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C HAPTER 1

Introduction to
Management
“Start with the end in mind.”
—Stephen R. Covey
“Management is, above all, a practice where art, science, and craft
meet.”
—Henry Mintzberg
“To be sure, the fundamental task of management remains the
same: to make people capable of joint performance through
common goals, common values, the right structure, and the
training and development they need to perform and to respond to
change.”
—Peter F. Drucker
“Anything plus management amounts to success.”
—G.S. Alag

Chapter sections
1.1 Organization and Managers
1.2 Features of Management

Image by the author.

Learning Objectives:
Upon completion of studying this chapter, Introduction to
Management, learners should be able to:
• List levels of managerial employees and provide examples
• Classify various management activities managers based upon
managerial roles
• Summarize the main managerial functions in an organization
• Describe the important skills managers are expected to
master by examining current management job openings

1.1 Organizations & managers
What is an organization? An organization is an entity, such
as an institution, association, or business, which has a collective
goal, and interacts with its environment as part of an open
system. The collective goals are achieved with and through
people. Thus, an
organization’s people make
decisions, and engage in
work activities to make these
goals a reality. Lynn
University, for example, is an
organization whose goal is to
provide an education and
prepare students to succeed
in the world. To make this
possible, the university relies
on its employees to work
collectively to accomplish
these goals.

Managers, on the other hand, are those employees who
direct, supervise, and lead the work of a group of people to
ensure that they carry out duties or meet specific goals in an
eﬃcient manner. Within the category of managerial employees,
there are three levels:
1.

Top managers ,also known as upper management or senior
management, are the ultimate
sources of authority and
accountability for the overall
management of an organization.
They give direction to the company
by determining its mission and
goals, as well as establishing
strategic plans and policies. These
managers typically have titles such
as Chief Executive Oﬃcer, Chief
Information Oﬃcer, President,
Chairperson of the Board,
Academic Vice President, etc.

2.Middle managers report to top
In very simple terms,
managers. They are responsible for
employees within
Female manager in modern kitchen, April 2014, Photo credit.
the functioning and coordination of
organizations can be divided
their unit of operation, and for translating the goals set forth
into two categories: non-managerial employees and managerial
by top managers into specific details to be followed by firstemployees. Non-managerial employees are those who work
line managers. They are implementers who devote most of
directly on a job or task and do not have supervisory duties (e.g.,
their time to organizational and monitoring activities in the
no other employee reports directly to them). Examples around us
execution of the strategic plans of the organization. They
include the cafeteria food server, the cashier, the maintenance
also provide data analysis to top managers, and inspire firstcrew, and even classroom
line managers to strive for better performance. Examples of
instructors.
titles held by middle managers include Plant Manager,
Regional Manager, and Deans of colleges and universities.
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3.

First-line managers’ major functions emphasize the direction
and control of the work of non-managerial employees to
achieve stated goals. They are principally concerned with
controlling activities such as assigning jobs and tasks,
performance monitoring, and eﬃcient use of resources.
Titles held by first-line managers include Foreman,
Supervisor, Product Manager, Staﬀ Manager, Project
Manager, and Department Chairs.
Figure 1.1 Management levels in a university setting
Top Managers
President, Academic V.P., Marketing V.P.,
Chief Information Oﬃcer
Middle Managers
College Deans, Associate and Assistant
Deans
First-Line Managers
Department Chairs

Non-Managerial Employees
Professors and Instructors (professionals),
Registrar, Cashier, student workers (staﬀ)

1.2 Features of management
According to Harold Koontz and Cyril O’Donnell,
“[m]anagement is an art of getting things done through and with
the people in formally organized groups. It is an art of creating an
environment in which

people can perform and individuals can co-operate towards
attainment of group goals.”1
Frederic W. Taylor, one of the pioneers in the field of
management, defines it as "the art of knowing what to do, when
to do, and see that it is done in the best and cheapest way.”2
In-Class with Your iPad
Conduct a search on current administrative or
management jobs openings in South Florida.
Select at least three jobs of those available and
analyze each one in term of the following:
1. Managerial level (first-line, middle, or top
management)
2. Skills required
3. Roles/responsibilities expected to be performed

Management is a universal activity
All types of organizations—business, political, social, or
non-profit—as well as all sizes of organizations—big, medium,
and small—require management because it is management that
directs them in reaching their goals. Thus, management is
inherently a universal needed in all organizations. Managerial
work is necessary to run eﬃcient organizations and it is
guaranteed that, as long as there are organizations and
resources to manage, those with management degree will be
able to secure jobs.
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Management integrates resources

through stages of development and are ultimately a looping
function (e.g., the output of the controlling function that serves as
input of the planning function).

In addition to people working in an organizations, there are
other assets such as financial and physical ones. Together, they
Planning: Planning is the analysis of both the internal and
represent the tangible resources used to develop, manufacture,
and deliver products or services to its customers. Managers then
external environments takes into account the results of
integrate these assets,
controlling activities and
and thru their
forces outside of the
Figure 1-2 Functions of Management
capabilities, the goals
organization, and
of the organization are
includes setting goals,
accomplished.
and formulating
Establishing performance
Mission, vision, values.
strategies and policies.
Planning
standards. Monitoring
The major valueAnalysis of environment.
activities
to
ensure
that
Setting goals, formulating
creating capabilities of
Organizing:
they are accomplished as
strategies
and
policies.
the organization are
Organizing is a function
planned.
known as its core
in which the
competencies.
synchronization and
Achieving
Organization’s
Resources,
combination of human,
Organizing
Controlling
Goals
capabilities, and core
physical, and financial
competencies
resources take place.
determine the
All three resources are
Organizational Design.
organization’s
integral to getting
Guiding the actions of
Deploying resources,
competitive
results, and organizing
staﬀ, motivating,
capabilities and
empowering them toward
Leading
advantages—the
determines how these
core competencies to
the
planned
objectives.
execute plans.
unique ways the
resources are deployed.
company expects to
Leading: Leading, or
compete and succeed.
directing, is a process in
Management is a
which management
function-oriented process
instructs, guides, and oversees the performance of the workers
by communicating, inspiring, and empowering them towards the
Management is an ongoing process consisting of four
planned objectives.
interrelated parts: planning, organizing, leading, and controlling.
The four work together towards the same goal as they progress
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Controlling: Controlling involves establishing performance
standards, measuring performances against set goals and plans
to show where deviations from the standards exist, and helping
to correct those deviations.

basic description of the manager’s job still holds and correlates
to the four functions discussed earlier.

Professor Peter Drucker, widely considered the father of
modern management, divided the job of a manager into five
basic tasks. The manager, he wrote, must shoulder the following
five responsibilities:

Management is a science in the sense that it has developed
a systematic body of knowledge that contains general guiding
principles and methods. In fact, the discipline derived through
scientific investigation and research that was based upon logic
and cause and eﬀect relationships. In the early 1900s, via the
scientific method, Frederick W. Taylor determined the one best
way for a job to be done, and became known as the father of
scientific management. Frank and Lilian Gilbreth contributed to
the field with time-and-motion studies, while Henry Gantt
developed scheduling charts that are the foundation of today’s
project management.

1. Set objectives: The manager sets goals for the group and
decides what work needs to be done to meet those goals.
2. Organize: The manager divides the work into manageable
activities and selects workers to accomplish the tasks that
need to be done.
3. Motivate and communicate: The manager creates a team out
of his employees through decisions on compensation,
placement, promotion, and through his communications with
the team. Drucker also referred to this as the “integrating”
function of the manager.
4. Measure: The manager establishes appropriate targets and
yardsticks, and analyzes, appraises, and interprets
performances.
5. Develop people: With the rise of the knowledge worker, this
task has taken on added importance. In a knowledge
economy, people are the company’s most important asset,
and it is up to the manager to develop that asset.3
While other management experts may use diﬀerent terms
and focus on diﬀerent aspects of these responsibilities, Drucker’s

Management is an art & a science

Statistical and mathematical insights were imported from
sociology, psychology, and the military forming the basis of the
field of operations management and research. Other concepts
that were influenced include business process re-engineering,
mathematical optimization, material requirement planning, Six
Sigma, queue theory, management by objectives, and the
waterfall method of software development.
Management is also concerned with building relationships,
motivating, leading, working with teams, and managing conflicts
—activities that fall under the field of organizational behavior,
which is a type of social science. The work of early contributors,
like
social psychologists Abraham Maslow and Douglas McGregor,
became the foundation of contemporary motivation theories.
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Art, on the other hand, is about accomplishing results
through the application of skills. It is defined as the skillful
application of knowledge through inherent capacity, discipline,
practice, and experience. In this sense, management is certainly
an art as managers use their skills, knowledge, intuition,
judgment, and experience in solving structured and nonstructured problems in the process of accomplishing a
company’s goals.
Thus, managers take the knowledge from management’s
scientific side, and apply it to real life business situations in order
to set goals, identify problems, find solutions, make decisions,
and generate and sell products and services. There are six types
of artful skills managers are expected to master:
1. Conceptual skills: The ability to visualize or see the
organization as a whole, a system of interrelated parts,
conceptual skills help the manager identify the causes of
problems, not the symptoms. It helps s/he solve the problems
for the benefit of the entire organization. According to Robert
Katz, conceptual skills are mostly required by top-level
management because they spend more time planning,
organizing, and problem-solving.4 A manager with sharp
conceptual skills is able to analyze and study a complex
situation deeply, and develop strategies for smooth functioning
of the organization as a whole. This skill has an influence on
problem-solving and decision-making—the next skills on the
list.
2. Problem-solving and decision-making: In order for a manager
to be successful, s/he must be able to make quick and correct
decisions, and must also be able to implement decisions
wisely, applying intuitive, logical, and critical thinking skills. A
manager should know how to identify a problem and possess

an ability to find a best solution for solving it. This requires
intelligence, experience, common sense, and up-to-date
knowledge of the latest developments in a field. These skills
are so critical that Chapter Seven is dedicated to them.
3. Technical skill: Technical skill is the ability to perform a given
job proficiently. Technical skills help managers use various
tools, techniques, and procedures. First-line managers require
more technical skills compared to upper-level managers who
tend to use more conceptual skills. At minimum, a manager
must be proficient in computer applications used in business,
such as document processing, databases, spreadsheets, and
presentations, in addition to those used in functional areas of
the business (e.g., accounting, finance, and marketing).
Furthermore, a manager should be well-versed in the use of
tools and equipment needed in his/her work.
4. Interpersonal communications: Communication skills are
required equally at all three levels of management. A manager
must be able to communicate plans and policies to workers.
Similarly, s/he must listen in order to eﬀectively solve the
problems of said workers. Communication should happen
sideways with coworkers and customers, and vertically with
top management and non-managerial employees. A manager
with good communication skills is able to instruct as well as
actively listen. At a certain level in a business, management
lives and dies by their social abilities. Knowledge of a
particular field can get you in the door, but social intelligence
gets you to the top.
5. Leadership: Leadership requires the ability to influence human
behavior. A manager requires leadership skills to motivate
workers so the job can be accomplished. A leader recognizes
the strengths and weaknesses of his/her team members, and
8

allocates tasks accordingly. Eﬀective managers should strive
to build personal relationships with their team wherein trust
and value are shared. Valued employees are more willing to
get the job done properly. Leadership is about molding and
welding the attitudes and behavior of people at work for the
accomplishment of specific goals in a changing environment.
6. Creativity: Creativity is the willingness to think outside of the
box to produce something that is innovative and which
requires a combination of intelligence and imagination.
Creativity also involves the ability to produce useful and novel
ideas that enhance the quality of viable alternatives when
making decisions.
The importance of these six skills vary by managerial level.
Technical skills are most important early in a career. Conceptual
and decision-making, and creativity skills become more
important than technical skills as workers rise higher in the
company. But interpersonal skills are important throughout a
career at every level of management.
It may be noted that there are other kinds of skills required
for managers and they are not discussed here. For example, top
and middle managers need to have diagnostic and analytical
skills. Diagnostic skill is the ability to acquire, analyze, and
interpret information to determine the cause of change either in
inputs or outputs or in the transformation process. Analytical
skill, which is complementary to diagnostic skill, is the ability to
determine the cause of change and to either provide corrective
action or take advantage of the situation.
The art and science of management go hand in hand. As an
artist, managers must depend on their intuition, judgment, and
experience. As a scientist, managers rely on the theory of

management. Thus, it is said that management is the oldest of
arts and the youngest of sciences.
1.3 Roles of managers
How do managers spend their time? What do they actually
do? A classic study of top executives, conducted by worldrenowned business and management academic Henry
Minztberg, found that managers spend their time engaging in ten
key activities or roles, falling into three categories: interpersonal,
informational, and decisional.5
The following three tables summarize these roles. Though
the study was conducted decades ago, it remains highly relevant
as a description of what executives do. And even though the
study focused on top executives, managers at all levels engage
in each of these activities. While reviewing the tables, ask
yourself which of these activities you enjoy most (and least)?
Where do you excel (and not excel)? Which would you like to
improve?
In the real world, these roles overlap and a manager must learn
to balance them in order to manage eﬀectively. While a
manager’s work can be analyzed by these individual roles, in
practice they are intermixed and interdependent.
Mintzberg also found that, although individual capabilities
influence the implementation of a role, it is the organization that
determines the need for a particular role, addressing the
common belief that it was predominantly a manager’s skill set
that determines success. Eﬀective managers develop protocols
for action given their job description and personal preference,
and then match these with the situations at hand.
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Table 1-1 Interpersonal roles

Table 1-2 Informational roles

Interpersonal
Roles

Description

Examples
A manager who...

Figurehead

Symbolic head.
Performs social,
ceremonial and legal
duties

Attends ribbon
cutting ceremonies.
Greets visitors, sign
legal documents,
hosts receptions.

Motivates and develops
subordinates. Fosters a
proper work
environment.

Interacts with
subordinates.
Inspires workers to
give their best and
work in teams.
Mentors employees.

Leader

Liaison

Develops and maintains
a network on external
contacts to gather
information.

Communicates
through IM, email,
phone calls,
meetings. Makes
contact with
suppliers, managers
of similar
organizations,
government or trade
organizations.

Informational
Roles

Description

Examples
A manager who...

Monitor

Seeks out information
related to the
organization. Scans the
environment for
information, interrogating
liaison contacts and
subordinates and
receiving unsolicited
information

Reads major trade
journals and
business magazines.
Maintains personal
contact with
stakeholders.

Disseminator

Transmits privileged,
factual and value-based
information to
subordinates.
Communicates
potentially useful
information to
colleagues.

Forwards
information to
organization
members via
memos, reports, and
meetings.

Represents and speaks
for the organization on
performance and
policies.

Gives a speech to
chamber of
commerce members
about the
organization, or
lobby for an
organization cause.
Handles
communication with
media in a crisis
situation.

Spokesperson
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Table 1-3 Decisional Roles

Decisional
Roles

Description

Examples
A manager who...

Entrepreneur

Voluntarily designs and
initiates changes in an
organization. Searches for
opportunities and initiate
projects.

Identifies new ideas.
Implement
innovations. Creates
new products and
design strategies on
how to sell them.

Disturbance
handler

Involuntary responds to
pressures. Deals with
unexpected events,
operational breakdown,
and conflicts.

Takes corrective
actions during
disputes or crises.
Resolves conflict
among
subordinates.

Decides who will get what.
Controls and authorizes
use of organizational
resources. Designs a unit’s
structure.

Approves plans,
prepares budgets,
sets schedules and
determines
priorities.

Participants in negotiation
activities with other
organizations and
individuals.

Represents the
department during
negotiations of
union contracts,
sales, purchases,
and budgets.

Resource
Allocator

Negotiator

Google Sign, Robert Scoble.

Case Study: The Untold Story of Google
One day in July 2001, Larry Page decided to fire
Google’s project managers. All of them. It was just five
years since Page, then a 22-year-old graduate student
at Stanford, was struck in the middle of the night with
a vision. In it, he somehow managed to download the
entire Internet, and by examining the links between the
pages, he saw the world’s information in an entirely
new way.
As with most startups, during Google’s first year,
there were no management layers between the CEO,
Page, and the engineers. However, as the company
grew, it added a layer of managers—people who could
meet with Page and the rest of Google’s senior
executives and give the engineers prioritized orders
and deadlines.
Page, at that time 28, detested the structure.
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R EVIEW 1.1 Please assess yourself with
this quiz.

Question 1 of 4
Which of the following is NOT
considered to be a part of the planning
function of a manager?

A.

Motivating

B.

Defining goals

C.

Mapping out strategy

D.

Making decisions

Check Answer
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C HAPTER 2

Developing Mission, Values
& Vision
“Early on I realized that I had to hire people smarter and more
qualified than I was in a number of diﬀerent fields, and I had to let go
of a lot of decision making. I can’t tell you how hard that is. But if
you’ve imprinted your values on the people around you, you can dare
to trust them to make the right moves.”
—Howard Schultz
“When your values are clear to you, making decisions becomes
easier.”
—Roy E. Disney
Mozilla advertisements, Henrik Moltke. Photo credit.

Chapter sections
2.1 Mission statement
2.2 Company values
2.3 Vision statement
2.4 United Nations Sustainable Development Goals

Learning Objectives:
Upon completion of studying this chapter, Developing Mission,
Values & Vision, learners should be able to:
• Discuss what is meant by a company’s mission, values, and
mission
• Compare and contrast concepts of mission and values, as
well as values and vision
• Evaluate a company’s mission, values, and vision by
scrutinizing its website, literature, or annual reports
• Critique a company’s actions in terms of whether or not they
are in agreement with its mission, values, and vision

A company’s mission statement, vision statement, and
values statement are written, formal declarations of the purpose
of guiding principles of the company. They set the stage for the
organization’s strategies and are the foundations upon which the
company’s culture and structure are built. They are
communicated to the company’s stakeholders, at meetings,

Airlines—being the low-cost carrier—drives everything the
company does, from the planes it buys to the routes it competes
on. The following are some benefits of having a mission
statement:
Informs organization’s stakeholders about its plans and goals
• Unifies employees’ eﬀorts in pursuing company goals

In-class with your iPad
As a quick exercise, check out this list of
Fortune 500 mission statements, and see which ones
answer the four questions that a good statement should
address. What is Lynn University’s mission statement and
value statement?

training sessions, orientation programs, and more visibly through
the company’s website and marketing materials. These
statements from the organization answer essential questions like
who, what, why, where to, and how.

2.1 Mission statement
An eﬀective mission statement is a clear, concise
declaration about the company’s business identity. It acts as a
constant reminder to the employees of why the company exists
and what the founder envisioned when it was created. Some may
consider mission statements overused and unimportant in the
scheme of things, but a well-crafted statement—along with a
values and vision statement—helps the business and its
employees stay focused on what is important to them, providing
a framework for evaluating opportunities and strategies and
establishing a brand. Consider how the mission of Southwest

• Serves as an eﬀective public relations tool
• Provides a basis for allocating resources
• Guides strategic or daily decision-making
• Demonstrates that a company is proactive
There are four essential questions a well-written mission
statement should address about the company:1
1. Why does the company exist?
2. What does the company do? (What is the value proposition,
and what does it oﬀer?)
3. How does the company do it? (What is unique about this?)
4. Whom does the company do it for? (Who are the key
stakeholders?)
For example, Advance Auto Parts’ mission statement is: “…
to provide personal vehicle owners and enthusiasts with the
vehicle related products and knowledge that fulfill their wants and
needs at the right price. Our friendly, knowledgeable, and
professional staﬀ will help inspire, educate and problem-solve for
our customers.”2
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CVS Health: “Our mission is to improve the lives of those
we serve by making innovative and high-quality health and
pharmacy services safe, aﬀordable, and easy to access.”3
Consider this example from the world’s dominant search
provider: “Google’s mission is to organize the world’s information
and make it universally accessible and useful.”4
Google’s is a short but substantial statement that tells you
the why (to organize), the what (world’s information), the how
(universal accessibility and usefulness), and the for whom
(everyone). It is concise enough to answer the basic questions,

Team,
I believe that we can do magical things when we
come together with a shared mission, clear strategy,
and a culture that brings out the best in us
individually and collectively. Last week I shared how
we are aligning our structure to our strategy. Today, I
want to share more on the overall context and
connective tissue between our mission, worldview,
strategy and culture. It is critical that we start the
new fiscal year with this shared vision on what we
can do and who we want to become.
Mission. Every great company has an enduring
mission. Our mission is to empower every person
and every organization on the planet to achieve
more. I’m proud to share that this is our new oﬃcial
mission statement. This mission is ambitious and at
the core of what our customers deeply care about.

yet open-ended enough to not limit itself to search engines. In
fact, Google’s ventures include web analytics, cloud storage,
smart phones, mobile technology, videos, maps, and book apps,
just to mention a fraction of what they do.
Could a company’s mission statement change over time?
Of course it can, and it should when the company has met its
goals stablished in the vision statement, or when it has redefined
new values. It should be revisited when there are significant
changes in the structure of the company, for example, when it
has been acquired by another firm.
But most of the time, a mission is rewritten because the
company has outgrown it. Consider the case of Microsoft’s
original mission—[a] computer on every desk and in every home
—written by founder Bill Gates around 1980. By then end of the
1990s, this was already accomplished in the developed world. In
the 2000s, the company was stuck in a rut and was better known
for hardball sales tactics than innovation. Finally, in 2015 under
the leadership of new CEO Satya Nadella, it was rewritten. The
following scrolling text box has excerpts of the company-wide
memorandum Gates sent to all Microsoft employees: Notice how
Gates ties together the company’s new mission to its new vision,
culture, and strategy.

2.2. Company values
Often presented along the mission statement is the
organization’s value statement. Any survey of a business or
organization’s website will expose you to the range of forms that
mission and value statements can take. Value statements answer
the following two questions:
15

1. What does the organization value?
2. What is the organization’s philosophy and its guiding
principles?

12 Reasons Core Values Are Important5
1.

Core values can set a foundation for the organization’s culture.

2.

Core values can improve morale and can be a rich source of
individual and organizational pride.

3.

Core values can align a large group of people around specific,
idealized behaviors.

4.

Core values can guide diﬃcult decisions by determining priorities
in advance.

5.

Core values can help positively influence how employees interact
with one another.

6.

Core values can help you attract, hire, and retain the right type of
employees.

7.

Core values can help you assess performance (both individually
and organizationally).

8.

Core values can help prevent conflict and mitigate conflicts that
do arise.

9.

Core values can help you improve innovation.

10.

Core values can help diﬀerentiate your brand in the minds of your
customers and partners.

Examples of core values from successful companies like
Starbucks are as follows:7

11.

Core values can impact how the organization serves its
customers.

• With our partners, our coﬀee, and our customers at our core,
we live these values:

12.

Core values can help you attract the right breed of customers.

Core values are like the basic building blocks of a company
—its DNA, so to speak. They define the fundamental principles
upon which an organization is built and set the tone for the ideal
and expected set of behaviors of its employees. A company’s
values lie at the core of its culture. They are enduring and
actionable. “When core values are successfully integrated into an
organization, they set the foundation for the organizational
culture. Values set the climate of the workplace, and help
determine how success is defined and measured.”6
Take the events at Google as an example of a company
living its values. Google’s services in China had been subject to
varying degrees of interference. In 2010, the company decided
to shut down its Internet search services amid accusations of
government censorship and intrusions by state-backed hackers.
The company chose to exit the world’s largest market rather than
yield to China’s censorship rules. The absence of Google from
China left the market open to local competitor Baidu, which now
enjoys a near monopoly. Doing the right thing and acting
according to own values has consequences, of course. By
leaving China, Google suﬀered a great deal in missed earnings,
but it followed its own value—democracy on the web works—
and the company stood by it.
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• Creating a culture of warmth and belonging, where everyone is
welcome.

• Pursue growth in harmony with the global community through
innovative management.

• Acting with courage, challenging the status quo, and finding
new ways to grow our company and each other.

• Work with business partners in research and creation to achieve
stable, long-term growth and mutual benefits, while keeping
ourselves open to new partnerships.

• Being present, connecting with transparency, dignity, and
respect.
• Delivering our very best in all we do, holding ourselves
accountable for results.
• We are performance driven, through the lens of humanity.
be:8

Similarly, Toyota declares its global corporate principles to

Google’s Ten Things We Know To Be True:9
1. Focus on the user and all else will follow.
2. It’s best to do one thing really, really well.
3. Fast is better than slow.
4. Democracy on the web works.

• Honor the language and spirit of the law of every nation, and
undertake open and fair corporate activities to be a good
corporate citizen of the world.

5. You don’t need to be at your desk to need an answer.

• Respect the culture and customs of every nation, and
contribute to economic and social development through
corporate activities in the communities.

7. There’s always more information out there.

• Dedicate ourselves to providing clean and safe products, and
to enhancing the quality of life everywhere through all our
activities.

6. You can make money without doing evil.

8. The need for information crosses all borders.
9. You can be serious without a suit.
10.Great just isn’t good enough.

• Create and develop advanced technologies, and provide
outstanding products and services that fulfill the needs of
customers worldwide.
• Foster a corporate culture that enhances individual creativity
and teamwork value, while honoring mutual trust and respect
between labor and management.
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The Container Store’s Foundation Principles:10
The Container Store. Photo credit.

1.One great person =
three good people.
2.Communication IS
leadership. Fill the other
guy’s basket to the brim.
3.Making money then
becomes an easy
proposition.

4. The best SELECTION, SERVICE, & PRICE.
5. Intuition does not come to an unprepared mind. You need to
train before it happens.
6. Man in the desert selling
7. Air of excitement

2.3 Vision statement
A vision statement, in contrast to a values statement, is a
future-focused declaration of the organization’s purpose and
aspirations. In many ways, the mission statement lays out the
organization’s purpose for being, and the vision statement
illustrates how, based on that purpose, what the company wants
to become. Therefore, a vision statement answers these two
questions: What does the company want to be in the future, and
where is the organization going?11

A vision statement is a declaration of a company's goals for
the medium- to long-term future. Ranging from one line to several
paragraphs, a vision statement identifies what the company
would like to accomplish. A good vision statement provides the
inspiration for daily operations, molds its strategic decisions, and
paints a detailed mental picture of how the business will look like
in a few years. Poor vision statements, in contrast, oﬀer no
inspiration, no energy, and no direction. Typically, statements are
relatively brief, as in the case of Starbuck’s vision statement:
“So it is our vision
that together we will
elevate our partners,
customers, suppliers and
neighbors to create
positive change. To be
innovators, leaders, and
contributors to an
inclusive society and a
CVS Pharmacy in Durham, 2008. Photo credit.
healthy environment so
that Starbucks and
everyone we touch can endure and thrive.”12
Vision statements are more dynamic than mission
statements in the sense that they can change over time. As a
company grows, acquires other businesses, is acquired by
another business, enters new markets, or merges with another
firm, its objectives and goals may be re-evaluated. Therefore,
vision statements need to be modified as needed. Additionally,
when the goals expressed in the vision statement are met, a new
vision must be defined. In general, vision statements should be
written to last for at least a few years (usually three to five years)
and should be reviewed annually.
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Consider the case of CVS CareMark, the second largest
drugstore chain in America with 7,700 stores. The company’s
vision from 2007 to 2014 was to improve the quality of human life.
The company not only changed its vision to “helping people on
their path to better health,” but also its name to CVS Health. In
2014, it went a step further by ending the sale of tobacco related

“It’s my job as the CEO to ensure that we’re
positioning the company for not just short term
success, but long term success,” he said. “We’re
evolving into more of a health care company, and
we’re doing many things. We have 26,000
pharmacists and nurse practitioners who are helping
millions of patients across the country everyday
manage conditions like high blood pressure, high
cholesterol, and diabetes—all conditions whose
eﬀects are worsened by the impact of smoking. It’s a
real contradiction to talk about all the things we’re
doing with people to help them on their path to
better health, and at the same time sell tobacco
product.”13
products in its stores—a $2 billion reduction in revenue. With
nearly 70% of smokers wanting to quit, the company is wellpositioned to replace some of the tobacco revenue losses by
becoming the retailer of choice for those seeking smoking
cessation products and services. The president and CEO
explained that the decision was the right one to make to show
consistency with their long-term future and values:

they are as good as the paper wasted on printing them. The
following example demonstrates the negative eﬀect that results
from the disconnect between what a company says and what a
company actually does.
In 2013, rumors circulated that Wells Fargo employees in
Southern California were engaging in aggressive tactics to meet
their daily cross-selling targets, whereby they were opening
accounts without the customers knowledge.
Branch managers were assigned quotas for the number and
types of products sold. More than 2,000,000 fraudulent accounts
were opened. When the scandal broke in 2016, the damage was
already done. The CEO was forced to resign, four mid-level
managers were fired, and the bank was fined $185 million. In
reference to this scandal, Edward Lawler wrote:
“But carefully-crafted mission statements don’t tell what the
real culture is. What we know about culture is that it is determined
by top management and supervisory behavior, not words. And
clearly one of the key corporate behaviors that determines culture
is what people see being rewarded and what they see being
punished. What management says is much less important than
what management rewards—and when what is said conflicts with
what is rewarded, what is rewarded tells everyone what
management genuinely believes, values, and wants.”14
In contrast, consider how Southwest Airlines’s culture
becomes ingrained in the jobs that its employees do and is at the
core of the company’s success:

After a company develops its mission, vision, and values
statements, it is critical to live by them and own them. Otherwise,
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SDGs & businesses
Southwest Airlines Motivates Employees with a
Purpose Bigger Than a Paycheck
If you’re one of the 100 million passengers who fly
Southwest Airlines every year, you might have noticed
their award-winning service—happy, friendly employees
who go the extra mile to satisfy their passengers. In fact,
for many people, service is the principle reason they
remain loyal Southwest customers. In recent
discussions with Southwest executives, pilots, and
employees, I've learned that what Southwest

The SDGs are pivotal for businesses. The goals help
companies define or find aspirational purposes to address
through business practices, partnerships, or value chain analyses
in order to create a sustainable foundation that complements the
company’s long-term vision and mission. From a business
perspective, incorporating these goals will foster innovation,
create opportunities, and disrupt markets through stakeholder
relationships or products/services. A significant issue for
businesses is how they will weave the SDGs into existing plans,
missions, visions, and goals. While making substantial changes
at rapid succession might pose risks for any business, picking up
one goal at a time might lead to a more successful approach to
implementing changes based on the SDGs.

2.4 United Nations Sustainable Development Goals
The United Nations Sustainable Development Goals (SDGs)
are work towards peace, prosperity for the people and planet,
and to make the world more sustainable.15 The 2030 Agenda for
Sustainable Development, adopted by all United Nations
Member States in 2015, provides a shared blueprint for peace
and prosperity for people and the planet, now and into the future.
At its heart are the 17 SDGs, which put forth an urgent call
for action by all countries—developed and developing—in a
global partnership. The SDGs recognize ending poverty and
other deprivations must go hand-in-hand with strategies that
improve health and education, reduce inequality, and spur
economic growth—all while tackling climate change and working
to preserve our oceans and forests.16
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According to United Nations Global Impact, tools like the
Guide to Corporate Sustainability and UN Global Compact
Management Model lay out defining features that can be
embraced by the business sector in order to better achieve the
SDGs.17
The following examples, each paired with one of the 17
SDGs, demonstrate exactly how some organizations are going
about incorporating these goals into their culture.
Goal 1: no poverty
Visa Financial Services pledged for universal access to
financial services globally. The company is focusing on giving
access to unbanked or underprivileged communities. The
company’s goal is to support around 500 million people with no
banking or financial services.18
Goal 2: zero hunger
General Mills, Inc., the American multinational
manufacturers of consumer foods such as Cheerios and Yoplait,
has pledged to create, sustain, and strengthen food banks.19 The
company is a proud partner of Feeding America and pledged to
donate $1 from every Quaker Oats purchase to Feeding America
from January 4, 2021, through February 4, 2021.20
Goal 3: good health & well-being
The World Health Organization (WHO), an entity of the
United Nations, is an organization that works towards healthy
living and well-being of all citizens across the globe. The WHO
was formed on April 7, 1948, and is headquartered in Geneva.21
Its purpose is to educate citizens on the importance of health and

sanitation, and to coordinate events through its regional oﬃces
sand the United Nations.
Goal 4: quality education
Chipotle Mexican Grill, Inc., the American chain of fastcasual restaurants, is working towards quality education for its
employees. The company announced a new partnership with
Guild Education to allow its employees to earn college credits
and pursue undergraduate and graduate degrees. Through this
program, employees can get reimbursed up to $5,250 per year to
earn a GED or college degree.22
Goal 5: gender equality
The Coca-Cola Company, the globally renowned soft drink
maker, believes in empowering women both in the workplace and
around the world. The company aimed and completed
empowering five million women across its retailers, suppliers,
artisans, and producers by the end of 2020.23 The company
continues to impact and empower women entrepreneurs.
Goal 6: clean water & sanitation
The Gap, Inc., the American retailer, introduced a roadmap
for its Zero Discharge of Hazardous Chemicals (ZDHC) plan as a
part of its sustainability and corporate social responsibility
initiative.24 Retail companies release harmful chemicals from
factories into nearby bodies of water, contaminating the
community ecosystems. Gap has pledged to improve its
production practices and encourage its stakeholders to eliminate
hazardous chemical discharges into the communities to protect
water supplies and sanitation.25
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Goal 7: aﬀordable & clean energy
Iberdrola, a Spanish multinational electric company based in
Bilbao, Spain, invested more than €100 billion in the last 20
years, pushing the company to be a top global producer of wind
power and a leader in renewable energy production.26 The
company’s commitment to the UN SDGs focuses on remarkably
aﬀordable and clean energy, and Iberdrola is working to bring
electricity to everyone and optimize energy use.27
Goal 8: decent work & economic growth
Microsoft Corporation, the American multinational techgiant, partners globally with nonprofit organizations,
governments, educators, and businesses to ensure all youth have
access to digital skills training and inclusive computer science
education.28 The goal is to promote computer science education
to all students for a bright future.29

with UN Women and WeConnect to further work with women
entrepreneurs.33
Goal 11: sustainable cities & communities
Hilton Worldwide Holdings, Inc. has committed to
sustainable travel to enable the growth of sustainable cities and
communities. In 2018, the company introduced a new
fundamental strategy of ‘Travel with Purpose’ for a global impact:
• Donated over 234 million Hilton Honors points to support
nonprofit organizations
• Investing $220,000 in local communities
• Supported the development and launch of global industry goals
for youth, water, carbon, and human rights
• Distributed more than 9.6 million bars of soap in 127 countries

Goal 9: industry, innovation, & infrastructure

• Built more than 1.2 million hygiene kits for communities in need

Qualcomm is an American technology corporation
headquartered in California. The company has pledged to bring
wireless technology to underserved communities and has
impacted 20 million people.30 Qualcomm believes in the power
and potential of innovation and infrastructure to globally promote
communities’ and governments’ social and economic priorities.31

• Connected, prepared, or employed nearly 3,000 refugees
across hotels in Germany and Austria34

Goal 10: reduced inequalities
The Proctor and Gamble Company has pledged to reduce
inequality in the United States and spends more than $2 billion
annually to help minority businesses in the United States.32 The
company started creating economic opportunities for
underrepresented businesses and gradually expanded globally

Goal 12: responsible consumption & production
Nike, Inc., the famous American sportswear retailer, has
committed to responsible consumption and production. The
sustainable purpose is to deliver top performance products with
a minimum environmental footprint.35
• 76% of Nike brand footwear and apparel products use recycled
materials, from footwear uppers to entire jerseys.
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• 99.9% of footwear manufacturing waste was recycled by
contract factories or converted to energy.36
Goal 13: climate action
JetBlue Airways, an American airline, has vowed for climate
leaderships. The company is an industry leader in mitigating
climate risk and made managing carbon dioxide (CO2) emissions
its priority by purchasing more than 2.6 billion pounds of CO2
oﬀsets.37 The use of CO2 oﬀsets and greenhouse gases has
helped the company reduce flying impact by 700,000 metric tons
of CO2.38
Goal 14: life below water
Discovery Channel has partnered with the charity
organization Oceana to aid exploited marine ecosystems and
marine animals.39 Two-thirds of the world’s fisheries are fully
exploited, and one-third is exploited, depleted, or recovering from
depletion (Stewart, 2015). The program, named ‘Change Tide,’
connects organizations and individuals with a joint mission: to
preserve and restore oceans.40

Goal 16: peace, justice, & strong institutions
Airbnb, the American-based vacation rental company
pledged to work with refugees and find and reside in homes
temporarily until they settle into new living quarters. Airbnb
started this program under the name ‘Open Homes’ and has
evolved Airbnb.org, a 501(c)(3) nonprofit organization.42 To date,
50,000 refugees have found temporary housing through this
program.43
Goal 17: partnership for the goals
Tripadvisor, Inc. is an American online travel company
based on user-generated content, peer-to-peer website, and
hotel reservations, transportation, and restaurant experiences
from consumers. The TripAdvisor Charitable Foundation has
partnered with GlobalGiving to support grants to organizations
that relieve the suﬀering of people around the world.44

Goal 15: life on land
The North Face, the American clothing company, has
incorporated SDG 15 into its mission by pledging to:
• protect the places where we live, play, and operate;
• evolve how products are made by improving environmental
performance and social responsibility in the supply chain; and
• empower exploration and the thrill of the unknown for as many
people as possible.41
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R EVIEW 2.1 Please assess yourself with this quiz.
Question 1 of 4
A __________ statement answers the question
“what is our business,” whereas a _________
statement answers, “What do we want to become?

A.

Value–vision

B.

Vision–mission

C.

Mission–value

D.

Mission–vision

Check Answer
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C HAPTER 3

Organizational Culture
“Culture eats strategy for lunch”
—Attributed to Peter Drucker

“Businesses often forget about the culture, and ultimately, they
suﬀer for it because you can't deliver good service from unhappy
employees.”
—Tony Hsieh, Zappos’ CEO
Zappos Company Culture - Las Vegas. Photo credit.

Chapter sections
3.1
3.2
3.3
3.4

Organizational culture
Organizational culture profiles
Strong versus weak cultures
How organizational culture is learned

Learning Objectives:
Upon completion of studying this chapter, Organizational
Culture, learners should be able to:
• Describe organizational charts, culture profiles, and be able to
appraise a company’s culture from a related video or article
featuring the company
• Discuss a company’s rituals, material symbols, stories, and
language from videos and articles featuring the company
• Evaluate the case study on Google at the end of the chapter
with current information

3.1 Organizational culture
Organizational culture refers to assumptions, values,
principles, traditions, and beliefs that are shared by organizational
members influencing how they are to act, and dictating what is
appropriate and inappropriate behavior. In most organizations,
these shared values and practices have evolved over time and
determine, to a large extent, the way “things are done around
here.”1
As discussed in Chapter 2, values have a strong influence
on employee behavior as well as on organizational performance.
In contrast to other topics in business, such as organizational
structure or leadership, which has spanned several decades,
organizational culture is a nascent but fast-growing area within
management. The unique characteristic of culture—whether
organizational or national culture—is that, for those individuals in
it, it largely goes unnoticed just like the sea is invisible to the fish
swimming in it. Even though it aﬀects all employee behavior and
thinking, individuals tend to become more aware of their
organization’s culture when they have the opportunity to compare
it to other organizations—just the way we become more aware of
our own national culture when visiting a foreign country.
Why does it matter?
Company culture is at the heart of competitive advantage
because it points to how uniquely things are done, and how
uniquely the integration of resources and capabilities aﬀect the
behavior of employees. A culture where passionate performers
create an environment with a unique personality and soul is very
diﬃcult for competitors to replicate. Examples of companies that
embody a strong culture include Southwest Airlines, Google,

Zappos, and Apple. People in these organizations develop a
bond, making their work unusually meaningful and rewarding.
They orient themselves outward, focusing on customers and
competitors rather than on internal politics. The result is that
people will make the right decisions and do the right things, even
when no one is watching.
In a 2007 survey conducted by the management consulting
firm Bain & Company, worldwide business leaders found
corporate culture to be as important as corporate strategy for
business success.2 The adage “culture eats strategy for
breakfast,” widely attributed to Peter Drucker, further illustrates
this truth.

3.2 Organizational culture profiles
What dimensions characterize an organization’s culture?
Even though culture may not be immediately observable,
identifying a set of values that might be used to describe an
organization’s culture helps us identify, measure, and manage
culture more eﬀectively.
In a recent, seminal work from Groysberg, Lee, Price, and
Cheng,3 which integrated findings from more than 100 models,
eight styles of cultures were identified (see Figure 3-1). As we
learned earlier, culture defines what is encouraged, discouraged,
accepted, or rejected within a group. The eight distinct culture
types are organized around two dimensions: people interactions
(independence to interdependence) and response to change
(flexibility to stability).
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Figure 3-1 Organizational culture profiles from The Leader’s Guide to Corporate Culture. Source: https://hbr.org/
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Cultures that lean toward people independence place greater
value on autonomy, individual action, and competition. Those
that lean toward the people interaction and interdependence
emphasize integration, managing relationships, and coordinating
group eﬀort. People in such cultures tend to collaborate and to
see success through the lens of the group. Those that favor
stability tend to follow rules, and use control structures such as
seniority-based staﬃng, reinforce hierarchy, and strive for
eﬃciency. Those that favor flexibility tend to prioritize innovation,
openness, diversity, and a longer-term orientation. Those styles
that are close to one another in the same quadrant will coexist
better and are mutually reinforcing than those that are farther
apart.
Learning culture
Learning culture emphasizes exploration, creativity, and
innovation. These companies are characterized by an organic
structure where experimenting with ideas is encouraged. For
example, Xiaomi, a Chinese electronics company and the world’s
third-largest smartphone distributor, sold 19 million smartphones
in 2013; up more than 150% from 2012.
It is staking out a significant piece of the Chinese and Indian
smartphone markets. One model sold out of its initial run of
100,000 units in less then two minutes thanks to its innovative
low-cost, feature-rich design and its use of flash sales. At a razorthin margin, it takes advantage of the potentially longer revenue
stream from paid apps, games, advertising, and other fee-based
services earning the company the distinction as one of the Top
Ten Most Innovative Companies by Fast Company magazine in
2014.4 The company is young and vibrant and ready to take on
the American market. Other companies closer to home with
innovative cultures include Nike, Apple, Google, and 3M.

Results culture
Work environment are outcome-oriented and could turn
aggressive in the pursuit of goal accomplishment. And combine
with the examples of Best Buy and Amazon. Consider Nike’s
mission statement, which at one point read: “[t]o experience the
emotion of competition, winning and crushing competitors.”5
However, when companies over emphasize competition,
they often fall short in social responsibility. For example, Zynga,
the creator of Farmville, is often identified as having an
aggressive culture and treating talent as a commodity. Zynga's
management is cited as data-obsessed, focusing heavily on data
metrics to carefully track the progress of all company employees.
Employees are constantly measured and game designers are
pushed to meet aggressive deadlines. As a result, some staﬀ feel
that the work environment is crushing—rewards for achieving
goals can be lavish, but those who do not perform can perish.
There is fear, however, that potential talent will decide to avoid
Zynga due to its reputation, which could hurt the company over
time as it attempts to grow beyond its roughly 3,000 employees.6
Results cultures as those that emphasize achievement,
results, and action as important values. A big part of what makes
these organizations work and become successful in a very
competitive world is a reliance on data in driving decisions to
raise productivity. Two good examples are electronics retailer
Best Buy and the online retailer Amazon.
Having an organizational culture that emphasizes sales
performance, Best Buy send its stores revenue, productivity, and
close rate figures department by department several times a day.
Employees are trained and mentored to sell company products
eﬀectively, they learn how much money their department makes
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every day, and how they ranked. Every morning, department
supervisors are given a sales goal for the day.7
Amazon is often depicted as having a work culture where
staﬀers are under constant pressure to deliver strong results on a
wide variety of detailed metrics the company monitors in real
time. Top management believe that things do not improve unless
they are measured. Therefore, everything that can be measured is
measured, including the actual performance of people. And it is
not just web design or product features (such as what gets
abandoned in peoples’ shopping carts and what videos people
stream), but human resources (continual performance
improvement algorithm), finance, and operations processes.8
Competition to do well is fierce, sometimes brutal, and that
inevitably creates winners and losers. The hiring approach brings
in a wealth of intelligent, young, hard workers with the
understanding that only a minority of new-hires get to stick
around and become successful.
In a study of more than 200 well-established management
practices applied to workers employed over a ten-year period by
160 companies, researchers found the following to be true:9
• More successful companies promoted an environment that
champions high-level performance and ethical behavior.
• More successful companies encouraged outstanding individual
and team contributions with nearly 90% of these companies’
rewards tied to performance metrics as opposed to seniority or
loyalty.
• Organizations with performance-oriented culture based on
outcome outperform companies without said cultures.

The biggest risk for performance-oriented companies is
when performance pressures lead to a culture wherein unethical
behavior becomes commonplace, short-term goals are rewarded,
and individuals see their peers as rivals resulting in a toxic
workplace.
Safety cultures
Safety cultures are predictable, rule-oriented, bureaucratic,
hierarchical, and slow to react to changes in the environment.
When the environment is certain, these cultures may help the
organization’s eﬀectiveness by providing consistent and constant
levels of output. However, these cultures prevent quick action
and, as a result, may be a misfit to a changing and dynamic
environment.
It is very likely that when people go to the department of
motor vehicles to get a driver’s licenses, they are dealing with a
stable culture, as are most public sector institutions. In the
private sector, according to John Kotter and James Heskett,
Sears is an example of a company out of touch with reality where
the behavior of executives is based on the assumption that the
world is a relatively stable and predictable place.10 Sears, the
great business innovator of the late 19th century, fell victim to its
own culture-environment mismatch to the point that it is selling
oﬀ its assets and closing hundreds of stores.
Kraft Foods is another example of a company whose
bureaucratic culture prevented it from innovating, as new product
launches failed regularly. Even Tang, their power brand, had lost
its appeal and market share. The company had become
complacent—a force that historically had proven to be lethal to
even the largest organizations, such as Kodak or Borders.
Eventually, necessary transformations took place and put Kraft
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Foods on the path to adding new life to facets of the company
that had begun to fail.11
Caring cultures
This organizational culture values fairness, professional
growth, and supportiveness. Within these organizations, there is
a greater emphasis on treating people with respect and dignity,
which in turn energizes employees by making them feel
appreciated for the work they do. One of the biggest benefits of
rewards-based management is that the focus on employee
relationships makes employees feel that they make a diﬀerence
in the company. Additionally, more eﬀective eﬀorts come from
motivated workers who feel like they are involved in a company’s
success.
Starbucks is illustrative of a culture built on a emphasizing
rewards. The company pays their employees above minimum
wage, provides health care benefits for both part-time and fulltime partners, oﬀers full tuition reimbursement through the
College Achievement Plan, as well as paid maternity leave, and
has creative perks like free coﬀee for all associates.12 The
company describes its culture as one of collaboration,
communication, belonging, inclusion, and diversity, wherein
managers support the growth of subordinates.13
Why else would someone work at Starbucks? One reason is
that employees can become partners of the company. This
enables the company’s team members to grow both personally
and professionally. Another reason is the chance to connect to
something bigger—employees do not just sell food and drinks,
but also sell a brand that promotes positive change through
community service. The company also features a diverse and
inclusive workplace, bringing together employees and suppliers

with a variety of perspectives, which demonstrates the
willingness for everyone at Starbucks to be a part of the
company’s success.14
It is important to observe that the rewards being discussed
in this culture are those that motivate employees to bring out the
best in themselves. Motivators, like giving employees more job
autonomy, a chance for an education, and an opportunity to
grow, benefit the company more than a culture that would pit one
employee against another, or discourage creativity, and
subsequently lead to unethical behavior. These types of rewards
work in opposition to culture.
In late 2016, Wells Fargo was slapped with a $185 million
fine for illegally opening more than 2,000,000 accounts without
the consent of their customers. Why did the company allow it?
Because doing so was rewarded, and not doing so was
punished. Bank tellers and personal bankers were under intense
and unrealistic sales pressure to meet an extrinsic reward
system. Instead of using pay-for-performance, they should have
encouraged “whole person” performance.
Companies with this culture are team-oriented, and
emphasize cooperation among employees. All employees work
together to achieve three goals: (1) safety, (2) timely performance,
and (3) creating satisfied customers. For example, Southwest
Airlines cross-trains its employees so that they are capable of
helping one another when needed across various departments.15
It is stipulated in the job description that employees do not work
in isolation and each employee is expected to do whatever is
necessary to make a flight successful, even if that requires pilots
to help to load luggage. Supervisors work alongside employees,
maintaining managerial responsibility but also performing the
same tasks as the frontline workers.
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Turning an airplane around is a complex task that requires
the combined eﬀorts of 12 distinct functions, like flight
attendants, mechanics, pilots, gate agents, ticketing agents,
ramp agents, baggage transfer agents, aircraft cleaners, caterers,
etc. With most airlines, these functional departments are
inharmonious. At Southwest, things happen diﬀerently. Everyone
knows what is happening when, and everyone gets the same
flow of up-to-date and accurate information. By doing so,
Southwest employees can respond to changing circumstances
quickly because everyone is abreast of the situation, allowing
employees to be able to make better decisions, and judgment
calls.16
Purpose cultures
Companies with a purpose are exemplified by idealism and
altruism. Purpose cultures have a reputation for being fair with
their employees and being green with the environment. In
addition, they adhere to a list of clear values that act as their
guiding philosophy. We will study examples of such organizations
in Chapter 4, but for now, good examples are Ben and Jerry’s,
Starbucks, Google, Microsoft, Disney, BMW, Sony, Intel, and
Apple.

3.3. Strong vs. weak cultures
The degree to which agreement and commitment is shared
among people in an organization determines the strength of a
business culture. A culture in which most employees in the
organization work in unison with an unusual level of motivation,
commitment, and loyalty is said to be a strong culture.19 In those
companies, there is a strong connection between shared values
and behavior. For example, cultural values emphasizing customer
service will lead to higher quality customer service if there is

widespread agreement among employees on the importance of
customer service-related values.
In strong cultures, managers spend considerable time in
training and in communicating the management philosophy and
the essence of the company. Messages about what is important
are consistently communicated; employees strongly identify with
the company and can tell stories about company history or
heroes. On the other hand, in weak cultures, there is very little
employee involvement and engagement, inconsistent and
contradictory messages about what the company values the
most, and scarce knowledge about the mission and vision of the
company or its origins.
It is important to realize that a strong culture may act as an
asset or a competitive disadvantage for the organization
depending on the types of values that are shared. For example,
imagine a company like Amazon with a culture that is strongly
performance-oriented. If this value system matches the current
organizational environment, the company may perform well and
outperform its competitors, which in the case of Amazon, it does.
However, this strength can turn toxic when a culture exhibits
disdain for employees, and leaders encourage the practice of
impossible performance targets. Members then begin to act
unethically to meet quotas and unrealistic goals.
The 2016 situation at Wells Fargo is an example of a culture
that turned dysfunctional and abusive. For years, due to an
extreme command and control leadership style, hundreds of
managers pushed employees to behave unethically by opening
millions of fraudulent bank accounts in order for employees to
increase their sales, commissions, and bonuses.
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Figure 3.1 Rituals, taken in part from Guenzi, Paolo. “How Rituals Deliver Performance.” Harvard Business Review, February 25, 2013.

COMPANY

RITUALS

Mary Kay
Cosmetics

Pink Cadillac Trophy awarded to top performers for the last 40 years at an annual ceremony. An unmistakable symbol of the
founder and self-made business woman. These ceremonies are conducted in large auditoriums where participants wear
elaborate evening gowns and sing company songs that create emotional excitement. During this ritual, employees feel a
connection to the company culture and its values such as self-determination, willpower, and enthusiasm.

Wal-Mart

Wal-Mart’s Saturday morning meetings have been a long-term fixture for the company. Once a month at 7:30 on a Saturday
morning, the US retail giant’s top executives gather in an auditorium at its Bentonville headquarters. People bring their kids,
and there’s a company cheer and awards for associates, as well as a more serious rundown of sales figures. The iconic
meetings have been fundamental to the image that the company wants to project - family friendly, with executives that are
intensely loyal to the company and the customer. The company’s founder, Sam Walton, started the meetings in the 1960s
because he thought it unfair for his employees to have to work Saturdays if he wasn't working, too.

Premier League
Chelsea

Chelsea welcomes newcomers through an ‘initiation ritual.’ During the training camp at the beginning of the season, the new
players have to get up on a table, in front of all their teammates, and sing a song that represented their country. It is a way to
get players who came from diﬀerent cultures to come together. After getting over the natural initial sense of embarrassment,
players feel accepted, and truly become part of the group.

Grundfos

One of the world’s leading pump manufacturers headquartered in Bjerringbro, Denmark encourage team-building by
periodically convening “Grundfos Olympics” in which 1,000 employees from 55 countries participate in sports events
including an Olympics-like opening ceremony, a “Parade of Nations” in which local residents participate, and a Grand Finale
Party. The company also arranges for foreign colleagues to be housed in the homes of their Danish counterparts during the
five-day event, which has proven to be an incredibly eﬀective way to build strong interpersonal bonds and transmit key
corporate values.

New Zealand
National Rugby
Union Team

Before their matches, the team performs Haka, a Maori war cry or posture dance. It expresses the team’s pride in their
heritage and teammates. Neuroscientific research shows that rituals like the Haka trigger feelings of connectivity,
timelessness, and meaning which stimulate mental flow states. These, in turn, reduce anxiety and increase energy and focus.

Once a culture turns toxic, the diﬃculty of changing it
increases dramatically. If an organization, where certain values
are widely shared, decides or is required to adopt a diﬀerent set
of values, the disassociation of the old values and the learning of
new ones will pose a challenge as employees will need to adopt

and adapt to new approaches of thinking and behaving. In the
case of Wells Fargo, the cultural transformation will take years
and will go beyond merely firing top management, appointing
new leadership, or scratching a badly designed compensation
plan.
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Table 3-1 Examples of Company Rituals

Photo credit: Lynn University

A strong culture
may also be a
liability during a
merger or
acquisition. In those
circumstances,
companies inevitably
experience a clash
of cultures, as well
as a clash of
structures and
decision-making
styles.

For example, in 1999, during the merger of Daimler-Benz
with Chrysler to create DaimlerChrysler, the diﬀering strong
cultures of each company acted as a barrier to eﬀective
integration. Daimler had a strong top-down, hierarchical, and
formal culture. The Germans flew first-class, smoked, drank wine
with lunch, and worked late hours. Chrysler’s culture, on the other
hand, was based on a more consensual decision-making
structure, with relaxed, informal, and open cross-functional
teams. Smoking and alcohol were banned in its facilities and
hardly anyone stayed late. At Chrysler, top executives had
broader responsibilities, bigger salaries, larger staﬀs, and were
the only ones allowed to fly first-class.
The diﬀerent ways of thinking and behaving in these two
companies introduced a number of unanticipated problems
during the integration process. Within two years of the merger,
practically all top Chrysler leaders had quit or had been fired,
thus losing management’s expertise in mass car manufacturing,
one of the major reasons the companies merged in the first place.

Finally, in 2001, the company underwent a $3.9 billion in
restructuring costs, which could have been avoided if both
companies had given more thoughts to properly integrating two
diﬀerent organizational cultures.17

3.4 How organizational culture is learned
Employees “learn” an organization’s culture in a number of
ways. The most common of those are rituals, material symbols,
and stories and
language.
Rituals
Rituals are routine traditions and activities that bring
together various aspects of an organizational culture in a single
event.18 They create camaraderie and a sense of belonging
among employees, while also serving to teach employees
corporate values in order to create identification with the
organization.
All organizations have rituals—from the mundane (coﬀee
breaks, tea time) to major, less frequent events like annual
meetings and retirement parties.19 At colleges across the country,
students participate in orientation week activities or freshmen
convocations. They attend annual, recurring events and,
hopefully, will be at center stage of a ritual one May when they
attend graduation ceremonies.
Material symbols
A company’s building, the oﬃce floor plan, the art that
hangs on the walls, and its physical workspaces communicate
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important messages about its culture. Just like the architectural
remains of past civilizations, oﬃce buildings can be regarded as
symbols of what the culture stands for. Imagine people in the 22nd
century with no knowledge of Apple, and how they would
perceive the company’s culture when they saw its spaceship-like
new campus? Assumptions would range from the company
being avant-garde, sleek, ahead of its time, and innovative, and
that is exactly the culture the company wants to portray.
A building’s interior, layout, and architecture tell something
about the social structure and social relationships of its
inhabitants as well. In a highly centralized and hierarchical
structure you would likely see large corner oﬃces followed by
smaller oﬃces and cubicles. In younger, innovative, and organic
organizations, oﬃce design reflects how digital work actually
happens. Therefore, workspaces are highly networked, shared,
and multipurpose. The general conditions of a company’s
entrance and reception area, from the standpoint of a visitor,
client, or job candidate, represent the first impression, provide
clues about the company, and if not paid attention to, may lead
to misinterpretations and unwanted notions of what the company
is not.
Internal workplace design can also be used to convey a
message to its own users as they act as a mnemonic or prompter
for desired behavior and working processes. If, for example, the
company wants to encourage collaboration and innovation, then
more open spaces sprinkled with temporary private rooms and
small conference rooms should be considered.
When visitors walk into Nike World Headquarters in
Beaverton, Oregon, they witness first-hand some of the unique
characteristics of its culture. From the beginning, the buildings
were named for sports figures who had played key roles in Nike's

success. Nike co-founder Phil Knight wanted the headquarters to
look and feel more like a college campus than a corporate
setting, with tree-shaded pathways between buildings, research
labs, sports facilities and fitness centers, common areas for
eating and socializing, and plenty of space for play. All of the
buildings have a museum-quality on their entry levels, with pieces
of athlete memorabilia as well as theaters and general meeting
rooms for thousands of people. Today, the campus has 22
buildings and about 44,000 are employed by Nike worldwide.
Likewise, the company’s European headquarters in the
Netherlands weave green spaces, sustainable materials, and
sporty elements into its own unique identity.20
Physical layout is also important when the company
changes its culture to reflect new growth plans. When Microsoft
opened its corporate campus in Washington in the late 1980s,
employees believed that software projects were better done
behind doors, and the oﬃce design reflected. But the company is
very diﬀerent today as it no longer just a software company but
one that has acquired a diverse range of products and services.
Many of the 100 buildings on their campus, originally
designed for a less flexible, oﬃce-centric work environment, are
being remodeled with shared workspaces, dedicated
collaboration spaces with giant display screens, and interactive,
curved white boards with lounges on every floor. Shared areas
also feature climbing walls, game tables, or slides to get creative
juices flowing. Diﬀerent kinds of space for diﬀerent types of
activities is the basic tenet. Game developers may want a single
shared space, for example, while Windows programmers may
need more private space.21
Another type of material symbol is a company’s dress code.
Some conservative or older firms expect their employees to wear
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professional attire and suits, which is often the case in many legal
and financial organizations. Other younger and/or less formal
organizations encourage their employees to dress casually. Such
is the case of Silicon Valley-type organizations, start-ups, or
those on the artistic side of business. In fact, one of the ten
things that Google oﬀers, as discussed in Chapter 2, is the idea
that employees can achieve great things without wearing a suit.
Stories & language
Another way in which organizations communicate their
culture to new employees are through the skillful use of stories.
Telling and listening to stories are ancient means of passing on
wisdom and culture. A story can highlight a critical event an
organization has faced, and the organization’s response to it or a
heroic eﬀort of a single employee illustrates the company’s
values. Simple stories can be an eﬀective source of inspiration
and a way to communicate complex knowledge about values,
norms, and solutions to diﬃcult problems. They serve as a
teaching moment and can influence employees decisions and
behavior. The stories usually inspire, energize, and engage
employees’ emotions while generating identification with the
company or the heroes of the tale.22
Steve Jobs was fond of talking about how a calligraphy
class at Reed College in Oregon from a Trappist monk influenced
his sense of spirituality and esthetic that most computer
aficionados at the time lacked. At Stanford’s 2005 graduation,
Jobs commencement stated that “Reed College at that time
oﬀered perhaps the best calligraphy instruction in the
country....Throughout the campus every poster, every label on
every drawer, was beautifully hand calligraphed…I learned about
serif and sans serif typefaces, about varying the amount of space
between diﬀerent letter combinations, about what makes great

typography great. It was beautiful, historical, artistically subtle in
a way that science can’t capture.”23
Lynn University also has its own storytelling tradition
celebrated with a canoe race, a picnic, and a festival during the
annual Founders Day. This tradition provides an opportunity to
reflect on and commemorate the
campus’s evolution from Marymount
College to the College of Boca Raton
to today’s Lynn University. Former
President Donald Ross retells the
early days when he and his wife
came from Wilmington College in
Delaware to visit the library of the
struggling two-year, Catholic
women’s college. He remembers
driving up and seeing students with
cups in hand seeking donations to
save their college. Dr. Ross and his
wife never left, and in 1974 the
institution was renamed the College
of Boca Raton.27
Language, in the form of jargon,
acronyms, and buzzwords, is
another way to identify an
organization’s culture and sets its
employees apart from outsiders. As
a student, you are by now familiar
with BUS 270, or know what DSS,
DSL, DBR, and DJC stand for, and
even you use your own jargon when
texting such as OMG, 2moro, BRB,
BTW, ILY, or LMAO.

Photo credits: Lynn University

35

Organizational Culture at Google
Google is one
of the bestknown and
most admired
companies
around the
world, having
been named
one of the best
places to work
several times. It is one of the most innovative companies,
as well, and one of the top valuable brands. What began
in 1996 as a project by two Stanford University students
—Larry Page and Sergey Brin—has become the most
frequently used search engine on the Internet with 3.5
billion searches per day in 2014. It is also the home of
other innovative applications such as Google Glass,
Google Earth, Google Maps, and Picasa. Google has
grown from ten employees working in a garage in Palo
Alto to 49,829 employees operating around the world as
of March 31, 2014. Their success is due largely to its
unique organizational culture that remains true to its
founding philosophy. Google realizes that its strength
comes from its ‘small company’ values that emphasize
risk-taking, agility, and cooperation.
Going back to its mission and values
Google strives to operate based on solid principles
that can be traced back to its founders. Its mission
statement summarizes its commitment to end-user

R EVIEW 3.1 Please assess yourself with this quiz.
Question 1 of 4
Which of the following phrases best
characterizes the culture of an organization?

A.

Our oﬃcial code of conduct

B.

How things are done around here

C.

The most eﬃcient way to do things

D.

Guidelines for where this organization is
going

Check Answer
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C HAPTER 4

Corporate Social Responsibility
“We know that the profitable growth of our company depends on the
economic, environmental, and social sustainability of our communities
across the world. And we know it is in our best interests to contribute to
the sustainability of those communities.”
—Travis Engen, CEO of Alcan

“Business is good because it creates value, it is ethical
because it is based on voluntary exchange, it is noble
because it can elevate our existence, and it is heroic
because it lifts people out of poverty and creates
prosperity.”
—John Mackey, cofounder of Whole Foods

Learning Objectives:
Upon completion of studying this chapter, Corporate
Social Responsibility, learners should be able to:
• Classify an article’s content as to advocate for either
the shareholders, stakeholders, or the socioeconomic
views on corporate social responsibility.
• Describe a company’s social responsibility actions as
presented in its websites, literature, or current news,
and evaluate them based upon shared value strategies.

“Just as people cannot live without eating, so a business
cannot live without profits. But most people don’t live to
eat, and neither must businesses live just to make
profits.”
—John Mackey, cofounder of Whole Foods

Chapter sections
4.1 Views on corporate social
responsibility
4.2 Shared value organizations
4.3 Diversity & inclusion

Whole Foods, Canada. Photo credit.

Some people believe that the capitalist system is under
siege, not so much because of its basic tenets but the corruption
of them. With the advent of the Internet and social media, people
are becoming more aware of deep and latent social issues, like
the eﬀect of water shortage, poverty, depletion of natural
resources, and issues like food waste existing in some countries
while extreme hunger exists in others. These issues have begun
to seriously bring into question what large and small corporations
are doing to help solve some of these issues they have
contributed to causing. Is not that companies have entirely
caused them, but that companies have failed to use their
powerful resources in the pursuit of solutions to them. After all,
companies function within society, and society is run by the
people who live within it—the very customers whose perceptions
about the company matter. Corporate social responsibility is born
from that interaction between businesses and society at large.
Corporate social responsibility (CSR) is the conduct of a
business in a manner that it is economically profitable, lawabiding, ethical, and socially supported. CSR is composed of four
parts: economic, legal, ethical, and voluntary (or philanthropic).
Thus, a company should strive to make a profit, obey the law, be
ethical, and be a good corporate citizen.1 Let us now look at three
diﬀerent views on the topic.

4.1 Views of CSR
The shareholder’s view
The shareholders’ view follows Milton Friedman’s position
from the 1970s that stressed that businesses’ only social
responsibilities were to increase profits and obey the law. He

opined that managers’ primary responsibility was to operate the
business in the best interests of the stockholders, whose primary
concern is financial productivity. He wrote:
“There is one and only one social responsibility of business
—to use its resources and engage in activities designed to
increase its profits so long as it stays within the rules of the
game, which is to say, engages in open and free competition
without deception or fraud.”2
For many, this was irresistibly clear: One need only focus on
owners’ interest. The logic of this view goes as follows:
1. Firms engage in social actions because of their obligation to
meet certain economic and legal responsibilities, but this is
where it stops. Why? because if managers decide to spend
their organization’s resources for social good, they add to the
costs of doing business and are, in eﬀect, imposing a tax on
their shareholders. Consequently, they are not fulfilling their
fiduciary duty to act in the shareholders’ interest. If the
fundamental purpose of business is profit-making, then
companies are “obligated” and “expected” to, under the law
(as opposed to morality), do whatever is necessary to earn
money and reward the shareholders. If they do not do so, they
have not done their job well.
2. Social issues aﬀect society in general, so individual businesses
should not be expected to solve these problems. They are
expected to solve business problems only.
3. Conducting business as usual is a suﬃcient social benefit.
Businesses contribute to society by making a profit, which
supports employment, wages, purchases, investments, and
taxes.
38

The shortcoming of this approach becomes evident in its
narrow focus on the economic and legal aspect of CSR.
Incentives to maximize shareholder value push managers toward
decisions that pay oﬀ in the short-term, but that are devastating
to the long-term viability of firms. Companies following this view
are perceived to be prospering at the expense of the broader
community, in eﬀect imposing a tax on every one. How is that
so? Corporations create side eﬀects or externalities, and if they
are not responsible for those side eﬀects, the whole free market
system breaks down. Some examples are:3

Food-industry leaders, for instance, are being forced to the
forefront of the revolution by a legion of newly committed
consumers who are taking their dollars to smaller companies
more aligned with their values. The shift in tastes—towards
organic, natural, chemical- and cruelty-free products—is likely
inexorable and permanent, and shareholders are putting pressure
on boards and executives to invest in meaningful change that will
bolster their companies’ reputations as good stewards, while
actually lessening their negative impacts on the environment,
communities, and animals.4

• The practice of factory farms using antibiotics for their own gain
(faster growth of animals to bring to market), resulting in strains
of antibiotic-resistant bacteria that have become a public
nuisance

PricewaterhouseCoopers conducted a study in May 2014
and found that 80% of investors polled said they considered
issues of sustainability when evaluating investments over the
preceding year. Most investors now anticipate that consideration
of these concepts will, at least in some aspect, play a part in the
investment decision-making process. In the last 12 months, 82%
considered climate change and/or resource scarcity in future
investment decisions, while 79% of investors considered social
responsibility and/or good citizenship, and these issues will
continue to factor into investors’ future decision-making, with
87% expecting to consider climate change and/or resource
scarcity over the next three years, and 84% of investors
expecting to do the same for social responsibility and/or good
citizenship.5

• Pesticide use that is killing honeybees and causing a decline in
pollination for other farmers
• Coal plants that produce mercury emissions that result in birth
defects and respiratory ailments
These incidents, and others like corporate corruption and
greed, high executive compensation, and financial scandals,
tremendously shake the confidence of the people in the
economic system. This view may have been popular in the last
three decades, but it is beginning to change in part because
investors feel more in harmony with those companies that
institute better social practices, and also because consumer
awareness is demanding it. The trend is one that has swept most
of the world’s largest multinational corporations in recent years.

The stakeholder’s view
This view argues that firms should be socially responsive to
their stakeholders—clients, consumers, suppliers, employees,
shareholders, etc.—in order to satisfy their behavioral norms and
values. This model integrates business and society rather than
separating one from the other. The argument for considering
more than “just the profit” is that being socially responsible
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enables and enhances long-term success of business
organizations. If employees are treated fairly, managers maximize
human capital and their contributions to the company.
Customers, as stakeholders, become the new center of the
capitalism universe. If consumers demand more organic food,
and the company is willing to oﬀer those products, more sales
will be realized. If firms serve customers well, benefits for
shareholders and the community follow.
Managers, therefore, respond to popular social needs while
making practical, market-oriented decisions about their actions.
This view’s motto is “doing good is good business,” especially if
doing good will enhance community relations, contribute to a
favorable public image, and increase long-term profits.
What are some ways organizations can demonstrate this
good? It depends on the needs of the customer base, the local
community, and even the country at large. Being good can range
from providing healthier food to targeting zero waste to caring for
the general wellness of the local community to ensuring a
sustainable physical and social environment. The point is to make
a positive social impact.
Consider the market for healthier food. Fast food outlets
have profited by expanding their oﬀerings to include salads,
Greek yogurt, and smoothies designed to appeal to healthconscious consumers. Others have removed artificial coloring
and synthetic ingredients from their products due to health
concerns. The growing need for major food companies to take
meaningful action to improve their environmental policies,
provide healthy options, and ensure they are not exploiting
workers to retain their marketshare represents a fundamental
cultural shift. It will only accelerate in coming years due to the
influence of social media and grassroots campaigns that can

expose and spread allegations of corporate malfeasance or
oversight with remarkable speed.6
Major food companies are increasingly making big moves
aimed at proving their good corporate citizenship to consumers
who demand more transparency, responsibility, and benevolence
from the firms that produce and sell their food. Nestle SA has
imposed an extensive regime of strict animal welfare safeguards
on its 7,300 meat, poultry, egg, and dairy suppliers; cereal giant
Kellogg Co. requires its vast international network of suppliers to
permanently reduce their greenhouse gas emissions; and
Walmart and Target have added extensive new lines of organic
products to their stores’ shelves.7
Walmart is a particularly good example. Its CSR policy
encompasses three goals: (1) to be fully supplied by renewable
energy, (2) to create zero waste, and (3) to sell products that
sustain people and the environment—these are aggressive
sustainability targets that will ultimately save the company a great
deal of money.8 The company has also set guidelines for the
conditions in which animals are raised and the message is clear:
Use fewer antibiotics in animals and treat them humanely.9
Those corporations that are B-certified, like Seventh
Generation, Pura Vida, King Arthur Flour, etc., are integrating
CSR concerns into normal business practices, and in doing so,
may hold the key for how large, publicly traded firms ought to
reset their corporate vision and objectives.10
It is not just consumers as stakeholders who are drawn to
businesses with a strong CSR strategies. Today’s top employees
want to work for companies that are making a diﬀerence. A
survey by nonprofit organization Net Impact found that 53% of
workers said that “a job where I can make an impact” was
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important to their happiness, and 72% of students about to enter
the workforce agreed—most would even take a pay cut to
achieve that goal and stated that they want a sense of pride and
fulfillment from their work, a purpose, and more importantly, a
company whose values match their own.11
Research from the Cone Millennial Cause study found that
80% of a sample of 1,800 13-25-year-olds wanted to work for a
company that cares about how it impacts and contributes to
society; more than half said they would refuse to work for an
irresponsible corporation—the significance of that is, by 2020,
Millennials will be 50% of the workforce.12
The socioeconomic view
This view expresses the belief that a truly socially
responsible organization goes beyond what it is obligated to do
(the shareholder’s view) or chooses to do because of some
popular social need (the stakeholder’s view), and instead acts in
ways that are good for society while simultaneously advancing
corporate policies and practices that enhance the
competitiveness of the company to make a profit.
This approach epitomizes the motto of “profits and
prosperity” because it guarantees dual benefit for the business as
well as society. A business needs a successful community not
only to create demand for its products but also to provide critical
public assets and a supportive environment. Social deficits,
represented in poverty, hunger, and diseases, create economic
costs. These external conditions shape internal company
productivity that aﬀect the company’s sustainability over the
long-term. A community needs successful businesses to provide
jobs and wealth creation opportunities for its people. Thus,
healthy businesses need a healthy community and vice versa.

Meeting the challenges of social needs represents the largest
market opportunity.
For many businesses, their social actions are better viewed
as socially responsive rather than socially responsible. However,
such actions are still good for society. The diﬀerence between
these two approaches—stakeholders view and socio-economic
views—lies in the level of commitment and the authenticity of
intentions. Socially responsible companies’ altruistic values are
more ingrained in their organizational cultures and long-term
strategies. Their missions and visions have been redefined to
create economic value in a way that also addresses societal
needs and challenges. Societal issues are at the core of what the
company does, and not at the periphery. Businesses acting as
businesses—not as charitable givers—are arguably the most
powerful force for addressing many pressing issues facing our
society. As a result, a socially responsible company becomes
more sustainable as it integrates economic, environmental,
social, and ethical criteria into strategy and management to
create long-term shareholder value.
Take Starbucks as an example of such a company. Since
2001, it has been producing annual reports of how it contributes
to the prosperity of its employees, the community, and the
environment. In the 2016 report, it described its commitment to
oﬀer high-quality, ethically purchased, and responsibly produced
products; investing in paths to opportunities through education,
training, and employment; minimizing its environmental footprint
and inspiring others to do the same; and oﬀering a place for civic
engagement.13
This commitment is widely visible often in spontaneous,
bottom-up eﬀorts and initiatives. In its headquarters, one can see
blackboards and posters touting the number of volunteer hours a
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particular team of employee volunteers has achieved on a
particular project, or the current level of the Partner Cup Fund—
an employee initiative whose value is in financially helping
partners in need.14

sustainability, (2) linking sustainability activities with performance
metrics, and (3) becoming more collaborative not only with
customers and suppliers but also with local communities, NGOs,
and competitors.

At a Annual Shareholder’s Meeting in Seattle in April of
2016, then-CEO of Starbucks, Howard Schultz, declared “[w]e
are a performance-based company driven through the lens of
humanity...Some people say social responsibility isn’t our job;
that our only job is to try to make a profit. I reject that! I can tell
you with much proof that it is accretive to shareholder value. “15

The authors of the report conclude that sustainable
business practices have gained so much traction across
industries and geographies that sustainability is nearing a tipping
point—the point at which a substantial portion of companies are
seeing the need for sustainability and deriving financial benefits
from related activities.16

Sustainability on the rise in corporate
agendas

“What’s happening now is really a
redefinition of the boundaries of capitalism,
creating shared value is the next stage of
evolution in the sophistication of the
capitalist model.”

4.2 Shared value organizations

Expanding on the last view discussed
Findings from a study on
in the previous section, Michael Porter
sustainability and innovation by the MIT
and Mark Kramer, in their landmark
Sloan Management Review and the
article, “Creating Shared Value,” have
Boston Consulting Group revealed that
Professor Michael E. Porter, Harvard Business School
coined a new term to describe those
sustainability has a permanent place on
companies fully committed to creating
70% of management agendas—the
shared value by using their core
majority of the 3,000 respondents to the
capabilities in ways that contribute to both social progress and
study also mentioned that sustainability activities are adding to
economic success. Driving economic success, and at the same
profits, with companies making changes to their organizational
time creating social values, is not only a responsibility but also an
structure and business models in order to support more
opportunity to rethink the way of doing business and driving
16
sustainable business practices.
sustainable economic growth. They believe that the betterment of
our society is not a job to be left to a few, but is a responsibility to
The resulting snapshot of sustainability-related practices
be shared by all.17 Corporate success and social contribution are
oﬀers a glimpse inside a worldwide phenomenon that is aﬀecting
interdependent, and the same passion, energy, and culture of
a broad spectrum of activities: from what consumers eat and
innovation that makes a successful company can also be used to
wear to how businesses select supply chain partners. The
make a profound and positive social impact in the world.
findings identify three major lessons that businesses can learn
from: (1) creating organizational structures that support
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Figure 4-1

The three levels that companies pursue shared value
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In recent years, the sharp dividing line between business and
society has begun to blur. Most advanced companies have
started looking at social engagement though an entirely diﬀerent
lens. Shared value holds the key to unlocking the next wave of
business innovation and growth based on the right kind of profits
—profits that create societal benefits rather than diminish them.
Rather than seeing business and society in opposition, they
recognize the enormous potential of business to contribute to
social progress. At the same time, they understand that firms
depend on healthy and well-functioning societies to thrive.17

Much like any business strategy, shared value
strategies are unique and tailored to an individual company.
Companies can pursue shared value opportunities on three
levels: (1) re-conceiving products and markets, (2) redefining
productivity in the value chain, and (3) enabling cluster
development. The shared value opportunities at each level will
diﬀer by industry, company, and geography, depending on how a
company’s particular business and strategy intersect with social
issues.17
Creating shared value from re-conceiving products and
markets focuses on revenue growth, marketshare, and
profitability that arise from the environmental, social, or economic
development benefits delivered by a company’s products and
services.
Companies can meet social needs while better serving
existing markets, accessing new ones, or lowering costs through
innovation. Hewlett-Packard (HP), for example, has identified a
new concept—social innovation—by developing a range of
technological solutions to pressing problems in health. HP has
worked with an African social enterprise, Pedigree, to develop a
system based on cloud computing and mobile technologies to
tackle counterfeit drugs which are responsible for an estimated
700,000 deaths globally each year. The solution is a proprietary
secure-printing technology to create labels that are diﬃcult to
fake. Consumers can text a free number in order to check that
the drugs are genuine. The service has been rolled out in Nigeria
and Ghana, where more than 40% of antimalarial drugs are
counterfeit.

43

Creating shared value from enabling local cluster
The Nestlé milk district model
The Nestlé experience in assisting farmers, creating
milk districts, and dairy industries is evident in over 30
countries. The centers feature micro-finance loans,
prompt payment to farmers, quality and safety controls,
electronic weighing equipment, and cooling tanks. In
addition, there is free technical and animal husbandry
support as well as veterinary services to improve milk
quality.
Here are samples of some of the community benefits
of Nestlé’s milk districts:
• China: Nearly 24,000 farmers in Heilongjiang, in the
northeast region of China, deliver their fresh milk to 78
milk collection centers. Nestlé invests nearly $200
million a year into the local economy through milk
Jain Irrigation’s low-cost, drip-irrigation systems stand to
make
a significantNestlé
impact
water
eﬃciency
is of
theagricultural
third largest
buyer
of milk inin
• Colombia:
emerging markets like India as well as in more developed
markets like California. Likewise, General Electric (GE), through
its Healthymagination program, is investing $6 billion to improve
health care access and aﬀordability. GE aims to develop 100 new
products that advance these goals.18
shared
from redefining
productivity
India: The
Nestlévalue
milk-processing
factory
in Moga,in the
• Creating
value chain focuses on improvements in internal operations that
improve countries around the world. Nestlé’s proven and
systematic approach is able to contribute to poverty reduction
and improved nutrition on a wide-scale. Read Nestlé’s milk
district model in the following scrolling text box:

Development derives from improving the external
environment of the company through community investments
and strengthening local suppliers, local institutions, and local
infrastructure in ways that also enhance business productivity.
Anglo American’s small- and medium-size enterprise investment
fund, Anglo Zimele, is an example of a company strengthening
local clusters.
As of 2010, the fund invested in 509 businesses around its
South African mining operations, which collectively employed
9,514 people with annual revenues of $215 million. The local
community benefits from the economic development, while Anglo
American also benefits through easier, reliable, and cheaper
access to high-quality local suppliers.
Cisco’s Networking Academy initiative is another example.
Over the last 12 years, the company has established nearly
10,000 training academies for network administrators and
developers in 165 countries with an emphasis on reaching underserved communities.19 Cisco spurs economic development in
thousands of communities as it adds skills to the local workforce,
thereby increasing its recruiting bases and the attractiveness of
those areas as business locations. For trained students, the
experience can lead to life changing improvements in their
standard of living.
Traditional approaches have tended to view corporate
eﬀorts to engage with social issues as functionally separate from
core operations. Companies that share this perspective may
recognize the necessity of acting on social issues and see value
in broadly aligning that action with the goals and philosophy of
the business. However, their activities typically consist of stand44

Figure 4-2 Based on Porter, M. and Kramer, M.R. “Creating Shared Value,” Harvard Business Review, January-February 2011.

Products
and
Markets

Value
Chain

Cluster
Development

Reconceiving products and markets; Targeting unmet needs.
Business Results: Increased revenue, market share, and profitability.
Social Results: Improved education, patient care, nutrition; reduced carbon footprint.

Redefining productivity in the value chain. Better management of internal operations.
Business Results: Improved productivity, quality; secured supply; reduced costs.
Social Results: reduced energy use, water, raw materials; improved job skills, income.

Enabling cluster development, changing societal conditions outside the company.
Business Results: Improved distribution infrastructure, workforce access, profitability.
Social Results: Improved education, job creation, health, employee incomes.

alone programs managed by a specialist team that is often
focused on externally defined priorities. Corporate goals are
defined primarily in terms of changes in internal and external
reputation, whether among pressure groups, potential recruits, or
current employees.
Creating shared value demands, on the other hand, results
in a diﬀerent set of assumptions. Social engagement is treated as
a long-term investment that is intrinsic to business success,
similar to research and development. Instead of reacting to
external pressure, companies define their own priorities, based

on a clear understanding of their business goals, their corporate
impact on society, and the eﬀect of social issues on their
competitiveness. Reputation and employee engagement are still
important, but they are a consequence of a company’s eﬀorts
rather than the principal driver. Action is embedded in and
coordinated throughout the entire business as opposed to being
conducted through isolated initiatives. Managers across the firm
are accountable for progress. Moving a corporation toward a
shared value approach, then, is likely to require a thoroughgoing
change process. The details of this process will diﬀer for each
firm depending on its goals, context, history, and culture.
Nevertheless, it is possible to identify three common lessons for
companies that want to take this step.20
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1. Companies should work inside out and top-down, identifying
their relationship with society and systematically building that
into its corporate DNA through vision and directions.
2. It takes time to embed a shared value approach. Creating
shared value is a multi-year process that requires energy,
tenacity, and patience. Nestlé, for example, started to fully
integrate share-value strategies into its operations in 2004.
3. The process requires change managers more than program
managers. The primary emphasis is on facilitation and a new
skill set: managers as brokers and coordinators.

Unilever Project Shakti
Hindustan Unilever’s Project Shakti became the
model to reach out to rural consumers in developing and
emerging markets, and enabled the company to tap into
an opportunity at the bottom of the pyramid. The project
is being customized and adapted in several Southeast
Asian, African, and Latin American markets like
Bangladesh, Sri Lanka, and Vietnam. In Bangladesh and
Sri Lanka, it is being promoted as project Joyeeta and
Every year, Fortune Magazine publishes the “Change
the World” list, which recognizes 50 companies
making important social or environmental impact
through their corporate strategies. Do a search online
to find out who is on the list this year.

4.3 Diversity & inclusion
Diversity
The beauty of diversity and inclusion is that they have fluid
definitions. It is perspective-based, and within business
organizations, diversity and inclusion can be defined by the
leaders. For some leaders, diversity represents a variety of races
or ethnicities. By contrast, others look at diversity through the
lens of skillset.
Diversity parallels human evolution, and includes a variety of
races, ethnicities, genders, and practices. Pre-globalization, there
was a lack of travel and cross-cultural communication associated
with conducting business. Therefore, there was little focus on
diversity compared to today’s Information Age.
As globalization evolved and businesses expanded, the
definition and implementation of diversity in the workplace
similarly changed. Diversity is the source of new ideas,
innovations, skills, and products/services. Cultural diversity grew
exponentially alongside globalization, value chain, and supply
chain management, marking its roots in the world of business.
Simply put, cultural diversity embraces all ethnicities, cultural
practices, religions, values, genders, sexual orientations, and
geographic locations.
Monoculture: the practice of promoting one group,
identity, or cultural practice
President Truman’s administration marked a milestone for
diversity in the United States by signing Executive order 9981,
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also known as the first diversity initiative in the workplace, in
1948.21 This legislation opened new doors for businesses to
include all groups, minorities, and identities. The next benchmark
for diversity in the United States was the Civil Rights Act of 1964.
The law prohibits discrimination based on race, color, religion,
sex, or national origin. Provisions of the Civil Rights Act forbid
discrimination based on sex and race in hiring, promoting, and
firing. The act prohibits discrimination in public accommodations
and federally-funded programs, and also strengthened the
enforcement of voting rights and the desegregation of schools.22
Diversity has continued to evolve around the globe, with
varying levels of workplace acceptance and denial. Although
embracing workplace diversity is not a required by law in most
countries, businesses make a conscious eﬀort as a form of
accepting globalization.
Workplace benefits of diversity
Diversity has several benefits in the workplace:
1.

New perspectives

2.

Encourages creativity

3.

Increases productivity

4.

Improves brand value

5.

Understands global markets

6.

Inspires marketing and advertising

7.

Better financial returns

8.

Lucrative organizational culture

Today, diversity should be an obvious choice for organizations,
but that is not always the case. Many successful businesses still
struggle to address diversity across the entirety of the organization.
Lack of vision or simply not understanding the value of diversity
contributes to these organizations’ slow rates of acceptance. For
example, in 2013:
• Berkshire Hathaway had no women or minorities in its C-Suite;
• Simon Property Group, the company synonymous with Simon Malls,
had no women serving as top executives and no record of oﬀering
diversity programs; and
• eBay had no women or minorities serving as top executives.23
Since being publicly criticized, all three companies have
addressed their respective lack of diversity by embracing female
executives, minority representation throughout ranks, and
incorporating diversity programs.
Walmart Inc. is also no stranger to a lack of diversity in its
organizational structure. Store employees were denied promotion to
oﬃcer ranks based on race; the company did not have Black
American oﬃcers in its upper-management block; and Walmart’s no
diversity approach quickly backfired, forcing the company to shuﬄe
its hiring strategies.24
However, while one side of the diversity spectrum may look
grim, the other end looks hopeful. A survey examining diversity across
the workforce conducted on over 60,000 employees in the United
States found SAP, a German-based software company, as first in
workplace diversity.25
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Inclusion
Inclusion and diversity are sometimes mistakenly
used interchangeably. Though both coexist in the
workplace, each has a its own definition. Inclusion is a
philosophy in an organization wherein each employee is
treated fairly and equally, has equal opportunity, and
access to resources. Inclusion is important because
when employees are satisfied with an organization, they
tend to perform positively, productively, and remain
with organizations for longer times. Inclusion is
mutually beneficial to employee and employer.
An example of inclusion in the classroom is when
the professor gives equal opportunity for all students to
(1) share their thoughts and opinions, (2) access all
learning materials, and (3) give or create opportunities
through discussions or conference presentations. Any
professor exercising bias is not being inclusive.
On a global scale, Australia serves as a good
example. The country boasts a population of more than
25 million representing over 200 countries with
residents speaking 260 languages—in fact, 50% of
Australian residents were either born overseas or have
foreign-born parents.26 According to the Australian
Bureau of Statistics, the Diversity Council of Australia
assessed the country as being an inclusive employer,
with a workforce consisting of the following:27
1.

49.9% female

2.

81% access flexible working arrangement
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3.

25.7% below the age of 30

4.

6.4% identify as having a disability

5.

1.4% identify as Aboriginal or Torres Strait Islander

An example of an inclusive company is Natura & Co Holding
SA, a Brazilian cosmetics company. The company boasts the
following figures and goals:
1.

Gender balance: from 35% of women on board/senior team
to 50% by 2025

2.

Equitable pay, closing the gender gap by 2025

3.

Work towards 30% inclusion, in management, of underrepresented groups: racial or ethnic, sexual diversity and
gender identity (LGBTI), socioeconomically disadvantaged,
physical or mental disability

4.

2.

Engage: Leaders must engage their employees, both
professionally and ethically at the workplace. Building
trustworthy relationships will foster a positive working
environment and project results.

3.

Encourage: An organization must eﬀectively work on
encouraging its employees, irrespective of their designation.
Encouragement can be practiced through incentives,
positive reinforcement, transparency in expectations and
resource allocation, and weekly goals and meetings to
discuss the outcomes.

For organizations looking to address or further their
inclusion measures, the Society for Human Resource
Management recommends the following strategies:
1.

Form an inclusion council: In simple terms, an inclusion
council is a taskforce or a group of employees that create a
framework for inclusion in the organization. For example, at
Lynn University, the Student Involvement team works on
educating and promoting inclusion on campus through
various events, programs, and workshops.

2.

Educate leaders: HRM teams cultivate strategies,
techniques, and tools to make organizational leadership
more aware of inclusivity, for example, by providing and
supports leadership with the tools necessary to embrace
inclusion through training and hiring practices.

3.

Celebrate employee diﬀerences: Leadership must be
open-minded about worldly perspectives through the lenses
of employees, and celebrate these distinctions. For example,
inclusion is organic at Lynn University because of the vast
diversity of nationalities represented by its student body,

Living wage (or above) for all by 202328

Strategies of inclusion
Inclusion is a movement initiated by company leadership or the
organizational human resource management (HRM) team. With
the uniqueness and variety of employees and skill sets, inclusion
does not have a cookie-cutter strategy. However, the three critical
pillars of inclusion are: (1) educate, (2) engage, and (3) encourage.
1.

Educate: HRM should take the initiative to educate the
leaders to be proactively inclusive. Focusing on the value of
mentoring, transparent and open communication is vital for a
leader to be successful with teams.
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faculty, and staﬀ. Each spring, the university holds its
Celebration of Nations week, showcasing inclusion on
campus through a series of events.
4.

5.

Listen to employees: Inclusion comes from attention to
detail and actively listening to employees. Weekly meetings
with employees to discuss and understand needs and
viewpoints can help improve the workplace. For example, at
Lynn University, the dean of the College of Business and
Management conducts regular check-ins with faculty,
augmenting casual conversation as a means of
understanding worker needs.
Hold more eﬀective meetings, communicate goals, and
measure progress: Doing so communicates goals and
measures progress. Leadership must communicate with
transparency, clarity, and responsibly with all team members
and stakeholders. For example, at Lynn University deans
update faculty and staﬀ about the ongoing projects and
expectations in monthly council meetings while also
explaining the accountability of each team member towards
project aims.29

Diversity & inclusion
Diversity and inclusion might not be genuinely applied in an
organization, despite that organization touting its eﬀorts.
According to a study conducted in Italy, the three factors to
introduce diversity and inclusion policies eﬀectively are: (1) legal
pressure, (2) ethical reasons, and (3) financing.30 In the long run,
implementing diversity and inclusion might be more beneficial for
business growth.

Due to the nature of businesses and their consumer bases,
inclusion and diversity are organic for some companies,
becoming interwoven with strategy, mission, vision, and values.
One classic example of this is the Emirates, the largest airline and
flag carrier of the United Arab Emirates. Emirates boasts a
culturally diverse workforce that delivers award-winning services
to its customers across six continents.31 The company, which
flies to 157 destinations with 59,519 employees from 172
nationalities, employs flight crew diversity wherein crew members
are selected based on flights’ destinations to support passengers
by speaking their native language.32
A Forbes Insights survey of more than 300 senior executives
—32% who served in HRM or talent management—found
companies’ diversity and inclusion priorities include the following:
33

• 65% recruit diverse employees
• 44% retention of diverse talent
• 35% ensure diversity in the workplace
• 29% develop a robust pipeline of diverse talent
• 28% manage cross-generational issues
There are no short cuts in successfully implementing inclusion
and diversity in a business. The most important aspect of making
a change is to have an open mind and embrace the diﬀerences to
create a positive, global impact. Empowering employees is the
future of businesses, and the best way to inspire innovation and
creativity is to open up the borders of the world.
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R EVIEW 4.1 R EVIEW 3.1 Please assess yourself with this
quiz.

Question 1 of 4
Blake Mycoskie, founder of TOMS shoes, puts his money
where his philosophy is. TOMS blends charity with commerce
in a unique way. For each pair of shoes that TOMS sells, one
pair is donated to a child who needs shoes. TOMS shows
that a company can be socially responsible and ethical, yet
still make a healthy profit. Which of the following best
summarizes his business philosophy?

A.

A business should be ethical but not
socially responsible.

B.

A business should be socially
responsible but not ethical.

C.

A business should be both ethical and socially
responsible.

D.

A business should not worry about
being either ethical or socially
responsible.

Check Answer
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C HAPTER 5

Chapter sections

Foundations of Planning

5.1 SWOT Analysis
5.2 Strategy formulation
5.2.1 Corporate strategy
5.2.2 Business unit or competitive strategy

Learning Objectives:
Upon completion of studying this chapter, Foundations of Planning,
learners should be able to:
• Describe the constraints and challenges facing managers in today’s
external environment
• Conduct a SWOT analysis for a company
• Apply concepts of environmental analysis and strategy formulation to
a company such as the one selected for your checkpoint assignment

“By failing to prepare, you are preparing to fail.”
—Benjamin Franklin
Financial Planning. Photo credit.

“You can't plow a field simply by turning it over in your mind.”
—Gordon B. Hinckley
“A good plan is like a road map: it shows the final destination and
usually the best way to get there.”
—H. Stanely Judd
“If we could first know where we are, and whither we are tending, we
could better judge what to do, and how to do it.”
—Abraham Lincoln

Recall from Chapter 1 that the field of management is an
ongoing process composed of four functions: (1) planning, (2)
organizing, (3) leading, and (4) controlling. The preceding three
chapters dealt with the planning function. This chapter will
continue the discussion in even greater detail.
Figure 5.1 shows the main components of planning at the
organizational level, which is also called strategic management
because it is done at the highest level of the company, as
opposed to the planning that goes on within a business unit, a
functional area, or even a committee.

Steps in Organizational Planning
Figure 5-1
HOW WE
WILL GET
THERE

External)Analysis)
Internal)Analysis)
SWOT)Analysis)

HOW WILL WE
KNOW WHEN
WE ARE
THERE

Strategy Formulation
- Corporate
- Competitive
- Functional
Goals & Plans

WHERE ARE
WE NOW

WHO ARE WE
AND WHERE
WE WANT TO
BE

Where are we now?
At this stage, managers are concerned with analyzing both
the external and internal environments, staying aware of general
conditions of the environments where the business operates, like
labor market conditions; awareness of competitors and how they
are performing; what the demographics the company serves are;
and the political, legal,
economic, and
technological trends
present.
Strategy Formulation

- Corporate
Doing an internal
- Competitive
- Functional
analysis is the second
Goals & Plans
part of finding out
where the company is,
External Analysis
and it provides
Internal Analysis
important information
SWOT Analysis
about an organization’s
specific resources,
Figure 5-2
capabilities, core
competencies, and
finally its competitive advantage(s). The combined external and
internal analyses are called the SWOT analysis because it is an
analysis of the organization’s strengths, weaknesses,
opportunities, and threats. This topic is to be discussed shortly.

How will we get there? How will we know when we are there?
Steps: Who are we? Where do we want to be?
These questions were discussed in the previous three
chapters. Specifically, they look at the mission, values,
organizational culture, and vision of the organization.

Once a picture of where the company stands becomes
clear, the formulation of appropriate strategies follows, which aids
in an organization achieving its goals. These strategies will be
based on exploiting strengths and opportunities, protecting the
firm from external threats, or correcting any weaknesses. The
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final step in the strategic management process is evaluating the
implementation of the strategies based on their eﬀectiveness.
5.1 SWOT Analysis
The SWOT analysis is the appraisal of the company’s
internal strengths, weaknesses, external opportunities, and
threats.
Strengths & weaknesses
Strengths refer to those resources that the firm has and
does well with, whereas weaknesses are those assets it does not
do well with or lacks. Again, the goal is to take advantage
of strengths and minimize the disadvantages posed by any
weaknesses.
Resources, capabilities, and core competencies
Some of the firm’s resources are tangible while others are
intangible. Tangible resources are assets that can be seen and
quantified such as personnel, machinery, computers and desks,
production equipment, manufacturing plants, cash, physical
buildings, and reports. In general, tangible resources can be
financial, organizational, physical, and technological. Intangible
resources, on the other hand, are not readily observed and are
therefore harder to analyze and duplicate by competitors, being
an important source of competitive advantage to a company.
Typically, they include assets that are rooted deeply in the firm’s
history and have accumulated over time. Intangible resources
can be classified into:
1. Human: the sharing of employees knowledge, talents, design
skills, trust, ability to envision the future, motivation, and
commitment

2. Innovation: research and development of new products and
services, unique ways people work together and combine
talents, and scientific capabilities
3. Reputation: perceived superior marketplace competence, the
degree the firm is held in high esteem, well known and
valuable brand name(s), social capital, and relationship(s) with
other organizations
A combination of both resources
could be a distribution facility, which is
assigned a monetary value on the
firm’s balance sheet under tangible
assets. The real value of the
facility, however, is grounded in a
variety of factors, such as its
proximity to raw materials and
customers, but also in
intangible factors, such as
the manner in which
workers integrate their
actions internally and with
other stakeholders, such as
suppliers and customers.1

Strategy Formulation
- Corporate
- Competitive
- Functional
Goals & Plans

Figure 5-3

Capabilities refer to the firm’s power
and ability to integrate and bind together tangible and intangible
resources over time through complex interactions that lead to
core competencies. Capabilities represent a distinctive, superior,
and sustainable way to allocate resources.
Dave Ulrich and Norm Smallwood assert that “[c]apabilities
—the collective skills, abilities, and expertise of an organization—
are the outcome of investment in staﬃng, training, compensation,
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communication and other human resources areas. They
represent the ways that people and resources are brought
together to accomplish work. They form the identity and
personality of the organization by defining what it is good at

doing and, in the end, what it is.”2
Examples of capabilities include Walmart’s eﬀective use of
the logistics management technique; Starbuck’s ability to
motivate, empower, and retain employees; Nordstrom’s eﬀective

SWOT Analysis: Internal Assessment of the Organization
Figure 5-4

Manufacturing
Eﬃciency?
Skilled Workforce?
Good Market Share?
Strong Financing?
Superior Reputation?

Possible New Markets?
Strong Economy?
Weak Market Rivals?
Emerging Technologies?
Growing of Existing
Markets?

Strengths
Threats

Outdated Facilities?
Obsolete
Technologies?
Weak Management?

New Competitors?
Shortage of Resources?
Changing Market Tastes?
New Regulations?
Substitute Products?

Weaknesses
Opportunities
55

customer service; Dyson’s development of sophisticated, small,
and powerful engines; Google’s creation of proprietary
algorithms to develop its search engines that, coupled with
talented and good pay, motivate its workforce; and IKEA’s design
of modern, DIY furniture at aﬀordable prices.
Finally, let us take a closer look at core competencies.
These are the combination of synergistic capabilities embedded
deep within a firm that allow it to diﬀerentiate its products and
services from those of its rivals. For example, what has made
Walmart so good at what it does? The unique combination of
logistic management techniques, sophisticated inventory
monitoring and control system, eﬃcient supplier relations,
economies of scale, and a low-cost value proposition have. Once
a company is able to identify and develop its core competencies,
then it must be sustained over time in order for it to become
competitively advantaged.
Why is McDonald’s so successful? It was able to capitalize
and implement a quick service restaurant experience at
competitive prices coupled with consistent, quality production of
food and use of raw materials. The important point here is that
strategy formulation—to be studied in the next section—is built
upon competitive advantages, and competitive advantages are
built upon core competencies.
Opportunities & threats
When appraising the external environment, the organization
will typically start with its general environment. But what does
this mean? The general environment is composed of dimensions
in the broader society that influence an industry and the firms
within it. Opportunities, or attractive factors, represent the
reasons for a business to exist and prosper. They should be

leveraged. Threats are risk factors beyond the firm’s control that
could impact the firm negatively. They should be managed or
eliminated. While there are many diﬀerent ways for a company to
study the general external environment, the primary tool is the
PESTEL analysis. PESTEL is an acronym that stands for political,
environmental, sociocultural, technological, economic, and legal
environments.
Political factors entail to what degree the government
intervenes in the economy in areas such as tax policy, labor law,
environmental law, trade restrictions, tariﬀs, and political stability.
Furthermore, governments have great influence on the health,
education, and infrastructure of a nation. Trade agreements
between nations are established to reduce trade restrictions. In
the case of the North America Trade Agreement (NAFTA),
companies and consumers in all three countries—Canada, the
United States, Mexico—mutually benefit. But if a company is in a
country very close to Mexico with similar climate and industries,
and is not part of a treaty with the United States, it would be
negatively impacted by NAFTA. Similarly, with renegotiations and
proposed changes to increase tariﬀs, those companies relying on
imports from Mexico—like Chipotle buying avocados, or Walmart
purchasing cheap t-shirts from maquiladoras—will be negatively
aﬀected. However, if we are discussing an avocado producer in
California, the changes would be welcome.
Environmental factors include ecological and
environmental aspects, such as weather, natural disaster, and
climate change, which have been increasingly important and may
particularly aﬀect industries like tourism, farming, and insurance.
The drought in California, for instance, which aﬀected the state
for the better part of a decade, hit the agriculture industry hard;
especially those in beekeeping and almond growing.3
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Furthermore, climate change concerns and the move toward
increasing sustainability are aﬀecting how companies operate
and the products that they oﬀer, both creating new markets and
diminishing existing ones. Chapter 4 discussed how
consumers are demanding that the products they buy
are sourced ethically, and this is further evidence of
that notion.
Socio-cultural factors relate,
for the most part, to
demographics and attitudes of
the population.
Demographics include
egal*
gender, age, ethnicity,
knowledge of languages,
disabilities, mobility, home
ownership, employment status,
religious belief or practice,
culture and tradition, living
standards, and income level.
Trends in social factors aﬀect
conomic*
the demand for a company’s
products and how that company
operates. These factors are of
particular interest to marketers who
need to understand consumers and what drives
them.

Poli(cal*

America, the use of robotics has increased productivity and
reduced factories’ need for human labor. General Motors
employs barely a third of the 600,000 workers it had in the 1970s,
yet it churns out more cars and trucks than ever; similarly,
265,000 jobs have been lost in the production of primary
metals—a 42% plunge at a time when such production in the
U.S. has surged to 38%.4

L

Economic factors include economic
growth, interest rates, exchange rates,
inflation rate, disposable income of
consumers, and so on. These
factors have major impacts on how
nvironmental*
businesses operate and make
decisions. For example, interest rates
aﬀect a firm’s cost of capital and
therefore aﬀect what extent a business
grows and expands. Exchange rates
aﬀect the costs of exporting goods
and the supply and demand of
imported goods in an economy.
ocial*

E
Organiza(on*

S

E

Legal factors include discrimination
law, consumer law, antitrust law,
intellectual property law, contract law, and
echnological*
health and safety law. Laws and regulations—from a
marketing perspective—aﬀect how a product is priced,
promoted, and labeled. They are also in place to protect
Figure 5-5
Technological factors are at the heart of
consumers from corporate abuses, like in the case of Wells
innovation and include aspects such as R&D activity, automation,
Fargo when millions of accounts were opened without
technology incentives, and the rate of technological change. They
customers’ consent, or when Mylan, the maker of EpiPen,
can determine barriers to entry, impact the labor market, increase
boosted the price of the lifesaving allergy medication by 500%.5
productivity and influence outsourcing/resourcing decisions. In

T
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In both cases, lawsuits were filed against the companies and
became a real threat.
Because firms cannot directly control the general
environment, successful companies audit it to gather the
information required to understand the implication and seek a
strategy that would minimize the impact, or that would take
advantage of it. For example, the referendum on Brexit, whereby
the British citizens voted to exit the European Union, surprised
businesses throughout the world. Companies around the globe
are challenged to understand the eﬀects of this significant
decision on their current and future strategies in terms of
immigration policies, the labor market, international trade,
political and legal stability of the region, the future of economic
unions, and anti-globalization sentiments.
It is also important to note that a threat can be converted
into an opportunity. Consider the situation that Spain’s best
selling newspaper, El Pais, had to confront in 2016. The daily had
been reporting a steady decline in readership since 2008 due to
the economic crisis of the country and changing habits of its
readership. At the same time, the company was working to build
an online version of the paper. When the print circulation finally
shrunk by 15% and the online version started rising, the
company made the decision to end its print edition—the Internet,
in this case, was a threat for the company but also an
opportunity, and when the time came to close the print edition,
the company was already well positioned to go digital.6
Now we are ready to put together the individual
components of the SWOT analysis with two examples. The first
one is for a small company and the second one is for McDonalds,
representing a large corporation. A small start-up consultancy
business might draw up a SWOT Analysis as shown in Figure 5.6.

As a result of it, the consultancy may decide to specialize in rapid
response and good value services to local businesses. Marketing
would be in selected local publications to get the greatest
possible presence for a set advertising budget, and the
consultancy should remain up-to-date with changes in
technology where possible.7
Figure 5.6
STRENGTHS
We are able to respond very
quickly as we have no red
tape, and no need for higher
management approval.

WEAKNESSES

Our company has little market
presence or reputation.

We are able to give really good
customer care, as the current We have a small staﬀ, with
small amount of work means
shallow base skills in many
we have plenty of time to
areas.
devote to customers.
Our lead consultant has a
strong reputation in the
market.

We are vulnerable to vital staﬀ
being sick, and leaving.

We can change direction
quickly if we find that our
marketing is not working.

Our cash flow will be
unreliable in the early stages.

We have low overheads, so we
can oﬀer good value to
customers.
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OPPORTUNITIES

THREATS

Our business sector is
expanding, with many future
opportunities for success.

Developments in technology
may change this market
beyond our capability to
adopt.

Local governments want to
encourage local businesses.

A small change in the focus os
a large competitor might wipe
out many market position we
achieve.

Our competitors may be slow
to adopt new technologies.

Suggested SWOT analysis of McDonald’s (2013),
developed by Jureviscius & Ovidijus8
Strengths
• Largest fast food marketshare in the world
• Brand recognition valued at $40 billion
• $2 billion advertising budget
• Locally adapted food menus
• Partnerships with best brands
• More than 80% of restaurants owned by independent
franchisees
• Children targeting

5.2 Strategy formulation
Strategies need to be formulated for all levels in an
organization: corporate, business, and functional (see Figure 5.3).
Let us look closer at each of these types of strategies in this next
section.
5.2.1 Corporate strategy
A corporate strategy is an organizational strategy that
specifies “what businesses a company is in or wants to be in,
and what it wants to do with those businesses. It is based on the
mission and goals of the organization and the roles that each
business unit of the organization will play.”9 A business unit could
be a division, facility, or department of an organization. We can
see both of these aspects with Google, for instance. Its mission
to organize the world’s information and make it universally
accessible and useful has been pursued with a corporate
strategy that has organized diﬀerent types of information from the
various business units including Mobile Applications, Google+,
YouTube, Google Maps, Google driverless cars, etc. Top
managers decide what to do with those business units, and the
choices are whether to grow them, keep them the same, or renew
them. Therefore, there are three main types of corporate
strategies: growth, stability, and renewal.
Growth strategy
Growth strategy is when an organization expands the
number of markets served or products oﬀered, either through its
current business(es) or through new business(es).10 Because of
its growth strategy, an organization may increase revenues,
number of employees, or marketshare. Organizations can grow
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by buying more companies in the same industry or oﬀering more
products, by vertical and horizontal value-chain integration or by
getting into a diﬀerent industry that its own. There are four ways
in which the growth strategy can be used.

business when it bought a farm in Costa Rica with plans to
develop an agronomy center, expand its ethically sourced coﬀee
initiative, and have more control over the sourcing process.14

Consider the case of Amazon, which started as an online
bookstore. It has now become a publisher itself, creating its own
Concentration is when an organization grows by focusing
content as well as its own digital and paper printing press,
on its primary line of business and increases the number of
making the books cheaper and attracting its own cadre of wellproducts oﬀered or markets served in this primary business.11
known writers. After the Kindle debuted, the company
Yum! Brands, the parent company of Kentucky Fried
Mission
established Amazon Publishing, which is now a profitable
Chicken, Taco Bell, and Pizza Hut, is expanding into new
Vision
empire of digital works. Amazon has made it possible for
products in the same line of the fast food business. The
Values
Org. Culture
thousands of writers to have their work read. And, by
company opened a new Asian sandwich chain in 2014—
Environmental Analysis
producing its own original work, Amazon can sell more
Banh Shop—to potentially expand into the Asian
devices and sign up more Prime members—a major
market. The menu includes grilled steak banh mi
Corporate Strategy
source of revenue.15
sandwiches, Vietnamese noodle salad, and grilled
Growth
pork meatball banh mi sandwiches. The company
In 2016, Walmart announced plans to build
Stability and Renewal
also launched Super Chix, which sells chicken
and operate its own dairy processing plant in
tenders and chicken sandwiches similar to ChicBusiness Unit / Competitive Strategy
Indiana to supply 600 stores in five midwest
fil-A’s12
states with its own Walmart-brand milk.16
Cost leadership, Diﬀerentiation, Focus
In 2016, Chipotle added chorizo—a
With forward vertical integration, the
spicy pork sausage—to its menu, which by
Functional Strategy
organization becomes its own distributor
design had changed very little the past 23
and is able to control its outputs. An
HR - Marketing - Finance - Operations - IT
years. The company made the move
Plans, Policies, Controls
example of such integration is Apple,
because chorizo is a unique choice, fits
with its more than 500 retail stores
within the menu concepts, and helped
Figure 5-7 Types of strategies
around the globe to exclusively distribute its product.
to revamp sluggish sales.13
Critics felt that it was illogical for Apple to venture into
A company might also choose to grow by vertical
retail at a time when tech retail stores were in decline, but Steve
Jobs understood that even if you create products that are easy to
integration, either backward, forward, or both. In backward
use, the variety of things that people want to use technology for
vertical integration, the organization becomes its own supplier
often creates complexity. Because of this, consumers at all levels
so it can control its inputs. Starbucks is best known as a chain of
may need some hand holding from time to time. Apple uses this
coﬀee shops. However, in 2013, it got into the coﬀee bean
Figure 5-6
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conundrum to its advantage. Because it keeps product SKUs
simple, the salespeople inside the stores know the products very
well. They go right to the heart of any technology user’s question;
a question that is always related to what they want to do with
the technology in which the user is interested.
Once the customer’s needs are
explained, Apple store employees take
care of it on the spot.17
Another example is Amazon, which is
reportedly considering buying an airport in
Germany to build its own fleet of delivery
airplanes. This acquisition would add to
Amazon’s eﬀorts to build a full-fledged
logistics and freight-transportation services to compete
with FedEx and UPS, in essence, becoming its own
shipper.18
With horizontal integration, a company grows by
combining with its competitors. A corporation that
implements this type of strategy usually mergers with or
acquires another company—usually a competitor that is
in the same industry value chain.19 Some examples:
Disney merging with Pixar—both companies are in
movie production; Exxon with Mobile—oil production,
refining, and distribution; Daimler Benz and Chrysler
merger—car development, manufacturing, and retailing.

Alliance's global development and continues our profitable
growth strategy. In both mature and newer markets across the
world, our approach is to advance and broaden the delivery of
retail health, wellbeing and beauty products and services.”20
The following are some of the advantages of
horizontal integration: 21
1.Lower costs: There is one larger company,
which produces higher outputs and takes
advantage of greater economies of scale and
higher eﬃciency.

Growth Strategies

Concentration
Market or
Product

2.Increased diﬀerentiation: The combined
company can oﬀer more products or service
features.

Stability
Renewal

Retrenchment
or
Turn-around
Exit/Liquidation

3.Increased market power: The larger company has more
power over its suppliers and distributors/customers.
4.Reduced competition: The results of industry
consolidation are fewer companies operating in the industry
and less intense competition.
5.Access to new markets: The integration operates in a
diﬀerent region or serves a diﬀerent market segment.
In the case of Walgreens, for example, the company
now has 18,000 stores globally and its presence is also
online.22

The retail drugstore Walgreens, which already
owns Duane Reade, Boots, and Drugstore.com,
Figure 5-8 Types of corporate
Finally, an organization can grow through
strategies
acquired Rite Aid at the end of 2015 in a deal that
diversification, either related or unrelated. Related
united two of the largest drugstores chains in the
diversification is when a company combines with other
U.S. In the press release about it, CEO Stefano Pessina wrote,
“[t]oday’s announcement is another step in Walgreens Boots
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Figure 5-9 Vertical and horizontal integration

companies through merging and acquisitions in diﬀerent, but
related, industries.
The general argument for a diversified approach is that it
reduces risk. As one industry gets hit, another may rise. That is
the approach that makers of sugary sodas, like Coca Cola and
Pepsi, are moving into healthier beverages. Pepsi recently

acquired probiotic drink maker Kevita, whose beverage portfolio
generally contains between five and 45 calories per serving, and
are sweetened with stevia or very little sugar.23 Compare that to
the high caloric count of Pepsi’s flagship carbonated soft drink.
Another advantage of diversifying is the synergy realized
from the convergence of technology across businesses,
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preferably within a single industry. At Johnson & Johnson (J&J),
the company has diversified into three business groups: (1)
consumer products like Tylenol, baby shampoo, Neutrogena; (2)
medical devices like sutures or blood sugar testers for diabetes;
and (3) pharmaceuticals like Concerta, Remicade, and Prezista.
One of the earliest examples of this kind of innovation at J&J was
a drug for cardiovascular disease that resulted from a meeting in
the 1990s between engineers from the devices group and
scientists from the pharmaceutical group. They posted their
problem on the company’s intranet, and that same day they
heard from a scientist in another business group in a diﬀerent
location. He responded with the answer; it had been the focus of
his Ph.D. work.24
Yet, another benefit of diversification is cross-pollination.
J&J acquired Omrix biopharmaceuticals, and is exploring the use
of the company’s biologic drugs in tandem with J&J’s surgical
dressings to help control soft tissue bleeding. Cross-pollination
can also benefit consumer products. The company applied
scientific advances in sunscreen technology from its research
labs to its Neutrogena and Aveeno lines.25
J.M. Smucker, the famous maker of coﬀee, peanut butter,
jam, and frosting, bought Big Heart Pet Brands, the owner of
MeowMix, Milk-Bone, and Kibbles ‘N Bits—another industry
related to grocery store consumer products. This acquisition was
an attempt to diversify Smucker’s portfolio and move away from
relying solely on coﬀee sales that stood at 46% of the company’s
sales before purchase, and after the acquisition, overall revenues
are divided roughly equally between pet food, coﬀee, peanut
butter, oils, jams, and frostings.26
Unrelated diversification is when a company combines
with firms in diﬀerent and unrelated industries. For instance, the

Indian, international conglomerate Tata Group focuses its
acquisitions on six industries: steel, motor vehicles, power,
telecoms, information technology, and hotels.27 An odd mix with
no strategic fit existing among its businesses; each is expected
to compete and thrive on its own.
Stability strategy
During periods of economic uncertainty, like those in the
wake of the 2008 recession, many companies choose to maintain
things as they are. As an organization continues to do what it is
currently doing, this is referred to as stability strategy. Examples
of this strategy include continuing to serve the same clients by
oﬀering the same product or service, maintaining market share,
and sustaining the organization’s current business operations.28
The organization does not grow, but does not fall behind, either. It
simply survives.
Renewal strategy
When an organization is in trouble, something needs to be
done. Managers need strategies that address declining
performance. These strategies are called renewal strategies, of
which there are two main types. A retrenchment strategy is a
short-run renewal strategy used for minor performance problems.
Regular readers of business journals will find countless examples
of companies making these types of corrective changes, like
cutting costs and restructuring organizational operations. “This
strategy helps organizations stabilize operations, revitalize
organizational resources and capabilities, and prepare to
compete once again.”29 Wal-Mart, for example, had announced
a cut of over 100 jobs in China in late 2014 as part of its eﬀort to
lower costs in the midst of tough price competition. Wal-Mart has
faced setbacks in China, including an embarrassing food safety
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scandal in which its popular Five Spice donkey meat was found
to have traces of fox meat.30 In 2015, media entertainment giant
Viacom set aside $785 million for a reorganization to help boost
its financial performance in the face of increasing competition.31

customer satisfaction index score for Domino’s Pizza increased
from 69% to 81%. More importantly, the company’s revenue has
also improved significantly, beating the growth rate of
competitors Pizza Hut and Papa John’s Pizza.32

When an organization’s problems are more serious, more
drastic action—the turnaround strategy—is needed. Measures
to cut costs and reorganize capabilities and personnel are more
extensive and longer in duration than in a retrenchment strategy.

Denny’s turnaround strategy is another bright spot in the
fast food industry, which has been plagued by declining traﬃc
over the last several years. Here is what Denny's did to win back
its customers:

Examples of successful turnaround strategies include
Apple’s. The company was given a three-month life expectancy
in the early 1990s due to poor performance and a drop in market
share of the personal computing business. What came after that
is the story of the century: Steve Jobs, Apple’s founder and
ousted CEO, returned to the company and with his vision came
the best of Apple with the introduction of the iMac, iPods, iTunes,
iPads, iPhones, and Apple Stores. Apple not only transformed
itself but the personal computing, animation, music, phone, and
mobile computing industries.

1.

The company remodeled restaurants to support a rebranding
campaign. In the first three quarters of 2014, Denny's had
completed 129 remodels. Within the next four years, 70% of
Denny's 1,289 restaurants were updated.

2.

Denny's simplified its menu and added healthier
options. They rolled out a new core menu, which includes
two premium sandwich entrees with new high quality, sevengrain bread, in addition to over 20 other menu changes for
simplification and for margin improvement.

3.

The company is rolling out a millennial-focused fast casual
concept on college campuses, called The Den. The Den’s
menu, which is smaller than Denny’s traditional menu, oﬀers
breakfast all day, gourmet burgers, burritos, sandwiches and
salads. The company now has 11 The Den locations.33

Another example of turnaround strategy success is
Domino’s Pizza. The company was founded in 1960 by two
brothers who borrowed $900 to pay for their first store and used
a Volkswagen Beetle to deliver their first pizzas. Today, there are
more than 9,000 stores around the world with more than 4,000 of
them located abroad. However, in 2010, Domino’s future looked
bleak. Strong competition, harsh criticism over the taste of its
pizzas, and low consumer satisfaction levels were playing against
the company's revenue. Management decided to adopt a
surprising market strategy: admit that its product was awful. The
company spent millions in creating a new pizza from the crust up,
expanding its menu oﬀerings and advertising the process. The
results have been amazing: Between 2010 and 2013, America’s

Divestiture, the selling of a division or part of an
organization, can be part of an overall retrenchment or
turnaround strategies to rid a company of businesses that are not
no longer profitable or do not fit the firm’s other activities.
Sometimes, a company may grow too fast through mergers and
acquisitions only to later realize it needs to focus on its core
strengths.
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Bankruptcy & liquidation
A company that struggled for its survival but did not make it
was RadioShack. Sales and shares had been tumbling for years.
Their stores were outdated, with a format, merchandise mix, and
physical presence that no longer registered with the American
consuming public.34 Nearly a century after it opened its first
store, it declared bankruptcy in early 2015.

average for its industry, the firm is said to possess a competitive
advantage over its rivals.
Michael Porter, in his seminal work on competitive
advantage, developed three generic strategies that, he argues,
can be used either singly or in combination to create a
defendable position and to outperform competitors, whether they
are within an industry or across nations.36
The goal of a business’s strategy
is to achieve a sustainable
competitive advantage. These
competencies enable innovation,
eﬃciency, quality, and customer
responsiveness, all of which can be
leveraged to create a cost advantage
or a diﬀerentiation advantage.

A company that many analysts think will not make it—as it
passed the point of no return—is the iconic Sears. Robin Lewis
and Michael Dart, in their book The New rules of Retail, assert
that Sear’s decline started decades ago due to spending too
much time investing in side businesses and ignoring the
competition, leaving it unable to respond to the needs of
consumers and marketplace.35
Finally, a company may have no other choice than to
liquidate or sell oﬀ its assets for their tangible worth. This
happens when renewal strategies had been pursued
unsuccessfully and the company simply needs to cut its losses.
Blockbuster was a movie rental company popular from the 1980s
to the early 2000s with thousands of employees and stores in
America and other countries. In 2011, it filed for bankruptcy
protection, and finally liquidated in 2015. It was quite an
emotional and diﬃcult decision to make, but a necessary one.

5.2.2 Business unit or competitive strategy
We have learned that a firm’s distinctive resources and
capabilities together form its core competencies. When a firm
deploys core competencies and sustains profits that exceed the

This decision is a central
component of a firm’s competitive
strategy. The two basic types of
competitive advantage combine with the scope of activities for
which a firm seeks to achieve them, and leads to three generic
strategies (see Figure 5-9) for achieving above average
performance in an industry: cost leadership, diﬀerentiation, and
focus.37
Michael Porter, 2012. Photo
credit.

Cost leadership sets out to deliver the same benefits as
competitors, but at a lower cost due to a more eﬃcient
development, manufacturing, or distribution of products/services.
The source of cost advantage can originate from restructuring,
the pursuit of economies of scale, proprietary technology, the
preferential access to raw materials, or a core competence that is
hard to duplicate.
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This strategy is particularly eﬀective
for organizations in industries where there
is limited possibility of product
diﬀerentiation and where buyers are very
price sensitive.
One of the potential problems with
this strategy is that two or more firms
competing for cost leadership may engage
in price wars that drive profits to very low
levels. Another concern is that firms may
become so concerned with maintaining low
costs that they overlook needed changes
in production or marketing—areas that they
may need to invest in to remain
competitive. Wal-Mart is by far the best
example of a company using the cost
leadership strategy.
In diﬀerentiation strategy, a firm
seeks to deliver hard-to-copy, superior
benefits that exceed those of competing
products/services by being unique along some dimensions
widely valued by buyers or consumers. This uniqueness is
rewarded with a premium price based upon the product itself, the
delivery system by which it is sold, or the marketing approach.
The superiority arises from factors other than low cost, such as
customer service, methods of distribution, product features and
quality, product design, advertising, brand image, or unique style.
A company choosing this strategy must develop and
maintain a product perceived as diﬀerent enough from
competitors’ products to warrant the asking price. Apple is a

Figure 5-10 Generic strategies

good example of a company following this strategy in both the
personal and mobile consumer markets.
Diﬀerentiation may lead to customer brand loyalty and result
in reduced price elasticity. As long as the firm can increase the
selling price by more than the marginal cost of adding the
features, the profit margin is increased.
Firms pursuing a
diﬀerentiation strategy are vulnerable to more and varied
competitive threats than firms pursuing a cost-leader strategy.
Another risk for firms pursuing a diﬀerentiation strategy is
changing consumer tastes. The feature that customers like and
find attractive about a product this year may not make the
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product popular next year. Changes in customer tastes are
especially obvious in the fashion industry.
The focus strategy defines the breadth of a company’s
target market. A company can have a broad (mass market)
competitive scope, or a narrow (niche market) competitive scope.
Therefore, there are two types of focus strategy: focus low-cost
and focus diﬀerentiation.38
Focus low-cost
A cost-focus strategy is a low-cost, narrowly focused
market strategy. Firms employing this strategy may focus on a
particular buyer segment or a particular geographic segment, and
must locate a niche market that wants or needs an eﬃcient
product and is willing to forgo extras to pay a lower price for the
product. A company’s costs can be reduced by providing little or
no service, providing a low-cost method of distribution, or
producing a no-frills product.

women by selling inexpensive jewelry, accessories, and ear
piercings. Claire’s use of a focused cost leadership strategy has
been very successful; the firm has more than 3,000 locations and
has stores in 95% of American shopping malls.39
The German grocery chain Aldi oﬀers drastically cheaper
prices—even lower than Wal-Mart—in a limited number of basic
grocery items. While a typical grocery store may carry 40,000
items, Aldi oﬀers just 1,400, but at the best price. Aldi’s strategies
to sell groceries for so cheap includes private labels, no-frills
design, and eﬃcient layout and packaging. 40
A focus-diﬀerentiation strategy is the marketing of a
diﬀerentiated product to a narrow market, often involving a
unique product and a unique market. This strategy is viable for a
company that can convince consumers that its narrow focus
allows it to provide better goods and services than its
competitors.

A firm that follows this strategy does not necessarily charge
the lowest prices in the industry. Instead, it charges low prices
relative to other firms that compete within the target market.
Redbox, for example, uses vending machines placed outside
grocery stores and other retail outlets to rent DVDs for $1. There
are ways to view movies even cheaper, such as through the flatfee streaming video subscriptions oﬀered by Netflix, but among
firms that rent actual DVDs, Redbox oﬀers unparalleled levels of
low-price and high-convenience.

Consider the case of Nike. The inspiration for Nike Flyknit
was born from the common runner’s feedback, craving a shoe
with the qualities of a sock: a snug fit that goes virtually
unnoticed to the wearer. But all the features that make a sock
desirable have proven to make them a bad choice for a running
upper. An inherently dynamic material like yarn generally has no
structure or durability. Nike embarked on a four-year mission of
micro-engineering static properties into pliable materials. It
required teams of programmers, engineers, and designers to
create the proprietary technology needed to create the knit upper.

Another important point is that the nature of the narrow
target market varies across firms that use a focused cost
leadership strategy. In some cases, the target market is defined
by demographics. Claire’s, for example, seeks to appeal to young

The next steps were to map out where the specific yarn and
knit structures were needed. Applying 40 years of knowledge
from working with runners, Nike refined the precise placement of
support, flexibility and did so all in one layer, resulting in precision
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engineering in its purest form: Every element had a purpose,
resulting in one of the lightest, best fitting running shoes Nike had
ever made.41
Firms using a narrow focus strategy can also tailor
advertising and promotional eﬀorts to a particular market niche.
Many automobile dealers advertise that they are the largest
volume dealer for a specific geographic area. Other car dealers
advertise that they have the highest customer satisfaction scores
within their defined market, or even the most awards for their
service department.
For example, the dedication of Mercedes-Benz to cuttingedge technology, styling, and safety innovations has made the
company’s vehicles prized by those who are wealthy enough to
aﬀord them. At Build-A-Bear Workshop, customers enjoy an
interactive process of designing and assembling teddy bears.
Customers are willing to pay a premium price because they
receive a unique, hands-on experience rather than simply buying
a stuﬀed toy.42
Functional strategy
The final type of strategy that managers use is functional
strategy, which includes those strategies used by an
organization’s various functional departments, like marketing,
finance, operations, etc., to support the competitive strategy. For
instance, when Starbucks found itself facing increased
competition from the likes of McDonald’s and Dunkin’ Donuts, it
put additional emphasis on its marketing, product research and
development, and customer service strategies.
Note: We do not cover specific functional strategies here since
you will cover them in other business courses you will take.

Checkpoint assignment
The specific objective of this critical assignment is to
conduct a managerial examination of a company. This exercise
will provide students with the opportunity to integrate and
implement theory into practice, and will also prepare them to
develop comprehensive business plans in the capstone course of
their final year of study.
For the purpose of this exercise, students will choose a
company (from the list of companies provided by your professor
—one per student), and will conduct the following analysis:
• Using information from news articles, company websites,
library database searches, etc., analyze the company’s internal
environment as it relates to its mission, values, and vision.
See Chapter 2 of this Multi-touch book for clarification.
• Using information from news articles, company websites,
library database searches, etc., analyze the company’s internal
environment as it relates to its organizational culture. See
Chapter 3 of this Multi-touch book for clarification.
• Using information from news articles, company websites,
library database searches, etc., analyze the company’s internal
environment as it relates to its strengths, weaknesses,
opportunities, and threats. See Chapter 5 of this Multi-touch
book for clarification.
• Using information from news articles, company websites,
library database searches, etc., identify the company’s
corporate strategy. See Chapter 5 of this Multi-touch book for
clarification.
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• Using information from news articles, company websites,
library database searches, etc., identify the company’s
competitive strategy. See Chapter 5 of this Multi-touch book
for clarification.
Format:
The written paper must be at least 2,000 words with oneinch margins using Times New Roman or similar 12-point font
with correct spelling and grammar, organized headings, proper
citations, references, and a cover page. APA Style formatting if
required.
Note: The instructor’s approval of the company selected is
required.
Note: Check with the instructor for further information and
assistance.

R EVIEW 5.1
Question 1 of 5
The three diﬀerent types of strategies that
managers implement are ________.

A.

Corporate, private, functional

B.

Corporate, competitive,
functional

C.

Long-term, short-term,
public

D.

Competitive, noncompetitive,
corporate

Check Answer
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C HAPTER 6

Goals & Objectives

U.S. Navy teamwork training. Photo credit.

“A goal without a plan is just a wish.”
—Antoine de Saint-Exupéry

Chapter sections
6.1 The nature of goals, objectives, and outcomes
6.2 Characteristics of goals and objectives
6.3 SMART criteria
6.4 Types of plans

Learning Objectives:

Lionel Messi, Player of the Year, 2011. Photo credit.

Upon completion of studying this chapter, Goals & Objectives, learners
should be able to:
• Examine the eﬀectiveness of business goals or objectives based
upon characteristics as discussed in this chapter
• Explain the validity of business goals or objective based upon
SMART criteria

Setting goals and objectives is perhaps the most critical
component of the planning function of management. The
development and monitoring of plans goes on in all areas of the
company: corporate, business units/departments, and functional
areas. This chapter introduces the basics characteristics of wellwritten goals and objectives as well as the types of plans.

Here are five goals that a fictitious events company could
have:5
1.

Adding value: We want to continue to organize our company
to make it more eﬃcient and profitable so that both our
clients and our employees can get more out of their time.
Our goal is to increase our corporate value by 200%.

6.1 The nature of goals, objectives & outcomes

2.

Goals provide the foundation for the planning function of
management as well the starting point of the control
function. They are outcome statements that define what an
organization is trying to accomplish—a reflection of major
proposed actions. They are broad in nature. Here are examples
of goals announced by three well known companies:

Thought leadership: We plan to produce and execute four
marketing seminars to help business owners see success by
sharing important growth strategies and hosting interactive
workshops and webinars.

3.

Business networking: We are working to build our events
division to increase reach by 25% and continue widely
branding our company. We aspire to host one monthly event
for up to 300 business entrepreneurs.

1. “Google announces that by the end of 2017 its entire global
business will be powered by renewable energy.”1

4.

Strong recruiting: We aim to hire additional, experienced
marketing professionals that can add to our existing talent
pool, and help continue the steady growth of our business.

5.

Quality sales: We need to define our target market to three
major areas. Then, we will start marketing to this target going
deeper with our clients.

2. “Tesla’s goal is to produce 500,000 vehicles a year by 2018”2
3. “Walmart’s goal is to be the number one health-care provider
in the industry.”3
General examples of company goals are:4
•
•
•
•
•
•

To improve profitability
To increase eﬃciency
To capture a bigger market share
To provide better customer service
To improve employee training
To reduce carbon emissions

In contrast to goals, objectives are very precise, timebased, measurable actions that support the completion of a goal
and become the standards upon which performance metrics are
compared. Therefore, it makes sense to regard objectives as a
business road map, with clear directions. The goal of a company
become closer to being accomplished when it is broken down
into objectives. That is why goals and objectives go together.
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Here are some examples of company objectives:6
“To earn at least a 20% after-tax rate of return on our net
investment during the next fiscal year. To increase market share
by 10% percent over the next three years. To lower operating
costs by 15% over the next two years by improving the eﬃciency
of the manufacturing process. To reduce the call back time of
customers inquiries and questions to no more than four hours.”

Task-oriented
A business objective must state what is to be accomplished
as clearly as possible. Task-oriented objectives use actionoriented verbs, such as to earn, increase, reduce, deliver,
implement, establish, and supply, avoiding poor activity
indicators such as facilitate and analyze that can mean nothing
significant or measurable.
Inclusive

6.2 Characteristics of objectives
Much has been written about setting up business objectives
for the last 60 years. Here are some characteristics more
commonly associated with eﬀective objectives.
Tied to drivers of success
Objectives are derived and tied to a company’s mission,
vision, and values. The starting point is to ask, “what do we need
to do to accomplish our mission?”
Another litmus test for setting objectives and measures is
whether they are linked in some way to the key factors driving an
organization’s success or competitive advantage. This means
that they must provide a verified path to the achievement of a
firm’s strategies (either corporate, competitive, or functional). This
characteristic is one reason that many managers use some form
of the balanced scorecard (BSC) in their businesses.7 The BSC
process provides a framework for evaluating the overall
measurement system in terms of what strategic objectives it
contributes to. BSC will be discussed in detail in Chapter 12.

Since a goal is operationalized through several objectives,
all in the organization—at various times and varying degrees—
should take part in articulating and implementing them. To take
this a step further, if the people in an organization do not believe
something can be done, then it is up to a leader to either build
their belief that it can be accomplished or to readjust and reset
the goal.
Sometimes, leaders feel that they must always be at the
forefront of the decision-making process. In reality, some of the
best decisions—especially on goals—are made by going down in
the management hierarchy and asking the very people who will
most likely be doing the bulk of the work. When Carlos Ghosn
took control of the failing Nissan Motor Company in 1999, the
first task he pursued was the creation of nine cross-functional
teams (CFT) with ten middle managers in each team and subteams representing every corner of the company.
The focus was to communicate with their employees and
discover what was working, what was failing, and what
suggestions they had to improve the company. The famous
Nissan Revival Plan (NRP) was then written as a result of the
CFT’s input and the implementation of it involved everyone.
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Less is more
Less is more, fewer are better, and simple rules are the aim.
Eisenhardt suggests that organizations should have two to seven
key objectives, or rules. Such rules guide how the firm operates,
identify which opportunities to pursue, set priorities, manage
timing of actions, and even inform business exit decisions.8
Metric guru Graham Brown suggests that managers should
not try to follow any more than 20 measures of performance
within these two to seven objectives, since no individual can
monitor and control more than twenty variables on a regular
basis.9
Measure the past, present & future
An organization’s stakeholders have an interest in how the
firm has lived up to obligations. That is why measuring the past
and comparing it with the present gives them a better picture of
where the firm has been, and how likely it is to meet its future
targets. Financial measures tell the story of past events, and were
adequate for industrial age companies, however, for guiding and
evaluating the journey that Information Age companies must
make to create future value through investment in customers,
employees, processes, and technology, others measures become
equally important.
In his book on the subject, Robert Kaplan, co-originator of
the Balanced Scorecard framework, asserts that a combination
of goals, objectives, and measures that provides such
information is sometimes referred to as a dashboard—like the
analogy that a dashboard tells you how the car is running, and
through the windshield you can see where you are going. General
Electric (GE), for instance, asks its customers whether they will

refer other customers to GE. GE’s managers have found that the
higher the likelihood of referral, the greater the next quarter’s
sales demands. As a result, GE uses this customer indicator to
help forecast future growth, as well as evaluate the performance
of each business unit.10
Cascade goals into objectives & into outcomes
The idea is to link higher and broader levels goals to lowerlevel and narrower objectives, and in turn, the objectives are tied
to specific assessment of outcomes. That way, goals and
objectives are consistent with the company’s strategy, vision, and
mission. When the hierarchy of organizational goals is clearly
defined, it forms an integrated cascade of goals, objectives, and
outcomes. This is how traditional goal setting is supposed to
work.
A way to envision this chain of goals-objectives-outcomes
is to look at a syllabus for a university class, and read the
objectives of the checkpoint assignment. If you reread them, you
will notice it starts by listing the goals of particular college within
the university, then the objectives of the course, followed by the
outcomes of the checkpoint assignment. The objectives are
linked to the goals, and the assignment outcomes are linked to
the objectives, and ultimately, to the goals. When all the
assessments of all the outcomes of all the checkpoint
assignments are completed, a student’s achievements at a
university are collected and analyzed, and then that particular
college has a clear, documented understanding of how much that
student has learned.
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Adaptability
When an organization’s mission and strategies change—as
it may happen over time—the goals, objectives, and measures
should be changed as well to reflect the new direction. This could
happen in cases of mergers or acquisitions, or when there are
drastic changes in the market aﬀecting the focus and features of
a company’s products and services.

6.3 SMART criteria
Professor P. Drucker coined the acronym for SMART
objectives while discussing objective-based management.
11 Here is how to tell if your objectives, measures, and targets are
SMART:
Specific
A specific objective has a much greater chance of being
accomplished than a general one. Include a set number or level
wherever possible. You may say to yourself, “[w]e want to
increase sales, or cut costs” but this is not specific enough. How
much do you want to increase sales? You need to have a precise
picture in your mind of what you want the end result to be.
Nissan’s plan to turn around the company in 1999 was laid
out in the Nissan Revival Plan and was rather specific: “To return
Nissan to profitability by 2000, to increase the operating margin
to more than 4.5% by 2002, and to reduce debt to below $5.8
billion by 2002.” When these objectives were achieved, a new
plan named “Nissan 180” was announced in 2002 to be
accomplished by April 1, 2005. The “1” in Nissan 180 represents
an additional million car sales worldwide; the “8” stands for an

8% operating profitability with no changes in accounting
standards; and the “0” represents zero automotive debts.12
Measurable
Measures are the actual metrics or indicators used to
assess achievement of objectives. Stating that you intend to sell
more units than last year is not something that you can use to
measure success. Conversely, an objective like “this year, the
company will increase the annual guest arrivals by 20% from
1,500 guests to 1,800 guests” is specific and measurable.
The objective of “25% improvement in financial performance”
must be followed with quantifiable metrics like specific
improvement in total sales, profitability, or stock price.
Measurement is fundamental in the controlling function of
management as well as an integral part of strategic planning.
Without measurement, one cannot tell where a company has
been, where it is now, or whether or not it is heading in the
intended direction. As discussed in Chapter 1, management is a
process where planning receives feedback from controlling, and
in turn, new strategies, policies, and plans have to have
objectives that can be measured in order to be compared to
standards set during the planning stage. To determine whether
objectives are measurable, ask questions such as: How much?
How many? How will I know when it is accomplished?
Attainable
An objective is said to be attainable when its practical
accomplishment is within reach. If a company’s historic profit
growth from year to year is 20%, then setting a marketing goal of
40% growth when there is no data to back up the increased
growth is not eﬃcient planning. A realistic set of objectives
motivates staﬀ members to try to achieve the success outlined in
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the plans, and not the opposite. Setting goals that seem
impossible to achieve will lower morale, encourage cheating, and
lead to unethical behavior.
Recall from Chapter 3 that Wells Fargo got itself in trouble
by imposing unrealistic performance objectives. In 2016, the
company was fined almost $200 million for allowing this type of
behavior and setting badly designed goals. Achievable objectives
are sensible, practical, challenging (a bit outside the comfort
zone), and, at the same time, within our abilities and resources.
The fourth criterion stresses the importance of choosing
objectives that matter. Objectives are considered relevant if they
are closely connected to other objectives, and/or are appropriate
to what is being done or considered. You know an objective is
relevant if the answer to the following questions are yes: Does
this seem worthwhile? Is this the right time? Does this match
other eﬀorts/needs? Is it applicable in the current socioeconomic environment?
Time-bound

gave the company two years to implement it.
Here are some other examples of time-bound goals and
objectives:13
• “My business is going to sign new contracts with [number] new
suppliers in the next three months. I will contact [number]
potential suppliers each [day/week/month]. By [date], I will be
working with these new suppliers.”
• “We will attend the annual agricultural exhibition at the London
Mayfair Hotel on [date]. We are committed to displaying our
distinctive veterinary products [number] times per week. We will
schedule our weekly programs for this exhibition while keeping
track of all our interactive marketing sessions throughout the
exhibition. By [date], we will have attended [number] of
interactive marketing sessions.”
• “Our company will recruit [number] new IT professionals in July
of this year. We will advertise for the new positions in print and
online media on [date], and conduct interviews on [date].
Successful candidates will start work on [date].”

Goals must also have specific timeframes, come with
• “We want to grow our revenue to [amount] dollars in the next 12
deadlines, and schedules. Otherwise, there is no sense of
months.”
urgency, and they will fade into the background. Remember
Carlos Ghosn’s strategy to revive Nissan? He gave the
employees working in the cross-functional teams three
SMART Goals
months to come up with
recommendations to
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Measurable
Attainable
Relevant
Time-bound
Specific
company. Once
quantifiable,
feasible,
tied to
deadline
concrete and
the Nissan Revival
can be
actionable
strategies
driven
well-defined
Plan was
compared
communicated, he

Figure 6-1 SMART criteria
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3. Reinvestment in research and development

6.4 Types of plans
Plans are written documents describing how goals will be
met. The most popular ways to describe plans are in terms of
their breadth (strategic vs. tactical), timeframe (long-term vs.
short), specificity (directional vs. specific), and frequency of use
(single-use vs. standing).
Breadth
Strategic plans are
those that apply to an entire
organization and encompass
the organization’s overall
goals.14 The Nissan Revival
Plan, as well as the Nissan
180 plan, are examples of
strategic plans. Deciding
when, where, and how to
operationalize the strategic
plan is the domain of tactical
plans, which by definition are
narrower in scope—in
Nissan’s case, there were
four main tactical areas:15

Figure 6-2 Types of

4. Cost-reduction: human resources, all departments
Timeframe
Long-term plans are defined as plans with a timeframe
beyond three years. Short-term
plans cover one year or less.
Anything in between are
business plans
intermediate plans.
Specificity

Frequency of use

Specificity

1. Development of new
automobiles and markets:
design, operations
management, and
marketing
2. Improvement of Nissan’s brand image: marketing

Breadth

Timeframe

“Specific plans are plans that are
clearly defined and leave no room
for interpretation. For example, a
manager who wants to increase his
work unit’s output by 8% over the
next 12 months might establish
specific procedures, budget
allocations, and work schedules to
reach that goal. However, when
uncertainty is high and managers
must be flexible in order to respond
to unexpected changes, they would
likely use directional plans—flexible
plans that set general guidelines.”16
Frequency of use

Some plans that managers develop are ongoing, while
others are used only once. A single-use plan is a one-time plan
specifically designed to meet the needs of a unique situation.17 In
the case of Nissan Revival Plan and Nissan 180, both were
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developed to be accomplished once, during a certain period, and
then for the company to move on to other projects and plans. In
contrast, standing plans are ongoing plans that provide guidance
for activities performed repeatedly. For example, when students
register for classes for the upcoming semester, they use a
standardized registration plan, receive an email with the
registration dates, then they check the course schedule, contact
their advisors, make appointments, etc. The dates may change,
but the process works the same semester after semester.

R EVIEW 6.1
Question 1 of 4
Which of the following best defines plans?

A.

Documents that identify
company problems

B.

Documents that define goals

C.

Documents that describe how goals will be
met

D.

Documents that identify how goals from
the past were met

Check Answer
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Chapter sections

C HAPTER 7

Decision-Making
“Whenever you see a successful business, someone once made a
courageous decision.”
—Peter F. Drucker

“On an important decision one rarely has 100% of the information
needed for a good decision no matter how much one spends or how
long one waits. And, if one waits too long, he has a diﬀerent problem
and has to start all over. This is the terrible dilemma of the hesitant
decision maker.”
—Robert K. Greenleaf

7.1 Making rational decisions
7.2 Making “good enough” decisions
7.3 Making intuitive decisions
7.4 Making creative decisions
7.5 Common errors in decision-making
7.6 Group decision-making

Learning Objectives:
Upon completion of studying this chapter, Decision-Making,
learners should be able to:
• Describe the steps in decision-making and apply them to any
problem-solving situation
• Identify the types of decision protocols
• Explain whether or not cognitive bias was incurred, and if so,
what could the decision-maker have done diﬀerently

Photo credit: Lynn University

One essential action in which managers are constantly

generate all possible alternatives examining the consequences,
and finally choosing the most optimal alternative.2

engaging is that of evaluating alternatives and making choices
regarding a myriad of issues. For example, a top executive may
These analytical steps are presented in Figure 7-1, and are
be involved in deciding what the organization’s
reinforced with the following example. Imagine
Steps in Decision Making
long term objectives are, or what strategies will
that a young woman’s phone accidentally fell on
(Clockwise)
best achieve those objectives. A middle manager
the floor and broke. It is damaged beyond repair,
may decide how to best allocate resources or
but her birthday is coming up, and with some
Figure 7-1
whom to hire. A first-line manager in charge of a
money she will receive from her parents and some she
local pizzeria may deal with how to best discipline a
Identify the problem have saved, she thinks she can buy a new one. The
discrepancy between
habitually tardy worker. This chapter examines the
first step, therefore, has already
an existing and a
various types of decision-making
desired state of aﬀairs
been completed—she knows that
Establish decision
Evaluate
the
decision’s
processes as well as those traps that
criteria - factors that
she want to buy a new phone.
eﬀectiveness
could undermine their eﬀectiveness.
are relevant in the
0
Next, in step two, she will need to
decision.
decide which factors are important
to her. Reputation of the phone
among her friends? Storage
7.1 Rational decisions
capacity? Compatibility
Implement the
Prioritize criteria The rational decisionwith other devices? Style?
decision
allocate weight to each
making process is a
Insurance plan? If she
criterion
comprehensive or
knows that she want to
systematic model where
look for phones within a
individuals enter decision
certain price range, phones with
situations with known objectives.
enough memory for all her pictures
According to Eisenhardt and
and videos, and phones of a
Choose the best
Develop alternatives
alternative
that could succeed in
Zbarachi, the decision-maker
certain brand and style, she has
solving problem
gathers appropriate information and
identified the decision criteria. All
Analyze each
develop a set of alternative actions,
of the potential options for
alternative based on
and then selects the optimal
purchasing the phone will be
assessment criteria
and allocation
alternative.1 Under this approach, the main goal of
evaluated against these criteria.
decision-making is to be rational by first collecting all the
Before going further, she needs to decide how
relevant information regarding the issue(s) under investigation,
important each factor is to her decision. This occurs in step three.
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If she knows that style and compatibility with other devices are
key factors, she might weigh them heavily and keep the other
criteria with medium importance.
Step four requires her to generate all alternatives about her
options. In this case, she may conduct fact-finding online, or by
simply walking to the store and speaking with a knowledgable
sales people. Then, in step five, she needs to use this information
to evaluate each alternative against the criteria she has
established. She chooses the best alternative (step six), and then
she executes the decision by finally buying the new phone (step
seven).
The final step is learning from the decision by using it to
make more eﬃcient decisions next time. If she ends up
purchasing a phone that gives her nothing but problems but was
the cheapest on the list, she is unlikely to consider the same
model in purchasing another phone the next time, and she will
give less weight to pricing.
A requisite of this approach is that the criteria must be
looked at rationally before searching for all alternatives before

The rational decision-making model works great under
certain conditions, but does not represent how decisions are
made within organizations. Managers rarely sit down and
complete all the steps.
Remember from the definition at the beginning of this
section that managers enter into a decision situation with known
objectives. In the previous example, it was easy to identify the
objective of the decision which was to buy a new phone. But
what if the young woman cannot clearly identify the situation
(problem, opportunity, or need), or articulate the objective of the
decision? Or, what if she cannot assess all alternatives either
because not all the information is available, or too much
information is available, or because it would be time-consuming?
Even more challenging would be to compare the pros and cons
of each alternative in terms of quality and quantity, then ranking
them, assuming that they can be ranked. In fact, the availability of
too much information, numbers, and reports can bog down a
company and lead to paralysis, and the issue known as
“paralysis by analysis.”3

emotions or preferences get in the way of a factual analysis. This

To summarize, this approach assumes that decision makers
are able to:

would prevent anyone from liking one option too much while
ignoring the rest.

1.

accurately define the problem;

2.

identify all decisions criteria and prioritize them; and

3.

be aware of all the alternatives and accurately
access each one.

She might have come across a phone that she thinks
reflects her sense of style and bought it on the spot. Because of
her emotional bond with it, she may convince herself that brand
is the most important criteria. But after purchasing it, she may
realize that the phone does not have enough memory, or that
newer styles have more features and are 25% less expensive.

There is one more keyword in the definition of the rational
decision-making approach, and it states that the decision maker
is seeking the optimal alternative, meaning the best or more
desirable. As was noted earlier, reaching the optimal alternative
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takes time and if decision maker is pressed for it, therefore this
approach would not work well.

7.2 Making “good enough” decisions
There is yet another flaw with the rational approach.
According to Herbert Simon, “decision makers cannot be rational
unless the decision maker has perfect control on the
environmental factors as well a his mental capabilities.”4 He then
postulates a more practical and realistic approach to decisionmaking, referred to as bounded rationality “in which the decision
maker is limited by cognitive abilities (habits, values, reflexes,
knowledge, etc.) as well as external factors, therefore the
decision cannot be optimized.” 5 As a result, the decision
becomes more opportunistic and satisfying than rational. In other
words, the decision-maker, based on his or her limitations and
circumstances in an unpredictable world, takes a course of
action that is good enough.
For example, if your parents love sunny Boca Raton and are
looking to purchase a second home where you can live while
attending college and they can use during vacation, you must
invest a great deal of time and energy to help find it. However, if
by the middle of August you are still looking, you may decide—
for the time being—to rent an apartment close to campus, or buy
a house that is not perfect, but that’s good enough. Obviously,
that is not the most optimal decision, but it is good enough to
accomplish your objective.

Types of decisions
Herbert Simon, who received the Nobel Prize in Economics
in 1978, also observed that diﬀerent types of decisions can be
processed in diﬀerent ways. Some decision processes may
approximate to a rational approach while others may not. People
do not spend the same amount of time, energy, or mental
capabilities when deciding what to wear or what to eat, as
compared to the decision of where to go after college, or whom
to marry. Simon termed straightforward decisions programmed
decisions.
...decisions that occur more frequently, which are
familiar, almost routine, may be made in a relatively
straightforward fashion. These decisions are comprehensible to
managers and usually there exist tried and tested protocols,
formulae or procedures for making them... Programmed
decisions are often made lower down in the organizational
hierarchy; they are operational decisions which can be safely

left to subordinates.”6
For programmed decisions, there is no need to use the
rational approach to decision-making. However, there are other
times when the decision to be made is unique, of great
importance to the company, and requires careful thinking, proper
information gathering, and complete consideration of
alternatives. These are called non-programmed decisions.
... those which are unfamiliar: they have not been
encountered in quite the same way before, they are so
some extent novel, unusual. They therefore present a
challenge to managers, for there are no obvious welltrodden path to follow. To make matters even more
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challenging, these decisions are usually about the more
significant areas of organizational activities. They will have
consequential repercussions and will set precedents for other
decisions to follow.”7

make hard, rational, and significant decisions to turn around the
company.

Programed decisions deal with structured problems, those
having clear decision rules or heuristics (mental shortcuts),
objective criteria, and abundant data with which to perform an
analysis. For example, many restaurants face customer
complaints as a routine part of doing business. Because this is a
recurring problem for restaurants, it may be regarded as a
programmed decision. To deal with this problem, the restaurant
might have a policy stating that every time they receive a valid
customer complaint, the customer should receive a free dessert.
This represents a decision rule, and in addition to rules,
managers rely on procedures (e.g., purchasing procedures,
inventory control, etc.) and policies or guidelines for making a
decision.

7.3 Making intuitive decisions

Non-programmed decisions deal with unstructured
problems that lack clear decision rules or have few objective
criteria with which to make the decision. Some examples are:
aesthetic judgments regarding whether a new movie or art exhibit
will be a success, political judgments regarding the best way to
get a new initiative approved, and human resource judgments
regarding the best way to resolve a conflict between employees.
Or, there may be problems that are unique or novel and for which
there are no proven answers to use as guide.
A crisis situation also constitutes a non-programmed
decision for companies. Consider how the precarious situation at
Nissan in the late ‘90s brought about by poor decisions and
financial performance, and how Carlos Ghosn was brought in to

The decision-making process refers to arriving at complex
decisions without conscious reasoning, in which the knowledge,
experience, and emotions of the decision maker are linked. This
style of decision making is mostly used when solving
unstructured problems lacking decision rules, where few
objective criteria exist, and time is of the essence. “Research has
found that people who have acquired deep wells of knowledge
and experience—through their curiosity, openness, and
propensity to seize opportunities—are able to reach good
‘intuitive’ decisions much more frequently than people who
possess a relatively limited sphere of experience.”8
There is a saying in Spanish, which if you grew up in a
Hispanic country you would hear from your parents or
grandparents when they wanted to make a point that whatever
was going on was not new to them, to justify the decisions they
made, or simply to have you listen to their advice: “Mas sabe el
diablo por viejo que por malo.” It literally translates to: “The devil
is wiser for being old than for being the devil,” meaning that there
is no substitute for years of experience, and learning from the
mistakes stored in one’s head. If you find that your parents and
grandparents are wise, imagine how much wiser the devil, who is
much older must be.
The question is, can you hone your intuition and thereby
improve your chances of making a good decision? The answer is
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yes, and studies reveal that the cultivation of instinct requires the
following:

swing into action. Thought of this way, intuition is really a
matter of learning how to see—looking for cues or patterns
that ultimately show you what to do.

• Experience, which comes from recognizing patterns
• Emotional intelligence, to be discussed in Chapter 9

2.

Due to training, experience, and knowledge, good decision
makers have an idea of how well a given solution may work.
Novices, on the other hand, are not able to make eﬀective
decisions this way because they do not have enough prior
experience to draw upon. Experts used to think the
professionals carefully deliberated the merits of each course
of action, whereas novices impulsively jump at the first
option. The reverse is actually true: It is the novice who must
compare diﬀerent approaches to solving a problem. Experts
come up with a plan, and then rapidly assess whether it will
work. They move fast because they do less. The
accumulation of experience does not weigh people down—it
lightens them up. It makes them faster.

3.

The implication for management is that organizations that
teach decision-making skills by insisting that people
generate large sets of options might actually slow decision
makers down. Weighing options generally makes sense for
novices who need a decision-making framework to help
them think their way through a problem, but the way to get
people past the beginner stage is to accelerate the growth of
their experiences so they can rapidly accumulate the
memories and the cues that will enable them to make faster,
better decisions.

• Tolerance, or willingness to grow in environments where
positive and negative experiences can be had
• Curiosity, which is fueled by openness, risk-taking, and a
propensity to seize opportunities.9
Gary Klein has, for more than 20 years, studied fire chiefs,
pilots, and nurses regarding how they use their intuition to help
them make decisions under extreme pressure. Here are the main
points he makes in explaining the radical way in which intuition
works:10,11
1.

Over time, as firefighters accumulate a storehouse of
experiences, they subconsciously categorize fires according
to how they should react to them. They create one mental
catalog for fires that call for search and rescue, and another
one for fires that require an interior attack. Then, they race
through their memories in a hyperdrive search to find a
prototypical fire that resembles the fire that they are
confronting. If everything works out okay, the firefighters
stick with their choice. But if they discover unintended
consequences that could get them into trouble, they discard
that solution and look for another one. They might run
through several choices, but they never compare one option
with another. They rapidly evaluate each choice on its own
merits, even if they cycle through several possibilities. They
do not need the best solution. They just need the one that
works. As soon as they recognize the right match, they

The best decision-makers that Klein has seen are
wildland firefighters who are force-fed a constant diet of forest
fires. They fight fires 12 months a year—in the western United
States during the summer, and in Australia and New Zealand
during the winter—and rapidly build a base of experience. And
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they are relentless about learning from experience. After every
major fire, the command team runs a feedback session,
reviews its performance, and then seeks out new lessons.
Moreover, the people at the top start at the bottom. The lowestlevel crew members know that their leaders have been in their
boots and have felt their exhaustion. This breeds trust and
confidence all the way down the line.12
In summary, intuitive decision-making is helpful under three
conditions: (1) the decision maker has domain-specific expertise
that may take around ten years to develop; (2) the problem at
hand is non-programmed and unstructured; and (3) time is of the
essence.
Ultimately, it may be that we should use both intuition
and analysis. There may be times when intuition helps narrow
down the options, which can then be analyzed in a logical and
rational way. Or, the reverse may be true: An initial detailed
analysis may identify a few options that seem equally good, and
intuition is needed to single out the right one.”13

7.4 Making creative decisions
If you recall from Chapter 1, creativity is the generation of
new solutions to newly presented problems, or discovering new
ideas that lead to insightful understanding of the situation at
hand. It is in addition to intuition, another very important skill for a
manager to possess especially in rapidly changing environment
like the one we live in, and if they want to stand the best chance
of success.

Creativity, from the standpoint of decision-making, is
necessary when logical thinking is inadequate in situations that
require insight to solve problems that do not conform to routine
analysis. Furthermore, a wealth of literature has emphasized the
need to enhance the creative performance of employees to
achieve competitive advantage. Creative thinking benefits all
areas of management and is the key to dreaming up better ways
of marketing goods, devising new production methods, or finding
new ways to motivate people.14 Without this skill, we would not
have had the Internet, smart phones, or the tablet you are using
to read this information.
According to Scott Kaufman, Scientific Director of the
Imagination Institute at the University of Pennsylvania, the latest
neuroscientist explanation of creativity involves four steps.15
Step 1: Preparation
An idea is not born in an intellectual vacuum. You must feed
your brain materials to work with. This step involves trying to
learn lots of things from reading, talking to people from all walks
of life, trying new things, being curious about how things work,
etc. At this point, rather than searching for magic leaps of
understanding, your brain is using attention, reasoning, and other
executive functions to obtain new knowledge.
In general, creativity seems to come when insight is
combined with the hard work of analytical processing. A person
cannot discover the theory of general relativity in a dream if he or
she is not a physicist who has done some consideration about
the subject beforehand. 16
Insight, however is hard to define. Mark Beeman, a
cognitive neuroscientist, likes to pose the following riddle to
84

applicants who want to work in his lab, as a way of seeing if they
have insight. In one particular case, a young candidate got the
right answer. “A man in a town married 20 women. There have
been no divorces or annulments, and everyone in question is still
alive and well. The man is not a bigamist, and he has broken no
laws. How is this possible?” Instantly, the young man had an
answer: a priest. Where did that flash of insight come from? “I
went to Catholic school,” the interviewee replied promptly. “You
said ‘man,’ I thought priest.”17
Here is another old riddle to test insight: A father and son
are in a terrible car crash that kills the dad. The son is taken to
the hospital and just as he is about to go under the knife, the
surgeon says, “I cannot operate on him. He is my son.” Who is
the surgeon? Well, if you guessed that the surgeon was the boy’s
mother or the boy’s homosexual second father, then you are
insightful.
Step 2: Incubation
In this the stage, you let go of all of the learning you have
previously acquired while letting your mind wander, shifting your
focus away from the current task. This stage is the one where you
might actually want to go for a walk and stop consciously
thinking about the problem you are trying to solve. Research
supports four specific steps to trigger the insightful moments:
1.

Whether you are a business owner or a student, your
calendar is likely packed with activities and constant texting,
but you should try to find a quiet moment of solitude and
undisturbed time.

2.

Try to focus on your inner thoughts by ignoring what is going
on around you, turning your devices oﬀ for several hours a
day.

3.

Anxiety is the number one enemy of creative thoughts, and
the antidote is positive emotions, so talk to friends, go out to
dinner, read a book, or take a nap to make you feel your
best.

4.

And finally try not to actively have an conscious insight. In
other words, use purposeful distractions like going to the
gym to mentally move into unrelated tasks.18

The ubiquitous oﬃce Post-it Note was the product of an
employee at 3M tinkering with an adhesive that had been
dreamed up by a colleague a few years earlier, and had it applied
to a piece of paper to create a bookmark in his church hymnal.
He came up with the now iconic product during his “15 percent
time,” a program that allowed employees to use a portion of their
paid time to hatch their own ideas.19 The same strategy is used at
Google to encourage employees’ tinkering at the company’s
huge workshop. Gmail, Google Earth, and Google News
reportedly were invented in such sessions.
Step 3: Illumination
This is the stage when all the knowledge and connections
previously registered in your brain automatically or
subconsciously collide, and crop up to your conscious mind. This
is often when you stumble upon your idea—the “eureka!”
moment.
In the summer of 1994, director John Lasseter, and writers
Andrew Stanton, Joe Ranft, and Pete Docter were putting the
finishing touches on Pixar’s first feature, Toy Story, when a big
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question was raised: "What is Pixar going to do next?” Then, they
started a brainstorming session that would bring out the best in
each of them, sketching the outlines and characters on nothing
more than napkins on their table that would make up four of the
studio’s greatest films: A Bug’s Life (1998), Monsters, Inc. (2001),
Finding Nemo (2003), and WALL-E (2008).20
After the initial idea comes the stage where you feverishly
work on it, immersing yourself entirely in it, spending days and
months in creating a prototype, developing, and refining it.
Figure 7.2 Creative decisions

Step 4: Verification
In the verification stage, you use critical thinking and
executive functioning to craft your message and hone your idea
into a format that can be the most successfully received by your
audience. As Kaufman warns, “[s]ome of the greatest creative
ideas of all time can easily be lost because they are not
packaged in the right way, or consumable.”21
Dimensions of creativity
Researchers propose four factors to evaluate the level of
creativity in the decision-making process.14
1.

Fluency: refers to the number of ideas a person is able to
generate.

2.

Flexibility: refers to how diﬀerent the ideas are from one
another. If you are able to generate several distinct solutions
to a problem (e.g., diﬀerent angle, viewpoint, modality,
direction), or discover whole new possibilities, your decisionmaking process is highly flexible. As a practice, think right
now of a simple problem you may be having, and try to look

at it from the perspective of someone else like your boss or
your parents.
3.

Originality: refers to an idea’s uniqueness. It is the ability to
generate new, diﬀerent, and unusual ideas that others are
not likely to generate.

4.

Elaboration: involves adding details, filling in the gaps,
embellishing, and completing a creative idea to make
something real, understandable, or aesthetically pleasing.

Consider the process that Markus Zusak went through for
three years when writing his book. He began by mapping out the
beginning and the end of the story. Then, he started listing out
chapter headings—pages of them. When Zusak began to write
the story itself, he tried narrating it from the perspective of Death.
It did not come out the way he wanted, so he re-wrote the book,
this time through the main character’s eyes. Again, something
was oﬀ. He tried writing it from an outsider’s perspective. Still, it
was no good. He tried present and past tense. The text just did
not flow. “By his own estimation, Zusak rewrote the first part of
the book 150 to 200 times. In the end, he went back to his
86

original choice, and wrote it from the perspective of
Death....When all was said and done, it had taken Zusak three
years to write his novel. He called it The Book Thief...The book
exploded in popularity. It stayed on The New York Times’ Best
Sellers list for over 230 weeks, selling 8,000,000 copies and
being translated into 40 languages. A few years later, Hollywood
came calling and turned The Book Thief into a major motion
picture.”22

to keep confirmation bias from influencing his decision. “At the
recent Berkshire Hathaway annual meeting in Omaha, Buﬀett
invited hedge fund trader Doug Kass to participate. Kass is a
critic of Buﬀett and his investment style, and is actually betting
against Berkshire Hathaway stock by shorting it. Inviting a vocal
critic who is short-selling the firm’s stock to participate in an
annual meeting is largely unprecedented. These events are
usually scripted or at least tightly controlled by management, and
controversy is rarely welcome. Buﬀett, on the other hand, viewed
inviting Kass as an opportunity to spice up the meeting.”23

7.5 Common decision-making errors

Research shows that people in all fields, including business,
have a diﬃcult time ignoring sunk costs—the tendency to dump
more money, time, and energy into failing projects instead of
cutting losses. The climber David Breashears demonstrated the
capacity to make the diﬃcult decision to turn around high up on
a mountain when the goal appeared so close, and after invested
so much and having come so far. “In May 1996, while many
climbers continued on their way to the summit of Mount Everest
only to encounter a dangerous blizzard, Breashears and his team
turned around and headed back to Base Camp. They survived,
while a number of their fellow climbers on other expeditions died
during the storm. Breashears acknowledges that one could feel a
bit ashamed heading down the mountain while others
courageously plowed forward. After all, we tend to admire those
adventurers and explorers who show grit, determination, and
perseverance rather than celebrate those who abandon a mission
out of concern for personal safety. However, Breashears reminds
us that a leader must remember that they are responsible for an
entire team’s safety. One cannot let pride and emotion cloud
personal judgment.”24

With four major approaches of decision-making and all the
literature, tools, and techniques available, some may think that
making a bad decision would be diﬃcult. The reality is that
sometimes, the fault does not lie in the decision-making process
but rather in the mind of the one making the decision, and not
because of unintelligence or negligence, but because of inherent
cognitive flaws. These flaws or biases act like filters that distort
our perception and are dangerous in the sense that they are
hardwired into our thinking. Researchers who have studied the
way our minds function when making decisions have revealed
that we use unconscious routines or rules to cope with
complexity. These rules of thumb serve us well in most situations,
but they are not foolproof and can lead us to misconception.
While no one can rid his or her mind of these flaws, what we can
do is learn to be aware of these traps and compensate for them.
It is hard to spot biases on us, and for this reason, it is often wise
to consult with colleagues or make important decisions in a
group. Figure 7.3 on the following two pages, shows the most
common cognitive biases in business. Warren Buﬀet, arguably
the most successful investor in history, uses specific techniques
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Figure 7.3 Cognitive bias
COGNITIVE BIAS
Confirmation: The tendency to put more faith in information that
agrees with what we already believe and discount opinions and data
that disagree with our beliefs.
Example: Once an investor starts to like a company, he may dismiss
negative information as irrelevant or inaccurate. Investors often stick
with a declining stock far longer than they should because they
interpret every bit of news about the company in a way that favors the
company prospects, and even seek out information that bolsters their
case that the company remains a good investment.

WAYS TO OVERCOME BIAS
•Look for ways to challenge what you think you see.
•Seek out information from a range of sources, and consider situations
from multiple perspectives.
•Discuss your thoughts with others, who can provide honest feedback
and not self-serving information. Surround yourself with a diverse
group of people and don’t be afraid to listen to dissenting views.
•Assign someone on your team to play “devil’s advocate” for major
decisions.

Anchoring: The tendency to base your judgement on information
gained early on in the decision-making process. Also called “first
impression” bias. Once you form an initial picture of a situation, it’s hard
to see other possibilities.
Marketing example: The first number you see conditions you for
subsequent numbers. A jacket selling for $130 with the discount tag
showing an original price of $200 makes you believe you are getting a
great deal; in reality, you are paying $130, which in likely more than you
were willing to pay.
Negotiation examples: Whoever makes the first oﬀer sets an anchor
on the table. A job applicant may state people with their experience
tend to be paid between $85,000-$95,000, or that a former colleague
received an oﬀer of $92,000. This assertion is not an oﬀer; it is an
anchor aﬀecting others’ perceptions of the zone of agreement.

• Reflect on your decision-making history, and think about whether you
have rushed to judgement in the past.
• Create your own anchor or set a mental limit beforehand.

Aggressive opening oﬀers make people consider positive qualities of an
object, since it forces them to decide whether it is worth the cost. Low
opening oﬀers make people consider what might go wrong, since lower
prices are often associated with negative qualities.
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COGNITIVE BIAS
Overconfidence: This happens when you place too much faith in

your own knowledge and opinions. You may also believe that your
contribution to a decision is more valuable than it actually is.
Example: Entrepreneurs are more likely to display the

overconfidence bias than the general population. They can fail to
spot the limits to their knowledge, so they perceive less risk.
Gambler’s fallacy: you expect past events to influence the future. Your
belief that things will change next time.
Example: Some investors believe that they should sell stocks after is
has gone up in a series of subsequent trading sessions because that
has fallen in multiple sessions because they view further declines as
“improbable.”

WAYS TO OVERCOME BIAS
Consider the following questions:
• What sources of information do you tend to rely on when you make
decisions? Are these fact-based, or do you rely on hunches?
• Who else is involved in gathering information?
• Has information been gathered systematically?
This is less likely to happen when decision-makers avoid looking at
information chronologically. Make sure that you look at trends from a
number of angles. Look for trends in your environment, such as
changed customer preferences or wider economic circumstances.
Tools such as PESTEL analysis can help.

Fundamental attribution error: People’s tendency to place an undue
emphasis on internal characteristics to explain someone else’s behavior It is essential to look at situations, and the people involved in them,
non-judgmentally. Use empathy and cultural intelligence to understand
in a given situation, rather than considering external factors.
why people behave in the ways that they do. Also, build emotional
Example: “Jenkins was fired for incompetence; I lost my job because
intelligence, so that you can reflect accurately on your own behavior.
of the recession.”
Self-serving: Decision-makers who are quick to take credit for their
successes and to blame failure on outside factors.
Example: A presidential candidate wins because people were tired of
the establishment, but he claims he won because he is a good
statesman, negotiator, and was more qualified than his competitors. A
few months into the term, he blames the media, terrorism, and
unfavorable trade agreements for his poor ratings and performance.
Sunken cost: When people make decisions about a current situation,
based all or in part on what they have previously invested. Instead of
ignoring incurred costs, they cannot forget them.
Example: Committing further money into activities in which people
have made prior investments despite losses.

Use your failures are opportunities to learn, adapt, and grow. People
will respect you for it. Consider the fact that failure is not always
someone else’s fault and own up to it.

Focus on the future benefits and future costs of the alternatives
involved in decisions, rather than costs you have incurred in the past
that you cannot get back. Do not let pride and emotion cloud personal
judgment.
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One way organizations have to overcome this trap is by
institutionalizing a system of checks and balances, where one
person is in charge of the creative part of a project while another
is in charge of it coming under budget and on schedule. This
constructive tension is observable at Electronics Arts, a video
game production company. “Developing a video game can be a
very expensive proposition. As many video game executives
point out, designing a good game costs just as much as creating
a bad game. Once a game is complete and taken to market, a
company needs to sell a very large number of copies just to
break even. A few games become blockbuster hits and achieve
high profitability; many products never recoup their high fixed
investment. To succeed, video game companies need to assess
projects at a variety of intermediate points and be willing to kill
projects that have veered oﬀ-track.”25

7.6 Group decision-making

synergy that comes through more interaction and participation
of group members who ensure that the decision is looked at
from various angles and from multiple viewpoints.
3. The process increases legitimacy and guards against some of
the cognitive biases just discussed, particularly confirmation
bias, sunken cost, anchoring, and overconfidence.
However, group decisions are not without their drawbacks.
First, they are time-consuming and less eﬃcient that those
decisions made by an individual. It takes time to assemble a
group, to have all members available for meetings, and to get
them participating. Second, you may have one or two individuals
who, due to their assertiveness, and verbal and leadership skills,
will unduly influence the final decision. Third, with group
decisions, individual responsibilities are diﬀused, resulting in a
lack of accountability for outcomes. Fourth, a member may loaf
and not carry their own weight.

Many important decisions that have far-reaching eﬀects on
organizational activities and personnel are typically made in
groups like ad-hoc or standing committees, task forces, review
panels, or work teams. This is a good practice for several
reasons:
1. The people who make up the group are likely the ones most
aﬀected by the decision and should have their say in it.
Otherwise, they will feel ignored and could possibly boycott it.
After all, the aim is acceptance as opposed to resentment.
2. As the saying goes “two heads are better than one.” When it
comes to business, the quantity, quality, and diversity of
output and ideas are more robust when group members
represent diﬀerent specialties. There is also a higher positive

Volunteers review data at Open.Michigan in December 2013. Photo credit.
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FIGURE 7.4 TYPES OF DECISION-MAKING
Rational
• Information on alternatives can be gathered and quantified.
• The decision is important and consequential.

in which you had something to say that ran contrary to the
consensus views of the group, but you remained silent either
because you were shy or did not want to ruﬄe any feathers?
Were you surprised to learn later that others shared your views
but had also remained silent? Consequently, when a team
becomes so unanimous in their outlook, they lose the ability to be
creative, which leads to a culture of the corporate nod.

• Decision maker is trying to optimize the outcome.
Bounded rationality

R EVIEW 7.1

• The minimum criteria are clear.
• Decision maker does not have or is not willing to invest much
time or resources in making decision. Information is scarce.
• Decision maker is trying to optimize the outcome.
Intuitive
• Problem lacks clear decision rules. Few objective criteria exist.
• There is time pressure and analysis paralysis would be costly.
• Decision maker has domain-specific expertise.

Question 1 of 4
After purchasing new computers for her
department, a manager is now
comparing the performance of the new computers
to the computers they

A.

Analysis of alternatives

B.

Evaluation of decision
eﬀectiveness

C.

Selection of an alternative

D.

Implementation of an
alternative

Creative
• Solutions to the problem are not clear.
• New solutions need to be generated. Decision is nonprogrammed.
• Decision-maker has time to immerse in the issues.

Yet another problem is the pressure to conform and deter
individuals from critically appraising unusual, minority, or
unpopular views. For instance, have you ever been in a meeting

Check Answer
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C HAPTER 8

Organizational Design
Chapter sections
8.1 Organizational design based on hierarchy
8.1.1 Traditional hierarchy vs. flat organizations
8.1.2 Flatter and flatarchies
8.1.3 Holacratic organizations
8.2 Organizational structures based on departmentalization
8.2.1 Functional departmentalization
8.2.2 Division departmentalization
8.2.3 Products or services
8.2.4 Customer/market departmentalization
8.2.5 Matrix structure
8.3 Boundaryless organizations

Learning Objectives:
Upon completion of studying this chapter, Organizational Design, learners
should be able to:
• Diﬀerentiate between the advantages and disadvantages of various
organizational structures
• Recommend an appropriate organizational structure
• Explain the Zappos case study on implementing holacracy with updated
information as it becomes available

“At Facebook, we try to be a strengths-based organization,
which means we try to make jobs fit people rather than
people fit around jobs. We focus on what people’s natural
strengths are and spend our management time trying to
find ways for them to use those strengths every day.”
—Sheryl Sandberg

Network, by Geralt Altmann, 2014. Photo credit.

• Role definition in terms of tasks, functions and skills: In
other words, job description, responsibilities and requirements.
How roles are evaluated can provide the synergy that is realized
from bringing together people who perform similar work.
• Support resources: facility, layout, and equipment needs of
various teams and departments throughout the organization
• Development and performance systems: hiring, training,
motivation, empowerment, compensation, information sharing,
goal setting, etc.
• Communication: information flow between departments and
levels of management, as well as the relationships among
positions
• Reporting structures and governance: rights, lines of
authority, who makes decisions, and at which hierarchical level
decisions are made
Figure 8.1 Hierarchical organizational structure

Organizational design
Organizational design refers to the way that an organization
configures and channels its structures, processes, and people to
support the implementation of strategies set up in during the
planning process (discussed in Chapter 5). In general, the
purpose of organizational design is to find the most eﬀective way
to deal with the following:
• Core business process: those that result in revenue and/or
deliverable to consumers, built around competitive advantage

• Formalization: the extent to which an organization’s policies,
procedures, and rules are written and explicitly articulated
Organization design is not a static, one-time event. In fact,
according to a McKinsey study of global executives that
suggests accelerated changes, many companies are in a nearly
permanent state of organizational flux, almost 60% of
respondents had experienced a redesign within the past two
years, but unfortunately, the same it concluded that the success
rate for organizational redesign eﬀorts is less than 25%.1
The best organizational structure for a given business
depends on many factors, including the work it does, its size (in
terms of employees and resources), geographic dispersion of its
facilities, the type of ownership, and the range of its businesses.
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How often a company goes through a reorganization depends on
the current corporate strategy and stage of development.
Companies going through a renewal strategy will usually make
reorganization changes, so those companies are sometimes
growing through mergers and acquisitions. Consider these recent
cases:
A huge reorganization of Cisco’s routing and engineering
units aﬀected 25,000 employees. The engineering teams shifted
focus on individual products to two big overarching groups
focusing on software and hardware. The object of the
reorganization was to get rid of product fiefdoms, and motivate
people to work together and share more, while making the
company more nimble. 2
In 2016, Toyota overhauled its corporate structure to
streamline decision-making and improve the way it manages its
production output. The company increased the number of
business divisions from four to nine, and shifted their focus to
products instead of functions. They new divisions are: compact;
mid-size; commercial; connected cars; research and engineering;
Lexus division; Asia region; other regions; and dedicated power
trains. The company also implemented Toyota’s New Global
Architecture platform, under which vehicles will share common
parts according to their size, cutting production costs by as
much as a fifth.3
Also in 2016, Novartis, the pharmaceutical and medicine
manufacturing company, split the pharmaceutical division—which
accounts for two-thirds of its sales—into two business units, one
focused on cancer medicine and the second on other drugs. The
move was necessary to help drive its growth and innovation
strategy and to successfully integrate the oncology assets
acquired from GlaxoSmithKline. Additionally, some jobs were

moved from New Jersey to their headquarters in Basel,
Switzerland.4
The newly created company, DowDuPont, product of the
mergers of two industrial giants Dow Chemical Co. and DuPont
Co., eventually plans to split into three companies, with one
focused on agriculture, another on materials and plastic, and a
third one on specialty products—the restructuring aﬀected 10%
of the workforce and it was hoped to produce overall cost
savings of $3 billion.5

8.1 Organizational design based on hierarchy
The following structures are based on (1) the number of
levels each has in its hierarchy, (2), the concentration, or the
degree in which decision are made by top management, and (3)
formalization, or the extent to which an organization’s policies,
procedures, and rules are written and explicitly articulated.
8.1.1. Traditional hierarchy vs. flat organizations
Keeping the size of the organization constant, hierarchy
organizations have vertical structure whereas flat organizations
have horizontal structures. Hierarchical companies share the
following characteristics:
• Several layers of management: usually more than 5 but less
than 8
• Narrow span of control: few subordinates per supervisor
• Long chain of command: oﬃcial authority that dictates who is
in charge of whom, and of whom permission must be asked
(e.g., a college professor reports to the department chair, who
reports to the associate dean, who reports to the academic
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dean, who reports to the vice president of academic aﬀairs,
who reports to the president)
• Centralized: where most decisions and processes are handled
at the top level
• Bureaucratic and formal: with extensive written rules and
procedures
• Clear roles and high level of control: distinctions are made
between managers and the rest of the employees; everyone
has a place, accepts it, and performs according to
specifications; managers main role is to ensure others are doing
the right things, in the right order, at the right time

Revolution to new heights. The division of work into small
components and the creating of controls to integrate those
components led to amazing gains in eﬃciency, and in many
cases, production output increased hundreds of times over.
However, that is not to say that the hierarchical
organizational structure is without its flawes. The biggest
drawbacks of this structure are as follows:
• It takes too long to make decisions, respond to customer
requests, or rect to changes in market conditions.
• It is rigid towards change as organizations become calcified
and insist in doing things the way they have always done it.
• Its management levels get out of control as the company grows
in size.
• It is slow to embrace technology and innovation.
• It is slow to respond to the needs of employees for
empowerment.

Figure 8.2 Flat organizational structure

Based on these attributes, it is evident that hierarchical
organizations come naturally and are eﬀective tools for getting
things done because everyone has a place and everything is
spelled out. In fact, most religions—both Eastern and Western—
employ some form of vertical structure, and so do military
organizations with levels of power cascading down from generals
to privates.
In the corporate world, this structure reached its climax in
the early twentieth century when industrialists, like Henry Ford,
Andrew Carnegie, and John D. Rockefeller, took the Industrial

On the other extreme are flat organizations—preferred,
small, start-up companies that are organizing this way from the
beginning. Here, employees do not have job titles that denote
rank, there are no managers or executives, and everyone is seen
as equal. It grew out of the idea that people should not have to
go through multiple layers to get a decision made, and took hold
during a time when work-from-home emerged, allowing small
teams to remain productive without losing the connectivity with
the rest of the organization. The most famous example of this
comes from Valve, the gaming company responsible for classics
such as Half-Life, Counter-Strike, Portal, and many others.
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At Valve, there are no job titles and nobody tells you
what to work on. Instead all the employees at Valve can
see
what
projects are being worked on and can join
whichever project they want. If an employee wants to
start their own project, then they are responsible for
securing funding and building their team. For some, this
sounds like a dream, and for others, their worst
nightmare.6

any employee contribute. Pandora has a whole team devoted to
focusing on the employee experience which takes into account
the values of individuals, the ways people work, and the
physical environment that people actually work in.7

This configuration works well when employees can manage
themselves, and when the company wants to stay agile to react
quickly to changes in the environment. In other words, its
advantages are the drawbacks of the hierarchical structure and
vice-versa.
8.1.2 Flatter organizations & flatarchies
Between hierarchical organizations and flat organizations,
we find flatter organizations, which is the model presently
preferred by most large and many mid-size organizations
because it causes the least amount of disruption to the
organization.
A flatter organization seeks to open communication and
collaboration horizontally while removing vertical layers within the
organization. It is made possible by the use of collaborative,
mobile, and Internet-based technologies. Companies like Cisco,
Whirlpool, and Pandora are actively implementing this approach.
At Cisco...employees have complete freedom and
flexibility to work when, where, and how they want to work. At
Whirlpool, they got rid of traditional job titles and instead
created four types of leadership roles that every single employee
fits in. Whirlpool also has a robust innovation program that lets

Figure 8.3 Flatter figure

Flatarchy is to be thought of as a dynamic, temporary
structure which is used by tall structures when they need to have
flat, ad-hoc teams (as illustrated in Figure 8.4), and by flat
structures when they need to have highly ad-hoc team (as
illustrated in Figure 8.5). This type of adaptable structure also
works well in the new freelancer or gig economy. The most
common type of example with this structure is a company with
an internal incubator or innovation program, where a team is
created to deal exclusively with one project and then disbanded.
Lockheed Martin, the aerospace company, was famous for
launching their skunkworks project, which was responsible
for the design of the SR-71 spy plane. Google, 3M, Adobe,
LinkedIn, and many other companies all have internal innovation
incubators where employees can try to get their ideas funded and
then developed into new products or services. However, to do
this, new teams must be formed which oftentimes must
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operate with far more autonomy, more resources, and much less
bureaucracy.8

8.1.3 Holacratic organizations
In the early 2000s, Brian Robertson, created holacracy as a
management structure based on the tasks a company needs to
accomplish, rather than a traditional reporting structure. He was
inspired in part by a description of holons—autonomous and selfdetermining parts of the brain, yet dependent upon it as a whole
—in a 1967 book by Arthur Koestler. In a similar spirit, the firm
(which is the whole) should consist of overlapping “circles,” each
for a team of employees who have come together around a
specific task.9
In holacracy, there is a hierarchy of circles, which should be
run according to detailed democratic procedures. At the same
time, each circle operates within the hierarchy. Each higher circle
tells its lower circle (or circles) what its purpose is and what is
expected of it. It can do anything to the lower circle— change it,
re-staﬀ it, abolish it.”10

Figure 8.4 Flatarchy: from hierarchy to temporary flat teams

Figure 8.5 Flatarchy: from a flat structure to a temporary
hierarchical structure

Each circle creates, executes, and measures its own
processes in carrying out work with complete authority, conducts
their own governance meetings, and elects members to fill roles.
Each circle uses a defined governance process to create its own
roles and policies.
When asked how this works in practice, Robertson gave the
following example: Say your company wanted to set up a training
day. One employee would be charged with picking a venue. If the
venue turned out to be hard to find, inconvenient or otherwise
lacking, then that would cause “tension.” To deal with the
tension, the circle would agree on new “expectations” about the
venue for the next training day. However, once charged with the
responsibility of finding a venue, the employee would not be
second-guessed. However, if he or she failed again, then the
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group might decide to take the employee oﬀ that task and give
him or her one instead. If the employee was incompetent at
many tasks, then eventually the group might decide that a
sacking was in order.”11
Holacracy seems to work fine for the firms that have
adopted it so far: relatively small, fast-growing ones, full of
creative types who would shun a more conformist workplace,
and have a proclivity to go its own way.21 However, it may not be
suitable for more conventional firms. It is simply too early to tell
whether this new trend will fade away or if it is here to stay.
Figure 8.6

8.2 Structures based on departmentalization
Departmentalization involves the dividing of an
organization into diﬀerent departments or divisions which perform
tasks according to the departments’ specializations in the
organization. In traditional bureaucratic structures, there is a
tendency to increase task specialization as the organization
grows larger. In grouping jobs into departments, the manager
must decide the basis on which to group them. The most
common basis, at least until the recent past, was by function. For
example, all accounting jobs in the organization can be grouped
into an accounting department, and all engineers can be grouped
into an engineering department. The size of the groupings can
also range from small to large depending on the number of
employees the managers supervise.
8.2.1 Functional departmentalization
This type of structure is designed around key business
functions or departments. For example, the departments of a
university include admissions, alumni aﬀairs, various academic
colleges, student services, library services, etc. In general terms,
the traditional business functions have been finance, accounting,
human resources, marketing, operations, and information
technology/management information systems. It is very common
in organizations to have industry specific functions as well as
general business functions. Colleges and universities are divided
based on specific activities like admissions, registration, student
services, but also on general supporting functions such as
marketing, finance, and information technology.
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Functional Organizational Structure
Figure 8-7

President
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Mgr
Warehouse
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Mgr
Customer
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Mgr
Market
Research

From the perspective of employees, this structure is simple,
and makes it easy for each department to understand their core
responsibility, and accountability. Another advantage is the
eﬃciency that results from greater expertise and the synergy of
similar work that requires the same knowledge, skills, and
resources. This depth of skills promotes functional innovation at a
lower cost.
Conversely, this configuration suﬀers from a narrow
departmental focus where organizational goals may be sacrificed
in favor of departmental goals. Ergo, the subsystems are
optimized and the system as a whole suﬀers. Functions have
diﬀerent priorities and measures, and can work at counterpurposes. Coordination of work at the seams of cross-functional
boundaries can become a diﬃcult management challenge,
especially as the organization grows in size and spreads to
multiple geographical locations. Communication problems

VP
Finance

Director
Sales

Mgr
Planning

Mgr
Accounting

Sales Mgr
America

Superv
Accounts
Receivables

Sales Mgr
Europe

Superv
Accounts
Payable

between managers arise, slowing down the organization and
making it inflexible.
The functional approach is most appropriate when the
organization is small, and/or has simple product or service focus,
or for mid-sized and large organizations that deliver standardized
products or services at a large volume and low cost.12

8.2.2 Division departmentalization
In this structure, each business unit contains all the
necessary functions and resources to perform activities. Divisions
can be organized based on products, services, or geographical
areas. This way of organizing is suitable for large, international
organizations that want to deliver rapid growth in diﬀerent
industries, markets, or regions. It allows each division to have all
the necessary resources and staﬀ to drive performance of their
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Products/Services/Geographical Organizational Structure
Figure 8-8
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own divisions. On the other hand, there is the risk of lack of
communication between divisions, there is a huge ineﬃciency in
resources due to duplication (because each division has its own
HR, sales, marketing, finance, production), and great inflexibility
because of the barriers of communication and the decisionmaking process.
Geographical areas
Organizations that are spread over a wide area with multiple
oﬃces across diﬀerent geographies—large, national companies

in various cities, or international companies with a presence in
various countries—may find advantages in organizing along
geographic lines so that all activities performed in a region are
managed together. Physical separation makes centralized
coordination more diﬃcult, although advances in information
technology have helped. Companies that market products
globally may adopt a geographic configuration as shown in
Figure Figure 8.8, which leads to duplication of resources but
greater customization to better respond to customers’ needs.
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8.2.3 Products or services

Customer/Markets Organizational Structure

This configuration works well when the company is highly
diversified as has grown through mergers and acquisitions. All
the activities necessary to produce and market a similar product
are grouped together in a business unit. In
such an arrangement, the top manager of the
VP Consumer
product line has considerable autonomy over
Products
the entire operation. On the plus side,
personnel can become experts in the
Human
development, production, and distribution of
Resources
the product. On the downside, there is again
duplication of resources. A disadvantage, in
terms of larger organizations, is the duplication
Manufacturing
of resources and the diﬃculty in coordinating
common customers across products.
8.2.4 Customer/market departmentalization

Marketing

A large oﬃce supply store like Oﬃce Depot or Staples make
find common sensical to design the business around the types of
customers it serves, like individuals, small business accounts,
large business accounts, or the government. Its personnel can
then become proficient in meeting the needs of these diﬀerent
customers. Customer focus enables development of programs
tailored to a population’s needs, but again, it suﬀers from
duplication of resources.

Figure 8-9

President
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Business Accounts

VP Major
Business Accounts

Chief Financial
Officer

Human
Resources

Human
Resources

Accounting

Manufacturing

Manufacturing

Planning

Marketing

Marketing

8.2.5 Matrix structure
This structure, which is set up like a grid, combines the
functional structure with a product structure based on projects
whose duration varies. It was quite a common structure in the
1970s when companies like Phillips, Caterpillar, Texas
Instruments and others implemented it. Now a days a form of
flatarchies are used instead, because in this structure personnel
reports to two managers, and that is its biggest downfall. Unclear
communication path, or power struggles between functional
managers and product manager can make this structure diﬃcult
to manage. However, is best suited for companies that oﬀer
personalized services and products, or that drive constant
innovation—because of their diﬀerentiation of focus strategy—
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Matrix Organizational Structure
Figure 8-10
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and want to do this in an eﬃcient way. This structure can also be
suited for companies who oﬀer a wide range of products and
services.
Another advantage of a matrix structure is that “it facilitates
the use of highly specialized staﬀ and equipment. Rather than
duplicating functions as would be done in a simple product
department structure, resources are shared as needed. In some
cases, highly specialized staﬀ may divide their time among more
than one project. In addition, maintaining functional departments
promotes functional expertise, at the same time fostering crossfertilization of ideas by working in project groups with experts
from other functions.”13 It is much easier to innovate, to adapt to
new trends of the market, and to meet customers’ needs for
customization.
8.3 Boundaryless organizations
This design began in the 1990s when companies like GE,
IBM and General Motors, wanted to break from the vertical,
horizontal, external and geographic boundaries imposed by

traditional structures which inhibiting the organization’s ability to
leverage resources. They found that traditional organizational
practices became pathologies when businesses needed quick
response time and flexibility, innovation and integration. A the
same time, the rapid rise of technology in the form of computer
networks, intranets, software, and the internet facilitated group
communication and decision making.
Many diﬀerent types of boundaryless organizations exist
today, like the modular or network organization, in which all
nonessential functions are outsourced to concentrate on those
activities which the company does well and lead to competitive
advantage. An example of a company that does this is Bank of
America which outsources all human resources transactions and
basic functions to Exult.14
Sweden’s Ericsson contracts its manufacturing and even
some of its research and development to more cost-eﬀective
contractors in New Delhi, Singapore, California and other
locations. Penske Corporation does the same by having
102

Figure 8-11

companies in Mexico and India process permits, titles,
driver’s logs, tax filing, and accounting.15
Boundaryless design can also take place in strategic alliances
where two companies combine their eﬀorts to create a mutually
beneficial partnership, thus breaking external boundaries
between the company and its suppliers or even competitors.
As an example, take Tesla Motors and Panasonic, who have
formed a joint venture to mass produce lithium-ion batteries in
the new factory in Nevada for the the upcoming Model 3, and
energy storage products for homes and utilities.16

Figure 8-12

Another form is the virtual organization which consists of a
small core of full-time employees and outside specialists (who
may be local or in other places) hired to work on projects on a
temporary basis, thus enjoying talent without the unnecessary
overhead and structural complexity. Take the film industry, whose
people are essentially freelancers or free agents who move from
project to project applying their directing, costuming, makeup,
and talent casting skills as needed. If let’s say you have a passion
for fashion design and would like to start producing outfits with
your brand label, you would go online and contact companies
who would assemble the clothing, and put the packaging
together. You would then be in charge of marketing it. The same
holds true for a business owner in the home renovation market. If
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the business owner’s forte is in tiling and electrical work, but he
or she receives full-scale projects, hiring temporarily plumbers,
painters, and roofers as needed to get the job done would be a
necessity and that would make the business a virtual
organization.

R EVIEW 8.1
Question 1 of 4

Mike

Goal 1

Goal 2

Paul
Mike and Paul are part
of a pool of employees

________ reflects the degree to which decisionmaking is distributed
throughout the hierarchy, rather than
concentrated at the top.

Based on skills, these employees
are in circles with different goals.
Each circle has subcircles.

Mike is leader of one circle.
Paul is leader of a circle within that.
If Paul removes Mike from the subcircle,
Mike is still his leader in the larger circle.

Holacracy at Zappos
Focusing on company culture and customer
service is how CEO Tony Hsieh built Zappos into a
billion-dollar online retailer. While he is not getting
rid of those priorities, Hsieh is laying the groundwork
for a major reorganization.

A.

Centralization

B.

Span of control

C.

Concentration

D.

Decentralization

Check Answer

Zappos’ traditional organizational structure is
being replaced with Holacracy—a radical “selfgoverning” operating system where there are no job
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C HAPTER 9

Leadership

“A leader is a dealer in hope.”
—Napoleon Bonaparte

Chapter sections
9.1 Leading as a function of management
9.2 Leaders as separate from managers
9.3. Leaders and managers
9.4 Emotional intelligence (EI) and leadership
styles
9.5 Situational leadership styles
9.6 Other leadership styles
9.7 Leadership competencies

Learning Objectives:
Upon completion of studying this chapter, Leadership,
learners should be able to:
• Examine various leadership styles
• Distinguish between tasks performed by managers and
those performed by leaders

“Before you are a leader, success is all
about growing yourself. When you
become a leader, success is all about
growing others.”
—Jack Welch
Leaders, Geralt Altmann, 2014. Photo credit.

“If your actions inspire other to dream more, do more, and become more,
you are a leader.”
—John Quincy Adams

“Leadership is the capacity to translate vision into reality.”
—Warren Bennis

“The supreme quality of leadership is integrity.”
—Dwight Eisenhower

”Gifted leadership occurs when heart and head—feelings and
thoughts—meet. These are the two wings that allow a leader to soar.”
—Daniel Goleman

9.2 Leaders as separate from managers
This is the type of leader that most people refer to when
they use the word “leaders;” what Bernard Bass, in his seminal
work on the topic, calls transformational leadership. As such, a
leaders’ job is to inspire, influence, and motivate.1

Microsoft Oﬃce clipart

9.1 Leading as a function of management
From chapter one we have learned that leading is one of the
four functions of management, along with planning, organizing,
and controlling. It is also one of the many roles manager engage
in the course of managing resources.
The leading function requires managers to supervise
employees and their work. But more importantly it is about a
manager spending time connecting with his or her employees on
an interpersonal level. It involves communicating openly with
employees, motivating employees toward higher levels of
productivity to achieve their goals. Eﬀective leaders are students
of human personalities, motivation, and communication.
A good leader finds out what motivates employees, and
aligns his/her style to those circumstances. Motivating
employees will be further expanded in chapter eleven.

[T]ransformational leadership occurs when leaders broaden
and elevate the interest of their employees, when they generate
awareness and acceptance of the purposes and mission of the
group. And when they stir their employees to look beyond their
won self-interest for the good of the group. Transformational
leaders achieve these results in one or more ways: They may be
charismatic to their followers and thus inspire them; they may
meet the emotional needs of each employee; and/or they may
intellectually stimulate employees.” (Bass, p. 21)
This very facet is the reason for the title of this course—BUS
270 Principles of Management & Leadership. Without it, the
course could simply be called Fundamentals of Management.
Managers and leaders are not the same, although some
parts of their jobs may overlap; both are complementary, and in
a changing environment one can not live without the other.
“Management functions can potentially provide leadership;
leadership activities can contribute to managing. Nevertheless,
some managers do not lead, and some leaders do not manage.”2
Warren Bennis, considered the father of leadership, shares
the same view:
There is a profound diﬀerence between management
and leadership, and both are important. To manage means to
bring about, to accomplish, to have charge of or responsibility for,
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to conduct. Leading is influencing, guiding in a direction, course,
action, opinion. The distinction is crucial. Managers are people
who do things right, and leaders are people who do the right
thing.3
In his 1989 book, On Becoming a Leader, Bennis composed
a list of the diﬀerences between managers and leaders, as
presented in Figure 9.1.4
What leaders and managers really do
Harvard Business School professor John Kotter further
contrasts the primary tasks of the manager and the leader, also
shown in Figure 9-1. His key point is that “managers promote
stability while leaders press for change, and only organizations
that embrace both sides of that contradiction can thrive in
turbulent times”.5 Good management brings a degree of order
and consistency to the organization, but faster technological
development, greater international competition, and changing
demographics of the workforce demands more leadership.
Consider the case of Nissan which was mentioned in previous
chapters. From its beginnings in 1934 to about 1990 the
company prospered and steadily put in place a strong
organization to support the companies dramatic growth. These
were the good times, and the company survived with good
administration and management concentrated at the very top.
However, during bad times of intense internal and external
competition, coupled by heavy debts and a risk-averse, passive
culture, the company needed a competent leadership who would
lead it from the brink of bankruptcy to being the fourth largest
carmaker in the world. The company needed an eﬃcient manager
and a direction-setting leader and it got both in one person when
it hired Carlos Ghosn in 1999 to save the company (see side bar).

CARLOS GHOSN
MANAGEMENT & LEADERSHIP
PROFILE
Carlos Ghosn is currently the
CEO of Renaults as well as the
head of the Renault-Nissan
Alliance, two separate companies
whose combine annual global
sales reaches more than 7.2
million vehicles 1. In 1999 he took
the job of reviving money–losing Nissan Motor, one that
many thought it was impossible to accomplish due to
the debts the company had, its bloated workforce, the
entrenched insular culture of Japan, the draining
relationship with the Keiretsu, and the economic
downturn of Japan at the time. And yet, against all the
odds he turned the company around in two years. He
was able to break Nissan’s keiretsu, abandon the
seniority system, and lay oﬀ thousands of employees to
cut cost, becoming a master of eﬃciency, and in the
process making Renault-Nissan the 4th largest carmaker
in the world. 2
Not only was the impossible job done well, but
fifteen years later Japan hopes that it can turn around
another car maker, this time is Mitsubishi, Mr. Ghosn’s
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Figure 9-1 Based on Material from Murray, Alan. “What is the Diﬀerence Between Management and Leadership.”
The Wall Street Journal. Kotter, John. (1999). “What Leaders Really Do.” Harvard Business School Press.

9.3. Leaders and managers source of powers
Managers and leaders are endowed with power and must
make use of it. After all, an organization is the bending of
individual wills to achieve a collective purpose. The question is
how will it be used wisely and well. Power can be creative,
empowering and positive, but it can also corrupt. Instead of

wielding power for the greater good, it is tempting to use it in
self-serving ways; to dominate rather than lead.
Power has been define by Bertram Raven and John French as
“potential influence of some individual or group over and
individual “6 in other words, a person’s or group’s ability to
influence other’s behavioral response. They further distinguished
between six bases of power.
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Legitimate power stems from a person’s elected, selected
or appointed position in the organization, and the authority that
lies in that position. For example, when a professor sets a
schedule of students’ presentations, the students must prepare,
show up, and present on the scheduled date, otherwise his/her
grade will be aﬀected. The professor’s power to evaluate
students and submit grades is given by the institution, and
comes from his or her position as the manager of the course.
Outside of the classroom, he or she has no positional power,
because this power is limited to the class.
This type of power is useful in times of crisis to show control and
authority, but must be used with professionalism in order to not
be abused.
Reward power is the extent to which managers or leaders
can use financial, material and psychological incentives to
influence others to get the desired outcome. The holder of this
power controls something that others desire. For example, when
a professor announces that the final exam is optional for those
students getting As or Bs, he or she is using this type of power to
motivate students to work very hard during the semester so they
don’t need to study for a comprehensive exam. The main
shortcomings of this power are that its eﬀect is temporary, and its
eﬀectiveness is diminished relative to the perceived value of the
reward. If, for instance, I am to be rewarded for good
performance with Super Bowl tickets but I really do not care
about football, this will do little to motivate me. If, however, I love
soccer and am rewarded with tickets to the final World Cup
match, then I am willing to work as hard as I can.
Commanding or Coercive power uses the threat of force,
fear or intimidation to gain compliance from another. It is used by

mangers to punish subordinates for not meeting performance
quotas, or to deter them from making decisions that will
negatively aﬀect the organization. Examples of commanding
power in organizations include workplace harassment (sexual
and otherwise); blackmailing; or such things such as demoting,
or firing an employee or withholding pay increases. The manager
may only have limited authority to carry them out, but
nevertheless, the very threat of punishment is usually enough to
influence employee behavior. Commanding leaders like Hitler,
Stalin, and Castro led by fear. They used coercion and
suppression of free will to punish subordinates and followers.
Referent power is the result of a person respecting an
influencing agent for qualities and personal traits, and seeks to
identify with or emulate those characteristics. The power holder
becomes a role model, and unfortunately role models can be
positive or negative. Referent power is commonly seen in
charismatic leaders who are able to invoke a passion for
followership due to the leader's magnetic personality. This power
can be easily abused. Someone likable, popular, rich, ambitious,
doer, and hustler, but with lack of integrity and righteousness,
may rise to power and use that power to hurt, manipulate, and
alienate people as well as gain personal advantage.
Expert power is based on a person possessing superior
skills, knowledge, expertise, or special talents. If Diane for
example, holds a MBA and a Ph.D. in statistical analysis, her
colleagues are more inclined to accede to her expertise by virtue
of her credentials. The same would happen is someone with only
a high school diploma has worked for a manufacturing plant 50
years, and is the best troubleshooter of the company’s
machinery. Nissan hired Carlos Ghosn based on his more than 35
years of international experience in the automobile industry,
109

coupled with his superior skills of turning around corporations.
One unique characteristic of this power is that it is specific to a
domain, and the expert must keep updating his/her skills, or
otherwise can become obsolete and replaceable.
Information power is based on possessing needed or wanted
information that is closely controlled by few people, sensitive or
of limited accessibility (e.g. national security data, personnel
information, confidential trading information, corporate trade
secrets, privately settled lawsuit documents or private phone
conversations). This one is the most transient of all, because
when you give information away you give the power away as
well. The vital part of this power is not having the information but
the potential the power holder can have to use it as an advantage
or as weapon of control and intimidation.

9.4 Emotional intelligence (EI) and leadership styles
For decades, researchers have studied the reasons why a
high IQ does not necessarily guarantee success in the classroom
or in business. In 1995, New York Times science reporter Daniel
Goleman, argued that existing definitions of intelligence needed
to be reworked. intellectual intelligence alone was no guarantee
of adeptness in identifying one’s or other’s emotional
expressions. It took a special kind of intelligence‚emotional
intelligence or EI—Goleman said, to process emotional
information and utilize it eﬀectively manage ourselves and our
relationships, to facilitate positive personal decisions, and to
resolve conflicts.

Emotional intelligence consists of four fundamental
capabilities: self-awareness, self-management, social awareness,
and relationship management (social skill). Each capability, in
turn, is composed of specific sets of competencies. Below is a
list of the capabilities and their corresponding traits, according to
Goleman.7
Self-awareness
Emotional self-awareness means having a deep
understanding of one’s emotions, strengths, weaknesses, needs,
and drives. People with strong self-awareness are neither overly
critical nor unrealistically hopeful. Rather, they are honest both
with themselves and with others. They are attuned to their own
guiding values and speak about them with emotion and
conviction. Someone who is highly self-aware knows where he/
she is headed, and why. For example, he/she will be able to be
firm in turning down a job oﬀer that is tempting financially, but
does not fit with his/her principles or long-term goals. Accurate
self-assessment refers to being able to know one’s weaknesses
and strengths, exhibiting gracefulness in learning where they
need to improve. Thus, self-aware people who know that tight
deadlines bring out their worst tend to plan their time carefully,
and get their work done well in advance. Another person with
high self-awareness will be able to work with a demanding client.
She will understand the client’s impact on her moods and the
deeper reasons for her frustration. She will go one step further
and turn her anger into something constructive.
Such self-knowledge often shows itself in the hiring process
and performance reviews. Self-aware candidates will be frank in
admitting to failure, and will often tell their tales with a selfdeprecating sense of humor. Self-aware people know—and are
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Figure 9-2

comfortable talking about—their
limitations and strengths, and they
often demonstrate a thirst for
constructive criticism.
By contrast,
people with low
self-awareness
interpret the
message that they
need to improve
as a threat or a
sign of failure.
Self-aware people can also be recognized by their selfconfidence, knowing their abilities with accuracy, and playing to
their strengths. They have a firm grasp of their capabilities and
are less likely to set themselves up to fail by, for example, overstretching on assignments. They also know when to ask for help,
and the risks they take on the job are calculated, with a sense of
presence and self-assurance. They will not ask for a challenge
that they know they cannot handle alone.
Self-management, is intrinsically tied to self-awareness.
Being aware of emotions and then managing them leads to being
focused and, thus, the achievement of goals. Self-control is
exhibited when concerns, disturbing emotions, and impulses are
channeled into useful ways. No leader can aﬀord to be controlled
by negative emotions, such as frustration, rage, anxiety, or panic.
Leaders who can stay calm and clear-headed under highpressure situations or during a crisis will craft an environment of

trust, comfort, and fairness. Leaders who
manage themselves well act with
transparency. They are open to others
about one’s feelings, beliefs and actions,
are adaptable to multiple
demands without losing
their focus or energy,
and have high personal
standards that drive
them to achieve
challenging but
attainable goals. Finally,
leaders or people who have a sense of eﬃcacy have what it
takes to control their own destiny, seizing better opportunities or
initiating them, rather than simply waiting.
The competency associated with being socially aware are
empathy, organizational awareness, and service.
Empathy is understanding the other person’s emotions,
needs, and concerns. Empathy makes a leader able to get along
well with people of diverse backgrounds of from diﬀerent
cultures. Consider what could happen if two giant brokerage
companies merged, creating redundant jobs in all of their
divisions. One division manager would call his people together
and give a gloomy speech that emphasized the number of people
who would soon be fired. The manager of another division would
give his people a diﬀerent kind of speech, being up-front about
his own worry and confusion, and promising to keep people
informed and to treat everyone fairly.
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The diﬀerence between these two managers is empathy.
The first manager was too worried about his own fate to consider
the feelings of his anxiety-stricken colleagues. The second knew
intuitively what his people were feeling, and he acknowledged
their fears with his words. Is it any surprise that the first manager
saw his division sink as many demoralized people, especially the
most talented, departed? By contrast, the second manager
continued to be a strong leader, his best people stayed, and his
division remained as productive as ever. Empathy is particularly
important today as a component of leadership for at least three
reasons: the increasing use of teams; the rapid pace of
globalization; and the growing need to retain talent.8
Organizational awareness is the ability to understand the
politics within an organization. That is, detecting crucial social
networks, reading key power relationships, and knowing
unspoken rules that operate among people.
Service is the ability to understand and meet the needs of
clients and customers, monitoring satisfaction, and keeping
relationships on the right track.
Relationship management (social skill) refers to the
eﬀectiveness of our relationship with others which hinges on our
ability to master the other three components. Here are the most
visible tools of leadership:
inspiration, persuasion (or influence), conflict management,
collaboration and teamwork. Managing relationships skillfully
boils down to handling other people’s emotions and
demonstrating a genuine interest in developing others with
constructive feedback. Respected leaders like Nelson Mandela,
Gandhi, and Martin Luther King recognized the need for change,
and challenged the status quo, championing new visions even in
the face of opposition.

How is EI related to leadership? The importance of
understanding emotional intelligence is that leaders play an
emotional role in their relationship with their followers.
Throughout cultures worldwide, the leader in any human group
has been the one whom others look to assurance and clarity
when facing uncertainty or threats, or when there is a job to be
done. The leader acts as the groups’ emotional guide. When
leaders drive emotions positively, they resonate with us, bringing
out everyone’s best, otherwise they undermine the emotional
foundation that lets people shine.9
In his book, Primal Leadership, Daniel Goleman and Annie
McKee contends that rather than practicing one particular
leadership style, leaders should consider an array of styles
depending on the business situation:
Imagine the styles, then as an array of clubs in golf pro’s
bag. Over the course of a match, the pro picks and chooses from
his bag based on the demands of the shot. Sometimes he has to
ponder his selection, but usually it is automatic. The pro ‘senses’
the challenge ahead, swiftly pulls out the right tool, and elegantly
puts it to work. That is how high-impact leaders operate
too,” (Goleman and McKee, 54).

9.5 Situational leadership styles
Daniel Goleman further classifies six leadership styles into
those that foster resonance—the first four—and those that readily
generate dissonance when not used eﬀectively—the last two.
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The visionary leader
This style is most appropriate when an organization needs a
new direction, when the business is adrift, during turnaround, or
when it is in dire need of a fresh vision. Not surprisingly, the
visionary approach comes naturally to transformational leaders
whose qualities were detailed in the previous section. It is less
eﬀective when a leader is working with a team of experts or peers
who are most experienced than he or she is—and who might
view the leader out of step with the agenda.
Visionary leaders articulate where a group is heading, but
not how it will get there, setting people free to innovate,
experiment, and take calculated risks. Knowing the big picture
and how a given job fits will give people clarity; they understand
what is expected of them. The sense that everyone is working
toward shared goals builds team commitment. This, in turn, reaps
another benefit: retaining the most valued employees.10 A
visionary leader recognizes talent, and recruits individuals with
skills that complement each other and contribute to business
growth.
Think of how many ways Google has shaped the Internet.
From advanced search algorithms to revolutionizing online
marketing with AdWords, having an environment that nurtures
innovation has kept the Google vision alive and on the
continuous path to success. Think of how well employees regard
Google, to the point that for many years it has been ranked within
the top three companies to work for, with a great reputation and
great values.
This style of leadership maximizes buy-in for the
organization’s overall long-term goals and strategy. That longterm vision requires discipline to follow through even in the face

of obstacles and setbacks. A visionary leader turns foresight into
reality by creating a vivid image of the target they need to attain,
and creating a specific strategic plan for the coming year. The
leader details what goals the company must accomplish and the
specific responsibilities of each key team member. Along the way,
the leader keeps the team informed of their progress, lending a
grand meaning to otherwise mundane tasks. The leader
celebrates small victories with the team, while remaining focused
on the larger goal. Workers understand shared objectives as
being in synch with their own best interests. The result: inspired
work.
Inspirational leadership, of course, is the EI competence
that most strongly undergirds the visionary style; followed by
empathy, self-confidence, change catalyst, and transparency.
The coaching style
This one-on-one style focuses on developing individuals,
showing them how to improve their performance, and helping to
connect their goals to the goals of the organization. Coaching
focuses on personal development of employees, rather than
accomplishment of tasks. This type of leader communicates a
genuine interest in their employees, rather than seeing them as
tools that represent a means to an end. Coaching thereby creates
an ongoing conversation that allows employees to listen to
performance feedback more openly, seeing it as serving their
own aspirations, not just the boss’s interests.
Leaders tend to exhibit this style least often due to time
constraints, passing up a powerful tool to make a diﬀerence and
be a mentor for someone who can continue the company’s
culture and vision.
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Regarding emotional competences that a coach should possess,
helping others and empathy comes first followed by emotional
self-awareness and service. Coaching works best with
employees who show initiative and want more professional
development. On the other hand, it will fail when the employee
lacks motivation or is too needy. It can backfire if it is perceived
as micromanaging an employee—a misstep that can undermine
his or her self-confidence.
The aﬃliative style
Aﬃliative leaders emphasizes the importance of teamwork, and
creates harmony in a group by connecting people to each other.
Goleman argues this approach is particularly valuable when
trying to heighten team harmony, increase morale, improve
communication, or repair broken trust in an organization. But he
warns against using it alone, since its emphasis on group praise
can allow poor performance to go uncorrected.The most marked
competences of coaches are empathy, developing others, and
self-awareness.
As for a sense of recognition and reward, the aﬃliative
leader oﬀers ample positive feedback. Finally, aﬃliative leaders
are masters at building a sense of belonging. They are, for
instance, likely to take their direct reports out for a meal or a drink
—one-on-one—to see how they are doing. They will bring in a
cake to celebrate a group accomplishment. They are natural
relationship builders.11
The democratic style
This style draws on people’s knowledge and skills, and
creates a group commitment to the resulting goals. Much like
how the United States is a democracy where the citizens are

encouraged to vote on decisions relating to policy and public
aﬀairs, the democratic leader invites their subordinates to voice
their insights and opinions relating to workplace aﬀairs. In doing
so, participative leaders believe that they gain a higher degree of
understanding by including those people who are directly
aﬀected by the decisions being made.
In turn, subordinates are more involved and willing to work
towards whatever decisions are being made due to the vested
interest they have as a result of being a part of the decision
making process. Employees tend to have a higher level of
productivity and job satisfaction because they feel valued by their

A democratic Sister Mary
Sister Mary ran a Catholic school system in a
large metropolitan area. One of the schools—the only
private school in an impoverished neighborhood—had
been losing money for years, and the archdiocese
could no longer aﬀord to keep it open. When Sister
Mary eventually received the order to shut it down, she
did not just lock the doors. She called a meeting of all
the teachers and staﬀ at the school and explained to
them the details of the financial crisis—the first time
anyone working at the school had been made privy to
the business side of the institution. She asked for their
suggestions on how to keep the school open, and on
how to handle the closing, should it come to that. Sister
Mary spent much of her time at the meeting just
listening.
She did the same at later meetings with school
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manager, and that what they say or feel actually matters. The
democratic leader essentially empowers the subordinates by
recognizing the valuable contributions they can make during the
decision making process. Employees become less competitive
and more cooperative with one another, creating a welcoming
organization. The democratic leaders draw their strengths from
collaboration, team leadership, and communication. However, the
democratic style has its drawbacks; one being the endless
meetings where ideas are mulled, consensus remains elusive,
and the only visible result is scheduling more meetings. The
question becomes: Is it worth the wait? There are certainly times
where speed or eﬃciency is essential, making the democratic
leadership style ineﬀective. Employees might also resent the
participative leader who only listens to their ideas but never
implements them. They want to be able to express their ideas
and see them put into action, otherwise it can lead to low
motivation, skepticism, and feelings of betrayal. Even worse, the
employees might not have the knowledge, skills, or expertise to
provide high quality input during decision-making. The
participative leadership style is best when implemented in the
team environment where productivity and eﬃciency take the
back seat to quality.
The commanding leadership style
A commanding leader describes a person who has
complete control over decision-making, which is the opposite of
democratic leadership. Decisions on things such as what work
needs to be done, how that work will be completed, and by
whom are centralized and most of the time made unilaterally
according to what the leader believes is best.

This is classic model of military style leadership—probably
the most often used, but often the least eﬀective. Because it
rarely involves praise and frequently employs criticism, it
undercuts morale and job satisfaction. Goleman argues it is only
eﬀective in a crisis when an urgent turnaround is needed. Even
the modern military has come to recognize its limited usefulness.
12 The emotional competences displayed by commanding leaders
are drive to achieve, initiative, and self-control.
It is easy to understand why of all the leadership styles, this
one is the least eﬀective in most situations. The leader’s extreme
top-down decision making stymies new ideas on the vine. People
become discouraged, and hesitate to bring up ideas in the future
for fear of them being rejected. Consequently, employees’ sense
of responsibility evaporates—unable to act on their own initiative,
they lose their sense of ownership, and assume little
accountability for their performance.
Commanding leadership also has a damaging eﬀect on the
rewards system. Most high-performing workers are motivated by
more than money—they seek the satisfaction of work well done.
This style erodes such pride. Furthermore, this style undermines
one of the leader’s prime tools: motivating people by showing
them how their job fits into a grand, shared mission. Such a loss,
measured in terms of diminished clarity and commitment, leaves
people alienated from their own jobs, wondering, “How does any
of this matter?”
The commanding style should be used only with extreme
caution and in the few situations when it is absolutely imperative,
like when a hostile takeover is looming, or when decisions need
to be made quickly. There are certainly many decisions in
business that need to be made on the fly, and without the input of
others in those cases, the commanding style can break failed
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business habits and shock people into new ways of working. It is
always appropriate during a genuine emergency, like in the
aftermath of an earthquake or a fire, and it can work with problem
employees with whom all else has failed. However, if a leader
relies solely on this style or continues to use it once the
emergency passes, the long-term impact of his insensitivity on
the morale of those he leads will be ruinous. Commanding
leaders are meticulous planners and expect that their
subordinates will trust that they have come to the best possible
decision on their own without needing insight from others.
Famous commanding leaders include Martha Stewart, Margaret
Thatcher, Saddam Hussein, Joseph Stalin, and Howell Raines.
The pacesetting style
Like the commanding style, the
pacesetting style has its place in the
leader’s repertoire, but it should also
be used sparingly. The hallmarks of
the pacesetting style sound
admirable. The leader sets extremely
high performance standards, and
exemplifies them himself.

Steve Jobs, the pacesetter
Steve Jobs wasn’t the easiest CEO to work for,
but those who did work with him were willing to put up
with his high standards and intense demands. Even
though Jobs would call his engineers on holidays and
weekends, they felt the experience of working with him
was worth it. This is how two former NeXT engineers
describe working for Jobs.
“Steve’s arbitrary decisions dumbfounded those
under him at NeXT, and his micromanagement gave
them no peace. He assumed they would work nights
and weekends. He wouldn’t hesitate to call them at
home on Sundays or holidays if he’d discovered some
“urgent” problem. And yet hardware and software
engineers still could not resist working for Steve Jobs.
Steve understood the sensibility of engineers.

Steve Jobs holding iPad.
Photo credit.

He/she is obsessive about doing things better and faster,
and asks the same of everyone around him/her, quickly
pinpointing poor performers and demanding more from them. If
they do not rise to the occasion, they are replaced with people
who can. This type of leadership is driven by achievement, and
being the first one to initiate plans, actions, and agendas.

Often regarded as control freaks, these people try to dictate
anything and everything in their lives, and sometimes in the lives
of others. They are often perfectionists, and demand excellence
from themselves and others, cause anguish for their followers
that often results in micromanagement. They tend to regard
themselves as superior to others, and feel that it is necessary for
them to intervene continuously in the works of their subordinates
to ensure that things are completed to their standards. This often
leaves subordinates resenting their leader and regarding them as
being bossy, controlling, and dictatorial.
Many studies have shown that the more styles a leader
exhibits, the better. Leaders who have mastered four or more—
especially the authoritative, democratic, aﬃliate, and coaching
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styles—have the very best climate
and business performance. The most
eﬀective leaders switch seamlessly
among leadership styles as needed.
Although that may sound daunting, it
occurs more often than expected at
both large and small corporations by
seasoned veterans and entrepreneurs
who know exactly how and why they
lead, and who claim to lead by gut
alone.
Oprah Winfrey at TCA, 2011.
Photo credit.

Such leaders do not mechanically match their style to fit a
checklist of situations—they are far more fluid. They are
exquisitely sensitive to the impact they are having on others and
eﬀortlessly adjust their style to get the best results. These leaders
can see when a talented but underperforming employee has
been demoralized by an unsympathetic manager, and needs to
be inspired through a reminder of why her work matters. Or that
leader might choose to reenergize the employee by asking her
about her dreams and aspirations, and find ways to make her job
more challenging. Or that initial conversation might signal that the
employee needs an ultimatum: Improve or leave.

An example of coaching style
A product unit at a global computer company had
seen sales plummet from twice as much as its
competitors to only half as much. Lawrence, the
president of the manufacturing division, decided to close
the unit and reassign its people and products. Upon
hearing the news, James, the head of the doomed unit,
decided to go over his boss’s head and plead his case to
the CEO.
What did Lawrence do? Instead of reprimanding
James, he sat down with his rebellious direct report and
discussed not just the decision to close the division, but
also James’s future. He explained to James how moving
to another division would help him develop new skills. It
would make him a better leader, and teach him more
about the company’s business.
Lawrence acted more like a counselor than a
traditional boss. He listened to James’s concerns and
hopes, and he shared his own. He said he believed
James had grown stale in his current job; it was, after all,
the only place he had worked in the company. He
predicted that James would blossom in a new role.
The conversation then took a practical turn. James
had not yet had his meeting with the CEO—the one he
had impetuously demanded when he heard of his
division’s closing. Knowing this, and also knowing that
the CEO unwaveringly supported the closing, Lawrence
took the time to coach James on how to present his case
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The example of
Joe Torre

Joe Torre. Photo credit.
Joe Torre, the heart and soul of the New York
Yankees, is a classic aﬃliative leader. During the 1999
postseason, Torre tended ably to the psyches of his players
as they endured the emotional pressure cooker of a
pennant race. All season long, he made a special point to
praise Scott Brosius—whose father had died during the
season—for staying committed even as he mourned. At the
celebration party following team’s final World Series game
victory, Torre specifically sought out right fielder Paul
O’Neill.
Although he had received the news of his father’s

9.6 Other leadership styles
The charismatic leader
Charismatic leaders are transformational leaders par
excellence. They use their magnetic personalities and charm to
gather followers. They are dominant, self-confident individuals
who hold strong conviction for their beliefs. The charismatic
leader's influence is the result of his or her referent power.
Essentially, followers admire this leader because he or she
demands respect, approval, and recognition from subordinates
who in turn want to emulate the leader because the charismatic
leader is an idealized hero.

While charisma can be a highly desirable leadership
attribute, it is also one of the most dangerous and powerful.
Imagine the damage that implementing a mediocre business plan
can do to the company when it is approved based on the selling
abilities of a charismatic manager. The charismatic leader is
aware of his or her influence on others and, if not properly
motivated, can be a detrimental to a company or a country.
This happens when the leader can articulate a vision of the
desired future, show each follower his or her role and convince
them that they are the ones who will be able to make happen.
Followers in return like what they are hearing, trust the leader,
and quickly succumb to his or her wishes.
Laissez-faire leadership
Those leaders who allow subordinates to work on their own,
providing them with all of the resources and information they
need to do their jobs
autonomously , and intervening
only by request or when a
problem arises.
This leadership style can
be highly intentional, like when
the leaders knows their staﬀ are
professionals in their field and
can manage themselves, but
also terribly accidental leaving
them to fend for themselves.
These leaders’s hands-oﬀ
approach is successful
because they are able to

Richard Branson, by David Shankbone.
Photo credit.
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delegate and refrain from micromanaging, and works best when
the employees are knowledgeable, experienced self-starters. This
leadership style is the opposite of commanding leadership.
Servant leadership
Robert Greenleaf in the 1970s through several books like “The
Servant as a Leader” and “The Institution as Servant” articulated
his believe that before anyone can lead, they first need to be a
servant. It begins with the feeling that one wants to ensure
people's highest priority needs are being served, then that desire
takes one to aspire to lead. There is no leading by coercion, or
control - rather by example of the highest moral standard.
Greenleaf’s credo can be best articulated when he wrote:
This is my thesis: caring for persons, the more able and the
less able serving each other, is the rock upon which a good
society is built. Whereas, until recently, caring was largely person
to person, now most of it is mediated through institutions—
often large, complex, powerful, impersonal; not always
competent; sometimes corrupt. If a better society is to be built,
one that is more just and more loving, one that provides greater
creative opportunity for its people, then the most open
course is to raise both the capacity to serve and the very
performance as servant of existing major institutions by new
regenerative forces operating within them.”10The best test is
whether those served grow as persons, become healthier, wiser,
freer, more autonomous, more likely to serve others in return.
The Center For Servant Leadership, is headquartered in Indiana
and provides further information on this leadership style as well
as how contemporary leaders continue to be shaped by this
philosophy.

9.7 Leadership competencies
Regardless of which leadership style you consider most
desirable, there are certain competencies that make a leader
eﬀective, and we will enumerate them next. in a study conducted
in 2016, Sunnie Giles, asked 195 leaders in 15 countries from
over 30 global organizations to choose the most important
leadership competence from a list of 74. Here are the results in
order of importance:11
Has high ethical and moral standards

67

Provides goals/objectives with loose guidelines/direction
Clearly communicates expectations

56

Has the flexibility to change opinions

52

Is committed to my ongoing training

43

Communicates often and openly

42

Is open to new ideas and approaches

39

Creates feeling of succeeding and failing together

38

Helps me grow into a next-generation leader

38

Provides safety for trial and error

59

37
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If the list looks familiar is because in one way or another we
have covered these competencies when describing the various
styles of leadership. From the strong ethical standard of the
servant leader, to the concern for safety and nurturing growth of
the coaching leader, to the eﬃcient learning, and sense of
connection and belonging of the aﬃliative leader, to the openness
and self-organizing principles of the laissez-faire leader.

Brief summary of major Western leadership theories
Although leaders have existed since time
immemorial, serious leadership theories began to take
form in the 1920s and 1930s. One such theory focused
on what were those traits or characteristics that
diﬀerentiated from non-leaders. Seven traits were
chosen as being found in leaders: drive, desire to lead,
honesty and integrity, self-confidence, intelligence, jobrelevant knowledge and extraversion.1 After advances in
personality literature, the Big Five model was proposed
which rates an individual based on Openness,
Conscientiousness, Extraversion, Agreeableness and
Neuroticism. Studies also found that Extraversion was
highly associated with leadership.2
Despite the best eﬀorts of researchers, it was
proved diﬃcult to consistently identify those traits that
always accompany a good leader, that you can spot it
right away and that lead to success. So, then scholars in
the 1960s and 1970s began to look at leadership from
the perspective of behavior rather than personality. In
other words, what leaders did as oppose to what they
were. Researchers at various US universities began to
focus on this topic. The University of Iowa study
classified leaders into a Democratic style, an Autocratic
style, and a Laissez-Faire style. The democratic style
produced better performance and more employee
satisfaction but there were some exception and mixed
results, and in some case, the autocratic leader was
more eﬀective.3
Some scholars came to the conclusion that the
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COMMANDING

VISIONARY

AFFILIATIVE

DEMOCRATIC

PACESETTING

COACHING

Aims to bring out the
best in key staﬀ. Invest
in personal
development and longterm goals of staﬀ.
Delegates challenging
assignments that will let
people grow.

Leaders make key
decisions, outside input
is limited, workers told
what to do and how to
do it, fear is a key
motivator

Articulate where group
is headed through
inspiring vision of the
future. Builds
excitement, helps staﬀ
see how their work
contributes to a better
world.

Takes care of
employees, receives
strong loyalty in return.
Nurtures personal
relationships and
emotional needs of
employees. Builds
teams, resolves
conflicts. Promotes
harmony.

Seeks input from people
on important decisions.
Listen carefully to
concerns. Higher
commitment and buy-in
across organization.

Holds high standard for
self, others and the
organization.
Demanding faster, better
performance. Pushes
staﬀ harder or fixes
problem themselves.

Drive to achieve,
initiative, self-control

Self-confidence,
empathy, change
catalyst

Empathy, building
relationships,
communication.

Collaborate, team
leadership,
communication

Conscientious, drive to
achieve, initiative.

Developing others,
empathy, Selfawareness

Usefulness

In a crisis, to start with a
new project or with
problem employees

When changes require a
new vision. When clear
direction is needed.

To manage splits in a
team. To motivate
during stressful
circumstances.

To gain acceptance or
consensus. To get input
from valued team
members.

To get quick results from
a highly motivated team

To help someone
improve performance,
to develop long-term
strategies.

Pros

Fast, eﬃcient. Great
with extremely smart
and wise leaders. May
be more applicable in
organizations with lowskilled workers doing
routine tasks.

Gives clear direction to
company and
motivates/excites
employees.

Helpful in organizations
with serious divisions,
conflicts or broken
trusts. Produces happier
employees. May be
popular in certain parts
of the world.

Works well in
organizations with a
broad mix of highly
skilled individuals.
Develops decision with
strong shared
ownership.

Works with very hightalented self-driven
teams. May be useful in
start-up and
entrepreneurial phase.

Produces happier
employees.

Conflicts if other strong
individuals in
organization have
competing vision.
Failure to achieve the
vision demotivates staﬀ
and leads to cynicism.

Focusing on relationship
at the expense of
results. May send
message that mediocrity
is tolerated. Staﬀ may
not receive enough
advice on how to
improve.

May be diﬃcult to
implement in cultures
where staﬀ is afraid to
give input. May take too
long to arrive at a
decision.

Diﬃcult to sustain pace;
anxiety, burnout.
Obsession with results
at the expense of staﬀ
wellbeing.
Micromanagement
erodes trust and stunts
development. Pressure
may restrict creativity
and innovation.

May not benefit staﬀ
that are not motivated.

Environment

Emotional intelligence
competencies

Cons

Short-term gains
outweighed by longterm dysfunctions.
Employees can become
disengaged and
demoralized. Talent
leaves.

Table 9-1 Based on “Leadership that Gets Results.” (2000). Harvard Business Review.
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R EVIEW 9.1
Question 1 of 3
Which leadership style tends to centralize
authority and make unilateral decisions?

A.

Coaching

B.

Democratic

C.

Commanding

D.

Monarchical

Check Answer
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C HAPTER 10

Individual Employee
Behavior
Chapter sections

“We know where most of the creativity, the innovation, the stuﬀ that
drives productivity lies—in the minds of those closest to the work.”
—Jack Welch

“What is the recipe for successful achievement? To my mind there are
just four essential ingredients: Choose a career you love, give it the
best there is in you, seize your opportunities, and be a member of the
team.”
—Benjamin Fairless

10.1 Job satisfaction
10.1.1 Personality-job fit
10.2 Job performance
10.2.2 Absenteeism
10.2.3 Turnover
10.3 Organizational commitment
10.4 Resistance to change

Learning Objectives:
Upon completion of studying this chapter, Individual Employee
Behavior, learners should be able to:
• Discuss roles of personality and values in determining work behavior
• Define concepts of personality-job fit and how it aﬀects work
behavior
• Assess job attitudes and organizational commitment at work

Palmer Carpenter A. Photo credit

Predominantly based on contributions from social
psychologists, the area of organizational behavior attempts to
explain, predict, and influence individual work behavior of
employees.
Our behavior at work often depends on how we feel about
being there, which in turns depends on our work attitudes.
Attitude refers to a predisposition - rooted in opinions, beliefs
and feelings- to respond positively or negatively to something or
someone. We have attitudes toward the people we meet, the
courses we take, and of
course the job we do.
The three
components of attitude
are: cognition (beliefs,
opinions, knowledge and
information), aﬀect
(emotions, feelings), and
behavior (intention to
behave).
Cognition may vary
from favorable to
unfavorable or supporting
to derogatory. Aﬀect can vary from pleasurable to unpleasurable,
and behavior can range from favorable and supporting to
unfavorable and hostile.1 Here is an example: you may believe
that smoking is bad for your health and the health of others
around you (cognition). You tell your friends you do not like Erica
because she smokes (aﬀect). Overtime you choose to avoid Erica
because of your feelings about her (behavior).
Your parents have instilled in you the value of getting an
education because they believe it leads to a prosperous life. You

read news articles that show how those who graduate from
college earn way more money than non-grads and are more
satisfied with their jobs (cognition) . Therefore you do not mind
going to college, in fact you enjoy going to school and learning all
kinds of skills (aﬀect). As a result you make the eﬀort to go to
class and get decent grades (behavior).
When it comes to attitude, managers are specifically interested
in job-related attitudes, and the three most important ones are:
1.Job satisfaction refers
to the level of
contentment one feels
toward a job, things like
the nature of the work,
the schedule, the
supervision, the physical
work environment, etc.
2.Job performance
involves how eﬃcient an
employee is at a job.
3.Organizational
commitment is defined in
terms of an individual’s identification with the organization’s
goals and values and desire to continue as part of it.2
In a 2013 Gallup study, about one in eight workers are
emotionally committed to their jobs and likely to be making
positive contributions to their organizations. Sixty three percent
are not engaged, meaning they lack motivation and are less likely
to invest discretionary eﬀort in organizational goals or outcomes.
Twenty four are "actively disengaged," indicating they are
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Holland’s)Personality0Job)Fit)

unhappy and unproductive at work, and liable
to spread negativity to coworkers. In rough
numbers, this translates to 900 million not
engaged, and 340 million actively
disengaged workers around the globe.3
10.1 Job satisfaction
Satisfied and committed employees
have lower rates of turnover and
absenteeism. The factors that have shown
to be conducive to a high level of employee
job satisfaction are: making work
challenging and interesting; providing
equitable rewards; and creating supportive
colleagues and ensuring a good personalityjob fit.4
10.1.1 Personality-job fit
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What if you are not happy in your job
or the subjects you are studying in school?
It is possible that you are in the wrong
career entirely? As you do you daily job or
studies, you may realize that your tasks do
not mesh well with your personality or
talents. Individual personalities diﬀer, as do
jobs. This concern with matching the job
requirements with personality characteristics
is best articulated in John Holland's personality-job fit
theory.
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Figure 10-1 Based on Holland, J. L. (1997). Making vocational choices 3rd ed. Odessa, FL:
Psychological Assessment Resources, Inc.

The theory is based on six personality types, and proposes
that satisfaction and the propensity to leave a job depends on the

degree to which individual characteristics successfully match
their personalities to an occupational environment.5 Holland
created a hexagonal model that shows the relationship between
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personality types and environments. Each one of the six
personality types has a congruent occupational environment.
Holland also developed a Vocational Preference Inventory
questionnaire that contains 160 occupational titles. Respondents
indicate which of these occupations they like or dislike, and their
answers are used to form personality profiles. Figure 10-1 shows
that the closer two fields or orientations are in the hexagon, the
more compatible they are. Adjacent categories are quite similar,
whereas those diagonally opposite are highly dissimilar. What
does all this mean? The theory argues that satisfaction is highest
and turnover lowest when personality and occupation are in
agreement.
People search for environments where they can use their
skills and abilities and express their values and attitudes. People
of the same personality type working together in a job create a
work environment that fits their type. For example, when artistic
persons are together on a job, they create a work environment
that rewards creative thinking and behavior—an artistic
environment. Social individuals should be in social jobs,
conventional people in conventional jobs, and so forth. How you
act and feel at work depends to a large extent on your workplace
(or school) environment. If you are working with people who have
a personality type like yours, you will be able to do many of the
things they can do, and you will feel most comfortable with them.
6

Another widely recognized theory regarding personality type
and how a person is expected to act and feel in a variety of
situation including work is the Myers-Briggs Type Indicator
(MBTI). This tool is helpful in understanding the personalities of
diﬀerent employees and useful for placing them into jobs that
take advantage of their strengths.

Figure 10-2. Myers-Briggs personality types. Photo credit.

The MBTI assessment uses four dimensions of personality
to identify 16 diﬀerent personality types based on the responses
to an approximately 100-item questionnaire. More than two
million individuals take the MBTI assessment each year in the
United States alone. About 80% of the Fortune 500 and 89 of
Fortune 100 companies, like Hallmark, AT&T, Exxon, 3M, as well
as many hospitals, educational institutions, and the U.S. Armed
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Forces, use it to analyze the personalities of employees, in an
eﬀort to get them in the right roles and help them to succeed.7
Knowing these personality types can help managers see
how the interaction between employees could play in the real
world and make adjustment accordingly. For example, if your
boss prefers intuition and you possess a sensing facet to your
personality, you will deal with information in diﬀerent ways. Your
boss most likely prefers gut reactions, whereas you, prefer to
deal with the facts. To work well with your boss, you have to
present more than just facts about a situation, and discuss your
gut feelings as well.
MBTI assessment has also been found to be useful in
focusing on growth orientations for entrepreneurial types, as well
as profiles supporting emotional intelligence, which was
examined in the previous chapter.
The 16 personality types are based on four dimensions:
extraversion versus introversion (EI), sensing versus intuition (SN),
thinking versus feeling (TF), and judging versus perceiving (JP).

10.2 Job performance
For each job, the content of job performance may diﬀer;
measure include quality and quantity of work performed by the
employee; the accuracy and speed with which the job is
performed; and the overall eﬀectiveness of the person on the job.
Because job performance determines whether a person is
promoted, rewarded, given additional responsibilities, or
dismissed, most employers observe and track it. This is done by
a variety of methods such as metrics on the number of sales the

employee closes, the number of leads given versus the number
sale closings, number of defects found in the employee’s output,
or the number of customer complaints or compliments received,
etc. If you have ever leased or bought a vehicle you may have
noticed that the salesperson at the end of the transaction tells
you that you will be getting a survey about your experience at the
store and would appreciate a good review. Well, that survey is
extremely important to them because it is one of the ways his or
her performance gets evaluated.
Under which conditions do people perform well, and
what are those abilities and skills that predict good performance?
One of the most powerful influence is our general mental ability,
also known as cognitive ability or intelligence.It measures abilities
like reasoning abilities, verbal and numerical skills, and analytical
skills8
In jobs with high complexity, such as those in engineering,
management, law and medicine, it is much more critical to have
high general mental abilities. In positions such as police oﬃcer
and clerical worker, the importance of intellectual intelligence for
high performance is still integral, but weaker.9
In addition to cognitive intelligence, emotional intelligence—
discussed in the previous chapter—plays a significant role. A
2006 study of 251 executives in six countries, conducted by
Accenture, concluded that while intelligence is important for
career success, it is a matter of how you are smart or “knowing
why.” Interpersonal competence, self-awareness, and social
awareness—all elements of emotional intelligence—are more
accurate indicators of who will succeed, and who will not.
The second factor is “knowing whom,” or developing
positive relationships including the skill of networking. The third
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Figure 10-3 Based on “Do What You Are: Discover The Perfect Career for You Through the Secrets of Personality Type,” Paul Tieger, Barbar Barron, and Kelly Tieger.1976.

TYPE

COMPATIBLE CAREER PATHS

ISTJ

Auditor, Accountant, Financial oﬃcer, Web development engineer, Government employee

ISFJ

Dentist, Elementary school teacher, Librarian, Franchise owner, Customer service representative

INFJ

Mental health counselor, Therapist, Social worker, HR diversity manager, Organization development consultant, Customer
relations manager

INTJ

Investment banker, Personal financial advisor, Software developer, Economist, Executive

ISTP

Civil engineer, Economist, Pilot, Data communications analyst, ER room physician

ISFP

Fashion designer, Physical therapist, Message therapist, Landscape architect, Storekeeper

INFP

Graphic designer, Psychologist/therapist, Writer/editor, Physical therapist, HR development trainer

INTP

Computer programmer, Software designer, Financial analyst, Architect, College Professor, Economist

ESTP

Detective, banker, Investor, Entertainment agent, Sport coach

ESFP

Child welfare counselor, Primary care physician, Actor, Interior designer, Environmental scientist

ENFP

Journalist, Advertising Director, Consultant, Restauranteur, Event planner

ENTP

Entrepreneur, Real estate developer, Advertising director, Marketing director, Politician.political consultant

ESTJ

Insurance, Sales agent, Pharmacist, Lawyer, Project manager, Judge

ESFJ

Sales Rep., Nurse/Health care worker, Social worker, PR account executive, Loan oﬃcer

ENFJ

Advertising Executive, PR specialist, Corporate coach, Sales manager, HR professional

ENTJ

Executive, Lawyer, Market Research Analysist, Management/business consultant, Venture capitalist
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Big%Five%Model%of%Personality%
Openness%
Imagina've***************Prac'cal*
**Variety**********************Rou'ne*
Independent**************Conforming*

Conscien)ousness%
Organized*************Disorganized*
Careful******************Careless*
Discipline***************Impulsive*

Extraversion%
Outgoing*************Quiet*
Fun?loving**********Somber*
****Energe'c************Reserved*

Agreeableness%
SoF?hearted*************Ruthless*
Trus'ng***************Suspicious*
*Helpful************Uncoopera've*

Neuro)cism%
Calm***************************Anxious*
Secure************************Insecure*
Self?sa'sﬁed***********Self?pitying*

Figure 10-4 Based on Source: Goldberg, L. R. (1990). An Alternative “Description of Personality”: The Big-Five Factor Structure. Journal of Personality & Social Psychology.

factor is “knowing how,” or educational/training. A 2010 study
from Virginia Commonwealth University concluded that emotional
intelligence is the strongest predictor of job performance. An
analysis of more than 300 top-level executives from 15 global
companies showed that six emotional competencies
distinguished the stars from the average. In a large beverage firm,
using standard methods to hire division presidents, 50% left
within two years, mostly because of poor performance. When the
firms started selecting candidates based on emotional
competencies, only 6% left, and they performed in the top third
of executive ranks. In 2013, yet another study—from the
University of Georgia—concluded that linear, lifespan careers
with traditional measure of success no longer exist. In boundaryless careers, the importance of pride and personal
accomplishment becomes more important than external or
tangible indicators such as salary growth.10
Our perception of how we are being treated also influences
our performance. When we feel that the boss is equitable,
supportive and trustworthy we tend to reciprocate by performing
better.

The stress we experience in our life, either financial,
personal, health or work related, negatively impact our
performance level. When our mental energies are drained, we are
less concentrated at work, make more mistakes and our
performance suﬀers as a result.
The level of employee job satisfaction also correlates to our
job performance. In fact, this never ending topic is one of the
most venerable research tradition in the field of industrialorganizational psychology. Several models have been proposed
to show that relationship, some scholars asserting that job
satisfaction causes job performance, others that job performance
causes job satisfaction, and yet others that both are reciprocally
related, or that they are moderated by another variable.11 In
general it can be said that in some professions like engineering
or research and development, happy workers have an inclination
to be more engaged at work because they may be more
motivated. In other vocations like those in nursing or involving
assembly-lines, that link is weaker. Nurses may feel unhappy
with the work environment but they still put a lot of eﬀort into the
work out of a moral obligation to care for their patients.
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It has been previously discussed that understanding
personality traits helps managers and employees alike discover a
good personality-job fit. Personality traits also help predict job
performance—particularly the Big Five model of personality.
As illustrated in Figure 10-4, the dimensions are openness,
conscientiousness, extraversion, agreeableness, and neuroticism.
Combined, the initials create the acronym OCEAN. Everyone has
some degree of each of these traits; it is the unique configuration
of how high or low a person rates on the traits that produces the
quality of personality.
Conscientiousness is the one personality trait that uniformly
predicts how high a person’s performance will be across a variety
of occupations and jobs.12 In fact, conscientiousness is the trait
most desired by employers, and highly conscientious applicants
tend to succeed in life. A staggering amount of research confirm
that conscientiousness is linked to high income, job satisfaction,
job performance and is the most important factor for finding and
retaining employment. “Conscientious people tend to be super
organized, responsible, and plan ahead. They work hard in the
face of challenges and can control their impulses.”13
As a way to summarize the impact of the Big Five traits on
higher job performance, it has been shown that:
1. Highly conscientious people develop more job knowledge,
exert greater eﬀort, and have better job performance,
compared to any of the other traits.
2. Emotional stability (the opposite of neuroticism) is related to
job satisfaction.
3. Extroverts tend to be happier in their jobs, and have good
social skills. It is a great fit for highly social jobs like sales.
4. Open people are more creative, and can be good leaders.

5. Agreeable people are good in social settings.

10.2.2 Absenteeism
Absenteeism refers to intentional or unintentional
absences from work. It is quite diﬃcult to tackle this problem
because there are both legitimate and poor excuses for missing
work. Regardless of the legitimacy of the absences, they hurt
company finances in reduced productivity, wages paid to absent
employees, overtime paid to replacement employees,
administrative cost of managing absenteeism, and low morale
among employees who have to fill in to cover absent coworkers.
It is reported that unscheduled absenteeism cost about $3,600
per year for each hourly worker and $2,650 for salaried
employees.14
Some of the most common causes of absenteeism are:
• Serious illness, medical appointments, injuries, accidents,
depression.
• Bullying and harassment. Burnout, stress, low morale, work
withdrawal, disengagement.
• Job hunting, childcare and eldercare.
To address absenteeism some companies have moved
toward a mandatory paid sick leave policy, others oﬀer incentive
for going to work, such as earned time oﬀ. Other firms use a
proactive approach aimed at keeping workers healthy like
implementing wellness programs, educating employees about
proper nutrition, helping them exercise, and rewarding them for
healthy habits.15
130

TABLE 10-1 PREREQUISITES FOR ORGANIZATIONAL COMMITMENT
Age: Older workers tend to be more committed than the younger ones.
Gender: Men tend to be less committed than women.

Personal
Characteristics

Education: More highly-educated workers tend to be less committed, perhaps because of the greater
expectations which cannot always be met.
Perceived Competence: Those who perceive themselves as having high levels of competence tend to display
greater commitment, perhaps because they can use the organization to meet their needs for achievement and
growth.
Work Ethic: Those who believe in the intrinsic value and necessity of work find the organization is the place
where their needs can be satisfied.
Job Satisfaction: correlation between job satisfaction and organizational commitment is high

Job Attitudes

Job Characteristics

Org. Citizenship Behavior: Organizations could not survive unless employees were willing to occasionally
engage in extra-role behaviors not explicitly recognized by an organization’s reward system.
Those whose job level is high tend to show greater organizational commitment. This may be related to other
findings that older workers and those with longer position tenure are more committed. Workers who can apply a
variety of job skills have greater autonomy on the job, find greater challenges in their jobs, and tend toward
organizational commitment.

Role Stress

Relationship

Group Cohesiveness the forces that keep a group of coworkers together. For group cohesiveness to occur,
members of the group must be committed to the group and identify with the organization.

with co-workers
and
supervisors

Employees can experience role stress at work, and away from work, as well. Lack of
clarity in work role (role ambiguity), inconsistencies between role expectations (role
conflict) and unreasonable expectations of time and energy in a role (role overload) all
contribute to low organizational commitment.

Leadership

The extent to which leaders define their own and their subordinates’ roles (initiating
structure) and the extent to which the leaders are concerned with the well-being of
their subordinated (consideration) are both positively related to organizational
commitment.
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10.2.3 Turnover
Turnover refers to the rate of employees leaving an
organization and replacing them with new employees. Expert
estimates that it cost more than twice an employee’s salary to
find and train a replacement, not including the damage to the
morale among remaining employees.16 If a poor performer leaves
it may actually be a blessing in disguise because it give the
company a chance to hire someone who will be more committed
to the organization. However it is particularly a problem when
high-performing employees leave.
To lower turnover in the
workplace the company start by hiring the right people from the
start (see sidebar about practices at Zappos); setting the right
compensation and benefits package; paying attention to
employees’ personal needs and bolstering employee’s
engagement.
There has also been studies which conclude that there is a
significant relationship between turnover behavior and several
independent variables. That is, turnover is significantly influenced
by age (i.e. younger employees are more likely to leave, and older
more likely to stay ); tenure in the organization (the more years in
a company, the less likely and harder it is to leave, compared to
those who have been in it for fewer years ); overall job
satisfaction; organizational commitment, perceived job security,
and intention to search for an alternative position. 17
It also has to be kept in mind that intention to search for an
alternative position does not always translate into an employee
actually leaving. The ability to actually leave will depend on
factors like employability, age, and the condition of the job
market. That is why when unemployment is high, many people
who are unhappy will still continue to work; whereas when the
economy is doing well, people will start moving to other

Organizational commitment and
recruitment at Zappos
Zappos sells shoes over the Internet. The
company expected to generate sales of more than $1
billion in 2013, up from $70 million five years earlier.
Part of the reason for Zappos’s meteoric success is
that it oﬀers customers a huge selection–four million
pairs of shoes, handbags and apparel. It also oﬀers
free delivery and free returns if you do not like the
shoes.
Zappos has also mastered the art of telephone
service–a black hole for most Internet retailers. Zappos
publishes its 800 number on every single page of the
website, and its smart and entertaining call-center
employees are free to do whatever it takes to make
you happy. There are no scripts, no time limits on calls,
no robotic behavior, and plenty of legendary stories
about Zappos and its customers. But here is what is
really interesting. It is a hard job answering phones and
talking to customers for hours at a time. So when
Zappos hires new employees, it provides a four-week
training period that immerses them in the company’s
strategy, culture, and obsession with customers.
People get paid their full salary during this period.
After a week or so in this immersive experience,
though, it is time for what Zappos calls “the Oﬀer.” The
fast-growing company, which works hard to recruit
people to join, says to its newest employees: “If you
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companies.
In some cases employees may be extremely happy with a
company but highly disloyal, a situation very common in tech
companies. Google, for instance, has one of the highest turnover
rate, it pays its average employee $107,000, compared to
ExxonMobil’s $97,700, yet the median employee tenure is 1.1
years and 6.5 years respectively. Since 2007 Google has Fortune
Magazine’s list of best companies to work for and has a job
satisfaction rate of 84%, one of the highest in the Fortune 500.
These job employees , no matter how satisfied they may be, are
highly marketable and will jump ship as soon as they get bored or
get a better oﬀer elsewhere.18

10.3 Organizational commitment
According to Caught and Shadur, “organizational
commitment is the employee’ committed to assist in the
achievement of the organization’s goals, and involve the
employees’ level of identification, involvement and loyalty.”19
Table 10-1 shows the factors that aﬀect organizational
commitment as summarized by Starnes and Truhon.20 In several
research studies, employees have identified those variables they
feel are important for the development of high levels of
commitment to their organizations. Here are the top factors:21

3. Hiring practices where there is a good match between the
values held by the potential employee and the organization.
4. Reward programs that recognize personal achievements - gift
certificates, education scholarships, pay raises, promotions,
and time oﬀ.

R EVIEW 10.1
Question 1 of 3
An employee who brags about her company to
friends and recommends all company
products as gifts is likely to have high
_________.

A.

Job involvement

B.

Organizational commitment

C.

Personal commitment

D.

Job satisfaction

1. Good bidirectional communication channels - use of
newsletters, open-door and open book policies.
2. Managers with high moral standards who visibly enforce
organizational ethical policies.

Check Answer
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C HAPTER 11

Motivating Employees

"Motivation is the art of
getting people to do what
you want them to do
because they want to do it."
—Dwight D. Eisenhower

"The only lifelong, reliable motivations are those that come
from within, and one of the strongest of those is the joy and
pride that grow from knowing that you've just done something
as well as you can do it."
—Lloyd Dobens and Clare Crawford-Mason

Jimmy Jones employees having fun making sandwiches, JJ
Franchise LLC, 2012. Photo credit.

Chapter sections
11.1 Maslow’s Hierarchy of Needs
11.2 Theory X and Theory Y
11.3 Two-factor theory
11.4 Acquired needs theory
11.5 Equity theory
11.6 Expectancy theory
11.7 Job design
11.7.1 Job characteristics model

Learning Objectives:

Climbing up to business success, 2010. Photo credit.

Upon completion of studying this chapter, Motivating Employees,
learners should be able to:
• Explain how employees are motivated according to need–
based and process-based theories
• Describe why intrinsic motivators are better than extrinsic ones
• Rephrase the dimensions of the job characteristic model and
apply them to any business situation

This chapter discusses the various theories on how to
motivate employees so they are more satisfied with their job,
perform it better and are intimately engaged and committed to
the company.

11.1 Maslow’s hierarchy of needs
Abraham Maslow one of the most influential psychologists
of the 20th century is best remember for the hierarchy of needs
theory, characteristically shown as pyramid representing how
human needs are ranked, from the base to the summit. Maslow’s
theory is based on a simple premise: human beings have needs
that are hierarchically ranked.1
There are some needs that are basic to all human beings,
and in their absence, nothing else matters. But, as we satisfy
these basic needs, we become more concerned in satisfying
higher-order needs. here are the needs from lowest (the base) to
highest (the summit)
Physiological needs: Air, water, food, sleep, sex, breathing.
From a business point of view it would be salary and stable
employment.
Safety needs: Protection, shelter, security, order, law. From an
organizational point of view it would be benefits, pension, safe
work environment, and fair work practices.
Social needs:Family, aﬀection, love, relationships, friends. From
an organizational point of view it would the need for
collaboration, camaraderie, team work, attendance to workrelated social events, etc.

Esteem needs: Confidence, respect of and by others,
achievement. From an organizational point of view it would the
need for recognition, job title, nice work space, prestigious
assignments.
!
Self%&
Actualiza.on&

Esteem!
Social!
Safety!
Physiological!
Maslow’s!Hierarchy!of!Needs!!
Figure 11-1 Adapted from Maslow, A. H. (1954). Motivation and personality.
New York: Harper.

Self-actualization needs: Personal growth, morality, fulfillment,
be all you are capable of being. From an organizational
perspective it would satisfied by workplace autonomy,
challenging work, being considered an expert in a subject matter.
Another premise of this theory is that once a lower-level
need is satisfied, it no longer serves as a motivator, meaning that
the person no longer has a reason to act and put forth eﬀort. The
implication is that motivators have to be devised to match the
current level of need, otherwise they will not be eﬀective. Let’s
place this into a business context with an example. Imagine you
are 19 years old living at home and going to college with the
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support of your parents. The relationship is not going well and
for a master’s degree, are promoted several times and are given
after getting into a fight with your father, he decides to kick you
challenging opportunities to make meaningful contributions to the
out of the house. Now you are all alone and desperately need a
company for which you are greatly recognized and respected.
place to live and food to eat, not to mention gas money. In your
desperation you get an oﬀer to work at a hamburger joint and you
take it. You are very happy now because with your salary you
11.2 Theory X & Theory Y
can aﬀord an eﬃciency near your school
and both of your physiological needs are
Contemporary with Maslow, American scholar
met. After six month on the job you begin to
Figure 11-2
Douglas McGregor, in his book “The Human Side of
get annoyed by the fact that sometimes you
Enterprise” (1960), examined the behavior of
get to work 40 hours but other times it is
individuals at work. Keep in mind that
only 30 hours a week. Besides that,
back when he wrote his book the
!
you enquired about the benefits
!
country was emerging from a
!
the company oﬀers and find out
A#tude!
mechanistic, industrial
A#tude!
We!dislike!work,!ﬁnd!it!!
that they are basically nonWe!need!to!work!and!want!to!
management view best
boring,!and!will!avoid!it!if!we!
take!interest!in!it.!
existence. As you stay
can.!
exemplified by the
Direc3on!
Direc3on
!
longer at this
We!will!direct!ourselves!
proliferation of mass
We!must!be!forced!or!
towards!a!target!that!we!
company you realize
coerced!to!make!the!right!
accept.!
production plants. He
eﬀort.!
Responsibility!
that your next level
Responsibility!
called the prevalent view
We!will!seek!and!accept!
We!would!rather!be!directed!
needs needs (safety,
responsibility!!
at that time as the theory
than!accept!responsibility,!
Mo3va3on!
and social) are not being
which!we!avoid.!
X model, which was built
We!are!mo3vate!by!the!!
Mo3va3on!
satisfied and you are no
desire!to!realize!!our!own!
on the conception that
We!are!mo3vated!by!money!
poten3al.!
longer motivated to work there.
and!fears!about!!job!security.!
employees have a poor attitude
Crea3vity!
Crea3vity!
As a result you start to miss
We!are!highly!crea3ve!
about work, they dislike it, and
Most!of!us!have!liFle!
creatures!when!given!the!
work, show up late, leave early
crea3vity!–!except!when!it!
opportunity,!under!the!right!
will do it because it oﬀers money
comes!to!ge#ng!around!
and become disengaged.
condi3ons.!
rules.!
and security but nothing else. Faced
!
Finally one day you quit for a better job.
with those attitudes, the job of managers
!
One that oﬀers you better benefits, pays for your education, gives
is to act tough, and reign with absolute control. McGregor
you challenging work, a more stable physical environment, etc.
proposed Theory Y, with a diﬀerent set of assumption about
After one year at the new company you fall in love with someone
worker’s motivation. Under this model there is a participative
who also works there and enter into a serious relationship. Times
style of managing that assumes that people were interested in
flies and before you know it you graduate from college, get
working, found work rewarding, and were under the right
married and are promoted to store manager. Eventually you go

Theory!X!and!Theory!Y!!!
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conditions committed in the pursue of organizational objectives.
It assumes that individuals go to work of their own accord,
because work is the only way in which they have a chance of
satisfying their (high level) need for achievement and self-respect.
McGregor urged companies to adopt Theory Y. It could, he
believed, motivate human beings to the highest levels of
achievement.2
McGregor’s theory marked the beginning of the human
relations movement in management, and he understood that only
those companies who devoted time and eﬀort to developing the
human element to its highest potential were the ones that could
survive.3 After more than 50 years since the theory was
articulated, its impact on management thought and practice has
been significant, and his contribution has served at the
bases for further motivational theories.

the job, in other words, when they felt good or bad. He
concluded that intrinsic factors -those related to the job itselfwere associated to job satisfaction, whereas extrinsic factors
were associated with job dissatisfaction. Like Maslow, he also
based motivation on needs, but instead on placing them in a
hierarchy, they were divided horizontally into two groups or
factors. He labeled factors causing dissatisfaction as hygiene
factors and included company policies, supervision, working
conditions, salary, safety, and security on the job. When those
factors were present it did not mean an employee was happy, it
just meant that he or she was not unhappy - more like neutral. On
the other hand, when those factors are not present employees
are totally demotivated.

Figure 11-3

In practice, you would not find an organization
managing exclusively under Theory X or under Theory Y
because they are extremes. Nor would you say Theory X
is bad and Theory Y is good; both have their place if used
in moderation and based on the circumstances. 4 For
example, Theory Y is diﬃcult to put into practice on the
shop floor in large mass production operations, but it can
be used in the managing of professionals (engineers,
college professors, doctors, etc). As manager, your job is
to analyze a situation and adapt your style accordingly.4

11.3 Herzberg’s two-factor theory
Frederick Herzberg approached motivation by
asking individuals what satisfied and dissatisfied them on
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Imagine how demoralized you would have been working in
an Amazon warehouse, on a hot day, all doors locked and no air
conditioning. This is what happened to employees in Allentown,
Pennsylvania, the summer of 2011, as documented in an OSHA
investigation.
On June 2, a warehouse employee told OSHA the heat
index hit 102 degrees in the warehouse and 15 workers had
collapsed. The employee also complained that workers who had
to go home due to heat symptoms received disciplinary points.
Both (blue badge) permanent and (white badge) temporary
employees are subject to a point-based disciplinary system.
Employees accumulate points for such infractions as missing
work, not working fast enough or breaking a
safety rule. If
they get too many points, they can be fired. In the event of
illness, employees have to bring in a doctor’s note and request a
medical waiver to have their disciplinary points removed, those
interviewed said. Workers are expected to maintain a rate,
measured in units per hour, which varies depending on the job
and the size of inventory being handled.5
In contrast, motivators are factors that are intrinsic to the
job, such as achievement, recognition, interesting work,
increased responsibilities, autonomy, mastery, and growth
opportunities. According to Herzberg’s research, motivators are
the conditions that truly encourage employees to try harder.
Like with any major theory, there are some criticism of
Herzberg theory. One such criticism is how salary is viewed as a
hygiene factor but it is a motivator for a lot of people. Salary may
have symbolic value by showing employees that they are being
recognized for their contributions as well as communicating to
them that they are advancing within the company. 6 Another

criticism is that what motivates one individual might be a demotivator for another individual.
There are those who do not conform to the conventional
Hierarchy of Needs. Usually less-educated employees do not
have the need for achievement and self-actualization. Basic
hygiene needs are all it takes to satisfy them. If managers fail to
identify these types of employees, the theory could backfire if
applied. Instead of being motivated and having a sense of
achievement, these employees would only be overwhelmed by
the work content. They might also be dissatisfied, even though
their basic needs have been fulfilled.7
Other felt that It focused too much on job satisfaction rather
than job performance. That is, happy workers do not necessarily
translate into productive workers which is what companies are
ultimately after. Despite its limitations, the two-factor theory can
be a valuable aid to managers because it points out that
improving the environment in which the job is performed goes
only so far in motivating employees. Managers have to also
concern themselves with enriching the job itself (skill variation,
autonomy, mastery opportunities, etc.) in order to bring out the
best in people. In fact, Herzberg introduced the concept of job
enrichment which will be studied towards the last part of this
chapter.
Intrinsic vs. extrinsic rewards
Frederick Herzberg found intrinsic rewards to be much
stronger than financial rewards in increasing employee
motivation. Is not that employees will not seek financial rewards,
but rather that money is not enough to maximize motivation in
most employees. People want to feel like their contributions
matter.
138

What can managers do to motivate employees intrinsically?
Use the following scrolling text box to find out how:

• Allow workers to make choices through a high level
of autonomy.
• Provide opportunities for employees to show their
competence in areas of expertise.

better oﬃce, verbal praise, public recognition or awards,
promotions, and additional responsibility.
Providing employees with extrinsic rewards is relatively
straightforward, and usually built into performance reviews or
individual projects. They are particularly useful in the short-term
for motivating employees to work towards one specific
organizational goal, like meeting the annual sales quota for a
bonus for example.

• Facilitate professional development so that
employees can expand their level of knowledge.

The major drawback of extrinsic reward systems is that they
do not create a lasting commitment; they merely, and temporarily
change what we do. Consider the following points:9

• Oﬀer frequent opportunities for employees to
reward themselves.

1.

• Allow employees the opportunity to connect with
those with whom they serve to obtain valuable
feedback.
• Give employees a path to monitor their progress
with milestones along the way.8
• Oﬀer jobs that match their individual profile, giving
them assignments that are challenging and oﬀering
opportunities for improvement.

much less increased motivation.
2.

Rewards punish. Rewards have a punitive eﬀect because
they, like outright punishment, are manipulative. “Do this and
you will get that.” is not much diﬀerent from “Do this or here
is what will happen to you.” In the case of incentives, the
reward itself may be highly desired, but by making that
bonus contingent on certain behaviors, managers
manipulate their subordinates, and that experience of being
controlled is likely to assume a punitive quality over time.

3.

Relationships suﬀer. Relationships among employees are
often casualties of the race for rewards. The surest way to
destroy cooperation and, therefore, organizational

• Foster a culture based on trust, collaboration,
Extrinsic motivators on the other hand are based on
• Clearly defined and communicated goals with a
tangible rewards such as a raise in salary, profit sharing, stock
options, a bonus for reaching some quota, or paid time oﬀ.
However, extrinsic rewards can also be as simple as getting the

After a certain, reasonable amount, pay fails to motivate. In
several studies, it has been demonstrated that there is no
firm basis for the assumption that paying people more will
encourage them to do better work, or even more work. Too
little money can irritate and demotivate, but it does not mean
that more money will bring about increased satisfaction,
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excellence, is to force people to compete for rewards or
recognition, or to rank them against each other. For each
person who wins, there are many others who carry with them
the feeling of having lost. The more these awards are
publicized through the use of memos, newsletters, and
awards banquets, the more detrimental their impact can be.
Furthermore, when employees compete for a limited number
of incentives, they will most likely begin to see each other as
obstacles to their own success. The same result can occur
with any use of rewards; introducing competition just makes
a bad thing worse. Staﬀ may become too focused on
individually earning those rewards/bonuses that they forget
to work in the best interests of the team as a whole.
Competition can be good, but if it is too aggressive it can be
detrimental.
4.

Reward discourages creativity. Whenever people are
encouraged to think about what they will get for engaging in
a task, they become less inclined to take risks or explore
possibilities, to play hunches, or to consider incidental
stimuli. The foremost casualty of rewards is creativity.
Excellence pulls in one direction; rewards pull in another. Tell
people that their income will depend on their productivity or
performance rating, and they will focus on the numbers.
Sometimes they will manipulate the schedule for completing
tasks, or even engage in unethical and illegal behavior.

Overall, managers often use incentive systems as a
substitute for giving workers what they need to do a good job.
Treating workers well—providing useful feedback, social support,
and the room for self-determination—is the essence of good
management. On the other hand, dangling a bonus in front of
employees and waiting for the results requires much less eﬀort.10

The point, worth reiterating here is that extrinsic rewards are
more tempting to dole out because they are easier to document
and manage. Intrinsic rewards are more meaningful, more
lasting in the minds of employees but at the same time more
subjective and harder to quantify. You really need to be a
conscientious manager to balance both types of rewards, and
work for a company whose culture encourages eﬃciency but also
stimulates employees career growth.
Consider the damage that an abused and unethical pay-forperformance incentive did for Wells Fargo’s reputation. As
learned from chapters 2 and 3, The company had created
aggressive cross-selling practices based on sales quota. For an
average teller making $12.50 an hour making the bonuses was
necessary in some cases to make ends meet. They would
become so desperate to reach their sales goals and avoid being
terminated, that they would manipulate the systems by opening
and rapidly closing accounts for the same customers without
their permission. “That daily quota often involved 10 to 15
accounts, 2 to 3 new accounts, and 2 to 3 credit card
accounts.”11 “In early September of 2016 Wells Fargo agreed to
pay a $185 million fine and return $5 million in fees wrongly
charged to customers. The settlement stems from the bank’s
employees allegedly opening more than 2 million bank and credit
card accounts without customers’ permission.”12
In the early 1990s, Sears paid the employees of its
automotive repair division a commission on the parts and
services they sold to customers. Although clearly unethical, many
employees began charging customers for unnecessary work.
Several lawsuits ensued, and Sears had to pay $46 millions to
consumers who felt they had been enticed into paying for
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needless repairs. In the wake of the scandal, Sears abolished
the commissions.
A technology company had a breakthrough new product,
but missed out on a significant opportunity when it couldn’t
implement a planned salesforce expansion because several top
performers in the company’s commissioned salesforce
threatened to leave if they had to give up accounts (and
therefore commission opportunity) to expansion territories.13
You can see from these three examples how rewarding the
wrong things lead to wrong behavior. Extrinsic incentives create
more problems than solutions. They discourage innovation, can
lead to inappropriate, self-serving behaviors, incredible shortterm focus, and a counterproductive culture that hurts
relationships among employees, and with customers.

11.4 Acquired needs theory
David McClelland’s acquired need theory says that
individuals acquire three types of needs as a result of their life
experiences and are major motives to do work: the need for
achievement, the need for aﬃliation, and the need for power. All
individuals possess a combination of these needs, and this mix
characterizes a person’s or manager’s style and behavior, both in
terms of being motivated, and in the management and motivation
of others.
Need for achievement
Those who have high need for achievement exhibit selfesteem, and a strong drive to be successful though the mastery
of one‘s talent. McClelland proposed that high achievers are

more like to be successful entrepreneurs, because they strive for
personal achievement, to do thing better or more eﬃciently, 14
Others well suited are those in sales positions, where there
feedback is immediately available, and the goals are neither easy
nor diﬃcult to accomplish. However, high achievers do not
necessarily make good managers because they are focused on
their own achievement and not helping others to accomplish their
goals. Imagine a top performer salesman who has been with a
company for five years. He is promoted to sales manager with
the hope that he will inspire every one to be as good as he is.
But the reality is diﬀerent, his job description has changed from
actively selling to coaching, motivating, and recruiting. Under this
condition he no longer thrives because he finds communicating
with subordinates or interviewing candidates as a waste of time.
Moreover, He enjoys doing things himself and may find it diﬃcult
to delegate authority, becoming overbearing.
Need for aﬃliation
Individuals who have a high need for aﬃliation desire
for friendly and close interpersonal relationship. Their emphasis in
wanting to interact with and be accepted by others may be an
advantage in jobs and occupations requiring frequent
interpersonal interaction, such as social worker or teacher.
Individuals high on this need are not the most eﬀective manager
or leaders because they have a hard time making diﬃcult
decisions without worrying about being disliked.15
Need for power
Those with high need for power want to influence others
and make them behave in ways hey would have not behaved
otherwise. If power is used positively to teach, coach and
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encourage others to achieve, then those with high power needs
and low aﬃliation needs would make great managers.
Figure 11-4 visually compares and contrast the major
motivational theories based on satisfying needs. Notice that the
need to satisfy higher needs of social, esteem and selfactualization is shared by all the four theories presented.
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11.5 Equity theory
Process-based theories - of which we will study equity
theory and expectancy theory- view motivation as a rational
process. Individuals analyze their environment, develop reactions
and feelings, and react accordingly.
Equity theory attempts to explain relational satisfaction in
terms of perceptions of fair/unfair distributions of resources
within interpersonal relationships. Developed in 1963 by
workplace and behavioral psychologist J. Stacy Adams, it states
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that that employees seek to maintain equity between the inputs
they bring to a job (expertise, experience, education) and the
outcomes they receive from it (salary, promotions, onus) against
the perceived inputs and outcomes of others.16 Do you ever
wonder what kind of grade your classmates made on a recent
exam? Most of us do. For example, after college you found a job
right away and have been on it for over a year, making $55,000 a
year, which you are very thankful for. You are very good at what
you do, come up with creative ways to make things easier in the
workplace, and get along well with your colleagues. You stay late
when asked and are flexible in arranging you priorities or work
hours if necessary. You just found out that your manager is hiring
another employee - Mike- , who is going to work with you, will
hold the same job title as you, and will perform the same type of
tasks. Mike has more advanced computer and financial skills,
especially using Excel, but it is unclear whether these will be
used on the job. The starting salary for Mike is $60,000. How do
you feel about it? Knowing this, would you be as motivated as
before? If your reaction to this scenario is along the lines of it
being unfair, your feelings may be explained using equity theory.
Individuals are motivated by a sense of fairness in their
interactions. In the process of socialization we compare our
inputs and outputs with someone else’s inputs and outputs.
Feeling of inequitable treatment which leads to tension, tend to
occur when people perceive that they are not receiving fair
returns for their eﬀorts and contributions compared to others in
the same work place. The challenge for the organization is to
develop rewards that are perceived as fair by employees
according to the value they bring to the organization.
The word referent in Figure 11-5 refers to a specific person
or an entire category of people comparable to you in terms of

performing similar tasks. Notice in the same figure the typical
and potential responses of employees given various levels of
workplace inequity.

11.6 Expectancy theory
According to the expectancy theory, developed by Victor
Vroom, individual motivation to put forth more or less eﬀort is
determined by a rational calculation individuals make when they
ask themselves three questions.17
1. Whether the person believes that high levels of eﬀort will
lead to desired outcomes. This perception is labeled
as expectancy. For example, do you believe that if you spend
time studying tonight for the quiz in BUS 270, it will translate into
a better grade on the quiz tomorrow? If you do, you are more
likely to put forth eﬀort. Expectancy is aﬀected by personal
perceived abilities and interests, goal diﬃculty and control. In
this case you must feel confident that you can do better on the
quiz and interested in doing better. In addition, it depends on the
level of diﬃculty of the quiz and whether or not you believe you
have some control over the grade.
2. The degree to which the person believes that
performance will lead to desired rewards. This perception is
labeled as instrumentality. For example, do you believe that doing
better on the upcoming quiz will have a positive impact on your
grade? or will it be too late? Instrumentality is influenced by
perceived control, trust, and policies. If for example the
instructor has mentioned in class the chance to get extra credits
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and you submit an assignment for extra credit, do you trust that
he/she will abide by it and give you the extra credits?
3. The anticipated satisfaction that will result from an outcome.
Individuals are concerned about the value (valence) of the
rewards awaiting them as a result of performance. For example,
how much do you value getting an A or B+ in BUS 270? If you
have always been a good student this is important to you
because of your long standing values. But, what about if you are
an average student and doing poorly in your other classes?, then
you really need to pass this one with the best grade you can, and
now you are willing to put forth eﬀort to reach that goal. Valence
is aﬀected by the individual's needs, values, goals and
preferences.
Managers can influence these three components to
motivate employees. To influence performance for example,
managers can provide training to increase workers’ levels of self
confidence in cases where rapid technological changes impact
their jobs. Another way is to hire people who are truly qualified
for the jobs in question and confident of their education and
abilities.
To increase instrumentality, employees must not feel that
something other than eﬀort predicts performance, such as
political favoritism. Having a fair merit-based pay system
connected to performance is also important. To influence
valence, managers will need to find out what their employees
value, because as you found out from the various theories
presented, employees at various stages of their life and their jobs
have diﬀerent needs.

11.7 Job design
One of the best contributions to management that came
from the validation of Herzberg’s theory was that the way a job is
designed impacts how motivated employees are to accomplish it.
It also showed that those jobs which gave people more
autonomy and opportunity to grow had a positive impact on job
satisfaction, commitment to organization, as well as
absenteeism, and turnover. Beginning in the 20th century, job
design had gone through several stages of development, but it
was Herzberg’s contribution which had the greatest impact.
Job specialization
Although job specialization was by Egyptians and
Mesopotamians, it was during Scientific Management movement
at the turn of the century, when it was formally applied to modern
organizations as the concept of division of labor gained
acceptance. Managers at the time proposed that in order to
minimize waste and ensure maximum eﬃciency, a tasks should
be broken down to its simplest components, and have each
worker perform few tasks in a repetitive manner. From a
standardization and mass production perspectives this was a
great idea, however from a motivational point of view these jobs
were boring, tedious, tiring and associated with burn out and
absenteeism.
Job rotation
An improvement to job specialization was job rotation,
which involves moving employees from task to task at regular
intervals. This not only relieves the monotony of repetitive jobs,
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but it is an eﬀective way for employees to acquire new skills in
other aspects of the job, and to be retained,
In a recent survey at Robert Half Management Resources
Company, chief financial oﬃcers said that
... the benefits of job rotation includes giving staﬀ broader

exposure to the business, gaining fresh perspectives and
enhancing recruiting and retention, professional development and
succession planning. It is an eﬀective way for employees to
access new skills and expertise for future advancement within
the company, while opening the business to fresh insight and
perspective through collaboration. Allowing staﬀ to experience
diﬀerent areas of the business can also serve as useful means of
attracting top employees for new positions. Driven professionals
want to be a part of an environment that promotes career growth
and advancement; role rotation oﬀers them the chance to
challenge and evolve their current skills, while preparing them
for future leadership positions.18
Job rotation also provides the checks and balances
necessary to avoid costly mistakes. After Volkswagen
acknowledged it had cheated U.S. emissions tests and installed
software capable of deceiving regulators, it now plans to limit the
time staﬀ can remain in certain roles, - like programmers in
control unit - in a step to improve oversight at the German
carmaker. "We are planning a rotation principle for certain
functions.” Chairman Hans Dieter Poetsch is quoted as saying ,
“The employees concerned will spend only a limited time in
certain positions before moving on. For example, experts at Audi
could switch to Porsche and from Porsche to VW and so on."19

Job enlargement
Job enlargement refers to adding more variety and
broadening the set of tasks performed by employees. Job
enlargement is positively related to employee satisfaction and
higher-quality customer services.
Job enrichment
F. Herzberg developed job enrichment as a technique for
making jobs more enjoyable by putting more “motivator” factors
in the job. By enriching a job, workers are more fulfilled, have
more control over how they perform their own tasks, giving them
more authority but also more responsibility. We have previously
learned that employees who have the authority and responsibility
over their own work are generally more eﬃcient and happier.
However, job enrichment may not be suitable for all employees,
especially for those who have low desire for self-esteem and selfactualization. In these cases it can be counterproductive because
they will feel pressured, tensed and frustrated.
11.7.1 Job characteristics model (JCM)
Proposed in the 1976 by Hackman and Oldham and refined
in 1980, the model describes five core job dimensions, that when
high, lead to three critical psychological states, which translate
into positive work-related outcomes. See figure 11-7.20
Skill variety refers to the extent to which the job requires
the person to use multiple, high-level skills. A college cafeteria
employee whose job consists of only serving food demonstrates
low levels of skill variety, whereas another employee in the same
cafeteria who acts as a cashier, a server, and cook demonstrates
high skill variety.
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Figure 11-5

Task identity refers to the degree to which the person
completes a piece of work from start to finish. Imagine you are
assigned a group paper in class and the members decide to
divide the job into parts You are in charge of the introduction,
while another does the graphics, someone else does the body of
the paper while the fourth one works on the bibliography. If you
do your part and submit it early on and do not care to find out
how the rest of the paper is coming along, then it can be said
that you have low task identity. If, on the other hand you have to
write an individual paper from introduction to references, then
you have high task identity.

Task significance refers to whether the person doing a job—
even a menial one—perceives the job as meaningful and
contributing to other people’s work, health, or well-being. What is
important here is not the job itself but the relationship between
the individual and their work. In a 2001 survey to study how
people coped with what many consider distasteful jobs at a
hospital, researchers interviewed Candice Phillips who was
assigned to clean up vomit and excrement in the oncology ward.
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Figure 11-6 Based on Porter, L. W., & Lawler, E. E. (1968). Managerial attitudes and performance. Homewood, IL: Irwin; Vroom, V. H. (1964). Work and motivation. New
York: Wiley.

They found that even someone with duties distasteful to
most, could find meaning in their work: “My job is equally
important to the physician. I help these people feel human. At
their lowest and most vulnerable point, I help them maintain their
dignity. I make it okay to feel awful, to lose control, and to be
unable to manage themselves. My role is crucial to the healing

process.” In Candice’s eyes, her job was not just a job, but a
calling.20
Here is how a professor of leadership and organizational behavior
at a famous institute of higher learning describes her first job.
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The first job I ever had was working second shift in an
injection plastics molding factory in Binghamton, New York
during the summer between my first and second years of college.
I started on the simplest machine making tiny, yellow, dynamite
caps and worked my way up to operating injection molds that
made plastic liners for sewer pipes, contraceptive foam
applicators, and plastic cogs for sewing machines. Each mold
was operated by one person so there was no one to talk to,
except on break, but the novelty of moving from machine to
machine every night was enough to keep me motivated for the
first couple of weeks.
Soon after, the foreman realized that I was becoming bored
and disengaged as the monotony and the fatigue from standing
on a cement floor for 8 hours began to take its toll. One afternoon
he assigned me to a machine at the back
of the factory that made the plastic red
lenses that are inserted in stoplights. As he
was explaining how to operate the
machinery he leaned over and said in a
quiet voice, “You know, this job is really,
really important. When you do a good job,
the plastic in
this lens reflects the light
behind it just right so that drivers can see
the red signal when they pull up to the
stoplight. Doing the best quality job on this
machine will help to save many people’s
lives. I think you have had enough
experience on the other machines that I
can trust you.”

job into something meaningful for me, giving me energy, focus
and commitment to my job that was completely lacking when all I
could see was another monotonous task.21
Autonomy is the degree to which the person has the
freedom to decide how to perform tasks. As an example, a
teacher who is required to follow a predetermined textbook,
cover a given list of topics, and use a specified list of classroom
activities, has low autonomy; whereas a teacher who is free to
choose the textbook, design the course content, and use any
materials she sees fit, has higher levels of autonomy. Even more
autonomy is given when the teacher writes the textbook.
Autonomy increases motivation at work, but it also has other
benefits. Autonomous workers are less likely to adopt a “this is
not my job” attitude, and instead be proactive and creative.

Figure 11-7 Based on Hackman, J.R. and Suttle, J.L. Improving Life at Work. Glenview, Il: Scott Foreman, 1977

My ears perked up and I promised
him, and myself, that I would do my best work all shift long. In a
brief moment, he helped transform a dull, tedious and unpleasant
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Feedback refers to the degree to which the person is aware
of how eﬀective he or she is converting eﬀort into performance.
Feedback may come from supervisors, peers, subordinates,
customers, or the job itself; in the form of production figures,
market figures, or customer surveys. A professor teaching a class
is given the results of students’ evaluation at the end of each
semester. The character of the feedback -positive or negative-,
the readiness and willingness of the professor to do anything
about it , and the manner in which feedback is given will all
determine whether the professor feels motivated or demotivated
to move on.
Finally, notice in Figure 11-7 that the links between job
dimensions and the outcomes are moderated by the strength of
the individual’s growth need—the person’s desire for self-esteem
and self-actualization.

R EVIEW 11.1
Question 1 of 3
Theory X assumes that people work hard
_____________.

A.

Only when they are forced

How can companies benefit from the JCM? The model and

B.

a accompanying questionnaire is used to assess the motivational
potential of particular jobs in order to redesign them if necessary.

Because they enjoy a sense of
accomplishment

C.

Whether or not they are paid

D.

Out of desperation

Check Answer
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C HAPTER 12

The Essentials of Control

The National Grid ControlCenter in Wokingham, 2012. Photo credit.

Chapter sections
12.1 The control process
12.2 Types of controls
12.3 The balanced scorecard
Iceland drilling-rig control panel. Photo credit.

“Measurement is the first step that leads to control and eventually
to improvement. If you can’t measure something, you can’t
understand it. If you can’t understand it, you can’t control it. If
you can’t control it, you can’t improve it.”
—H. James Harrington

Learning Objectives:
Upon completion of studying this chapter, The Essentials of
Control, learners should be able to:
• Discuss what is meant by organizational control
• Describe the benefits of management controls
• Compare and contrast the relationship between controlling and
planning
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$1 Control Error Costs GM millions
In 2005, General Motors Co. decided not to
change an ignition switch that was eventually linked to
the deaths of at least 23 people, because it would have
added about a dollar to the cost of each car, according
to an internal GM document provided to U.S.
congressional investigators. Eventually the company
made the change and issued a recall, but it was too late
for the people who died as a result. The change to
certain models’ ignition switches would have cost an
extra 90 cents per unit, and additional tooling costs of
$400,000. But when the change was made and a new
part was redesigned, the part number stayed the same;
an issue that GM said hampered its own internal
investigation.1
"It is inconceivable," said Mary Barra in response
to being asked about the design change without a

organizations manage the various levels, types, and forms of
control through systems like balanced scorecards system, which
will be discussed in detail later in this chapter.
In Chapter 6, we described goals that provide specific
direction to employees and managers as the foundation of
planning. One of the criteria of eﬀective goals is that they can be
measured. After all, as the saying goes, you cannot manage what
you cannot measure. Controlling provides a critical link back to
planning, because the output of control (i.e. feedback) is the input
of planning. As you remember, the management process is a
continuously looping process. If managers did not exercise
controlling activities, they would have no way of knowing whether
their goals and plans were being achieved, nor what actions to
take in the future if any.
Features of controlling function:1
• Controlling is an end function: A function that comes once the
performances are made in conformity with plans.
• Controlling is a pervasive function: Meaning it is performed by
managers at all levels, and in all type of concerns.

Organizational control
Thus far, you have become familiar with the planning,
organizing, and leading functions of management. This section
addresses the last of the functions: the controlling component. It
often takes the form of internal systems and processes put in
place to make sure everything is on track and stays on track.
Controls can be as simple as a checking your car dashboard in
your car as you drive, or as complex as the checklists used by
pilots, flight crews, and some doctors. Increasingly, though,

• Controlling always looks to the future so that follow-up can be
made when needed. And, most importantly…
• Controlling is related to planning: Planning and controlling are
two inseparable functions of management. Without planning,
controlling is a meaningless exercise, and without controlling,
planning is useless. Planning presupposes controlling, and
controlling succeeds planning.
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• Time standards: The goal will be set on the basis of time lapse
in performing a task.

12.1 The control process
The control process is a four-step process of measuring
actual performance, comparing actual performance against a
standard, and taking managerial action to either correct
deviations or to address inadequate standards.2

• Cost standards: These indicate the financial expenditures
involved per unit, e.g. material cost per unit, cost per person, etc.

Step 1: Define standards

• Income standards: These relate to financial rewards received
due to a particular activity like sales volume per month, year, etc.

Standards are criteria against which results are measured.
They are norms to achieve the goals and objectives in a plan.
Standards are usually measured in terms of output. They can also
be measured in non-monetary terms like loyalty, customer
attraction, goodwill, etc. Some of the standards are:

• Human resources: This relates to the absenteeism rate,
turnover, employee satisfaction, etc.
• Productivity: This is measured on the basis of units produced
per man-hour, etc.

Planning

Establishing performance
standards. Monitoring
activities to ensure that
they are accomplished as
planned.

• Market share: This relates to the share of the company's
product in the market.

Step 2: Measuring actual performance

Controlling

Achieving
Organization’s
Goals

Figure 12-1

Leading

Organizing

To determine what actual performance is, a manager must
first get information about it, to see how the company is doing.
The information can come from plain observation, or oral
reports of written reports from the company’s various
management information systems.
What is measured is more critical to the control process than how
it is measured. Why? Because selecting the wrong criteria can
send the wrong signals. What is measured often determines what
employees will do and how they will be rewarded.
Measures fall usually fall into organizational productivity
(production output, sales revenue, etc.), organizational
eﬀectiveness (reaching organizational goals and financial goals)
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and Industry and company rankings. can be
used for any management situation include
employee satisfaction, or turnover and
absenteeism rates can be measured.
Keeping costs within budget is also a fairly
common control measure. Most work
activities can be expressed in quantifiable
terms, but managers should also use
subjective measures. Although such
measures may have limitations, they are
better than having no standards at all, and
doing no controlling at all.

Figure12-2

Step 3: Comparing actual performance
against the standard
This is the active principle of the
process. This comparison is less
complicated if the measurement units for
the standards set and the performances
measured are the same and are quantified.
The comparison becomes more diﬃcult
when these require subjective evaluations.
In this step, it is very critical to have a good
management information system is place.
Some variation in performance can be expected between actual
performance and standard in all activities, it is critical however
determine an acceptable range of variation. Deviations outside of
this range need attention. Let us work through an example:
Simon Peters is a sales manager for Monterra, a company
specializing in organic soaps and body oils. Simon prepares a
report during the first week of each month that describes sales

for the previous month, classified by product line. Figure 12-3
displays both the sales goals (standard) and actual sales figures
for the month of August. After looking at the numbers, should
Simon be concerned? Sales were a bit lower than originally
targeted, but does that mean there were no significant
deviations? That depends on what Simon thinks is significant;
that is, outside the acceptable range of variation. Some product
lines need closer scrutiny. For instance, if sales of Moringa soaps
and Activated Charcoal soaps continue to exceed expectations,
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Simon may need to order more products to meet customer
demand. Because sales of Oats soaps and Honey soaps were
22% below goal, Simon may need to run a special on them. As
this example shows, both over-variance and under-variance may
require managerial attention, which is to be dealt in the next step.

Product(

Step 4: Taking managerial action
Managers can choose between two possible courses of
action: correct the actual performance, or revise the standards.
These corrective actions must be applied when the work is in
progress or soon after otherwise losses may be cumulative and
remedial action will be all the more diﬃcult to take, as
demonstrated in the opening case.
Depending on what the problem is, a manager could take
diﬀerent corrective actions. For instance, if unsatisfactory work is
the reason for performance variations, a manager could correct it
by things such as training programs, disciplinary action, changes
in compensation practices, and so forth. It is not unusual for
managers to rationalize that they do not have time to find the
source of a problem and continue to perpetually “put out fires”
with immediate corrective action. Eﬀective managers, however,
analyze deviations and, if the benefits justify it, take the time to
pinpoint and correct the causes of variance.3
It is possible that the variance was a result of an unrealistic
standard—too low or too high of a goal. In that situation, the
standard needs the corrective action, not the performance. If
performance consistently exceeds the goal, then a manager
should look at whether the goal is too easy and needs to be
raised. On the other hand, managers must be cautious about
revising a standard downward. It is natural to blame the goal
when an employee or a team falls short. For instance, students

Figure12-3

Monterra – August Sales (by soaps)
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Actual(
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536(

500(

36(
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15(

Oats(and(Honey((4oz.(
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400(

74(

Lavender(5oz.(

300(

298(

2(

2192(

2218(

26(

Sum(

who get low scores on a test often attack the grade cut-oﬀ
standards as too high. Rather than accept the fact that their
performance was inadequate, they will argue that the standards
are unreasonable.
The point is that when performance is not up to par,
immediately blaming the goal or standard is not the answer. If a
professor believe and can demonstrate that standards are
realistic, fair, and achievable, they should tell the students so,
expect future work to improve, and then take the necessary
corrective action to help make that happen.

12.2 Types of controls
There are several controls a manager can use to aﬀect
change in the goals for the organization. Since problems can
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occur at any time during a process, it is important to have a few
diﬀerent ways to manage issues. A manager's toolbox should be
equipped with three types of controls: feedforward controls,
concurrent controls, and feedback controls.
Controls can focus on issues before, during, or after a
process. The best way to understand the three diﬀerent types of
organizational controls is to think about the controls as before,
during, and after decisions made by managers.
Feedforward controls involve identifying and preventing
problems in an organization before the actual activity.4 With
feedforward controls likely errors can be anticipated and steps
taken to avoid them. The essence of it is to see the problems
coming in time to do something about them. They allow
managers to plan work eﬀectively, and they can regulate
resources like employees, raw materials, and capital ahead of
time in order to avoid future problems. The
budgeting process for example uses this
type of control, so is recruiting plans that
call for running background checks,
personality-job fit test, and thorough
interviews.
Concurrent controls are those that
identify and prevent problems in an
organization as they occur. This means
that systems are monitored in real-time
and products and services can be
checked as they are being produced or
performed to ensure that the highest
quality product or service is being
produced or provided. This is a focus of
ongoing processes, or things the organization can change in real-

time to be sure the objectives can be met. Some of the areas of
an organization that benefit from concurrent controls are
production and employee behavior.
Consider the case of an online retailer whose busiest days
begin on Cyber Monday and end after the New Year. Problems
can arise from servers, payments systems, Internet service
providers, security systems, etc. Rather than waiting until the
entire retail season is over, concurrent controls allow managers to
closely monitor critical activities as they occur, security breaches
during peak sales times, a program glitch, or clients not being
able to pay because the system is down.
Can you identify possible concurrent controls that could
have been implemented in the introductory case study of GM?
Feedback controls

Figure 12-4
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Lastly, feedback controls takes place after the activity is
done, and that is it the major problem with it because the
damage is already done. However, one advantage of it is that
provides lots of data and information to greatly improve similar
activities in the future.
What types of feedback controls were implemented at GM
in the introductory case study? Do you see why feedback control
is the least proactive and most expensive type of control?

12.3 The balanced scorecard
To provide a management system that was better at
controlling various aspects of a business - not just financial - ,
Drs. Robert Kaplan and David Norton developed the balanced
scorecard in the early 1990s, as a strategic planning and
management system.
The reason is called the “balance” scorecard is because at the
time many companies tended to manage their businesses based
solely on financial measures, which led to an unbalanced
situation with regard to other equally important perspectives.
Notice how, in the introductory case study about GM, the
company was trying to save money at the expense of customer
safety due in part to a cost culture focused on numbers and
competition. That was the mentality that CEO Mary Barra was
trying to change, moving instead towards one of customer
orientation.
While financial metrics may have worked well in the past,
they can only report what has happened in the past but not

where it is headed. It's like driving a car by looking only at the the
rearview mirror.
The Balanced Scorecard is a management system that
enables the organization to set, track, and achieve its key
business strategies and objectives. After the business strategies
are developed, they are deployed and tracked through the four
legs of the balanced scorecard. These four legs comprise four
distinct business perspectives: The Customer Leg, the Financial
Leg, the Internal Business Process Leg, and the Learning and
Growth Leg. 5 For each leg, based on the company’s mission,
values and strategies of measurable Key Performance Indicators
(KPI) are developed to evaluate its success at reaching targets.
Learning & growth perspective
This perspective answers the question “What, skills, culture,
and capabilities do we need to have in our organization in order
to execute on the process that would make our customer happy
and ultimately impact our financial standing?6
Examples of KPI:
• Illness rate/days of absence
• Employee turnover
• Gender/racial relations
• Percentage of internal promotion
• Days of training/employee
• Number of employees on degree plan
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Business process perspective
This perspective refers to internal business processes. and
answers the question “What do we need to do well internally, in
order to meet our customer goals, that will impact our financial
standing?7
Examples of KPI:
• Cycle time

• Delivery time
Figure 12-5 Components of the balanced scorecard

Financial Perspective

Customer Perspective

Revenue
Expenses

Customer Satisfaction
Customer Retention
Market Share
Brand Strength

Internal Business Process
Perspective

Learning and Growth
Perspective

Inventory
Orders
Resources Allocation
Cycle Time
Quality Control

Employee Satisfaction
Employee Turnover
Employee Skills
Employee Education

Net Income
Cash Flow
Asset Value

• Yield
• Engineering eﬃciency
• Actual launch date vs. planned
• Percentage of on time completions
• Number of unresolved conflicts
• Average cost per transaction
• Average production cost

The financial perspective

The customer perspective

Timely and accurate financial data will always be a priority,
and managers will do whatever necessary to provide it. In fact,
there is often more than handling and processing of financial data
because the main question to answer here is “What financial
goals do we have that will impact our organization?9

Poor performance from this perspective is a leading
indicator of future decline, even though the current financial
picture may look good. Here is the question to be answered:
“What things are important to our customers, which will in turn
impact our financial standing?8

Examples of KPI:

Examples of KPI:

• Revenue growth

• Recalls

• Return on investment

• Product defects

• Return on assets
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• Unit cost
• Percentage of gross margin
• Revenue per employee
• Profit per employee
These four legs have to be measured, analyzed, and
continuously improved together in order for the business to
thrive. If managers ignore any one of these four legs, it creates a
situation like sitting on a stool with one or more of the legs
broken. The company will eventually lose its balance and fall flat
on its face, and this is no way to run a business.10
The balanced scorecard has proven to be applicable in all
industries and organization of all sizes, to bring an organization
strategy to live, to communicate the strategy across the
organization, and to track strategic performance. 11
Once a scorecard has been developed and implemented,
performance management software—like that in Figure 12-6—
can be used to get the right performance information to the right
people at the right time.

R EVIEW 12.1
Question 1 of 3
In controlling resources, which of the
following sequences would you use?

A.

Set plans, measure standard, take
actions

B.

Set standard, measure performance,
compare, take action

C.

set objectives, measure performance,
set standard

D.

Set standard, compare, measure
performance, take action

Check Answer
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Absenteeism
Refers to unscheduled absences from work.
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Aﬃliative style
Emphasizes the importance of teamwork, and creates harmony in a group by
connecting people to each other.
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Attitude
Refers to our opinions, beliefs, and feelings about aspects of our environment.
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Backward vertical integration
When the organization becomes its own supplier so it can control its inputs.
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Boundaryless organization
It refers to an organization that eliminates traditional barriers between departments,
as well as barriers between the organization and the external environment.
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Capabilities
The firm’s capacity to deploy resources that have been purposely integrated to
achieve a desired end state.
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Centralization
It is the degree to which decision-making authority is concentrated at higher levels in
an organization.
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Charismatic leaders
Those who are able to create a vision of the desired future, and convince followers
that they are the ones who will be able to take them to that future state.
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Commanding leader
Describes a leader who has complete control over decision-making, which is the
opposite of democratic leadership.
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Commanding or Coercive power
Used by managers to punish subordinates for not meeting performance expectations,
or to deter them from making decisions that will negatively aﬀect the organization.
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Concentration
It is when an organization grows using focuses on its primary line of business, and
increases the number of products oﬀered or markets served in this primary business.
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Concurrent controls
Involve identifying and preventing problems in an organization as they occur.
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Controlling
Involves establishing performance standards, measuring performance against set
goals and plans to show where deviations from the standards exist, and helping to
correct those deviations.
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Core competencies
These are unique strengths embedded deep within a firm. Core competencies allow a
firm to diﬀerentiate its products and services from those of its rivals, creating higher
value for the customer or oﬀering products and services of comparable value at lower
cost.
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Corporate strategy
It is an organizational strategy that specifies what businesses a company is in or
wants to be in, and what it wants to do with those businesses.
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Cost leadership/low-cost
A low-cost, broad-based market strategy. Firms pursuing this type of strategy must
be particularly eﬃcient in engineering tasks, production operations, and physical
distribution.
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Customer/market departmentalization
An organization of a company according to the types of customers or markets it
serves.
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Departmentalization
Involves the dividing of an organization into diﬀerent departments which perform
tasks according to the department’s specializations in the organization.
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Diﬀerentiation strategy
Involves marketing a unique product to a broad-based market.
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Diﬀerentiation-focus strategy
It is the marketing of a diﬀerentiated product to a narrow market, often involving a
unique product and a unique market.
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Division departmentalization
An organizational structure in which each division contains all the necessary functions
and resources to perform activities. Divisions can be organized based on products or
services, or based on geographical areas.

Related Glossary Terms
Drag related terms here

Index

Find Term

Chapter 8 - Organizational Design

Economic factors
Include economic growth, interest rates, exchange rates and the inflation rate. These
factors have major impacts on how businesses operate and make decisions.
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Emotional self-awareness
Having a deep understanding of one’s emotions, strengths, weaknesses, needs, and
drives.
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Environmental factors
Include ecological and environmental aspects such as weather, climate, and climate
change, which may especially aﬀect industries such as tourism, farming, and
insurance.
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Expert power
It is the perception that one possesses superior skills or knowledge.
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Feedback controls
Involve gathering information about a completed activity, evaluating that information,
and taking steps to improve similar activities in the future.

Related Glossary Terms
Drag related terms here

Index

Find Term

Chapter 12 - The Essentials of Control

Feedforward controls
Involve identifying and preventing problems in an organization before they occur.
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Focused low-cost strategy
A cost-focus strategy is a low-cost, narrowly focused market strategy. Firms
employing this strategy may focus on a particular buyer segment or a particular
geographic segment, and must locate a niche market that wants or needs an eﬃcient
product and is willing to forgo extras to pay a lower price for the product.
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Formalization
It is the extent to which an organization’s policies, procedures, job descriptions, and
rules are written and explicitly articulated.
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Forward vertical integration
When the organization becomes its own distributor and is able to control its outputs.
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Functional departmentalization
This type of structure is designed around key business functions or departments.
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General environment
The general environment is composed of dimensions in the broader society that
influence an industry and the firms within it.
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Growth strategy
It is when an organization expands the number of markets served or products oﬀered,
either through its current business(es) or through new business(es).
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Hierarchical levels
It is the number of levels a company has in its hierarchy.
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Holacracy
Management structure based on the tasks a company needs to accomplish, rather
than a standard reporting structure.
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Intangible resources
Typically include assets that are rooted deeply in the firm’s history and have
accumulated over time.
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Job performance
Refers to the level to which an employee successfully fulfills the factors included in
the job description.
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Job satisfaction
Refers to the feelings people have toward their job.
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Leading
It is a process in which the managers instruct, guide, and oversee the performance of
the workers by communicating, inspiring, and empowering them toward the planned
objectives.
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Legal factors
Include Civil Rights law, consumer law, antitrust law, employment law.
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Legitimate power
Stems from the manager's or leader’s position in the organization, and the authority
that lies in that position.
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Managers
Those employees who direct, supervise, and lead the work of a group of people to
ensure that they carry out duties or meet specific goals in an eﬃcient manner.
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Matrix structure
It is the combination of two or more diﬀerent organizational structures.

Related Glossary Terms
Drag related terms here

Index

Find Term

Mechanistic structure
Characterized as highly complex because of its emphasis on job specialization,
highly formalized emphasis on definite procedures and protocols, and centralized
authority and accountability.
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Mission statement
A clear, concise declaration about the company’s business identity. It acts as a
constant reminder to the employees of why the company exists and what the founder
envisioned when it was created.
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Network organization
A structure in which all nonessential functions are outsourced.
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Non-managerial employees
Those employees ho work directly on a job or task and do not have supervisory
duties, e.g., no other employee reports directly to them.
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Non-programmed decisions
Decisions that are unique and important require conscious thinking, information
gathering, and careful consideration of alternatives
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Organic Organizations
Organization whose structure is relatively simple because it de-emphasizes job
specialization, is relatively informal, and decentralizes authority. Decision-making and
goal-setting processes are shared at all levels, and communication ideally flows more
freely throughout the organization.
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Organizational commitment
It is the emotional attachment people have toward the company they work for.
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Organizational culture
Refers to the system of shared assumptions, values, and beliefs that indicate to
people what is appropriate and inappropriate behavior. Another definition describes it
as shared values, principles, traditions, and ways of doing things that influence the
way organizational members act.
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Organizing
A function in which the synchronization and combination of human, physical, and
financial resources take place. All three resources are integral to getting results, and
organizing determines how these resources are to be deployed.
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Pacesetting style
The leader sets extremely high performance standards, and exemplifies them himself.
He/she is obsessive about doing things better and faster, and asks the same of
everyone around him/her.
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Planning
A management function which analyzes both the internal and external environments,
taking into account results of controlling activities, and forces outside the
organization. Setting goals, formulating strategies and policies .for the entire
organization
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Plans
Are written documents to help managers clarify and specify how goals will be met.
The most popular ways to describe plans are in terms of their breadth (strategic
versus tactical), timeframe (long term versus short), specificity (directional versus
specific), and frequency of use (single-use versus standing).
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Political factors
Entail to what degree the government intervenes in the economy in areas such as tax
policy, labor law, environmental law, trade restrictions, tariﬀs, and political stability.
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Positional advantages
Cost and diﬀerentiation advantages.
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Programmed decisions
Decisions that occur frequently enough that we develop an automated response to
them.
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Referent power
It is the result of subordinate respect and adoration for the manager/leader, and is
seen when the person seeks to identify with the manager/leader’s personal traits
whom they admire.
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Related diversification
It is when a company combines with other companies through merging and
acquisitions in diﬀerent, but related, industries.
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Retrenchment strategy
It is a short-run renewal strategy used for minor performance problems.
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Reward power
Is is the extent to which managers or leaders can use rewards to influence others.
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Self-management
It is intrinsically tied to self-awareness. Being aware of emotions and then managing
them leads to being focused and, thus, the achievement of goals.
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Servant leadership
Unlike leadership approaches with a top-down hierarchical style, servant leadership
instead emphasizes collaboration, trust, empathy, and the ethical use of power.
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Shareholders’ view of ethics
Stresses that businesses’ only social responsibilities were to increase profits and
obey the law.
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SMART objectives
Objectives that are specific, measurable, attainable, relevant and time-bound.
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Social awareness
The competencies associated with being socially aware are empathy, organizational
awareness, and service.

Related Glossary Terms
Drag related terms here

Index

Find Term

Social factors
Include cultural aspects, and include health consciousness, traditions, population
growth rate, age distribution, career attitudes, and emphasis on safety.
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Stability strategy
When an organization continues to do what it is currently doing.
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Standards
Are criteria against which results are measured. They are norms to achieve the goals
and objectives in a plan.
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Strategic alliances
Constitute another form of boundaryless design. In this form, similar to a joint venture,
two or more companies find an area of collaboration and combine their eﬀorts to
create a partnership that is beneficial for both parties.
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Strategic value of resources
Is indicated by the degree to which they can contribute to the development of core
competencies and, ultimately, competitive advantage.
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SWOT
Acronym that stands for Strengths, Weaknesses, Opportunities, and Threats.
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Tangible resources
Assets that can be seen and quantified. Production equipment, manufacturing plants,
and formal reporting structures are examples of tangible resources.
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Technological factors
Technological aspects such as R&D activity, automation, technology incentives, and
the rate of technological change.
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The coaching style
This one-on-one style focuses on developing individuals, showing them how to
improve their performance, and helping to connect their goals to the goals of the
organization.
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The democratic style
This style draws on people’s knowledge and skills, and creates a group commitment
to the resulting goals.
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The socio-economic view of ethics
This view expresses the belief that a truly socially responsible organization goes
beyond what it is obligated to do (shareholder’s view) or chooses to do more because
of some popular social need (stakeholder’s view), and instead acts in ways that are
good for society while simultaneously advancing corporate policies and practices that
enhance the competitiveness of the company to make a profit.
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The stakeholder’s view of ethics
This view argues that firms should be socially responsive to their stakeholders—
clients, consumers, suppliers, employees, shareholders, etc.—in order to satisfy their
behavioral norms and values.
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Transactional leadership
The leaders get things done by making, and fulfilling, promises of recognition, pay
increases, and advancements for employees who perform well.
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Transformational leadership
A leadership style based on inspiration, influencing and motivating employees or
followers.
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Turnaround strategy
A strategy used when an organization’s problems are more serious, and more drastic.
The survival of the company is at stake. Managers usually cut costs and restructure
organizational operations.
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Turnover
Refers to the rate of employees leaving an organization.
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Unrelated diversification
When a company combines with firms in diﬀerent and unrelated industries.
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Value statement
Value statements answer the following two questions:
• What does our organization value?
• What is the organization’s philosophy, and what are the organization’s guiding
principles?
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Virtual organization
Consists of a small core of full-time employees and outside specialists (who may be
local or in other places) hired to work on projects on a temporary basis, thus enjoying
talent without the unnecessary overhead and structural complexity.
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Vision statement
A vision statement, in contrast to a values statement, is a future-focused declaration
of the organization’s purpose and aspirations.
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Visionary leader
Visionary leaders articulate where a group is heading, but not how it will get there,
setting people free to innovate, experiment, and take calculated risks.
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