes
Bakery

Ice cream producer
Carpets producer
Food for kids

R T W
s B R

2. Write examples of tactical goals, strategic goals, and operational
goals. They must be related to each other.
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[: SWOT Analysis: Case of “French House”, Almaty

Strengths -~/

N TEN S| oKX

RN

UNREGIS

Huge assortment of well-known global brands of the luxury class;
Differentiated products: French perfume and cosmetics, prét-a-porter
apparel, and accessories;

Leading position in Kazakhstan market of perfume and cosmetics;
Strong corporate culture and values;

Individual approach to every customer and exclusive brand
consultations; '

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

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

Excellent design of external and internal space

23 shops on 11 cities of Kazakhstan

Partner relations with more than 70 dealers;

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

Excellent advertising campaign;

Excellent website;

Publishingrof own magazine “Revue” which is distributed free-of-
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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;

¥ To take over, merge with, or form strategic alliances with other
retailers of perfume and cosmetics in Kazakhstan, focusing on

o specific markets such as mass market;

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;

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”.

v 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”.

v There is a threat that other retailers and distributors will set a price
lower than that of “French House” because the latter sells them

CASE STUDY: Starbucks Coffee ]

Beginning nine Scattle stores in 1987, Starbucks CEO Howard
Schultz has exported the company’s fashionable cafes throughout the
“country. Service is anything but fast, and the price of a cup of coffee
could make the crowd faint', but each week almost two million
Americans visited Starbucks to drink lattes” or mochas’.

Despite a slowdown in sales from established stores, Starbucks
is pursuing rapid expansion. It made its first acquisition in 1994, buying
The Coffec Connection Inc., a 23-store Boston rival. With more than

' To faint — nanats B 06MOpPOK
2 - .
- Latte — coffeec made with hot milk

* Mochas - a strongly flavored dark brown coffee originally imported from
Arabia
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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
“haristas™ who prepare coffee drinks. Starbucks recruits its workers
from colleges and community groups and gives 24 hours of training in
coffee making and lorc’ — a key to crcating 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 salc system® to enable managers to track sales.

HNREETS TERER HoRYE SEANBAEVRIS

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 compctitive strategies is Starbucks using?

:Barzism — Gapucra (cneuHanuCT No NPUIOTOBIEHHUIO KOPE)

Lore — npaxruueckue wim npodeccHoHaNbHbIE 3HAHMS B KAKOH-1HG0
gGJIaCTI/I

Point-of-sale system -- cucrema TEPMHMHAIOB B MECTAX MPOJAXKHU (CUCTEMA
TePMUHANOB LS OCYyileCTBIIeHHS Ge3HAIMYHbIX LUIATEXeH B MarasuHax u
MHBIX MECTAX TOPrOB/IM TOBAPAMU HIIM yCJIyIaMU; B 3aBUCHMOCTH OT CHCTEMBI,
KIMEHT MOXET OTIAYHBATH 11OKYIIKY, COBEPIIATH IEPEBOAbL, NOATBEPHKAATD
HOMTMHHOCTL YeKOB, NONLyUaTh KPATKOCPOUHBII KPEAUT U T. J1.)
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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

UNREGIRLERED KORY Ok ScANPABY RIS

decision 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 employee 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
involve strategic planning, because uncertainty is great and decisions
are complex. Decisions to build a new factory, develop a new product
or service, enter a new geographical market, or relocate headquarters to
another city are all nonprogrammed decisions (Table 6.1).

Table 6.1 — Examples of Programmed and Nonprogrammed
Decisions
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ecisions: ecisions:
Business Periodic reorders of Diversification into new
Firm: inventory. products and markets
Health Procedures for admitting Purchase of experimental
Care: patients. equipment.
University: Necessary grade-point Construction of new
average for good academic classroom facilities
standing (rank, status). (amenities, conveniences).

Decision-Making Steps

1. Identification of the problem or opportunity: The first step in the
decision-making process is to recognize that the problem or opportunity
exists and must be solved. Problems are barriers to the achievement of
organizational goals. A problem occurs when organizational
accomplishment is less than established goals. Some aspect of
performance is unsatisfactory. An opportunity exists when managers
see the possibility of increasing performance beyond current levels.
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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. De{)elopmént 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.
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ideas that come to mind without evaluating or criticizing them. For a
brainstorming process to be successful, a leader should follow these
guidelines:

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

N NONERARREN

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
b§St 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
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organizational goals.

The organizing 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
of structure are usually depicted in the organization chart, which is the
visual representation of an organization’s structure.

Chain of command — the line of authority that links all persons in the
. organization and shows who reports to whom

Span of management — the number of employees who report to the
supervisor. Sometimes called the span of control, this characteristic of
structure determines how closely a supervisor can monitor
subordinates. Traditional views of organization design recommended a
span of management of about seven subordinates per manager.
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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
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hierarchical levels.

Organizations may have to experiment to find the correct
hierarchical level at which to make decisions. Decentralization is
believed to relieve 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 decentralize all decisions. Managers should diagnose the
organizational situation and select the decision-making level that will
best meet the organization’s needs.

Departmentalization

Departmentalization — the basis on which employees are grouped into
departments and departments are grouped into total organization.
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Figure 6.1 — Tall Structure with a Narrow Span of Management
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Figure 6.2 — Flat Structure with a Broad Span of Management
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Five types of departmentalization:
Functional departmentalization
Divisional departmentalization
Matrix departmentalization
Team departmentalization
Network departmentalization
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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
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Figure 6.4 — Divisional Departmentalization
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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 each 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  functional
departmentalization ~and  divisional departmentalization  exist
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is the head of division. They are called matrix bosses. For example, the
senior engineer in the manufacturing department is called a two-boss
employee because he reports to two bosses simultaneously (Figure 6.5):
The functional boss is responsible for technical and personnel issues,
such as quality standards, providing technical training, assisting
technical personnel to projects. The divisional boss is responsible for
program issues, schedule deadlines, and coordinating technical
specialists from several functions (departments). The matrix structure is
often used by global corporations, e.g. Unilever.

4. Team Departmentalization
Team Departmentalization implies that the organization is made up of
horizontal teams that accomplish organizational goals (Figure 6.6).

This approach enables organizations to be more flexible and
responsive to the environmental changes. There are two ways to think
about using teams in organizations:
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Figure 6.5 — Matrix Departmentalization
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VCross-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
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Permanent team consists of employees from different departments
who are brought together as a formal department. Teams may consist
only of 20 to 30 members, each bringing a functional specialty to the
team. Emphasis is put on horizontal communication and information
sharing because representatives from all functions are coordinating
their work and skills to complete a specific organizational task.
Authority is pushed down to lower levels, and front-line employees are
often given freedom to make decisions and take actions on their own.
Example: IBM uses permanent teams in its structure.

5. Network Departmentalization
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 the world (Figure 6.7).

Rather than manufacturing, engineering, sales, and accounting
being housed under one roof, these services are provided by separate
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Figure 6.6 — Team Departmentalization
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Figure 6.7 — Network Departmentalization
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organizations working under contract and connected electronically to
the central office. Networked computer systems, collaborative software,
and the Internet enable organizations to exchange data and information
so rapidly and smoothly that a loosely connected network of suppliers,
manufacturers, assemblers, and distributors can look and act like one
company. The idea behind networks is that a company can concentrate
on what it does best and contract out other activities with distinctive
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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 are working w1th contractors around the world to

manufacture products.
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L Discussion Questions |

“l. Why is decision making considered a fundamental part of
management effectiveness?
V9 Analyze 2 decisions you have made for the past 6 months. Which of
these were programmed and which were nonprogrammed?

V'3. Which of the 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
complains of continuous headaches, drowsiness, dry throat, and
occasional spells of fatigue and flu. She tells you she believes air
quality in the building is bad and would like something done. How
would you respond?

Vs, Many experts note that or ganizations have been making greater use
of teams in recent years. What factors mi ight account for this trend?
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6. An organizational consultant was heard to say, “Some aspect of
functional structure appears in cvery organization.” Do you agree?

i 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 structurc? Is the usc of authority and
responsibility  different  compared  with  other  forms  of
departmentalization? Explain.

9. Why are divisional structures frequently used in large corporations?
10. Carnival Cruise Lines provides pleasure cruises to the masses.
Carnival has several ships and works on high volume/low price rather
than offering luxury cruises. What would you predict about the
organization structure of a Carnival Cruise ship?

CASE STUDY: Tucker Company W
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rcorganization vided the company into threc major divisions.
These new divisions represented Tucker’s three principal product lines.
Mr. Hamett, 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 I have cstablished three new
divisions: commercial jet engines', military jet engines, and utility
turbines. Each division will be headed by a new vice president who will
report directly to me. I believe that this new approach will improve our
performance through the commitment of individual managers. It should
also help us to identify unprofitable arcas where the special attention of
management may be required.

For the most part, cach division will be able to operate
independently. This is, each will have its own engineering,
manufacturing, accounting dcpartments, etc. In some cases, however, it
will be necessary for a division to use the scrvices of other divisions or

1 < 5
Jet engine -- peakTUBHBIH ABHIATEb

100



departments. This is nccessary because complete servicing with
individual division staffs would result in unnecessary additional
staffing and facilitics.

The old companywidc 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 ncw organization was initiated until February
1988, when the laboratory manager Mr. Garfield retired, there was little
evidence of interdepartmental or interdivisional conflict. His
replacement, Mr. Hodge, unlike Mr. Garfield, was always willing to
gain the attention of management. Many of Hodge’s peers perceived
him as an empire builder who was interested in his own advancement
rather than the company’s well-being. After about six months in the
new position, Hodge beccame 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 cngincers. Hodge felt that the laboratory should

REERES TR CORY R SERNpARY RIS
discussed this with Mr. Franklin of the engincering department of the
utility turbine division. Franklin offered to consult with Hodge but
stated that the final responsibility for the sclection of materials was
charged to his department.

In the months that followed, Hodge and Franklin had several
disagreements over the implementation of the results. Franklin told
Hodge that, becausce of his position at the testing lab, he was unable to
evaluate the detailed design considerations that affected the final
decision on materials sclection. Hodge claimed that Franklin lacked the
materials expertisc that he, as metallurgist, had.

Franklin also noted that the handling of his requests, which had
been prompt under Garficld’s management, was taking longer and
longer under Hodge’s management. Hodge explained that military jet
engine divisional problems had to be assigned first priority because of
his administrative reporting structure. He also said that if he were more
involved in Franklin’s problems, he could perhaps evaluate when a true
sense of urgency existed and could revisc prioritics.
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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. Sketch 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
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3. Sketch out a new organization chart showing how you would
restructure Tucker Company so that the laboratory would provide equal

services to all divisions. What advantages and disadvantages do you see
in the new structure compared to the previous one?

> To hang up — nosecuts TesiepoOHHYIO TPYOKY
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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.j

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 leadership 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 leaders.

EManagers generally act with their mind and leaders act with their soul. |
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Figure 7.1 — Differences between Managers and Leaders
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103



Power of Leaders and Managers

Managers and leaders usually use power in order to affect employees.

1;'“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

Reward power Position Power

Coercive power

Expert power } Personal Power
Referent power
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[1) Légitimaié power arises as a result of the position that a person holds
in the organization. The person possessing this power has the ability to
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student from the university if his attendance falls below 50% for all
subjects. Similarly, a manager has the power to promote his
subordinate if his/her performance is excellent.
/2) Reward power is the power to give or withhold rewards, such as
“salary increase, bonus, promotions etcl Compliance
For example, a manager declares 10% of the basic pay for the next
month as New Year bonus for the employees. Here, the manager
as exercised reward power 2 acmdfims
/3) CoePéive power is the power to enforce commgngith rules and
“standards by means of psychological, emotional or physical %’éﬁf\’s/f Itis
based on the influencer's ability to punish the influencee for not
meeting requirements. R e
For example, punishment can be in the form of loss of one's job,
withholding the announced hike, disciplining the subordinate etc.
4) Expert power comes from skills, knowledge, abilities and experience
that a person possesses) It is based on the perception that the influencer

o
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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 %ﬁf%ﬁmble resources

and/or personal traits of a leader] Comnuitimén
For example, it is the personal power that accrues to an individual
based on identification, imitation, loyalty or charisma. 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 will obey orders
and carry out instructions, although they may personally disagree with
them and might not be enthusiastic.

Coercive power most often generates resistance. Resistance
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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

There can be two types of leaders within the organization:
Leader

Autocratic Democratic

[Autocratic leader — a leader who tends to centralize authority and relies
on legitimate, reward, and coercive power to manage subordinates./
Democratic leader — a leader who delegates authority to others,
Cncourages participation, and relies on expert and referent power to
Manage subordinates.}
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. Leadership Theories |

Ohio State Studies

Ohio State University has long been a leading-edge authority
on management and leadership. The Ohio State studies were begun in
1945 to identify the dimensions of leadership behavior. The staff of
Ohio State created a Leader Behavior Description Questionnaire
(LBDQ) which was designed to discover how leaders carry out their
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).

[ 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
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ﬁnitiating structure behavior — a type of leader behavior that describes
the extent to which a leader is task oriented and directs subordinates’
work activities toward goal achievement] Leaders with this style
typically give instructions, spend time planning, emphasize deadlines,
and provide explicit schedules of work activities.

Example: measuring production output.

(:An important finding of the Ohio State studies was that these
two dimensions are independent. This means that consideration for
workers and initiating structure exist simultaneously and in different
amounts] A matrix was created that showed the various combinations
and quantities of the elements.

The Leadership Grid

Blake and Mouton of the University of Texas proposed a two-
dimensional leadership theory called the leadership grid that builds on
the work of The Ohio State and Michigan studies (Figure 7.3). Each

i id i Ine-poir i ingl 0
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[ Leadership Grid — a two-dimensional leadership theory that measures a
leader’s concern for people and concern for production'|

1) Impoverished Management Style (1,1)
In this style, managers worry little about both people and production.
Managers use this style to avoid getting into trouble. The manager
doesn’t want to be held responsible for any mistakes, protects himself
by not being noticed by others, and tries to stay in the same position for
a long time.

2) Country Club Management Style (1,9) ——
Managers using this style care a lot about people and little about
production. Managers pay much attention to the security and comfort of
the employees, in hopes that this would increase performance. The

resulting atmosphere is usually friendly, but not necessarily that
productive.
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Figure 7.3 — The Leadership Grid
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3) Authority-Compliance Management Style (9,1) —

With a high concern for production, and a low concern for people,
managers using this style find employee needs unimportant; they
provide their employees with money and expect performance back.
Managers using this style also pressure their employees through rules
and punishments to achieve the company goals. This dictatorial style is
based on Theory X of Douglas McGregor, and is commonly applied by
companies on the edge of real or perceived failure. This is used in case
of crisis management.

4) Middle-of-the-Road Management Style (5,5) ——
Managers using this style try to balance between company goals and
workers' needs. By giving some concern to both people and production,
managers who use this style hope to achieve suitable performance but
doing so gives away a bit of each concern so that neither production nor
people needs are met. |
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5) Team Management Style (9,9) —
In this style, managers take care a lot about both people and production.
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. ]

The Leadership Grid Case Study:

When Pamela Forbes Lieberman learned that her subordinates
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
cooperative TruServ, which supplies inventory to True Value hardware
stores. As soon as Lieberman became CEO, she began cutting costs and
setting tough performance targets. “If people succeed, they will be
rewarded, but if they don’t, then we’re going to have to look for new
people sitting in their chairs”, Lieberman says.

Compare Lieberman’s leadership approach to that of Tom
ﬁfﬁ’kﬁg ﬁ*ﬂﬁﬂ“?@‘ﬁ?ﬁ%ﬁ %‘@KW PABYRUS
cham of retall” tire stores. Gegax believes thal you cannot manage
people like you manage fixed assets. His emphasis on treating
employees just as well as they are expected to treat their customers.
Gegax personally leads classes at Tires Plus University, where
employees learn not just about changing tires but about how to make
their whole lives better. Gegax also makes sure stores are clean, bright,
and airy, so that employees have a pleasant work environment. He
believes all this translates into better service. Employees, as well as
customers, like the approach. “The last thing the world needs is another
chain of stores,” Gegax says. “What it does need is a company with a
new business model — one that treats customers and employees as
whole people”.

The leadership style of Pamela Lieberman is characterized by
high concern for tasks and production (task-oriented behavior) and low-
to-moderate concern for people (people-oriented behavior). Tom
Gegax, in contrast, is high on concern for people and moderate concern
for production. Both leaders are successful, although they display very
different leadership styles, because of their different situations.
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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 a
different leadership style that those who are high in readiness and have
a good ability, skills, confidence, and willingness to work.

The matrix in Figure 7.4 indicates four different styles of
leader’s behavior, which is based on a combination of leader’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
S1 — Telling / Directing: Leaders define the roles and tasks of the
‘follower’, and supervise them closely. Decisions are made by the
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committed. They need direction and supervision.

82 — Selling / Coaching: Leaders still define roles and tasks but seek
ideas 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 are
still relatively inexperienced. They also need support and praise to build
self-confidence.

83 — Participating / Supporting: Leaders pass day-to-day decisions to
the follower. This style is used for people who have competence, but
lack confidence and motivation. They do not need much direction
because of their skills, but support is necessary to increase their
confidence and motivation.

S84 — Delegating: Leaders are still involved in decisions and problem-
solving, but control is with the follower. The follower decides when
and how the leader will be involved. It is used for people who have
both competence and commitment. They are able and willing to work
on a project by themselves with little supervision or support.
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Figure 7.4 — Hersey and Blanchard’s Situational Theory of
Leadership
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RI1 — Low Competence, High Commitment: The follower is generally
lacking the specific skills required for the job, but has the confidence
and / or motivation to get it.
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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 =» R2; S3 = R3; S4 = R4.

Key Terms ‘
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| Discussion Questions I

“1. Rob Martin became manager of a forklift assembly plant and
believed in participative management, even when one supervisor used
Rob’s delegation to replace two competent line managers with his own
friends. What would you say to Rob about his leadership style in this

. situation?

2. Suggest some personal traits that you believe would be useful to a
leader. Are these traits more valuable in some situations than others?




“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 do very favorable,
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.

( Homework

Identify 4 situations, either real or hypothetical, that you could be faced
with in your current (future or previous) job, in which each of the 4
styles would be most appropriate: S1 — “Telling”, S2 — “Selling”, S3 —
“Participating”, and S4 — “Delegating”

| Experiential Exercise
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Some leaders deal with general directions, leaving details to

subordinates. Other leaders focus on specific details with the
expectation that subordinates will carry out orders. Depending on the
situation, both approaches may be effective. The important issue is the
ability to identify relevant dimensions of the situation and behave
accordingly. Through this questionnaire, you can identify your relative
emphasis on two dimensions of leadership: task orientation (T) and
people orientation (P). These are not opposite approaches, and an
individual can rate high or low on either or both.
Instructions: The following items describe aspects of leadership
behavior. Respond to each item according to the way you would most
likely act if you were the leader of a work group. Circle whether you
would most likely behave in the desired way: always (A), frequently
(F), occasionally (O), seldom (S), or never (N).

1. I would most likely act as a A F OSN
spokesperson of the group. v

I3



2. 1 would encourage overtime’

work.

FOSN
3. I would allow members
complete freedom in their work.
A FOSN
4. I would encourage the use of
uniform procedures.
AF OSN

5. I would permit members to use
their own judgment in solving
problems.

AFOSN
6. I would stress being ahead of{
competing groups.

AF¥FOSN
7. I would speak as a
representative of the group.

14. T would keep the workO
moving at a rapid pace.

AF OSN
15" 1 would turn the members
loose on the job and let them go
to it.

AF OSN
16. T would settle Conflicts wheno
they occur in the group.
@ AF OSN

b1

would get swamped by
details.

AFOSN
I would represent the group’f
at outside meetings
AFOSN
@ I would be reluctant to allow
the members any freedom of
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greater effort.
AF OSN

9. I would try out my ideas in the '{
group.
AFOSN
10. I would Tet members do their /
work the way they think best.
AFOSN
11. I would be working hard for a /
promotion.
A FOSN
I would tolerate
postponement and uncertainty.
AFOSN
13. I would speak for the group if
there were visitors present.
A FOSN

20. I would decide what should”]
be done and how it should be
done.

AFOSN
21. I would push for increased 4
production.

AF OSSN
22. T would let some members
have authority which I could
keep.

A FOSN
23. Things would“usually turn
out as I had predicted.

AF QSN
24. T would allow the group a
high degree of initiative.

AFOSN
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The T-P Leadershi _io_ Questionnaire is scored as follows:

UNREGES

b.
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35.

Write the number 1 in front of a circled item number if you
responded S (seldom) or N (never) to that item.

- Also write a number 1 in front of item numbers not circled if

you responded A (always) or F (frequently).

Circle-the number 1s that you have written in front of the
following items: 3, 5, 8, 10, 15, 18, 19, 22, 24, 26, 28, 30, 32,
34, and 35. '

Count the circled number Is. This is your score for concern for
people. Record the score in the bank following the letter P at
the end of the questionnaire.

Count uncircled number 1s. This is your score for concern for
task. Record this number in the blank following the letter T.

p_/
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"25. 1 would assign group 31. I would persuade others that
members to particular tasks. my ideas are to their advantage.
AFOSN A F O S N
26. T would be e willing to make 7 32. 1 would permit the group to 7
changes. set its own pace.
AFOSN AFOSN
27. I would ask the members to  33. I would urge the group to
work harder. beat its previous record.
AFOSN.: AFOSN
28. 1 would trust the group I would act without
members to exercise good sefisulting the group.
judgment. AFOSN
AF OSN @ I would ask that group
I would refuse to explain my  members follow standards and
actions. regulations.
A FOSN AF OSN



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. “I
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 engineers, “My
job is to stay out of your way so you can do your work, and I’ll try to
keep top management off your backs too.” He called for the day’s
reports and issued an order immediately that the originals be turned in

UNREGIRTRREN CORY o SEANPAPTHUS

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 reports.” No one
asked to read them.

Finally, at month’s end, a secretary from finance called and
asked for the monthly travel and expense report. Terrill responded,
“Meet me in the president’s office tomorrow morning.”

The next morning the engineers cheered as Terrill walked
through the department pushing a cart’ loaded with the enormous stack
of reports. They knew the slowdown had come.

Terrill entered the president’s office and placed the stack of
reports on his desk. The president and other senior executives looked
bewildered’.

4 Refinery equipment — He)TeOYHCTUTENBHOE 000Dy XOBAHUIE
2 Cart - Tenera
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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 desk 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. Daft, 2007, p. 690)

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

his primary source of power? pon & dettr~'On

2. Based on the Hersey-Blanchard theory, should Terrill have been less
participative? Should he have initiated more task structure for
engineers? Explain.  $

3. What leadership approach would you have taken in this situation?
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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 to 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 to
perform certain actions.

Model of Motivation

HNREGISTERED CHRCAE SCANRAR YRS

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 future.
Managers can use this model to satisfy employees’ needs and
simultaneously increase work performance and productivity (Figure
8.1).

f igure 8.1 — A Simple Model of Motivation

1 BEHAVIOR- REWARDS-Satisfy
- »Resultzin actionsneeds; intrinsic or
7 tofulfilinesds. exrinsic rewards.

. FEED BACK-Reward informs pers-:n whether behavior was apprnprl ate and \
i~ should be ussd agein, Bt ES AL A e o SR S \

T
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Rewards can be of two types: intrinsic and extrinsic.
v fmllztrinsic reward — satisfaction a person receives in the process
~of performing a particular action” For example, 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 a particular 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
finding that the most talented and innovative employees are no longer
motivated only by rewards such as money and benefits, or even praise
and recognition. Instead, they seek satisfaction from the work itself.

'Foundations of Motivation

Traditional Approach: the study of employee motivation began with

UNREGISTERED COPY OF'SCANPAP YRUS:
to Taylor, rewards are provided to employees for high performance;
and people would work harder for higher pay. This approach lead to the
development of incentive pay systems in which people were paid
strictly on the quality and quantity of their outputs.

Contemporary Motivation Theories:

= 1) Motivation Content Theories study needs of people in
organizations and help managers understand how needs can be
satisfied in the workplace.
a) Hierarchy of Needs Theory
b) ERG Theory
¢) Two-Factor Theory
d) Acquired Needs Theory

~—2) Motivation Process Theories focus on how people behave in
organizations to fulfill their needs.
a) Equity Theory
b) Expectancy Theory
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3) Motivation Reinforcement Theories study how to change
2 : ' b cm&gwguu
employees’ on-the-job behavior through the appropriate®use of
punishments and rewards.

(1) Motivation Content Theories

Motivation Content Theories — a group of theories that focus on the

" needs that motivate people to behave] At any point in time, people have
basic needs such as those for food, achievement, or monetary reward.
These needs translate into internal drive that motivates behaviors in an
attempt to fulfill the needs. To the extent that managers understand
worker needs, the organization can design reward systems to meet these
needs and reinforce employees for directing energies and priorities
toward achievement of organizational goals.

a) Hierarchy of Needs Theory

j’mﬁierarchy of Needs Theory implies that people are motivated by 5
basic human needs — physiological, safety, social, status, and self-
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Figure 8.2 -/ Abraham Maslow’s Hierarchy of 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
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Application of Maslow’s hierarchy of needs to the organization:

1) Physiological needs: adequate heat, air, lunch, base salary to ensure
survival.

2) Safety needs: needs for safe work, fringe (additional) benefits, and
job security.

3) Social (belongingness) needs: desire for good relationships with
coworkers and supervisors, participation in a work group.

4) Status (esteem) needs: desire for recognition, appreciation from
others, an increase in responsibility, high status.

5) Self-actualization (self-expression) needs: opportunity to grow, be
creative, and acquire training for advancement.

j; Implications for managers: According to Maslow’s theory, lower-level
needs take priority — they must be satisfied before higher-level needs
are activated. The needs are satisfied in sequence: physiological needs
come before safety needs, safety needs before social needs, and so ot |
A person desiring physical safety will devote his or her efforts to
securing a safer environment and will not be concerned with esteem
needs or self-actualization needs. Once a need is satisfied, it declines in
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d) Acquired Needs Theory

David McClelland developed the Acquired Needs Theory. Like
Maslow, McClelland kept to the idea that human behavior is driven by
different types of needs. He proposes ¢k a _}peritgi}% ) € of needs are
acquired during the individual’s lifetime> In other words, people are not
born with these needs but may learn them through their life
experiencesj’He believed that employees could be motivated externally
and motivated internally. Thus, managers should exploit two kinds of
motivation: intrinsic and extrinsic. McClelland classified money as an
extrinsic motivator; however, he believed that money could also be an
intrinsic motivator because it represents an indication of success.
According to David McClelland intrinsic motivation should be paid
more attention because people are better motivated by the following
three general needs (Figure 8.4):
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o HeaLopiur
v' L 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 INeed 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 some
employees. Achievers need frequent recognition of how well they are
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
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2. Power Seekers. There are 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 ambition; it shows that a person can work at
different organizational levels. So, such people should be adequately
trained and promoted to executives.

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.

Implications for managers: 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
needs described by McClelland is a Thematic Apperception Test
(TAT). The test represents a set of black-and-white pictures illustrating
different types of emotionally powerful situations. Employees are
shown one picture at a time and asked to narrate a story based on the
UNRE GESEE RED-LORYOF SCANPAPYRLS
specialist decides which of the three groups of seckers the person
belongs to. Later on, information is delivered to managers. By using
this information, managers can satisfy the most sensitive needs of their
employees and thus stimulate the right behavior of their staff. !:To
motivate achievement seekers, managers challenge by setting
individual goals and schedules. To stimulate affiliation sc}e“glfg;s‘i safety
and a&rova are offered. Power seekers are shown diificient power of
their manager and p%%ﬁ%‘e‘d that this manager will help them achieve
their power. 7

(2) Motivation Process Theories

Wotivation Process Theories — a group of theories that explain how
employees select behavioral actions to meet their needs and determine
whether their choices were successfull There are two basic process
theories: 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, etc.), 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 as
recognition, etc.). According to the theory, finding this fair balance
serves to ensure a strong and productive relationship is achieved with
the employee, with the overall result being motivated employees. For
example, Equity Theory explains why people can be happy and
motivated by their situation one day, and yet with no change to their
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better reward-to-effort ratio. It also explains why giving one person a
promotion or pay rise can have a demotivating effect on others.

The theory is built on the belief that employees become
demotivated, both in relation to their job and their employer, if they feel
that their inputs are greater than the outputs. Adams called personal
efforts and rewards and other similar 'give and take' issues at work
respectively 'Inputs' and ‘outcomes’. Inputs are logically what we give
or put into our work. Outcomes are everything we take out in return.
These terms help emphasize that what people put into their work
includes many factors besides working hours, and that what people
receive from their work includes many things aside from money.

Inputs typically include effort, loyalty, hard work, commitment,
skill, ability, adaptability, flexibility, tolerance, determination, heart and
soul, enthusiasm, trust in our boss and superiors, support of colleagues
and subordinates, personal sacrifice, etc.

Outcomes are typically all financial rewards — pay, salary,
expenses, perks, benefits, pension arrangements, bonuses and

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 enjoyed by
referent others, then we become demotivated in relation to our job and
employer.

— Components of Equity Theory:
v Inputs — employee contributions to the organization (education,
experience, effort, ability, etc.)
¥ Qutcomes — rewards employees receive from the organization (pay,
recognition, benefits, promotions, etc.)
& Referents — others with whom people compare themselves
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atio

L 1) Equity

OUTCOMESse If OUTCOMESre ferent

= =» satisfaction,

INPUTSself INPUTSreferent

motivation

2) Inequity

> Underreward:

OUTCOMESse If ¥ OUTCOMESre ferent
INPUTSself INPUTSreferent

=» anger, frustration

e.g. If inputs are the same, but outcomes of a referent are higher than
yours =» a referent has higher salary (promotion, recognition, bonuses,
etc.)



>  Overreward:

OUTCOMESse lf i OUTCOMESre ferent

= guilt
INPUTSself INPUT Sreferent

e.g. If inputs are the same, but outcomes of a referent are lower than
yours =» you have higher salary (promotion, recognition, bonuses, etc)

[—Irmglications for managers: Adams’ Equity Theory of motivation states
that positive outcomes gnd high levels of motivation can be expected
onl hen employees™ perceive their freditbetitto be fairj People

%&M a feeling of inequity in different waysj 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 —
UN REGIST. ZE)ép)EBt GQPMsQElS@AﬁRA RY.RUS

too far in favor of the employer, some employees may work to bring

balance between inputs and outcomes on their own, by asking for more
compensation or recognition[Some employees will be demotivated to
work hard, and still others will seek alternative employment or job. |

b) Expectancy Theory

I Expectancy theory states that motivation depends on
individuals’ expectations about their ability to perform tasks and
receive desired rewards:y

How much are you motivated by your expectations? If people
expect a positive and desirable outcome, they'll usually work hard to
perform at the level expected of them.

For example, Bill is a university student with a strong desire for a B in

calculus course. Bill has a C+ average and one more exam to take.
Bill’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
is 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
to achieve high performance, the expectancy will be low, and so will be
his motivation.

P — O expectancy means that successful performance of a task will
lead to the desired outcome.

DNEE S TEREY COR L OE SCARBREYRTIS

talk to the professor to see whether an A will be sufficient to earn him
the B in the course. If no, he will be less motivated to study hard for the
final exam.

Implications for managers: Managers must try to find a match between
a subordinate’s skills and abilities and the job demands. To increase
motivation, managers can clarify individuals’ needs, define the
outcomes available from the organization, and ensure that each
individual has the ability and support needed to attain outcomes.
Motivating people should come down to three things:
v'| Effort — encouraging the belief that making more effort will
improve performance.
v/ [‘Performance — encouraging the belief that a high level of
performance will bring a good reward.
v/ Outcome — making sure that the reward is attractive.
When these variables are high, we expect motivation to be high.




Job Design for Moti‘vatiorn‘

f:]ob in an organization is a unit of work that a single employee within
the organization is responsible for performing.} Jobs are 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
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_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 to

expose the employees to different experiences and wider variety of
skills to increase job satisfaction and to cross-train them.

[ Job Enlargement — job design technique in which the number of tasks
associated with a job is increased and appropriate training provided to
add greater variety to activities, thus reducing monotony.|It is a
horizontal restructuring method in that the job is enlarged by adding
related tasks. Job enlargement may also result in greater workforce
flexibility.

[“Job Enrichment — job design technique that is a variation of job

“enlargement concept. Job enrichment adds new sources of job
satisfaction by increasing the level of responsibility of the employee] It
is a vertical restructuring method in that it gives the employee
additional authority, autonomy, and control over the way the job is
accomplished.! Also called job enhancement or vertical job expansion.
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Figure 8.5 — Types of Job Design

Job Simplification Job Rotation

Worker A Worker B Worker C Worker A —pWorker B—pWorker C

i

Job Enlargement

Worker A
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Theory X and Theory Y for Morivation

Douglas McGregor formulated two theories of human behavior:
Theory X and Theory Y are summarized in Table 8.1.

Douglas McGregor's Theory X assumes that people are lazy,
they don't want to work, and it is the job of the manager to force or
coerce them to work. McGregor's Theory X makes three basic
assumptions: (1) The average human being dislikes work and will do
anything to get out of it; (2) most people must be coerced, controlled,
directed, and threatened or punished to get them to work toward
organizational objectives; and (3) the average human being prefers to
be directed, wishes to avoid responsibility, has relatively little ambition,
and places job security above ambition.

According to this theory, responsibility for demonstrating
initiative and motivation lies with the employee and failure to perform
is his or her fault. Employees are motivated by extrinsic rewards such
as money, promotions, and tenure.
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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
will avoid it if it is possible

Employees like work

Employees must be controlled,
directed, and punished to make
them work

Employees are self-controlled,
self-motivated, and self-directed

Employees want to

responsibility

escape

Employees seek 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 seeks
responsibility; (4) human beings are creative and imaginative in solving
organizational problems If productivity is low and employees are not
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compames st111 use Theory X management, but many are

trying Theory Y techniques. These human relations and behavioral
approaches added important contributions to the study of management
and organizations.

' CASE STUDY: Theory Z

William Ouchi studied management practices in the United
States and Japan and developed Theory Z. Theory Z combines elements
of both U.S. and Japanese management styles and is sometimes called
Japanese Management. It assumes that the best management style
involves employees at all levels of the organization. Specific
characteristics included in Theory Z are long-term employment, less
specialized career paths, informal control, group decision making, and
concern for the individual rises above work-related issues. This theory
satisfies both lower order and higher order needs.
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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 decisions satisfy higher-level needs. Many firms are
increasing productivity by placing more emphasis on group decision-
making and teams. Firms are also showing more concern for family-
related issues like childcare, flexible work schedules, and
telecommuting.

Key Terms |
Extrinsic reward secwgeie - Job simplification W"“/’Agoﬂ
Hle?arclly of Needs 'Fheo Motivation -
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Discussion Questions l

1. Low-paid service workers represent a motivational problem for many
companies. Consider the ill-trained and poorly motivated X-ray
machine operators trying to detect weapons in airports. How might
these people be motivated to reduce boredom and increase their
attention?

2. One small company recognizes an employee of the month, who is
given a parking spot next to the president’s space near the front door.
What theories would explain the positive motivation associated with
this policy?

3. Campbell Soup Company reduces accidents with a lottery. Each
worker who works 30 days or more without losing a day for 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 money 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?

b6, 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?

| Experiential Exercise

' TEST 1: Theory X and Theory Y Scale
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may engage in when relating to subordinates. Read each statement and
rate each one in terms of the extent to which you would use 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

1. Closely supervise my subordinates to get better work from them.
1234

2. Set the goals and objectives for my subordinates and sell them on the
merits of my plans. 12 3 4

3. Set up controls to assure my subordinates are getting the job done.
1234

4. Encourage my subordinates to set their own goals and objectives.
1234
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5. Make sure that my subordinates’ work is planned out for them.
1234

6. Check with my subordinates daily to see if they need any help.
1234

7. Step in as soon as reports indicate that the job is slipping. 12 3 4
8. Push my people to meet schedules if necessary. 12 3 4

9. Have frequent meetings to keep in touch with what is going on.
1234

10. Allow subordinates to make important decisions.

1234

Scoring:
Subtract each of your scores for Questions 4 and 10 from the number 5.

Then, add the total points and mark your score on the scale below.

CASE STUDY: Bloomingdale’s

Bloomingdale’s is at the forefront of a quiet revolution in

mgﬁvem? commission pay. gloommg ale[s ﬁ)pes to use
commissions to motivate employees to work harder, to attract better
salespeople, and to enable them to earn more money. For example,
under the old plan, a Bloomingdale’s salesperson in women’s wear
would earn about $16,000 a year, based on $7 per hour and 0.5%
commission on $500,000 sales. Under the new plan, the annual pay
would be $25,000 based on 5% commission on $500,000 sales.

John Palmerio, who works in the men’s shoe saloon, is
enthusiastic about the changeover. His pay has increased an average of
$175 per week. But in women’s lingerie, employees are less
enthusiastic. A target of $1,600 in sales per week is difficult to achieve
but is necessary for salespeople to earn their previous salary and even
to keep their jobs. In previous years, the practice of commission pay
was limited to big-ticket items such as furniture, appliances, and men’s
suits. The move into small-item purchases may not work as well, but
Bloomingdale’s and other stores are trying anyway.

One question is whether Bloomingdale’s can create more
customer-oriented salespeople when they work on commission. They

Ik



may be unwilling to handle complaints, make returns, and clean
shelves, preferring instead to chase customers. Moreover, it cost
Bloomingdale’s about $1 million per store to install the commission
system because of training programs, computer changes, and increased
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 where employees are
motivated to make commission?
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CHAPTER 9: TEAMWORK IN ORGANIZATIONS

Teams are powerful management tools, because 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
is an important component of manager and organization success.

What is a Team?

[Team — 2 or more people 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
as many as 75 people, although most have less than 15 people.
2) People in a team have regular interaction. People who do not interact
do not compose a team.
3) People in a team share a performance goal, whether it is to design a
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The Difference between Groups and Teams:
Although a team is a group of people, two terms are not
interchangeable.
Team = Group, but Group + Team
For example, a coach can put together a group of people but he may
never build a team. The team concept implies the sense of shared
mission and collective responsibility.

Group Team

- Designated leader - Shares/rotates leadership role

- Individual accountability - Accountable to each other

- Individual work products - Collective work products

- Runs efficient meetings - Encourages open-ended

- Discusses, decides, delegates discussions

work to individuals - Discusses, decides, shares
work
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Types of Teams

_Formal Self-directed
// ‘%’ N%‘%w\ Teams
Vertical ~ Horizontal ~ Special-purpose
Team Team ) Team

Formal Teams:

[ Formal teams are created by the organization as part of the formal
organization structure. Two common types of formal teams are vertical
and horizonta]! illustrated in Figure 9.1. A third type of team is a
special-purpose team.

L I) Vertical team — a formal team that is composed of a manager and his
subordinates from one department; sometimes called functional or
command_team. Vertical teams include employees from different
hierarchical levéls] So, each department in the organization is a vertical
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command teams. Each is created by the organization to attain specific
goals through members’ joint activities and interactions.

[5 Horizontal team — a formal team that is composed of employees
from the same hierarchical level but from different departments. A
horizontal team is drawn from several departments, is given a specific
task, and may be dismissed after the task is completed/Such teams are
also called cross-functional teams.’|

3){3pecial—purpose team — a team that is created for special projects
and dismissed once a project is completed! Special-purpose team may
comprise employees only from marketing and production departments
for developing a new product line. A special-purpose team is still part
of the formal organization and has its own reporting structure, but
members perceive themselves as a separate entity. Special-purpose
team is also called project team.
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Figure 9.1 — Horizontal and Vertical Teams in Organizations

President
[
Finance Engineering :| Production |°: Marketing
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If-Directed Teams:

,’,,""./S'elf-Directed Team — a group of people, usually employees in a

" company, who combine different skills and talents to work without the
usual managerial supervision toward a common purpose or goal.|
Typically, a self-directed team has somewhere between two and 25?/
members. An optimal team is said to be between five and nine
members.

Members of self-directed teams use their company's mission
statement to develop their purpose, which must be meaningful and
beneficial to the company. Purposes might include problem solving,
increasing sales and productivity, career training, and product
improvement.

Team members must decide how they want to work together.
Because a manager or boss does not lead, they must agree on the rules
and deadlines for accomplishing their purpose. Some teams create a
charter or set of rules that describe what is expected of each member. If



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 team,
empower the team to do what it needs 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
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Managers are trying to design teams for greater effectiveness.
They have to take into consideration team characteristics which affect
team dynamics and performance. These characteristics include: Size,
Diversity, and Member roles.

1) Team Size:
-~ I'ldeal size is thought to be 7 members; "

v’/ Variations of teams from 5 to 12 members typically are
associated with good team performance; '

v Small teams (2-4 members) show more agreement, ask more
questions, exchange more opinions. Team members want to get
along with one another. Small teams have more satisfaction and
enter into more personal discussions.’

v | Large teams (12 or more) tend to have more disagreements and
differences of opinion, form subgroups, conflicts among them
often occur. Large teams tend to be less friendly, turnover and
absenteeism are higher:.,
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2) Diversity:

Since teams require a variety of skills, knowledge, and
experience, it seems likely that diversified teams would be more
effective than homogeneous ones.

Diversified 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 is
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because their primary interest is to keep the team happy. Teams with
mostly socioemotional roles can be very satisfying, but they also can be
unproductive.

[ Socioemotional role — a role in which the individual provides support
for team members’ emotional needs. !

At the other extreme, a team made up primarily of task
specialists will tend to have a single concern for task accomplishment.
This team will be effective for a short period of time but will not be
satisfying for members over the long run. Task specialists convey little
emotional concern for one another, are unsupportive, and ignore team
members’ social and emotional needs. The task-oriented team can be
humorless and unsatisfying.

{Task specialist role — a role in which the individual spends personal
time and energy helping the team to reach its goal

As Figure 5.2 illustrates, some team members may play a dual
role. Such people often become team leaders.

[ Dual role — a role in which the individual both contributes to the team’s
task and supports members’ emotional needs. |



Figure 9.2 — Team Member Roles

High |Task Specialist Role Dual Role
° Focuses on task accomplishment | ° Focuses on task and people. May
over human needs. be a team leader.
° Important role, but if adopted by ° Important role, but not essential if
Membier everyone, team’s social needs members adopt task specialist and
Task won’t be met. socioemotional roles.
Behavior | Nonparticipator Role Socioemotional Role
° Contributes little to either task or ° Focuses on people needs of
people needs of team. team over task.
° Not an important role-if adopted ° Important role, but if adopted by
by too many members, team will everyone, team’s tasks won’t be
Low disband. accomblished.
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
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The most important thing for managers to remember is that
effective teams must have people in both task specialist and
socioemotional roles. Humor and social concern are as important to
team effectiveness as are facts and problem solving. Managers also
should remember that some people perform better in one type of role.

Stages of Team Development

After a team has been created, there are distinct stages through
which it develops (Figure 9.3). New teams are different from mature
teams. Recall a time when you were a member of a new team to do
class assignment. Over time the team changed. In the beginning, team
members had to get to know one another, establish roles and norms,
divide the labor, and clarify the team’s task. In this way, each team
member became part of an operating team. The challenge for leaders is
to understand the stages of team development and take action that will
help the group improve its functioning.
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1) Forming is characterized by orientation and acquaintance. Members
are getting acquainted, test each other for friendship and task
orientation. ] Uncertainty is high at this stage, and members usually
accept whatever power or authority is offered by either formal or
informal leaders.

2)[Storming is the stage of team development in which individual
personalities, roles, and resulting conflicts emerge] One subgroup may
disagree with another over the total team’s goals or how to achieve
them.

3L/7Vorming is a stage in which conflicts developed during the storming
stage are resolved and team 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.

4) Performing is a stage in which members focus on problem solving
and accomplishment of the team’s task. Members are committed to the
team’s missiony During this stage, the leader should concentrate on
managing high task performance. Both socioemotional and task
specialists should contribute.
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Adjourning:
Task completion
Leader: Bring closure, signify completion

Performing:
Cooperation, problem solving
Leader: Facilitate task accomplishment

Norming:
Establishment of order and cohesion
Leader: Help clarify team roles, norms, values

Storming:
Conflict, disagreement
Leader: Encourage participation

Forming:
Orientation, break the ice
Leader: Facilitate social interchanges
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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 team’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,
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decisions and actions. High cohesiveness has almost uniformly good
effects on the satisfaction and morale of team members.

Key Terms I

Adjourning stage orcasi-ensiue Spec1al- urpose team o pra st

Dual role WWL&QW&M Jrole Task spemahst roie Jaget

Horizontal team %¢putgorsmptbiul  Team

Nonparticipator role W}“ﬂﬂ‘u& Team cohesiveness Citotozyioumi
Self-directed team ¢ Y Q preas Vertical team 'PQW,W?
Socioemotional role ce< - JiLo gL et G-tk

jthle
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Discussion Questions 7

¥ 1. Volvo went to self-directed teams to assemble cars because of the
need to attract and keep workers in Sweden, where pay raises are not
motivator and many other jobs are available. Is it a good reason for
using team approach? Discuss. 7

¢t~ 2. What are the five stages of team development? What happens during
each stage?

3. When you are 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 reorganizing into teams. What might
account for this dramatic turnover? How might managers ensure a
smooth transition to teams? {

‘ Homework ‘
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passes through stages of team development. All team members must
participate. A leader must show his behavior in each stage. Each team
must prepare colorful posters (you may use paints, markers, or
computer printouts) of A4 format where names of each stage are
supposed to be written. You should assign the color to each stage
which, in your opinion, best corresponds to it. Maximum time that a
"team may spend for the role playing is 5 minutes (i.e. 1 stage =
* 1minute, not more). Be creative!

r :« CASE STUDY: Team Development at Hyundai J

Learning and development company True North has been
helping staff at Hyundai Car UK to develop closer and more effective
working relationships. Hyundai Car UK's import teams are based at
Tilbury Docks and handle over 33,000 cars every year. The teams do
everything from unloading the vehicles through to pre-delivery
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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 cach get a better understanding of others' roles and daily
pressurcs. 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 arc
separate so there was little understanding or empathy' with collcagues'
daily issucs. Rob Gearing — import opcrations manager at Tilbury,
called in learning and development company True North, to help.

Andy Parker, True North's managing director, recalls: "I went
to Tilbury and discussced the tcamworking issues in detail, listening to
Rob and his team to understand how we could affect some meaningful
change; somecthing that would dcliver real business bencefits. We
discussed how tcam issucs affect the business, and what the best
possible outcomes would be from some kind of learning cvent. Rob
wanted to develop more of a scnsc of tecam, get pcople to really
understand cach other and work together better. Like many businesses,
the sheer pace” of the working day docsn't always give time for people

DNREGISTRRERICURY.UE SCANSARYRUS

this was the solution.”

Truc North was cngaged to develop a tcam building day.
Although the day wasn't going to be a 'corporate jolly™, it was decided
that it should have a strong fun clement, as a reward for the tcam hitting
its car-processing target.

True North developed a serics of tcam building activitics,
which were all designed to get people interacting on more than a
superficial level, so that they would learn how to better collaborate.
Some of the lighter activitics included a 'racing challenge' where teams
of people are pitted against cach other via a scrics of networked games
— creating somc healthy competition, while building tcam awareness.
"Even the fun activitics allow us to get people to think about

' Empathy - MIaTHs; COMYBCTBHE; CONCPEKHBAHIE

* Sheer pace -- rapid speed

g Corporate jolly -- kopliopaTHBHAs pajoCThb

" To be pitted against each other — ObITb CTPABICHHBIMH IPOTHB IPYI JIpYyra
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themselves and others and give us a means of promoting key
messages,” said Parker. True North also ran three facilitated sessions,
cach 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 really allows people to communicate their
issues — and to get others to understand and empathize with them," 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 it."

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. "Pcople were telling us that it's the best
cvent of this type that they've been to. And, what's morc important, it
has had a rcal impact on the business. So many of these types of cvents
arc a waste of money, or just cmbarrassing to attend. We've all seen
how painful they can be, from cpisodes of The Office! But properly
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resulting in a stronger tcam and a more cffective business.”

Clive Beer, Hyundai's Operations Planning & Development
Manager commented, "It was really pleasing to sce everybody, without
cxception, joining in and getting involved. There was good co-
opcration across all the different departments and the challenge for
cverybody at Tilbury now is to ensure that the good work is carried
forward."

(Source: http:/Avww.trainingreference.co.uk/news/gn041217. htm)

1. What were the problems faced by Hyundai Car UK? Discuss.

2. How did Andy Parker manage thesc problems?
3. What techniques would you recommend except thosc used by the
dircctor of True North?
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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 intént to motivate or influence

behavior.”

o [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
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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

/ \

Manager as Disseminator
— communicates info to
subordinates
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Manager as Spokesperson
— communicates info to
people outside the org-n




both inside and outside the organization and then distribute appropriate
information to others who need it. Effective managers use many

communication methods, including selecting rich channels

of

communication, facilitating upward, downward, and horizontal
communication, understanding and using nonverbal communication,
and building informal communication networks that cross
organizational boundaries.

M

Communication Process Model

any people think communication is simple. After all,

w¢

communicate every day without even thinking about it. However,
communication is usually complex, and opportunities for sending or
receiving the wrong message are innumerable. No doubt, you have
heard someone say, “But that’s not what I meant!” Figure 10.2 depicts

how communication process occurs.
LEncodmg — selection of symbols with which to compose a message

=X

Decoding — translation of the symbols used in a message for the
purpose of interpreting its meaning |

1

gure 10.2 — odel'of the Communication Process

Sendef*_ \\ 1 . . / Receiver.
Encodes @ ' Channel ... Decodes
Message = ' ~

Noise

' (Return message PR (Return message .
.decoded) . Feedback ' encoded)
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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 return
message. Without feedback, the communication is one-way; with
feedback, it is two-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 receiver do not
encode or decode language in the same way. The selection of
communication channels can determine whether the message is

UNKEGTSTEREDS EOPY OF SCANPAPYRUS

Communication Channels

Managers have a choice of many communication channels
through which to communicate to other managers or employees.
Managers can communicate through formal reports, memos and letters,
clectronic mail, telephone, and face-to-face talks. The channels
available to managers can be classified into a hierarchy based on
information richness.

/. Channel richness — the amount of information that can be
transmitted during communication. |

Face-to-face discussion is the richest medium, because it
permits direct experience, immediate feedback, and personal focus. The
key point here for manager is to choose a channel that fits the message
best (Figure 10.3). It is important for managers to understand that each
communication channel has advantages and disadvantages, and that
each can be an effective means of communication in the appropriate
circumstances. Channel selection depends on whether the message is
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Figure 10.3 — Channel Richness

Advantages

Disadvantages ;
Impersonal z Personal
One-way i Two-way
Stow feedback i Fast feedback
y
Low channel richness— ~ - = = = — = — — = SN High channel richness
Advantages Disadvantages
Provides record No record
Premeditated Spontaneous

Dissemination hard

Easily disseminated

routine or nonroutine. Nonroutine messages typically are ambiguous,
concern novel events, and impose great potential for misunderstanding.
They often are characterized by time pressure and surprise. Managers
can communicate nonroutine messages only by selecting rich channels.
Routine messages are simple and straightforward. They convey data or
statistics or simply put into words what managers already agree on and
understand. Routine messages can be effectively communicated
through a channel lower in richness. Written communication also
should be used when the audience is widely dispersed or when the
communication is official and a permanent record is required.

Nonverbal Communication
/Nonverbal communication — a communication transmitted through
actions and behaviors rather than through words.|
Most of us have heard the saying “actions speak louder than
words”. Indeed, we communicate without words all the time, whether
we realize it or not.
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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 Welﬂghts of these
factors in message interpretation are as follows: verbal 1rnpacf‘u 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.
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FLetnamecy
Conﬂzct —rival interaction in which one party attempts to contradlct the

intentions or goals of another.

Conflict is 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 higher
performance.

Some conflict can actually be beneficial to teams. A healthy
level of conflict helps to prevent groupthink, in which people are so
committed to a cohesive team that they are unwilling to express
different opinions. When people in work teams go along simply for the
sake of harmony, problems typically result. Thus, a degree of conflict
leads to better decision making because multiple viewpoints are
expressed. Among top management teams, for example, low levels of
conflict have been found to be associated with poor decision making.

However, conflict that is too strong, that is focused on personal
rather than work issues, or that is not managed appropriately can be
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Figure 10.4 — The Relationship between Conflict and Performance

High 4

Performance

|sg,
o)
€

4

Low Moderate High
Amount of Conflict
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exchange of ideas and information. Team leaders have to find the right
balance between conflict and performance, as illustrated in Figure 10.4.
Too little conflict can decrease team performance because the team
doesn’t benefit from a mix of opinions and ideas — even disagreements
— that might lead to better solutions or prevent the team from making
mistakes. At the other end of the spectrum, too much conflict outweighs
the team’s cooperative efforts and leads to a decrease in employee
satisfaction and commitment, hurting performance. A moderate amount
of conflict that is managed appropriately typically results in the highest
levels of performance.

g Causes of Conflict

Several factors can cause people to engage in conflict:
—v— Scarce Resources: include money, information, and supplies.
Individuals may wish to increase their resources, which throws
them into a conflict.
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V' Jurisdictional Ambiguitiersﬂ conflicts emerge when job
boundaries and responsibilities are unclear. 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: é5)(‘)%;’11communicaﬁons result in
misperceptions and misunderstandings of other people and
teams. oafing n fhe obags ;

V' Personality Clashes (Conflicts): a personality clash occurs
when people simply do not get along or do not see eye-to-eye
on any issue. Personality clashes are caused by basic
differences in pers%lalit fvalues, and attitudes.

v’ Power and Status %;Xerences: occur when one party has
disputable influence over another. People may engage in
conflict to increase their power and influence in the team or
organization. Soloug ohd o empliyee

Y Goal Differences: conflict often occurs simply because people
are pursuing different goals. Goal differences are natural in
organizations. For example, the sales department may have
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Styles to Handle Conflict

OAHIOL

v’ Uinitiator — the person who €onfronts another person about a
conflict with a view to resolving it

v responder — the person confronted by an initiator

v' mediator — the person who brings conflicting parties together
and helps them to resolve the dispute ~ |

=5

In any conflict a person will have one of gllé.ee possible roles:

Teams as well as individuals develop specific styles for dealing
with conflict, based on the desire to satisfy their own concern versus the
other party’s concern. A model that describes five styles of handling
conflict is shown in Figure 10.5. The two major dimensions are the
extent to which an individual is assertive versus cooperative in his or
her approach to conflict.
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Figure 10.5 — A Model of Styles to Handle Conflict

High .Competing Collaboratin.g
Assertiveness Compromising
(thinking about °

own interest)

Avoiding Accommodating
® ®

Low
Low High
Cooperativeness
(thinking about another party’s
interest)
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conflict! The competing style is used when a person has to take quick
action, make unpopular decisions, or handle vital issuesk To develop
this style you must develop your ability to argue and debate, use your
rank or position, assert your opinions and feelings, and learn to state
your position and stand your ground.

Overuse of this style can lead to lack of feedback, reduced
learning, and low empowerment. This can result in being surrounded by
“Yes-Men”. People who overuse the competing style often use
provocative statements due to a lack of interpersonal skills training.
When overuse is taken to an extreme, the person will create errors in
the implementation of the task by withholding needed information,
talking behind another person’s back (“back-stabbing”), using eye
motions and gestures designed to express disapproval, and creating
distractions by fiddling or interrupting.

Underuse of the competing style leads to a lowered level of
influence, indecisiveness, and slow action. When the competing style is
underused some behaviors that people show include justifying the
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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.

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 %ﬁ@fga& to buy time€}] Avoidance is also appropriate 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, or
when the problem is indicative of a much larger issue and you need to
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
areas 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
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frankly without fear of consequences. The overuse of conflict
avoidance can often be a result of childhood experiences, past work-
related incidents, and negative experiences with conflict 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. Other
extreme avoidance behaviors include becoming passive aggressive by
being late and not paying attention at meetings. It also lends a greater
importance to this style as compared to the other styles because you
have devoted such a disproportionate amount of time to the style.

Underuse of the avoidance style results in hostility and hurt
feelings. In addition, work can become overwhelming because too
many issues are taken seriously at once, resulting in an inability to
prioritize and delegate.

[ Avoiding Style is used when you neither satisﬁy ;zour interests nor

| Compromising Style is finding a middle point or Sacrificing some of
your interests and giving to another person’s interests. This style is
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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 appropriate 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
communicate 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 being
viewed as having no firm values. Overuse of compromise can result in
making special consideration to keep people happy without resolving
the original conflict.

Underuse leads to unnecessary disagreements, frequent power
struggles, and ineffective negotiating.

)fCollaborating Style is used when a person wants to satisfy both sides.
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integrating solutions, learning, merging perspectives, gaining
commitment, and improving relationships] Using this style can support
open discussion of issues, task proficiency, equal distribution of work
among the team members, better brainstorming, and development of
creative problem solving. This style is appropriate to use frequently in a
team environment. Collaborating skills include the ability to use active
or effective listening, confront situations in a non-threatening way,
analyze input, and identify underlying concerns.

Overuse of the collaborating style can lead to spending too
much time on insignificant matters, diffusion of responsibility, and
being overloaded with work.

Underuse can result in using quick fix solutions, lack of
commitment by other team members, disempowerment, and loss of
innovation.

Eiccommodating Style is completely sacrificing your interests in order
to satisfy the interests of others. This style is associated with low
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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. }JAccommodating
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 to
change and usually demonstrate anxiety 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" or
other victim statements, being overly helpful and then holding a
grudge, and speaking in an extremely 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 a
way of not addressing the anger or hurt, and make statements full of
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Effective leaders vary their style of handling conflict to fit a
specific situation. Each of these five styles is appropriate in certain
cases. Table 10.1 shows when each style should be used.

Table 10.1 — The Use of Styles for Handling Conflict -

Conflict
Management Interpretations Use this style when:
Styles
Competing You lose, I win. - the conflict is about personal
(Forcing) Style "Might makes differences (e.g. values);
right.” - the maintenance of relationships
1s not important;
- conflict resolution is urgent
Avoiding Style You lose, I lose. - your interest in the issue is not
"I'd rather not deal | high;
with it now." - confrontation would seriously
damage an important working
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relationship;
- time allows avoidance

Accommodating You win, I lose. - the maintainance of the
Style "I 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
Compromising You win some, I - 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, I 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 )
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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 commu 'cations.mlj)(}y gree?

3. Why is management by wan?ering aréund “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 are a part of student project team and one member
is not doing his or her share. Which conflict resolution strategy would
you use? Why? ColleBore 4y

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 team
performance? Explain, [ 94 (h/c
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| Experiential Exercise

Test: Listening Self-Assessment

Instructions: Choose one response for each of the items below. Base
your choice on what you usually do, not on what you think a person
should do.

1. When you are going to lunch with a friend, you:
a. Focus your attention on the menu and then on the service
provided;
b. Ask about events in your friend’s life and pay attention to
what’s said;
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c. Exchange summaries of what is happening to each of you
while focusing attention on the meal.

2. When someone talks nonstop, you:
a. Ask questions at an appropriate time in an attempt to help the
person focus on the issue;
b. Make an excuse 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:
a. Pay attention and withhold your opinions;
b. Share your own experiences and feelings about that
employee;
c. Acknowledge the group member’s feelings and ask the group
member what options he or she has.

4. If someone is critical of you, you:
a. Try not to react or get upset
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5. You are having a very busy day and someone tells you to change the
way you are completing a task. You believe a person is wrong, so you:
a. Thank her or him for the input and keep doing what you were
doing;
b. Try to find out why she or he thinks you should change;
c. Acknowledge that the other may be right, tell her or him you
are very busy, and agree to follow up later.

6. When you are ready to respond to someone else, you:
a. Sometimes will interrupt the person if you believe it is
necessary;
b. Almost always speak before the other is completely finished
talking;
c. Rarely offer your response until you believe the other has
finished.
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7. After a big argument with someone who you have to work with
every day, you:
a. Settle yourself aid 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
anew 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;
c. 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
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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 4gain when you are both calmer.

Score Each Item of Your Listening Self-Assessment

iy (a) o (b) ~ 10 (c) 5
2 (a) 10 (b) 0 (c) 5
3. (a) 5 (b) O (c) 5
4, (a) 5 (b) 10 (c) O
5. (@ o (b) 10 () 5
6. (@) 5 (b) o (c) 10
7. (a) 10 (b) 5 (c) o©
8. (a) 5 (b) 5 (c) 10

160



Add up your total score

Practical Exercise

Identify the most appropriate conflict management style as:

a. avoiding d. compromising
b. accommodating e. collaborating
¢ forcing
1. You have joined a committee in order to meet people. Your

2,

interest in what the committee does is low. While serving on
the committee, you make recommendation that is opposed by
another member. You realize that you have the better idea. The
other party is using a forcing style.

You are on a task force that has to select a new computer. The
four alternatives will all do the job. It’s the brand, price, and
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are a sales manager. Beth, one of your competent sales
people, is trying to close a big sale. The two of you are
discussing the next step she will make. You disagree on the
strategy to use to close the sale.
You are late on your way to an important meeting. As you
leave your office, at the other end of the work area you see
Chris, one of your employees, goofing off instead of working.
You are over budget for labor this month. It’s slow so you
asked Kent, a part-time employee, to leave work early. Kent
tells you he doesn’t want to go because he needs the money.
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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
conflict styles are supposed be written. Maximum time for role playing
is 5 minutes (i.e. 1 scene = 2.5 minutes, not more). Be creative!

Team 1:
Conflict: Scarce Resources :b 1) Competing (Forcing) style
2) Accommodating style
Team 2:
Conflict: Jurisdictional Ambiguities -<: 1) Collaborating style
2) Compromising style
Team 3:

Conflict: Communication Breakdown i:l) Avoiding style
2) Accommodating

UNREGISTERED COPY OF SCANPAPYRUS
Conflict: Personality Clashes -<: 1) Compromising style

2) Competing style

Team 5: ;
Conflict: Power and Status Differences i: 1) Avoiding style
2) Collaborating

Team 6:
Conflict: Goal Differences ﬁl) Accommodating style
2) Compromising style

Y
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CASE STUDY: Workplace Conflict

Jennifer is a woman in her mid-thirties who is responsible for
staging and scheduling events for a corporation in Fresno, California.
She has been effective in her relationships with the public and with
vendors for the events; however, she has not followed internal rules on
booking families as carefully as she should have.

Steve, a mid-level manager in his forties, is responsible for the
care, maintenance and supervision of the facilities. He’s tired of
Jennifer’s failure to give him proper notification for scheduled events.

Jennifer came to him with an event that needs to use one of the
buildings that Steve is responsible for; however, she missed the
required two-week notification by one day, and Steve said, "No, too
late. You needed to get that to me yesterday in order to make it happen
on time." He was rude in his manner and made it clear that Jennifer had
broken the rules for the last time.

Jennifer returned to her office told her story to all the clerical
staff. She finally complained to her supervisor Dave that Steve was not
supportive of the office goals and refused to talk to her. "He’s
UNREGISTER EFCOPY.OFSCANPARYRUS
public, we have to work with their time-table as well." Dave listened,
and went to his boss, the division manager, Albert, who is Steve’s boss
as well. Dave communicated that Steve has "consistently" used a non-
supportive style in his job, and that "it is high time that something is
done about it." Albert listened carefully to Dave, and then sat with
Jennifer to listen to her opinion.

One further problem complicates the issue. It emerges that
Dave has had a long-standing dispute with Steve over a number of
issues involving facilities and lack of support for the things Dave and
his people are trying to do to enhance the program that the office offers.
He sees Steve as far too controlling, and he takes this opportunity to
solve the dispute with a "historical perspective" in which he cites all of
the times that Steve has not come through as he should have. It’s not a
long list, but there appears at first glance to be a pattern of non-support
from Steve towards Dave and his people.

By this time, Jennifer had made livelier the story of Steve’s
rude behavior and failure to be supportive. The office clerical staff had
heard the story several times by then and 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 not
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: oot Leduee Jo
5] . . A R 4 < 4
1. What is the reason of conflict? Discuss. 247¢ ’mf’fﬁf@/i

2. If you were Albert which conflict resolutlon style would you use to
handle the situation? Explain. Cev/*"« Shry
3. What would you say to Jennifer, Steve, and Dave? JeniuiFer

¢ P o A et s 4‘4{’/
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‘ CASE STUDY: Inner-City Manufacturing, Inc. |
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The president of Inner-City Manufacturing Inc., Rich Langston,
wanted to facilitate upward communication. He believed an open-door
policy was a good place to start. He announced that his own door was
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. Langston
found that many employees who used the open-door policy had been
with the company for years and were comfortable talking to the
president. Sometimes messages came through about inadequate policies
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 people
who were not getting along with their bosses. One employee, Leroy,
complained that his manager had overcommitted the department and
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 contacted Leroy’s
manager and explained what was going on. He insisted that the
manager come to the meeting willing to listen and without hostility
toward Leroy. During the meeting, Leroy’s manager listened actively
and displayed no ill will. He learned the problem from Leroy’s
perspective and realized he was over his head in his new job. After the
meeting, the manager said he was relieved. He had been promoted into
the job from a technical department just a few months earlier and had
no management or planning experience. He welcomed Rich Langston’s
offer to help him do a better job of planning.

(Source: Management, R. Dafi, 2007, p. 761)

Questions:

UNBEGISIEREB CPY D £ SERR SRBYIE

2. Do you think that an open-door policy was the right way to improve
upward communications? What other techniques would you suggest?

3. What problems do you think an open-door policy creates? Do you
think many employees are reluctant to use it? Why?
2/ CDW\/L ond 5y prls Bex, $2I

l)) T’(EJ ore afrud | ,/2&1{5/:/.
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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 whi{ch managers -
regulate organizational activities to make them ESnsistent 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 what
information is essential, how they will obtain that information (and
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measurements, and metrics are needed to effectively monitor and
control the organization and set up systems for obtaining that
information.

Tvypes of Organizational Control

Control can focus on events before, during, or after a process.
For example, a local automobile dealer can focus on activities before,
during, or after sales of new cars. Careful inspection of new cars and
cautious selection of sales employees are ways to ensure high quality or
profitable sales even before those sales take place. Monitoring how
salespeople act with customers would be considered control during the
sales task. Counting the number of new cars sold during the month or
telephoning buyers about their satisfaction with sales transactions
would constitute control after sales have occurred. These three types of
control are called feedforward, concurrent, and feedback as shown in
Figure 11.1.
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Figure 11.1 — Types of Organizational Control

Feedback Control

Solves Problems
After They Qccur

Examples

Examples

¢ Pre-employment » Adaptive culture * Analyze sales per
drug testing » Total quality emplovee

* Inspect raw materials management e Final quality

* Hire only college *Employee inspection

graduates self-control * Survey customers

11 ) Feedforward control — control that focuses on human material, and
ﬁnancral resources owing = into the organizati also called
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ensure that mput quality is sufﬁcrently high enough to prevent
problems when the organization performs its tasks. Example: careful
inspection of new cars and cautious selection of sales employees.

Feedforward controls are evident in the selection and hiring of
new employees. Organizations attempt to improve the likelihood that
employees will perform up to standards by identifying the necessary
skills, using tests and other screening devices to hire people who have
those skills, and providing necessary training to upgrade important
skills.
‘ﬁ2)" Concurrent control — control that consists of monitoring ongoing
activities to ensure their consistency with established standardngt relies
on performance standards and includes rules and regulations for
guiding employee tasks and behaviors. Example: Monitoring how
salespeople act with customers and providing rules and procedures for
guiding the sales process.

Many manufacturing operations include devices that measure
whether the items being produced meet quality standards. 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 efficiently 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
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performance, compare performance to standards, and make corrections
as necessary.

Figure 11.2 — Control Model L~ ~—

AdjustStandards Adjust Performance

If Adiquate

4.Do, noﬂﬂng |
or provide =
reinforcement.

Feedback
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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 7%”.

Many organizations develop quantitative measurements of
performance that can be reviewed on a daily, weekly, or monthly basis.
In most companies, managers do rely only on quantitative
measurements. They get out into the organization to see how things are
going, especially for such goals as increasing employee participation
and personal growth. Managers have to observe for themselves whether
employees are participating in decision making and are being offered
challenging opportunities for personal growth.

Then managers have to compare performance to standards.
Managers read computer reports or walk through the plant and thereby
compare actual performance to standards. In many companies, targeted
performance standards are right on the computer printout along with the
actual performance for the previous week and year.

Corrective action should follow changes in work activities in
order to bring them back to acceptable performance standards. In a
(EE RIS TRRED CORY, OF SLANEAPYRTR
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employees to work harder, redesign the production process, or fire
employees. Managers may also wish to provide positive reinforcement
when performance meets or exceeds targets. They may reward a
department that has exceeded its planned goals or congratulate
employees for a job well done.

/ Open-Book Management

As we have discussed throughout this text, globalization,
increased competition, rapid change, and uncertainty have resulted in
new organizational structures and management methods that emphasize
information sharing, employee participation, learning, and teamwork.
These shifts have, in turn, led to some new approaches to control such
as open-book management.

/ Open-book management — sharing financial information and results
with all employees 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.
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which can present problems for multinational companies operating
there. Table 11.1 lists countries by Opacity Index, developed by
PriceWaterhouseCoopers, which indicates the degree to which various
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 opacity rating of 36, which is
fairly low. In countries with higher ratings, financial figures are
typically closely guarded and managers may be discouraged from
sharing information with employees and the public. Globalization is
beginning to have an impact on economic opacity in various countries
by encouraging a convergence toward global accounting standards that
support more accurate collection, recording, and reporting of financial
information.
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Table 11.1 — International Opacity Index: Which Counties Have —

the Most Secretive Economies?

Country Opacity Rating Country Opacity Rating
China 87 Colombia 60
Russia 84 Tapan 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 68 Uruguay 53
Thailand 67 Hungary 50
Guatemala 65 Ttaly 43
India 64 Mexico 48
Poland G4 Hong Kong 45
Venezuela 63 TUnited Kingdom 38
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Pakistan 62 United States 36
Argentina 61 Singapaore 29
Taiwan 61

r Key Terms J

- o pet e o Uchbipeiot fop
e L Open-book management
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Concurrent control WW
Feedback tro

Feedforward control WW

Discussion Questions l

1. Why is it important for managers to understand the process of
organizational control?



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 so
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
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are used for cuttlng, manufacturlng, 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 employees must meet strict measurable
standar&s of performance. However, the Lincoln system succeeds
largely because of an organizational culture based on openness and

-trust, shared control, and a democratic spirit. Although the line between
managers and workers at Lincoln is firmly-drawn, ‘managers respect the
proficiency of production workets ‘arid value their contributions to
many aspects-of the business. The company has an open-door policy for

'Benchmark — CpaBHHMBaTh, OpaTb IpuMep, 0a3a CPABHEHUT, OPHEHTHD,
STaloH (IPONECC MOMCKA HOBBIX M 0OJiee COBGPHICHHBIX IPOICAYD,
OCYILIECTBILIEMBIH IIyTeM CpaBHEHHSI COOCTBEHHBIX IPONEAYP C HAMTYYIIMMK
43 TeX, KOTOPEIE HCIIOMESYIOT IpyTHe)

* Welding products — cBapoIHast UPOLYKIHA
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all top executives, middle managers, and production workers, and
regular face-to-face communication is encouraged. Workers are
expected to challenge management if they believe practices or
compensation management are unfair. Most workers are hired right out
of high school, then trained and cross-trained to perform different jobs.
Some eventually promoted to executive positions, because Lincoln
believes in promoting from within. Many Lincoln workers stay with the
company for life.

One of Lincoln’s founders felt that organizations should be
based on certain values, including honesty, trustworthiness, openness,
self-management, loyalty, accountability, and cooperativeness. These
values continue to form the core of Lincoln’s culture, and management
regularly rewards employees who reveal them. Because Lincoln so
efficiently manages employees, they exercise a great degree of self-
control on the job. Production workers are paid on a piece-rate system',
plus merit pay system” based on their performance. Employees also
receive annual bonuses which fluctuate according to the company’s
fortunes, and they participate in stock purchase plans. Bonuses are
based on a number of factors, such as productivity, quality,
d ey g ers Ea o 3
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also are other, less tangible rewards. Pride of workmanship®, feelings of
involvement and contribution are intrinsic rewards that flourish at
Lincoln Electric. Cross-functional teams, empowered to make
decisions, take responsibility for product planning, development, and.
marketing. Information about the company’s operations and financial
performance is openly shared with workers throughout the company.

Lincoln places emphasis on foreseeing and solving customer
problems. Sales representatives are given the techmical training they
need to understand customer needs, help customers understand and use
Lincoln’s products, and solve problems. This customer focus is
supported by attention to the production process through the use of
strict accountability standards and formal measurements for

! Piece-rate pay - cremswas omnara

% Merit pay system - cucTeMa ONEHKH PaGOTHUKA IT0 TPO(ECCHOHANBHEIM
Ka4ecTBaM HIIU 3aCIIyTaM :

3 Workmanship - ucKycCTBO, MACTEPCTBO, YMEHHUE; KBATHDUKALWT
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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. Daft, 2007, pp. 540-541)

Discussion Questions:
1. What types of control — feedforward, concurrent, or feedback — are
illustrated in this case? Explain.

2. Based on what you’ve just read, what&do you think makes the
r 1 Lot
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management to overseas operations?




APPENDIX A: GUIDELINES FOR WRITING BUSINESS PLAN

Being able to write a comprehensive business plan is essential
for every person. Any of you can become a business owner one day.
You can see an example of a real business plan in the APPENDIX C
which you can use as a background for writing your own business plan.
Generally, business 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 simplified
business plan strictly following the standards below. All the data in
your business plan must be realistic. Any information taken from
external sources must be accompanied by footnotes on the relevant

page.

Executive Summary

- summarize the whole business plan in few paragraphs. Also discuss
on the role of your business and its contribution to society.

Hint: Complete this part after the finished business plan has been
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L. Business Description

- Name of the business (what will be the name of the business and what
is its meaning?);

- Nature of the business (what are you going to do (produce, sell, or
render service), describe products/services to be offered);

- Unique or distinctive features of the business (e.g. special offers);

- Vision (write your company’s vision statement);

- Mission statement;

- Assumed location and its advantages (specifically cover the reasons
of your choice, benefits that this location will bring to your business,
determine whether you are going to buy, construct, or rent the building,
estimate costs of the location)

I1. Industry Profile and Overview
- Industry analysis (analyze recent trends in the industry such as the
number of enterprises operating in the industry, industry growth rate,
and future potential of the industry)
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III1. Business Strategy

- Competitive strategy (identify which Porter’s competltlve 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)

ricing (show how you will be setting prices, for this you need to
know cost of products, and then add markup to the cost = price)
- Advertising (identify which advertising media you are going to use,
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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 facilities
(plant, building, storage, office, space) and equipment (machinery,
furnishings, supplies), i.e. everything that you need to start a business);

Y1f you are going to have a small food shop, your direct competitors will be those food
shops located in your neighborhood; if you are going to offer unique products/services
you may look for direct competitors throughout the whole Almaty city. These
competitors may provide similar products/services (substitutes).

2 In order to do this you'd better visit and observe your potential competitors’
stores/factories/shops.
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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 their positions and calculate monthly and yearly salary
expenses)

- Estimates of start-up costs (determine how much money you need to
start your business; start-up costs include facilities, equipment, initial
advertising and salary expenses)

- Loan proposal (how much money you and other owners are going to
invest in owners’ equity)

Hint: start-up capital for LLP in RK is minimum 120,000 tenge (2009);

VII. Financial Segment

- Sales forecast (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 years).

- Projected (proforma) balance sheet (for the 1st year ended)

Hint: For the preparation of financial statements, you must use all the
numbers from the previous sections.
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preparation of financial statements!

Useful Websites:
www.stat.kz
www.vellow-pages.kz
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APPENDIX C

SAMPLE BUSINESS PLAN

Josh Sudbury, Founder

179



Executive Summary

Total Health and Fitness will operate 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 one roof to
maximize customer convenience and to allow for omsite cross-
promotion. Many professionals living today’s fast-paced American
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 are simply too
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.

UNREGISEERER CAPCHR SLANARYRIS

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 eating tips, clients can
walk next door and pick up a healthy, professionally prepared meal for
themselves or even the entire family. This one-stop fitness shop will
provide everything for the involved parent or busy professional who
still wants to look good and feel great.

Total Health and Fitness will locate in the Cool Springs area of
Williamson County, Tennessee. This area is the commercial and retail
center for Brentwood and Franklin, two affluent suburbs just south of
Nashville. This area is perfect for a business such as this because it
boasts a high median household income of more than $75,000.

Furthermore, businesses in the fitness club industry can benefit
greatly from a large population between the ages of 18 and 54 years.
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Brentwood and Franklin are both home to more than 30,000 people in
that age bracket.

Customer service 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 retain 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, I am seeking debt financing in the amount of
$130,000 for start-up costs and initial working capital. I will be
investing $30,000 of my own money with the goal of remaining the
sole owner and operator of Total Health and Fitness.

Vision

We seek to build a healthier community by giving people the
opportunity to make the right fitness choices. We understand that

TRESISTENED EOPYOESCARBAPS

Mission Statement

Total Health and Fitness is in the business of promoting healthy choices
among its community by offering the benefits of a first-class health and
fitness club alongside an enjoyable restaurant that offers nothing but the
most nutritious foods for its customers. Total Health and Fitness is in
the business of improving the lives of its customers by saving them the
time it takes to get to the gym, exercise, run home, and slave in the
kitchen to prepare a healthy meal for their families. Total Health and
Fitness combines convenience with health in an upbeat environment.

Company Values

We will operate on the basic principle of service to the
customer above all else. Because we depend on our customers for
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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

] i ed hyj i nber society—
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who are members of a health club has risen from 17% to 32.8 % —a
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 can 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 comparison
at only 34%, whereas the under-18 group increased by 187%. Likewise,
memberships by annual household income paint a familiar picture in
that more than 46% of the health club members earn a household
income of more than $75,000. Those ranging from incomes of $50,000
to $74,999 constituted 23%, and those with incomes from $25,000 to
$49,999 claimed 20% of memberships nationwide. More women join
health clubs than men, but only by2 %. Women also participate in more
group-centered activities such as yoga classes and aerobics.
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Figure 1 — Fitness Club Membership by Age
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Regulatory Restrictions

I have yet to discover any significant regulations placed on the
Health and Fitness Industry. In fact, Congress introduced legislation
favorable to health clubs nationwide as recently as last year. In May
2005, several legislators banded together to introduce legislation that
UNREGISPERED:COP VO STANPRPYRYS
club memberships as a part of their benefits packages. Known as the
Workforce Health Improvement Act (WHIP), it promoted physical
fitness in the corporate world in order to trim down the ever-growing
American public.

Significant Trends

The industry has continued to increase its health club
memberships over the last two decades. However, the latest trend in the
fitness industry is circumventing the health club altogether. Online
personal trainers have become all the rage and offer many advantages
to the market Total Health and Fitness will pursue: the on-the-go
parent/professional. By allowing individuals to get their workouts in
their own homes and at their convenience, the World Wide Web has the
potential to cut out the normal fitness club by giving people the
personal training experience at home, without having to join a club or
leave their homes.

The primary drawback is the lack of a physical spotter who can
assist the client with his or her form while exercising.
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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).

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 growth
rate of 38%. This is clearly an industry on the rise.

In 2003, there were more than 36.3 million health club
memberships nationwide, 110% more than the 17.3 million in 1987. In
addition, the number of “core members,” those who use their
memberships more than 100 times a year, has steadily grown as well,
climbing from 5.3 million in 1987 to 14.6 million in 2003, a growth
rate of 175%. Not only is the industry growing overall, but members
also are using their memberships more often.
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Industry revenues also have grown steadily. From 1993 to
2002, total revenues 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 are crucial for building a successful health
and fitness club.
1. Effective, specialized workout programs designed to target
individual members. Both World Gym and Bally Total Fitness
specifically cite effective personal training as tenets of their mission
statements. Similarly, Curves lays claim to the most effective 30-
minute workout in the industry, specifically designed for women.
Individualized exercise programs are a key component of Total Health
and Fitness’ strategy.

A ‘ ople-n th.
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joining their club means joining a group of people all striving for the
same goals: a better self-image through personal health and fitness. For
instance, Curves makes direct connections with women by solidifying
their claim to the “woman’s health club” niche within the industry as a
whole.
3. Real-world convenience. Although Bally Total Fitness and World
Gym use their enormous size and multiple locations to help sign up
members across the nation, Curves pushes the small investment of time
it takes to complete their exercise regimen. By selling the idea of a “30-
minute” workout, they cater to women who believe they are too busy
and would waste money on a health club membership they wouldn’t
have the time to use.

Total Health and Fitness will focus on using these techniques
within an already established community to achieve success. By
offering specialized workout facilities and topnotch personal training,
we can guarantee our customers that they will receive the most from
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their memberships. Furthermore, by offering the expediency of a
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 oitlook of the health and fitness industry is
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 regular
fitness regiment for all Americans and increases the number of
potential clients for fitness facilities in the future. The ultimate goal is
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

yerweieh (Hhpsi QLY r
1999.2XX) 645 0.5 4.7
19381994 56.0 23.0 2.9
1976-1980 46,0 144 Mo data

Specifically, a range of states from Texas to West Virginia
(which encompasses Tennessee) have an obesity rate of more than
25%. Clearly, there is a need in the United States for more health and
fitness facilities to facilitate the demand for weight loss programs and
health initiatives. Moreover, the industry’s two largest client bases,
young adults 18 to 34 years, old and mature adults of age 55 years and
over, are expected to grow rapidly in the near future (Figure 2). The
industry is expected to grow in step with the steady growth in these
demographic sectors. Twenty-one-year-olds are the most likely to join a
club; however, aging baby-boomers will increase the mature adult share
of the market as they begin to pass 50. The increase in these population
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
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health club industry. We believe that we can garner a large share of the
health club market in our target area by combining health food with the
health club in a relaxed atmosphere.

Goals and Objectives

Goals: Total Health and Fitness strives to become the family fitness
specialist in the local community by providing customized, state-of-the-
art exercise facilities and healthy dining opportunities for its members.
We strive to offer the best, most practical real-world training in the
industry to accommodate the lifestyle demands of our clients. We will
offer first-class service at a reasonable price and avoid inconveniencing
our clients by overselling memberships and overcrowding our facility.
We will offer the best training in the market by finding the most
capable trainers and paying them adequately.

In addition to personal training, Total Health and leess will
offer weekly and monthly nutritional meal plans for clients who want
extra assistance in sticking to a proper weight-balancing program.
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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.0. 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.
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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 goals.
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 it
offers its clients by incorporating the restaurant in its scheme. This
limits the need for customers to count calories and analyze their
food intake. This will be a major point of differentiation for Total
Health and Fitness from other health clubs in the area.

v" The size of the facility and membership will be limited to maintain
a close relationship with our customers. This closeness will allow
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the owner and our staff to get feedback from our clients to learn
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 fraining
experience.

v A personalized atmosphere allows women to exercise without
feeling as though they are being watched and analyzed by other
members, thus eliminating insecurities that take away from the
potential of each workout. To achieve maximum individual
concentration during workouts, Total Health and Fitness will
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 machines, and
video/audio systems), our customers can work out with a trainer or
alone. Thus, they can receive the comforts of home, without the
big investment.

Weaknesses
v" Total Health and Fitness will be competing with larger companies
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v" The concept of combining a restaurant with a workout facility is
new. Total Health and Fitness would be the first company to
implement this strategy.

v" The investment needed to start this company is significant.

Opportunities

v' There is no other business that operates in the niche that Total
Health and Fitness plans to occupy. We can use this establish a
stronghold in the overall market.

v We have the opportunity to reach an upscale community and shape
it in a healthier fashion. We plan to do our part by lowering the
percentage of unhealthy and unfit members of the community.

Threats

v" Larger rivals such as Gold’s Gym and Bally’s Total Fitness have
deep pockets and may try to move into the market that Total
Health and Fitness will establish.
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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 area
and focus on personal fitness through training and a nutritional diet.
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

; : o [t e .
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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 nufritional consulting. Their
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 facilities so that parents can work out without
leaving their children at home.

Delta Clubs offers four locations in the Nashville area, only one
of which is located in our market area. Like World Gym, they offer day
care, various fitness classes, and large facilities.

They also offer a smoothie bar, which affords their clients
healthy refreshments after a workout. For all of their benefits, none of
these businesses is targeting the market in the same way.

Total Health and Fitness will. Our company takes nutritional
advice one step further: implementation. Our clients will also be
afforded the individual attention of Chadwick’s with the home-style
accommodations that will make them feel comfortable while they enjoy
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their fitness experience. 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 World Gym Delta Clubs Chadvwick’s

Key Suceess Welghied Weighted Welghted Weighted
Factor Welght  Score  Score Seore Score Sebre Score Score  Score
Community Feel 0.20 4 0.8 3 0.6 3 0.6 4 0.8
Specializad Programs 015 3 045 4 0.6 4 06 t) 0.3
Convenlencs 025 4 1 4 I 3 0.75 3 0.75
Nutrition 025 4 1 2 0.5 2 05 3 0.75
Percaption 0.15 2 03 4 0.6 3 045 3 045

1400 3.55 3.3 29 305

Figure 3 — Competitive Profile Matrix Growth
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Marketing Strategy

Target Market: Total Health and Fitness will target professionals and
parents on the go. The primary age bracket of our target audience is 18
to 54 years, although we will not hesitate to accommodate potential
members above or below our target demographics. The industry profile
cites the growth of the upper portion of the 18- to 54-year age bracket
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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. Our 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 Fitness 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 a
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
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for them to follow will be billed at a six-month sign-on fee of $400. For
this fee, they will receive one meeting every two weeks with a
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 six
months will be assessed at $100, and meetings with the dietician will be
monthly. A total yearly package can be purchased for $800.

Market Analysis

The International Health, Racquet, and Sportsclub Association
identify target customers by age and income. Figure 4 shows that
majority of health club members are between 18 and 34 years, but a
significant portion is in the 55-and-older category. Comparing this data
to data compiled from the U.S. Census Bureau about the total number
of potential clients in our targeted location of Brentwood/Franklin,
Tennessee, reveals a good fit. The Brentwood/ Franklin area Club
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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 area (Figure 5).

Figure 4 — Club Membership by Age
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In addition, the median household income of the people who
most frequently join health clubs is at least $50,000 per year, but the
largest proportion comes from the income bracket above $75,000, as
seen in Figure 6.
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Figure 6 - Club Membership by Annual Household Income
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Figure 7 ~ Household Income for Brentwood/Franklin TN
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Once again, the population in the Brentwood/Franklin area
compares favorably with the industry’s profile of the typical fitness
center customer. The area boasts relatively high incomes, with 50
percent of its median household incomes above the $75,000 mark. This
market shows a high potential for establishing a solid customer base
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 Tennessean 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

HRRECERTERE R CORN, IR SCARBARYRUS

air talent, and this brings them to the business. This is a marketing
strategy I would pursue as part of our grand opening.

The station has more than 100,000 watts of power, boasting the
largest listening audience in Tennessee. The listening audience is
predominantly male and affluent, earning a median annual income of
$75,000 a year. This station broadcasts directly to my target market and
is a perfect fit for Total Health and Fitness. The most basic advertising
plans for this radio station start at just a few hundred dollars. I will
budget anywhere from $1,000 to $2,000 per month at start-up for
advertising on FM 99.7.

Location and Layout

Total Health and Fitness will be located in a major shopping
and commercial district between the cities of Brentwood and Franklin
known as Cool Springs. Cool Springs is the retail hub of Williamson
County and is home to various office complexes, retail shops,
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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 Locatlon
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Total Health and Fitness will locate in the Cool Springs Center,
located at 1945 Mallory Lane in Brentwood. This location offers our
business the benefits of a strip-mall style shopping center such as high
consumer traffic. Currently there is more than 4,000 square feet
available for lease. This space is divisible and can also be sublet, which
will allow Total Health and Fitness to sublease a portion of its space to
a restaurant franchise in order to offer our customers the added
convenience that comprises our competitive advantage.

The lease rate is $14 per square foot, which is considered to be
a bargain in the Brentwood/Franklin market. I will seek a three-year
lease with an additional three-year option.
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Figure 9 — Total Health and Fitness Layout
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large shopping mall, places Total Health and Fitness in a high-traffic
retail area, conducive to walk-in traffic.

Description of Management Team

At the time of the company’s inception, Josh Sudbury will
serve as the Chief Executive Officer and President of Total Health and
Fitness. I will be a graduate of Presbyterian College with a degree in
History and a minor in Business Administration. I have had prior
experience in business as a salesman for G.C.P., Inc., a concrete
manufacturing company located in Gallatin, Tennessee. Prior to
holding this position, I obtained management experience as the night
shift manager for the same company’s shipping department. I will also
build on the business experiences of my father, who owns his own
business, and has held numerous sales and management positions
throughout his near 30-year career as an entrepreneur.
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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 will
offer dieticians an above-market wage of $45,000 per year. I will
initially hire five full-time trainers for my facility. These trainers will
solicit and maintain their own clients. I will collect a fee for each
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 fee
drops to $13. This plan gives trainers the incentive to increase the
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Company Structure

Total Health and Fitness will be organized as an S Corporation.

This form of organization offers all the advantages of the corporation,

such as continuity, easy transferability, and limited personal liability.

The primary advantage of this form of organization is that its limited

liability allows the owners and investors to avoid losing their personal

assets should a member injure himself or herself in the facility and sue

. for damages. Over the course of the company’s life, I will retain at least

fifty-one percent ownership in Total Health and Fitness to maintain
ultimate control over business decisions.

Financial Forecasts

The financial forecasts for Total Health and Fitness are located
in Appendix A. Each projection contains an income statement compiled
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for the first year 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 projections were omitted.)

Loan Proposal

I will be investing $30,000 of my own money into Total Health
and Fitness. These funds will be secured 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. I have added roughly $25,000 to my loan in
order to cover unexpected 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
Lurrent. Assels
Cash and Equivalents 8 30,000
Inventory £ 882
Miscellaneous £ 2,000
Total Current Assels $ 32,882
Fixed Assets
Equipment & 37,500
Bullding $ 73,000
Intangibles $ —_
Signs § 7,200
Computers and Cither Noncurrent Assats 8 12,000
Total Fixed Assets $ 179,70
Total Assels $ 212,582
UNREGISTERED COPY OF SCANPAPYRUS
Liabilities
Chrrg bilities
Notes Payable {Short Term) b3 —
Loan 8 21,839
Total Current Liabilities $ 21,839
Long.Term Liabilities
Notes Payable ¥ 138,904
Total Liabilities b 160,743
Qwner's Equity 3 30,000
Total Liabilities and Owner’s Equity k) 212,582
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Total Health and Fitness
Income Statement

Most Likely

January 2007-December 20067

Sales
Training
Diet Counseling
Food Royalties
‘Water/Sports Drinks
Sublease (2000 Sq fi)
Net Sales Revenue

CGSs
Gross Profit
Operating Expenses
Lease
Advertising

Radio

Newspaper
Trade Assoclation
Insurance
Depreciation

'REGISTERED COPY OF SCAN

alaries

Taxes and Benefits
Cleaning Service
Utilities

Heat and A/C

‘Water

Cable

Telephone/Internet
Loan w/nterest
Legal and Accounting
Miscellaneous

Total Operating Expenses

Net Income

B8 ¥ & B oA

= B 8 8

201

109,100
140,190
7913
1113
30,000
288,318

836

14,750,
4,000

8,500
1,520

300
2,160

§ 2RTA82
$ 56,004
5 18,750
$ 950
i3 3,000
$ 6,750
PAPYRYS
E 35,958
$ 2,400
§ 12,480
k3 21,839
% 3,000
% 9,000
$ 315,680
§ (28,199}



Total Health anil Fitness
Income Statement

Most Likely

January 2008-December 2008

Sales

Tralning . $ 127,000

Diet Counseling 3 162,000 “

Food Royalties $ 9,100

Water/Sports Dirinks $ 1,282

Subleass (2000 Sq t) $ 30,000

Net Sales Revenue $ 329,382
CGs & 962
Gruss Profit . $ 328421
Operating Expenses
Lease 3 56,004
Advertising $ 21,000

Radio $ 15,000

Nevspapar $ 6,000
Trade Association $ 500
Insurance $ 3,000
Depreciation & 6,750

%Q:EEGJ@T@RE D COPY OF SCAN P$A PYIISEgS

Taxes and Benefits 3 37,500
Cleaning Service $ 2,400
Ultilitles $ 13,100

Heat and 8/C 3 9,000

Water $ 1,600

Cable $ 300

Telephorie/Internet § 2,200
Loan w/nterest kY 21,839
Legel and Accounting $ 3,000
Miscallaneaus L 9,000

Total Operating Expenses $ 326403

Net Income % 2,328
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DICTIONARY OF MANAGEMENT TERMS

A

ACCOMMODATING STYLE — npucnocoGIIeHISCKHUI CTHIIb
ACHIEVEMENT CULTURE — xynsTypa JOCTHKCHUS, ycIiexa
ACQUISITION — npuobpererue (IpuoOpeTeHue KOHTPOJBHOTO IIaKeTra
AKITUH KOMITAHNH)

ADAPTABILITY CULTURE - «xyneTypa npucmocobmiemocts (x
HETIPEABUACHHBIM CHTYAIMAM, H3MCHECHUAM)

ADJOURNING STAGE — cTanys OKOHYaHUS, 38KPbITUS
AUTHORITY-COMPLIANCE MANAGEMENT — BnacTHOe yIpaBiieHUE
(cTuib ynpaBmeHUS, IPU KOTOPOM PYKOBOIUTENE GOIBIIOE BHUMAHHE YACTIET
JOCTHOKEHHUIO IOCTABICHHBIX LieJeH i He 3a00TUTCSA O MOJYUHEHHBIX)
AUTOCRATIC LEADER — aBTOKpaTWUeCKH# JuAep (IUKTATOPCKHIA,
BIIACTHBIH, BIACTOMOOUBEIH)

AVOIDING STYLE — n36eraroiuii CTHiIb

B

BRAINSTORMING — M03r0Bas aTaka, MO3TOBOH IITypM (METOJ TeHEpaluy
yueil myreM KOJUISKTHBHOTO OOCYXKAeHHA mpobiieM IIpu IOMHOHE cBobome
BBIIBIDKEHUS BAPUAHTOB PELICHIA)
YNREGISTERED COP Y:OF-SCANPAPYRUS
CTPYKTYPY, METOIEI YIPaBJIeHUs, IpeaIoiaraeMele HHHAHCOBEIE Pe3yIETaThl
OpoeKTa; HeoOXOOMM B TOM YHCIE UL NIPEXOCTABICHUS NOTEHIHATBHBIM
HMHBECTOPAM)

BUSINESS-LEVEL STRATEGY — crparerus Ha OuwsHec ypoBHE (Juist
NOJpa3NeeHUH KOMITAaHHN)

C

CASH COW - "poiinas xopopa" (HampaBlICHHE AEATENHGHOCTH WIH TOBap C
HU3KAMH TeMIaMM POCTa U OONBIIOH moNeil phIHKa; Takue YCTOHYMBEIE M
TIPUHOCAIINE JOXOJ 3IEMEHTHl OH3HECa KOMIAHWS HCIIONB3YeT UL OILIATEHI
CBOMX CYETOB M AN IOANSPKKH IPYTHX JIeMEHToB OusHeca, TpeOyrommx
HMHBECTUPOBAHYIS)

CENTRALIZATION — UeHTpanu3alysi; KOHUCHIPAUHUI, CKOIUICHUE,
COCPENOTOUCHHUE

CHAIN OF COMMAND — 1opsi0oK CONOAYHHEHHOCTH B OpPTraHu3aliyy; ek
HHCTaHUMY (uepapxusd ypoBHEH yNpaBlIeHHs, cOo3laBaeMas ASNeTHPOBAHUEM
[TOJTHOMOYHI ¥ OTBETCTBEHHOCTH)

CHANNEL RICHNESS — npouyckHas CIOCOOHOCTE HH(OPMAIHOHHOTO
KaHaja
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CODE OF ETHICS - MOpanbHBIi KOJEKC, KOAESKC HOPM IIOBEIEHUS, KOHEKC
gectH (PopMAIBHOE H3IOKEHHE IPHHIUIIOB MOPAIBHOTO ITIOBEASHMS B TOH M
VHOH OpraHu3aliiy WK IPYIIIe)

COERCIVE POWER — npuHyJUTeIIbHAs CHJIA

COLLABORATING STYLE — ¢Tuib COTPYHHUYECTRA

COMMITMENT — 0653aTenbCTBO

COMMUNICATION — npouecc riepenadu HHGOpMaHy
COMMUNICATION BREAKDOWN - cpeiB OOLICHHS, IIEpeRadu
nHbopManuu

COMPETENCE — 3HaH11, KOMIIETEHTHOCTD

COMPETING STYLE — KOHKYpHPYIOIIHM CTHIb

COMPETITIVE EDGE - KOHKYPEHTHO® IIPEUMYIIECTBO/OTIHYUE
COMPETITOR — XOHKYPEHT, COLIEPHUK

COMPLIANCE —  yrogu¥BOCTh,  IOAATIUBOCTb,  IOKIAIHCTOCTH,
YCTYIIUBOCTD

COMPROMISING STYLE — ctiinb KOMIIpOMHUCCa

CONCEPTUAL SKILLS - amamarudeckue cmocoOHocTd — (yMmeHwme

AHANIU3MPOBATh, CONOCTABIATH MHPOPMALIMIO M3 DPAa3HBIX MCTOYHUKOB, *
TIPUHUMATE CJIOXKHEIE PEIICHHA)

CONCURRENT CONTROL — texymuii, napauieibHbli KOHTPOIb
CONFLICT — xou}IUKT, CTONKHOBEHUE, IIPOTUBOPEUHE

ONREGIS B OB OE SERNPAPYRUS

CONSISTENCY CULTURE — xynbTypa IOCTOSIHCTBA, YCTORIUBOCTH
CONTROLLING ~ XOHTPOJNIHHI, KOHTIPONb (METOJ  IIOBBIIICHUA
9 EKTUBHOCTY NEATSNBHOCTH NPSIIPUSTHS, O0a3HPYIOIUICS Ha KOHTPOIE,
y4eTe, aHaIM3e OTKIOHSHNUM (HaKTUYECKUX [10Ka3aTelell OT 3alUIaHUPOBAHHEIX
U KOPPEKTHPOBKY OTKIIOHCHUIT)

COPRENEURS - copiajenbipl Ousneca (PKEHaThIe MITH HEXEHATHIC Iaph)
CORPORATE CULTURE - xopmnopatuBHasg KynsTypa (cBoj Hauboiee
Ba)KHBIX ITONOXKESHUM e TEINbHOCTH OpraHU3aliiy, OIPE/IeIIIEMBIX €8 MUCCHSH
M CTpaTeruedl pasBUTHS M HAXOANIMX BBIPAKEHHE B COBOKYIIHOCTH
COLIMANBHEIX HOPM M HEHHOCTEH, pasAesieMbIx OOIBIIHHCTBOM PaOOTHHKOB)
CORPORATE SOCIAL RESPONSIBILITY (CSR) — xopmopariBHas
COLHaNbHAst OTBETCTBEHHOCTD, OTBETCTBEHHOCTS OH3HECa epesi O0IecTROM |
CORPORATE-LEVEL STRATEGY — ctpaterus Ha KOpIOPaTUBHOM YpOBHE
(11 BCe opraHu3aIty)

CORPORATION - kopriopalus, akIIHOHEPHOE OOLISCTBO (IOpHUOMYecKas
(hopma IperIPUHUMATENHCTRA, OTIHIUTSIEHBIE YSPTH KOTOPOH 3aKII09aF0TCA
B CHIGYIOLIEM: KOPIOpanys IPeACTaBsieT cO00H CaMOCTOATONbHEIH CyOheKT
TPa)KHAHCKOrO  IpaBa, BeNYyIIMH  HE3aBUCHMOE OT CBOMX  WICHOB
CYILECTBOBAHUS; CYIIECTBOBAHMEG KOPHODPALMH HE MOXET OBITH IIPEKpaIieHo
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uHaye, Kak II0 PEIISHWIO CyJa HIHM CaMHX YYaCTHHKOB KOpIOpPAlWH,
IPUHATOMY Ha OCHOBAHMH YCTaBa ¥ 3aKOHOB; II0 0643aTe/IECTBAM KOPIOPAIUY
HCKIIOYUTENbHYI0 OTBETCTBEHHOCTh HECET CaMa KOPIOpalua B HPEeaenax
IIpHHAIEKAINETo eff MMYIECTBa; KOPIOpatis ABILIETCS 00BEKTOM ABOHHOTO
HAJIOTOOOIOKEHHUS, TIOCKOJIBKY €€ YOXOMbI 06/araroTcs HaaoroM JBaXKabl: KaKk
IpUOBUTE KOMIIAHHH ¥ KaK LOXO0J aKIIHOHEPOB, KOTOPHL OHYU MOIyYaloT II0CIIe
ee pacupereneHUs; KalluTal KOpHopanuid GopMUpYeTcs IIyTeM pa3MeIleHHT
(BBIIyCKA) aKIUif)

COST LEADERSHIP STRATEGY — ctparterus MHAEPCTBa B ce0ECTOUMOCTH,
HU3KOI ce0ecTOUMOCTH

COUNTERTRADE — Bcrpeysas TOProBisl (METOZX OIUIATEL, IPH KOTOPOM
IIPOJaBel IIPHHEMAET OT NOKYNATeNs TOBap MK YCIYIW B CUET CTOMMOCTH
TOBapa) o

COUNTRY CLUB MANAGEMENT — RylIeBHSBIH MEHEIKMEHT IIOAXO0J K
YOPABICHUIO, IPH KOTOPOM PYKOBOIUTENS YHENieT OONBINe BHUMAHUI
ITOXJEPIKAHUIO0 ONaroIpUsATHOTO ICHXONOTHYECKOr0 KIIUMaTa B KOIIEKTUBE, a
He BBUIOJHEHUIO IPOM3BOACTBECHHEIX 3a/1ad)

CROSS-FUNCTIONAL TEAM — rpynnma CHELUAINCIOB PAa3IHIHOTO
npodus (Hamp. AJA IOATOTOBKY IPOU3BOCTBA)

CUSTOMER - noxynateib; HOTpeOUTeNb; 3aKa39yK; KIHEHT

B
(puHaHCHpOBaHWE IIyTeM NPHBICUCHUS 32eMHOrO0 KamuTama (Hamp., C
TIOMOIIBIO SMHUCCHH OOIHUraluii MM BEKCeNeH, IIOIyIeHUs KpenuTta B 6aHKe 1
T. @), B OTJIMYME OT IIPUBJCYEHMS CPENCTB IIyTeM BBILYCKa aKimit 6o
(HHAHCHPOBAHUA 38 CUET HEPACIIPSNEeNeHHOH IpUOHLIN)
DECENTRALIZATION — penentpaiu3alus, OTMEHa IEHTPaNH30BaHHOI'O
PYKOBOACTBA TeM-TH60

DECISION MAKING — npunaTye penieHui

DECODING — nexoaupoBasue; pacu(poBka

DEMOCRATIC LEADER — neMoXpaTudecKuit maaep
DEPARTMENTALIZATION  —  penapramedranusanus  (pasOuenue
OpraHM3alyM Ha IOAPa3NeNeHHs U OTHENE, KaXIB H3 KOTOPBIX
CIIEIUaNU3UPYeTCs HAa ONpPENEeNEeHHOM BHJE IEATeNHHOCTH U HMEET
YIPaBIIAIOIIET0)

DIFFERENTIATION STRATEGY — crparerns pubdepesnuanin
(nmpezcraBneHue TOBapa TAKUM 00pa3oM, 9TO MOTPEOHTEIIM OH KaKeTCd
VHHUKAIBHEIM, OTIIYHBIM OT JIPOXYKIUY KOHKYPEHTOB)

DIRECT INVESTING - mipsaMble HHBECTHIVH, KaIIUTATOBIOXeHMA (JI100kIe
HMHBECTULMOHHEIE PacXoJsl Ha (GU3MUECKHe aKTHBBL, TaKHe KaK 3aBOJLL
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000pyIOBaHHE M TOBAPHO-MATEPUAILHBIE 3aIack! (B OTIHYUE OT GMHAHCOBEIX
HMHBECTHIIHIA))

DISCRETIONARY RESPONSIBILITY — RucCKpeLHOHHAS OTBETCTBEHHOCTH
(0 cBOEMY YCMOTpPEHHIO)

DISSEMINATOR - "vndopmarop” (o MuniGepry: oiHa 43 posield, KOTopsie
MIPEXOAMICS UTPaTh MEHEIDKepy; IepefiaeT BHOUIHIOK HH(QOpMAIo,
HaJaxxuBaeT HHOOPMANUOHHBEIE KOHTAKTHL MEXIY YPOBHAMY, 3BEHBAMU
YOpaBICHUT, OTHCIHBHBIMH pabOTHHKAMM, peamusyer HHGOPMAHOHHYIO
TDONUTUKY, OCYLIECTBIAET 3allUTy HHPOPMALHK; BXOAUT B IPYIILY
HHGOPMAIHOHHEIX PONIEH)

DIVISIONAL DEPARTMENTALIZATION —  j#euapTMEHTANU3aLds
TIOApa3AeeHuMH, IeISHIe Ha TOAPa3IeICHUS

DOG - "cobaxa" (HampaBNeHHE HEATEILHOCTH WM TOBAp C HU3KHM TEMIIOM
pocTa 1 HeOGONBIIOR HoNel PHIHKA, KOTOPbIe MOIYT IPHHOCHTH JOCTATOYHBIH
JOXOX JIUIi IOJMepKaHus caMux cebs, HO He ofemarT crate Ooiee
CEePHE3HBIMH MCTOUHUKAMY JJOXO0/I2) -

DUAL ROLE - nyansHas, [BOMCTBEHHAS POJIb

E
ECONOMIC DIMENSION (ENVIRONMENT) — sx0oHOMHYECKas cpefia
ECONOMIC RESPONSIBILITY — 5KOHOMWYECKasi OTBETCTBEHHOCTS

MR S ERER P Y T S CANPAPYRUS

EFFICIENCY — 5(heKTHBHOCTS, IPOM3BOIUTENBHOCTD, IPOAYKTHBHOCTD
(xapaxTepUCTHKa IPOM3IBOACTBEHHOrO IIpouecca (GHPMEL, OTpacmyd X T. IL,
[OKa3hIBAIONIAs COOTHOIUGHHE IIOLYHEHHOTO pe3yNbTaTa H 3aTPadeHHOIO
KOJITYECTBA PECYPCOB)

EMPLOYEE INVOLVEMENT — BOBICYGHHOCTH pabOTHMKOB (ydacrre
pabOTHHKOB B IPOIIECCE NPHUHATHS PEIICHHH B paMKax WX KOMIETCHIUH KaK
ofHa u3 GOpPM MOTUBAIIVH)

ENCODING — xopupoBanye; mudpopaHue HHGOpMAaIFH

ENTREPRENEUR - npennpuHuMartenb (UelOBEK, KOTOPLIA CO3LACT,
bunaHCHpyeT W ympaBifeT  KOMMEPYECKOH MM  [IPOMBILUISHHOM
OpraHu3alueH, OXKUIas HOLYIUTh IPHOBLIb)

ENTREPRENEURSHIP - npequpuHUMAareilbcTBO  (CaMOCTOSATENbHAS,
OCyIIecTBIseMas Ha CBOM PHCK HEsATENbHOCTh, CBA3aHHAS C CO3JaHUEM,
(uHAHCHPOBaHMEM ¥ YOPABIGHHEM HOBBIM [PEANPHATHEM C IICHBHO
NOYYESHHUS ITPUOBLIN)

EQUITY FINANCING — axuuoHepHoe, [1oideBoe (UHAHCHPOBAHUE,
(MHAHCHPOBaHUS 3a cueT akuui (bUHAHCHpPOBAHME IIYyTEM IIPONAXH IpaBa
y4acT¥s B COOCTBGHHOM KammTale, T. €. IIyTeM BBHIIYCKa HOBBIX
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OOBIKHOBEHHBIX WM INPHUBHIETHPOBAHHBEIX akuuit (B OTIMYME OT
3aUMCTBOBaHUI))

ERG THEORY - ERG Tteopus (reopus MoruBanuu Ansgepbepa, B
COOTBETCTBHM C KOTOPOH BBHIOENSEICA TPU TPYIIbl HOTpeOHOCTEl:
norpebHOCcTH cymecTBoBanua (Existence), ormomenuit (Relatedness) u
nuagoctHoro pocra (Growth); SK3uCTEHIMANBHEE MOTPEOHOCTU CBS3aHEL C
YJIOBJIETBOPEHHEM 0a30BBIX HOTpeOHOCTEH (3Ta rpyIa COBIAamaeT C TeM, YTO
Macnoy ompenensa Kak (H3HONOTMYECKHe IIOTPeOHOCTH U IOTPEOHOCTH B
6e300aCHOCTH), ITOTPEOHOCTH  OTHONIGHMH  CBA3aHBI C  JKGJIAHUEM
YCTAHABIHBATE W IOAACPIKUBATH 3HAYMMEBIC MEKIMYHOCTHEIS CBA3H;
IOTPEOHOCTH PAa3BUTHI - 3TO CTPEMICHHE K COBEDIICHCTBOBAHHIO M POCTY
JIMYHOCTH)

ETHICAL RESPONSIBILITY — 3THYecKast, MOpalbHas OTBETCTBEHHOCTE
ETHICAL STRUCTURE — stHdeckas CTpYKTypa KOMITaHUU (KOJIEKC YECTH,
[paBHIIA STHKH, CTAHAAPTHI)

ETHICS — >THKa, MOpab, 3THISCKUE, HPABCTBEHHBIS IPHHIMIIBL (CHCTEMa
LEHHOCTe## ¥ HOpPM IIOBEECHUS KAKOIO-JI. COOOLIECTBA, OPraHu3aliy WIH
HHJTUBUIA)

EXPERT POWER — 5KCUIepTHOE BO3AEHCTBHE, BIMIHHE (BIUIHUE DKCIIEPTA
Ha JIPYIUX NIOREH, OCHOBAHHOE Ha €r0 OOUIENPU3HAHHBIX 3HAHUAX U OIBITE B
OIIpeIeNIeHHOH 00NacTH)

R ERISTEEETE R Y HESCANPAPYRUS

EXTERNAL ENVIRONMENT - Buemsss cpefa oprasu3aiuy ((QaxTopsl
OKpYy>Karomieil Cpepl, Ha KOTOPHIe OpraHM3alis] IPaKTHISCKH He B COCTOSHUM
HOBIHATH, & MOXET JHINb IIPOTHO3HPOBATE M IPHCIIOCAOMHBATBCI K HX
U3MEHEHYISIM)

EXTERNAL GROWTH STRATEGY — ctparerus BHEIIHETO POCTa
EXTRINSIC REWARD — BHemuee Bo3uarpaxieHue, moompenue (Jrobble
HOOIIPEHHs, KOTOPhIe IPEIUIATalOTCs JIHIYY 3a OIPEINENEHHYIO AesITeIbHOCTH
OPYTHMH JHIaMe (Hamp., B Cly4ae BO3HarpaxxAeHWs paboTHHKa, 3TO
3apaboTHAs IiaTa, IPEMUH, BBICOKAS OLEHKA TPYHOBEIX IOCTHKSHHA
OKPY’KaIOIIMMH H T. JI.))

F

FEEDBACK CONTROL — yrpapnenue ¢ oOpaTHOH CBSI3BIO, KOHTPOIb IIO
pesynsraraM  (OCYIIECTBIIETCS C IOMOIUBE) OTYETOB O JOCTMIHYTBIX
pe3yibTaTax, Tak 9T0 OOHAPYXHUTH IPOOIEMbEI MOXHO TOJIBKO II0 OKOHYAHUH
OTYETHOrO IePHOA)

FEEDFORWARD  CONTROL —  npenympexparolldii  KOHTPOIb,
NpeIBAPUTENbHBIA KOHTPOIS (IIPOCUEeT BO3MOXKHEIX IPOOIIEM HITH OTKIOHEHMH
10 MX HEIIOCPECTBEHHOTO IIPOSBICHI)
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FIRST-LINE MANAGER — pyxoBozutenb (MEHEIXep) IIEPBOIO YPOBHI,
HUBILIEro 3BeHa, NIePBOH JIUHMY (Hamp. Opuragup Ha IPOU3BOJCTRE)

FLAT STRUCTURE — 1uockas  OpraHM3alldOHHAas  CTPYKTypa
(oprauuzanyonnas  CTPYKTypa, KOTOpas XapakTepH3yeTCS  MEHBIINM
KOJIHUYECTBOM YPOBHEH yIPAaBNSHUS, YUeM B HepapXui OOLIYHON OpraHK3ailuy;
OOBIMHO  MpefmonaraeT  MEHBIIGE  KONMYECTBO  IIPOMEXYTOUHBIX
YIOPaBISIOUIMK, T. €. BCE TOMUUHEHHEIS MOAPA3NeNCHNs Wik IPYNIEl UMEIOT
OJTHOTO IIaBHOTO YIIPABJAIOIEr0) (TOPU30OHTAIbHAS)

FOCUS STRATEGY — crpaterss cocpenoTodeHus (Ha OIPEIeIeHHOH
rpymme NoKyrnaTeei)

FRANCHISING  —  bpamuaiisusr  (MUICH3WMOHHOE  COLMAIICHWUE,
IIOIPa3yMeBAIONIee HCIONB30BAHUEG TOBAPHOrO 3HAKA M TEXHONOTHH CO
B3aUMHBIMH  00s3aTENBCTBAMYM X JIBIOTAMH MEXAy LHepefamomeil u
IIONyJaloIe CTOPOHAMH, IIPEXOCTaBIieMOe 3a INATy B Oo(QOpMIEHHOE B
COOTBETCTBHH C 3aKOHOM O TOBApPHEIX 3HAKAX) ,

FUNCTIONAL  DEPARTMENTALIZATION —  (byHKIMOHAIBHASL
nemapraMeHTamusalug  (GopMEpOBaHWE  CTIPYKTYPHBEIX  IOApasAeNeHHH
OpraHu3aluy, NPy KOTOPOM KaXAOMY MOAPA3AENCHHI0 COOTBETCTBYST CBOS
GbyHKIHOHABHAS 00JIACTS)

FUNCTIONAL MANAGER -  GyHKUMOHANBHBIE  PYKOBOIUTEIb
(pyxoBomuTens  (YHKIMOHAJBHOTO .OTHeNa JjubO  OTBedaromui 32

TRHERISTERERCADY G SCANBARYRUS

YpOBHE (I OTIENIOB, NeNapTaMeHTOB, HHAHBHUIYYMOB)

G

GENERAL ENVIRONMENT — obmjas cpena; cpezia 00IIero xapakrepa
GENERAL MANAGER — resepanpHBIH MeHemxep (TIaBHBIH MEHEIXEp
OpraHu3al|i, TONYMHISTCS TOILKO COBETY AUPEKTOPOB)

GLOBALIZATION STRATEGY — ctparerus rinobanu3anyu

GOAL - 3anaua, 11e0b; NEIeBOH IT0KA3aTENb

GRAND STRATEGY — rnapHas, TpaHI{O3Has CTPaTET U

GREENFIELD VENTURE — UBBECTUIWY, KAIHTAIOBIOXEHUS "'C 3€IEHOTO
moia" ("¢ wumeroro usmcra', ¢ Hymd) (MHBECTHIMM B CO3/JaHHE HOBOLO
OPENNmpUATHA, KOrJa Jaxke IIPOH3BOJCTBEHHBIE IIOMEIICHHS BO3BOIATCS C
Hylf (B OTIMYIHEG OT NOKYIKM IJIM IOINOLICHHS YXKE CYIIECTBYIOIIEro
UPSATPIITHS))

GROWTH STRATEGY - crpaterus pocta

H

HARD-WORKER — «TpyIOTOIHI)
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HIERARCHY OF NEEDS THEORY — Teopus uepapxuu noTpeOHOCTEH,
uepapxui norpebrocred (mo Macnoy) (upemmoxenHas A. Macinoy teopus
NOBEJICHUS UeIO0BEKa, B COOTBETCTBHM C KOTOPOH HEIOBEK MOTHUBHPYETICS
IITHIO NPHPOAHBIMH IIOTPEOHOCTAMMY; B INOPSIKE NPHOPUTETHOCTH K HUM
oTHOCHTCH (PU3MONOTUYECKHE ITOTPEOHOCTH, NOTPEOHOCTH 0e30macHOCTH,
COIMANIBHBEIC IOTPEOHOCTH, IOTPEOHOCT JyBCTBA COOCTBEHHOIO JIOCTOMHCTBA
U IOTPeOHOCTH CAMOBEIPAKSHUST)

HORIZONTAL TEAM - ropusoHTanbHas KoMaHIa ((opmaibHAas KOMaHIa,
cocTosmas W3 pabOTHWKOB NPUMEPHO OXHOTO U TOrO JKe YPOBHSI, HO U3
PAa3HBIX OTACIIOB)

HUMAN (INTERPERSONAL) SKILLS - waBbiku obureHus (ymeHue
YCHEeHO OO0INaThCAd ¢ IIOMYMHEHHLIMY, NapTHEPaMM, pPYKOBOIUTEIIMHY,
KOJUIeraMy 1 JIp.)

I

IDEALIST — npeanuct (Ye0oBeK, IIHTAIOIIH TATY K HOBBIM HIIESIM)
IMPOVERISHED MANAGEMENT - mnesbdexTuBHOe ympaBieHwue,
Hed(h()EXTUBHEIH MEHESDKMEHT

INDIVIDUALISM APPROACH — vHAUBUIYaTUCTUIECKUI IOAX0]
INITIATING STRUCTURE BEHAVIOR - c1pyxTypoobpasyromuii
(XapakTepuCTHKA MICAIBHOIO THIA pyxosoz[mejm KOTOpBIl  OCHOBHOE

W Kgmezigmm( HMET 61:1 ©TKO o%en%epyﬁkﬂ§

PYKOBOJCTBOBANCS YOTKMMH HHCTPYKLUIMU H HpaBI/IIIaMI/I KOMMYHUKAIUN U
T.IL.)
INTERNAL ENVIRONMENT - BHYTpeHHAS Cpela OpraHU3aluHd
(mapameTpsl OpraHHM3allMy, KOTOPHIE ONPENEeILTIOT €8 HUMMUIPK, OT KOTOPHIX
3aBHCHT CILIOYSHHOCTH BHYTPH OpraHu3anid X 3)(OEKTHBHOCT JOCTIDKESHUT
€10 CBOHX LENEH; K BHYTpeHHeH cpexe OTHOCHTCH CIEeXYIOU[HE JIEeMEHTHL
KymbTypa  OpraHHM3alldd, CHCTeMa MOTHBAallH H  BO3HAaIPaKACHMA
COTPYZHHKOB, MCTOPHS M Tpafuldi OpraHW3alluy, CTHIb YIOPaBICHH,
HaIMYye OCO3HAHHOH MMCCHM Opradu3alyM; OOIMMe B3IVIANbl U LEHHOCTH,
IIO3BOJLAIOIME PaboTaTh B KOMAH/E)
INTERNAL GROWTH STRATEGY — cTpaTeris BHYTPEHHET0 POCTa
INTERNATIONAL DIMENSION (ENVIRONMENT) — MexIyHapoIgHasd,
KOHKYPGHTHAS Cpena
INTERNATIONAL MANAGEMENT — MeXIyHapOIHBIH MECHSIKMEHT
INTRINSIC REWARD - BHyTpeHHEe BO3HarpakIeHHe [IoompeHue]
(4yBCTBO yIOBIETBOPEHHOCTU KaKUM-JI. JEHCTBHUEM, UyBCTBO CAMOYBAKCHIS
Y WHEIE COCTOSHUS, IPEICTABILIOLINE [IEHHOCTH AJI Y6I0BEKa)
INVOLVEMENT CULTURE - KyabTypa BOBIEUEHHs PabOTHUKOB (HAID.
BOBJICUCHNE B IPHHATHC PEIICHHI)
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J

JOB — pabota, 3auaTHe; JOIDKHOCTD

JOB DESIGN - ¢opMupoBanye IOIDKHOCTEH, pacnpeneneHue pabor
(TpyHIIHPOBKa IIPOM3BOJCTBEHHEIX, YIPABIGHYECKUX M MHBIX 3afad IIo
JOJDKHOCTAM C YYETOM Pa3iIMYHBIX NMYHBIX ¥ OPraHU3allHOHHBIX NapaMeTpoB
¥ xapakTepa paloTH, ompeneneHue ob0beMa 3a4ad [01 OTAENBHBIX
JOIDKHOCTEH)

JOB ENLARGEMENT — YKPYIHEHUE TEXHOIOTUYECKUX Oeparii

JOB ENRICHMENT - o6oramesue Tpyna, paboTsl (BepTHKAIBHOE
pacuupeHue cocTapa paboTHl, T. €. JobaBiaeHue K 00s3aHHOCTAM pabOTHHKA
GyHKnuif, paHee BBIIONHSBIIMXCS €0 HA4aJbCTBOM, B TOM HYHCIE
npefocTaBieHde paboTHHKY Oonplieil CBOOOABI B IPHUHATHH PEIICHUH
OTHOCHTENFHO CIIOCOOOB BBIIONHEHMS IIOCTABICHHBIX 3ajad, B T. 4.
OTHOCHTENBHO IUIAHMPOBAaHWA, OpPraHM3alMd BBIIONHEHHMI U  OIEHKU
BBIIOJTHEHMS 338a4; aBTop KoHnemnyu - @. I'epridepr)

JOB ROTATION - potauus paboyux MeCT, OOUEpeNHOEe NPeOBIBAaHHE B
JOIDKHOCTH, UYEpPENOBAaHME Xapakrepa pa0oTHl (IPHHIUI IEePHOJUIECKOro
nepeBoa pabOTHUKOB C OJHOTO pabodero Mecra Ha APYroe B paMKax OIHOM
OpraHu3aluH)

JOB SIMPLIFICATION - ynpouenue paborsl (METOX IOBBIICHHS
5 (HEXTHBHOCTH TPYLa, 3aKIOYAOMIiC B pa3OueHry paboTHl Ha OT/CIbHbIE

BN EGTS ERED COPYOF SCANPABYRUS

JOINT VENTURE (JV) — coBMecTHOe NIpeIUpUATHE, COBMECTHAs
JeATeNbHOCTs  (fopummdeckas (opMa NPeAnpHHUMATENHCTBA HA OCHOBE
KPaTKOCPOIHOTO, PA30BOr0 OOBEMMHEHHUS UL [N pearH3aliuy KOHKPETHOTO
mpoexTa, wacro 6e3 o00pa3oBaHMS IOPUAMYECKOTO JHI@; B HAJIOIOBOM
3aKOHOLATENECTBE OOBIYHO CUMTAETCS pA3sHOBUAHOCTHIO TOBApHINECTBA;
HCIIONB3YeTCs KaK MEXaHH3M OOBeIUHEHHS PeCypCOB U COKPAINEHHS PUCKOB
[PX BBIIOJHEHWH [POEKTa; COBMECTHbLIE C HAIIMOHAIBHBIMU IPEIIPHSITHS
YacTO SBISIOTCS TVIABHBIM CIIOCOOOM IIPOHHMKHOBEHHE HMHOCTPAHHOTO
KaIuTaNa Ha HallHOHANHHBIA PEIHOK)

JUGGLER — «boKycHUK, )KOHITIEPY (4eI0BEeK, He OOSIIUIACT PUCKOBAT)
JUSTICE APPROACH — cripaBeyiuBEIi TOXO0]

L

LABOR MARKET — pBIHOK TpyZHa

LEADERSHIP — pyKOBOACTBO, IUEPCTBO

LEADERSHIP GRID — «peiuetka» TuIepcTBa

LEADING — pykoBoJCTRO, yupaBnenue (0xHa u3 GyHKIMA MEHEIKMEHTA)
LEGAL RESPONSIBILITY — npaBoBasi, I0pHINIECKas OTBEICTBEHHOCTb
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LEGAL-POLITICAL DIMENSION (ENVIRONMENT) — 3aKOHOJATEIBHO-
NIpaBOBAs ¥ MOJUTHIECKASL Cpela

LEGITIMATE POWER - 3akoHHas BJacTh, BIMAHHE, OCHOBAHHOE HA
TPAIALMIX

LICENSING — npenoCTaBIeHHWe JIMUCH3HH,  Bblaya  JIMLEH3UH,
JUIEH3UPOBaHue (Ha OCYIIECTBICHIE KaKOU-II. NeATeNbHOCTH)

M

MANAGEMENT — yupapieHde, MEHS[DKMEHT (HayyHas MUCLHUIUINHA X
IIPaKTUYeCKas IeATeNBHOCTh, CBA33aHHAZ C YIPaBICHMEM OpraHu3amuei;
BKIIOYaeT B cebs oIpeneneHue meneil M CTpaTerHy PasBUTUS OpraHU3aIluH,
OLIEHKY MMEIONIMXCS PECypcoB M PAaCHpEfeleHHe WX MEKAY pPasiIudHbIME
BUIAMHE JEATSIBHOCTY, IIAHIPOBAHUC CTPYKTYPH! OPTraHU3aIMH, KOHTPONb 32
ee esTebHOCTHIO)

MATRIX BOSSES — 6occhl B MATPUYHOM JeIapTMEHTaTH3aMU

MATRIX DEPARTMENTALIZATION — MaTpuyHas IeIapTaMeHTaTH3aIsI
(OTHeNnsl pasmeNIIOTCS II0 IBYM IapaMeTpaM H MMEIOT JBOHHOE IIOXIHHEHHUE:
(bYHKIHOHATEHOMY PYKOBOAUTEIIO 1 PYKOBOIUTEIIO IIPOEKTA)

MERGER - cnusuue, ob0penuHeHue (OObelHHEHHEe [IBYX unu Ooiee
KoMmauuii B OofHY (03 W3MEHEHHUS MOPUAHYECKOTO JIHIA npno6peTafomen
KOMITaHW¥) IyTeM IOKynku Oonpmed wuacTy aKL[I/IOI—IepHOI‘O KaIATana

PNBEGISTERER SUEY OF SCANPAEYRYS

IIPUBECTH K OTPaHHUYCHHUIO KOHKYPEHIIMH B COOTBETCTBYIOIIEH OTPACIY UK Ha
COOTBETCTBYIOIIEM PBIHKE)

MIDDLE MANAGER — ynpaBIioliui CpegHero 3BeHa (YIpaBiflolui ¢
npaBaMy  YIOPaBICHUS JelapTaMeHTaMH, 3aBOJaMy, IIOpaslellCHUIMHY,
KOTOPBIH [TOJ{YHHEH BBICIIEMY PYKOBOJCTBY KOMITAHUH)
MIDDLE-OF-THE-ROAD MANAGEMENT — c6a11chmpOBaHHLm CTHIIB
VIIPaBICHUT

MISSION — wmuccus (QYHKIUSI OpraHu3alldy Kak YacTH COLUANBHOH MU
9KOHOMUYECKOH CHCTEMEI; UCXOS M3 Hee ONPEHSILTIOTCS LeM OpraHu3aliy)
MORAL-RIGHTS APPROACH - wopansublii moxxon (rae B Gombiueit
CTEIIEHU YUUTHIBAKOTCSI MOPAJIbHEIE [IPaBa YEIOBEKa)

MOTIVATION — MOTUBHPOBAaHHE, MOTHBAIIA

MOTIVATION CONTENT THEORIES — copmepXaTelpHbIE TEOPHH
MOTHBaIME (TEOpUM MOTHBAIMH, OasUpyIOIHecs Ha HACHTHOUKAIMK
oTpeOHOCTEH, KOTOPEIe 3aCTaBILIOT JIOACH AEHCTBOBATL Tak, a HE MHAYE;
ONpENENSIOUMHA  SBJLIIOTCS BHYTPEHHUE I[IOTPEOHOCTH, IIOOYKIArOIIUe
JEONe# K AeHcTBHIO (HAIp., IOTPEGHOCTD B MOCTMIKEHUH LIeTH, 6e301aCHOCTH,
cTaTyce  T. I.); B OTIIMYME OT NIPOLECCYATBHBIX TEOPHH MOTHUBALMK AKIEHT
CTABUTCS HA TOM, 4TO SBJLIETCA MOTHBATOPOM)
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MOTIVATION PROCESS THEORIES — npoueccyanbsbie (CHTYallMOHHbIE)
TEOpUY MOTHBauuK (TEOpHH MOTHBALMM, OCHOBAHHbIE HA IIPEIIONOXKSHUH,
YTO IIOBEACHME YEJIOBEKa 3aBHCUT HE TOJBKO ero NoTpeOHOCTeH, HO K OT
BOCHPHATHA MM TOH MM MHOH CHUTyalMy X BOSMOJXHBIX pe3ynbTaToB BEIOOpa
TOr0 WIM MHOTO THIIA HOBEHEHMS, B OTIMYME OT CONEPIKATEIBHBIX TEOPHH
MOTHBAIIMH, OOBSICHAIOT, KaK BO3HUKAET MOTHBAIIUA)

MOTIVATION REINFORCEMENT THEORIES - TeopHH YCHUICHHI
MOTUBAILUL .

MULTIDOMESTIC STRATEGY — MHOTOHAIMOHANbHAS CTPATEIUs

N ;

NETWORK DEPARTMENTALIZATION — cereBas CTpyKTypa OpraHU3auy
NONPARTICIPATOR ROLE — ctopoHHU# HabMIOaTeNb (YIeH KOMaHIbl, He
NpUIAraloldi ycwiauiih HH K pEIICHUIO KOMaHIHBIX 3ajad, HH K
YIOBIETBOPEHUIO COLMANBHEIX IIOTPEGHOCTEH)

INONPROGRAMMED DECISION — He3alporpaMMUpPOBaHHOE, HOBOS
pemenue .

NONVERBAL COMMUNICATION - o6MeH HeBepOalibHOM HHpOpMaIieH

8] .
OPEN-BOOK MANAGEMENT — ynpaBieHue IO IPUHIUILY OTKPBITOH

HNREGLSTERER COPY.QF SCANPAPYRUS
OPTIMIZER — onTUMU3aTOP

ORGANIZATION — opranusauus (B COUMANbHBIX HayKax: IPYIIA IHOLEH,
OOBEIUHUBIIASCS I COBMECTHOTO JOCTHKCHNI KaKOU-HUOYIb LISIH; MOXKET
O5ITE QopMansHOM unK HehopMaNbHOH)

ORGANIZATION CHART - cxemMa OpraHH3alHOHHOH CIPYKTYPEL,
OpraHM3aLMOHHAs AuarpaMMa (Tabiuia WM cXeMa, B KOTOPO IpencTaBieH
COCTaB IOAPA3NENeHUH ¥ JOIDKHOCTHBIX JIML KOMIIAHUY, MX COIIOIYNHEHHOCTh
U B3aUMOJCHCTBUE)

ORGANIZATIONAL CONTROL — XOHTPONb, OCYLIECTBITIONIMUCS BHYTPH
OpTaHU3aLHH

ORGANIZING — oprammsauus (omsa u3 0a30BhIX (GYHKIHH yIpaBieHHS,
BKJTIOYAIOIass IOMCK HEOOXONUMBIX PpEeCcypcoB, pacupeneiieHue paboT Hu
HA3HAYEHHE OTBETCTBEHHBIX MCHONHMTENCH I JMOCTHIKEHUS IIOCTABISHHBIX
nenei 1 3amay) 3 :

OUTSOURCING - ayrcopcuHr (mepemada CTOPOHHEMY IOAPANYUKY
HEKOTOpBIX Ouznec-QyHKIuid WM gacrTell GuU3HEC-Ipolecca MPENTPUATHA C
L(eJIBE0 IIOBBICUTH IIPOM3BOJHUTENBHOCTE TPYHAa M CHH3HUTH CEOSCTOMMOCTD
IPOAYKLHH [IPeUMYIIeCTBEHHO 3a cuér Oomee newméBoil paboueit cuibl y
TIOJPANYHKE)
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P

PARTNERSHIP — toBapumecTB0 (dopmMa  IperIpHHUMATENbCTBa,
npezcrasisitomas coboil obsenuHenne ABYX unu Gonee jul (IapTHEPOB),
COBMECTHO  OCYLMGCTBILIIOIIAX  KOMMEPYECKYIO  JEATEINBHOCTH;  AJA
OpraHu3aluu 3TOH (opMsl Tpebyercs YCTHOE WM IMCEMEHHOE COIVIAIIEHHE
[apTHEPOB 00 UX BKI&IaX, YIaCTHY B IPUOBUIY, OTBETCTBEHHOCTH M T. IL.)
PARTNERSHIP AGREEMENT — norosop/corianesue o COTPYAHHYECTBE
PERMANENT TEAM — nepManeHTHas, JONTOBPEMEHHAS KOMaHa
PERSONAL POWER — nu4Has BIaCTh, TUIHOE BIIMIHUE

PLAN — mnan (cxeMa Kaxof-JI. OesTeIbHOCTH, paspaboTaHHas JO Hadala ee
ocymecTBiIeHys (Hamp. IUIAH OEATeFHOCTH KOMIIAHWY, IIaH Npojax, IUIaH
ITONYYEHUS BEIINAT (Tocobuit) ¥ T. 11.))

PLANNING - UnaHHpPOBAaHHWE, IIPOSKTHPOBAHHE, COCTaBIGHUE ILIAHA,
[poexTa, IporpamMmsl (pa3paborka TITAHOB AEATENBHOCTU OPTaHU3allUM; OJHA
13 QYHKIUHA MEHEIDKMEHTA)

PORTFOLIO ANALYSIS — ananus noprdenst, TopTdensHslii aHanu3 (aHamus
BCEX CTPATETHMECKUX IIOAPa3/IeIeHUM KOMITaHIH)

POSITION POWER — BnacTh, JIaHHasS IIO3ULMEH, 3aHMMaeMO# B
OpraHu3aluu

PRESCRIPTIVE CURVE - mnpenmuceiBalomas Xpusas (Kakoff CTHIb
YIPABIEHI UCIIOIB30BATE) ‘

ﬁ&% E fECISION C (a)nﬁ ?agyig)ogaﬁnae %IK{I/E OTO
Q

QUESTION MARK - "rpynusiif pebeHox", "remHas nomanxa', "muxas
xomrka", "3uak Bompoca" (BuI mpomykTa B BOCTOHCKOM Marpuile, MMEROMM
1oKa HeOOJBIIYI0 JONED PHIHKA, He NPHHOCAINUNH OGombHroif npn6bmn HO
MMEIOIIHH BEICOKHE TEMIIBl POCT2)

R

REFERENT — (1) nopyuuTens (Jarouiee peKOMEHIALHIO THIO); (2) 00BEKT
cobUIKY (C KeM ce0st CpaBHUBAIOT)

REFERENT POWER — Buacth 5TanoHa (OCHOBaHA Ha JHMYHBIX KayecTBax
OKa3BIBAIOUIETO BIHSHNE)

RESISTANCE — conpOTHBIEHUE

RETRENCHMENT STRATEGY — ctpateris COKpalleHus (XapaKkTepH3yerca
YCTAHOBIEHMEM IlE€NeH HIDKE NOCTHIHYTOIO YPOBHSA HIM HCKIIOYECHHEM
HEKOTOPBIX HAMPABIEHUH AEATENHHOCTH, B XYAIIEM CIIydac JIHKBUAALACH
IIPOM3BOJCTBA)

REWARD POWER — BnacTh BO3HArpaXJeHHT; BJIAacTh, OCHOBAaHHAI Ha
BO3HATPAXKIAESHUU (BJIACTH, BOZHMKAIONIAS U3 BO3MOXKHOCTH JIMIA Opefjararh
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YTO-J. B KaueCTBE BO3HATPAXICHHs, a Taloke JHIIATh OOeIaHHOro
BO3HATPAXAEHUL U TEM CaMbIM BO3JeUCTBOBATEH Ha IIOBEJICHHE APYTHX JIFOAEH
(Hamp. cnoCOOHOCTH MEHeZXepa CTUMYJIHPOBATH TPYI PaOOTHHUKOB IIyTEM
obemaHus IPEeMUK MK YIPO3bI AUIITUTE [IPEMUIL))

S

SELF-DIRECTED TEAM — camoyrpaBiieMas KOMaH/a

SITUATION ANALYSIS — ananus curyamuu

SMALL BUSINESS — wmaioe npeanpustue (Kax IpaBuiIo, HMeeT HeOombume
obpeM KamuTana U OOOPOTEI [0OBEMBI HEATENHHOCTH], XapaKTepU3yeTCs
HEOOJIBIIHM KOJIMIECTBOM COTPY/IHIKOB)

SOCIO-CULTURAL DIMENSION (ENVIRONMENI) - counuansHO-
KyIbTypHas cpefa

SOCIOEMOTIONAL ROLE - conuaibHO-3MOLMOHANBHAS pONb (WIeH
KOMaHJIBI, POJIb KOTOPOTO 3aKIFOYAETCS B IOAJEPIKKE YIOBICTBOPSHUS
" OMOLMOHAJIBHBIX IIOTPEOHOCTE! YUACTHHKOB)

SOLE PROPRIETORSHIP — vHEuBUXyalbHOEe IpeANpHATHE (KOMIIaHHUA,
KOTOpas HAXONUTCE B COOCTBEHHOCTH X YIPAaBJICHUM OJHOTO YeNOBEKa,
OTBEYAIOLIET0 IO 0013aTeIbCTBaM JaHHON KOMITAHHMY JTHYHBIM UMYIIECTBOM;
TaKas IOpHAHIecKas GopMa IpeANpHHAMATENbCTBA H30UPACTCS I MEIKUX
OpeIpUATHi; 6 HEIOCTATOK 3aKII0YaeTCS B OIPAHHYESHHOCTH (PUHAHCOBBIX

ONRESESTEREH COLY OE SCANPAR YRS

YPOBHE; 4acTO OMpIKEBEIE MaKIepbl OPraHU3yIOT CBOIO AEATEIBHOCTh B BUNIE
HHIVBUIYAIBHOTO IPENIPHHAMATEIHCTBA)

SPAN OF MANAGEMENT — 1) nopMa ynpaBiseMOCTH (MaKCHMAlbHOS
KOJIIECTBO HOJIHHEHHEIX, KOTOPEIM PYKOBOJIHTENb CIIOCOOSH yIPaBILTE) 2)
obbeM ympasieHud, cdepa KOHTPOII (YUCIO PabOTHHKOB, OTBETCTBEHHBIX
Iepe]] JaHHBIM PYKOBOIUTEIEM)

SPECIAL-PURPOSE TEAM - crneuuanu3poBaHHas KOMaHNA, KOMaHZIa
CIIELHATFHOTO Ha3HAYSHUS

SPOKESPERSON - "opencrasuwrens" (o MuHuGepry: omHa H3 poOIeii,
KOTOpBEIE IPUXOJUTCS HIPaTh MEHEIDKepY; IIepenacT BHYTPEHHIOIO
uHGOPMAlUIO  BHEINIHHM  IONB30BATelIM:  (DHMHAHCOBERIM  OpraHaM,
aKITHOHEpaM, TIAPTHEPaM, KIMEHTaM; OCHOBHAA (ByHKIHs - PR-IesTensHOCTS;
BXOJUT B IPYNIy HHOOPMAIIMOHHEIX Poiei)

STATUS QUO - craryc-KBO, TO K€ NOJOXEHHE, TOT X IOPSIOK,
CYI{ECTBYIOIIEE WIH CYIECTBOBABIIEE IIOIOKEHIES

STABILITY STRATEGY - crpaterus cTaOUIBHOCTH, YCTOXIUBOIO PA3BUTHA
STAKEHOLDER - 3auHTepecOBaHHAS CTOPOHA, 3AMHTEPECOBAHHOS JIMIIO
(Jr060€ JIUIO MM IPYNra JHUU, UMEOIIMX HHTePeC B KOMIIAHHE: aKIIHOHEpHL,
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pabOTHUKH, IIOCTaBIIHUKY, KITHEHTE, KPELUTOPEL, TOCYIapCTBO,
0OIIeCTBEHHOCTD U T. 1I.)

STAR - ‘"s3Beama" (o0o3HauweHMe OBICTPOPACTYIIErO  HAIpaBICHES
JEsTENBHOCTH MM TOBapa ¢ OONBIION joneil phIHKA, KOTOPHIE 3adacTYIO
TpeOyYIOT CephE3HOI0 HHBECTHUPOBAHMS LA IOAASPKAHMI HX OBICTPOTO pocTa)
START-UP — gagano nestensHocTy; "crapran’ (HEeIaBHO CO3IaHHAs Gupma,
OOBIYHO HHTSPHET-KOMITAHN)

STRATEGIC BUSINESS UNIT (SBU) - crparerudeckas OU3HEC-SAUHHMIA,
CTpaTerHyeckoe Xo3giicTBeHHOe (Ou3HEC-) IojpasfeneHde (HalpaBlIeHHE
JIeATeNbHOCTY KOMIaHUH (IIPOAYKT), HMEIoIIee OTASTIbHYI0 MUCCHIO H 3aadH,
JIESTEIBHOCTE KOTOPOH MOXHO IIAHUPOBATH M PEKIAMHPOBAaTH HE3aBHCHMO
OT JIpyrux HaIpaBieHHH)

STRATEGIC GOAL — crpareruyeckast 1eib

STRATEGIC  MANAGEMENT  —  cIpaTermyeckoe  yIpaBICHHE
(DeATensHOCTh BEICHIETO PYKOBOACTBA OpPraHM3alMH IO  OIPEIEICHHUIO
JONTOCPOYHBIX Iielel opraHu3alyy, pa3paboTKe LIPHUHITUIIOB, INTAHHPOBAHIIO
OCHOBHEIX MEPOTIPUATHN U PACIPENEIECHHIIO0 PECYPCOB JUIS HOCTIDKEHUS STHX
neneit)

STRATEGIC PLAN — crpatermdueckuii IuraH (OIMCHIBAGT MECCHIO
Oprasu3alyH, €€ CyIHOCTh, OOIIHe IeIX U 3a1a4l Ha JIHTEIbHEIH CPOK)
STRATEGY FORMULATION - onucanue, pa3paloTKa CTpaTeruu

M REEI ST ERE OB 6 SEANPAPYRUS

SUSTAINER — pepxarmuiics 3a yKiaj, 3a CYIeCTBYIOIIHH 00pa3 KU3HI
SWOT ANALYSIS — SWOT-amamuz (cucTeMa CTPYKTYPHPOBaHHA U
HOCIENYOIIET0 aHamu3a HHGPOPManud O COOBITHYM, CHTyaIuM o T.II.,
fasupymoomascst Ha CHSOYRIHMX kpurepusx: strengths (mocrouHcTsa,
mpeumMyinectBa), weaknesses (cmabocTH, HemocTaTKH), opportunities
(so3moxkHocTH) u threats (yrposel, pucku). VCrons3yercs IULL COCTABICHIS
OU3HEC-IAHOB U HA IIPEIBAPHTEIBLHBIX CTAIMIX IPHHATIA PEIISHIHA.
SYSTEMS THEORY — teopus CHCTEM

T
TACTICAL GOAL - taxtuueckad 1eib
TALL STRUCTURE — BbICOKas, MHOTOYpPOBHEBas OpraHU3allHOHHAS

CTPYKTypa (OpraHu3allMOHHAas CTIPYKTypa, KOTOpas XapaKTepHu3yeTcs
OoJIBIIMM KOIMYECTBOM YPOBHEW YIpPaBIEHMd, IpU MaHHOH CTIPYKType ¥
KaxI0¥ MEIKOM IPYIIIBl COTPYNHUKOB €CTh CBOM YIpaBLTIOMINi, KOTOPEIM, B
CBOIO 0Yepeb, HOJUHHACTCS BEINECTOSIIIUM YIPABILIOLIM)

TASK ENVIRONMENT — pabogas cpema (yclioBHs, B KOTOPBIX
OCYIIECTBILIETCS BBIIONHEHUE KAKOTO-JI. 3amaHus, ¥ (aKTOPEI, BIMIIOUIME Ha
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IIOCTAHOBKY LeNeH M IPUHATHE PEIISHMI JIO [IOBOAY BBUIOJIHEHHUA TOIO MU
HHOTO 33JaHIT)

TASK SPECIALIST ROLE - conenmanucr IO PELUGHHIO 3ajad (dieH
KOMaHJbl, HANPaBIAIOMHIA BCIO CBOIO JHEPIHIO HAa NOCTIIKEHHE KOMaHJHBIX
nenei)

TEAM — rpynna; 6purazna, KOJUIEKTUB

TEAM COHESIVENESS — cIio4eH0oCThs KOMAHIEI

TEAM DEPARTMENTALIZATION — xoMaunHast AeIapTMEHTATH3AIHL
TEAM MANAGEMENT - xoMaHIHOE yIIpaBleHUe (CTUNb YIPaBIeHMd, IPH
KOTOPOM PYKOBOJUTEINIO JOOUBASTCS BBHIIONHEHUS IPOU3BOJCTBEHHEIX 3a7ad
KM COXpaHfeT INpHd 9TOM ONAroNpUATHBIA ICHXOJNOTMYECKUH KIMMaT B
KOJJIEKTUBE, B3aUMOOTHOIICHHI MEXIY PYKOBOAUTENEM K [NONYUHEHHLIMU B
9TOM CIIydJae CTPOSATCS Ha B3aMMHOM JOBEPUU U YBasKCHUMN)

TECHNICAL SKILLS - TexHuYecKue HABBEIKM (Tpymma HEOOXOTUMBIX
MEHE/KEGPY HAaBBIKOB, BKIIFOYAIOLNAs CIIOCOOHOCTH WCIIONB30BATH 3HAHUI B
TaKuX 0OIACTAXK, IPOESKTUPOBAHUE, IIPOU3BOACTBO, YUET ¥ T. A.)
TECHNOLOGICAL DIMENSION (ENVIRONMENT) — TexXHONOTHYeCKast
cpena

THEORY X — teopust X (ofHA W3 JBYX B3aMMOCBS3AHHBLIX KOHIemwil 1.
Maxkrperopa, XapakTepH3yIOIMX BapUaHTHl OTHONIEHWS YeIOBeKa K TPYAY;
COITIACHO TEOPUM X, PYKOBOIUTEND CKIOHEH K CO3aHUE) OpraHH3allHOHHOTO

mpoliecce MPUHATHA PelIeHull; TakoH PyKOBOAMTENb CYHTAET, YTO JIIOAU HE
mofAT paboTaTh, THIISHB! BCIKOIO TECTONOOU, IPEAIOYHTAIOT, YTOObl HMU
PYKOBOIMIIM, XOTAT B3allMIMEHHOCTH, IVIABHBIA BEIBOX - JIOAeH HaIo
IPUHYXAATh paboTaTh)

THEORY Y — teopus Y (omHa U3 JIBYX B3aHMOCBSA3aHHBIX KoHUemuui .
Maxrperopa (CIUA, 1960 r.), xXapakTepH3YIOIIMX BapHaHTH OTHOIUECHHUSI
4enoBeKa K TpPYOy, COINAcCHO Teopud Y, PYKOBOAUTENs CKIOHEH K
JeMOKpaTHYEeCKOMY  CTHJIFO  PYKOBOACTBA, TaKk KaK CYyHTaeT, uTo
2 dexTUBHOMY OpraHU3alHOHHOMY KIIMMaTy CBOMCTBEHHO Ooiee CBOOOIHOE,
obliee pyKOBOZACTBO, OONBIIAs NEIEHTPANU3AINS BIACTH, MEHbINAs OOpa Ha
OPUHYXJCHHE M KOHTPONb X OONBILICS YJacTHE COTPYAHHUKOB B IIPOIECCE
OPUHATAS PELICHUIH)

THEORY Z — teopust Z (teopus ynpasuenus Yuibama Oydu, TOIOIHUBIIAS
teoputo X u Y Makrperopa; BKIrouaeT B ce0s UepThI, XapaKTepHBIC IILI
SIOHCKOI'O CTWIIA YHPABICGHMA: OTKA3 OT IIOJUTHKH YBOJBHEHHHA B (opme
"noxxusHeHHOro"  HajiMa paGOTHUKOB, HELEHTPANM3ALMI0 YIPaBICHMA
OpraHu3alyel, TPYNIOBOe IPUHATHE POIICHUH, aK[EHT Ha MEIKHUe IPYIIIEL
IIpH OpraHU3alMK TPyHAa, LOCTOAHHOe o0ydyeHHe M Pa3paboTKy IporpaMm
ciyxebH0# xapbeps; Y. OydH OblTalics [IOKA3aTh, YTO KOPIIOPATHBHAS

216 -



KyIpTypa SBIIIETCS KIIOUEBBIM (aKTOPOM, KOTOPBIH [ellaeT OpraHu3alluio
3¢ PexTHBHOI)

TOP MANAGER — pyKoBOZMTEINb BRICLIErO 3BEHA, TOI-MEHeKep (OTBEYaeT
33 peleHns, IPHHIMAaeMble B MacInTabax OpraHu3aiyy WIH 66 3HAUUTEILHON
YacTH)

TRANSNATIONAL STRATEGY — TpaucHaIMOHATIbHAS CTPATETHA
TWO-BOSS EMPLOYEE - pa0oTHHK, KOTOpPBUI OXHOBPEMEHHO
IOKIIa6IBACT JBYM HaualbHHKAM

U
UTILITARIAN APPROACH — yTUnuTapHBIA TIOAXO.

v
VERTICAL TEAM - BepruxainbHas xoMmaupa (dopmansHas Komawupa,
BKJIIOYArOIas B ce0f MeHemxepa M ero OoQHUIUaNbHBEIX [TOJUHHEHHBIX B
COOTBETCTBHH C KOMAaH/THOH I(EIOIKOA OpraHU3aIiN)

VISION - npensuzneHue, IpOHULATEIbHOCTD, JaIbHOBUAHOCTE

W

WHISTLE-BLOWER — pa3o0nadureinb, CBUISTENb, NPaBROIod (JelIOBeK,
KOTOPBIM OTKPBITO KPUTHKYET JEATECILHOCTE CBOSH OpraHM3aIiy)
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