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The World of Innovative Management
Today’s managers and organizations are being buffeted by massive and far-reaching com­
petitive, social, technological, and economic changes. Any manager who believed in the 
myth of stability was rocked out of complacency a few years ago, when, one after another, 
large financial institutions in the United States began to fail, automakers filed for bank­
ruptcy, the housing market collapsed, European economies faced financial devastation, and 
a global economic recession took hold and wouldn’t let go. Business schools, as well as 
managers and businesses, are still scrambling to cope with the aftermath, keep up with 
fast-changing events, and evaluate the impact that this volatile period of history will have 
on organizations in the future. This edition of Management addresses themes and issues 
that are directly relevant to the current, fast-shifting business environment. 

I revised Management, 12th edition, with a goal of helping current and future managers 
find innovative solutions to the problems that plague today’s organizations—whether they 
are everyday challenges or once-in-a-lifetime crises. The world in which most students will 
work as managers is undergoing a tremendous upheaval. Ethical turmoil, the need for cri­
sis management skills, mobile business, economic recession and rampant unemployment, 
rapidly changing technologies, globalization, outsourcing, increasing government regula­
tion, social media, global supply chains, the Wall Street meltdown, and other challenges 
place demands on managers that go beyond the techniques and ideas traditionally taught 
in management courses. Managing today requires the full breadth of management skills 
and capabilities. This text provides comprehensive coverage of both traditional manage­
ment skills and the new competencies needed in a turbulent environment characterized by 
economic turmoil, political confusion, and general uncertainty.

In the traditional world of work, management’s job was to control and limit people, 
enforce rules and regulations, seek stability and efficiency, design a top-down hierar­
chy, and achieve bottom-line results. To spur innovation and achieve high performance, 
however, managers need different skills, particularly in today’s tough economy, which has 
caused suffering for many employees. Managers have to find ways to engage workers’ hearts 
and minds, as well as take advantage of their labor. The new workplace asks that man­
agers focus on building trust, inspiring commitment, leading change, harnessing people’s 
creativity and enthusiasm, finding shared visions and values, and sharing information 
and power. Teamwork, collaboration, participation, and learning are guiding principles 
that help managers and employees maneuver the difficult terrain of today’s turbulent 
business environment. Rather than controlling their employees, managers focus on 
training them to adapt to new technologies and extraordinary environmental shifts, and 
thus achieve high performance and total corporate effectiveness.

My vision for this edition of Management is to present the newest management ideas 
for turbulent times in a way that is interesting and valuable to students, while retaining  
the best of traditional management thinking. To achieve this vision, I have included 
the most recent management concepts and research and have shown the contemporary  
application of management ideas in organizations. A questionnaire at the beginning of each 
chapter draws students personally into the topic and gives them some insight into their own 
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management skills. A chapter feature for new managers, called the “New Manager Self-Test,” 
gives students personal feedback about what will be expected when they become managers. 
At the end of each major chapter section, I have added a “Remember This” feature that pro­
vides a quick review of the salient concepts and terms students should remember. Within each 
chapter, a feature called “Green Power” highlights how various organizations are responding 
to the growing demand for socially and environmentally responsible ways of doing business. 
Thoughtful or inspiring quotes within each chapter—some from business leaders, others from 
novelists, philosophers, and everyday people—help students expand their thinking about man­
agement issues. The combination of established scholarship, new ideas, and real-life applica­
tions gives students a taste of the energy, challenge, and adventure inherent in the dynamic field 
of management. The Cengage Learning staff and I have worked together to provide a textbook 
that is better than any other at capturing the excitement of organizational management.

I revised Management to provide a book of utmost quality that will create in students 
both respect for the changing field of management and confidence that they can under­
stand and master it. The textual portion of this book has been enhanced through the en­
gaging, easy-to-understand writing style and the many new in-text examples, boxed items, 
and short exercises that make the concepts come alive for students. The graphic component 
has been enhanced with several new and revised exhibits and updated photo essays that 
illustrate specific management concepts. The well-chosen photographs provide vivid 
illustrations and intimate glimpses of management scenes, events, and people. The photos 
are combined with brief essays that explain how a specific management concept looks and 
feels. Both the textual and graphic portions of the textbook help students grasp the often 
abstract and distant world of management.

Focus on Innovation: New to the 12th Edition

A primary focus for revising the 12th edition has been to relate management concepts and 
theories to events in today’s turbulent environment by bringing in present-day issues that 
real-life managers face. Sections that are particularly relevant to fast-shifting current events 
are marked with a “Hot Topic” icon.

Learning Opportunities

The 12th edition includes several innovative pedagogical features to help students understand 
their own management capabilities and learn what it is like to manage in an organization today. 
Each chapter begins with an opening questionnaire that directly relates to the topic of the chapter 
and enables students to see how they respond to situations and challenges typically faced by 
real-life managers. A “New Manager Self-Test” in each chapter provides further opportunity for 
students to understand their management abilities. These short feedback questionnaires, many 
of which are new for this edition, give students insight into how they would function in the real 
world of management. The “Remember This” bullet-point summaries at the end of each major 
chapter section give students a snapshot of the key points and concepts covered in that section. 
The end-of-chapter questions have been carefully revised to encourage critical thinking and 
application of chapter concepts, and “Small Group Breakout” exercises give students the oppor­
tunity to apply concepts while building teamwork skills. Ethical dilemmas and end-of-chapter 
cases help students sharpen their diagnostic skills for management problem solving. 

Chapter Content

Within each chapter, many topics have been added or expanded to address the current is­
sues that managers face. Chapter text has been tightened and sharpened to provide greater 
focus on the key topics that count most for management today. The essential elements 

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Preface xvii

concerning operations and information technology, subject matter that is frequently cov­
ered in other courses, have been combined into an appendix for students who want more 
information about these topics.

Chapter 1  includes a discussion of some of the high-impact events and changes that have 
made innovative management so critical to the success of organizations today and into the 
future. This introductory chapter broaches the concept of the bossless organization and 
also discusses making the leap from being an individual contributor in the organization to 
becoming a new manager and getting work done primarily through the efforts of others. 
It touches upon the skills and competencies needed to manage organizations effectively, 
including issues such as managing one’s time, maintaining appropriate control, and build­
ing trust and credibility. 

Chapter 2  provides solid coverage of the historical development of management and or­
ganizations. It begins with an overview of the historical struggle within the field of manage­
ment to balance the machinery and the humanity of production, and it ends with two new 
sections on managing the technology-driven workplace and managing the people-driven 
workplace. The chapter includes an expanded discussion of the positive and negative  
aspects of bureaucracy and an updated discussion of the use of the management science 
approach in recent years. The section on managing the technology-driven workplace  
includes information on the topic of using social media. Managing the people-driven 
workplace includes the bossless trend and employee engagement.

Chapter 3  contains an updated view of current issues related to the environment and 
corporate culture, including a discussion of organizational ecosystems, the growing im­
portance of the international environment, and trends in the sociocultural environment, 
including changing social views toward issues such as gay marriage and the legalization of 
marijuana. The chapter includes new information about business intelligence and the use 
of big data analytics and also describes how managers shape a high-performance culture as 
an innovative response to a shifting environment.

Chapter 4  takes an updated look at the shifting international landscape, including the 
Arab Spring and the growing clout of China, India, and Brazil, as well as what these 
changes mean for managers around the world. The chapter describes the three com­
ponents of a global mindset and discusses how social media can help people expand 
their global mindset. The chapter also discusses the bottom-of-the-pyramid (BOP) 
concept, economic interdependence, and how the global supply chain brings new ethical 
challenges for managers in companies based in the United States and other Western  
countries.

Chapter 5  makes the business case for incorporating ethical values in the organization 
and looks at the role that managers play in creating an ethical organization. The chapter 
includes an updated discussion of the state of ethical management today, the pressures 
that can contribute to unethical behavior in organizations, the difference between “givers” 
and “takers,” and criteria that managers can use to resolve ethical dilemmas. The chap­
ter considers corporate social responsibility issues as well, including new discussions of 
challenges in the global supply chain and the concept of organizational virtuousness.

Chapter 6  has been thoroughly revised and updated to include the most current thinking 
on entrepreneurship and small business management. The chapter describes the impact 
of entrepreneurial companies both in the United States and internationally, examines the 
state of minority- and women-owned small businesses, and looks at some of the typical 
characteristics of entrepreneurs, including a new discussion of internal locus of control and 
the sacrifice that being an entrepreneur sometimes requires. It also describes the process 
of launching an entrepreneurial start-up, including tools and techniques such as knowing 
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when to pivot, using social media and crowdfunding, and participating in co-working 
facilities. The chapter includes a section on social entrepreneurship.

Chapter 7  provides a discussion of the overall planning and goal-setting process, includ­
ing the use of strategy maps for aligning goals. The chapter describes the socially con­
structed nature of goals and how managers decide which goals to pursue. It also outlines 
the criteria for effective goals and talks about the value of key performance indicators. The 
chapter covers some of the benefits and limitations of planning and goal setting, including 
management by means (MBM), and it also takes a close look at crisis planning and how to 
use scenarios. The final section describes innovative approaches to planning, including the 
use of intelligence teams and business performance dashboards to help managers plan in a 
fast-changing environment.

Chapter 8  continues the focus on the basics of formulating and implementing strategy, 
including the elements of strategy and Michael E. Porter’s competitive strategies. It 
includes a new section on the biggest barriers to strategy execution. In addition, the chapter 
explains global strategies, the Boston Consulting Group (BCG) matrix, and diversification 
strategy, looking at how managers use unrelated diversification, related diversification, or 
vertical integration as strategic approaches in shifting environments. The final section of 
the chapter provides an updated discussion of how managers effectively execute strategy, 
including the importance of embeddedness and alignment. 

Chapter 9  gives an overview of managerial decision making, including decision-making 
models, personal decision styles, and an updated discussion of biases that can cloud  
managers’ judgment and lead to bad decisions. The chapter includes a new section on 
quasirationality and a short discussion of the 5 Whys technique. The final section looks 
at innovative group decision making, including the concept of evidence-based deci­
sion making, avoiding groupthink and escalating commitment, and using after-action 
reviews.

Chapter 10  discusses basic principles of organizing and describes both traditional and 
contemporary organizational structures in detail. The chapter includes a discussion of 
the strengths and weaknesses associated with each structural approach and looks at new 
positions such as chief digital officer (CDO) and social media director. It also offers a 
discussion of how companies are changing their physical space to enhance relational coordi­
nation and horizontal collaboration.

Chapter 11  begins by discussing “the change problem,” and the reasons why many people 
resist change. Then the text focuses on the critical role of managing change and innovation 
in today’s business environment and describes disruptive innovation and the ambidextrous 
approach. The chapter includes discussions of the bottom-up approach to innovation and 
the use of innovation contests, as well as an expanded discussion of the horizontal link­
age model for new product development. In addition, it describes how some companies 
are using an innovation by acquisition strategy and discusses open innovation and crowd­
sourcing. This chapter provides information about product and technology changes, as 
well as about changing people and culture, and it discusses techniques for implementing 
change effectively.

Chapter 12  reflects the shifting role of human resource management (HRM) in today’s 
turbulent economic environment. The chapter includes a new discussion of acqui-hiring 
(acquiring start-ups to get the human talent), an updated discussion of the strategic role 
of HRM in building human capital, a discussion of employer branding, and an expanded 
section on the trend toward contingent employment. There are also new sections on 
using social media and internships for recruiting, online checking of job candidates, 
and a brief discussion of using big data to make hiring or compensation decisions. The 
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section on training and development has been updated and includes a discussion of social 
learning.

Chapter    13  has been revised to reflect the most recent thinking on organizational 
diversity issues. The chapter includes an updated discussion of demographic changes 
occurring in the domestic and global workforce and how organizations are responding. It 
also includes an expanded section on the importance of a diversity of perspective within 
organizations, a revised section on the glass ceiling and the “bamboo ceiling,” and a new 
section on the “queen bee syndrome.” The chapter closes by delving into the importance of 
mentoring and employee affinity groups for supporting diverse employees.

Chapter 14  continues its solid coverage of the basics of understanding individual 
behavior, including personality, attitudes, perception, and emotions. In addition, the 
chapter includes a section on the value and difficulty of self-awareness, techniques for 
enhancing self-awareness and recognizing blind spots, and an expanded discussion of 
the importance of developing trust within organizations. The chapter also describes self-
management and gives a step-by-step guide to time management. The section on stress 
management has been enhanced by a discussion of challenge stress versus threat stress and 
revised sections describing ways that both individuals and organizations can combat the 
harmful effects of too much stress.

Chapter 15  examines contemporary approaches to leadership, including Level 5 leader­
ship, authentic leadership, and servant leadership. The chapter also discusses charismatic 
and transformational leadership, task versus relationship leadership behaviors, gender 
differences in leadership, the importance of leaders discovering and honing their strengths, 
and the role of followers. The section on leadership power has been revised to include the 
concept of hard versus soft power.

Chapter 16  covers the foundations of motivation and incorporates new opening sections 
on positive versus negative approaches to motivating employees and the use of intrinsic 
versus extrinsic rewards. The chapter also describes motivational methods such as the 
making progress principle, employee engagement, and building a thriving workforce.

Chapter 17  explores the basics of good communication and includes new discussions 
of using social media for communication, using redundant communication for important 
messages, and practicing powerful body positions to enhance nonverbal communication. 
The chapter also discusses the importance of listening, asking questions, and speaking with 
candor. It includes a section on creating an open communication climate and an expanded 
and enriched discussion of communicating to influence and persuade.

Chapter 18  takes a fresh look at the contributions that teams make in organizations. 
It also acknowledges that work teams are sometimes ineffective and explores the reasons 
for this, including such problems as free riders and lack of trust. The chapter looks at the 
difference between putting together a team and building teamwork, covers the types of 
teams, and includes a look at using technology effectively in virtual teams. It also discusses 
how factors such as team diversity, member roles, norms, and team cohesiveness influence 
effectiveness. There is also a section on negotiation and managing conflict, including an 
explanation of task versus relationship conflict.

Chapter 19  provides an overview of financial and quality control, including the feed­
back control model, Six Sigma, International Organization for Standards (ISO) certi­
fication, and use of the balanced scorecard. The chapter includes a discussion of zero-based 
budgeting, an explanation of quality partnering, and a step-by-step benchmarking process. 
The chapter also addresses current concerns about corporate governance, including new 
government regulations and requirements.
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In addition to the topics listed previously, this text integrates coverage of the Internet, 
social media, and new technology into the various topics covered in each and every chapter.

Organization

The chapter sequence in Management is organized around the management functions of 
planning, organizing, leading, and controlling. These four functions effectively encompass 
both management research and the characteristics of the manager’s job.

Part 1  introduces the world of management, including the nature of management, issues 
related to today’s chaotic environment, historical perspectives on management, and the 
technology-driven workplace.

Part 2  examines the environments of management and organizations. This section includes 
material on the business environment and corporate culture, the global environment, ethics 
and social responsibility, and the environment of small business and entrepreneurship.

Part 3  presents three chapters on planning, including organizational goal setting and 
planning, strategy formulation and execution, and the decision-making process.

Part 4  focuses on organizing processes. These chapters describe dimensions of struc­
tural design, the design alternatives that managers can use to achieve strategic objectives, 
structural designs for promoting innovation and change, the design and use of the human  
resource function, and how the approach to managing diverse employees is significant to 
the organizing function.

Part 5  is devoted to leadership. The section begins with a chapter on understanding indi­
vidual behavior, including self-awareness and self-understanding. This foundation paves 
the way for subsequent discussions of leadership, motivation of employees, communication, 
and team management.

Part 6  describes the controlling function of management, including basic principles 
of total quality management (TQM), the design of control systems, and the difference 
between hierarchical and decentralized control.

Innovative Text Features

A major goal of this book is to offer better ways of using the textbook medium to convey 
management knowledge to the reader. To this end, the book includes several innovative 
features that draw students in and help them contemplate, absorb, and comprehend man­
agement concepts. South-Western has brought together a team of experts to create and 
coordinate color photographs, video cases, beautiful artwork, and supplemental materials 
for the best management textbook and package on the market.

Chapter Outline and Objectives.  Each chapter begins with a clear statement of its learn­
ing objectives and an outline of its contents. These devices provide an overview of what is 
to come and also can be used by students to guide their study and test their understanding 
and retention of important points.

Opening Questionnaire.  The text grabs student attention immediately by giving students 
a chance to participate in the chapter content actively by completing a short questionnaire 
related to the topic.

Take a Moment.  At strategic places within the chapter, students are invited to “Take a 
Moment” to complete a “New Manager Self-Test” or end-of-chapter activity that relates to 
the concepts being discussed.
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New Manager Self-Test.  A “New Manager Self-Test” in each chapter provides oppor­
tunities for self-assessment as a way for students to experience management issues in a 
personal way. The change from individual performer to new manager is dramatic, and these 
self-tests, several of which are new for the 12th edition, provide insight into what to expect 
and how students might perform in the world of the new manager.

Green Power.  A “Green Power” box in each chapter highlights how managers in a 
specific company are innovatively addressing issues of sustainability and environmental 
responsibility. Examples of companies spotlighted in these boxes include Deutsche Post 
DHL Group, Burt’s Bees, Acciona, Abtech Industries, Nike, Waste Management, Inc., 
HSBC, Bean and Body, PepsiCo, Fujitsu, The Honest Company, SAP, and Royal DSM.

Concept Connection Photo Essays.  A key feature of the book is the use of photographs 
accompanied by detailed photo essay captions that enhance learning. Each caption high­
lights and illustrates one or more specific concepts from the text to reinforce student un­
derstanding of the concepts. Although the photos are beautiful to look at, they also convey 
the vividness, immediacy, and concreteness of management events in today’s business 
world.

Contemporary Examples.  Every chapter of this book contains several examples of 
management incidents. They are placed at strategic points in the chapter and are designed 
to illustrate the application of concepts to specific companies. These in-text examples—
indicated by the title “Innovative Way”—include well-known U.S. and international or­
ganizations, including HCL Technologies, Instagram, Toyota, Met Life, Lenovo, FedEx, 
Amazon, Tupperware Nordic, Olympus, Maker’s Mark, Prudential UK, General Motors 
(GM), Priceline, and Unilever, as well as lesser-known companies and not-for-profit or­
ganizations, including Elkay Manufacturing, Godrej & Boyce, Sum All, Nasty Gal, the 
U.S. Postal Service,  Hilcorp Energy, StudentsFirst, and Menlo Innovations. The 12th edi­
tion includes 36 new and 6 updated “Innovative Way” examples that put students in touch 
with the real world of organizations so that they can appreciate the value of management 
concepts. In addition, 18 of the 19 opening company examples are new.

Manager’s Shoptalk.  A “Manager’s Shoptalk” box in each chapter addresses a specific 
topic straight from the field of management that is of special interest to students. Several 
of these boxes in this edition describe examples of bossless organizations, while others 
describe a contemporary topic or problem that is relevant to chapter content or contain 
a diagnostic questionnaire or a special example of how managers handle a problem. The 
boxes heighten student interest in the subject matter and provide an auxiliary view of 
management issues not typically available in textbooks.

Video Cases.  At the end of each chapter, there is a video case that illustrates the concepts 
presented in the text. These 19  “On the Job” videos (one per chapter) enhance the class­
room experience by giving students the chance to hear from real-world business leaders so 
they can see the direct application of the management theories they have learned. Compa­
nies discussed include Tough Mudder, Bissell Brothers Brewery, Black Diamond Equip­
ment, Camp Bow Wow, Theo Chocolate, and many more innovative organizations. Each 
video case explores critical managerial issues, allowing students to synthesize material 
they’ve just viewed. The video cases sections culminate with several questions that can be 
used to launch classroom discussion or can be assigned as homework. Suggested answers 
are provided in the Instructor’s Manual. 

Exhibits.  Several exhibits have been added or revised in this edition to enhance student 
understanding. Many aspects of management are research-based, and some concepts tend 
to be abstract and theoretical. The many exhibits throughout this book enhance students’ 
awareness and understanding of these concepts. These exhibits consolidate key points, 
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indicate relationships among concepts, and visually illustrate concepts. They also make 
effective use of color to enhance their imagery and appeal.

Remember This.  At the end of each major section of a chapter is a “Remember This” 
bullet-point summary of the key concepts, ideas, and terms discussed in that section. The 
“Remember This” feature gives students an easy way to review the salient points covered 
in the chapter.

Glossaries.  Learning the management vocabulary is essential to understanding contem­
porary management. This process is facilitated in three ways. First, key concepts are bold­
faced and completely defined where they first appear in the text. Second, brief definitions 
are set out at the end of each major section in the “Remember This” lists for easy review 
and follow-up. Third, a glossary summarizing all key terms and definitions appears at the 
end of the book for handy reference.

Discussion Questions.  Each chapter closes with discussion questions that will enable 
students to check their understanding of key issues, to think beyond basic concepts, and to 
determine areas that require further study.

Apply Your Skills Exercises.  End-of-chapter exercises called “Apply Your Skills: 
Experiential Exercise” and “Apply Your Skills: Ethical Dilemma” provide self-tests for 
students and opportunities to experience management issues in a personal way. These 
exercises take the form of questionnaires, scenarios, and activities. The exercises are tied 
into the chapter through the “Take a Moment” features, which refer students to the end-
of-chapter exercises at the appropriate points in the chapter content.

Small Group Breakout Exercises.  “Small Group Breakout” exercises at the end of each 
chapter give students a chance to develop both team and analytical skills. Completing the 
small-group activities will help students learn to use the resources provided by others in 
the group, to pool information, and to develop a successful outcome together. The “Small 
Group Breakouts” provide experiential learning that leads to deeper understanding and 
application of chapter concepts.

Case for Critical Analysis.  Also appearing at the end of each chapter is a brief but 
substantive case that offers an opportunity for student analysis and class discussion. 
These cases are based on real management problems and dilemmas, but the identities 
of companies and managers have been disguised. These cases, several of which are new 
for the 12th edition, allow students to sharpen their diagnostic skills for management 
problem solving.

Integrative Cases.  Located at the end of each part, the six Integrative Cases provide 
additional real-world insights into how managers deal with planning, leading, organizing, 
controlling, and other managerial issues. The six interrelated cases also reinforce the “green” 
theme, as they all reference aspects of the emerging natural gas fuel industry.

MindTap’s Innovative Digital Features

Students who purchase the MindTap product for Management, 12th edition, will enjoy a 
number of innovative features designed to enhance their learning experience. The e-book has 
been enriched with interactive figures and animated videos that increase comprehension of the 
most challenging topics, and the insightful video cases are embedded directly into the end-of- 
chapter materials. At the beginning of each chapter, students will be asked to take a self- 
assessment questionnaire that introduces an important topic and shows how it relates to  
students’ current experience. Students will also have ready access to the assignments chosen by 
the instructor, which may include test-prep quizzes, homework questions, Write Experience 
essay-writing practice, and experiential exercises (role-play activities and group project activities). 
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New to this edition, the role-play activities give students opportunities to practice their 
managerial and communication skills in an online, real-time environment, while the group 
project activities encourage them to take a modern approach to applying key concepts 
using a digital collaborative workspace. By giving them opportunities to collaborate online, 
apply course concepts, and create solutions to realistic management problems, all of these  
learning activities are designed to enable students to Engage, Connect, Perform, and Lead— 
in short, to learn to “Think and Act Like Managers,” with demonstrable skills in critical 
thinking, analysis, and much more.

Augmenting the entire MindTap experience, robust diagnostic tools powered by 
Knewton provide students with feedback and personalized study plans based on actual as­
signed coursework rather than a separate set of quizzes. Using recommendations provided 
by Knewton, students can focus their efforts on the most important concepts they need to 
learn at that moment in time, as well as more effectively prepare for exams. Furthermore, 
Knewton gives instructors the ability to focus class time on the most relevant material and 
effectively assist struggling students. Using the MindTap Progress App, instructors can 
track student proficiency, which will allow them to quickly react to where students are in 
their learning and make the best use of class time. This creates even more opportunities to 
train students to “Think and Act Like Managers.”

Of Special Interest to Instructors

Instructors will find a number of valuable resources available on our online instructor  
resource center, accessed through cengagebrain.com. These include the following:

Instructor’s Manual.  Designed to provide support for instructors new to the course, as 
well as innovative materials for experienced professors, the Instructor’s Manual includes 
Chapter Outlines, annotated learning objectives, Lecture Notes, and sample Lecture Out­
lines. In addition, the Instructor’s Manual includes answers and teaching notes to end-of-
chapter materials, including the video cases and the integrative cases.

Test Bank.  This edition’s Test Bank has been dramatically upgraded to include a wider 
range of questions across Bloom’s taxonomy. True/false, multiple-choice, completion, and 
short-answer questions test students’ knowledge and comprehension; additional multiple-
choice questions explore their ability to analyze and apply key concepts; and finally, essay 
questions challenge their ability to synthesize and evaluate, or to “think like managers.” 
All questions are given metadata tags to assist instructors in locating questions by diffi­
culty level, Bloom’s level, learning objective, or topic. Instructors can access the Test Bank 
through our new Cognero system, which allows for electronic editing and creation of tests, 
or via Microsoft Word documents available at the Instructor Resource Center. Test Banks 
can also be ingested into all major learning management systems.  

PowerPoint Lecture Presentation.  The PowerPoint Lecture Presentation enables 
instructors to customize their own multimedia classroom presentation. Containing an 
average of 27 Microsoft PowerPoint slides per chapter, the package includes figures and 
tables from the text and summarized teaching notes. The material is organized by chapter 
and can be modified or expanded for individual classroom use. 

On the Job Videos.  Put management in action with this edition’s video package. The “On 
the Job” videos—about two-thirds of which are new—illustrate real-life managers apply­
ing management concepts at work within a variety of companies, large and small, giving 
students an insider’s perspective. This edition’s video set includes familiar favorites like 
Theo Chocolate, Camp Bow Wow, and Barcelona Restaurant Group, as well as some new 
additions guaranteed to pique students’ interest: Bissell Brothers Brewery, Black Diamond 
Equipment, Tough Mudder, Mi Ola Swimwear, and many more.
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To access the additional course materials and companion resources, please visit www 
.cengagebrain.com. At the CengageBrain.com home page, search for the ISBN of your title 
(from the back cover of your book) using the search box at the top of the page. This will 
take you to the product page, where free companion resources can be found. Students can 
purchase access to these resources for additional fees; please contact your Cengage sales 
representative for more information.
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Chapter 11Part

The World of Innovative 
Management

Manager Achievement

Management Competencies 
for Today’s World 

The Basic Functions 
of Management

Planning	 Organizing
Leading	 Controlling

Organizational Performance

Management Skills
Technical Skills	 Human Skills
Conceptual Skills	 When Skills Fail

Management Types
Vertical Differences
Horizontal Differences

What Is a Manager’s Job Really Like?
Making the Leap: Becoming a  

New Manager
Manager Activities
Manager Roles

New Manager Self-Test: 
Managing Your Time

Managing in Small Businesses 
and Nonprofit Organizations

After studying this chapter, you should be able to:

	 1.	 Describe five management competencies that are becoming crucial 
in today’s fast-paced and rapidly changing world.

	 2.	 Define the four management functions and the type of management 
activity associated with each.

	 3.	 Explain the difference between efficiency and effectiveness and their 
importance for organizational performance.

	 4.	 Describe technical, human, and conceptual skills and their relevance 
for managers.

	 5.	 Describe management types and the horizontal and vertical differ-
ences between them.

	 6.	 Summarize the personal challenges involved in becoming a new 
manager.

	 7.	 Define ten roles that managers perform in organizations.

	 8.	 Explain the unique characteristics of the manager’s role in small 
businesses and nonprofit organizations.
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Mostly True Mostly False

  1.	 I enjoy the feeling I get from mastering a new skill. __________ __________

  2.	 Working alone is typically better than working in a group. __________ __________

  3.	 I like the feeling I get from winning.	 __________ __________

  4.	 I like to develop my skills to a high level. __________ __________

  5.	 I rarely depend on anyone else to get things done. __________ __________

  6.	 I am frequently the most valuable contributor to a team. __________ __________

  7.	 I like competitive situations. __________ __________

  8.	 To get ahead, it is important to be viewed as a winner. __________ __________

Manager Achievement
�Welcome to the world of management. Are you ready for it? This questionnaire will help you see whether your priorities 
align with the demands placed on today’s managers.

Instructions:  Rate each of the following items based on your orientation toward personal achievement. Read 
each item and, based on how you feel right now, check either Mostly True or Mostly False.

Scoring and Interpretation:  Give yourself one point for each Mostly True answer. In this case, a low 
score is better. A high score means a focus on personal achievement separate from others, which 
is ideal for a specialist or individual contributor. However, a manager is a generalist who gets things 
done through other people. Spending time building relationships is key. A desire to be an individual 
winner may cause you to compete with your people rather than develop their skills. You would not 
succeed as a lone achiever who does not facilitate and coordinate others, which is the primary job of 
a manager. If you checked 3 or fewer as Mostly True, your basic orientation is good. If you scored 6 
or higher, your focus may be on being an individual winner. You will want to shift your perspective to 
become an excellent manager.

Most people think of Jon Bon Jovi as an aging rock star. What many don’t realize 
is that Bon Jovi is still one of the world’s top-selling bands (in terms of both 
record sales and concert touring) because their lead singer is also a consummate 

manager. “In the late 1980s,” one music historian wrote, “it seemed inconceivable that [the 
group] would last five years.” In 2011, Jon Bon Jovi was ranked No. 2 on Forbes’s list of the 
year’s highest-paid musicians.1 As the group prepared for the launch of its most recent 
tour in February 2013, Jon Bon Jovi was hidden away in the arena at the Mohegan Sun 
casino in Uncasville, Connecticut, for days, overseeing nearly 100 people organized into 
various teams such as lighting, sound, and video. It is an activity that he performs again and 
again when the band is touring, managing a tightly coordinated operation similar to set-
ting up or readjusting a production line for a manufacturing business. Yet Bon Jovi is also 
performing other management activities throughout the year—planning and setting goals 
for the future, organizing tasks and assigning responsibilities, influencing and motivating 
band members and others, monitoring operations and finances, and networking inside and 
outside the organization (in perhaps the most prestigious example, he was appointed to  
President Barack Obama’s White House Council for Community Solutions in 2010). 
Efficiency and effectiveness are key words in his vocabulary. “Jon is a businessman,” said 
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former co-manager David Munns. “He knows how to have a great-quality show, but he 
also knows how to be efficient with money.”2 

Jon Bon Jovi was smart enough to hire good people who could handle both production 
activities and the day-to-day minutia that go along with a global music business. However, 
it took several years to develop and hone his management skills. He assumed top manage-
ment responsibilities for the band in 1992, about 10 years after founding it, because he had 
a vision that his professional managers weren’t supporting. “Most of my peers wanted to be 
on the cover of Circus [a magazine devoted to rock music that was published from 1966 to 
2006],” he said. “I wanted to be on the cover of Time.”3

One particular surprise for many people when they first step into a management role 
is that they are much less in control of things than they expected to be. The nature of 
management is to motivate and coordinate others to cope with diverse and far-reaching 
challenges. Many new managers expect to have power, to be in control, and to be personally 
responsible for departmental outcomes. However, managers depend on subordinates more 
than the reverse, and they are evaluated on the work of other people rather than on their 
own achievements. Managers set up the systems and conditions that help other people 
perform well.

In the past, many managers exercised tight control over employees. But the field of 
management is undergoing a revolution that asks managers to do more with less, to 
engage employees’ hearts and minds as well as their physical energy, to see change rather 
than stability as natural, and to inspire vision and cultural values that allow people to 
create a truly collaborative and productive workplace. This textbook introduces and 
explains the process of management and the changing ways of thinking about the world 
that are critical for managers. By reviewing the actions of some successful and not-so-
successful managers, you will learn the fundamentals of management. By the end of this 
chapter, you will recognize some of the skills that managers use to keep organizations on 
track, and you will begin to understand how managers can achieve astonishing results 
through people. By the end of this book, you will understand the fundamental manage-
ment skills for planning, organizing, leading, and controlling a department or an entire 
organization.

Management Competencies  
for Today’s World
Management is the attainment of organizational goals in an effective and efficient manner 
through planning, organizing, leading, and controlling organizational resources, as Jon Bon 

Jovi does for his rock band, and as he did as co-owner of the Phila-
delphia Soul indoor football team in the Arena Football League. You 
will learn more about these four basic management functions later 
in this chapter.

There are certain elements of management that are timeless, 
but environmental shifts also influence the practice of management. 
In recent years, rapid environmental changes have caused a funda-
mental transformation in what is required of effective managers. 
Technological advances such as social media and mobile apps, the 
rise of virtual work, global market forces, the growing threat of 
cybercrime, and shifting employee and customer expectations have 
led to a decline in organizational hierarchies and more empowered 
workers, which calls for a new approach to management that may be 

“I was once a command-
and-control guy, but the 
environment’s different 
today. I think now it’s a 
question of making people 
feel they’re making a 
contribution.”
—Joseph J. Plumeri, Chairman and CEO of 

Willis Group Holdings
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quite different from managing in the past.4 Exhibit 1.1 shows the shift from the traditional 
management approach to the new management competencies that are essential in today’s 
environment. 

Instead of being a controller, today’s effective manager is an enabler who helps people 
do and be their best. Managers help people get what they need, remove obstacles, pro-
vide learning opportunities, and offer feedback, coaching, and career guidance. Instead 
of “management by keeping tabs,” they employ an empowering leadership style. Much 
work is done in teams rather than by individuals, so team leadership skills are crucial. 
People in many organizations work at scattered locations, so managers can’t monitor 
behavior continually. Some organizations are even experimenting with a bossless design 
that turns management authority and responsibility completely over to employees. 
Managing relationships based on authentic conversation and collaboration is essential 
for successful outcomes. Social media is a growing tool for managers to enhance 
communication and collaboration in support of empowered or bossless work 
environments. In addition, managers sometimes coordinate the work of people 
who aren’t under their direct control, such as those in partner organizations, and 
they sometimes even work with competitors. They have to find common ground 
among people who might have disparate views and agendas and align them to go 
in the same direction. 

Also, as shown in Exhibit 1.1, today’s best managers are “future-facing.” That 
is, they design the organization and culture to anticipate threats and opportunities 
from the environment, challenge the status quo, and promote creativity, learning, 
adaptation, and innovation. Industries, technologies, economies, governments, 
and societies are in constant flux, and managers are responsible for helping their 
organizations navigate through the unpredictable with flexibility and innovation.5 
Today’s world is constantly changing, but “the more unpredictable the environ-
ment, the greater the opportunity—if [managers] have the . . . skills to capitalize 
on it.”6

Management
Principle

From Traditional Approach To New Competencies

Overseeing Work From Controller 

Accomplishing Tasks
From supervising
individuals

Managing Relationships
From con�ict and
competition

Leading From autocratic

To Enabler 

To leading teams

To collaboration, including use
of social media

To empowering, sometimes
bossless

To mobilizing for changeDesigning
From maintaining
stability

T

T

T
o

T

T

exhibit	      1.1      State-of-the-Art Management Competencies for Today’s World

Read the “Ethical 
Dilemma” on  
pages 32–33, which 
pertains to managing 
in the new workplace. 
Think about what 
you would do in this 
situation and why, 
so you can begin 
understanding how 
you will solve thorny 
management problems.
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•	 Managers get things done by coordinating and motivat-
ing other people.

•	 Management is often a different experience from what 
people expect.

•	 Management is defined as the attainment of organiza-
tional goals in an effective and efficient manner through 
planning, organizing, leading, and controlling organiza-
tional resources.

•	 Turbulent environmental forces have caused a signifi-
cant shift in the competencies required for effective 
managers.

•	 Traditional management competencies could include a 
command-and-control leadership style, a focus on indi-
vidual tasks, and standardizing procedures to maintain 
stability.

•	 New management competencies include the ability to be 
an enabler rather than a controller, using an empowering 
leadership style, encouraging collaboration, leading 
teams, and mobilizing for change and innovation.

•	 Vineet Nayar, CEO of India’s HCL, illustrates many of 
the new management competencies.

Remember This

As Nayar learned, applying new management competencies can really pay off. Guided 
by the EFCS philosophy, HCL’s revenues have grown by over 3.6 times, and net income 
has increased by 91 percent since 2005. But the shift to a new way of managing isn’t easy 
for traditional managers who are accustomed to being  “in charge,” making all the decisions, 
and knowing where their subordinates are and what they’re doing at every moment. Even 
more changes and challenges are on the horizon for organizations and managers. This is 
an exciting and challenging time to be entering the field of management. Throughout this 
book, you will learn much more about the new workplace, about the new and dynamic 
roles that managers are playing in the twenty-first century, and about how you can be an 
effective manager in a complex, ever-changing world.

One manager who exemplifies the new management skills and competencies is Vineet 
Nayar of India’s HCL Technologies (HCL), with 80,000 employees and operations in 
more than 25 countries.

Innovative 
Way

Vineet Nayar, HCL 
Technologies LLC

HCL Technologies is a leading global information technology (IT) services and software 
development company and India’s fourth-largest IT services exporter. When Vineet Nayar 
(currently vice chairman and joint managing director) took over as CEO in 2005, HCL was 
a traditional, hierarchical, command-and-control workplace, but Nayar shifted the company’s 
mindset to treat its employees like customers. He is always on the lookout to upgrade man-
agement competencies to serve employees and help them do their jobs better. When HCL 
needed to cut expenses by $100 million due to the global recession, managers asked the 
employees to come up with ideas for cutting costs without issuing massive layoffs.

Nayar reorganized the whole company on the principle of “employees first, customers 
second” (EFCS). He had to start by building trust, so he decided to share financial information 
with everyone in the company. Then he took a bold step: He created an open online forum 
where employees could post questions and leaders would answer them. This could expose 
weaknesses and problems that anyone—including outside customers and competitors—
could see. Indeed, it did. “It was clogged with complaints,” Nayar says. “It hurt.” But interesting 
things began to happen, too. People were overjoyed that leaders were willing to acknowledge 
the problems. Some employees took this a step further and felt empowered to offer solu-
tions. The site ultimately was the beginning of a transfer of the power and responsibility for 
solving problems from top executives to employees themselves. In the new HCL, the job of 
managers became to serve the employees.7
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The Basic Functions 
of Management
Every day, managers solve difficult problems, turn organizations 
around, and achieve astonishing performances. To be successful, 
every organization needs good managers. The famed management 
theorist Peter Drucker (1909–2005), often credited with creating 
the modern study of management, summed up the job of the man-
ager by specifying five tasks, as outlined in Exhibit 1.2.8 In essence, 
managers set goals, organize activities, motivate and communicate, 
measure performance, and develop people. These five manager ac-
tivities apply not only to top executives such as Mark Zuckerberg 
at Facebook, Alan Mulally at Ford Motor Company, and Ursula 
Burns at Xerox, but also to the manager of a restaurant in your 
hometown, the leader of an airport security team, a supervisor at 
a Web hosting service, or the director of sales and marketing for a 
local business.

The activities outlined in Exhibit 1.2 fall into four fundamental management func-
tions: planning (setting goals and deciding activities), organizing (organizing activities and 
people), leading (motivating, communicating with, and developing people), and control-
ling (establishing targets and measuring performance). Depending on their job situation, 
managers perform numerous and varied tasks, but they all can be categorized within these 
four primary functions. 

“Good management is the 
art of making problems 
so interesting and their 
solutions so constructive 
that everyone wants 
to get to work and deal 
with them.”

—Paul Hawken, environmentalist, 

entrepreneur, and author of  

Natural Capitalism

exhibit	      1.2      What Do Managers Do?

5. Develop People
    Recognize the value of
    employees and develop
    this critical organizational
    asset

ople
he value of
and develop
organizational

1. Set Objectives
    Establish goals for the 
    group and decide what
    must be done to 
    achieve them

ish goals for the 
and decide what

be done to
e them

    asset

4. Measure
    Set targets and 
    standards; appraise 
    performance

2. Organize
    Divide work into  
    manageable activities
    and select people to  
    accomplish tasks

g
    and select people to  
    accomplish tasks

3. Motivate and 
    Communicate
    Create teamwork via
    decisions on pay, 
    promotions, etc., and 
    through communication

SOURCE: Based on “What Do Managers Do?” The Wall Street Journal Online, http://guides.wsj.com/management/developing-a 
-leadership-style/what-do-managers-do/ (accessed August 11, 2010), article adapted from Alan Murray, The Wall Street Journal 
Essential Guide to Management (New York: Harper Business, 2010).
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Exhibit 1.3 illustrates the process of how managers use resources to attain organi-
zational goals through the functions of planning, organizing, leading, and controlling. 
Chapters of this book are devoted to the multiple activities and skills associated with each 
function, as well as to the environment, global competitiveness, and ethics that influence 
how managers perform these functions. 

Planning

Planning means identifying goals for future organizational performance and deciding on 
the tasks and use of resources needed to attain them. In other words, managerial planning 
defines where the organization wants to be in the future and how to get there. A good ex-
ample of planning comes from General Electric (GE), where managers have sold divisions 
such as plastics, insurance, and media to focus company resources on four key business 
areas: energy, aircraft engines, health care, and financial services. GE used to relocate senior 
executives every few years to different divisions so that they developed a broad, general 
expertise. In line with recent strategic refocusing, the company now keeps people in their 
business units longer so they can gain a deeper understanding of the products and custom-
ers within each of the four core businesses.9

Organizing

Organizing typically follows planning and reflects how the organization tries to accomplish 
the plan. Organizing involves assigning tasks, grouping tasks into departments, delegating 
authority, and allocating resources across the organization. In recent years, organizations 
as diverse as IBM, the Catholic Church, Estée Lauder, and the Federal Bureau of Inves-
tigation (FBI) have undergone structural reorganization to accommodate their changing 
plans. Organizing was a key task for Oprah Winfrey as she tried to turn around her strug-
gling start-up cable network, OWN. She took over as CEO of the company, repositioned 
some executives and hired new ones, and cut jobs to reduce costs and streamline the com-
pany. Along with programming changes, such as the comedy series Tyler Perry’s For Better 
or Worse and the drama series The Haves and the Have Nots, structural changes brought 
a lean, entrepreneurial approach that helped put OWN on solid ground. Winfrey said 
“I prided myself on leanness,” referring to the early days of her TV talk show. “The opposite 
was done here.”10

Management Functions

Planning
Select goals and

ways to attain them

Leading
Use influence to

motivate employees

Controlling
Monitor activities

and make corrections

Performance
  Attain goals
 Products
 Services
 Efficiency
 Effectiveness   

Resources
 Human
 Financial
 Raw materials
 Technological
 Information

Organizing
Assign

responsibility for task
accomplishment

exhibit	      1.3      The Process of Management
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Concept Connection

John Stonecipher finds that as the president and CEO of Guidance Aviation, 
a high-altitude flight school in Prescott, Arizona, his job involves all four 
management functions. Once he’s charted the course for the operation 
(planning) and put all the necessary policies, procedures, and structural 
mechanisms in place (organizing), he supports and encourages his 
50+ employees (leading) and makes sure that nothing falls through the 
cracks (controlling). Thanks to his strengths in all of these areas, the 
U.S. Small Business Administration named Stonecipher a National Small 
Business Person of the Year in 2013.
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Leading

Leading is the use of influence to moti-
vate employees to achieve organizational 
goals. Leading means creating a shared 
culture and values, communicating goals 
to people throughout the organization, 
and infusing employees with the desire 
to perform at a high level. As CEO of 
Chrysler Group, Sergio Marchionne 
spends about two weeks a month in 
Michigan meeting with executive teams 
from sales, marketing, and industrial 
operations to talk about his plans and 
motivate people to accomplish ambitious 
goals. Marchionne, who spends half his 
time in Italy running Fiat, rejected the 
15th-floor executive suite at Chrysler 
headquarters so he could provide more 
hands-on leadership from an office close 
to the engineering center.11 One doesn’t 
have to be a top manager of a big cor-
poration to be an exceptional leader. 
Many managers working quietly in both 
large and small organizations around the 
world provide strong leadership within 
departments, teams, nonprofit organiza-
tions, and small businesses.

Controlling

Controlling is the fourth function in the management process. Controlling means moni-
toring employees’ activities, determining whether the organization is moving toward its 
goals, and making corrections as necessary. One trend in recent years is for companies to 
place less emphasis on top-down control and more emphasis on training employees to 
monitor and correct themselves. However, the ultimate responsibility for control still rests 
with managers. Michael Corbat, the new CEO of Citigroup, for example, is taking a new 
approach to control at the giant company, which was kept afloat during the financial crisis 
with $45 billion in government aid. “You are what you measure,” Corbat says, and he is 
implementing new tools to track the performance of individual managers as a way to bring 
greater accountability and discipline.12

The U.S. Secret Service recently became embroiled in a public relations nightmare, 
partly due to a breakdown of managerial control. When news broke that members of the 
security team sent to prepare for President Obama’s visit to Cartagena, Colombia, en-
gaged in a night of heavy drinking, visited strip clubs, and brought prostitutes to their hotel 
rooms, there was a public and legislative uproar. Several agents were fired, and director 
Mark Sullivan and other managers were called before a Senate subcommittee to explain 
the breakdown in control. The widespread investigation also brought other allegations of 
agent misconduct and “morally repugnant behavior” to light. One response from managers 
has been to create stricter rules of conduct, rules that apply even when agents are off duty.13 
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Organizational Performance
The definition of management also encompasses the idea of attaining organizational goals 
in an efficient and effective manner. Management is so important because organizations are 
so important. In an industrialized society where complex technologies dominate, organiza-
tions bring together knowledge, people, and raw materials to perform tasks that no individ-
ual could do alone. Without organizations, how could technology be provided that enables 
us to share information around the world in an instant; electricity be produced from huge 
dams and nuclear power plants; and millions of songs, videos, and games be available for 
our entertainment at any time and place? Organizations pervade our society, and manag-
ers are responsible for seeing that resources are used wisely to attain organizational goals.

•	 Managers perform a wide variety of activities that fall 
within four primary management functions.

•	 Planning is the management function concerned with 
defining goals for future performance and how to attain 
them.

•	 Organizing involves assigning tasks, grouping tasks 
into departments, and allocating resources.

•	 Leading means using influence to motivate employees 
to achieve the organization’s goals.

•	 Controlling is concerned with monitoring employees’ 
activities, keeping the organization on track toward 
meeting its goals and making corrections as necessary.

•	 The U.S. Secret Service agency prostitution scandal can 
be traced partly to a breakdown of management control.

Remember This

Green Power
Local Impact

Logistics giant Deutsche Post DHL Group has 38 loca- 
tions in Thailand, where Buddhist teachings about 
caring for one another lend themselves to helping 
and teaching the local population. Deutsche Post 
DHL Group plans for corporate social responsibility 
with sustainability at the local level. By pinpoint-
ing local needs and issues, DHL planned site-specific 
strategies, such as efficient lighting and the reduc-
tion of air conditioner demand in Thailand’s hot 
climate, and the installation of global positioning 
satellite (GPS) systems to minimize fuel consumption.

DHL’s commitment to social responsibility is 
reflected in its three pillars: “Go Green” (climate 

protection), “Go Help” (disaster relief), and “Go 
Teach” (education). Each pillar in this corporate plan 
is indicative of broad goals—such as a 30 percent 
reduction in CO2 emissions by 2020—that are cus-
tomized to fit local needs and cultures. For exam-
ple, DHL Thailand asks potential business partners 
to buy into the company’s “Go Green” philosophy, 
reflecting a giant leap in sustainability at the local 
level.

Source: Based on David Ferguson, “CSR in Asian Logistics: Operationalisation 
within DHL (Thailand),” Journal of Management Development 30, 10 (2011): 
985–999.

Our formal definition of an organization is a social entity that is goal-directed and 
deliberately structured. Social entity means being made up of two or more people. Goal 
directed means designed to achieve some outcome, such as make a profit (Target Stores), 
win pay increases for members (United Food & Commercial Workers), meet spiritual 
needs (Lutheran Church), or provide social satisfaction (college sorority Alpha Delta Pi). 
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Deliberately structured means that tasks are divided, and responsibility for their perfor-
mance is assigned to organization members. This definition applies to all organizations, 
including both profit and nonprofit ones. Small, offbeat, and nonprofit organizations are 
more numerous than large, visible corporations—and just as important to society.

Based on our definition of management, the manager’s responsibility is to coordinate 
resources in an effective and efficient manner to accomplish the organization’s goals. Orga-
nizational effectiveness is the degree to which the organization achieves a stated goal, or 
succeeds in accomplishing what it tries to do. Organizational effectiveness means providing 
a product or service that customers value. Organizational efficiency refers to the amount 
of resources used to achieve an organizational goal. It is based on how much raw material, 
money, and people are necessary for producing a given volume of output. Efficiency can be 
defined as the amount of resources used to produce a product or service. Efficiency and 
effectiveness can both be high in the same organization.

Many managers are using mobile apps to increase efficiency, and in some cases, the apps 
can enhance effectiveness as well.14 The current winner in this category is Square, created by 
Twitter-founder Jack Dorsey in 2010. Square is revolutionizing small business by enabling 
any smartphone to become a point-of-sale (POS) terminal that allows the user to accept 
credit card payments. Millions of small businesses and entrepreneurs in the United States 
and Canada who once had to turn customers away because they couldn’t afford the fees 
charged by credit card companies can now use Square to process credit cards. Customers get 
their need to pay with a card met, and businesses get a sale that they might have missed.15

All managers have to pay attention to costs, but severe cost cutting to improve 
efficiency—whether it is by using cutting-edge technology or old-fashioned frugality—
can sometimes hurt organizational effectiveness. The ultimate responsibility of managers 
is to achieve high performance, which is the attainment of organizational goals by using 
resources in an efficient and effective manner. Consider the example of Illumination Enter-
tainment, the film production company behind Dr. Seuss’ The Lorax. Managers continually 
look for ways to increase efficiency while also meeting the company’s goal of producing 
creative and successful animated films.

Innovative  
Way
Illumination 
Entertainment

You can’t quite make a blockbuster movie on a dime, but Christopher Meledandri is out to prove 
that strict cost controls and hit animated films aren’t mutually exclusive. Most computer-generated 
animated films cost at least $100 million, with some budgets pushing $150 million. In contrast, 
Illumination Entertainment made the hit film Despicable Me for only $69 million. The budget for 
Hop came in at a mere $63 million. And the company produced its third blockbuster, Dr. Seuss’ 
The Lorax, for $70 million—less than the movie earned at the box office on its opening weekend.

Managers at Illumination use many approaches to increase efficiency. For example, when 
making Despicable Me, they decided to eliminate details such as animal fur, which the audience 
couldn’t see on the screen. Other details that were extremely costly to render in computer 
graphics but that weren’t central to the story were also cut, saving the detail work for sets that 
were used repeatedly. The company paid big bucks for the voice of Steve Carell, but it hired other 
vocal talent with less star power, a practice that managers follow for all their films. They also seek 
out first-time directors and young, enthusiastic, less experienced animators, who often cost less 
than half of what a more experienced artist commands. Organizational details also contribute to 
efficiency—Meledandri keeps layers of the hierarchy to a minimum so that decisions can be made 
fast and movies don’t languish for years in development, eating up money. Offices are located 
in a low-rent area behind a cement plant rather than being housed in sumptuous surroundings.

Moviegoing in general is down, but animated family films are hot. And Illumination has 
had some of the hottest movies going. Peter Chernin, former president of News Corpora-
tion, said of Meledandri: “It is rare to find people whose business sense is as strong as their 
creative sense.” Meledandri and his management team are using their business sense to run 
an efficient operation, and their creative instincts to put money in the right places to produce 
popular, often critically acclaimed animated films.16
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So far, Illumination Entertainment has managed to adhere to its efficient, low-cost 
model while being highly effective in meeting its goals. Compare that to what happened at 
music company EMI. Weak sales led managers to focus on financial efficiency, which suc-
cessfully trimmed waste and boosted operating income. However, the efficiencies damaged 
the company’s ability to recruit new artists, who are vital to record companies, and also led 
to internal turmoil that caused some longtime acts like the Rolling Stones to leave the label. 
Thus, the company’s overall performance suffered. Managers are struggling to find the right 
balance between efficiency and effectiveness to get EMI back on the right track.17

•	 An organization is a social entity that is goal-directed 
and deliberately structured.

•	 Good management is important because organizations 
contribute so much to society.

•	 Efficiency pertains to the amount of resources—raw 
materials, money, and people—used to produce a 
desired volume of output.

•	 Effectiveness refers to the degree to which the organi-
zation achieves a stated goal.

•	 Some managers are using mobile apps to increase effi-
ciency; one example is Square, used to process credit and 
debit card payments with a smartphone.

•	 Performance is defined as the organization’s ability  
to attain its goals by using resources in an efficient and 
effective manner.

•	 Managers at Illumination Entertainment are concerned 
both with keeping costs low (efficiency) and producing 
animated films (such as The Lorax) that are critically and 
financially successful (effectiveness).

Remember This

Management Skills
A manager’s job requires a range of skills. Although some management theorists propose a 
long list of skills, the necessary skills for managing a department or an organization can be 
placed in three categories: conceptual, human, and technical.18 As illustrated in Exhibit 1.4, 
the application of these skills changes dramatically when a person is promoted to manage-
ment. Although the degree of each skill that is required at different levels of an organiza-
tion may vary, all managers must possess some skill in each of these important areas to 
perform effectively.
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exhibit	      1.4      Relationship of Technical, Human, and Conceptual Skills to Management
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Technical Skills

Many managers get promoted to their first 
management jobs because they have dem-
onstrated understanding and proficiency 
in the performance of specific tasks, which 
is referred to as technical skills. Techni-
cal skills include mastery of the methods, 
techniques, and equipment involved in 
specific functions such as engineering, 
manufacturing, or finance. Technical skills 
also includes specialized knowledge, ana-
lytical ability, and the competent use of 
tools and techniques to solve problems 
in that specific discipline. Technical skills 
are particularly important at lower orga-
nizational levels. However, technical skills 
become less important than human and 
conceptual skills as managers move up the 
hierarchy. Top managers with strong tech-
nical skills sometimes have to learn to step 
back so others can do their jobs effectively. 
David Sacks, founder and CEO of Yam-
mer, designed the first version of the prod-
uct himself, but now the company has 200 employees and a dozen or so product managers 
and design teams. Sacks used to “walk around and look over the designers’ shoulders to see 
what they were doing,” but says that habit prevented some people from doing their best 
work.19 

Human Skills

Human skills involve the manager’s ability to work with and through other people and to 
work effectively as a group member. Human skills are demonstrated in the way that a man-
ager relates to other people, including the ability to motivate, facilitate, coordinate, lead, 
communicate, and resolve conflicts. Human skills are essential for frontline managers who 
work with employees directly on a daily basis. A recent study found that the motivational 
skill of the frontline manager is the single most important factor in whether people feel 
engaged with their work and committed to the organization.20 

Human skills are increasingly important for managers at all levels and in all types of 
organizations.21 Even at a company such as Google, which depends on technical expertise, 
human skills are considered essential for managers. Google analyzed performance reviews 
and feedback surveys to find out what makes a good manager of technical people and found 
that technical expertise ranked dead last among a list of eight desired manager qualities, as 
shown in Exhibit 1.5. The exhibit lists eight effective behaviors of good managers. Notice 
that almost all of them relate to human skills, such as communication, coaching, and team-
work. People want managers who listen to them, build positive relationships, and show an 
interest in their lives and careers.22 A recent study found that human skills were signifi-
cantly more important than technical skills for predicting manager effectiveness.23 Another 
survey compared the importance of managerial skills today with those from the late 1980s 
and found a decided increase in the role of skills for building relationships with others.24 

Concept Connection

Holding degrees in both physics and economics, entrepreneur Elon Musk 
certainly possesses his share of technical skills. He designed and created 
the first viable electric car—the Tesla roadster—as well as the Web-based 
payment service PayPal and a spacecraft that will enable private citizens to 
travel to outer space. But it is his stellar conceptual skills that allow him to 
lead the innovative companies that are making these products and services 
available to people worldwide.
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Conceptual Skills

Conceptual skills include the cognitive ability to see the organization as a whole 
system and the relationships among its parts. Conceptual skills involve knowing 
where one’s team fits into the total organization and how the organization fits into 
the industry, the community, and the broader business and social environment. It 
means the ability to think strategically—to take the broad, long-term view—and to 
identify, evaluate, and solve complex problems.25

Conceptual skills are needed by all managers, but especially for managers at the 
top. Many of the responsibilities of top managers, such as decision making, resource 
allocation, and innovation, require a broad view. For example, Ursula Burns, who in 
2009 became the first African American woman to lead a major U.S. corporation, 
needs superb conceptual skills to steer Xerox through the tough economy and the 
rapidly changing technology industry. Sales of copiers and printers have remained 
flat, prices have declined, and Xerox is battling stronger competitors in a consolidat-
ing industry. To keep the company thriving, Burns needs a strong understanding not 
only of the company, but also of shifts in the industry and the larger environment.26

When Skills Fail

Good management skills are not automatic. Particularly during turbulent times, managers 
really have to stay on their toes and apply all their skills and competencies in a way that 
benefits the organization and its stakeholders—employees, customers, investors, the com-
munity, and so forth. In recent years, numerous highly publicized examples have shown 
what happens when managers fail to apply their skills effectively to meet the demands of 
an uncertain, rapidly changing world.

Everyone has flaws and weaknesses, and these shortcomings become most apparent 
under conditions of rapid change, uncertainty, or crisis.27 Consider the uproar that resulted 
in 2013 from the decision of managers at the Internal Revenue Service (IRS) to apply ad-
ditional screening to tax-exempt applications from conservative Tea Party groups. When 
a manager for so-called “Group 7822,” an IRS office that screens and processes thousands 
of applications a year from organizations seeking tax-exempt status, noticed a growing 
number of applications from groups identifying themselves as part of the Tea Party, the 
manager advised workers to flag them and similar groups to see if their purpose was too 
political to be eligible under the rules for tax exemption. It has long been a practice to 
give extra scrutiny to certain kinds of groups that present a potential for fraudulent use 
of tax exempt status, but critics say the agency went too far in how it applied the practice 

To know how to build better managers, Google executives studied performance reviews, feedback 
surveys, and award nominations to see what qualities made a good manager. Here are the “Eight 
Good Behaviors” they found, in order of importance:

1.  Be a good coach.

2.  Empower your team and don’t micromanage. 

3.  Express interest in team members’ successes and personal well-being.

4.  Don’t be a sissy: Be productive and results-oriented.

5.  Be a good communicator and listen to your team.

6.  Help your employees with career development.

7.  Have a clear vision and strategy for the team.

8.  Have key technical skills so you can help advise the team.

exhibit	     1.5       
Google’s Rules: Eight Good 
Behaviors for Managers

SOURCE: “Google’s Quest to Build a Better Boss,” by Adam Bryant, published March 12, 2011, in The New York Times. 
Courtesy of Google, Inc.

Complete the 
“Experiential Exercise” 
on pages 31–32, 
which pertains to 
management skills. 
Reflect on the strength 
of your preferences 
among the three 
types of skills and the 
implications for you as 
a manager.
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to conservative political organizations, in some cases delaying applications for years. Con-
gressional investigators are probing whether agency activities constituted discrimination 
against conservative groups, and the full story of what happened and why is still emerg-
ing.28 IRS managers at all levels involved in the decision appear to have needed stronger 
conceptual skills to prevent this crisis from happening, and higher-level executives had to 
call upon all their conceptual and human skills to resolve the dilemma and work to restore 
the public trust.

The numerous ethical and financial scandals of recent years have left people cynical 
about business and government managers and even less willing to overlook mistakes. Cri-
ses and examples of deceit and greed grab the headlines, but many more companies fal-
ter or fail less spectacularly. Managers fail to listen to customers, are unable to motivate 
employees, or can’t build a cohesive team. For example, the reputation of Zynga, maker 
of games like Farmville that were ubiquitous on Facebook for a while, plummeted along 
with its share price in 2012. Although there were several problems at Zynga, one was 
that founder and former CEO Mark Pincus had an aggressive style that made it diffi-
cult to build a cohesive team. The exodus of key executives left the company floundering, 
and the company’s shares fell 70 percent. Pincus stepped down as CEO in July 2013, and 
former Xbox executive Don Mattrick took over to try to revive the once-hot game maker.29 
Exhibit 1.6 shows the top ten factors that cause managers to fail to achieve desired results, 
based on a survey of managers in U.S. organizations operating in rapidly changing business 
environments.30 Notice that many of these factors are due to poor human skills, such as the 
inability to develop good work relationships, a failure to clarify direction and performance 
expectations, or an inability to create cooperation and teamwork. The number one reason 
for manager failure is ineffective communication skills and practices, cited by 81 percent 
of managers surveyed. Especially in times of uncertainty or crisis, if managers do not com-
municate effectively, including listening to employees and customers and showing genuine 
care and concern, organizational performance and reputation suffer. 

10. Poor planning practices/reactionary behavior

9. Inability to lead/motivate others

8. Inability to develop cooperation and teamwork

7. Lack of personal integrity and trustworthiness

6. Breakdown of delegation and empowerment

5. Failure to adapt and break old habits

4. Failure to clarify direction or performance expectations

3. Person- job mismatch

2. Poor work relationships/interpersonal skills

1. Ineffective communication skills and practices

45%

47%

50%
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56%

57%

64%

69%

78%
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exhibit	      1.6      Top Causes of Manager Failure

SOURCE: Adapted from Clinton O. Longenecker, Mitchell J. Neubert, and Laurence S. Fink, “Causes and Consequences of 
Managerial Failure in Rapidly Changing Organizations,” Business Horizons 50 (2007): 145–155, Table 1, with permission from Elsevier.

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Part 1  Introduction to Management16

Management Types
Managers use conceptual, human, and technical skills to perform the four management 
functions of planning, organizing, leading, and controlling in all organizations—large 
and small, manufacturing and service, profit and nonprofit, traditional and Internet-
based. But not all managers’ jobs are the same. Managers are responsible for different 
departments, work at different levels in the hierarchy, and meet different requirements 
for achieving high performance. Twenty-five-year-old Daniel Wheeler is a first-line 
supervisor in his first management job at Del Monte Foods, where he is directly involved 
in promoting products, approving packaging sleeves, and organizing people to host 
sampling events.31 Kevin Kurtz is a middle manager at Lucasfilm, where he works with 
employees to develop marketing campaigns for some of the entertainment company’s 
hottest films.32 And Denise Morrison is CEO of Campbell Soup Company, the com-
pany that also makes Pepperidge Farm baked goods.33 All three are managers and must 
contribute to planning, organizing, leading, and controlling their organizations—but in 
different amounts and ways.

Vertical Differences

An important determinant of the manager’s job is the hierarchical level. Exhibit 1.7 illus-
trates the three levels in the hierarchy. A study of more than 1,400 managers examined how 
the manager’s job differs across these three hierarchical levels and found that the primary 
focus changes at different levels.34 For first-level managers, the main concern is facilitating 
individual employee performance. Middle managers, though, are concerned less with indi-
vidual performance and more with linking groups of people, such as allocating resources, 
coordinating teams, or putting top management plans into action across the organization. 
For top-level managers, the primary focus is monitoring the external environment and 
determining the best strategy to be competitive. 

Let’s look in more detail at differences across hierarchical levels. Top managers are at 
the top of the hierarchy and are responsible for the entire organization. They have titles 
such as president, chairperson, executive director, CEO, and executive vice president. Top 
managers are responsible for setting organizational goals, defining strategies for achieving 
them, monitoring and interpreting the external environment, and making decisions that 
affect the entire organization. They look to the long-term future and concern themselves 
with general environmental trends and the organization’s overall success. Top managers are 
also responsible for communicating a shared vision for the organization, shaping corporate 
culture, and nurturing an entrepreneurial spirit that can help the company innovate and 
keep pace with rapid change.35

•	 Managers have complex jobs that require a range of 
abilities and skills.

•	 Technical skills include the understanding of and  
proficiency in the performance of specific tasks.

•	 Human skills refer to a manager’s ability to work with 
and through other people and to work effectively as part 
of a group.

•	 Conceptual skills are the cognitive abilities to see the 
organization as a whole and the relationship among its 
parts.

•	 The two major reasons that managers fail are poor com-
munication and poor interpersonal skills.

•	 A manager’s weaknesses become more apparent during 
stressful times of uncertainty, change, or crisis.

Remember This
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Middle managers work at middle levels of the organization and are responsible for 
business units and major departments. Examples of middle managers are department head, 
division head, manager of quality control, and director of the research lab. Middle manag-
ers typically have two or more management levels beneath them. They are responsible for 
implementing the overall strategies and policies defined by top managers. Middle manag-
ers generally are concerned with the near future, rather than with long-range planning. 

The middle manager’s job has changed dramatically over the past two decades. Many 
organizations improved efficiency by laying off middle managers and slashing middle man-
agement levels. Traditional pyramidal organization charts were flattened to allow informa-
tion to flow quickly from top to bottom and decisions to be made with greater speed. In 
addition, technology has taken over many tasks once performed by middle managers, such 
as monitoring performance and creating reports.36 Exhibit 1.7 illustrates the shrinking of 
middle management.

Yet even as middle management levels have been reduced, the middle manager’s job has 
taken on a new vitality. Research shows that middle managers play a crucial role in driv-
ing innovation and enabling organizations to respond to rapid shifts in the environment.37 
“These are the people who figure out ‘how’ to do the ‘what,’” says Andrew Clay, a manager 
at a medical devices company.38 The success of an organization depends partly on middle 
managers effectively implementing the company’s strategy, which can make the middle 
manager’s job quite stressful. “No glory, no fame,” says middle manager Ruby Charles. “All 
the glory goes to your subordinates, and all the fame goes to your boss. Meanwhile, none of 
it could happen without you.”39 

Team Leaders and
Nonmanagerial Employees

Functional Head

Department Manager

Business Unit Head

General
Manager

Administrator

Middle Managers

First-Line
Managers

Top Managers
Vice-
President
of Adminis-
tration

Corporate
or Group
Head

CEO

Product Line or
Service Manager

Information
Services Manager

Production, Sales,
R&D Supervisor

IT, HRM,
Accounting Supervisor

Line jobs Staff jobs

People at these
levels may also
have horizontal
project manager
responsibility

Department Manager

Business Unit Head

General
Manager

Administrator

Product Line or
Service Manager

Information
Services Manager

exhibit	      1.7      Management Levels in the Organizational Hierarchy

SOURCE: Adapted from Thomas V. Bonoma and Joseph C. Lawler, “Chutes and Ladders: Growing the General Manager,” Sloan 
Management Review (Spring 1989): 27–37.
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A study by Nicholas Bloom and John Van Reenen sup-
ports the idea that good middle managers are important to 
organizational success. In an experiment with textile facto-
ries in India, improved middle management practices were 
introduced into 20 factories in India, and the results were 
compared to factories that did not improve management 
procedures. After just four months of training in better man-
agement methods, the 20 factories cut defects by 50 percent, 
boosted productivity and output, and improved profits by 
$200,000 a year.40

Middle managers’ status also has escalated because of the 
growing use of teams and projects. A project manager is 
responsible for a temporary work project that involves the 
participation of people from various functions and levels of 
the organization, and perhaps from outside the company as 
well. Many of today’s middle managers work with a variety 
of projects and teams at the same time, some of which cross 
geographical and cultural boundaries as well as functional 
ones.

First-line managers are directly responsible for the pro-
duction of goods and services. They are the first or second 

level of management and have such titles as supervisor, line manager, section chief, and 
office manager. They are responsible for teams and non-management employees. Their 
primary concern is the application of rules and procedures to achieve efficient produc-
tion, provide technical assistance, and motivate subordinates. The time horizon at this 
level is short, with the emphasis on accomplishing day-to-day goals. Consider the job 
of Alistair Boot, who manages the menswear department for a John Lewis department 
store in Cheadle, England.41 Boot’s duties include monitoring and supervising shop floor 
employees to make sure that sales procedures, safety rules, and customer service policies 
are followed. This type of managerial job might also involve motivating and guiding young, 
often inexperienced workers; providing assistance as needed; and ensuring adherence to 
company policies.

Horizontal Differences

The other major difference in management jobs occurs horizontally across the organiza-
tion. Functional managers are responsible for departments that perform a single func-
tional task and have employees with similar training and skills. Functional departments 
include advertising, sales, finance, human resources, manufacturing, and accounting. Line 
managers are responsible for the manufacturing and marketing departments that make or 
sell the product or service. Staff managers are in charge of departments, such as finance and 
human resources, that support line departments.

General managers are responsible for several departments that perform different 
functions. A general manager is responsible for a self-contained division, such as a 
Nordstrom department store or a Honda assembly plant, and for all the functional depart-
ments within it. Project managers also have general management responsibility because 
they coordinate people across several departments to accomplish a specific project.

Perhaps one of the best-known leaders in baseball, Billy Beane 
is general manager and minority owner of the Oakland 
A’s. Beane is famous for finding and developing talented young 
players who are less expensive to hire than the big names, 
which has allowed Beane to keep his payroll low while still 
winning four division titles. Beane was the subject of the best-
selling book and hit film Moneyball.
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What Is a Manager’s Job Really Like?
“Despite a proliferation of management gurus, management consultants, and management 
schools, it remains murky to many of us what managers actually do and why we need 
them in the first place,” wrote Ray Fisman, a Columbia Business School professor.42 Unless 
someone has actually performed managerial work, it is hard to understand exactly what 
managers do on an hour-by-hour, day-to-day basis. One answer to the question of what 
managers do to plan, organize, lead, and control was provided by Henry Mintzberg, who 
followed managers around and recorded all their activities.43 He developed a description 
of managerial work that included three general characteristics and ten roles. These char-
acteristics and roles, discussed in detail later in this section, have been supported by other 
research.44 

Researchers also have looked at what managers like to do. Both male and female man-
agers across five different countries report that they most enjoy activities such as lead-
ing others, networking, and leading innovation. Activities that managers like least include 
controlling subordinates, handling paperwork, and managing time pressures.45 Many new 
managers in particular find the intense time pressures of management, the load of admin-
istrative paperwork, and the challenge of directing others to be quite stressful as they adjust 
to their new roles and responsibilities. Indeed, the initial leap into management can be one 
of the scariest moments in a person’s career.

Making the Leap: Becoming a New Manager

Many people who are promoted into a manager position have little idea what the job actu-
ally entails and receive little training about how to handle their new role. It’s no wonder 
that, among managers, first-line supervisors tend to experience the most job burnout and 
attrition.46

Making the shift from individual contributor to manager is often tricky. Mark 
Zuckerberg, whose company, Facebook, went public a week before he turned 28 years old, 
provides an example. In a sense, the public has been able to watch as Zuckerberg has “grown 
up” as a manager. He was a strong individual performer in creating the social media platform 
and forming the company, but he fumbled with day-to-day management, such as interac-
tions with employees and communicating with people both inside and outside Facebook. 
Zuckerberg was smart enough to hire seasoned managers, including former Google execu-
tive Sheryl Sandberg, and cultivate advisors and mentors who have coached him in areas 

•	 There are many types of managers, based on their pur-
pose and location in an organization.

•	 A top manager is one who is at the apex of the orga-
nizational hierarchy and is responsible for the entire 
organization.

•	 Middle managers work at the middle level of the  
organization and are responsible for major divisions or 
departments.

•	 A project manager is a manager who is responsible 
for a temporary work project that involves people from 
various functions and levels of the organization.

•	 Most new managers are first-line managers— 
managers who are at the first or second level of the 
hierarchy and are directly responsible for overseeing 
groups of production employees.

•	 A functional manager is responsible for a department 
that performs a single functional task, such as finance 
or marketing.

•	 General managers are responsible for several depart-
ments that perform different functions, such as the man-
ager of a Macy’s department store or a Ford automobile 
factory.

Remember This
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where he is weak. He also shadowed David Graham at the offices of The Post Company 
(the publisher of The Washington Post before it was purchased by Jeff Bezos) for four days 
to try to learn what it is like to manage a large organization. Now that Facebook is a public 
company, Zuckerberg is watched more closely than ever to see if he has what it takes to be 
a manager of a big public corporation.47 

Harvard professor Linda Hill followed a group of 19 managers over the first year 
of their managerial careers and found that one key to success is to recognize that be-
coming a manager involves more than learning a new set of skills. Rather, becoming 
a manager means a profound transformation in the way people think of themselves, 
called personal identity, which includes letting go of deeply held attitudes and habits 
and learning new ways of thinking.48 Exhibit 1.8 outlines the transformation from 
individual performer to manager. The individual performer is a specialist and a “doer.” 
His or her mind is conditioned to think in terms of performing specific tasks and ac-
tivities as expertly as possible. The manager, on the other hand, has to be a generalist 
and learn to coordinate a broad range of activities. Whereas the individual performer 
strongly identifies with his or her specific tasks, the manager has to identify with the 
broader organization and industry. 

In addition, the individual performer gets things done mostly through his or her 
own efforts and develops the habit of relying on self rather than others. The manager, 
though, gets things done through other people. Indeed, one of the most common 
mistakes that new managers make is wanting to do all the work themselves, rather 
than delegating to others and developing others’ abilities.49 Hill offers a reminder 
that, as a manager, you must “be an instrument to get things done in the organization 
by working with and through others, rather than being the one doing the work.”50 

exhibit	      1.8      Making the Leap from Individual Performer to Manager

Specialist;
performs
specific tasks
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done through
own efforts

An individual
actor
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independently

Generalist;
coordinates
diverse tasks

Gets things
done through
others

A network
builder

Works in highly
interdependent
manner
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SOURCE: Based on Exhibit 1.1, “Transformation of Identity,” in Linda A. Hill, Becoming a Manager: Mastery of a New Identity, 
2d ed. (Boston, MA: Harvard Business School Press, 2003), p. 6.

Can you make 
a personal 
transformation from 
individual performer to 
manager, accomplishing 
work by engaging and 
coordinating other 
people? Look back 
at your results on 
the questionnaire at 
the beginning of this 
chapter to see how 
your priorities align 
with the demands 
placed on a manager.
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Another problem for many new managers is that they expect to have greater freedom 
to do what they think is best for the organization. In reality, though, managers find them-
selves hemmed in by interdependencies. Being a successful manager means thinking in 
terms of building teams and networks and becoming a motivator and organizer within a 
highly interdependent system of people and work.51 Although the distinctions may sound 
simple in the abstract, they are anything but. In essence, becoming a manager means be-
coming a new person and viewing oneself in a completely new way.

Many new managers have to make the transformation in a “trial by fire,” learning on the 
job as they go, but organizations are beginning to be more responsive to the need for 
new manager training. The cost to organizations of losing good employees who can’t 
make the transition is greater than the cost of providing training to help new manag-
ers cope, learn, and grow. In addition, some organizations use great care in selecting 
people for managerial positions, including ensuring that each candidate understands 
what management involves and really wants to be a manager. 

Manager Activities

Most new managers are unprepared for the variety of activities that managers rou-
tinely perform. One of the most interesting findings about managerial activities is 
how busy managers are and how hectic the average workday can be.

Adventures in Multitasking 
Managerial activity is characterized by variety, fragmentation, and brevity.52 The 
widespread and voluminous nature of a manager’s tasks leaves little time for quiet 
reflection. A recent study by a team from the London School of Economics and Harvard 
Business School found that the time CEOs spend working alone averages a mere six hours 
a week. The rest of their time is spent in meetings, on the phone, traveling, and talking with 
others inside and outside the organization.53 

Managers shift gears quickly. In his study, Mintzberg found that the average time a top 
executive spends on any one activity is less than nine minutes, and another survey indicates 
that some first-line supervisors average one activity every 48 seconds!54 Significant crises 
are interspersed with trivial events in no predictable sequence. Every manager’s job is simi-
lar in its diversity and fragmentation to what Workforce Management described as a typical 
day in the life of human resources (HR) manager Kathy Davis:55

●● 6:55 a.m.—Arrives at work early to begin investigating a complaint of sexual harass-
ment at one of the factories, but as she’s walking to her office, she bumps into someone 
carrying a picket sign that reads “Unfair Hiring! Who Needs HR?” Spends a few min-
utes talking with the young man, who is a temp that she had let go due to sloppy work.

●● 7:10 a.m.—Finds the factory shift supervisor and a security staff member already wait-
ing outside her door to discuss the sexual harassment complaint.

●● 7:55 a.m.—Sue, a member of Kathy’s team who has just arrived and is unaware of the 
meeting, interrupts to let Kathy know there is someone picketing in the hallway out-
side her office and the CEO wants to know what’s going on. 

●● 8:00 a.m.—Alone at last, Kathy calls the CEO and explains the picketing situation, 
and then she begins her morning routine. Checking voice mail, she finds three mes-
sages that she must respond to immediately, and she passes four others to members of 
her team. She begins checking e-mail but is interrupted again by Sue, who reminds her 
they have to review the recent HR audit so that the company can respond promptly 
and avoid penalties.

How will you make 
the transition to a new 
manager’s position 
and effectively manage 
your time to keep up 
with the hectic pace? 
Complete the “New 
Manager Self-Test” on 
page 22 to see how 
good you are at time 
management.
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●● 9:15 a.m.—As she is reviewing the audit, Kathy gets a call from manager Pete Chan-
ning, asking if she’s sent the offer letter to a prospective hire. “Don’t send it,” Pete said, 
“I’ve changed my mind.” Weeks of interviewing and background checks, and now Pete 
wants to start over!

●● 11:20 a.m.—Kathy is getting to the end of her critical e-mail list when she hears a 
commotion outside her door and finds Linda and Sue arguing. “This report IT did for 
us is full of errors,” Linda says, “but Sue says we should let it go.” Kathy agrees to take 
a look at the IT department’s report and discovers that there are only a few errors, but 
they have critical implications. 

●● 12:25 p.m.—As she’s nearing the end of the IT report, Kathy’s e-mail pings an “urgent” 
message from a supervisor informing her that one of his employees will be absent from 
work for a few weeks “while a felony morals charge is worked out.” This is the first she’s 
heard about it, so she picks up the phone to call the supervisor.

●● 1:20 p.m.—Time for lunch—finally. She grabs a sandwich at a local supermarket and 
brings one back for the picketer, who thanks her and continues his march.

●● 2:00 p.m.—Meets with CEO Henry Luker to review the audit and IT reports, discuss 
changes to the company’s 401(k) plan, and talk about ideas for reducing turnover.

New Manager     Self-Test
Managing Your Time

Instructions: Think about how you normally handle tasks 
during a typical day at work or school. Read each item and 
check whether it is Mostly True or Mostly False for you.

  1.	 I frequently take on too many tasks.	

  2.	 I spend too much time on  
enjoyable but unimportant activities.	

  3.	 I feel that I am in excellent control  
of my time.	

  4.	 Frequently during the day,  
I am not sure what to do next.	

  5.	 There is little room for  
improvement in the way  
I manage my time.	

  6.	 I keep a schedule for events,  
meetings, and deadlines.	

  7.	 My workspace and paperwork  
are well organized.	

  8.	 I am good at record keeping.	

  9.	 I make good use of waiting time.	

10.	 I am always looking for ways  
to increase task efficiency.	

Scoring and Interpretation: For questions 3 and 5–10, 
give yourself one point for each Mostly True answer. For ques-
tions 1, 2, and 4, give yourself one point for each Mostly False 
answer. Your total score pertains to the overall way that you 
use time. Items 1–5 relate to taking mental control over how 
you spend your time. Items 6–10 pertain to some mechanics 
of good time management. Good mental and physical habits 
make effective time management much easier. Busy managers 
have to learn to control their time. If you scored 8 or higher, 
your time-management ability is good. If your score is 4 or 
lower, you may want to reevaluate your time-management 
practices if you aspire to be a manager. How important is good 
time management to you? Read the Manager’s Shoptalk box 
on page 24 for ideas to improve your time management skills.

	 Mostly	 Mostly
	 True	 False
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●● 3:00 p.m.—Rushes back to her office to grab her keys so that she can drive to a meeting 
with the manufacturing facilities manager, who has asked Kathy to “shadow” him and 
share ideas about training and skills development.

●● 3:15 p.m.—As she gets out of her car at the facility, Kathy runs into a man who had 
attended a supervision training course a few months earlier. He tells her that the class 
really helped him—there are fewer misunderstandings, and the staff seems to respect 
him more.

●● 3:30 p.m.—Arrives right on time and spends the next couple of hours observing and ask-
ing questions, talking to employees to learn about the problems and obstacles they face.

●● 5:40 p.m.—All is quiet back in the HR department, but there’s a message from Sue 
that Kathy has an appointment first thing tomorrow morning with two women who 
had gotten into a fight in the elevator. Sighing, Kathy returns to her investigation of the 
sexual harassment complaint that she had begun at 7:00 that morning.

Life on Speed Dial 
The manager performs a great deal of work at an unrelenting pace.56 Managers’ work is 
fast-paced and requires great energy. Most top executives routinely work at least 12 hours 
a day and spend 50 percent or more of their time traveling.57 Calendars are often booked 
months in advance, but unexpected disturbances erupt every day. Mintzberg found that 
the majority of executives’ meetings and other contacts are ad hoc, and even scheduled 
meetings are typically surrounded by other events such as quick phone calls, scanning of  
e-mail, or spontaneous encounters. During time away from the office, executives catch up on  
work-related reading, paperwork, phone calls, and e-mail. Technology, such as e-mail, text 
messaging, cell phones, and laptops, has intensified the pace. Brett Yormark, the National 
Basketball Association (NBA)’s youngest CEO (he heads the Brooklyn Nets), typically re-
sponds to about 60 messages before he even shaves and dresses for the day, and employees 
are accustomed to getting messages that Yormark has zapped to them in the wee hours of 
the morning.58

The fast pace of a manager’s job is illustrated by 
Michelle Davis, an analytics director at Fair Isaac 
Corporation (FICO). As a middle manager at this 
company, best known for calculating consumer 
credit scores, Davis oversees three direct reports and 
three other subordinates assigned to her teams. On 
a typical day, she arrives at work at 6:00 a.m. so she 
can pick up her children in the early afternoon, and 
she uses the first hour and a half of quiet time to 
catch up on messages and respond to urgent requests 
for data. At 7:30, she has her first meeting, often a 
conference call with the analytics board of directors. 
Then Davis leads an hour-long training session for a 
few dozen staffers on new analytics products, stay-
ing longer to answer questions and talk about how 
clients might use the data. At 10:30 a.m., she checks 
in with senior members of the product develop-
ment and product management teams and sorts out 
various problems. Lunch is a quick stop at the com-
pany cafeteria then on to present a few slides at the 
monthly lunch-and-learn session. Davis squeezes 
in an hour or so of hands-on work time before it’s 
back to more meetings. Afternoon meetings often 
run long, meaning she has to scramble to pick up 
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Between the long hours and the high degree of responsibility and 
stress that is typical of advanced positions, it can be challenging 
for managers to maintain a healthy balance between their work 
lives and their personal lives. Oliver Bussmann, chief information 
officer of UBS, blogged about his rules for finding balance, saying 
that he puts his family first as his top priority, pays attention to his 
health and fitness, and takes time to give back to his community 
in a meaningful way. He feels that these are the keys to success in 
any career.
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her three children. While the kids eat snacks and play in the backyard, Davis catches up on 
e-mail and phone calls. After dinner with her husband, she tries to stay away from work, 
but admits that she keeps an eye on her text messages until bedtime.59 

Where Does a Manager Find the Time? 
With so many responsibilities and so many competing demands on their time, how do 
managers cope? One manager who was already working 18-hour days five days a week 
got assigned another project. When the CEO was informed of the problem, he matter-
of-factly remarked that by his calculations, she still had “30 more hours Monday through 
Friday, plus 48 more on the weekend.” That is surely an extreme example, but most man-
agers often feel the pressure of too much to do and not enough time to do it.60 The Wall 
Street Journal’s “Lessons in Leadership” video series asked CEOs of big companies how 

Manager’s    Shoptalk
Time Management Tips for New Managers

B
ecoming a manager is considered by most people 
to be a positive, forward-looking career move, 
and indeed, life as a manager offers appealing 
aspects. However, it also holds many challenges, 

not the least of which is the increased workload and 
the difficulty of finding the time to accomplish ev-
erything on one’s expanded list of duties and respon-
sibilities. The following classic time management 
techniques can help you eliminate major time-wasters 
in your daily routines.

•	 Keep a To-Do List. If you don’t use any other sys-
tem for keeping track of your responsibilities and 
commitments, at the very least you should main-
tain a to-do list that identifies all the things that 
you need to do during the day. Although the na-
ture of management means that new responsibili-
ties and shifting priorities occur frequently, it’s a 
fact that people accomplish more with a list than 
without one. 

•	 Remember Your ABCs. This is a highly effective 
system for prioritizing tasks or activities on your 
to-do list:

•	 An “A” item is something highly impor-
tant. It must be done, or you’ll face serious 
consequences.

•	 A “B” item is a should do, but consequences 
will be minor if you don’t get it done.

•	 “C” items are things that would be nice to get 
done, but there are no consequences at all if 
you don’t accomplish them.

•	 “D” items are tasks that you can delegate to 
someone else.

•	 Schedule Your Workday. Some experts propose that 
every minute spent in planning saves 10 minutes in 
execution. Take your to-do list a step further and 
plan how you will accomplish each task or project 
you need to handle. Planning to tackle the big 
tasks first is a good idea because most people are 
at peak performance early in the day. Save the  
e-mails and phone calls for less productive times.

•	 Do One Thing at a Time. Multitasking has become 
the motto of the early twenty-first century, but 
too much multitasking is a time-waster. Research 
has shown that multitasking reduces rather 
than enhances productivity. The authors of one 
study suggest that an inability to focus on one 
thing at a time could reduce efficiency by 20 to 
40 percent. Even for those whose job requires 
numerous brief activities, the ability to concentrate  
fully on each one (sometimes called spotlighting) 
saves time. Give each task your full attention, and 
you’ll get more done and get it done better, too. 

Sources: Based on information in Pamela Dodd and Doug Sundheim, The 25 
Best Time Management Tools & Techniques (Ann Arbor, MI: Peak Performance 
Press, Inc., 2005); Brian Tracy, Eat That Frog: 21 Great Ways to Stop Procrastinating 
and Get More Done in Less Time (San Francisco: Berrett-Koehler, 2002); Joshua 
S. Rubinstein, David E. Meyer, and Jeffrey E. Evans, “Executive Control of 
Cognitive Processes in Task Switching,” Journal of Experimental Psychology: Human 
Perception and Performance 27, no. 4 (August 2001): 763–797; Sue Shellenbarger, 
“Multitasking Makes You Stupid: Studies Show Pitfalls of Doing Too Much at 
Once,” The Wall Street Journal (February 27, 2003): D1; and Ilya Pozin, “Quit 
Working Late: 8 Tips,” Inc. (June 26, 2013), http://www.inc.com/ilya-pozin/8-ways 
-to-leave-work-at-work.html (accessed August 19, 2013).
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they managed their time, and it found that many of them carve out time just to think 
about how to manage their time.61 Time is a manager’s most valuable resource, and one 
characteristic that identifies successful managers is that they know how to use time effec-
tively to accomplish the important things first and the less important things later.62 Time 
management refers to using techniques that enable you to get more done in less time 
and with better results, be more relaxed, and have more time to enjoy your work and your 
life. New managers in particular often struggle with the increased workload, the endless 
paperwork, the incessant meetings, and the constant interruptions that come with a man-
agement job. Learning to manage their time effectively is one of the greatest challenges that 
new managers face. The “Manager’s Shoptalk” box offers some tips for time management. 

Manager Roles

Mintzberg’s observations and subsequent research indicate that diverse manager activities 
can be organized into ten roles.63 A role is a set of expectations for a manager’s behavior. 
Exhibit 1.9 describes activities associated with each of the roles. These roles are divided 
into three conceptual categories: informational (managing by information), interpersonal 

 Monitor: Seek and receive
 information; scan Web,
 periodicals, reports; maintain
 personal contacts
 Disseminator: Forward
 information to other organization
 members; send memos and
 reports, make phone calls
 Spokesperson: Transmit
 information to outsiders
 through speeches, reports

Informational

information to outsiders
through speeches, reports

Decisional

  Entrepreneur: Initiate improvement
 projects; identify new ideas, delegate idea
 responsibility to others
 Disturbance Handler: Take corrective action during
 conflicts or crises; resolve disputes among subordinates
 Resource Allocator: Decide who gets resources;
 schedule, budget, set priorities
 Negotiator : Represent team or department’s
 interests; represent department during
 negotiation of budgets, union contracts,
 purchases

cisional

iate improvement
ew ideas, delegate idea

thers
ler: Take corrective action during
resolve disputes among subordinates

 Figurehead: Perform ceremonial
 and symbolic duties such as
 greeting visitors, signing legal
 documents 
 Leader: Direct and motivate
 subordinates; train, counsel, and
 communicate with subordinates
 Liaison: Maintain information links
 inside and outside the organization;
 use e-mail, phone, meetings

Interpersonal

exhibit	      1.9      Ten Manager Roles

SOURCE: Adapted from Henry Mintzberg, The Nature of Managerial Work (New York: Harper & Row, 1973), pp. 92–93; and 
Henry Mintzberg, “Managerial Work: Analysis from Observation,” Management Science 18 (1971), B97–B110.

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Part 1  Introduction to Management26

Hot
Topic

Hot
Topic

(managing through people), and decisional (managing 
through action). Each role represents activities that man-
agers undertake to ultimately accomplish the functions of 
planning, organizing, leading, and controlling. Although it is 
necessary to separate the components of the manager’s job to 
understand the different roles and activities of a manager, it 
is important to remember that the real job of management 
isn’t practiced as a set of independent parts; all the roles 
interact in the real world of management. 

Informational Roles 
Informational roles describe the activities used to maintain 
and develop an information network. General managers 
spend about 75 percent of their time communicating with 
other people. The monitor role involves seeking current 
information from many sources. The manager acquires 
information from others and scans written materials to 
stay well informed. The disseminator and spokesperson 
roles are just the opposite: The manager transmits current 
information to others, both inside and outside the orga-

nization, who can use it. Boeing CEO Jim McNerney struggled with the spokesperson 
role after the 787 Dreamliner passenger plane was grounded around the world in early 
2013 due to problems with the electrical system that led to battery fires. As soon as it 
became apparent that the first fire wasn’t an isolated incident, McNerney orchestrated 
an intense internal investigation, but he left the job of communicating with investors, 
analysts, the media, and the general public to other executives, including chief engi-
neer Mike Sinnett. A few weeks after the first fire, during a conference call to discuss 
fourth-quarter financial results, McNerney deflected questions from investors and ana-
lysts, saying “I can’t predict the outcome and I’m not going to. We’re in the middle of 
an investigation.” Although McNerney has been harshly criticized for not being more 
forthcoming with investors and analysts, some customers have praised Boeing for its 
overall communications strategy during the crisis. Explaining his decision to stay behind 
the scenes, McNerney said, “I’m the one who has to stand up with absolute confidence 
when Boeing proposes a solution. . . . And the only way I know how is to dive in deeply 
with the people doing the scientific and technical work.”64

Interpersonal Roles 
Interpersonal roles pertain to relationships with others and are related to the human skills 
described earlier. The figurehead role involves handling ceremonial and symbolic activities 
for the department or organization. The manager represents the organization in his or her 
formal managerial capacity as the head of the unit. The presentation of employee awards 
by a branch manager for Commerce Bank is an example of the figurehead role. The leader 
role encompasses relationships with subordinates, including motivation, communication, 
and influence. The liaison role pertains to the development of information sources both 
inside and outside the organization. Consider the challenge of the leader and liaison roles 
for managers at National Foods, Pakistan’s largest maker of spices and pickles. Managers in 
companies throughout Pakistan struggle with growing political instability, frequent power 
outages, government corruption and inefficiency, and increasing threats of terrorism, 
all of which makes the leader role even more challenging. “In the morning, I assess my 
workers,” says Sajjad Farooqi, a supervisor at National Foods. If Farooqi finds people who 
are too stressed or haven’t slept the night before, he changes their shift or gives them easier 
work. Farooqi also pays a lot of attention to incentives because people are under so much 

As the executive vice president of marketing at Microsoft, Tami 
Reller plays a number of significant interpersonal roles. She 
serves as the top leader for the company’s bevy of marketers 
on functions like advertising, media usage, and distribution, 
and she is often Microsoft’s liaison with the public, providing 
information about Windows and other products.
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pressure. As for the liaison role, managers have to develop information sources that are not 
only related to the business, but safety and security concerns as well.65

Decisional Roles 
Decisional roles pertain to those events about which the manager must make a choice and 
take action. These roles often require conceptual as well as human skills. The entrepreneur 
role involves the initiation of change. Managers are constantly thinking about the future 
and the changes needed to achieve a future goal or vision. The disturbance handler role 
involves resolving conflicts among subordinates or between the manager’s department and 
other departments. The resource allocator role pertains to decisions about how to assign 
people, time, equipment, money, and other resources to attain desired outcomes. The 
manager must decide which projects receive budget allocations, which of several customer 
complaints receive priority, and even how to spend his or her own time. The homicide rate 
in New York City dropped significantly in 2013 due to decisions managers made regarding 
resource allocation.

Innovative  
Way
New York City Police 
Department

In the first 178 days of 2013, New York City averaged less than a murder a day. The drop 
from 202 murders during the first half of 2012 to 154 during the first half of 2013 surprised 
even police administrators.

Analyzing the findings, Police Commissioner Raymond W. Kelly attributed the decrease 
partly to changes in how resources are allocated. For example, Kelly increased the number 
of cops assigned to high-crime neighborhoods and poured resources into a new anti-gang 
strategy aimed at preventing retaliatory violence among neighborhood gangs. The strategy 
relies heavily on closely tracking the activities of gangs and trying to prevent shootings before 
they happen. Kelly said the initiative led to a 52 percent decline in shootings in one precinct. 
Another program receiving additional resources is aimed at identifying and monitoring abu-
sive husbands whose behavior seems likely to turn lethal. 

Deciding how to allocate resources in the country’s biggest police force is similar to the 
job of a CEO in a midsize Fortune 500 company—except that the stakes are much higher 
because the metrics by which performance is measured have to do with life and death. 
In addition to fighting everyday crime, the New York Police Department (NYPD) has to 
battle terrorism. Kelly has put an emphasis on hiring native speakers of languages such as 
Farsi, Arabic, Urdu, Pashto, and Hindi, and set up a counterterrorism bureau and intelligence 
division that deploys NYPD cops in foreign cities. He has also invested $100 million in a 
surveillance network that oversees wide portions of Manhattan and the outer boroughs.66

Kelly’s decisions, such as the surveillance network and revised search practices, have not 
come without criticism of civil rights violations, but many people credit him with making 
life in New York City safer and giving foreign investors the confidence to bring hundreds 
of millions of dollars back to the city.

The relative emphasis that a manager puts on the ten roles shown in Exhibit 1.9 
depends on a number of factors, such as the manager’s position in the hierarchy, natural 
skills and abilities, type of organization, or departmental goals to be achieved. Exhibit 1.10 
illustrates the varying importance of the leader and liaison roles as reported in a survey of 
top-, middle-, and lower-level managers. Note that the importance of the leader role typi-
cally declines, while the importance of the liaison role increases, as a manager moves up the 
organizational hierarchy. 

Other factors, such as changing environmental conditions, also may determine which 
roles are more important for a manager at any given time. Robert Dudley, who took over 
as CEO of troubled oil giant BP after Tony Hayward was forced out due to mishandling 
the Deepwater Horizon crisis in 2010, found informational roles and decisional roles at 
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the top of his list as he has personally worked to repair relationships with U.S. government 
officials, mend fences with local communities, carve a path toward restoring the company’s 
reputation, and take steps to prevent such a disastrous event from ever happening again.67 
Managers stay alert to needs both within and outside the organization to determine which 
roles are most critical at various times. A top manager may regularly put more emphasis 
on the roles of spokesperson, figurehead, and negotiator, but the emergence of new com-
petitors may require more attention to the monitor role, or a severe decline in employee 
morale and direction may mean that the CEO has to put more emphasis on the leader 
role. A marketing manager may focus on interpersonal roles because of the importance of 
personal contacts in the marketing process, whereas a financial manager may be more likely 
to emphasize decisional roles such as resource allocator and negotiator. Despite these dif-
ferences, all managers carry out informational, interpersonal, and decisional roles to meet 
the needs of the organization.

exhibit	     1.10      
Hierarchical Levels and 
Importance of Leader and 
Liaison Roles

Supervisory
Managers

High

Med

Low
Im

po
rt

an
ce

Middle
Managers

Top
Managers

Leader role

Liaison role

SOURCE: Based on information from A. I. Kraut, P. R. Pedigo, D. D. McKenna, and M. D. Dunnette, “The Role of the Manager: 
What’s Really Important in Different Management Jobs,” Academy of Management Executive 3 (1989), 286–293.

•	 Becoming a new manager requires a shift in thinking 
from being an individual performer to playing an inter-
dependent role of coordinating and developing others.

•	 Because of the interdependent nature of management, 
new managers often have less freedom and control than 
they expect to have.

•	 The job of a manager is highly diverse and fast-paced, so 
managers need good time-management skills.

•	 A role is a set of expectations for one’s behavior.
•	 Managers at every level perform ten roles, which are 

grouped into informational roles, interpersonal roles, 
and decisional roles.

•	 As one aspect of his decisional role, New York City 
Police Commissioner Raymond W. Kelly allocates 
resources such as money, technology, and the time of 
street cops and investigators.

Remember This
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Managing in Small Businesses  
and Nonprofit Organizations
Small businesses are growing in importance. Hundreds of small businesses open every 
month, but the environment for small business today is highly complicated. Chapter 6 
provides detailed information about managing in small businesses and entrepreneurial 
startups.

One interesting finding is that managers in small businesses tend to emphasize roles 
different from those of managers in large corporations. Managers in small companies 
often see their most important role as that of spokesperson because they must promote 
the small, growing company to the outside world. The entrepreneur role is also critical 
in small businesses because managers have to be innovative and help their organizations 
develop new ideas to remain competitive. At LivingSocial, for example, founder and CEO 
Tim O’Shaughnessy spends a lot of his time promoting the rapidly growing daily-deal site 
and talking with department heads about potential new products and services.68 Small-
business managers tend to rate lower on the leader role and on information-processing 
roles, compared with their counterparts in large corporations.

Nonprofit organizations also represent a major application of management talent.69 
Organizations such as the Salvation Army, Nature Conservancy, Greater Chicago Food 
Depository, Girl Scouts, and Cleveland Orchestra all require excellent management. The 
functions of planning, organizing, leading, and controlling apply to nonprofits just as they 
do to business organizations, and managers in nonprofit organizations use similar skills 
and perform similar activities. The primary difference is that managers in businesses direct 
their activities toward earning money for the company and its owners, whereas managers 
in nonprofits direct their efforts toward generating some kind of social impact. The char-
acteristics and needs of nonprofit organizations created by this distinction present unique 
challenges for managers.70

Financial resources for government and charity nonprofit organizations typically come 
from taxes, appropriations, grants, and donations rather than from the sale of products 
or services to customers. In businesses, 
managers focus on improving the organi-
zation’s products and services to increase 
sales revenues. In nonprofits, however, 
services are typically provided to nonpay-
ing clients, and a major problem for many 
organizations is securing a steady stream 
of funds to continue operating. Nonprofit 
managers, committed to serving clients 
with limited resources, must focus on 
keeping organizational costs as low as pos-
sible.71 Donors generally want their money 
to go directly to helping clients rather than 
for overhead costs. If nonprofit managers 
can’t demonstrate a highly efficient use of 
resources, they might have a hard time se-
curing additional donations or government 
appropriations. Although the Sarbanes-
Oxley Act (the 2002 corporate governance 
reform law) doesn’t apply to nonprofits, 
for example, many are adopting its guide-
lines, striving for greater transparency and 

Concept Connection

Despite having launched and sold several successful start-ups already, San 
Francisco–based small business owner Loïc Le Meur is still a hands-on kind 
of manager. His daily blog about the blogosphere and the Web in general 
is read by hundreds of thousands of people worldwide, and he is the chief 
organizer behind Europe’s largest annual tech conference, LeWeb.
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accountability to boost credibility with constituents and be more competitive when seek-
ing funding.72

In addition, some types of nonprofit organizations, such as hospitals and private univer-
sities that obtain revenues from selling services to clients, do have to contend with a bottom 
line in the sense of having to generate enough revenues to cover expenses, so managers 
often struggle with the question of what constitutes results and effectiveness. It is easy to 
measure revenues compared to expenses, but the metrics of success in nonprofits are typi-
cally much more ambiguous. Managers have to measure intangibles such as “improve pub-
lic health,” “upgrade the quality of education,” or “increase appreciation for the arts.” This 
intangible nature also makes it more difficult to gauge the performance of employees and 
managers. An added complication is that managers in some types of nonprofits depend 
on volunteers and donors who cannot be supervised and controlled in the same way that a 
business manager deals with employees. Many people who move from the corporate world 
to a nonprofit are surprised to find that the work hours are often longer and the stress 
greater than in their previous management jobs.73

The roles defined by Mintzberg also apply to nonprofit managers, but they may differ 
somewhat. We might expect managers in nonprofit organizations to place more emphasis 
on the roles of spokesperson (to “sell” the organization to donors and the public), leader 
(to build a mission-driven community of employees and volunteers), and resource alloca-
tor (to distribute government resources or grant funds that are often assigned top-down).

Managers in all organizations—large corporations, small businesses, and nonprofit or-
ganizations—carefully integrate and adjust the management functions and roles to meet 
challenges within their own circumstances and keep their organizations healthy.

•	 Good management is just as important for small 
businesses and nonprofit organizations as it is for large 
corporations.

•	 Managers in these organizations adjust and integrate the 
various management functions, activities, and roles to 
meet the unique challenges they face.

•	 Managers in small businesses often see their most 
important roles as being a spokesperson for the business 
and acting as an entrepreneur.

•	 Managers in nonprofit organizations direct their 
efforts toward generating some kind of social im-
pact rather than toward making money for the 
organization.

•	 Managers in nonprofit organizations often struggle with 
what constitutes effectiveness. 

Remember This

Ch1	 Discussion Questions

  1.	 How do you feel about having management responsi-
bilities in today’s world, characterized by uncertainty, 
ambiguity, and sudden changes or threats from the en-
vironment? Describe some skills and competencies that 
you think are important to managers working in these 
conditions.

  2.	 Assume that you are a project manager at a biotech-
nology company, working with managers from re-
search, production, and marketing on a major product 

modification. You notice that every memo you receive 
from the marketing manager has been copied to senior 
management. At every company function, she spends 
time talking to the big shots. You are also aware that 
sometimes when you and the other project members 
are slaving away over the project, she is playing golf 
with senior managers. What is your evaluation of her 
behavior? As project manager, what do you do?

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Chapter 1  The World of Innovative Management

In
t

r
o

d
u

c
t

io
n

1
31

  3.	 Jeff Immelt, CEO of GE, tweeted for the first time  
in September 2012, prompting this response:  
“@JeffImmelt how come my grandfather got on twitter 
before you?” Do you think managers should use Twitter 
and other social media? Can you be an effective man-
ager today without using new media? Why? 

  4.	 Why do some organizations seem to have a new 
CEO every year or two, whereas others have top lead-
ers who stay with the company for many years (e.g., 
John Chambers at Cisco)? What factors about the 
manager or about the company might account for this 
difference?

  5.	 Think about the highly publicized safety problems at 
General Motors (GM). One observer said that a goal 
of efficiency had taken precedence over a goal of qual-
ity within this company. Do you think managers can 
improve both efficiency and effectiveness simultane-
ously? Discuss. How do you think GM’s leaders should 
respond to the safety situation?

  6.	 You are a bright, hard-working, entry-level manager 
who fully intends to rise up through the ranks. Your 
performance evaluation gives you high marks for your 

technical skills, but low marks when it comes to people 
skills. Do you think people skills can be learned, or do 
you need to rethink your career path? If people skills 
can be learned, how would you go about doing it?

  7.	 If managerial work is characterized by variety, fragmen-
tation, and brevity, how do managers perform basic 
management functions such as planning, which would 
seem to require reflection and analysis?

  8.	 A college professor told her students, “The purpose of a 
management course is to teach students about manage-
ment, not to teach them to be managers.” Do you agree 
or disagree with this statement? Discuss.

  9.	 Discuss some of the ways that organizations and jobs 
have changed over the past ten years. What changes 
do you anticipate over the next ten years? How might 
these changes affect the manager’s job and the skills 
that a manager needs to be successful?

10.	 How might the teaching of a management course be 
designed to help people make the transition from indi-
vidual performer to manager in order to prepare them 
for the challenges they will face as new managers?

Ch1	 Apply Your Skills: Experiential Exercise
Management Aptitude Questionnaire
Rate each of the following questions according to the 
following scale:

   1	 I am never like this.

   2	 I am rarely like this.

   3	 I am sometimes like this.

   4	 I am often like this.

   5	 I am always like this.

  1.		  When I have a number of tasks or homework to do, I 
set priorities and organize the work around deadlines.

  1	   2	   3	   4	   5

  2.		  Most people would describe me as a good listener.
  1	   2	   3	   4	   5

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

  1	   2	   3	   4	   5

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

  1	   2	   3	   4	   5

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

  1	   2	   3	   4	   5

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

  1	   2	   3	   4	   5

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

  1	   2	   3	   4	   5

  8.		  I try to include others in activities or discussions.
  1	   2	   3	   4	   5

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

  1	   2	   3	   4	   5

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

  1	   2	   3	   4	   5

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

  1	   2	   3	   4	   5

12.		  I have a long-term vision of career, family, and other 
activities and have thought it over carefully.

  1	   2	   3	   4	   5

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

  1	   2	   3	   4	   5
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14.		  When I am working on a group project and someone 
doesn’t pull a fair share of the load, I am more likely 
to complain to my friends rather than confront the 
slacker.

  1	   2	   3	   4	   5

15.		  Talking about ideas or concepts can get me really en-
thusiastic or excited.

  1	   2	   3	   4	   5

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

  1	   2	   3	   4	   5

17.		  I think it is better to be polite and not hurt people’s 
feelings.

  1	   2	   3	   4	   5

18.		  Data and things interest me more than people.
  1	   2	   3	   4	   5

Scoring and Interpretation
Subtract your scores for questions 6, 10, 14, and 17 from 
the number 6, and then add the total points for the follow-
ing sections:

1, 3, 6, 9, 12, 15 Conceptual skills total score _____

2, 5, 8, 10, 14, 17 Human skills total score _____

4, 7, 11, 13, 16, 18 Technical skills total score _____

These skills are three of the skills needed to be a good 
manager. Ideally, a manager should be strong (though not 
necessarily equal) in all three. Anyone noticeably weaker in 
any of these skills should take courses and read to build up 
that skill. For further background on the three skills, please 
refer to the explanation on pages 12–14.

Ch1	 Apply Your Skills: Small Group Breakout
Your Best and Worst Managers
Step 1.  On your own, think of two managers that you 
have had—the best and the worst. The managers could be 
anyone who served as an authority figure over you, includ-
ing an instructor, a boss at work, a manager of a student 
organization, a leader of a student group, a coach, a vol-
unteer committee in a nonprofit organization, and so on. 
Think carefully about the specific behaviors that made each 
manager the best or the worst and write down what that 
manager did.

The best manager I ever had did the following:

_______________________________________

_______________________________________

_______________________________________

_______________________________________

The worst manager I ever had did the following:

_______________________________________

_______________________________________

_______________________________________

_______________________________________

Step 2.  Divide into groups of four to six members. Each 
person should share his or her experiences, one at a time. 
Write on a sheet or whiteboard separate lists of best- 
manager and worst-manager behaviors.
Step 3.  Analyze the two lists. What themes or patterns 
characterize “best” and “worst” manager behaviors? What 
are the key differences between the two sets of behaviors?
Step 4.  What lessons does your group learn from its 
analysis? What advice or “words of wisdom” would you give 
managers to help them be more effective?

Ch1	 Apply Your Skills: Ethical Dilemma
Can Management Afford to Look the 
Other Way?74

Harry Rull had been with Shellington Pharmaceuticals 
for 30 years. After a tour of duty in the various plants and 
seven years overseas, Harry was back at headquarters, 
looking forward to his new role as vice president of U.S. 
marketing.

Two weeks into his new job, Harry received some 
unsettling news about one of the managers that he super-
vised. During a casual lunch conversation, Sally Barton, the 

director of human resources, mentioned that Harry should 
expect a phone call about Roger Jacobs, manager of new 
product development. Jacobs had a history of being “pretty 
horrible” to his subordinates, she said, and one disgruntled 
employee asked to speak to someone in senior manage-
ment. After lunch, Harry did some follow-up work. Jacobs’s 
performance reviews were stellar, but his personnel file also 
contained a large number of notes documenting charges 
of Jacobs’s mistreatment of subordinates. The complaints 
ranged from “inappropriate and derogatory remarks” to 
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charges of sexual harassment (which were subsequently 
dropped). What was more disturbing was the fact that the 
number and the severity of the complaints had increased 
with each of Jacobs’s ten years with Shellington.

When Harry questioned the company president about 
the issue, he was told, “Yeah, he’s had some problems, but 
you can’t just replace someone with an eye for new prod-
ucts. You’re a bottom-line guy; you understand why we let 
these things slide.” Not sure how to handle the situation, 
Harry met briefly with Jacobs and reminded him to “keep 
the team’s morale up.” Just after the meeting, Barton called 
to let him know that the problem that she’d mentioned over 
lunch had been worked out. However, she warned, another 
employee has now come forward, demanding that her com-
plaints be addressed by senior management.

What Would You Do?

1.	 Ignore the problem. Jacobs’s contributions to new prod-
uct development are too valuable to risk losing him, 
and the problems over the past ten years have always 
worked themselves out anyway. There’s no sense start-
ing something that could make you look bad.

2.	 Launch a full-scale investigation of employee complaints 
about Jacobs and make Jacobs aware that his documented 
history over the past ten years has put him on thin ice.

3.	 Meet with Jacobs and the employee to try to resolve 
the current issue, and then start working with Barton 
and other senior managers to develop stronger poli-
cies regarding sexual harassment and treatment of 
employees, including clear-cut procedures for handling 
complaints.

Ch1	 Apply Your Skills: Case for Critical Analysis
SmartStyle Salons
Jamika Westbrook takes pride in her position as salon 
manager for SmartStyle Salon, one of six local hair salons 
associated with a large retail store chain located in the 
Southeast and one of five chain store groups under the 
Gold Group umbrella. She oversees a staff of 30, includ-
ing hairdressers, a nail technician, receptionists, shampoo 
assistants, and a custodian. She enjoys a reputation as a 
manager who works very hard and takes care of her people. 
Hairdressers want to work for her.

Following the salon’s new-hire policy, Jamika began as 
a shampoo assistant and quickly became a top hairdresser 
in the company through a combination of skill, a large and 
loyal client base, and long hours at work. In 2007, retiring 
manager Carla Weems hand-picked Jamika as her succes-
sor, and the board quickly approved.

Initially, the salon, located in a suburban mall, managed 
a strong, steady increase, holding its position as one of the 
corporate’s top performers. But economic woes hit the area 
hard, with increases in unemployment, mortgage woes, and 
foreclosures among current and potential customers. As 
families sought ways to save, the luxury of regular visits to 
the hair salon was among the first logical budget cuts. The 
past year has reflected this economic reality, and Jamika’s 
salon saw a sharp decrease in profits.

Jamika’s stomach is in knots as she arrives at the salon 
on Monday. Scheduled to fly to Atlanta the next morn-
ing for a meeting at corporate, she fears potential staffing 
cuts, but more important, she fears the loss of opportunity 
to secure her dream job, replacing the retiring manager at 
Riverwood Mall, the top-performing salon located in an 
upscale area of the city.

Distracted, Jamika walks past the receptionist, Mari-
anne, who is busily answering the phones. Hanging up the 
phone, Marianne tells Jamika that Holly and Carol Jean, 
two popular hairdressers, called in sick, and Jamika now 
has to reschedule their clients. Jamika had denied their 
earlier request to travel out of town to attend a concert, 
and her irritation is obvious. She orders Marianne to call 

both women and instruct them that, when they return to 
work, they are to bring a doctor’s statement and a copy of 
any prescriptions that they were given. “They had better be 
sick!” Jamika shouts as she enters her office, slamming the 
door more forcefully than she intended. Startled employees 
and early-morning customers hear the outburst, and, after 
a momentary pause, they resumed their activities and quiet 
conversation, surprised by the show of managerial anger. 
Jamika knows she has let Holly and Carol Jean get away 
with unwarranted absences before and worries that she will 
do it again. She needs every head of hair that they can style 
to help the salon’s profit.

Jamika takes a deep breath and sits at her desk, turning 
on the computer and checking e-mails, including one from 
the group manager reminding her to send the salon’s status 
report in advance of tomorrow’s meeting. She buzzes 
Marianne on the intercom to request final figures for the 
report on her desk by 1:00 p.m.

Picking up the phone, she calls Sharon, a manager at 
another SmartStyle salon. “I really lost my cool in front of 
everyone, but I’m not apologizing,” Jamika admits, adding 
that she wished she had the guts to fire both stylists. “But 
this is not the day for that drama. I’ve got that report hang-
ing over my head. I have no idea how to make things look 
better than they are, but I have to come up with something. 
Things look pretty dismal.”

Sharon assures her that she did the best she could deal-
ing with two “irresponsible” employees. “What will you do 
if they show up tomorrow with no doctor’s statement?” 

“I don’t know. I hope I scared them enough so that 
they’ll come in with something.” 

“I know you’re worried about the report and the effect 
it might have on the Riverwood job,” Sharon says. “But ev-
eryone knows you can’t control the economy and its effect 
on the business. Just focus on the positive. You’ll be fine.”

At 10:30, as Jamika struggles to put the best possible 
spin on the report, she is paged to the receptionist desk  
to speak to an angry customer. “Another interruption,” 
Jamika fumes to herself. Just then, the door opens and top 
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stylist/assistant manager Victoria Boone sticks her head 
into the office.

“I know you’re busy with the report. I’ll handle this,” 
she says enthusiastically. 

“Thanks,” Jamika replies.
No sooner has she handed off the irate client to Victo-

ria than she second-guesses the decision. In addition to her 
talents as a hairdresser, Victoria had experience as the man-
ager of a successful salon in another city before moving to 
the area. Recognizing her organizational and people skills, 
Jamika promoted Victoria to assistant manager soon after 
her arrival. Now each “I’ll handle this” remark by Victoria 
convinces Jamika that her assistant manager is positioning 
herself as a potential rival for the Riverwood job. Jamika 
appreciates her enthusiastic attitude, but she’s also trying 
to limit her opportunities to lead or appear too competent 
before staff, customers, and company officials. Jamika finds 

herself wanting to hide Victoria’s competence, and she has 
condescendingly reminded management that Victoria is a 
“great help to me.”

Now, thinking of Victoria’s cheerful “I’ll handle this,” 
Jamika rises from her desk and marches to the door. No, 
Jamika thinks, I’ll take care of this personally.

Questions

1.	 What positive and negative managerial characteristics 
does Jamika possess?

2.	 How do these traits help or hinder her potential to get 
the top position at the Riverwood Mall salon?

3.	 How do you think Jamika should have handled each 
of the incidents with Marianne? Holly and Carol Jean? 
Victoria?

Ch1	 On the Job Video Cases

On the Job: The World of Innovative Management
Questions

1.	� List the three broad management skill categories and 
explain which skills are needed most for each of the 
Camp Bow Wow leaders highlighted in the video.

2.	� Which activities at Camp Bow Wow require high 
efficiency? Which activities require high effectiveness?

3.	� List two activities that leaders at Camp Bow Wow 
perform daily, and identify which of the ten managerial 
roles discussed in the chapter figure prominently for 
each.
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Chapter 21Part

The Evolution of 
Management Thinking

Are You a New-Style or  
an Old-Style Manager?
The Historical Struggle

The Things of Production Versus the 
Humanity of Production

Is Social Business the Answer?
Classical Perspective

Scientific Management
Bureaucratic Organizations
Administrative Principles

Humanistic Perspective
Early Advocates
Human Relations Movement

New Manager Self-Test:  
Evolution of Style

Human Resources Perspective
Behavioral Sciences Approach

Management Science
Recent Historical Trends

Systems Thinking� Contingency View

Innovative Management Thinking 
Into the Future

Contemporary Management Tools
Managing the Technology-Driven 

Workplace
Managing the People-Driven Workplace

After studying this chapter, you should be able to: 

	 1.	 Summarize how historical forces influence the practice of 
management.

	 2.	 Explain how social business is bridging the historical struggle 
between managing the “things of production” and the “humanity 
of production.”

	 3.	 Describe the major components of the classical and humanistic 
management perspectives.

	 4.	 Discuss the management science approach and its current use in 
organizations.

	 5.	 Explain the major concepts of systems thinking and the contingency 
view.

	 6.	 Provide examples of contemporary management tools and explain 
why these trends change over time.

	 7.	 Describe the management changes brought about by a technology-
driven workplace, including the role of big data analytics and supply 
chain management.

	 8.	 Explain how organizations are implementing the ideas of bossless 
workplaces and employee engagement to facilitate a people-driven 
workplace.
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Mostly True Mostly False

  1.	 Supervise my subordinates closely to get better work from them. __________ __________

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

__________ __________

  3.	 Set up controls to ensure that my subordinates are getting the job done. __________ __________

  4.	 Make sure that my subordinates’ work is planned out for them. __________ __________

  5.	 Check with my subordinates daily to see if they need any help. __________ __________

  6.	 Step in as soon as reports indicate that progress on a job is slipping. __________ __________

  7.	 Push my people if necessary in order to meet schedules. __________ __________

  8.	 Have frequent meetings to learn from others what is going on. __________ __________

Are You a New-Style or an Old-Style Manager?1 
Instructions:  The following are various behaviors in which a manager may engage when relating to subordinates. 

Read each statement carefully and rate each one Mostly True or Mostly False, to reflect the extent to 
which you would use that behavior.

Scoring And Interpretation:  Add the total number of “Mostly True” answers and mark your score on 
the scale below. Theory X tends to be “old-style” management and Theory Y “new-style” because 
the styles are based on different assumptions about people. To learn more about these assumptions, 
you can refer to Exhibit 2.4 later in this chapter and review the assumptions related to Theory X and 
Theory Y. Strong Theory X assumptions are typically considered inappropriate for today’s workplace. 
Where do you fit on the X-Y scale? Does your score reflect your perception of yourself as a current 
or future manager?

X-Y Scale 
Theory X  10  5  0  Theory Y

W hen members of Sonya Green’s customer support team at Git-Hub, a collabo-
ration software company in San Francisco, want to change a procedure, they 
just do it. No need to check with Green, who is ostensibly a team leader. Green 

is what Git-Hub refers to as a “primarily responsible person (PRP).” The company avoids 
the term manager because top executives here expect and assume that people can manage 
themselves.2 It is an extreme Theory Y approach being adopted by a number of companies 
that are embracing the trend toward less-hierarchical, even bossless, organizations (Theory Y  
will be explained in detail later in the chapter). At least 18 organizations around the  
world, including French automotive components manufacturer FAVI, tomato processor 
Morning Star, based in Woodland, California, and Spain’s diversified Mondragon Corpo-
ration, are operated as primarily bossless workplaces.3 Although some management and 
human resource (HR) professionals and scholars question whether the bossless trend will 
last for long,4 it is interesting to note that some of these companies have been operating 
without traditional bosses for decades. When Jean-François Zobrist took over as CEO of 
FAVI in 1983, he eliminated two things: the personnel department and the bosses. “I have 
no idea what people are doing,” Zobrist told Fast Company magazine. He believes that since 
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the people on the front lines are the ones with the expertise to do the work, they are capable 
of working without someone looking over their shoulders.5

Some organizations will continue to operate with little or no hierarchy, and others will 
move toward a more hierarchical structure. Managers are always on the lookout for fresh 
ideas, innovative management approaches, and new tools and techniques. Management 
philosophies and organizational forms change over time to meet new needs and respond 
to current challenges. The workplace of today is different from what it was 50 years ago—
indeed, from what it was even 10 years ago—yet historical concepts form the backbone of 

management education.6 In addition, some management practices that seem modern 
have actually been around for a long time. Techniques can gain and lose popularity 
because of shifting historical forces and the persistent need to balance human needs 
with the needs of production activities.7

This chapter provides a historical overview of the ideas, theories, and manage-
ment philosophies that have contributed to making the workplace what it is today. 
The final section of the chapter looks at some recent trends and current approaches 
that build on this foundation of management understanding. This foundation illus-
trates that the value of studying management lies not in learning current facts and 
research, but in developing a perspective that will facilitate the broad, long-term view 
needed for management success.

The Historical Struggle
Studying history doesn’t mean merely arranging events in chronological order; it means 
developing an understanding of the impact of societal forces on organizations. Studying 
history is a way to achieve strategic thinking, see the big picture, and improve conceptual 
skills. Social, political, and economic forces in the broader society influence organizations 
and the practice of management over time.8 Social forces refer to those aspects of a cul-
ture that guide and influence relationships among people. What do people value? What 
are the standards of behavior among people? These forces shape what is known as the 
social contract, which refers to the unwritten, common rules and perceptions about rela-
tionships among people and between employees and management. Political forces refer to 

Go to the “Small 
Group Breakout”  
on page 65, which 
pertains to how 
historical events and 
forces shape the lives 
of individuals. 

Green Power
Drop Back and Punt

Glenn Rink’s innovative product—popcornlike 
sponges for absorbing oil spills—received a cool re-
ception in the 1990s. Corporate skeptics said that 
traditional skimming of oil off water remained the 
preferred choice for disaster cleanup. Blocked by 
resistance to his product, Rink, founder of Abtech 
Industries, followed the historic and time-honored 
tradition of football teams, which sometimes need 
to drop back and punt before they can go on of-
fense again.

Rink decided to focus on smaller-scale disasters 
instead. For more than a decade, Abtech Industries 

built a reputation for offering low-cost alternatives to 
address the cleanup needs of cities struggling with a 
variety of water pollution problems. The strategy paid 
off. In 2011, a revitalized Abtech, maker of the Smart 
Sponge Plus, partnered with the huge company Waste 
Management Inc. as the exclusive North American 
distributor to cities, and oil cleanup orders began 
pouring in. To date, Smart Sponge Plus has been used 
in more than 15,000 spill locations worldwide.

Source: “Innovation #71: Glenn Rink, Founder of Abtech Industries,” Fast 
Company (June 2012): 136 (part of “The 100 Most Creative People in 
Business 2012,” pp. 78–156).
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the influence of political and legal institutions on people and organizations. Some manag-
ers expect increasing government regulation in the coming years, for example, which will 
strongly affect organizations.9 Economic forces pertain to the availability, production, and 
distribution of resources in a society. Governments, military agencies, churches, schools, 
and business organizations in every society need resources to achieve their goals, and eco-
nomic forces influence the allocation of scarce resources. 

Management practices and perspectives vary in response to social, political, and eco-
nomic forces in the larger society. Exhibit 2.1 illustrates the evolution of significant man-
agement perspectives over time. The timeline reflects the dominant time period for each 
approach, but elements of each are still used in today’s organizations.10

The Things of Production Versus the Humanity 
of Production 
One observation from looking at the timeline in Exhibit 2.1 is that there has long been 
a struggle within management to balance “the things of production” and “the humanity 
of production.”11 When forces either outside or within the organization suggest a need 
for change to improve efficiency or effectiveness, managers have often responded with a 
technology or numbers-oriented solution that would make people little more than a cog in 
a big machine. For instance, as the United States shifted from a world of small towns and 
small businesses to an industrialized network of cities and factories in the late nineteenth 
century, people began looking at management as a set of scientific practices that could be 
measured, studied, and improved with machinelike precision (the classical perspective). 
Frederick Taylor wrote that “the best management is a true science, resting upon clearly 
defined laws, rules, and principles.” By the 1920s, there was a minor rebellion against this 
emphasis on the quantifiable with a call for more attention to human and social needs 
(the humanistic perspective). In the first issue of the Harvard Business Review (1922), 
Dean Wallace B. Donham wrote that the “development, strengthening, and multiplication 

1870

Classical
Perspective

Humanistic Perspective

Management Science Perspective

Systems Thinking

Contingency View

Total Quality Management

The Technology-Driven Workplace
(Big Data)

Social Business
(Social Media)

The People-Driven Workplace
(Bossless)

1880 1890 1900 1910 1920 1930 1940 1950 1960 1970 1980 1990 2000 2010 2020

exhibit	      2.1      Management Perspectives Over Time
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of socially-minded business men is the central problem of 
business.”12 This dilemma—the scientific numbers-driven 
push for greater productivity and profitability and the call 
for more humanistic, people-oriented management—has 
continued to the present day. 

Is Social Business the Answer?
Social business, which refers to using social media tech-
nologies for interacting with and facilitating communication 
and collaboration among employees, customers, and other 
stakeholders, is one current answer to the historical struggle. 
Social media programs include company online com-
munity pages, wikis for virtual collaboration, social media 
sites  such as Facebook or LinkedIn, video channels such 
as YouTube, microblogging platforms such as Twitter, and 
company online forums.

For the first time, a new technology (thing of production) 
adds directly to the humanity of production. Social media 
technology can improve efficiency, increase productivity, 
and facilitate faster and smoother operations by improving 
communication and collaboration within and across firms.13 

Social media can also improve the human aspect of organizations 
by facilitating communication, collaboration, and knowledge sharing 
to tap into employee capabilities and create a competitive advantage.

In addition, social media technology is being used by com-
panies to build trusting relationships with customers.14 An early 
leader in this realm was Morgan Stanley Wealth Management. As 
director of digital strategy, Lauren Boyman worked closely with the 
company’s sales manager and investment advisors to use Twitter 
and other social media for communicating with clients.15 Dell 
launched a social media command room to monitor what is being 
said about the company on social media platforms.16 Managers 
in other companies set up alerts on Google or Bing that let them 
know when something has been said on social media about them, 
their company, their products, and so forth.17

Just as important, social media can build stronger, more authen-
tic relationships between managers and employees. Mark Reuss left 
General Motors (GM) in Australia to run GM’s operations in North 
America just after the company filed for bankruptcy in 2009 and 
was implementing plans to eliminate more than 2,000 U.S. dealer-
ships. Reuss chose to communicate with the dealer network through 
a “get to know you” messaging part of Facebook rather than through  
e-mails or other corporate communications. The strategy helped 

build trust and credibility because Reuss made himself accessible and was willing to engage 
others authentically. “No matter what happened,” Reuss said, “they knew that I was listen-
ing and that they had . . . someone to talk to in the company and they could do it instantly. 
And if you look at how we got through that period and the dealers that we have and the 
trust that I have built . . . it’s because of that conversation on Facebook.”18 Other managers 
are also finding social media a great way to quickly build trust and credibility. Shortly after 
arriving as the new CEO of MassMutual, Roger Crandall attended the company’s biggest 
sales conference and was asked by an employee with a Flip cam if she could record him at 

“Social media is no longer 
the wave of the future. It 
is already a state-of-the-
art leadership tool that 
surpasses many traditional 
approaches to listening 
and communicating with 
stakeholders.”

—Leslie Gaines-Ross, chief reputation 

strategist at Weber Shandwick and 

author of CEO Capital: A Guide to Building 

CEO Reputation and Company Success

Social media initiatives, such as setting up a Facebook page or 
Twitter account, have become commonplace among businesses 
large and small. However, all businesses need to keep track of 
how these steps are affecting the business. Some results—such 
as customer sentiment and goodwill—are hard to measure, 
while other results—such as an increase in sales following a 
particular social media advertising campaign—can be used to 
quantify the financial gains realized from social media initiatives.
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the conference and post the video on the company intranet’s community page. “A Week in 
the Life” was available for the whole company to watch in real time, and “was a great way to 
create a personal connection,” Crandall said.19 Some managers have begun incorporating 
video streams into their blogs because they allow them to engage with people in real time 
on a highly personal level.20 

Social business is one of the most recent approaches in the evolution of management 
thinking and practice, as shown in Exhibit 2.1. In the following sections, we describe some 
of the other major management perspectives listed in the exhibit that reflect the historical 
struggle.

•	 Managers are always on the lookout for new techniques 
and approaches to meet shifting organizational needs.

•	 Looking at history gives managers a broader perspective 
for interpreting and responding to current opportunities 
and problems.

•	 Management and organizations are shaped by forces in 
the larger society.

•	 Social forces are aspects of a society that guide and 
influence relationships among people, such as their 
values, needs, and standards of behavior.

•	 Political forces relate to the influence of political and 
legal institutions on people and organizations.

•	 The increased role of government in business is one 
example of a political force.

•	 Economic forces affect the availability, production, and 
distribution of a society’s resources.

•	 The struggle to balance “the things of production” with 
the “humanity of production” has continued from the 
19th century to today. 

•	 Social business, which refers to using social media 
technologies for interacting with and facilitating com-
munication and collaboration among employees, cus-
tomers, and other stakeholders, is one current answer to 
the historical struggle.

•	 Social media programs include company online 
community pages, wikis for virtual collaboration, social 
media sites such as Facebook or LinkedIn, video chan-
nels such as YouTube, microblogging platforms such as 
Twitter, and company online forums. 

Remember This

Classical Perspective
The practice of management can be traced to 3000 b.c., to the first government organiza-
tions developed by the Sumerians and Egyptians, but the formal study of management is 
relatively recent.21 The early study of management as we know it today began with what is 
now called the classical perspective.

The classical perspective on management emerged during the nineteenth and early 
twentieth centuries. The factory system that began to appear in the 1800s posed chal-
lenges that earlier organizations had not encountered. Problems arose in tooling the plants, 
organizing managerial structure, training employees (many of them non-English-speaking 
immigrants), scheduling complex manufacturing operations, and dealing with increased 
labor dissatisfaction and resulting strikes.

These myriad new problems and the development of large, complex organizations de-
manded a new approach to coordination and control, and a “new sub-species of economic 
man—the salaried manager”22—was born. Between 1880 and 1920, the number of profes-
sional managers in the United States grew from 161,000 to more than 1 million. 23 These 
professional managers began developing and testing solutions to the mounting challenges 
of organizing, coordinating, and controlling large numbers of people and increasing worker 
productivity. Thus began the evolution of modern management with the classical perspective.
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This perspective contains three subfields, each with a 
slightly different emphasis: scientific management, bureau-
cratic organizations, and administrative principles.24

Scientific Management

Scientific management emphasizes scientifically deter-
mined jobs and management practices as the way to improve 
efficiency and labor productivity. In the late 1800s, a young 
engineer, Frederick Winslow Taylor (1856–1915), proposed 
that workers “could be retooled like machines, their physi-
cal and mental gears recalibrated for better productivity.”25 
Taylor insisted that improving productivity meant that man-
agement itself would have to change and, further, that the 
manner of change could be determined only by scientific 
study; hence, the label scientific management emerged. Taylor 
suggested that decisions based on rules of thumb and tra-
dition be replaced with precise procedures developed after 
careful study of individual situations.26

The scientific management approach is illustrated by the 
unloading of iron from rail cars and reloading finished steel 
for the Bethlehem Steel plant in 1898. Taylor calculated that 
with the correct movements, tools, and sequencing, each 
man was capable of loading 47.5 tons per day instead of the 

typical 12.5 tons. He also worked out an incentive system that paid each man $1.85 a day 
for meeting the new standard, an increase from the previous rate of $1.15. Productivity at 
Bethlehem Steel shot up overnight.

Although known as the father of scientific management, Taylor was not alone in this 
area. Henry Gantt, an associate of Taylor’s, developed the Gantt chart, a bar graph that 
measures planned and completed work along each stage of production by time elapsed. 
Two other important pioneers in this area were the husband-and-wife team of Frank 
B. and Lillian M. Gilbreth. Frank B. Gilbreth (1868–1924) pioneered time and motion 
study and arrived at many of his management techniques independent of Taylor. He 
stressed efficiency and was known for his quest for the one best way to do work. Al-
though Gilbreth is known for his early work with bricklayers, his work had great impact 
on medical surgery by drastically reducing the time that patients spent on the operat-
ing table. Surgeons were able to save countless lives through the application of time 
and motion study. Lillian M. Gilbreth (1878–1972) was more interested in the human 
aspect of work. When her husband died at the age of 56, she had 12 children ages 2 to 
19. The undaunted “first lady of management” went right on with her work. She pre-
sented a paper in place of her late husband, continued their seminars and consulting, 
lectured, and eventually became a professor at Purdue University.27 She pioneered in 
the field of industrial psychology and made substantial contributions to human resource 
management.

Exhibit 2.2 shows the basic ideas of scientific management. To use this approach, man-
agers should develop standard methods for doing each job, select workers with the ap-
propriate abilities, train workers in the standard methods, support workers and eliminate 
interruptions, and provide wage incentives. 

The ideas of scientific management that began with Taylor dramatically increased 
productivity across all industries, and they are still important today. Indeed, the idea of 
engineering work for greater productivity has enjoyed a renaissance in the retail industry. 

Automaker Henry Ford made extensive use of Frederick 
Taylor’s scientific management techniques, as illustrated by 
this automobile assembly line at a Ford plant circa 1930. Ford 
replaced workers with machines for heavy lifting and moving 
autos from one worker to the next. This reduced worker hours 
and improved efficiency and productivity. Under this system, a 
Ford car rolled off the assembly line every 10 seconds.
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Supermarket chains such as Meijer Inc. and Hannaford, for example, use computerized 
labor waste elimination systems based on scientific management principles. The system 
breaks down tasks such as greeting a customer, working the register, scanning items, and 
so forth, into quantifiable units and devises standard times to complete each task. Ex-
ecutives say the computerized system has allowed them to staff stores more efficiently 
because people are routinely monitored by computer and are expected to meet strict 
standards.28

A Harvard Business Review article discussing innovations that shaped modern manage-
ment puts scientific management at the top of its list of 12 influential innovations. Indeed, 
the ideas of creating a system for maximum efficiency and organizing work for maximum 
productivity are deeply embedded in our organizations.29 However, because scientific man-
agement ignores the social context and workers’ needs, it can lead to increased conflict 
and clashes between managers and employees. The United Food and Commercial Work-
ers Union, for instance, filed a grievance against Meijer in connection with its cashier-
performance system. Under such performance management systems, workers often feel 
exploited—a sharp contrast from the harmony and cooperation that Taylor and his fol-
lowers had envisioned.

Bureaucratic Organizations

A systematic approach developed in Europe that looked at the organization as a whole 
is the bureaucratic organizations approach, a subfield within the classical perspective. 
Max Weber (1864–1920), a German theorist, introduced most of the concepts on bureau-
cratic organizations.30

During the late 1800s, many European organizations were managed on a personal, 
family-like basis. Employees were loyal to a single individual rather than to the orga-
nization or its mission. The dysfunctional consequence of this management practice 
was that resources were used to realize individual desires rather than organizational 
goals. Employees in effect owned the organization and used resources for their own 
gain rather than to serve customers. Weber envisioned organizations that would be 
managed on an impersonal, rational basis. This form of organization was called a  
bureaucracy. Exhibit 2.3 summarizes the six characteristics of bureaucracy as specified 
by Weber. 

General Approach
•  Developed standard method for performing each job
•  Selected workers with appropriate abilities for each job
• Trained workers in standard methods
•  Supported workers by planning their work and eliminating interruptions
•  Provided wage incentives to workers for increased output

Contributions
•  Demonstrated the importance of compensation for performance
•  Initiated the careful study of tasks and jobs
•  Demonstrated the importance of personnel selection and training

Criticisms
•  Did not appreciate the social context of work and higher needs of workers
•  Did not acknowledge variance among individuals
• Tended to regard workers as uninformed and ignored their ideas and suggestions

exhibit	      2.2      Characteristics of Scientific Management
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Weber believed that an organization based on rational authority 
would be more efficient and adaptable to change because continuity 
is related to formal structure and positions rather than to a particular 
person, who may leave or die. To Weber, rationality in organizations 
meant employee selection and advancement based not on whom you 
know, but rather on competence and technical qualifications, which 
are assessed by examination or according to specific training and 
experience. The organization relies on rules and written records for 
continuity. In addition, rules and procedures are impersonal and ap-
plied uniformly to all employees. A clear division of labor arises from 
distinct definitions of authority and responsibility, legitimized as of-
ficial duties. Positions are organized in a hierarchy, with each posi-
tion under the authority of a higher one. The manager gives orders 
successfully not on the basis of his or her personality, but on the legal 
power invested in the managerial position.

The term bureaucracy has taken on a negative meaning in today’s 
organizations and is associated with endless rules and red tape. We 
have all been frustrated by waiting in long lines or following seem-
ingly silly procedures. However, the value of bureaucratic principles 
is still evident in many organizations, such as United Parcel Service 
(UPS), sometimes nicknamed Big Brown.

Division of labor,
with clear definitions

of authority and
responsibility

Positions organized in a
hierarchy of authority

Managers subject to
rules and procedures that

will ensure reliable,
predictable behavior

Management separate
from the ownership of the

organization

Administrative acts
and decisions recorded

in writing

Personnel selected and
promoted based on

technical qualifications

exhibit	      2.3      Characteristics of Weberian Bureaucracy

SOURCE: Adapted from Max Weber, The Theory of Social and Economic Organizations, ed. and trans. A. M. Henderson and Talcott Parsons  
(New York: Free Press, 1947), pp. 328–337.

“Students would be more 
likely to have a positive 
impact on the future of 
management if they were 
more engaged with the 
history and traditions of 
management—particularly 
that of a German 
sociologist [Weber] who 
died nearly 100 years ago.”
—Stephen Cummings and Todd Bridgman, 

Victoria University of Wellington,  

New Zealand 
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As this example shows, there are positive as well as negative aspects associated 
with bureaucratic principles. Weber also struggled with the good and bad sides of 
bureaucracy.32 Although he perceived bureaucracy as a threat to basic personal liber-
ties, he recognized it as the most efficient and rational form of organizing. Rules and 
other bureaucratic procedures provide a standard way of dealing with employees. 
Everyone gets equal treatment, and everyone knows what the rules are. Almost every 
organization needs to have some rules, and rules multiply as organizations grow 
larger and more complex. Some examples of rules governing employee behavior in a 
furniture manufacturing company, for example, might include:33 

●● Employees must wear protective eye and ear equipment when using machines.
●● Employees must carry out any reasonable duty assigned to them, including shop 

maintenance.
●● Employees must maintain an accurate time sheet, showing job and activity.
●● The following will be considered causes for dismissal: excessive tardiness or ab-

senteeism; willful damage to equipment; continual careless or unsafe behavior; 
theft; being under the influence of alcohol or illegal drugs while at work.

Administrative Principles

Another major subfield within the classical perspective is known as the administrative 
principles approach. Whereas scientific management focused on the productivity of the 
individual worker, the administrative principles approach focused on the total organi-
zation. The major contributor to this approach was Henri Fayol (1841–1925), a French 
mining engineer who worked his way up to become head of a large mining group known 
as Comambault. Pieces of Comambault survive today as part of ArcelorMittal, the world’s 
largest steel and mining company. In his later years, Fayol wrote down his concepts on ad-
ministration, based largely on his own management experiences.34

Read the “Ethical 
Dilemma” on pages 
65–66, which pertains 
to problems with 
bureaucracy.

What would it be like for 
you to be a manager in a 
bureaucratic organization? 
Complete the 
“Experiential Exercise,” 
on pages 64–65, to find 
out if you would thrive in 
that type of environment.

Innovative  
Way
UPS

UPS is the largest package delivery company in the world and a leading global provider of 
specialized transportation and logistics services. The company operates in more than 200 
countries and territories worldwide.

Why has UPS been so successful? One important factor is the concept of bureaucracy. 
UPS operates according to strict rules and regulations. It teaches drivers an astounding 340 
steps for how to deliver a package correctly, such as how to load the truck, how to fasten 
their seat belts, how to walk, and how to carry their keys. Specific safety rules apply to driv-
ers, loaders, clerks, and managers. Strict dress codes are enforced—clean uniforms (called 
browns), every day, black or brown polished shoes with nonslip soles, no beards, no hair below 
the collar, no tattoos visible during deliveries, and so on. Before each shift, drivers conduct a 
“Z-scan,” a Z-shaped inspection of the sides and front of their vehicles. Employees are asked 
to clean off their desks at the end of each day so they can start fresh the next morning. Man-
agers are given copies of policy books with the expectation that they will use them regularly, 
and memos on various policies and rules circulate by the hundreds every day.

UPS has a well-defined division of labor. Each plant consists of specialized drivers, loaders, 
clerks, washers, sorters, and maintenance personnel. UPS thrives on written records, and it 
has been a leader in using new technology to enhance reliability and efficiency. All drivers 
have daily worksheets that specify performance goals and work output. Technical qualification 
is the criterion for hiring and promotion. The UPS policy book says the leader is expected to 
have the knowledge and capacity to justify the position of leadership. Favoritism is forbidden. 
The bureaucratic model works just fine at UPS, “the tightest ship in the shipping business.”31
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In his most significant work, General and Industrial Management, Fayol discussed 14 
general principles of management, several of which are part of management philosophy 
today. For example:

●● Unity of command. Each subordinate receives orders from one—and only one—superior.
●● Division of work. Managerial work and technical work are amenable to specialization 

to produce more and better work with the same amount of effort.
●● Unity of direction. Similar activities in an organization should be grouped together 

under one manager.
●● Scalar chain. A chain of authority extends from the top to the bottom of the organiza-

tion and should include every employee.

Fayol felt that these principles could be applied in any organizational setting. He also 
identified five basic functions or elements of management: planning, organizing, command-
ing, coordinating, and controlling. These functions underlie much of the general approach to 
today’s management theory.

The overall classical perspective as an approach to management was very powerful and 
gave companies fundamental new skills for establishing high productivity and effective treat-
ment of employees. Indeed, the United States surged ahead of the world in management 
techniques, and other countries, especially Japan, borrowed heavily from American ideas.

•	 The study of modern management began in the late 
nineteenth century with the classical perspective, which 
took a rational, scientific approach to management and 
sought to turn organizations into efficient operating 
machines.

•	 Scientific management is a subfield of the classical 
perspective that emphasizes scientifically determined 
changes in management practices as the solution to 
improving labor productivity.

•	 Frederick Winslow Taylor is known as “the father of 
scientific management.”

•	 Scientific management is considered one of the 
most significant innovations influencing modern 
management.

•	 Some supermarket chains are using computerized 
systems based on scientific management principles to 
schedule employees for maximum efficiency.

•	 Another subfield of the classical perspective is the  
bureaucratic organizations approach, which 
emphasizes management on an impersonal, rational 
basis through elements such as clearly defined authority 
and responsibility, formal recordkeeping, and separation 
of management and ownership.

•	 Max Weber introduced most of the concepts about 
bureaucratic organizations.

•	 The administrative principles approach is a subfield of 
the classical perspective that focuses on the total organi-
zation rather than the individual worker and delineates 
the management functions of planning, organizing, 
commanding, coordinating, and controlling.

•	 Henri Fayol, a major contributor to the administrative 
principles approach, outlined 14 general principles of 
management, several of which are a part of management 
philosophy today.

Remember This

Humanistic Perspective
The humanistic perspective on management emphasized the importance of understand-
ing human behaviors, needs, and attitudes in the workplace, as well as social interactions 
and group processes.35 There are three primary subfields based on the humanistic perspec-
tive: the human relations movement, the human resources perspective, and the behavioral 
sciences approach.
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Early Advocates

Two early advocates of a more hu-
manistic approach were Mary Parker 
Follett and Chester I. Barnard. Mary 
Parker Follett (1868–1933) was 
trained in philosophy and political 
science, but she applied herself in 
many fields, including social psychol-
ogy and management. She wrote 
of the importance of common su-
perordinate goals for reducing con-
flict in organizations.36 Her work 
was popular with businesspeople of 
her day but was often overlooked 
by management scholars.37 Follett’s 
ideas served as a contrast to scientific 
management and are re-emerging 
as applicable for modern managers 
dealing with rapid changes in today’s 
global environment. Her approach to 
leadership stressed the importance of 
people rather than engineering techniques. She offered the pithy admonition, “Don’t hug 
your blueprints,” and analyzed the dynamics of management-organization interactions. 
Follett addressed issues that are timely today, such as ethics, power, and leading in a way 
that encourages employees to give their best. The concepts of empowerment, facilitating 
rather than controlling employees, and allowing employees to act depending on the author-
ity of the situation opened new areas for theoretical study by Chester Barnard and others.38

Chester I. Barnard (1886–1961) studied economics at Harvard but failed to receive  
a degree because he did not take a course in laboratory science. He went to work in the 
statistical department of AT&T, and in 1927, he became president of New Jersey Bell. One 
of Barnard’s significant contributions was the concept of the informal organization. The 
informal organization occurs in all formal organizations and includes cliques, informal net-
works, and naturally occurring social groupings. Barnard argued that organizations are not 
machines and stressed that informal relationships are powerful forces that can help the orga-
nization if properly managed. Another significant contribution was the acceptance theory of 
authority, which states that people have free will and can choose whether to follow manage-
ment orders. People typically follow orders because they perceive positive benefit to them-
selves, but they do have a choice. Managers should treat employees properly because their 
acceptance of authority may be critical to organization success in important situations.39

Human Relations Movement

The human relations movement was based on the idea that truly effective control comes 
from within the individual worker rather than from strict, authoritarian control.40 This 
school of thought recognized and directly responded to social pressures for enlightened 
treatment of employees. The early work on industrial psychology and personnel selection 
received little attention because of the prominence of scientific management. Then a series 
of studies at a Chicago electric company, which came to be known as the Hawthorne 
studies, changed all that.

Beginning about 1895, a struggle developed between manufacturers of gas and electric 
lighting fixtures for control of the residential and industrial market.41 By 1909, electric 
lighting had begun to win, but the increasingly efficient electric fixtures used less total 

Concept Connection
This 1914 photograph shows 
the initiation of a new arrival at 
a Nebraska planting camp. This 
initiation was not part of the 
formal rules and illustrates the 
significance of the informal 
organization described by 
Barnard. Social values and 
behaviors were powerful forces 
that could help or hurt the 
planting organization, depending 
on how they were managed.
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power, which was less profitable for the electric companies. 
The electric companies began a campaign to convince indus-
trial users that they needed more light to get more productiv-
ity. When advertising did not work, the industry began using 
experimental tests to demonstrate their argument. Manag-
ers were skeptical about the results, so the Committee on 
Industrial Lighting (CIL) was set up to run the tests. To fur-
ther add to the tests’ credibility, Thomas Edison was made 
honorary chairman of the CIL. In one test location—the 
Hawthorne plant of the Western Electric Company—some 
interesting events occurred.

The major part of this work involved four experimen-
tal and three control groups. In all, five different tests were 
conducted. These pointed to the importance of factors other 
than illumination in affecting productivity. To examine these 
factors more carefully, numerous other experiments were 
conducted.42 The results of the most famous study, the first 
Relay Assembly Test Room (RATR) experiment, were ex-
tremely controversial. Under the guidance of two Harvard 
professors, Elton Mayo and Fritz Roethlisberger, the RATR 
studies lasted nearly six years (May 10, 1927 to May 4, 
1933) and involved 24 separate experimental periods. So 
many factors were changed and so many unforeseen factors 
uncontrolled that scholars disagree on the factors that truly 
contributed to the general increase in performance over that  
time period. Most early interpretations, however, agreed  
on one point: Money was not the cause of the increased 

output.43 It was believed that the factor that best explained increased output was 
human relations. Employees performed better when managers treated them in a posi-
tive manner. Recent re-analyses of the experiments have revealed that a number of 
factors were different for the workers involved, and some suggest that money may 
well have been the single most important factor.44 An interview with one of the 
original participants revealed that just getting into the experimental group meant a 
huge increase in income.45

These new data clearly show that money mattered a great deal at Hawthorne. In 
addition, worker productivity increased partly as a result of the increased feelings 
of importance and group pride that employees felt by virtue of being selected for 
this important project and the camaraderie that developed among group members.46 
One unintended contribution of the experiments was a rethinking of field research 
practices. Researchers and scholars realized that the researcher can influence the out-

come of an experiment by being too closely involved with research subjects. This phenom-
enon has come to be known as the Hawthorne effect in research methodology. Subjects 
behaved differently because of the active participation of researchers in the Hawthorne 
experiments.47

From a historical perspective, whether the studies were academically sound is less im-
portant than the fact that they stimulated an increased interest in looking at employees as 
more than extensions of production machinery. The interpretation that employees’ output 
increased when managers treated them in a positive manner started a revolution in worker 
treatment for improving organizational productivity. Despite flawed methodology or inac-
curate conclusions, the findings provided the impetus for the human relations movement. 
This approach shaped management theory and practice for well over a quarter-century,  
and the belief that human relations is the best area of focus for increasing productivity 
persists today.

Before reading on, take 
the “New Manager  
Self-Test.” This test will 
give you feedback about 
how your personal 
manager frame of 
reference relates to the 
perspectives described 
in this chapter.

This is the Relay Room of the Western Electric Hawthorne, 
Illinois, plant in 1927. Six women worked in this relay assembly 
test room during the controversial experiments on employee 
productivity. Professors Mayo and Roethlisberger evaluated 
conditions such as rest breaks and workday length, physical 
health, amount of sleep, and diet. Experimental changes were 
fully discussed with the women and were abandoned if they 
disapproved. Gradually, the researchers began to realize 
they had created a change in supervisory style and human 
relations, which they believed was the true cause of the 
increased productivity.
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New Manager     Self-Test
Evolution of Style

Instructions: This questionnaire asks you to describe 
yourself. For each item, give the number “4” to the phrase 
that best describes you, “3” to the item that is next best, and 
on down to “1” for the item that is least like you.

1.	 My strongest skills are:
______  a.	  Analytical skills

______  b.	  Interpersonal skills

______  c.	  Political skills

______  d.	  Flair for drama

2.	 The best way to describe me is:
______  a.	 Technical expert

______  b.	  Good listener

______  c.	  Skilled negotiator

______  d.	  Inspirational leader

3.	 What has helped me the most to be successful is my 
ability to:
______  a.	  Make good decisions

______  b.	  Coach and develop people

______  c.	  Build strong alliances and a power base

______  d.	  Inspire and excite others

4.	 What people are most likely to notice about me is my:
______  a.	  Attention to detail

______  b.	  Concern for people

______  c.	 � Ability to succeed in the face of conflict 
and opposition

______  d.	  Charisma

5.	 My most important leadership trait is:
______  a.	  Clear, logical thinking

______  b.	  Caring and support for others

______  c.	 Toughness and aggressiveness

______  d.	  Imagination and creativity

6.	 I am best described as:
______  a.	  An analyst

______  b.	  A humanist

______  c.	  A politician

______  d.	  A visionary

Scoring and Interpretation: Managers typically view 
their world through one or more mental frames of reference. 
(1) The structural frame of reference sees the organization as 
a machine that can be economically efficient and that pro-
vides a manager with formal authority to achieve goals. This 
manager frame became strong during the era of scientific 
management and bureaucratic administration. (2) The human 
resource frame sees the organization as people, with manager 
emphasis given to support, empowerment, and belonging. 
This manager frame gained importance with the rise of 
the humanistic perspective. (3) The political frame sees the 
organization as a competition for resources to achieve goals, 
with manager emphasis on negotiation and hallway coalition 
building. This frame reflects the need within systems theory 
to have all the parts working together. (4) The symbolic frame 
of reference sees the organization as a theater—a place to 
achieve dreams—with the manager emphasizing symbols, 
vision, culture, and inspiration. This manager frame is impor-
tant for today’s adaptive organizations.

Which frame reflects your way of viewing the world? The 
first two frames of reference—structural and human resource—
are more important for new managers. These two frames 
usually are mastered first. As new managers gain experience 
and move up the organization, they should acquire political 
skills and also learn to use symbols for communication. It is 
important for new managers not to be stuck for years in one 
way of viewing the organization because their progress may 
be limited. Many new managers evolve through and master 
each of the four frames as they become more skilled and 
experienced.

Compute your scores as follows:

ST 5 1a 1 2a 1 3a 1 4a 1 5a 1 6a 5   ________________

HR 5 1b 1 2b 1 3b 1 4b 1 5b 1 6b 5  ________________

PL 5 1c 1 2c 1 3c 1 4c 1 5c 1 6c 5      ________________

SY 5 1d 1 2d 1 3d 1 4d 1 5d 1 6d 5   ________________

The higher score represents your way of viewing the organi-
zation and will influence your management style.

Source: © 1988, Leadership Frameworks, 440 Boylston Street, Brookline, 
MA 02146. All rights reserved. Used with permission.
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Human Resources Perspective

The human relations movement initially espoused a dairy farm view of management—just 
as contented cows give more milk, satisfied workers will produce more work. Gradually, 
views with deeper content that elevated the “humanity of production” began to emerge. 
The human resources perspective maintained an interest in worker participation and 
considerate leadership but shifted the emphasis to considering the daily tasks that people 
perform. The human resources perspective combines prescriptions for design of job tasks 
with theories of motivation.48 In the human resources view, jobs should be designed so that 
tasks are not perceived as dehumanizing or demeaning but instead allow workers to use 
their full potential. Two of the best-known contributors to the human resources perspec-
tive were Abraham Maslow and Douglas McGregor.

Abraham Maslow (1908–1970), a practicing psychologist, observed that his patients’ 
problems usually stemmed from an inability to satisfy their needs. Thus, he generalized 
his work and suggested a hierarchy of needs. Maslow’s hierarchy started with physiological 
needs and progressed to safety, belongingness, esteem, and, finally, self-actualization needs. 
Chapter 16 discusses his ideas in more detail.

Douglas McGregor (1906–1964) had become frustrated with the early, simplistic human 
relations notions while president of Antioch College in Ohio. He challenged both the classi-
cal perspective and the early human relations assumptions about human behavior. Based on 
his experiences as a manager and consultant, his training as a psychologist, and the work of 
Maslow, McGregor formulated Theory X and Theory Y, which are explained in Exhibit 2.4 .49  
McGregor believed that the classical perspective was based on Theory X assumptions about 
workers. He also felt that a slightly modified version of Theory X fit early human relations 
ideas. In other words, human relations ideas did not go far enough. McGregor proposed 
Theory Y as a more realistic view of workers for guiding management thinking. 

The point of Theory Y is that organizations can take advantage of the imagination 
and intellect of all their employees. Employees will exercise self-direction and self-control 
to contribute to organizational goals when given the opportunity. A few companies today 
still use Theory X management, but many are using Theory Y techniques. Consider how 
Semco applies Theory Y assumptions to tap into employee creativity and mind power. 

Assumptions of  Theory X
• The average human being has an inherent dislike of work and will avoid it if possible.
•  �Because of the human characteristic of dislike for work, most people must be coerced, con-

trolled, directed, or threatened with punishment to get them to put forth adequate effort 
toward the achievement of organizational objectives.

• �The average human being prefers to be directed, wishes to avoid responsibility, has relatively 
little ambition, and wants security above all.

Assumptions of  Theory Y
• �The expenditure of physical and mental effort in work is as natural as play or rest. The average 

human being does not inherently dislike work.
•  �External control and the threat of punishment are not the only means for bringing about effort 

toward organizational objectives. A person will exercise self-direction and self-control in the ser-
vice of objectives to which he or she is committed.

• �The average human being learns, under proper conditions, not only to accept but to seek 
responsibility.

• �The capacity to exercise a relatively high degree of imagination, ingenuity, and creativity in the 
solution of organizational problems is widely, not narrowly, distributed in the population.

•  �Under the conditions of modern industrial life, the intellectual potentialities of the average 
human being are only partially utilized.

exhibit	      2.4      Theory X and Theory Y

SOURCE: Douglas McGregor, The Human Side of Enterprise (New York: McGraw-Hill, 1960), pp. 33–48. © McGraw-Hill 
Companies, Inc. Reprinted by permission.
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For managers like Ricardo Semler, command and control is a thing of the past, 
with the future belonging to those companies that build leadership throughout the 
organization. The Theory Y approach has helped Semco succeed in a tough environ-
ment. As described at the beginning of this chapter, a number of companies are using 
less hierarchical management systems that rely on Theory Y principles that are more 
in line with today’s emphasis on employee engagement and involvement.

Behavioral Sciences Approach

The behavioral sciences approach uses scientific methods and draws from sociol-
ogy, psychology, anthropology, economics, and other disciplines to develop theories 
about human behavior and interaction in an organizational setting. This approach 
can be seen in practically every organization. When a company such as Zappos.com 
conducts research to determine the best set of tests, interviews, and employee profiles 
to use when selecting new employees, it is using behavioral science techniques. When 
Best Buy electronics stores train new managers in the techniques of employee motivation, 
most of the theories and findings are rooted in behavioral science research.

One specific set of management techniques based in the behavioral sciences approach 
is organization development (OD). In the 1970s, OD evolved as a separate field that 
applied the behavioral sciences to improve the organization’s health and effectiveness 
through its ability to cope with change, improve internal relationships, and increase 
problem-solving capabilities.51 The techniques and concepts of OD have since been 
broadened and expanded to address the increasing complexity of organizations and the 
environment, and OD is still a vital approach for managers. OD will be discussed in 
detail in Chapter 11. Other concepts that grew out of the behavioral sciences approach 
include matrix organizations, self-managed teams, ideas about corporate culture, and 
management by wandering around. Indeed, the behavioral sciences approach has influ-
enced the majority of tools, techniques, and approaches that managers have applied to 
organizations since the 1970s.

All the remaining chapters of this book contain research findings and management 
applications that can be attributed to the behavioral sciences approach.

Innovative  
Way
Semco

The Brazil-based company Semco’s fundamental operating principle is to harness the wisdom 
of all its employees. It does so by letting people control their work hours, location, and even 
pay plans. Employees also participate in all organizational decisions, including what businesses 
Semco should pursue.

Semco leaders believe that economic success requires creating an atmosphere that puts 
power and control directly in the hands of employees. People can veto any new product 
idea or business venture. They choose their own leaders and manage themselves to accom-
plish goals. Information is openly and broadly shared so that everyone knows where they 
and the company stand. Instead of dictating Semco’s identity and strategy, leaders allow it 
to be shaped by individual interests and efforts. People are encouraged to seek challenges, 
explore new ideas and business opportunities, and question the ideas of anyone in the 
company.

This high level of trust in employees has helped Semco achieve decades of high profit-
ability and growth despite fluctuations in the economy and shifting markets. “At Semco, we 
don’t play by the rules,” says Ricardo Semler. Semler, whose father started the company in the 
1950s, says it doesn’t unnerve him to “step back and see nothing on the company’s horizon.” 
He is happy to watch the company and its employees “ramble through their days, running on 
instinct and opportunity. . . .”50

Look back at your 
scores on the 
questionnaire at 
the beginning of 
this chapter related 
to Theory X and 
Theory Y. How will 
your management 
assumptions about 
people fit into an 
organization today?
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Management Science
World War II caused many management changes. To handle the massive and complicated 
problems associated with modern global warfare, managerial decision makers needed more 
sophisticated tools than ever before. Management science, also referred to as the quantitative 
perspective, provided a way to address those problems. This view is distinguished for its appli-
cation of mathematics, statistics, and other quantitative techniques to management decision 
making and problem solving. During World War II, groups of mathematicians, physicists, 
and other scientists were formed to solve military problems that frequently involved moving 
massive amounts of materials and large numbers of people quickly and efficiently. Managers 
soon saw how quantitative techniques could be applied to large-scale business firms.52

Picking up on techniques developed for the military, scholars began cranking out nu-
merous mathematical tools for corporate managers, such as the application of linear pro-
gramming for optimizing operations, statistical process control for quality management, 
and the capital asset pricing model.53

These efforts were enhanced with the development and perfection of the computer. 
Coupled with the growing body of statistical techniques, computers made it possible for 
managers to collect, store, and process large volumes of data for quantitative decision mak-
ing, and the quantitative approach is widely used today by managers in a variety of indus-
tries. The Walt Disney Company used quantitative techniques to develop FastPass, a 
sophisticated computerized system that spares people the ordeal of standing in long lines 
for the most popular rides. Disney theme parks have machines that issue coupons with a 
return time that’s been calculated based on the number of people standing in the actual 
line, the number who have already obtained passes, and each ride’s capacity. The next gen-
eration of technology, FastPass+, lets visitors book times for rides before they even leave 
home for their Disney vacation.54 Let’s look at three subsets of management science.

Operations research grew directly out of the World War II military groups (called opera-
tional research teams in Great Britain and operations research teams in the United States).55 It 
consists of mathematical model building and other applications of quantitative techniques 
to managerial problems.

Operations management refers to the field of management that specializes in the physi-
cal production of goods or services. Operations management specialists use management 
science to solve manufacturing problems. Some commonly used methods are forecasting, 
inventory modeling, linear and nonlinear programming, queuing theory, scheduling, simu-
lation, and break-even analysis.

•	 The humanistic perspective emphasized understanding 
human behavior, needs, and attitudes in the workplace.

•	 Mary Parker Follett and Chester I. Barnard were early 
advocates of a more humanistic approach to management.

•	 Follett emphasized worker participation and empower-
ment, shared goals, and facilitating rather than control-
ling employees. Barnard’s contributions include the 
acceptance theory of authority.

•	 The human relations movement stresses the satisfac-
tion of employees’ basic needs as the key to increased 
productivity.

•	 The Hawthorne studies were important in shaping 
ideas concerning how managers should treat workers.

•	 The human resources perspective suggests that jobs 
should be designed to meet people’s higher-level needs 
by allowing employees to use their full potential.

•	 The behavioral sciences approach draws from psy-
chology, sociology, and other social sciences to develop 
theories about human behavior and interaction in an 
organizational setting.

•	 Many current management ideas and practices can be 
traced to the behavioral sciences approach.

Remember This
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Hot
Topic

Information technology (IT) is the 
most recent subfield of management sci-
ence, which is often reflected in manage-
ment information systems designed to 
provide relevant information to manag-
ers in a timely and cost-efficient man-
ner. IT has evolved to include intranets 
and extranets, as well as various software 
programs that help managers estimate 
costs, plan and track production, manage 
projects, allocate resources, or schedule 
employees. Most of today’s organizations 
have IT specialists who use quantitative 
techniques to solve complex organiza-
tional problems.

However, as events in the mortgage 
and finance industries show, relying too 
heavily on quantitative techniques can 
cause problems for managers. Mortgage 
companies used quantitative models that 
showed their investments in subprime 
mortgages would be okay even if default 
rates hit historically high proportions. 
However, the models didn’t take into account that no one before in history had thought it 
made sense to give $500,000 loans to people making minimum wage!56 “Quants” also came to 
dominate organizational decisions in other financial firms. The term quants refers to finan-
cial managers and others who base their decisions on complex quantitative analysis, under 
the assumption that using advanced mathematics and sophisticated computer technology 
can accurately predict how the market works and help them reap huge profits. The virtu-
ally exclusive use of these quantitative models led aggressive traders and managers to take 
enormous risks. When the market began to go haywire as doubts about subprime mortgages 
grew, the models went haywire as well. Stocks predicted to go up went down, and vice versa. 
Events that were predicted to happen only once every 10,000 years happened three days in a 
row in the market madness. Scott Patterson, a Wall Street Journal reporter and author of The 
Quants: How a New Breed of Math Whizzes Conquered Wall Street and Nearly Destroyed It, 
suggests that the financial crisis that began in 2008 is partly due to the quants’ failure to ob-
serve market fundamentals, pay attention to human factors, and heed their own intuition.57

•	 Management science became popular based on its 
successful application in solving military problems 
during World War II. 

•	 Management science, also called the quantitative 
perspective, uses mathematics, statistical techniques, and 
computer technology to facilitate management decision 
making, particularly for complex problems.

•	 The Walt Disney Company uses management science 
to solve the problem of long lines for popular rides and 
attractions at its theme parks.

•	 Three subsets of management science are operations 
research, operations management, and information 
technology (IT).

•	 Quants have come to dominate decision making 
in financial firms, and the Wall Street meltdown in 
2007–2008 shows the danger of relying too heavily on 
a quantitative approach.

Remember This

Concept Connection

At Catholic Health Partners, a nonprofit hospital, hospice, and wellness center 
system that spans a number of Midwestern states, information technology 
(IT) is a top priority. IT is critical to the efficient running of all aspects of the 
healthcare system, as well as to maintaining up-to-the-minute, completely 
accurate records on patients.
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Recent Historical Trends
Despite heavy use of management science techniques, the post–World War II period also 
saw a return to the humanistic side of management. Peter Drucker’s books Concept of the 
Corporation (1946) and The Practice of Management (1954) emphasized the corporation 
as a social and human institution. He revived interest in the work of Mary Parker Follett 
from the 1920s in his call for managers to involve and respect employees.58 Thus, although 
many managers continued to use management science techniques, among the approaches 
that we’ve discussed so far, the humanistic perspective has remained most prevalent from 
the 1950s until today. The post–World War II period saw the rise of new concepts, along 
with a continued strong interest in the human aspect of managing, such as team and group 
dynamics and other ideas that relate to the humanistic perspective. Two new concepts that 
appeared were systems thinking and the contingency view.

Systems Thinking

Systems thinking is the ability to see both the distinct elements of a system or situation 
and the complex and changing interaction among those elements. A system is a set of 
interrelated parts that function as a whole to achieve a common purpose.59 Subsystems 
are parts of a system, such as an organization, that depend on one another. Changes in 
one part of the system (the organization) affect other parts. Managers need to understand 
the synergy of the whole organization, rather than just the separate elements, and to learn 
to reinforce or change whole system patterns.60 Synergy means that the whole is greater 
than the sum of its parts. The organization must be managed as a coordinated whole. 
Managers who understand subsystem interdependence and synergy are reluctant to make 
changes that do not recognize the impact of subsystems on the organization as a whole.

Many people have been trained to solve problems by breaking a complex system, such 
as an organization, into discrete parts and working to make each part perform as well as 
possible. However, the success of each piece does not add up to the success of the whole. 
In fact, sometimes changing one part to make it better actually makes the whole system 
function less effectively. For example, a small city embarked on a road-building program to 
solve traffic congestion without whole-systems thinking. With new roads available, more 
people began moving to the suburbs. Rather than reduce congestion, the solution actually 
increased traffic congestion, delays, and pollution by enabling suburban sprawl.61

It is the relationship among the parts that form a whole system—whether a community, 
an automobile, a nonprofit agency, a human being, or a business organization—that mat-
ters. Systems thinking enables managers to look for patterns of movement over time and 
focus on the qualities of rhythm, flow, direction, shape, and networks of relationships that 
accomplish the performance of the whole. When managers can see the structures that un-
derlie complex situations, they can facilitate improvement. But doing that requires a focus 
on the big picture.

An important element of systems thinking is to discern circles of causality. Peter Senge, 
author of The Fifth Discipline, argues that reality is made up of circles rather than straight 
lines. For example, Exhibit 2.5 shows circles of influence for increasing a retail firm’s profits. 
The events in the circle on the left are caused by the decision to increase advertising; hence 
the retail firm adds to the advertising budget to aggressively promote its products. The ad-
vertising promotions increase sales, which increase profits, which provide money to further 
increase the advertising budget.

But another circle of causality is being influenced as well. The decision by marketing 
managers will have consequences for the operations department. As sales and profits in-
crease, operations will be forced to stock up with greater inventory. Additional inventory 
will create a need for additional warehouse space. Building a new warehouse will cause a 
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delay in stocking up. After the warehouse is built, new people will be hired, all of which 
add to company costs, which will have a negative impact on profits. Thus, understanding all 
the consequences of their decisions via circles of causality enables company leaders to plan 
and allocate resources to warehousing as well as to advertising to ensure stable increases in 
sales and profits. Without understanding system causality, top managers would fail to un-
derstand why increasing advertising budgets could cause inventory delays and temporarily 
reduce profits.

Contingency View

A second recent extension to management thinking is the contingency view. The classical 
perspective assumed a universalist view. Management concepts were thought to be univer-
sal; that is, whatever worked in one organization in terms of management style, bureau-
cratic structure, and so on would work in any other one. In business education, however, an 
alternative view exists. In this case view, each situation is believed to be unique. Principles 
are not universal, and one learns about management by experiencing a large number of 
case problem situations. Managers face the task of determining what methods will work in 
every new situation.

To integrate these views, the contingency view emerged, as illustrated in Exhibit 2.6.62 
Here, neither of the other views is seen as entirely correct. Instead, certain contingencies, or 
variables, exist for helping managers identify and understand situations. The contingency 
view tells us that what works in one setting might not work in another. Contingency means 

Advertising
Budget

Decision to
Advertise

Sales

Hire
People

Added Cost

DelayPro�ts

Build
Warehouse

Stocking Up

exhibit	      2.5      Systems Thinking and Circles of Causality

SOURCE: Based on concepts presented in Peter M. Senge, The Fifth Discipline: The Art and Practice of the Learning Organization 
(New York: Doubleday/Currency, 1990).

“Every situation
is unique.”

Case View

Universalist
View

Organizational phenomena exist
    in logical patterns.
Managers devise and apply
    similar responses to common
    types of problems.

“There is
one best way.”

Contingency View

exhibit	      2.6      Contingency View of Management
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that one thing depends on other things, and a manager’s response to a situation depends 
on identifying key contingencies in an organizational situation. 

One important contingency, for example, is the industry in which the organization op-
erates. The organizational structure that is effective for an online company, such as the 
microblogging services Twitter and China’s Sina Weibo, would not be successful for a large 
auto manufacturer, such as Toyota or Ford. A management-by-objectives (MBO) system 
that works well in a manufacturing firm, in turn, might not be right for a school system. 
When managers learn to identify important patterns and characteristics of their organiza-
tions, they can fit solutions to those characteristics.

•	 A system is a set of interrelated parts that function as a 
whole to achieve a common purpose. An organization is 
a system.

•	 Systems thinking means looking not just at discrete 
parts of an organizational situation, but also at the 
continually changing interactions among the parts.

•	 When managers think systemically and understand 
subsystem interdependence and synergy, they can  
get a better handle on managing in a complex 
environment.

•	 Subsystems are parts of a system that depend on one 
another for their functioning.

•	 The concept of synergy says that the whole is greater 
than the sum of its parts. The organization must be 
managed as a whole.

•	 The contingency view tells managers that what  
works in one organizational situation might not work 
in others. Managers can identify important contin-
gencies that help guide their decisions regarding the 
organization.

Remember This

Innovative Management Thinking  
Into the Future
All of the ideas and approaches discussed so far in this chapter go into the mix that 
makes up modern management. Dozens of ideas and techniques in current use can trace 
their roots to these historical perspectives.63 In addition, innovative concepts continue to 
emerge to address new management challenges. Smart managers heed the past but know 
that they and their organizations have to change with the times. Recall the example of 
UPS discussed earlier in this chapter. The company still emphasizes efficiency, but when 
third-party logistics services became a growing part of the business, managers knew 
they had to expand employees’ mindsets and encourage them to be more innovative 
and flexible as well. They did it by giving employees a history lesson—talking about the 
many moments of innovation and transformation in the long history of UPS, such as 
the shift from bicycle delivery to trucks and the move into air freight with the introduc-
tion of the company’s own cargo liner. Employees began to see that UPS had been both 
efficient and innovative all along, and that the two were not incompatible.64 Compare 
UPS managers’ approach to that of General Motors (GM). GM was the “ideal” organi-
zational model in a post–World War II environment, but by 2009, it had collapsed into 
bankruptcy and sought billions of dollars in government aid because managers failed  
to pay attention as the world changed around them.65 GM managers assumed that  
the preeminence of their company would shelter it from change, and they stuck far too 
long with a strategy, culture, and management approach that were out of tune with the 
shifting environment. 
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Contemporary Management Tools

Managers are always looking for new techniques and approaches that more adequately 
respond to customer needs and the demands of the environment. A recent survey of Euro-
pean managers reflects that managers pay attention to currently fashionable management 
concepts. The following table lists the percentage of managers reporting that they were 
aware of these selected management trends that have been popular over the past decade.66 

Concept Awareness (%)

E-business 99.41

Decentralization 99.12

Customer relationship management (CRM) 97.50

Virtual organization 91.19

Empowerment 83.41

Reengineering 76.65

Managers especially tend to look for fresh ideas to help them cope during difficult times. 
The “Manager’s Shoptalk” lists a wide variety of ideas and techniques used by today’s man-
agers, as revealed by the “2013 Management Tools and Trends” survey by Bain & Company. 

In the Bain survey, the majority of executives said that they are concerned about the slow 
economic recovery so they are looking for new and creative approaches that can help them 
both cut costs and have more money to invest in innovation for the future. Other top concerns 
of managers as revealed in the survey include rising health care costs, decreasing customer 
loyalty, the growing potential for cyber attacks against organizations, and the demands of 
younger employees for changes in workplace cultures and practices.67 Responding to these and 
other concerns, the tools most used by today’s managers tend to fall into the dual categories 
of managing the technology-driven workplace and managing the people-driven workplace.

Managing the Technology-Driven Workplace

Managers see IT presenting both opportunities and threats to their organizations. A total 
of 65 percent of managers surveyed said that their company’s spending on IT must in-
crease over the next three years to keep pace with evolving needs and technology. Two 
popular new uses of this technology are big data analytics and supply chain management. 

Big Data Analytics
The newest business technology is big data analytics, which refers to technologies, skills, 
and processes for searching and examining massive, complex sets of data that traditional 
data processing applications cannot handle to uncover hidden patterns and correlations.68 
Facebook, for example, uses the personal data that you put on your page and tracks and 
monitors your online behavior, then searches through all that data to identify and suggest 
potential “friends.”69 Amazon.com collects tons of data on customers, including what books 
they buy, what else they look at, how they navigate through the Web site, how much they 
are influenced by promotions and reviews, and so forth. The company uses algorithms that 
predict and suggest what books a customer might be interested in reading next. Moreover, 
the predictions get better every time a customer responds to or ignores a recommenda-
tion.70 Another example of the power of big data analytics comes from the world of online 
dating Web sites such as eHarmony and Match.com, which sift through huge amounts 
of data to compare millions of people across hundreds of different variables and make 
matches for users in a matter of minutes, sending new matches out on a daily basis. The 
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Manager’s    Shoptalk
Current Use of Management Tools and Trends

O
ver the history of management, many fashions 
and fads have appeared. Critics argue that new 
techniques may not represent permanent solu-
tions. Others feel that managers must adopt 

new techniques for continuous improvement in a fast-
changing world. In 1993, Bain & Company started a 
large research project to interview and survey thou-
sands of corporate executives about the 25 most popu-
lar management tools and techniques. 

The Top Ten. The list of the top ten tools for 2012–
2013 is shown here. How many of the tools are you 
familiar with? For more information on specific tools, 
see Bain’s Management Tools 2013: An Executive’s 
Guide at http://www.bain.com/Images/MANAGEMENT 
_TOOLS_2013_An_Executives_guide.pdf.

Tool or Technique
Percentage Saying They 
Plan to Use in 2013

CRM 83

Strategic planning 81

Benchmarking 80

Mission and vision 
statement 79

Core competencies 78

Change management 
programs 77

Supply chain 
management 74

Employee engagement 
surveys 73

Balanced scorecard 73

Outsourcing 71

Popularity. In the most recent survey, strategic plan-
ning and customer relationship management (CRM) 
zoomed to the top of the list. Across all geographical 
areas and industries, CRM emerged as managers’ most 
important investment priority, reflecting a concern 
with the decline in customer loyalty. Managers also 
put a priority on investing in employee engagement 
based on evidence of a link between highly motivated 
employees and customer loyalty. Outsourcing declined 
significantly in usage from the previous year’s survey 
as managers decreased their heavy emphasis on cost-
cutting and efficiency. Three tools that ranked high in 
both use and satisfaction were strategic planning, mis-
sion and vision statements, and CRM, which can guide 
managers’ thinking on strategic issues during times of 
rapid change.

Global Trends. Firms in Asia-Pacific and North 
America reported using the largest number of tools. 
Among firms in Latin America and Europe, the Middle 
East, and Africa (EMEA), tool use substantially declined 
from the previous year’s survey. In North America, the 
most widely used tool was employee engagement sur-
veys, which aim to measure and improve employee 
motivation and by extension productivity, whereas 
in EMEA, balanced scorecards, which help companies 
measure and improve manager performance, topped 
the list in terms of usage. Asia-Pacific region firms 
use CRM more than any other tool, while managers 
in Latin America favor business process reengineer-
ing, which didn’t even make the top-ten list for usage 
among firms overall.

Source: Darrell Rigby and Barbara Bilodeau, “Management Tools and Trends 
2013,” Copyright © 2013, Bain & Company, Inc., http://www.bain.com 
/publications/articles/management-tools-and-trends-2013.aspx. Reprinted by 
permission.

professional networking site LinkedIn recently announced a similar idea with its “People 
You May Want to Hire” recruiting feature. The company will plumb the depths of its huge 
data mines and provide a list of perfect candidates for a company’s job openings.71

However, big data is not just for online companies. Big data analytics can be thought of 
as a direct descendant of Frederick Winslow Taylor’s scientific management and the most 
recent iteration of the quantitative approach to management.72 Walmart collects more than 
2.5 petabytes of data (a petabyte is about a million gigabytes, or the equivalent of about 
20 million filing cabinets of written data) every hour from customer transactions and uses 
those data to make better decisions.73 The gaming corporation Caesars Entertainment 
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Hot
Topic

analyzes customer data to fine-tune customer segments and build effective loyalty pro-
grams for its casinos and resorts. Researchers at the Johns Hopkins School of Medicine 
found that they could use data from Google Flu Trends (which Google uses to collect and 
aggregate flu-related search terms) to predict surges in flu-related emergency room visits a 
week before warnings came from the Centers for Disease Control (CDC).74 

Supply Chain Management 
Supply chain management refers to managing the sequence of suppliers and purchas-
ers, covering all stages of processing from obtaining raw materials to distributing finished 
goods to consumers.75 Exhibit 2.7 illustrates a basic supply chain model. A supply chain 
is a network of multiple businesses and individuals that are connected through the flow 
of products or services.76 Many organizations manage the supply chain with sophisti-
cated electronic technology. In India, for example, Walmart managers have invested in an 
efficient supply chain that electronically links farmers and small manufacturers directly to 
the stores, maximizing value for both ends.77 However, today’s global supply chains create 
many challenges for managers. Several garment factory fires in Bangladesh in 2012 and 
the collapse of another apparel plant in 2013 that killed 1,100 workers put the spotlight 
on poor working conditions in that country. The problem for retailers such as Walmart, 
H&M, Target, and other big companies is that similar poor working conditions exist in 
other low-wage countries such as Pakistan, Cambodia, Indonesia, and Vietnam, which 
produce most of the world’s clothing. Both European and U.S. retailers have announced 
plans aimed at improving safety in overseas factories, but the challenge of monitoring con-
tractors and subcontractors in low-wage countries is a massive one. Even when an organi-
zation such as H&M thinks that it is hiring a responsible supplier, that company might 
subcontract or obtain materials from less responsible ones.78 Supply chain management 
will be discussed in detail in the Appendix. 

Managing the People-Driven Workplace 
Organizations are undergoing tremendous changes. Some are related to new technology, 
whereas others are brought about primarily because of shifting needs of people. Recall that 
one of the concerns of executives in Bain’s 2013 survey was the demands of younger em-
ployees for changes in workplace cultures and practices. Two responses to these issues are 
the bossless workplace and a renewed emphasis on employee engagement.

Suppliers Manufacturers

Flow of Products

Distributors Retailers

exhibit	      2.7      Supply Chain for a Retail Organization

SOURCE: Adapted from an exhibit from the Global Supply Chain Games Project, Delft University and the University of Maryland, R. H. Smith 
School of Business, www.gscg.org:8080/opencms/export/sites/default/gscg/images/supplychain_simple.gif (accessed February 6, 2008).
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The Bossless Workplace
As described at the beginning of this chapter, a few bossless work environments have ex-
isted for decades, but this has become a real trend in recent years. For one thing, how and 
where work gets done has shifted in major ways because many people can work from home 
or other locations outside a regular office with ease. At Symantec, for example, most em-
ployees used to work in cubicles, but now many of them work from home or other remote 
locations scattered all over the world.79 When everyone has access to the information they 
need and the training to make good decisions, having layers of managers just eats up costs 
and slows down response time.80 

Many bossless companies, such as Valve Software (Web platform for video games), 
Netflix (video streaming and rentals), and Atlassian (enterprise software) operate in 
technology-related industries, but companies as diverse as GE Aviation (aviation man-
ufacturing), W. L. Gore & Associates (best known for Gore-Tex fabrics), Whole Foods 
Market (supermarkets), and Semco (diversified manufacturing, described previously), 
have succeeded for years with bossless structures. One of the most interesting examples of 
a bossless work environment is a tomato processor.

Innovative 
Way

Morning Star

Chris Rufer, founder of Morning Star, the world’s largest tomato processor, with three fac-
tories that produce products for companies such as Heinz and Campbell Soup Company, 
believes that if people can manage the complexities of their own lives without a boss, there 
is no reason they can’t manage themselves in the workplace. Rufer organized Morning Star, 
where 400 or so employees produce over $700 million a year in revenue, based on the 
following principles of self-management:

•	 No one has a boss.

•	 Employees negotiate responsibilities with their peers.

•	 Everyone can spend the company’s money.

•	 There are no titles or promotions.

•	 Compensation is decided by peers.

How does such a system work? As the company grew from the original 24 colleagues (as 
employees are called) to around 400, problems occurred. Some people had trouble work-
ing in an environment with no bosses and no hierarchy. Thus, Rufer created the Morning 
Star Self-Management Institute to provide training for people in the principles and systems 
of self-management. Every colleague now goes through training, in small groups of 10–15 
people, to learn how to work effectively as part of a team, how to handle the responsibilities 
of “planning, organizing, leading, and controlling” that are typically carried out by managers, 
how to balance freedom and accountability, how to understand and effectively communicate 
with others, and how to manage conflicts.

Today, every associate writes a personal mission statement and is responsible for ac-
complishing it, including obtaining whatever tools and resources are needed. That means that 
anyone can order supplies and equipment, and colleagues are responsible for initiating the 
hiring process when they need more help. Every year, each person negotiates a Colleague 
Letter of Understanding (CLOU) with the associates most affected by his or her work. Every 
CLOU has a clearly defined set of metrics that enable people to track their progress in 
achieving their goals and meeting the needs of their colleagues. “Around here,” one associate 
said, “nobody’s your boss and everybody’s your boss.”81

In a bossless work environment such as that at Morning Star, nobody gives orders, and 
nobody takes them. Accountability is to the customer and the team rather than to a man-
ager. There can be many advantages to a bossless work environment, including increased 

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Chapter 2  The Evolution of Management Thinking

flexibility, greater employee initiative and 
commitment, and better and faster deci-
sion making.82 However, bossless work 
environments also present new chal-
lenges. Costs may be lower because of 
reduced overhead, but money has to be 
invested in ongoing training and devel-
opment for employees so that they can 
work effectively within a bossless system. 
The culture also has to engage employees 
and support the nonhierarchical environ-
ment. Employee engagement is essential 
for a successful bossless workplace.

Employee Engagement
Employee engagement means that 
people are emotionally involved in their 
jobs and are satisfied with their work 
conditions, contribute enthusiastically 
to meeting team and organizational 
goals, and feel a sense of belonging and 
commitment to the organization and its 
mission.83 To engage employees, man-
agers unite people around a compelling 
purpose that encourages them to give their best. Young Generation Y employees (some-
times called Millennials), the most educated generation in the history of the United States, 
grew up technologically adept and globally conscious. Unlike many workers in the past, 
they typically are not hesitant to question their superiors and challenge the status quo. 
They want a flexible, collaborative work environment that is challenging and supportive, 
with access to cutting-edge technology, opportunities to learn and further their careers and 
personal goals, and the power to make substantive decisions in the workplace. Meeting the 
shifting needs of this generation is one reason that organizations put employee engage-
ment surveys near the top of the list of tools and techniques they are using (the technique 
ranked number one in North America).84

Meanwhile, smart managers are looking ahead to the next generation, alternatively 
called the Pluralist Generation, Generation Z, or the Re-Generation (Re-Gens). Re-Gens, 
born beginning around 1995, will soon be flooding into the workforce, bringing their own 
changes and challenges to the practice and evolution of management. Some observers pre-
dict that a sense or meaning and commitment, especially environmental responsibility, will 
be high on their list of priorities. 85

•	 Modern management is a lively mix of ideas and tech-
niques from varied historical perspectives, but new con-
cepts continue to emerge.

•	 Managers tend to look for innovative ideas and ap-
proaches, particularly during turbulent times.

•	 Two recent trends are the transition to a more 
technology-driven workplace and a corresponding 
emphasis on a people-driven workplace.

•	 Supply chain management refers to managing the 
sequence of suppliers and purchasers, covering all stages 

Remember This

(Continued)

Concept Connection

Research has shown that organizations can deliberately create a culture that 
engages employees and encourages greater job satisfaction. At international 
shipping company Deutsche Post DHL Group (DHL), for example, the 
company is big on thanking employees for their contributions through thank-
you notes, monetary rewards, and more. Other engagement tactics include 
communicating honestly with employees, supporting career development, and 
enabling employees to serve their communities. 
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of processing from obtaining raw materials to distribut-
ing finished goods to consumers.

•	 Two ideas related to a people-driven workplace are the 
bossless work environment and employee engagement. 

•	 Engagement means that people are involved in their 
jobs and are satisfied with their work conditions, 
contribute enthusiastically to meeting team and 

organizational goals, and feel a sense of belonging and 
commitment to the organization and its mission.

•	 Managers are looking ahead to the next generation of 
employees, sometimes called Re-Gens, to try to predict 
what changes and challenges they may bring to the evo-
lution of management thinking. 

Ch2	 Discussion Questions

  1.	 How would you feel about working in a bossless orga-
nization? What might be your role as a “manager” in 
such an environment? Do you think this is a trend that 
will continue to grow or fade away? Why? 

  2.	 Big data analytics programs (analyzing massive data 
sets to make decisions) use gigantic computing power 
to quantify trends that would be beyond the grasp 
of human observers. As the use of this quantitative 
analysis increases, do you think it may decrease the 
“humanity of production” in organizations? Why? 

  3.	 Can you think of potential drawbacks to retailers using 
labor-waste elimination systems based on scientific 
management principles, as described in the text? Do 
you believe that scientific management characteristics 
will ever cease to be a part of organizational life, since 
they are now about 100 years old? Discuss.

  4.	 A management professor once said that for successful 
management, studying the present was most important, 
studying the past was next, and studying the future 
should come last. Do you agree? Why?

  5.	 As organizations become more technology-driven, 
which do you think will become more important—the 

management of the human element of the organization 
or the management of technology? Discuss.

  6.	 Why do you think Mary Parker Follett’s ideas tended 
to be popular with businesspeople of her day but were 
ignored by management scholars? Why are her ideas 
appreciated more today?

  7.	 Explain the basic idea underlying the contingency view. 
How would you go about identifying key contingencies 
facing an organization?

  8.	 Why can an event such as the Hawthorne studies be 
a major turning point in the history of management, 
even if the results of the studies are later shown to be in 
error? Discuss.

  9.	 How would you apply systems thinking to a problem 
such as poor performance in your current academic 
studies? What about a problem with a romantic part-
ner or family member? Try to identify all the elements 
and their interdependencies.

10.	 Can a manager be effective and successful today 
without using social media? What do you see as 
the most important ways for managers to use this 
technology? 

Ch2	 Apply Your Skills: Experiential Exercise
Security or Autonomy86

Respond to each statement here based on whether you Mostly Agree or Mostly Disagree with it. 

	 Mostly	 Mostly 
	 Disagree	 Agree
  1.	 I value stability in my job.	 ______� ______
  2.	 Rules, policies, and procedures generally frustrate me.	 ______� ______
  3.	 I enjoy working for a firm that promotes employees based heavily on seniority.	 ______� ______
  4.	 I’d prefer some kind of freelance job to working for the government.	 ______� ______
  5.	 I’d be proud to work for the largest and most successful company in its field.	 ______� ______
  6.	 Given a choice, I’d rather make $90,000 a year as a VP in a small company than  

$100,000 a year as a middle manager in a large company.	 ______� ______
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Scoring:  Give yourself one point for each answer of Mostly 
Agree to the odd-numbered questions and one point for 
each Mostly Disagree to the even-numbered questions.
Interpretation:  Your answers determine whether your 
preferences would fit better with a bureaucratic organiza-
tion. If your score is 8–10, a large, formal company would 
be most compatible with your style and wishes. A score of 
4–7 suggests that you would receive modest satisfaction 
from working within a bureaucratic organization. A score 
of 1–3 suggests that you would likely be frustrated by 

working in a large bureaucracy and would prefer more of a 
bossless organization instead.

A large, bureaucratic organization provides security, 
benefits, and certainty compared to smaller or entrepre-
neurial firms, where freedom and autonomy are greater. Do 
you want to optimize security or autonomy in your career? 
Would you be more satisfied in a large formal organization 
or in an organization that emphasizes a human resources 
or even bossless perspective? Compare your scores with 
other students’ scores and discuss any differences.

Ch2	 Apply Your Skills: Small Group Breakout
Turning Points on the Road 
to Management
Step 1.  Interview a manager whom you know at your 
university or place of employment, or a parent or friend 
who is a manager, and ask the following question: “What 
was a turning point in your life that led you to become the 
person, and manager, that you are today?”(A turning point 
could be an event, such as a divorce, birth of a child, busi-
ness failure, loss of job; or a decision, such as to quit college 
and start a business, go back to school, get married, and so 
on.) Collect information on a second turning point if the 
interviewee has one to describe. Your goal is to learn the 
specifics about how each turning point led to the person’s 
current position in life.

Step 2.  Divide into groups of four to six members. One 
person at a time, share what you learned about a manager’s 
career turning points. What themes or patterns character-
ize the turning points among the managers interviewed?
Step 3.  Have you personally experienced any turning 
points in your life? Each group member should describe 
your personal turning point to the group. With the addi-
tional turning points, analyze again for themes and patterns 
across all the turning points.
Step 4.  What lessons does your group learn from its 
analysis? How does history (events, decisions) play a role 
in the lives and careers of the managers interviewed, and in 
the lives of your group members?

Ch2	 Apply Your Skills: Ethical Dilemma
The New Test87

The Civil Service Board in a midsize city in Indiana de-
cided that a written exam should be given to all candidates 
for promotion to supervisor. A written test would assess 
mental skills and would open access to all personnel who 
wanted to apply for the position. The board believed a 
written exam for promotion would be completely fair and 
objective because it eliminated subjective judgments and 
personal favoritism regarding a candidate’s qualifications. 

Maxine Othman, manager of a social service agency, 
loved to see her employees learn and grow to their full 
potential. When a rare opening for a supervising clerk oc-
curred, Maxine quickly decided to give Sheryl Hines a shot 
at the job. Sheryl had been with the agency for 17 years and 
had shown herself to be a true leader. In her new position, 
Sheryl worked hard at becoming a good supervisor, just 
as she had always worked hard at being a top-notch clerk. 
She paid attention to the human aspects of employee prob-
lems and introduced modern management techniques that 

strengthened the entire agency. Because of the board’s new 
ruling, however, Sheryl would have to complete the exam 
in an open competition—anyone could sign up and take 
it, even a new employee. The board wanted the candidate 
with the highest score to get the job but allowed Maxine, as 
manager of the agency, to have the final say.

Because Sheryl had accepted the provisional opening 
and proved herself on the job, Maxine was upset that the 
entire clerical force was deemed qualified to take the test. 
When the results came back, she was devastated. Sheryl 
placed twelfth in the field of candidates, while one of her 
newly hired clerks placed first. The Civil Service Board, 
impressed by this person’s high score, urged Maxine to give 
the new clerk the permanent supervisory job over Sheryl; 
however, it was still Maxine’s choice. Maxine wondered 
whether it was fair to base her decision only on the results 
of a written test. The board was pushing her to honor the 
objective written test, but could the test really assess fairly 
who was the right person for the job?

  7.	 I’d rather work directly for a single manager than on a team with shared responsibilities.	 ______� ______
  8.	 I generally prefer to multitask and be involved in multiple projects.	 ______� ______
  9.	 Good employee benefits are important to me.	 ______� ______
10.	 Rules are made to be broken.	 ______� ______
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What Would You Do? 

1.	 Ignore the test. Sheryl has proven herself via work 
experience and deserves the job.

2.	 Give the job to the candidate with the highest score. 
You don’t need to make enemies on the Civil Service 
Board, and, although it is a bureaucratic procedure, the 
test is an objective way to select a permanent placement.

3.	 Press the board to devise a more comprehensive set 
of selection criteria—including test results, but also 
taking into account supervisory experience, ability 
to motivate employees, and knowledge of agency 
procedures—that can be explained and justified to the 
board and to employees.

Ch2	 Apply Your Skills: Case for Critical Analysis
More Hassle from HR?
In their three years at Vreeland Pharmaceuticals, Vitorio 
Nuños and Gary Shaw had rarely crossed paths, and they 
had exchanged no more than a dozen sentences. But here 
they were, seatmates on a plane headed to company head-
quarters in Kansas City, Missouri. And suddenly, they had 
a lot to say to each other.

“What I’d like to know is why we’re wasting a trip to 
Kansas City to hash out some new policies about leader 
competencies,” Vitorio said.

“Because Connie Wyland is HR at Vreeland, and you 
and I both know that policies and models and all of that 
touchy-feely people stuff are the lifeblood of HR,” Gary re-
plied. “I also think a lot of this is the result of panic on the 
heels of the scandals in sales last year.”

“I don’t think there’s cause for panic. The company 
fired the guys, apologized, and then you just move on,” said 
Vitorio.

Gary laughed sarcastically. “No, you fire them, you 
apologize, and then you analyze the whole thing ad nau-
seam, and then you hamstring your management team with 
endless rules and bureaucratic standards just to make sure 
it doesn’t happen again.”

“So we all pay for their mistakes,” replied Vitorio.
“We pay because HR feels guilty that those guys 

moved up so high in the system,” Gary replied. “So now 
Connie and her staff have devised the ultimate solution 
to the problem. I don’t know why we all have to go in to 
discuss it; she’s already decided what she’s going to do, 
and she’s positive this is the cure-all to prevent any further 
embarrassment to the company.”

“Let’s look at the document,” Vitorio said. He reached 
under the seat, retrieved and unpacked his tablet, placed 
it on the tray table, and turned it on.

“Too much glare,” Gary said, peeking over. Vitorio 
pulled down the window shade.

“Is that better?”
Gary nodded. The two men read through the 

document.
“I resent the term ‘rogue leaders,’ ” Gary remarked, 

pointing to the phrase.
Vitorio shrugged. “It’s a rough draft. They’ll clean up 

the language . . . I think.”
“It’s really just a rehash of the mission statement and 

all of the things we learned in training. This is stuff we all 
learned in business school. I feel like I’m being lectured.”

“Yeah.” Vitorio scrolled up and down the document. 
“Any business student could have written this.”

“I hear the HR crew put in lots of overtime,” said Gary.
Vitorio smirked. “For this? I’ll tell you . . . and this is 

just between you and me, but I really resent this, and we’re 
some of the newer members of management. I would love 
to hear what the older managers are saying.”

“I know Connie,” Gary said. “She and her staff are 
going to come in tomorrow all gung-ho on this.” He turned 
the tablet in order to see it easier. “We already know what’s 
expected of us.” He scrolled down, stopping at key phrases. 
“Look at this . . . ‘critical values’ . . . ‘core behaviors’ . . . ‘foster-
ing conflict resolution’ . . . and here’s one—‘implementing 
employee involvement strategies.’ How does she think 
we got these jobs in the first place?” Gary paused. “What 
really makes me angry is that I heard Connie is going to 
start manager training sessions where she will teach us the 
behaviors associated with each value! Can you believe that? 
She will have us role-playing and stuff. I will fight this if it 
goes beyond general value statements that we can follow in 
our own way.”

“I can’t wait to hear what Vreeland says,” Vitorio 
remarked.

“Are you kidding? He’ll go along with it. He’ll spend 10 
to 15 minutes telling us how great we all are and insinuat-
ing that we don’t really need this, and then he’ll back Con-
nie all the way. Face it, this is the way it’s going to be, and he 
really doesn’t need our input or approval. It just looks good,” 
commented Gary.

Vitorio turned off and closed the tablet. “I just feel that 
imposing something like this on management is a slap at 
every one of us. We know what’s expected. We don’t need 
training. We also know our people and we have to have some 
flexibility within a broad set of boundaries. This sort of 
thing just hamstrings us. Connie wants the Stepford Wives.”

“I just hope a couple of senior managers speak up 
at this meeting and voice some concerns. Maybe it will 
be toned down a little,” Gary said. “You and I are middle 
management and we haven’t been with the company long 
enough. All we can do at this meeting is sit and nod.”

Questions

1.	 Are Connie and her staff on the right track to avoid man-
ager mishaps by defining a new set of leader rules and 
core values and imposing it by fiat, from the top down?
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2.	 Do you think a more participative and open culture 
can be imposed on managers with value statements and 
training sessions? Why?

3.	 Why do you think Vitorio and Gary are on the defensive? 
Might the emphasis on core leadership behaviors be 
handled in a different way? What do you suggest?

Ch2	 On the Job Video Cases

On the Job: Barcelona Restaurant Group: The Evolution  
of Management Thinking
Questions

1.	� In what ways is Barcelona’s management approach 
consistent with modern developments in management 
thinking?

2.	� In what ways does Barcelona’s management approach 
run counter to contemporary developments in manage-
ment thinking?

3.	 What aspects of restaurant work are especially 
challenging to wait staff, and how does Barcelona’s 
approach to management help employees overcome 
the downsides of the job?
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part 1   Integrative Case
Part One: Introduction 
to Management
The Clean-Energy Future Is Now 

As Green Car Journal prepared to publish its much-
anticipated “Green Car of the Year” edition for 2012, 
audiences might have expected a tribute to the Toyota 
Prius, Nissan Leaf, or another innovation in electric or 
hybrid motoring. Instead, the panel of environmental 
and automotive experts assembled by the magazine 
made a surprising choice—one that signaled a sea 
change in green energy. The judges selected the Honda 
Civic Natural Gas, an alternative-fuel, partial-zero-
emissions vehicle that operates solely on compressed 
natural gas. As the magazine noted, not only is the 
Civic’s sticker price of $26,155 more affordable than 
electric vehicles, the car possesses a driving range and 
horsepower on par with conventional compacts, but 
the Civic’s alternative fuel costs approximately half the 
price of gasoline and is sourced almost entirely from 
abundant reserves in the United States. Since winning 
the award, this version of the Honda Civic has paved 
the way for other natural gas vehicles (NGVs), such  
as the 2014 Ford F-150 pickup truck and the 2015 
Chevrolet Impala.

Against a backdrop of ubiquitous marketing for 
electric cars and hybrids, the choice of an NGV for 
Green Car of the Year was an unmistakable nod to a 
development in green energy that is so immense that 
it promises to transform the U.S. energy grid and 
end North American dependence on foreign oil. That 
development is the discovery of the Marcellus Shale. 
Located throughout the Appalachian Basin of the 
eastern United States, the Marcellus Shale is a mas-
sive sedimentary rock formation deep beneath the 
Earth’s surface that contains one of the largest meth-
ane deposits anywhere in the world. Once thought 
to possess a modest 1.9 trillion cubic feet of natural 
gas, this 600-mile-wide black shale formation below 
Pennsylvania, Ohio, New York, and West Virginia was 
explored by geologists in 2004 and was found to con-
tain between 168 trillion and 516 trillion cubic feet of 
natural gas. Combined with other U.S. shale plays, in-
cluding the Barnett Shale in Texas, the discovery of the 
Marcellus led the International Energy Agency (IEA) 
to rank the United States the new number-one natu-
ral gas producer in the world, edging out resource-rich 

Russia. In addition, the Marcellus has triggered a 
green-energy boom known as the Great Shale Gas 
Rush, which is creating thousands of green jobs, revi-
talizing the nation’s economy, and pointing the way to 
a clean-energy future.

This breakthrough couldn’t have come at a bet-
ter time. In a highly turbulent business environment 
shaken by a global recession and new government re-
strictions on traditional energy, today’s business man-
agers struggle to know which energy alternatives are 
viable, or even affordable. The unexpected bankruptcy 
of well-funded green-energy darlings Solyndra and 
Beacon Power further underscore the uncertainty of 
the alternative energy marketplace. To gain stability for 
their organizations, managers need solutions that are 
reliable now, not decades into the future.

Thanks to an abundant supply of affordable natu-
ral gas, the green energy future has arrived. According 
to the U.S. Environmental Protection Agency (EPA) 
profile on clean energy, natural gas is a clean-burning 
fuel that generates roughly half the carbon emissions 
of coal and oil while releasing no sulfur dioxide or mer-
cury emissions. Given its low price relative to other 
energy sources, natural gas has game-changing im-
plications for trucking fleets, consumer automobiles, 
electric power generation, and commercial heating—
not to mention natural gas ovens, clothes dryers, water 
heaters, and other appliances.

While shale gas is a win-win for business and the 
environment, its impact on green jobs and the econ-
omy is equally important. According to a recent IHS 
Global Insight study, shale gas production—currently 
34 percent of all natural gas production in the United 
States—will deliver an estimated 870,000 green 
jobs by 2015. As for the national economy, shale gas 
contributed $76.9 billion to the U.S. gross domestic 
product (GDP) in 2010 and is projected to contribute 
$118.2 billion in 2015. Over the next 25 years, shale 
gas will raise more than $933 billion in tax revenue for 
local, state, and federal governments. The news about 
natural gas is good for average consumers as well. In 
2011, property owners in the Marcellus region re-
ceived $400 million in natural gas royalties—a number 
that will climb even higher in the next decade. In ad-
dition, individual U.S. consumers can expect $926 per 
year in cost savings related to natural gas. Combined, 
this economic activity equates to much-needed relief 
in hard times.
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What does the switch to natural gas mean for 
industry-leading companies? For automakers like 
Honda and Ford, NGVs have begun making their way 
into regular assembly-line production. Transport busi-
nesses such as UPS are converting fleets from diesel 
to natural gas as part of the White House’s National 
Clean Fleets Partnership. Transit leaders like Navi-
star and Clean Energy Fuels have launched strategic 
partnerships to build America’s Natural Gas High-
way. Manufacturers such as Westport Innovations 
have made organizational changes to become leading 
producers of liquefied and compressed natural gas en-
gines. Utility companies like Dominion are replacing 
coal-based electricity with gas-fired electric generation. 
And drillers like Range Resources are finding new 
ways to improve the quality and safety of natural gas 
exploration while controlling costs.

There are no limits to the possibilities of the Great 
Shale Gas Rush. However, it will take visionary leader-
ship and skillful management to deliver on the promise 
of a truly sustainable clean-energy future.

Questions

1.	 What turbulent forces are causing business leaders 
to rethink their use of energy? 

2.	 Which managers—top managers, middle manag-
ers, or first-line managers—would make company-
wide decisions about energy use? How might the 
new workplace enable all managers to capitalize on 
the Great Shale Gas Rush?

3.	 Which historical management perspectives have 
particular relevance to the exploration and extrac-
tion of natural gas? Explain.

Sources: Based on “Honda Civic Natural Gas Is 2012 Green Car of the 
Year,” Green Car Journal, November 17, 2011, www.greencar.com/articles 
/honda-civic-natural-gas-2012-green-car-year.php (accessed June 7, 2012); 
Ros Krasny, “GM to Sell Cars Next Year Powered by Natural Gas,” Reuters, 
October 16, 2013, http://www.reuters.com/article/2013/10/16/autos 
-gm-naturalgas-idUSL1N0I510I20131016 (accessed January 4, 2014); 
Michael Graham Richard, “2014 Ford F150 Pickup Truck Will Run on 
Compressed Natural Gas,” Treehugger, August 5, 2013, http://www 
.treehugger.com/cars/2014-ford-f150-pickup-truck-will-run-compressed 
-natural-gas-cng.html (accessed January 4, 2014); Elwin Green, “Natural 
Gas Locked in the Marcellus Shale Has Companies Rushing to Cash in on 
Possibilities,” Pittsburgh Post-Gazette, March 16, 2012, www.post-gazette 
.com/stories/business/news/natural-gas-locked-in-the-marcellus-shale 
-has-companies-rushing-to-cash-in-on-possibilities-370058/(accessed 
June 7, 2012); Kevin Begos, “Gas Drillers Generate About $3.5 Billion 
in Revenues from Marcellus Shale,” Associated Press, May 5, 2012, www 
.timesunion.com/business/article/AP-Pa-gas-drilling-brought-3-5 
-billion-in-2011-3536873.php (accessed June 8, 2012); Timothy J. Con-
sidine, Robert Watson, and Seth Blumsack, The Pennsylvania Marcellus 
Natural Gas Industry: Status, Economic Impacts, and Future Potential, John 
and Willie Leone Family Department of Energy and Mineral Engineer-
ing, Penn State University, July 20, 2011, http://marcelluscoalition.org 
/wp-content/uploads/2011/07/Final-2011-PA-Marcellus-Economic 
-Impacts.pdf (accessed June 8, 2012); IHS, “Shale Gas Supports More Than 
600,000 American Jobs Today; by 2015, Shale Gas Predicted to Support 
Nearly 870,000 Jobs and Contribute $118.2 Billion to GDP,” press release,  
December 6, 2011, http://press.ihs.com/press-release/energy-power 
/shale-gas-supports-more-600000-american-jobs-today-2015-shale-gas 
-predict (accessed June 8, 2012); “IEA: U.S. to Overtake Russia as Top 
Gas Producer,” Reuters, June 5, 2012, http://af.reuters.com/article 
/energyOilNews/idAFL3E8H45WZ20120605 (accessed June 8, 2012); 
Environmental Protection Agency, “Clean Energy: Air Emissions,” www 
.epa.gov/cleanenergy/energy-and-you/affect/air-emissions.html (accessed 
June 8, 2012); Clifford Krauss, “There’s Gas in Those Hills, The New York 
Times, April 8, 2008, www.nytimes.com/2008/04/08/business/08gas 
.html (accessed June 8, 2012).
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The Environment 
and Corporate Culture

Are You Fit for Managerial 
Uncertainty?
The External Environment

Task Environment
General Environment

The Organization–Environment 
Relationship

Environmental Uncertainty
Adapting to the Environment

The Internal Environment: 
Corporate Culture

Symbols		 Stories
Heroes		  Slogans
Ceremonies

Types of Culture
Adaptability 	 Achievement 

Culture	    Culture
Involvement 	 Consistency 

Culture	    Culture

New Manager Self-Test: 
Cultural Preference
Shaping Corporate Culture 
for Innovative Response

Managing the High-Performance Culture
Cultural Leadership

After studying this chapter, you should be able to: 

	 1.	 Define an organizational ecosystem and how the general and task 
environments affect an organization’s ability to thrive. 

	 2.	 Explain the strategies managers use to help organizations adapt to an 
uncertain or turbulent environment.

	 3.	 Define corporate culture.

	 4.	 Provide organizational examples of symbols, stories, heroes, slogans, 
and ceremonies and explain how they relate to corporate culture.

	 5.	 Describe four types of corporate culture.

	 6.	 Examine the relationship between culture, corporate values, and 
business performance.

	 7.	 Define a cultural leader and explain the tools that a cultural leader 
uses to create a high-performance culture.
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Hot
Topic

Mostly True Mostly False

  1.	 Enjoyed hearing about new ideas even when trying to meet a deadline. __________ __________

  2.	 Welcomed unusual viewpoints of others, even if we were working under 
pressure.

__________ __________

  3.	 Made it a point to attend industry trade shows and company events. __________ __________

  4.	 Specifically encouraged others to express opposing ideas and arguments. __________ __________

  5.	 Asked “dumb” questions. __________ __________

  6.	 Always offered comments on the meaning of data or issues. __________ __________

  7.	 Expressed a controversial opinion to bosses and peers. __________ __________

  8.	 Suggested ways of improving my and others’ ways of doing things. __________ __________

Are You Fit for Managerial Uncertainty?1

Instructions:  Do you approach uncertainty with an open mind? Think back to how you thought or behaved 
during a time of uncertainty when you were in a formal or informal leadership position. Please answer 
whether each of the following items was Mostly True or Mostly False in that circumstance.

Scoring and Interpretation:  Give yourself one point for each item that you marked as Mostly True. If 
you scored less than 5, you might want to start your career as a manager in a stable rather than an 
unstable environment. A score of 5 or above suggests a higher level of mindfulness and a better fit 
for a new manager in an organization with an uncertain environment.

In an organization in a highly uncertain environment, everything seems to be changing. In that 
case, an important quality for a new manager is “mindfulness,” which includes the qualities of 
being open-minded and an independent thinker. In a stable environment, a manager with a closed 
mind may perform all right because much work can be done in the same old way. In an uncertain 
environment, even a new manager needs to facilitate new thinking, new ideas, and new ways of 
working. A high score on the preceding items suggests higher mindfulness and a better fit with an 
uncertain environment.

You sometimes feel like you are chasing cats,” said Georgetown University Associate 
Vice President Scott Fleming. He was talking about how hard it is to monitor where 
the T-shirts, sweatshirts, and other apparel the university’s bookstore sells come 

from. As a result of pressure from student activists and public outrage over recent accidents 
and worker deaths at overseas textile factories, Georgetown’s bookstore remodeled displays 
so that garments made by Alta Gracia get pride of place ahead of Nike, Adidas, and other big 
brands. Why? Alta Gracia is the label of a South Carolina company that is carving a niche by 
paying above-average wages and promoting safe, humane working conditions at its Domini-
can Republic factory. Georgetown belongs to a nationwide apparel consortium that includes 
180 schools that are pressuring the industry by making a commitment to do business with 
companies with ethical and socially responsible practices. The effect has been small but no-
ticeable. The threat of losing out on the $4 billion market for apparel branded with university 
logos has gotten the attention of managers at large multinational corporations. “They target 
young people with their advertising, but they have not respected us enough to realize we won’t 
mindlessly consume their product,” said recent Georgetown graduate Natalie Margolis.2 

 “
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Growing concerns over conditions in low-wage overseas factories is a big environmen-
tal issue for managers in retail organizations today, as well as for those in manufacturers 
such as Nike and Apple that use overseas contractors. However, managers face many chal-
lenges from both the external and internal environments. This chapter explores in detail 
components of the external environment and how they affect the organization. The chapter 
also examines a major part of the organization’s internal environment—corporate culture. 
Corporate culture is both shaped by the external environment and shapes how managers 
respond to changes in the external environment. 

The External Environment
The external organizational environment includes all elements existing outside the 
boundary of the organization that have the potential to affect the organization.3 The 
environment includes competitors, resources, technology, and economic conditions that 
influence the organization. It does not include those events so far removed from the orga-
nization that their impact is not perceived.

The organization’s external environment can be conceptualized further as having 
two components: task and general environments, as illustrated in Exhibit 3.1.4 The task 
environment is closer to the organization and includes the sectors that conduct day-
to-day transactions with the organization and directly influence its basic operations and 
performance. It is generally considered to include competitors, suppliers, customers, and 
the labor market. Students and suppliers are major elements of the task environment for 
university bookstores, for example. The general environment affects organizations indi-
rectly. It includes social, economic, legal-political, international, natural, and technological 
factors that influence all organizations about equally. Changes in federal regulations or an 
economic recession are part of the organization’s general environment, as are shifting social 
attitudes toward matters such as how and where the products we use are made. These 
events do not directly change day-to-day operations, but they do affect all organizations 
eventually. 

A new view of the environment argues that organizations are now evolving into busi-
ness ecosystems. An organizational ecosystem is a system formed by the interaction 
among a community of organizations in the environment. An ecosystem includes organi-
zations in all the sectors of the task and general environments that provide the resource 
and information transactions, flows, and linkages necessary for an organization to thrive.5 
For example, Apple’s ecosystem includes hundreds of suppliers and millions of customers 
for the products that it produces across several industries, including consumer electronics, 
Internet services, mobile phones, personal computers, and entertainment.6

Customers

Competitors

Suppliers

Labor Market

Task Environment
Technological

Natural

Sociocultural

Economic

Legal/Political

International

General Environment

Internal Environment
Employees 

Culture
Management

exhibit	     3.1       
Dimensions of the Organi-
zation’s General, Task, and 
Internal Environments
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The organization also has an internal environment, which 
includes the elements within the organization’s boundaries. 
The internal environment is composed of current employees, 
management, and especially corporate culture, which defines 
employee behavior in the internal environment and how well the 
organization will adapt to the external environment.

Exhibit 3.1 illustrates the relationship among the task, general, 
and internal environments. As an open system, the organization 
draws resources from the external environment and releases goods 
and services back to it. We will first discuss the two components 
of the external environment in more detail. Later in the chapter, 
we examine corporate culture, the key element in the internal 
environment. Other aspects of the internal environment, such 
as structure and technology, are covered in later chapters of this 
book.

Task Environment

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

Customers
Those people and organizations in the environment that acquire goods or services from 
the organization are customers. As recipients of the organization’s output, customers 
are important because they determine the organization’s success. Organizations have to 
be responsive to marketplace changes. Consider Encyclopædia Britannica, where sales 
of the set of 32 bound volumes declined from 100,000 in 1990 to barely 3,000 in 1996. 
Customers no longer had time for door-to-door salespeople and no longer wanted a 
129-pound set of books. Managers knew something had to be done. They followed a 
carefully planned strategic transition to remake Encyclopædia Britannica into a totally 
different organization by 2012, when the last bound volumes were printed and the com-
pany’s digital strategy was fully in place. Managers placed heavy emphasis on their K–12 
customers, where Britannica’s high editorial quality had always been appreciated. Con-
tent is updated every 20 minutes by teams of scholars from around the world. Today, 
more than half of U.S. students and teachers have access to online Britannica content, 
and the service is growing even faster overseas. The company also has around 500,000 
household subscribers, who prefer quality and credibility over Wikipedia’s quantity and 
free access.7

Competitors 
Organizations in the same industry or type of business that provide goods or services 
to the same set of customers are referred to as competitors. Competitors are con-
stantly battling for loyalty from the same group of customers. For example, in early 
2013, Samsung became the world leader in smartphone sales, topping Apple in several 
countries, and the competition has gotten even hotter as Samsung has stepped up the 
challenge in the U.S. market. The company held its first promotional event for its flag-
ship smartphone, the Galaxy S4, at a packed event at New York’s Radio City Music 
Hall. Apple’s iPhone still has strong brand loyalty, but the buzz at the moment is on 
Samsung’s side. A survey found that first-time smartphone buyers preferred Samsung 
by about a 3-to-1 margin. “This is Samsung’s time right now,” said Gene Munster, an 
analyst at Piper Jaffray.8

“It is not the strongest of 
the species that survives, 
nor the most intelligent 
that survives. It is the one 
that is the most adaptable 
to change.” 
—Charles Darwin (1809–1882), naturalist
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Suppliers 
Suppliers provide the raw materials that 
the organization uses to produce its output. 
A candy manufacturer, for example, may use 
suppliers from around the globe for ingredi-
ents such as cocoa beans, sugar, and cream. A 
supply chain is a network of multiple busi-
nesses and individuals that are connected 
through the flow of products or services. For 
Toyota, the supply chain includes over 500 
global parts suppliers organized by a produc-
tion strategy called just-in-time ( JIT).9 JIT 
improves an organization’s return on invest-
ment, quality, and efficiency because much 
less money is invested in idle inventory. In the 
1970s, the Japanese taught U.S. companies 
how to boost profit by keeping inventories 
lean through JIT. “Instead of months’ worth 
of inventory, there are now days and even 
hours of inventory,” says Jim Lawton, head of 
supply management solutions at consultant 
Dun & Bradstreet. Lawton points out that 
there is a downside, however—one that be-
came dramatically clear after a March 2011 

earthquake in Japan: “If supply is disrupted, as in this situation, there’s nowhere to get 
product.”10

The quake, which triggered massive tsunami waves and caused the second-worst nuclear 
disaster in history, at the Fukushima power plant along the Pacific coastline, revealed the 
fragility of today’s JIT supply chains. Japanese parts suppliers for the global auto industry 
were shut down, disrupting production at auto factories around the world. “Even a missing 
$5 part can stop an assembly line,” said a Morgan Stanley representative. Because of this 
natural disaster, Toyota’s production fell by 800,000 vehicles—10 percent of its annual 
output. Despite the potential for such disruptions, most companies aren’t willing to boost 
inventories to provide a cushion. Even a slight increase in inventory can cost companies 
millions of dollars.11 

Labor Market 
The labor market represents people in the environment who can be hired to work for the 
organization. Every organization needs a supply of trained, qualified personnel. Unions, 
employee associations, and the availability of certain classes of employees can influence 
the organization’s labor market. Labor market forces affecting organizations right now 
include (1) the growing need for computer-literate knowledge workers; (2) the neces-
sity for continuous investment in human resources through recruitment, education, and 
training to meet the competitive demands of the borderless world; and (3) the effects 
of international trading blocs, automation, outsourcing, and shifting facility locations 
on labor dislocations, creating unused labor pools in some areas and labor shortages 
in others.

Changes in the various sectors of the general and task environments can create tre-
mendous challenges, especially for organizations operating in complex, rapidly changing 
industries. Costco Wholesale Corporation, with warehouses throughout the world, is an 
example of an organization operating in a highly complex environment.

At the Hyundai Motor 
Company manufacturing 
plant in Alabama, auto parts 
are sourced from nearly 20 
suppliers located in that 
same state. While some parts 
are sourced locally, others 
come from great distances, 
and Hyundai deliberately 
seeks out women- and 
minority-owned businesses 
across the globe. The company 
is committed to maintaining 
diversity in its supply chain.
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Innovative  
Way
Costco Wholesale 
Corporation

Costco Wholesale Corporation, a no-frills, self-service warehouse club, operates an interna-
tional chain of membership warehouses offering a limited selection of products at reduced 
prices. Costco’s complex environment is illustrated in Exhibit 3.2.

Costco’s business model focuses on maintaining its image as a pricing authority, consis-
tently providing the most competitive prices. “Everything we do is to provide goods and ser-
vices to the customer at a lower price,” said Jim Sinegal, co-founder and recently retired CEO. 
New CEO Craig Jelinek has vowed that a low-price philosophy will continue to guide the 
company. Costco warehouses are designed to operate efficiently and to communicate value 
to members. The warehouse decor—high ceilings, metal roofs, exposed trusses—keeps costs 
low and contributes to the perception that Costco is for serious shoppers seeking serious 
bargains. Other strategies for keeping prices low include offering only around 4,000 unique 
products at a time (by contrast, Walmart offers over 100,000) and negotiating low prices 
with suppliers. Only about 28 percent of sales come from outside the United States, but same 
store sales in overseas markets have been growing about four times faster than those in the 
United States. The biggest part of Jelinek’s plan is to increase Costco’s international presence. 
In a 2013 interview, he said that the company would open its first locations in France and 
Spain within the next two years, and that two-thirds of Costco’s expansion over the next five 
years would be international, with a focus on Japan, Taiwan, and South Korea. 

Costco’s biggest competitive advantage is its loyal workforce. “Costco compensates em-
ployees very well—well above the industry in terms of wages and benefits,” says R. J. Hot-
tovey, a retail analyst at Morningstar. When the economic downturn worsened in late 2009 
and many retailers cut wages and issued layoffs, Costco handed out raises. The happiness and 
morale of employees is often overlooked in the retail industry, but not at Costco. Thanks to 
its good treatment of workers, Costco has one of the lowest turnovers in the retail industry 
(around 5 percent), and since 2009, sales have grown 39 percent and the stock price has 
doubled.12

•	 The organizational environment, consisting of both 
task and general environments, includes all elements  
existing outside the boundary of the organization that 
have the potential to affect the organization.

•	 An organizational ecosystem includes organizations in 
all the sectors of the task and general environments that 
provide the resource and information transactions, flows, 
and linkages necessary for an organization to thrive.

•	 The general environment indirectly influences all 
organizations within an industry and includes five 
dimensions.

•	 The task environment includes the sectors that conduct 
day-to-day transactions with the organization and  
directly influence its basic operations and performance.

•	 The internal environment includes elements within the 
organization’s boundaries, such as employees, manage-
ment, and corporate culture.

•	 Customers are part of the task environment and include 
people and organizations that acquire goods or services 
from the organization.

•	 Competitors are organizations within the same 
industry or type of business that vie for the same set 
of customers.

•	 Suppliers provide the raw materials the organization 
uses to produce its output.

•	 The labor market represents the people available for 
hire by the organization.

Remember This

General Environment

The dimensions of the general environment include international, technological, sociocul-
tural, economic, legal-political, and natural.
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   Greenhouse inventories to track
    emission trends
   Energy-ef	cient building design
   Committed to aggressive
    environmental protection in the
    gasoline business

   Focuses on bulk needs of families
    in suburban communities
    Targets wide range of customers
    Average customer income is
    $57,000

   Managers pushing for increase
    in government-mandated
    minimum wage
   Offers government-required 
    health insurance for employees
   Supports privatization of liquor
    sales (license states)

Legal/Political

   Strong growth expected in
    Asian markets
   28% of sales from countries 
    outside the U.S.

   Brand-name vendors, such as
    P&G, Kraft, and Whirlpool
   Builds close supplier relationships
    to keep prices low
   Supplier Diversity Program for
    minority- and women-owned
    businesses

Suppliers

   172,000 loyal, highly
    productive employees
   Considers employees a
    competitive advantage
   Lean and stable executive ranks
   Labor & bene�ts comprise
    70% of operating costs

Labor Market

Natural

   E-commerce Web sites in U.S.
    and Canada generated $2.1 million
   in 2012 sales; added a Web site in
   the United Kingdom
   Uses technology to manage
    store and corporate operations
   Introduced mobile apps for
   Apple and Android in 2012

Technological

General Environment

Task Environment

Sociocultural

   Negatively affected by
    economic slowdown
   Susceptible to �uctuating
    currency exchange rates
   Value pricing drives customer
    traf�c

Economic

International

   Vigorous and widespread
   Sam’s Club, BJ’s Wholesale Club,
    Walmart, The Home Depot, Lowe’s
   Growing threat from online
    competition, including
    Amazon.com

Competitors

   69.9 million members
   30% are small business owners
   Appeals to customers seeking
    high volume and low price
   89% membership renewal

Customers

Costco Wholesale
Corporation

exhibit	     3.2       
The External Environment 
of Costco Wholesale 
Corporation

SOURCES: Costco Wholesale Annual Report 2012, Costco Wholesale Corporation Investor Relations Web site, http://phx.corporate-ir.net/phoenix 
.zhtml?c=83830&p=irol-reportsannual (accessed August 26, 2013); Brad Stone, “Costco CEO Craig Jelinek Leads the Cheapest, Happiest Company 
in the World,” Bloomberg Businessweek (June 6, 2013), http://www.businessweek.com/articles/2013-06-06/costco-ceo-craig-jelinek-leads-the-cheapest 
-happiest-company-in-the-world (accessed August 26, 2013); “Costco Wholesale Corporation,” Marketline (April 30, 2012): 3–9; Alaric DeArment, 
“Costco’s Lobbying Changes WA’s Liquor Laws: Who Is Next?” Drug Store News, (December 12, 2011): 12; and Sharon Edelson, “Costco Keeps Formula 
as It Expands,” Women’s Wear Daily (January 30, 2012): 1.
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International 
In his book The World Is Flat, Thomas Friedman challenges managers to view global 
markets as a level playing field where geographical divisions are irrelevant.13 A flat world, 
Friedman argues, creates opportunities for companies to expand into global markets and 
build a global supply chain. As managers expand into global markets, they have to con-
sider the international dimension of the external environment, which includes events 
originating in foreign countries, as well as new opportunities for U.S. companies in other 
countries. The international environment provides new competitors, customers, and sup-
pliers and shapes social, technological, and economic trends as well.

Consider the mixed results Starbucks experienced as it expanded into European mar-
kets. Starbucks fans packed stores in Germany and the United Kingdom, for example, but 
sales and profits in the company’s French stores were disappointing. In fact, after eight 
years operating 63 stores, Starbucks never turned a profit in France. What international 
factors could be hindering the company’s success in France? First, a sluggish economy and 
Europe’s debt crisis hurt sales. Plus, Starbucks faced high rent and labor costs in France, 
which eroded profits. The company was also slow to tailor the Starbucks experience to 
the French café culture. Whereas a New Yorker might grab a paper cup of coffee to go, 
the French prefer to linger over a large, ceramic mug of coffee with friends in a café-style 
environment. To respond to these challenges, Starbucks launched a multimillion-dollar 
campaign in France that includes an upscale makeover of stores, with more seating and 
customized beverages and blends that appeal to local tastes.14 The international environ-
ment will be discussed in more detail in the next chapter. 

Technological 
The technological dimension of the general environment includes scientific and tech-
nological advancements in a specific industry, as well as in society at large. Advances in 
technology drive competition and help innovative companies gain market share. However, 
some industries have failed to adapt to technological shifts and are facing decline. Manag-
ers at Fuji got high marks for seeing the trend toward digital cameras and responding faster 
than Kodak, but even they didn’t anticipate or prepare for the wireless revolution. Adding 
WiFi technology for Internet connectivity is common in many consumer electronics, but 
for the most part, digital cameras remain stand-alone devices. It’s an oversight that is hurt-
ing not only Fuji, but also Panasonic, Olympus, Canon, and other camera makers. The 
number of photos being taken is soaring, but most people are using their smartphones so 
they can easily share photos on Facebook, Instagram, and other social media. Shipments 
of compact digital cameras plummeted 42 percent in the first five months of 2013. “It’s 
the classic case of an industry that is unable to adapt,” said Christopher Chute, a digital 
imaging analyst at research firm IDC.15

Sociocultural 
The sociocultural dimension of the general environment represents the demographic 
characteristics, norms, customs, and values of the general population. Important socio-
cultural characteristics are geographical distribution and population density, age, and edu-
cation levels. Today’s demographic profiles are the foundation of tomorrow’s workforce 
and consumers. By understanding these profiles and addressing them in the organization’s 
business plans, managers prepare their organizations for long-term success. Smart manag-
ers may want to consider how the following sociocultural trends are changing the con-
sumer and business landscape:

1.	 A new generation of technologically savvy consumers, variously called Gen Z, Re-
Gens, the Connected Generation, or simply Post-Millennials, has intimately woven 
technology into every aspect of their lives. Mobile devices shape the way they commu-
nicate, shop, travel, and earn college credits. This generation will make up 40 percent of  
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     � the population in the United States and 
Europe by 2020 and will constitute the 
largest cohort of consumers worldwide. 
Predictions of what they will value as 
consumers include brands that are trust-
worthy and products and companies that 
show a commitment to environmental, 
social, and fiscal responsibility.16

2.   �Young people are also leading the trend 
toward widespread social equality. Polls 
show that views about social mores and 
lifestyles are shifting. The percentage say-
ing society should encourage greater toler-
ance of people with different lifestyles and 
backgrounds increased from 29 percent in 
1999 to 44 percent in 2013. Support for 
gay marriage increased to 53 percent from 
30 percent in 2004, and a number of states 
already have passed laws allowing same-
sex marriage.17 Another poll shows that 
57 percent of people support a path to citi-
zenship for illegal immigrants, and 48 per-
cent support the legalization of marijuana.18

3.	� The most recent U.S. census data show that more than half of all babies born in 2011 were 
members of minority groups, the first time that has happened in U.S. history. Hispanics, 
African Americans, Asians, and other minorities represented 50.4 percent of births in 2011. 
The nation’s growing diversity has huge implications for business.19 

Economic
The economic dimension represents the general economic health of the country or re-
gion in which the organization operates. Consumer purchasing power, the unemployment 
rate, and interest rates are part of an organization’s economic environment. Because organi-
zations today are operating in a global environment, the economic dimension has become 
exceedingly complex and creates enormous uncertainty for managers.

In the United States, many industries, such as banking, are finding it difficult to make 
a comeback despite the slowly rebounding economy. KeyCorp, one of the nation’s largest 
banking-based financial services organizations, reports an uneven turnaround, with a mix of 
both good and bad news. While KeyCorp faces a reduction in total assets, a drop in revenue, 
and a decline in the profit margin in the lending business, it also reports fewer delinquent 
loans and strong demand from corporate customers for new loans. With banks stretching 
from Alaska to Maine, KeyCorp has benefited from geographic diversity because some re-
gions of the United States rebounded faster than others. “As we are in economic recovery . . .  
our business model, our size, our geographic diversity is an advantage,” said Beth Mooney, 
KeyCorp’s CEO. “Conventional wisdom five years ago would have said differently.”20

Legal-Political
The legal-political dimension includes government regulations at the local, state, and 
federal levels, as well as political activities designed to influence company behavior. The 
U.S. political system encourages capitalism, and the government tries not to overregulate 
business. However, government laws do specify rules of the game. The federal govern-
ment influences organizations through the Occupational Safety and Health Administra-
tion (OSHA), Environmental Protection Agency (EPA), fair trade practices, libel statutes 

Shrewd home builders are 
responding to shifts in the 
sociocultural dimension. 
Aging baby boomers have 
been a mainstay of the 
housing market during the 
economic downturn, and what 
they want are smaller houses 
designed with features to 
help them stay in their own 
homes as long as possible. For 
example, this award-winning 
Green Lake Residence in 
Seattle, Washington, designed 
by Emory Baldwin of ZAI, Inc., 
offers an efficient, adaptable 
plan that includes no-step 
entries and closets stacked on 
top of each other that can be 
converted into an elevator 
shaft if necessary.
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allowing lawsuits against business, consumer protection and privacy legislation, product 
safety requirements, import and export restrictions, and information and labeling require-
ments. One of the most recent challenges in the legal-political dimension is the Patient 
Protection and Affordable Care Act, sometimes called Obamacare (passed in 2010 and 
upheld by the Supreme Court as constitutional in 2012). The act requires that companies 
provide health insurance for employees or pay penalties.21

Managers in many companies work closely with national lawmakers, educating them 
about products and services and legislation’s impact on their business strategies. Long 
before its NASDAQ debut in May 2012, for ex-
ample, Facebook had been quietly befriending the 
nation’s top lawmakers. Managers hired former 
political aides with access to top leaders in both 
parties and had them lead training sessions on 
using Facebook to communicate with voters. In 
addition, Facebook stepped up its lobbying efforts 
and set up a political action committee. “It’s smart 
advocacy 101,” said Rey Ramsey, CEO of Tech-
Net, an industry group that includes Facebook. 
What you ultimately want is for a legislator to 
understand the consequences of their actions.”22 

Natural 
In response to pressure from environmental ad-
vocates, organizations have become increasingly 
sensitive to the Earth’s diminishing natural re-
sources and the environmental impact of their 
products and business practices. As a result, the 
natural dimension of the external environment is 
growing in importance. The natural dimension  
includes all elements that occur naturally on Earth, 
including plants, animals, rocks, and resources 

Concept Connection

Whether they are motivated by a desire to preserve natural 
resources, to impress their customers with their social responsibility, 
or to comply with new legislation, many companies are looking for 
ways to treat the natural environment better. Some are doing 
it by switching to renewable energy sources, while others are trying 
to reduce pollution. Promoting the use of cloth carrying bags like 
these is just one example of how retailers can help minimize the 
amount of trash going into the world’s landfills.
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Green Power
Reaching Mythical Proportions

In Greek mythology, Nike was the winged goddess 
of victory. With headquarters in Portland, Oregon—
considered one of the world’s “greenest” cities—
Nike, Inc. has a corporate culture centered around 
a commitment to victory, both on the athletic field 
and as one of the top 100 most sustainable corpora-
tions. Some companies give a nod to sustainability 
by reducing toxins, but Nike goes further. The com-
pany’s predictive tool, the Considered Design Index, 
monitors the total environmental impact of the 
running shoe production cycle, scoring everything 
from fabric to reducing waste.

Victory in sustainability also means influenc-
ing other companies. Nike CSR staff spearheaded 
GreenXchange, which brought together compa-
nies to explore opportunities, share information, 
and keep abreast of trends and issues. As Nike’s sus-
tainability influence grows, its cultural mantra re-
flects the winged deity: “There is no finish line for 
environmental efforts—we can always go further.”

Sources: Marc J. Epstein, Adriana Rejc Buhovac, and Kristi Yuthas, “Why 
Nike Kicks Butt in Sustainability,” Organizational Dynamics 39 (2010): 
353–356; and “Sustainable Business at Nike, Inc.,” Nike corporate Web 
site, http://nikeinc.com/pages/responsibility (accessed July 24, 2012).
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such as air, water, and climate. Protection of the natural environment is emerging as a 
critical policy focus around the world. Governments are increasingly under pressure 
to explain their performance on pollution control and natural resource management.  
Nations with the best environmental performance, along with some comparison countries, 
are listed in Exhibit 3.3. Note that the top performer is Switzerland, which gets most of  
its power from renewable sources—hydropower and geothermal energy.

The natural dimension is different from other sectors of the general environment be-
cause it has no voice of its own. Influence on managers to meet needs in the natural envi-
ronment may come from other sectors, such as government regulation, consumer concerns, 
the media, competitors’ actions, or even employees.23 For example, environmental groups 
advocate various action and policy goals that include reduction and cleanup of pollution, 
development of renewable energy resources, reduction of greenhouse gases such as carbon 
dioxide, and sustainable use of scarce resources such as water, land, and air. The oil spill in 
the Gulf of Mexico in 2010 brought environmental issues to the forefront. Months after a 
BP-Transocean rig at the Deepwater Horizon oil well exploded, hundreds of thousands of 
gallons of oil were still flowing into open water each day, adding to the millions of gallons 
already contaminating the water and beaches along the coast of Louisiana, Mississippi, 
Alabama, and Florida, and threatening the region’s fish, birds, turtles, and vegetation. “One 
of the last pristine, most biologically diverse coastal habitats in the country is about to get 
wiped out,” said Felicia Coleman, who directs the Florida State University Coastal and 

Rank Country Score

    1 Switzerland 76.69

    2 Latvia 70.37

    3 Norway 69.92

    4 Luxembourg 69.2

    5 Costa Rica 69.03

    6 France 69

    7 Austria 68.92

    8 Italy 68.9

    9 Sweden 68.82

  10 United Kingdom 68.82

  11 Germany 66.91

  12 Slovakia 66.62

  13 Iceland 66.28

  14 New Zealand 66.05

  15 Albania 65.85

  37 Canada 58.41

  49 United States 56.59

116 China 42.24

125 India 36.23

132 Iraq 25.32

exhibit	     3.3       
2012 Environmental 
Performance Index

SOURCE: 2012 Environmental Performance Index, Yale Center for Environmental Law and Policy, Yale University, http://epi.yale 
.edu/epi2012/rankings; and Center for International Earth Science Information Network, Columbia University.

Note: The scores for each country are based on 25 performance indicators covering both environmental public health and 
ecosystem vitality, such as air pollution and greenhouse gas emissions.
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The Organization–Environment Relationship
Why do organizations care so much about factors in the external environment? The rea-
son is that the environment creates uncertainty for organization managers, and they must 
respond by designing the organization to adapt to the environment.

Environmental Uncertainty

Uncertainty means that managers do not have sufficient information about environmen-
tal factors to understand and predict environmental needs and changes.25 As indicated 
in Exhibit 3.4, environmental characteristics that influence uncertainty are the num-
ber of factors that affect the organization and the extent to which those factors change. 

Marine Laboratory. “And there’s not much we can do about it.” The effects of the devastat-
ing spill are likely to continue for dozens of years.24 

High
Uncertainty

Low
Uncertainty

Low

Low

Rate of
Change in
Factors in

Environment

High

High

Adapt to
Environment

Number of Factors in
Organization Environment

exhibit	     3.4       
The External Environment 
and Uncertainty

•	 The international dimension of the external 
environment represents events originating in foreign 
countries, as well as opportunities for U.S. companies 
in other countries.

•	 The technological dimension of the general environ-
ment includes scientific and technological advances in 
society.

•	 The sociocultural dimension includes demographic 
characteristics, norms, customs, and values of a popula-
tion within which the organization operates.

•	 The economic dimension represents the general 
economic health of the country or region in which 
the organization operates.

•	 The legal-political dimension includes government 
regulations at the local, state, and federal levels, as 
well as political activities designed to influence  
company behavior.

•	 The natural dimension includes all elements that 
occur naturally on Earth, including plants, animals, 
rocks, and natural resources such as air, water, and 
climate.
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Managers at a large multinational like Costco must deal with thousands of factors in the 
external environment that create uncertainty. When external factors change rapidly, the 

organization experiences high uncertainty; examples of companies that often face 
such problems are telecommunications and aerospace firms, computer and electron-
ics companies, and Internet organizations. Consider the uncertainty that Nintendo 
managers face with a deluge of downloadable inexpensive games for smartphones 
and tablets. Traditional console game makers like Nintendo are confronting a sea of 
change in technologies and consumer tastes. In 2012, Nintendo posted the first loss 
in its history as a video game company.26

When an organization deals with only a few external factors and these factors 
are relatively stable, such as those affecting soft-drink bottlers or food processors, 
managers experience low uncertainty and can devote less attention to external issues.

Adapting to the Environment

Environmental changes may evolve unexpectedly, such as shifting customer tastes for 
video and computer games or social media sites, or they may occur violently, such as the 
devastating Japanese earthquake and tsunami in 2011. The level of turbulence created by 
an environmental shift will determine the type of response that managers must make in 
order for the organization to survive. Managers continuously scan the business horizon for 
both subtle and dramatic environmental changes, also called strategic issues, and identify 
those that require strategic responses. Strategic issues are “events or forces either inside 
or outside an organization that are likely to alter its ability to achieve its objectives.” As en-
vironmental turbulence increases, strategic issues emerge more frequently.27 Managers use 
several strategies to adapt to these strategic issues, including business intelligence appli-
cations, attempts to influence the environment, creating interorganizational partnerships, 
and mergers or joint ventures.

Business Intelligence 
Organizations depend on information, and companies that most effectively acquire, inter-
pret, disseminate, and use information come out as winners. Managers have learned the 
importance of not only being aware of what’s going on inside the organization, but also 
getting a handle on what’s going on in the external environment. Boundary spanning 
links to and coordinates the organization with key elements in the external environment.28

One area of boundary spanning is the use of business intelligence, which results from 
using sophisticated software to search through internal and external data to spot patterns, 
trends, and relationships that might be significant. The fastest-growing segment of busi-
ness intelligence is big data analytics. As described in Chapter 2, big data analytics refers 
to searching and examining massive, complex sets of data to uncover hidden patterns and 
correlations and make better decisions.29 

Big data analytics is becoming a driving force in many organizations, with 85 percent 
of Fortune 500 companies reporting in 2012 that they have launched big data initiatives.30 
One of the best-known examples of the use of data analytics among the general popula-
tion is in the sports world. The popular book Moneyball: The Art of Winning an Unfair 
Game, later made into a movie starring Brad Pitt, tells the story of how the Oakland Ath-
letics general manager Billy Beane built a winning team by analyzing previously ignored 
player statistics.31 Today, most sports teams use sophisticated data analytics programs to 
analyze player statistics. Similarly, businesses use big data analytics to gain insights that 
can improve performance. Some airlines use a service called RightETA, from PASSUR 
Aerospace, a provider of decision support technologies for the aviation industry, to elimi-
nate gaps between estimated and actual flight arrival times. PASSUR collects a wide 
range of multidimensional data and can analyze patterns spanning more than a decade to 

Refer to your score 
on the opening 
questionnaire to 
see how well you 
might adapt as a 
new manager in an 
uncertain environment.
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understand what happens under specific conditions. The company says that enabling 
airlines to know when planes are going to land and plan accordingly can save several 
million dollars a year.32 Banks such as Capital One analyze customers based on credit 
risk, usage, and multiple other criteria to match customer characteristics with appro-
priate product offerings. Kaiser Permanente collects petabytes of health data on its  
8 million members. Some of that data was used in a study sponsored by the U.S. 
Food and Drug Administration (FDA) that identified a greater risk of heart attacks 
among users of the pain medication Vioxx.33 

Business intelligence and big data analytics are also related to the growing area of 
boundary spanning known as competitive intelligence (CI), which refers to activities to 
get as much information as possible about one’s rivals.34 

Influence the Environment
Boundary spanning is an increasingly important task in organizations because environ-
mental shifts can happen quickly in today’s world. Managers need good information about 
their customers, competitors, and other elements to make good decisions. Boundary span-
ning also includes activities that represent the organization’s interest in the environment 
and attempt to influence elements of the external environment.35 General Electric (GE) 
spends more than $39 million on political lobbying to influence government officials to 
take actions that positively affect the company’s business performance. GE’s political lob-
byists span the boundary between the organization and the government, a critical aspect 
of the external environment.36

One currently intense area of lobbying relates to the online sales tax bill in the U.S. 
Congress. Several states have passed laws requiring that consumers pay the so-called e-sales 
tax, and in May 2013, the Senate passed the Marketplace Fairness Act (MFA), which gives 
states the legal authority to compel Internet and catalog retailers, no matter where they are 
located, to collect such a tax on online purchases. Lobbyists for bricks-and-mortar retailers 
like Walmart and Target vocally support the bill, which remains in a subcommittee of the 
House of Representatives, whereas a Web trade association that includes eBay, Overstock 
.com, and Facebook is fighting it. About 83 percent of small business owners surveyed also 
oppose the legislation, which they say will make it harder for small retailers to compete 
with larger companies by forcing them to either raise their online prices or cover the tax 
themselves. Meanwhile, the giant of online commerce, Amazon, supports this tax, suggest-
ing a shift in the company’s strategic direction that includes a greater physical presence in 
more states. Both sides have ramped up their lobbying efforts.37

Interorganizational Partnerships 
Organizations often join together to adapt to or influence the environment. With tough 
global competition, constantly changing technology, and shifting government regulations, 
few companies can compete effectively unless they join with other firms in various partner-
ships. Organizations around the world are embedded in complex networks of confusing 
relationships—collaborating in some markets, competing fiercely in others. The number 
of corporate alliances has been increasing at a rate of 25 percent annually, and many of 
those have been between competitors.38 For example, in the auto industry, General Motors 
(GM) and Honda compete fiercely, but the two joined together to develop a hydrogen fuel 
cell that would be shared by both automakers for vehicles they would produce around 
the end of the decade. Hyundai, Chrysler, and Mitsubishi jointly run the Global Engine 
Manufacturing Alliance to build four-cylinder engines. Volvo is now owned by Zhejiang 
Geely Holding Group of China, but it maintains an alliance with its previous owner, Ford, 
to supply engines and certain other components.39 In a partnership, each organization both 
supports and depends on the others for success, and perhaps for survival, but that doesn’t 
mean they don’t still compete fiercely in certain areas.40 

Read the “Ethical 
Dilemma” on page 102, 
which pertains to 
CI. Do you have the 
courage to risk your 
job by challenging the 
boss’s inappropriate 
use of confidential 
information?
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Managers in partnering organizations shift from an adversarial orientation to a part-
nership orientation. The new paradigm, shown in Exhibit 3.5, is based on trust and the 
ability of partners to work out equitable solutions to conflicts so that everyone profits 
from the relationship. Managers work to reduce costs and add value to both sides, rather 
than trying to get all the benefits for their own company. The new model is also character-
ized by a high level of information sharing, including e-business links for automatic order-
ing, payments, and other transactions. In addition, person-to-person interaction provides 
corrective feedback and solves problems. People from other companies may be on site, or 
they may participate in virtual teams to enable close coordination. Partners are frequently 
involved in one another’s product design and production, and they are committed for the 
long term. It is not unusual for business partners to help one another, even outside of what 
is specified in the contract.41

Mergers and Joint Ventures 
A step beyond strategic partnerships is for companies to become involved in mergers 
or joint ventures to reduce environmental uncertainty. A frenzy of merger and acquisi-

tion activity, both in the United States and internationally, 
in recent years is an attempt by organizations to cope with 
the tremendous volatility of the environment.42 Look at the 
health care industry, where a sweeping national trend toward 
joint operating agreements and mergers reflects the tremen-
dous uncertainty in the industry. More than 100 hospital 
deals took place in 2012, twice the number just three years 
earlier. Moreover, Gary Ahlquist, a senior partner with Booz 
& Company, predicts that of the 5,724 hospitals in the 
United States in 2013, about 1,000 will have new owners 
within the next seven years.43

A merger occurs when two or more organizations com-
bine to become one. For example, car rental conglomerate 
Avis Budget Group recently bought Zipcar, the popular 
car-sharing company based in Cambridge, Massachusetts.44 
A joint venture involves a strategic alliance or program by 
two or more organizations. A joint venture typically occurs 
when a project is too complex, expensive, or uncertain for 
one firm to handle alone. Sikorsky Aircraft and Lockheed 
Martin, for example, teamed up to bid on a new contract for 
a fleet of Marine One helicopters. The joint venture would 

From Adversarial Orientation To Partnership Orientation

•  �Suspicion, competition, arm’s length • �Trust, value added to both sides

•  �Price, efficiency, own profits •  �Equity, fair dealing, everyone profits

•  �Information and feedback limited •  �E-business links to share information and 
conduct digital transactions

•  �Lawsuits to resolve conflict •  �Close coordination; virtual teams and 
people on site

•  �Minimal involvement and up-front 
investment

•  �Involvement in partner’s product design 
and production

•  �Short-term contracts •  �Long-term contracts

•  �Contracts limit the relationship •  �Business assistance goes beyond the contract

exhibit	     3.5       
The Shift to a Partnership 
Paradigm

Already the largest drugstore chain in the United States, 
Walgreens decided to expand its business through a major 
acquisition. The company paid nearly $400 million to purchase the 
online health and beauty care product retailer Drugstore.com. 
Mergers and acquisitions are one way organizations adapt 
to an uncertain environment. 

Concept Connection
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have Sikorsky building the helicopters and Lockheed Martin providing the vast array of 
specialized systems that each one uses. Although the two companies have previously com-
peted to build presidential helicopters, they joined together to be more competitive against 
rivals such as Boeing, Bell Helicopters, and Finmeccanica SpA’s Agusta Westland.45 Joint 
ventures are on the rise as companies strive to keep pace with rapid technological change 
and compete in the global economy.

The Internal Environment: Corporate Culture
The internal environment within which managers work includes corporate culture, pro-
duction technology, organization structure, and physical facilities. Of these, corporate cul-
ture surfaces as being extremely important to competitive advantage. The internal culture 
must fit the needs of the external environment and company strategy. When this fit oc-
curs, highly committed employees create a high-performance organization that is tough 
to beat.46 

Most people don’t think about culture; it’s just “how we do things around here” 
or “the way things are here.” However, managers have to think about culture. Culture 
guides how people within the organization interact with one another and how the 
organization interacts with the external environment, thus playing a significant role in 
organizational success. Organizational culture has been defined and studied in many 
and varied ways. For the purposes of this chapter, we define culture as the set of key 
values, beliefs, understandings, and norms shared by members of an organization.47 The 
concept of culture helps managers understand the hidden, complex aspects of organi-
zational life. Culture is a pattern of shared values and assumptions about how things 
are done within the organization. This pattern is learned by members as they cope 
with external and internal problems and taught to new members as the correct way to 
perceive, think, and feel. 

Although strong corporate cultures are important, they can also sometimes promote 
negative values and behaviors. When the actions of top leaders are unethical, for instance, 
the entire culture can become contaminated. Consider what happened at News Corpo-
ration, a corporate giant with a lucrative string of media properties all over the world. 
Rupert Murdoch, chairman and CEO, has been accused of frequently applying unethi-
cal, sometimes seedy tactics in his business dealings. In addition, Murdoch has allegedly 

•	 When external factors change rapidly, the organization 
experiences high uncertainty.

•	 Strategic issues are events and forces that alter an 
organization’s ability to achieve its goals. As environ-
mental turbulence increases, strategic issues emerge 
more frequently.

•	 Boundary spanning links to and coordinates the 
organization with key elements in the external 
environment.

•	 Big data analytics uses powerful computer technology 
to search and examine massive, complex sets of data to 

uncover hidden patterns and correlations so managers 
can make better decisions.

•	 Interorganizational partnerships reduce  
boundaries and increase collaboration with other 
organizations.

•	 A merger occurs when two or more organizations 
combine to become one.

•	 A joint venture is a strategic alliance or program by two 
or more organizations.

•	 Sikorsky Aircraft and Lockheed Martin teamed up to 
bid on a new contract for Marine One helicopters.
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used “blunt force” spending to silence critics with multimillion dollar payoffs. “Bury 
your mistakes,” Murdoch was fond of saying.48 But he couldn’t bury the scandal that 
rocked the organization after journalists working for News Corporation newspa-
pers allegedly hacked private voice-mail messages and offered bribes to police in  
the pursuit of hot scoops. As reported in The New York Times, journalists went  
so far as to hack the voice mail of a murdered 13-year-old girl, Milly Dowler, while 
she was still listed as missing.49 As this example illustrates, the values and behaviors 
of top leaders have the potential to shape significantly the decisions made by em-
ployees throughout the organization. Mark Lewis, the lawyer for the family of the 

murdered girl, pointed out: “This is not just about one individual, but about the culture 
of an organization.”50 

Culture can be analyzed at two levels, as illustrated in Exhibit 3.6.51 At the sur-
face level are visible artifacts, which include things such as manner of dress, patterns 
of behavior, physical symbols, organizational ceremonies, and office layout. Visible 
artifacts are all the things one can see, hear, and observe by watching members of 
the organization. At a deeper, less obvious level are values and beliefs, which are not 
observable but can be discerned from how people explain and justify what they do. 
Members of the organization hold some values at a conscious level. These values can 
be interpreted from the stories, language, and symbols that organization members use 
to represent them.

Some values become so deeply embedded in a culture that members are no longer 
consciously aware of them. These basic, underlying assumptions and beliefs are the es-
sence of culture and subconsciously guide behavior and decisions. In some organiza-
tions, a basic assumption might be that people are essentially lazy and will shirk their 
duties whenever possible; thus, employees are closely supervised and given little free-
dom, and colleagues are frequently suspicious of one another. More enlightened orga-
nizations operate on the basic assumption that people want to do a good job; in these 
organizations, employees are given more freedom and responsibility and colleagues trust 
one another and work cooperatively. At Menlo Innovations, for example, which is part 
of the trend toward bossless organizations that we discussed in Chapter 2, the culture 
promotes trust and collaboration. This chapter’s “Manager’s Shoptalk” further describes 
the bossless trend.

Complete the “Small 
Group Breakout” on 
page 102 that deals 
with identifying cultural 
norms.

Culture that can 
be seen at the 
surface level

Visible
Artifacts, such as dress,
office layout, symbols,
slogans, ceremonies

Invisible
Expressed values, such as “The 
Penney Idea,” “The HP Way”

Underlying assumptions and
deep beliefs, such as “people 
here care about one another 
like a family”

Deeper values
and shared

understandings
held by

organization
members

1.

2.

3.

exhibit	     3.6       
Levels of Corporate Culture
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At Menlo, the goal for each person is not to get the right answer, make the right con-
nection, be the smartest, or know the most, but rather to bring out the best in one’s partner. 
The cultural values encourage and support everyone feeling that they are pulling together. 
An organization’s fundamental values are demonstrated through symbols, stories, heroes, 
slogans, and ceremonies.

Symbols

A symbol is an object, act, or event that conveys meaning to others. Symbols can be con-
sidered a rich, nonverbal language that vibrantly conveys the organization’s important val-
ues concerning how people relate to one another and interact with the environment.53 At 
Menlo Innovations, the open workplace is a physical symbol. Mindy Grossman, CEO of 
HSN Inc., found that sometimes even mundane things can be highly symbolic. When she 
became CEO, Grossman found a business that was fundamentally broken and employees 
who were beaten down and uninspired. To fix it, she needed to change the culture. She 
used physical symbols to give people hope and motivation. One day, Grossman brought in 
Dumpsters to headquarters and told people to start throwing away all the broken-down 
furniture and clutter. Then, she had the buildings pressure-washed and painted and bought 
everyone a new Herman Miller Aeron chair.54 For employees, these acts symbolized a new 
company value of caring for employees.

Stories

A story is a narrative based on true events that is repeated frequently and shared among 
organizational employees. Stories paint pictures that help symbolize the firm’s vision and 
values and help employees personalize and absorb them.55 A frequently told story at UPS 
concerns an employee who, without authorization, ordered an extra Boeing 737 to ensure 
timely delivery of a load of Christmas packages that had been left behind in the holiday 
rush. As the story goes, rather than punishing the worker, UPS rewarded his initiative. By 
telling this story, UPS workers communicate that the company stands behind its commit-
ment to worker autonomy and customer service.56

Innovative  
Way
Menlo Innovations

Richard Sheridan, James Goebel, Robert Simms, and Thomas Meloche founded Menlo 
Innovations to create custom software for organizations, but one of their primary goals was 
to create a unique culture that embraces the values of equality, teamwork, trust, learning, 
and fun. Menlo infuses happiness into the often lonely grueling work of software development 
by making it communal. 

At many software companies, developers work alone and are driven to meet rigorous 
performance goals, but at Menlo, collaboration is valued above anything else. Everyone works 
in a large, open room with no barriers of any kind to limit communication and information 
sharing. Employees work in pairs, sharing a single computer and passing the mouse back and 
forth as they brainstorm ideas and troubleshoot problems. The pairs stay together for a week 
and then all switch around to new partners. The variety of partners and tasks helps keep 
energy high as well as brings fresh perspectives to ever-evolving projects.

Curiosity, willingness to learn, and the ability to “play well with others” are the qualities 
Menlo wants in its employees. To keep the culture strong, Menlo uses a weird approach to 
interviewing job candidates. People who apply for jobs are divided into pairs and assigned 
three exercises, then evaluated on how effective they are at making the other applicant look 
good. It’s tough for some people to handle—trying to make sure a competitor looks good 
enough to get the job you want. However, at Menlo, if you can’t do that, you won’t fit the 
culture—and fitting the culture is essential. Anyone who says, “I’m right, so let’s do it this way” 
won’t last long.52
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Manager’s    Shoptalk
The Bossless Workplace 

T
he organizational hierarchy with formal bosses 
worked well in the past. Then a few leaders began 
to realize that all the bosses were actually slowing 
down productivity and stifling employee creativ-

ity, thus prompting experiments with the “bossless” 
workplace. 

What are the key success factors of a bossless 
company?

•	 Reduce hierarchies starting from the top down. 
Dov Seidman, head of LRN (formerly Legal Re-
search Network), stood in front of 300 employees 
and ripped up the organization chart, proclaim-
ing that “none of us would report to a boss any-
more.” Seidman says, “This has to start at the top 
of any organization.” Everyone now reports to the 
company’s mission rather than to other people. 
The only control is shared values. Twenty teams 
from around the globe spent six months imagin-
ing what a self-governing LRN would look like. 
Employee councils handle recruiting, performance 
management, resource allocation, and conflict res-
olution. People can take as much vacation as they 
like, so long as it doesn’t interfere with their work. 

•	 Develop a bossless environment that “fits” the 
organization. 37signals, a Chicago software firm, 
got its start in 1999 and appointed a manager in 
2013. Jason Zimdars, the reluctant manager ap-
pointee, said that he would rather write code and 
make things. Disdain for management is true at 
many newer companies with young employees 
who need to be creative. “We want people who 
are doing the work, not managing the work,” said 
Zimdars. Employees are free to overrule the new 
boss if they feel strongly about green-lighting a 
creative project.

•	 Recruit and hire employees who can adapt to a 
bossless culture. Menlo Innovations, founded in 

2001, became one of Inc. 500’s fastest-growing 
privately held firms in the United States. Menlo’s 
bossless hiring process is called “extreme inter-
viewing,” and it bears a striking resemblance to 
speed-dating. Applicants—sometimes as many as 
five for each open position—are brought into the 
offices for a series of rapid-fire interviews with a 
range of current employees. The emphasis is on 
“kindergarten skills”: geniality, curiosity, generos-
ity. Technical proficiency is less important than a 
candidate’s “ability to make [his or her] partner 
look good.” (Sample interview question: “What is 
the most challenging bug that you helped some-
one else fix?”)

•	 Expect bumps in the road with a flat organiza-
tional structure. Retaining highly motivated work-
ers is vital to making a boss-free system work. 
Most employees take anywhere from six months 
to a year to adapt, and some leave for more 
traditional settings. “It’s absolutely less efficient 
upfront” says Terri Kelly, chief executive of  
W. L. Gore, the maker of Gore-Tex and other 
materials. “[But] once you have the organization 
behind it…the buy in and execution happens 
quickly.” One study found that teams of factory 
workers learned to “encourage and support each 
other....They collectively perform the role of a 
good manager.” 

Sources: Matthew Shaer, “The Boss Stops Here,” New York Magazine (June 
24–July 1, 2013): 26–34; Rachel Emma Silverman, “Who’s the Boss? There Isn’t 
One,” The Wall Street Journal Online, June 19, 2012, http://online.wsj.com/article/SB
10001424052702303379204577474953586383604.html (accessed September 
26, 2013); John Southerst, “First We Dump the Bosses,” Canadian Business (April 
1992): 46–51; Rachel Emma Silverman, “Some Tech Firms Ask: Who Needs 
Managers?” The Wall Street Journal Online, August 6, 2013, http://online.wsj.com 
/article/SB10001424127887323420604578652051466314748.html (accessed 
August 6, 2013); Dov Seidman, “Letting the Mission Govern a Company,” The 
New York Times, June 23, 2012, http://www.nytimes.com/2012/06/24/jobs/a 
-company-lrn-adopts-collaborative-management.html (accessed June 23, 2012).

Heroes

A hero is a figure who exemplifies the deeds, character, and attributes of a strong culture. 
Heroes are role models for employees to follow. Heroes with strong legacies may con-
tinue to influence a culture even after they are gone. Many people have wondered if the 
culture that Steve Jobs created at Apple would be sustained after his death in 2011. Jobs 
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exemplified the creativity, innovation, 
risk taking, and boundary-breaking 
thinking that made the company  
famous.57 When Jobs’s health began 
to fail, Apple’s board began consider-
ing replacements who could sustain 
the fertile culture that Jobs created. 
They chose Tim Cook, who long had 
served as second-in-command. Cook 
is trying to nurture a culture that 
reflects the values and behaviors of 
Apple’s hero, Steve Jobs. “Apple has a 
culture of excellence that is, I think, 
so unique and so special. I’m not 
going to witness or permit the change 
of it,” he said.58

Slogans

A slogan is a phrase or sentence that 
succinctly expresses a key corporate 
value. Many companies use slogans 
or sayings to convey special meaning 
to employees. For example, Disney  
uses the slogan “The happiest place on earth.” The Ritz-Carlton adopted the slogan,  
“Ladies and gentlemen taking care of ladies and gentlemen” to demonstrate its cultural 
commitment to take care of both employees and customers. “We’re in the service business, 
and service comes only from people. Our promise is to take care of them, and provide a 
happy place for them to work,” said general manager Mark DeCocinis, who manages the 
Portman Hotel in Shanghai, recipient of the “Best Employer in Asia” award for three con-
secutive years.59 Cultural values can also be discerned in written public statements, such 
as corporate mission statements or other formal statements that express the core values 
of the organization. At DreamHost, a Web-hosting company where the culture reflects 
a serious commitment to democracy, the CEO (who was elected by employees), asked a 
team of workers to draft a mission statement and constitution to guide how the company 
makes decisions.60

Ceremonies

A ceremony is a planned activity at a special event that is conducted for the benefit 
of an audience. Managers hold ceremonies to provide dramatic examples of company 
values. Ceremonies are special occasions that reinforce valued accomplishments, cre-
ate a bond among people by allowing them to share an important event, and anoint 
and celebrate heroes.61 In a ceremony to mark its 20th anniversary, Southwest Airlines 
rolled out a specialty plane called the “Lone Star One,” which had the Texas state 
flag painted on it to signify the company’s start in Texas. Later, when the National 
Basketball Association (NBA) chose Southwest Airlines as the league’s official airline, 
Southwest launched another specialty plane, the “Slam Dunk One,” colored blue and 
orange with a large basketball painted on the nose of the plane. Today, ten specialty 
planes celebrate significant milestones in Southwest’s history and demonstrate key 
cultural values.62

Concept Connection
Around the offices of Tradesy, 
the high-fashion consignment 
e-commerce site that blossomed 
into a $10 million business in just 
about three years, employees like 
to tell the story of how Tracy 
DiNunzio started her business. 
Desperate for start-up capital, she 
sold many of her belongings, but 
when she still didn’t have enough 
to pay the web developers 
she was working with, Tracy 
started renting out her bedroom 
through the hotel-alternative 
Web site Airbnb while she slept 
on her own couch. The story is 
important to Tradesy because it 
demonstrates the passion and 
commitment that is part of the 
corporate culture.
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Types of Culture
A big influence on internal corporate culture is the external environment. Cultures can 
vary widely across organizations; however, organizations within the same industry often 
reveal similar cultural characteristics because they are operating in similar environments.63 
The internal culture should embody what it takes to succeed in the environment. If the 
external environment requires extraordinary customer service, the culture should encour-
age good service; if it calls for careful technical decision making, cultural values should 
reinforce managerial decision making.

In considering what cultural values are important for the organization, managers consider 
the external environment, as well as the company’s strategy and goals. Studies suggest that 
the right fit between culture, strategy, and the environment is associated with four categories 
or types of culture, as illustrated in Exhibit 3.7. These categories are based on two dimen-
sions: (1) the extent to which the external environment requires flexibility or stability, and  
(2) the extent to which a company’s strategic focus is internal or external. The four categories 
associated with these differences are adaptability, achievement, involvement, and consistency.64

•	 Organizational culture is the set of key values, beliefs, 
understandings, and norms shared by members of an 
organization.

•	 A symbol is an object, act, or event that conveys 
meaning to others.

•	 A story is a narrative based on true events and is repeated 
frequently and shared among organizational employees.

•	 A hero is a figure who exemplifies the deeds, character, 
and attributes of a strong culture.

•	 Steve Jobs is a hero at Apple, representing the creativity, 
risk taking, and striving for excellence that define the 
company’s culture.

•	 A slogan, such as Disney’s “The happiest place on 
Earth,” succinctly expresses a key corporate value.

•	 Managers hold ceremonies, planned activities at  
special events, to reinforce company values.

Remember This

Achievement
Culture

Stability

Needs of the Environment

Flexibility

Consistency
Culture

Adaptability
Culture

External

Internal
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Involvement
Culture

SOURCES: Based on D. R. Denison and A. K. Mishra, “Toward a Theory of Organizational Culture and Effectiveness,” 
Organization Science 6, no. 2 (March–April 1995): 204–223; R. Hooijberg and F. Petrock, “On Cultural Change: Using the 
Competing Values Framework to Help Leaders Execute a Transformational Strategy,” Human Resource Management 32, no. 1  
(1993): 29–50; and R. E. Quinn, Beyond Rational Management: Mastering the Paradoxes and Competing Demands of High 
Performance (San Francisco: Jossey-Bass, 1988).

exhibit	     3.7       
Four Types of Corporate 
Culture
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Adaptability Culture

The adaptability culture emerges in an environment that requires fast response and high-
risk decision making. Managers encourage values that support the company’s ability to 
rapidly detect, interpret, and translate signals from the environment into new behaviors. 
Employees have the autonomy to make decisions and act freely to meet new needs, and  
responsiveness to customers is highly valued. Managers also actively create change by 
encouraging and rewarding creativity, experimentation, and risk taking. When he was 
20  years old, Aaron Levie co-founded Box, a company that provides online file storage 
for businesses, based on the values of an adaptability culture.

Innovative  
Way
Box

Aaron Levie, the young CEO of Box, based in Los Altos, California, is constantly reminding 
people that they can do things “10 times bigger, 10 times better, and 10 times faster,” a core 
value he calls “10X.” Other core values at Box are “Get s--- done” and “Take risks. Fail fast.”

Levie says his main goals are “to innovate and to disrupt.” He adds, “Also, I want to avoid 
being disrupted.” Those goals are reflected in the company’s culture, which emphasizes speed, 
flexibility, and pushing the boundaries. Taking risks is essential for the company to remain 
competitive, but failing fast means that people can correct mistakes quickly. For a company 
of 600 people competing with companies that have tens of thousands, speed is crucial. The 
culture is focused on how much people can get done in as little time as possible. The bar is 
set very high, and the culture values solving as a team any problem that comes along. No 
one at Box has a private office, including Levie, and the open floor plan lets people interact 
and collaborate continually. The 44 rooms that could be offices serve as conference rooms 
instead, where people brainstorm and hash out ideas. The glass walls are meant to be written 
on. People are encouraged to “throw their ideas on the wall.” Many of the conference rooms 
are named after Internet icons.

The fast pace and aggressive goals can mean high pressure, but Box also encourages fun. 
“We have one of the world’s best jugglers and one of the country’s best baton twirlers,” Levie 
says. “Circus skills are a pretty important quality around here.”65

The fun, fast, risk-taking culture at Box has helped the company adapt in a tur-
bulent industry and grow quickly, more than doubling its sales every year since it was 
founded in 2005. Many technology and Internet-based companies, like Box, use the 
adaptability type of culture, as do many companies in the marketing, electronics, and 
cosmetics industries because they must move quickly to respond to rapid changes in the 
environment.

Achievement Culture

The achievement culture is suited to organizations concerned with serving specific 
customers in the external environment, but without the intense need for flexibility and 
rapid change. This results-oriented culture values competitiveness, aggressiveness, per-
sonal initiative, cost cutting, and willingness to work long and hard to achieve results. 
An emphasis on winning and achieving specific ambitious goals is the glue that holds the 
organization together.66 Both Oracle and EMC have been criticized for having aggressive, 
take-no-prisoners cultures, but leaders at the companies make no apologies. Jack Mollen, 
executive vice president for human resources at EMC, says “Some people might feel it’s 
aggressive, but our people want to be put in jobs where they can work hard, take risks, 
and get recognized.” As for the critics, he adds, “I ask the search firms to name the three 
hardest companies to recruit [management talent] from, and they say ‘Intel, Oracle, and 
EMC.’ ”67
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Involvement Culture

The involvement culture emphasizes an internal focus on the participation of 
employees to adapt rapidly to changing needs from the environment. This culture 
places a high value on meeting the needs of employees, and the organization may be 
characterized by a caring, familylike atmosphere. Managers emphasize values such 
as cooperation, consideration of both employees and customers, and avoiding status 
differences. Four Seasons Hotels and Resorts, for example, has been named one of 
the “100 Best Companies to Work For” by Fortune magazine every year since the 
survey’s inception in 1998. With 86 luxury properties in 35 countries, Four Seasons 
managers have built a corporate culture that values employees above all other assets. 
Every location has a committee made up of people from all departments that meets 
with the general manager each month to discuss workplace concerns. The relentless 
commitment to employees has sustained Four Seasons during an economic recession 
that battered many companies in the hospitality industry. Four Seasons clarified its 
corporate vision to include both being a first-choice ranking among guests and being 
the best employer.68

Consistency Culture

The final category of culture, the consistency culture, uses an internal focus and a con-
sistency orientation for a stable environment. Following the rules and being thrifty are 
valued, and the culture supports and rewards a methodical, rational, and orderly way of 
doing things. In today’s fast-changing world, few companies operate in a stable environ-
ment, and most managers are shifting toward cultures that are more flexible and in tune 
with changes in the environment. However, Pacific Edge Software (now part of Serena 
Software), successfully implemented elements of a consistency culture to ensure that all 
its projects stayed on time and under budget. The husband-and-wife team of Lisa Hjorten 
and Scott Fuller implanted a culture of order, discipline, and control from the moment 
they founded the company. The emphasis on order and focus meant that employees could 
generally go home by 6 p.m. rather than working all night to finish an important project. 
Although sometimes being careful means being slow, Pacific Edge managed to keep pace 
with the demands of the external environment.69

Each of these four categories of culture can be successful. In addition, organizations 
usually have values that fall into more than one category. The relative emphasis on vari-
ous cultural values depends on the needs of the environment and the organization’s focus. 
Managers are responsible for instilling the cultural values the organization needs to be 
successful in its environment.

Would you rather 
work in an organization 
with an adaptability, 
achievement, 
involvement, or 
consistency culture? 
Complete the “New 
Manager Self-Test” 
to get an idea of 
what type of culture 
you would be most 
comfortable working in. 

•	 For an organization to be effective, corporate culture 
should be aligned with organizational strategy and the 
needs of the external environment.

•	 Organizations within the same industry often reveal 
similar cultural characteristics because they are operat-
ing in similar environments.

•	 The adaptability culture is characterized by values that 
support the company’s ability to interpret and translate 
signals from the environment into new behavior responses.

•	 An achievement culture is a results-oriented culture 
that values competitiveness, personal initiative, and 
achievement.

•	 A culture that places high value on meeting the needs 
of employees and values cooperation and equality is an 
involvement culture.

•	 A consistency culture values and rewards a methodical, 
rational, orderly way of doing things.

Remember This
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New Manager     Self-Test
Culture Preference

Instructions: The fit between a new manager and 
organizational culture can determine success and satisfaction. To 
understand your culture preference, rank the items here from 1 
to 8 based on the strength of your preference (1 = strongest).

1.	 The organization is very personal, much like an extended 
family.

2.	 The organization is dynamic and changing, where people 
take risks.

3.	 The organization is achievement-oriented, with the focus 
on competition and getting jobs done.

4.	 The organization is stable and structured, with clarity and 
established procedures.

5.	 Management style is characterized by teamwork and 
participation.

6.	 Management style is characterized by innovation and risk 
taking.

7.	 Management style is characterized by high performance 
demands and achievement.

8.	 Management style is characterized by security and 
predictability.

Scoring and Interpretation: Each question 
pertains to one of the four types of culture in  
Exhibit 3.7. To compute your preference for each 
type of culture, add together the scores for each set 
of two questions as follows:

Involvement culture — total for questions 1, 5: _____

Adaptability culture — total for questions 2, 6: _____

Achievement culture — total for questions 3, 7: _____

Consistency culture — total for questions 4, 8: _____

A lower score means a stronger culture preference. You 
will likely be more comfortable and more effective as a 
new manager in a corporate culture that is compatible 
with your personal preferences. A higher score means 
that the culture would not fit your expectations, and 
you would have to change your style and preference to 
be comfortable. Review the text discussion of the four 
culture types. Do your cultural preference scores seem 
correct to you? Can you think of companies that fit 
your culture preference?

Source: Adapted from Kim S. Cameron and Robert D. Quinn, Diagnosing and 
Changing Organizational Culture (Reading, MA: Addison-Wesley, 1999). 

Shaping Corporate Culture 
for Innovative Response
Research conducted by a Stanford University professor indicates that the one factor that 
increases a company’s value the most is people and how they are treated.70 In addition, 
many top leaders cite organizational culture as their most important mechanism for attract-
ing, motivating, and retaining talented employees, a capability considered the single best  
predictor of overall organizational excellence.71 In a survey of Canada’s top 500 companies, 
82 percent of leaders said that culture has a strong impact on their company’s performance.72 
Consider how an “employees first” corporate culture drives stellar financial performance 
at Southwest Airlines. Profitable every year since 1972, and touting the lowest ratio of 
complaints per passengers in the industry, Southwest offers industry-leading salaries and 
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benefits, intense career development programs, and a commitment to diversity among its 
workforce. In addition, Southwest promotes a strong collaborative culture and fosters a 
good relationship with organized labor.73 At Southwest, a positive culture that reflects an 
intense commitment to employees results in a competitive advantage. 

Corporate culture plays a key role in creating an organizational climate that enables 
learning and innovative responses to threats from the external environment, challenging 
new opportunities, or organizational crises. However, managers realize that they can’t 
focus all their effort on values; they also need a commitment to solid business performance.

Managing the High-Performance Culture

Companies that succeed in a turbulent world are those in which managers are evaluated 
and rewarded for paying careful attention to both cultural values and business perfor-
mance. Exhibit 3.8 illustrates four organizational outcomes based on the relative atten-
tion that managers pay to cultural values and business results.74 For example, a company 
in Quadrant C pays little attention to either values or business results and is unlikely to 
survive for long. Managers in Quadrant D organizations are highly focused on creating a 
strong cohesive culture, but they don’t tie organizational values directly to goals and desired 
business results. 

When cultural values aren’t connected to business performance, they aren’t likely to 
benefit the organization during hard times. The corporate culture at the LEGO Group, 
with headquarters in Billund, Denmark, nearly doomed the toymaker in the 1990s when 
sales plummeted as children turned from traditional toys to video games. At that time, 
LEGO reflected the characteristics found in Quadrant D of Exhibit 3.8. Imagination and 
creativity, not business performance, were what guided the company. The attitude among 

Attention to
Business

Performance

High

High

Low

Low

Attention to Values

High Performance
Low Cultural Values

Managers meet
performance goals but fail
to uphold cultural values.

Quadrant A

Low Performance
Low Cultural Values

Managers do not meet
performance goals or

uphold cultural values.

Quadrant C
Low Performance

High Cultural Values

Managers do not meet
performance goals but do

uphold cultural values.

Quadrant D

High Performance
High Cultural Values

Managers achieve
performance goals and

uphold desired cultural values.

Quadrant B

exhibit	     3.8       
Combining Culture and 
Performance

SOURCES: Adapted from Jeff Rosenthal and Mary Ann Masarech, “High-Performance Cultures: How Values Can Drive 
Business Results,” Journal of Organizational Excellence (Spring 2003): 3–18; and Dave Ulrich, Steve Kerr, and Ron Ashkenas, 
Figure 11-2, GE Leadership Decision Matrix, The GE Work-Out: How to Implement GE’s Revolutionary Method for Busting 
Bureaucracy and Attacking Organizational Problems—Fast! (New York: McGraw-Hill, 2002), p. 230.
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employees was, “We’re doing great 
stuff for kids—don’t bother us with 
financial goals.” When he became 
CEO in 2004, Jørgen Vig Knudstorp 
upended the corporate culture with 
a new employee motto: “I am here 
to make money for the company.” 
The shift to bottom-line results had 
a profound impact, and LEGO has 
become one of the most successful 
companies in the toy industry.75

Quadrant A represents organi-
zations that are focused primarily 
on bottom-line results and pay little 
attention to organizational values. 
This approach may be profitable 
in the short run, but the success is 
difficult to sustain over the long 
term because the “glue” that holds 
the organization together—that is, 
shared cultural values—is missing. 
Consider how a bottom-line focus 
at Zynga, the Web’s largest social 
games company, is damaging the 
organization. Zynga, founded in July 2007 and led until recently by CEO Mark Pincus, 
met ambitious revenue and profitability goals (which is rare among Internet start-ups), 
but the relentless focus on financial performance took a heavy toll. Teams for each game, 
like FarmVille and CityVille, work under aggressive deadlines and are continuously chal-
lenged to meet lofty goals. Managers emphasize performance reports, relentlessly aggre-
gating data, and using the data to demote or fire weak employees. Little attention is paid 
to cultural values that bind people into a unified whole. Employees began voicing their 
frustration, complaining about long hours and aggressive deadlines. Former employees 
describe emotionally charged encounters, including loud outbursts from Pincus, threats 
from top managers, and moments when colleagues broke down in tears. The company’s 
success likely cannot be sustained without an increased focus on building a more posi-
tive culture. Many valued employees have been lured away by competitors in an industry 
where talent is scarce.76

Finally, companies in Quadrant B put high emphasis on both culture and solid business 
performance as drivers of organizational success. Managers in these organizations align 
values with the company’s day-to-day operations—hiring practices, performance manage-
ment, budgeting, criteria for promotions and rewards, and so forth. Consider the approach 
that GE took to accountability and performance management. When he was CEO, Jack 
Welch helped GE become one of the world’s most successful and admired companies. He 
achieved this by creating a culture in which risk was rewarded and accountability and mea-
surable goals were keys to individual success and company profitability.77 The company’s 
traditional approach had achieved stellar financial results, but managers motivated people 
to perform primarily through control, intimidation, and reliance on a small circle of staff. 
Welch was interested in more than just financial results—he wanted managers to exhibit 
the following cultural values in addition to “making their numbers”:78

●● Have a passion for excellence and hate bureaucracy
●● Be open to ideas from anywhere
●● “Live” quality, and drive cost and speed for competitive advantage

Concept Connection
Johnson & Johnson, makers of a 
wide range of consumer, health, 
and prescription products, is 
considered a high-performance 
workplace. The company has a 
rich heritage of shared corporate 
values, and employees are 
focused on winning by serving 
their customers. The corporate 
culture encourages employees to 
work in teams, think like owners, 
and remain open to action and 
change. 
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Welch knew that for the company to succeed in a rapidly chang-
ing world, managers needed to pay careful attention to both cultural 
values and business performance. Quadrant D organizations repre-
sent the high-performance culture, a culture that (1) is based on a 
solid organizational mission or purpose, (2) embodies shared adap-
tive values that guide decisions and business practices, and (3) en-
courages individual employee ownership of both bottom-line results 
and the organization’s cultural backbone.79

One of the most important things that managers do is create and 
influence organizational culture to meet strategic goals because cul-
ture has a significant impact on performance. In Corporate Culture 
and Performance, John Kotter and James Heskett provided evidence 
that companies that intentionally managed cultural values outper-
formed similar companies that did not. Recent research validates 
that elements of corporate culture are positively correlated with 
higher financial performance.80 

Cultural Leadership

A primary way in which managers shape cultural norms and values to build a high-
performance culture is through cultural leadership. Managers must overcommunicate to 
ensure that employees understand the new culture values, and they signal these values in 
actions as well as words. 

A cultural leader defines and uses signals and symbols to influence corporate culture. 
The leader clarifies what the new culture should be and crafts a story that inspires people 
to change. A cultural leader is the “chief marketing officer” for the desired cultural values.81

Cultural leaders influence culture in two key areas:

1.	 The cultural leader articulates a vision for the organizational culture that employees 
can believe in. The leader defines and communicates central values that employees be-
lieve in and will rally around. Values are tied to a clear and compelling mission, or core 
purpose.

2.	 The cultural leader heeds the day-to-day activities that reinforce the cultural vision. The 
leader makes sure that work procedures and reward systems match and reinforce the 
values. Actions speak louder than words, so cultural leaders “walk their talk.”82

When the culture needs to change, cultural leaders make sure that people understand 
that the old way of doing things is no longer acceptable. For example, when he was cor-
porate ombudsman at KeySpan Corporation (now part of National Grid), Kenny Moore 
held a “funeral” for everyone to say goodbye to the company as it once was.83 Then, manag-
ers widely communicate the new cultural values through both words and actions. Values 
statements that aren’t reinforced by management behavior are meaningless, or even harm-
ful, for employees and the organization. Whole Foods founder and CEO John Mackey 
wants his managers to place more value on creating “a better person, company, and world” 
than on pursuing personal financial gain. To demonstrate his commitment to this belief, 
he asked the board of directors to donate all his future stock options to the company’s two 
foundations, the Animal Compassion Foundation and the Whole Planet Foundation.84

Cultural leaders also uphold their commitment to values during difficult times or 
crises. Upholding the cultural values helps organizations weather a crisis and come out 
stronger on the other side. Creating and maintaining a high-performance culture is not 
easy in today’s turbulent environment and changing workplace, but through their words—
and particularly their actions—cultural leaders let everyone in the organization know what 
really counts.

“Leaders often treat culture 
as a happy accident—
something that develops 
organically, driven by 
personalities. What a 
mistake. Culture is a critical 
building block of success.”

—Hiroshi Mikitani, founder and CEO 

of Rakuten
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•	 Managers emphasize both values and business results to 
create a high-performance culture. 

•	 Culture enables solid business performance through the 
alignment of motivated employees with the mission and 
goals of the company.

•	 Managers create and sustain adaptive high-performance 
cultures through cultural leadership. 

•	 Cultural leaders define and articulate important  
values that are tied to a clear and compelling mission, 
which they communicate widely and uphold through 
their actions.

Remember This

Ch3	 Discussion Questions

  1.	 Surveys reveal dramatic shifts in social attitudes to-
ward issues such as gay marriage and citizenship for 
illegal immigrants. How do you think these changing 
attitudes might affect the manager’s job over the next 
few years?

  2.	 Would the task environment for a wireless provider 
such as U.S. Cellular contain the same elements as that 
for a government welfare agency? Discuss the similari-
ties and differences.

  3.	 What strategic issues have the potential to create envi-
ronmental uncertainty in the following four industries: 
(a) automobile; (b) social media; (c) newspaper; and 
(d) medical services?

  4.	 Contemporary best-selling management books often 
argue that customers are the most important element 
in the external environment. Do you agree? In what 
company situations might this statement be untrue?

  5.	 What do you see as the primary advantage of using big 
data analytics—understanding the environment or in-
fluencing the environment? Why?

  6.	 Why are interorganizational partnerships so important 
for today’s companies? What elements in the current 
environment might contribute to either an increase or a 
decrease in interorganizational collaboration? Discuss.

  7.	 Consider the factors that influence environmental 
uncertainty (rate of change in factors and number 
of factors in the environment) that are presented in 
Exhibit 3.4. Classify each of the following organiza-
tions as operating in either (a) a low-uncertainty 
environment or (b) a high-uncertainty environment: 
Hyundai, Facebook, a local Subway franchise, FedEx, 
a cattle ranch in Oklahoma, and McDonald’s. Explain 
your reasoning.

  8.	 Distribution center managers for Anheuser-Busch 
InBev frequently start the day with a sort of pep rally, 
reviewing the day’s sales targets and motivating people 
to get out and sell more beer. What does this suggest 
about the type of culture the company’s managers 
promote?

  9.	 As a manager, how would you use symbols to build an 
adaptability culture that encourages teamwork and risk 
taking? What kinds of symbols could you use to pro-
mote the values of an involvement culture?

10.	 Do you think it is wise for a top executive to fire a 
manager who is bringing in big sales and profits for the 
company but not living up to a cultural value of “show-
ing respect for employees”? Explain.

Ch3	 Apply Your Skills: Experiential Exercise
Working in an Adaptability Culture85

Think of a specific full-time job that you have held. Please 
answer the following questions according to your percep-
tion of the managers above you in that job. Circle a number 
on the 1–5 scale based on the extent to which you agree 
with each statement about the managers above you: 

   5	 Strongly agree

   4	 Agree

   3	 Neither agree nor disagree

   2	 Disagree

   1	 Strongly disagree

  1.	Good ideas got serious consideration from manage-
ment above me.
1	 2	 3	 4	 5

  2.	Management above me was interested in ideas  
and suggestions from people at my level in the 
organization.
1	 2	 3	 4	 5
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  3.	When suggestions were made to management above 
me, they received a fair evaluation.
1	 2	 3	 4	 5

  4.	Management did not expect me to challenge or change 
the status quo.
1	 2	 3	 4	 5

  5.	Management specifically encouraged me to bring about 
improvements in my workplace.
1	 2	 3	 4	 5

  6.	Management above me took action on recommenda-
tions made from people at my level.
1	 2	 3	 4	 5

  7.	Management rewarded me for correcting problems.
1	 2	 3	 4	 5

  8.	Management clearly expected me to improve work unit 
procedures and practices.
1	 2	 3	 4	 5

  9.	 I felt free to make recommendations to management 
above me to change existing practices.
1	 2	 3	 4	 5

10.	 Good ideas did not get communicated upward  
because management above me was not very 
approachable.
1	 2	   3	   4	 5

Scoring and Interpretation
To compute your score: Subtract each of your scores 
for questions 4 and 10 from the number 6. Using your ad-
justed scores, add the numbers for all 10 questions to give 
you the total score. Divide that number by 10 to get your 
average score: ______.

An adaptability culture is shaped by the values and ac-
tions of top and middle managers. When managers actively 
encourage and welcome change initiatives from below, the 
organization will be infused with values for change. These 
ten questions measure your management’s openness to 
change. A typical average score for management openness 
to change is about 3. If your average score was 4 or higher, 
you worked in an organization that expressed strong cul-
tural values of adaptation. If your average score was 2 or 
below, the company probably did not have an adaptability 
culture.

Think about this job. Was the level of management 
openness to change correct for the organization? Why? 
Compare your scores to those of another student, and take 
turns describing what it was like working for the manag-
ers above you in your jobs. Do you sense a relationship 
between job satisfaction and your management’s openness 
to change? What specific management characteristics 
and corporate values explain the openness scores in the 
two jobs?

Ch3	 Apply Your Skills: Small Group Breakout
Organizational Culture in the Classroom 
and Beyond
Step 1.  Write down the norms that you believe to be 
operating in the following places: (1) in most of your 
courses, (2) in formal social groups such as fraternities and 
sororities, and (3) in student clubs or school-sponsored 
organizations. Use your personal experience in each place 
and consider the norms. Some norms are implicit, so you 
may have to think carefully to identify them. Other norms 
may be explicit.
Step 2.  After you have developed your lists, divide into 
groups of four to six students to discuss norms. Each stu-
dent should share with the group the norms identified for 
each of the assigned places. Make a list of norms for each 
place and brainstorm with fellow group members to come 
up with additional norms. 

Step 3.  Try to group the norms by common themes, and 
give each group of norms a title. Decide as a group which 
norms are most important for regulating student behavior 
in each location.
Step 4.  As a group, analyze the source or origin of each of 
the more important norms. Does the norm originate in the 
environment, from a leader, or elsewhere? Can you find 
any examples of norms that are expressed but not followed, 
which means that people do not “walk the talk” of the 
norms?
Step 5.  What did you learn about cultural norms that 
exist in organizations and social groups? How is it helpful 
to make explicit those aspects of organization culture that 
are typically implicit? Who should be responsible for set-
ting norms in your courses or in student social groups and 
organizations?

Ch3	 Apply Your Skills: Ethical Dilemma
CI Predicament86

Miquel Vasquez was proud of his job as a new product 
manager for a biotechnology start-up, and he loved the 
high stakes and tough decisions that went along with the 

job. But as he sat in his den after a long day, he was trou-
bled, struggling over what had happened earlier that day 
and the information that he now possessed.
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Just before lunch, Miquel’s boss had handed him a 
stack of private strategic documents from their closest 
competitor. It was a CI gold mine—product plans, pricing 
strategies, partnership agreements, and other documents, 
most of them clearly marked “proprietary and confidential.” 
When Miquel asked where the documents came from, his 
boss told him with a touch of pride that he had taken them 
right off the competing firm’s server. “I got into a private 
section of their intranet and downloaded everything that 
looked interesting,” he said. Later, realizing that Miquel was 
suspicious, the boss would say only that he had obtained 
“electronic access” via a colleague and had not personally 
broken any passwords. Maybe not, Miquel thought to him-
self, but this situation wouldn’t pass the 60 Minutes test. If 
word of this acquisition of a competitor’s confidential data 
ever got out to the press, the company’s reputation would 
be ruined.

Miquel didn’t feel good about using these materials. He 
spent the afternoon searching for answers to his dilemma, 
but found no clear company policies or regulations that 
offered any guidance. His sense of fair play told him that 
using the information was unethical, if not downright ille-
gal. What bothered him even more was the knowledge that 

this kind of thing might happen again. Using this confiden-
tial information would certainly give him and his company 
a competitive advantage, but Miquel wasn’t sure that he 
wanted to work for a firm that would stoop to such tactics.

What Would You Do? 

1.	 Go ahead and use the documents to the company’s 
benefit, but make clear to your boss that you don’t want 
him passing confidential information to you in the 
future. If he threatens to fire you, threaten to leak the 
news to the press.

2.	 Confront your boss privately and let him know that 
you’re uncomfortable with how the documents were 
obtained and what possession of them says about the 
company’s culture. In addition to the question of the 
legality of using the information, point out that it is a 
public relations nightmare waiting to happen.

3.	 Talk to the company’s legal counsel and contact the 
Strategic and Competitive Intelligence Professionals for 
guidance. Then, with their opinions and facts to back 
you up, go to your boss.

Ch3	 Apply Your Skills: Case for Critical Analysis
Not Measuring Up
“I must admit, I’m completely baffled by these scoring 
results for Cam Leslie,” Carole Wheeling said as she and 
company CEO Ronald Zeitland scrolled through the latest 
employee surveys for middle management.

For the second year, RTZ Corporation used Wheel-
ing’s consulting firm to survey and score managers. An 
increasingly younger workforce, changing consumer tastes, 
and technology changes in the industry had caused Zeit-
land to look more closely at culture and employee satisfac-
tion. The goal of this process was to provide feedback in 
order to assure continuous improvement across a variety 
of criteria. The surveys could be used to highlight areas for 
improvement by showing manager and company strengths 
and weaknesses, anticipating potential problem areas, pro-
viding a barometer for individual job performance, and as 
a road map for transforming the culture as the company 
expanded.

From the outset, Zeitland insisted on employee hon-
esty in scoring managers and providing additional com-
ments for the surveys. “We can’t change what we don’t 
know,” Zeitland instructed employees in meetings two 
years ago. “This is your opportunity to speak up. We’re not 
looking for gripe sessions. We’re looking for constructive 
analysis and grading for what we do and how we do it. This 
method assures that everyone is heard. Every survey carries 
equal weight. Changes are coming to this organization. We 
want to make those changes as easy and equally beneficial 
as possible for everyone.”

Now, two years into the process, the culture was show-
ing signs of changing and improving.

“The results from last year to this year show overall im-
provement,” Wheeling said. “But for the second year, Cam’s 
survey results are disappointing. In fact, there appears to be 
a little slippage in some areas.”

Zeitland leaned back in his chair, paused, and looked at 
the survey results on the screen.

“I don’t really understand it,” Wheeling remarked. “I’ve 
talked to Cam. He seems like a nice guy—a hard worker, 
intelligent, dedicated. He pushes his crew, but he’s not a 
control freak.”

“He actually implemented several of the suggestions 
from last year’s survey,” Zeitland said. “From all reports 
and my own observations, Cam has more presence in the 
department and has increased the number of meetings. He 
appears to have at least attempted to open up communica-
tions. I’m sure he will be as baffled as we are by these new 
results because he has put forth effort.”

“Employees mentioned some of these improvements, 
but it’s not altering the scores. Could it merely be a reflec-
tion of his personality?” Wheeling asked.

“Well, we have all kinds of personalities throughout 
management. He’s very knowledgeable and very task- 
oriented. I admit he has a way of relating to people that can 
be a little standoffish, but I don’t think it’s always necessary 
to be slapping everyone on the back and buying them beers 
at the local pub in order to be liked and respected and . . .”

“. . . in order to get high scores?” Wheeling finished his 
sentence. “Still, the low percentage of ‘favorable’ scores in re-
lation to ‘unfavorable’ and even ‘neutral’. . .” her voice trailed 
off momentarily. “That’s the one that gets me. There are so 
many ‘neutral’ scores. That’s really strange. Don’t they have 
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an opinion? I’d love to flesh that one out more. It seems 
that in a sea of vivid colors, he’s beige.”

“It’s like he’s not there,” Zeitland said. “The response 
doesn’t tell me that they dislike Cam; they just don’t see him 
as their manager.”

Wheeling laughed. “Maybe we can wrap him in gauze 
like the ‘Invisible Man,’” she joked.

The joke appeared lost on Zeitland. “That invisibility 
leaves him disengaged. Look at the comments.” He scrolled 
down. “Here’s a follow-up comment: Employee Engage-
ment: Are you kidding? And here’s another: Advocacy: 
I don’t think and I don’t believe anyone here thinks he 
would go to bat for us.”

“I know,” Wheeling said. “On the other hand, many of 
their remarks indicate they consider him fair in areas like 
distribution of workload, and they score him decently in 
the area of follow-through in achieving company goals. But 
overall satisfaction and morale levels are low.”

“That’s what I don’t understand,” Zeitland commented. 
“Morale and productivity are normally so strongly linked. 
Morale in this case is blah, blah, blah, and yet these guys 
manage to perform right up there with every other division 

in the company. So they’re doing it. They just don’t like it or 
find any sense of fulfillment.”

“Does Cam?”
“Interesting question,” Zeitland agreed.
“So, how do we help Cam improve these scores in the 

coming year?” Wheeling asked. “What positive steps can 
he take? I’d at least like to see an up-or-down vote—not 
all of this neutrality—on his management skills and job 
performance.”

Questions

1.	 Do you think Zeitland’s desire for changes in culture 
are related to changes in the external environment? 
Explain. 

2.	 What additional investigation might Wheeling and 
Zeitland undertake before settling on a plan of action? 

3.	 In which quadrant of Exhibit 3.8 would you place 
Cam? What are some steps that you would recommend 
Cam consider to better connect with the employees 
who report to him?

Ch3	 On the Job Video Cases

On the Job: Camp Bow Wow: The Environment and Corporate Culture
Questions

1.	 What aspects of Camp Bow Wow’s corporate culture 
are visible and conscious? What aspects are invisible 
and unconscious?

2.	 Why did Camp Bow Wow have to change its culture 
when it became a national franchise?

3.	 What impact does Heidi Ganahl’s story have on 
employees at Camp Bow Wow?
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Managing in a Global 
Environment

Are You Ready to Work Internationally?
A Borderless World

Globalization
Developing a Global Mindset

The Changing International Landscape
China, Inc.
India, the Service Giant
Brazil’s Growing Clout

Multinational Corporations
A Globalization Backlash
Serving the Bottom of the Pyramid

Getting Started Internationally
Exporting 	 Outsourcing
Licensing	 Direct Investing 

The International Business Environment
The Economic Environment

Economic Development 
Economic Interdependence

The Legal-Political Environment
The Sociocultural Environment

Social Values
Communication Differences

New Manager Self-Test:  Are You 
Culturally Intelligent?
International Trade Alliances

GATT and the WTO      European Union
North American Free Trade Agreement

After studying this chapter, you should be able to:

	 1.	 Define globalization and explain how it is creating a borderless world 
for today’s managers.

	 2.	 Describe a global mindset and why it has become imperative for 
companies operating internationally.

	 3.	 Discuss how the international landscape is changing, including the 
growing power of China, India, and Brazil.

	 4.	 Describe the characteristics of a multinational corporation.

	 5. 	 Explain the bottom of the pyramid concept.

	 6.	 Define outsourcing and the three common market entry strategies: 
exporting, licensing, and direct investing.

	 7.	 Indicate how dissimilarities in the economic, sociocultural, and legal-
political environments throughout the world can affect business 
operations.

	 8.	 Explain why it is important for managers to develop their cultural 
intelligence.
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Are You Typically: Mostly True Mostly False

  1.	 Impatient? Do you have a short attention span? Do you want to keep moving 
to the next topic?

__________ __________

  2.	 A poor listener? Are you uncomfortable with silence? Does your mind think 
about what you want to say next?

__________ __________

  3.	 Argumentative? Do you enjoy arguing for its own sake? __________ __________

  4.	 Unfamiliar with cultural specifics in other countries? Do you have limited 
experience in other countries?

__________ __________

  5.	 Short-term-oriented? Do you place more emphasis on the short term than 
on the long term in your thinking and planning?

__________ __________

  6.	 “All business”? Do you think that it is a waste of time getting to know someone 
personally before discussing business?

__________ __________

  7.	 Legalistic to win your point? Do you hold others to an agreement regardless 
of changing circumstances?

__________ __________

  8.	 Thinking “win/lose” when negotiating? Do you usually try to win a negotiation 
at the other’s expense?

__________ __________

Are You Ready to Work Internationally?1 
Instructions:  Are you ready to negotiate a sales contract with someone from another country? Companies 

large and small deal on a global basis. To what extent are you guilty of the behaviors listed here? 
Please answer each item as Mostly True or Mostly False for you.

Scoring and Interpretation:  American managers often display cross-cultural ignorance during business 
negotiations compared to their counterparts in other countries. American habits can be disturbing, 
such as emphasizing areas of disagreement over agreement, spending little time understanding the 
views  and interests of the other side, and adopting an adversarial attitude. Americans often like 
to leave a negotiation thinking that they won, which can be embarrassing to the other side. For 
this quiz, a low score shows better international presence. If you answered “Mostly True” to three 
or fewer questions, then consider yourself ready to assist with an international negotiation. If you 
scored six or more “Mostly True” responses, you should learn more about other national cultures 
before participating in international business deals. Try to develop a greater focus on other people’s 
needs and an appreciation for different viewpoints. Be open to compromise and develop empathy for 
people who are different from you. 

Apple executives recently caved in and did something they initially resisted—they 
offered an apology to the Chinese government and consumers. Apple has experi-
enced tremendous growth in China, which accounts for a growing percentage of 

the company’s sales and profits, but the company has also been the target of increasing crit-
icism from Chinese government-run media and consumer-rights groups. When a Chinese 
prime-time television broadcast accused Apple of fudging warranty periods and adopting 
weaker customer service policies in China, managers issued a statement saying that the 
company offers comparable after-sales practices in China as in the rest of the world and 
that Apple provides an “incomparable user experience.” The statement provoked a blister-
ing attack, including references to Apple’s “arrogance” and hollow promises. Apple manag-
ers realized a little late that what Chinese officials and customers wanted was an apology. 
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The company said that it would change its customer service policies, replacing defective 
iPhones with entirely new ones rather than repairing them or replacing components and 
offering a one-year warranty on any phone that had been replaced. In contrast, the com-
pany gives only a 90-day warranty in the United States on a repaired or replaced phone. 
The apology “should have come earlier,” said the official Xinhua news agency, “but it is not 
too late for [Apple] to rebuild Chinese consumers’ trust.”2 

Apple managers certainly hope not. China is the company’s second-largest market, 
after the United States. Marketing and selling goods internationally is a challenge, and 
managers in most companies believe that winning in China is a new imperative. The 
country is already a crucial market for many industries, and the potential for growth is 
huge. In 2012, China accounted for 30 percent of all vehicles sold by General Motors 
(GM) and 28 percent of those sold by Volkswagen.3 Brazil, Russia, India, and China (often 
referred to as BRIC), as well as other emerging economies, are becoming major markets 
for the products and services of North American firms. At the same time, these regions are 
growing rapidly as providers of both products and services to the United States, Canada, 
Europe, and other developed nations. Finding managers with the mindset needed to suc-
ceed in these countries is proving difficult for multinational firms. China, India, and Brazil 
are expected to see the greatest shortage of executive talent for the next few years.4 

Every manager today needs to think globally because the whole world is a source of 
business threats and opportunities. Even managers who spend their entire careers working 
in their hometowns have to be aware of the international environment and probably interact 
with people from other cultures. The international dimension is an increasingly important 
part of the external environment, discussed in Chapter 3. This chapter introduces basic 
concepts about the global environment and international management. First, we provide an 
overview of today’s borderless world and the global mindset needed to be effective. Next, we 
look more closely at the changing international landscape and the growing importance of 
China, India, and Brazil. Then the chapter discusses multinational corporations (MNCs), 
considers the globalization backlash, and describes the “bottom of the pyramid (BOP)” 
concept. We then touch on various strategies and techniques for entering the global arena 
and take a look at the economic, legal-political, and sociocultural challenges that compa-
nies encounter within the global business environment. The chapter also describes how 
regional trade agreements are reshaping the international business landscape. 

A Borderless World
The reality facing most managers is that isolation from international forces is no longer 
possible. Organizations in all fields are being reordered around the goal of addressing 
needs and desires that transcend national boundaries. Consider that the Federal Bureau of 
Investigation (FBI) now ranks international cybercrime as one of its top priorities because 
electronic boundaries between countries are virtually nonexistent.5 “The whole boundary 
mindset has been obliterated,” says John Hering, the executive chairman of Lookout, Inc., 
a mobile security company with customers in 170 countries using 400 mobile networks 
around the world. “For many people, this is the only computer they have,” he says. “The 
thought of something bad happening to your phone is untenable.”6

Globalization

Business, just like crime, has become a unified, global field. Events, ideas, and trends that 
influence organizations in one country are likely to influence them in other countries as 
well. This chapter’s “Manager’s Shoptalk” describes how experiments with bosslessness are 
occurring in companies in multiple countries.
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Globalization refers to the extent to which trade and investments, information, social 
and cultural ideas, and political cooperation flow between countries. One result is that 
countries, businesses, and people become increasingly interdependent. Japan’s Nissan 
automaker has headquarters in Yokohama, but the chief executive of its luxury Infiniti 
division has his office in Hong Kong. The skin, cosmetics, and personal care business of 
Procter & Gamble (P&G) is based in Singapore.7 The United States is the largest market 
for India-based Tata Consultancy Services (TCS) and other India information technology 
(IT) firms, while the U.S. firm IBM gets most of its tech services revenue from overseas, 
with sales in India growing 41 percent in one recent quarter.8 And while Japan’s Honda 

Manager’s    Shoptalk
Bosslessness Emerges Around the Globe

E
xperimenting with less hierarchy and no bosses is 
not limited to the United States. Different national 
cultures create different challenges, but a bossless 
organization can succeed anywhere. 

•	 The organization must have a strong values-driven  
culture. Semco S.A. is a 3,000-employee industrial 
equipment manufacturer in São Paulo, Brazil. 
Ricardo Semler decided to establish a culture built 
on extreme employee participation and involve-
ment. Employees run the show. Semco has no  
official structure, no human resources or IT 
department, not even a fixed CEO (the job 
rotates). Salaries are public knowledge. Employees 
elect managers by vote. No promotion is given 
without letting coworkers have their say. Sub-
ordinates anonymously evaluate managers and 
can vote them out of office. There is no dress 
code. Employees can change work areas anytime 
according to their tastes and desires. 

•	 Bossless environments are especially effective 
where creativity is essential. Yoplait, jointly 
owned by French dairy cooperative Sodiaal 
and U.S.-based General Mills, has franchises all 
over the world and a history of relying on self-
managing teams to create and launch new flavors 
and products. In the United States, a group of 
employees called the Culinary Community of Prac-
tice translates emerging ethnic tastes and cuisines 
into innovative foods made available in stores. 

•	 Bossless environments increase customer 
satisfaction. When CEO Jean-François Zobrist 
took over FAVI, a 600-person French company 
that designs and manufactures automotive com-
ponents, he eliminated the traditional hierarchy. 
There is no personnel department, no middle man-
agement, no time clocks, no employee handbooks. 

“I told them, ‘tomorrow when you come to 
work, you do not work for me or for a boss. 
You work for your customer. I don’t pay you. 
They do.’” FAVI hasn’t been late with a cus-
tomer order in 10 years. In the United States, 
Southwest Airlines allows baggage clerks the 
freedom to decide how to solve a customer’s 
complaint on the spot, without having to 
say, “Wait while I consult my boss.”

•	 Bossless designs may reflect national 
culture. Mondragon Corporation in Spain uses a 
cooperative form of bosslessness. Made up as a 
collective of many smaller enterprises, the 85,000 
employees actually own and direct their respective 
businesses. Workers choose a managing director 
and retain power to make all decisions about 
what to produce and what to do with profits. 
Top members can earn no more than 6.5 times 
the lowest-paid member, compared to about 
350 times in large U.S. corporations. When times 
are hard, top people at Mondragon also take the 
biggest reductions in pay.

Sources: Fiona Smith, “Could Your Office Go Lord of the Flies?” Business Review 
Weekly, April 10, 2013, http://www.brw.com.au/p/blogs/fiona_smith/could_your 
_office_go_lord_of_the_N7PteN1JpXzO8ithUQAjQK (accessed April 10, 2013); 
“Going Boss-free: Utopia or ‘Lord of the Flies’?” Knowledge@Wharton, August 1 
2012, http://knowledge.wharton.upenn.edu/article/going-boss-free-utopia-or-lord 
-of-the-flies/ (accessed September 30, 2013);.Peter A. Maresco and Christopher 
C. York, “Ricardo Semler: Creating Organizational Change Through Employee-
Empowered Leadership,” Sacred Heart University, http://www.newunionism.net 
/library/case%20studies/SEMCO%20-%20Employee-Powered%20Leadership%20
-%20Brazil%20-%202005.pdf (accessed September 30, 2013); Polly LaBarre, 
“What Does Fulfillment at Work Really Look Like?” Fortune, May 1, 2012, http://
management.fortune.cnn.com/2012/05/01/happiness-at-work-fulfillment/ (accessed 
September 30, 2013); Richard Wolff, “Yes, There Is an Alternative to Capitalism: 
Mondragon Shows the Way,” The Guardian, June 24, 2012, http://www.theguardian 
.com/commentisfree/2012/jun/24/alternative-capitalism-mondragon; and Giles 
Tremlett, “Mondragon: Spain’s Giant Cooperative Where Times Are Hard but Few 
Go Bust,” The Guardian, March 7, 2013, http://www.theguardian.com/world/2013 
/mar/07/mondragon-spains-giant-cooperative (accessed September 30, 2013). 
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gets 65 percent of the parts for its Accord model from the United States or Canada and 
assembles the vehicle in Ohio, U.S.-based GM makes the Chevrolet HHR in Mexico with 
parts that come from all over the world.9

Globalization has been on the rise since the 1970s, and most industrialized nations 
show a high degree of globalization today.10 The KOF Swiss Economic Institute measures 
economic, political, and social aspects of globalization and ranks countries on a globaliza-
tion index. Not surprisingly, the pace of economic globalization slowed in the most recent 
survey, reflecting the impact of the global financial and economic crisis, but social and po-
litical globalization continued its upward trend. Exhibit 4.1 shows how selected countries 
ranked on the 2013 KOF Index of Globalization (based on the year 2010) compared to 
their degree of globalization in the mid-1970s. Note that the United States is the least-
globalized of the countries shown in the exhibit. Among the 187 countries on the KOF 
Index, the United States ranks number 34, down from number 27 on the 2011 index. 
The 10 most globalized countries, according to the KOF Index, are Belgium, Ireland, the 
Netherlands, Austria, Singapore, Sweden, Denmark, Portugal, Hungary, and Switzerland.11 

Developing a Global Mindset

Succeeding on a global level requires more than a desire to go global and a new set of 
skills and techniques; it requires that managers and organizations develop a global mindset. 
Managers who can help their companies develop a global perspective, such as Carlos 
Ghosn, the Brazilian-Lebanese-French CEO of Nissan, or Medtronic CEO Omar Ishrak, 
a Bangladesh native who was educated in the United Kingdom and worked in the United 
States for nearly two decades, are in high demand.12 As more managers find themselves 
working in foreign countries or working with foreign firms within their own country, they 
need a mindset that enables them to navigate through ambiguities and complexities that 
far exceed anything they encounter within their traditional management responsibilities.13 
A global mindset can be defined as the ability of managers to appreciate and influence 
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exhibit	     4.1       
Ranking of Six Countries on 
the Globalization Index

SOURCE: Based on “2013 KOF Index of Globalization,” KOF Swiss Economic Institute, http://globalization.kof.ethz.ch/media 
/filer_public/2013/03/25/rankings_2013.pdf (accessed August 29, 2013); and “KOF Index of Globalization 2013,” press release 
(March 2013), http://globalization.kof.ethz.ch/media/filer_public/2013/03/25/press_release_2013_en.pdf (accessed August 29, 
2013). Note: The 2013 KOF analysis of globalization dimensions is based on raw data from the year 2010.
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Chapter 4  Managing in a Global Environment 115

individuals, groups, organizations, and systems that represent different social, cultural, 
political, institutional, intellectual, and psychological characteristics.14

A manager with a global mindset can perceive and respond to many different perspec-
tives at the same time rather than being stuck in a domestic mindset that sees everything 
from one’s own cultural perspective. Reliance Industries, the largest private-sector com-
pany in India, specifically lists “global mindset” as one of the core competencies for its 
managers.15 As illustrated in Exhibit 4.2, a global mindset requires skills, understanding, 
and competencies in three dimensions. The cognitive dimension means knowing about the 
global environment and global business, mentally understanding how cultures differ, and 
having the ability to interpret complex global changes. The psychological dimension is the 
emotional and affective aspect. This includes a liking for diverse ways of thinking and 
acting, a willingness to take risks, and the energy and self-confidence to deal with the 
unpredictable and uncertain. The social dimension concerns the ability to behave in 
ways that build trusting relationships with people who are different from oneself.16

People who have had exposure to different cultures and speak different languages 
develop a global mindset more easily. Global leaders often speak multiple languages 
and have extensive experience interacting with people different from themselves. 
People in the United States who have grown up without language and cultural diver-
sity typically have more difficulties with foreign assignments, but willing managers 
from any country can cultivate a global mindset.

How do people expand their global mindset? Managers expand 
globally in two ways—by both thinking and doing.17 Learning by 
thinking requires a genuine curiosity about other people and cultures, 
an interest in and study of world affairs and international business, 
and the ability to open your mind and appreciate different viewpoints. 
Learning by doing means cultivating relationships with people across 
cultural and national boundaries. The rise of social media has opened 
new opportunities for students as well as managers to create networks 
of relationships that cross cultural divides. In addition, international 
travel, foreign study, and learning a foreign language are key activities 
for developing a global mindset. For example, Lalit Ahuja, who helped 
U.S. retailer Target open a second headquarters in India, grew up in 
that country but traveled to the United States to study and learn about 
American culture. Alan Boechkmann grew up in the United States 
but eagerly took overseas job assignments in South Africa and 
Venezuela.18 The key is that he immersed himself in those different 

Global
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Cognitive
Dimension

Psychological
Dimension

Social
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exhibit	     4.2       
Three Dimensions of Global 
Mindset

SOURCE: Based on Mansour Javidan and Jennie L. Walker, “A Whole New Global Mindset for Leadership,” People & Strategy 
35, no. 2 (2012): 36–41.

Go to the “Small 
Group Breakout” 
on page 142, which 
pertains to exposure 
to different cultures 
and ideas.

“Being outside the United 
States makes you 
smarter about global 
issues. It lets you see  
the world through a 
different lens.”

— John Rice, vice chairman of General 

Electric (GE), and president and CEO of 

Global Growth and Operations
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The Changing International Landscape
Many companies today are going straight to China or India as a first step into interna-
tional business. China and India have been the world’s fastest-growing economies in recent 
years. In addition, Brazil is coming on strong as a major player in the international business 
landscape.

China, Inc.
For the past several years, foreign companies have invested more in business in China than 
they spent anywhere else in the world. A market that was of little interest a decade ago has 
become the one place that nearly every manager is thinking about. China is German car 
maker BMW’s biggest market for its largest and most profitable sedans.20 That might be 
one reason Alay Mulally, CEO of U.S.-based Ford Motor Company, spends about a third 
of his time on matters related to China. Ford was late getting into China and in 2013 had 
only about 3 percent of the Chinese auto market. Mulally plans to build five additional 
plants in that country, double the number of dealerships, bring 15 new vehicles to China, 
and launch the Lincoln brand there in 2014. “Clearly this is going to continue to be the 
highest rate [of ] growth for us,” Mulally said. The shift toward putting China at the cen-
ter of decision making is reflected in a change in meeting times at the U.S. headquarters. 
“We get up really early, we stay really late,” said Mark Fields, Ford’s chief operating officer 
(COO), referring to the practice of holding meetings early in the morning or late in the 
evening to accommodate managers in China, who are 12 hours ahead.21 

China, with the fastest-growing middle class in history, is the largest or second-largest 
market for a variety of products and services, including mobile phones, automobiles, 
consumer electronics, luxury goods, and Internet use.22 Coca-Cola’s CEO Muhtar Kent 
predicts that the China division will double its sales of Coke products, helping meet Kent’s 
goal of doubling the company’s overall business by 2020. “China will be Coke’s largest 
market,” Kent promises. “I can’t give you a time, but it will happen.”23

environments. In the past, many managers who were sent on overseas assignments lived an 
insular lifestyle that kept them from truly becoming immersed in the foreign culture. “You 
can lead a true-blue German lifestyle in China,” says Siegfried Russwurm, former head of 
human resources at Siemens (now running the company’s industrial sector). “You can live 
in a gated community with German neighbors. They will tell you where you can find a 
German baker and butcher.”19 Today, though, the goal for managers who want to succeed 
is to globalize their thinking. 

•	 Today’s companies and managers operate in a borderless 
world that provides both risks and opportunities.

•	 Globalization refers to the extent to which trade and 
investments, information, ideas, and political coopera-
tion flow between countries.

•	 The most globalized countries, according to one ranking, 
are Belgium, Ireland, the Netherlands, Austria, and 
Singapore. 

•	 To succeed on a global level requires managers at all 
levels to have a global mindset, which is the ability 
to appreciate and influence individuals, groups, 
organizations, and systems that represent different 
social, cultural, political, institutional, intellectual, and 
psychological characteristics.

Remember This
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Yet, as illustrated by the chapter opening example, doing business in China has 
never been smooth, and it appears to be getting even tougher. New regulations and 
government policies are making life hard for foreign companies in all industries. The 
Coca-Cola Company is training managers at its 40 bottling plants so they can double 
as public relations ambassadors. Managers in China are encouraged to build relation-
ships with local food-safety regulators and other local officials. Walmart is adding social 
media staff to spot brewing online controversies in its China business.24 For Internet 
companies such as Facebook, Twitter, eBay, and Google, China has sometimes seemed 
like more a source of trouble and frustration than of new customers.25 Google closed 
its Chinese site, Google.cn, in early 2010 because of government restrictions and cen-
sorship, although the company later renewed its license to provide limited services in 
China. Some multinational firms doing business with Chinese organizations, particu-
larly big state-owned companies, have also had problems getting payments on their 
contracts. “A contract is not an unchangeable bible for Chinese companies,” said Beijing-
based lawyer Jingzhou Tao. Chinese managers frequently withhold payments as a tactic 
in price negotiations. Part of the reason is that these organizations are not just com-
panies, but also political entities. But another reason is cultural differences. “Chinese 
culture will build a relationship before the contract,” said Arthur Bowring, managing 
director of the Hong Kong Shipowners Association. “The relationship is always some-
thing that can be talked about. The contract is just a set of papers that you keep in your 
bottom drawer.”26

Despite the problems, China is a market that foreign managers can’t afford to ignore. 
Executives at heavy construction equipment maker Caterpillar say that unless the com-
pany can win in China, it risks losing its status as the industry’s biggest player. Yet China’s 
fast-growing machinery makers have already begun stealing market share.27 Competition 
from domestic companies in other industries is also growing fast. In some industries, local 
companies have already become market leaders, such as Midea in consumer appliances 
and 7 Days Inn in budget hotels.28 One Chinese company that has rapidly become a global 
leader is Lenovo.

Green Power
When Bentonville Met Beijing

Establishing his business in Bentonville, Arkansas, in 
1962, all-American entrepreneur Sam Walton could 
not have imagined an eventual expansion to over 
350 stores and 20,000 suppliers in China. In 2008, 
Walmart CEO Lee Scott publicly addressed environ-
mental concerns in China and put Walmart’s vast re-
sources behind his pledge to make sustainability a 
priority in the Chinese market. To address waste and 
pollution, Walmart trained and monitored workers 
across the Chinese supply chain, from factory and 
transport to retail stores, and then set environmen-
tal standards as a requirement for other companies 
to do business with Walmart. The company also 

joined forces with China’s Institute of Public 
and Environmental Affairs to map water pollu-
tion and wastewater management. The efforts 
resulted in dramatic drops in water use at many 
supplier factories. To address mounting food 
safety concerns among the Chinese, Walmart 
established the Direct Farm Program, offering 
local farmers higher incomes for providing safe 
supplies of fresh food to consumers through the 
giant retailer. 

Source: Orville Schell, “How Walmart Is Changing China—and Vice Versa,” 
The Atlantic (December 2011): 80–98.
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India, the Service Giant

India, second only to China in population, 
has taken a different path toward economic 
development. Whereas China is strong in 
manufacturing, India is a rising power in 
software design, services, and precision engi-
neering. Numerous companies see India as a 
major source of technological and scientific 
brainpower, and the country’s large English-
speaking population makes it a natural for 
U.S. companies wanting to outsource ser-
vices. One index lists more than 900 business 
services companies in India, which employ 
around 575,000 people.30

Some of the fastest-growing industries in 
India are pharmaceuticals, medical devices, and  
diagnostics. The country has a large number 
of highly trained scientists, doctors, and 
researchers, and U.S. firms Abbott Laborato-
ries and Covidien have both opened research 
and development centers there. India is also 

Innovative 
Way
Lenovo

The fastest-growing company in the computer industry is one that most people outside 
of China hadn’t even heard of a few years ago, even after it bought IBM’s ThinkPad brand 
in 2005.

Lenovo is the world’s largest PC maker, but it now sells more smartphones and tablets 
than computers. Lenovo’s chairman and CEO, Yang Yuanqing, who started as a salesman and 
once delivered computers by bicycle, is now China’s highest-paid executive. In a conference 
call with analysts, he said that the company’s sales of smartphones more than doubled in the 
three months that ended June 30, 2013. He declined to comment on the speculation that 
Lenovo would buy BlackBerry after that company put itself up for sale, but in an interview 
with The Wall Street Journal, Yang made clear that “Lenovo is definitely in a good position to 
become an important player [in a consolidating industry]. If a target or deal is consistent with 
Lenovo’s strategy, we would take the opportunity.” The company has also shown that it isn’t 
afraid of partnerships. Lenovo has quietly started moving into the lucrative enterprise server 
market through a strategic partnership with EMC. “This is part of our PC-Plus strategy,” 
Yang said.

With its emphasis on quality (its PCs and laptops rank tops for reliability), Lenovo is 
redefining the perception of the phrase “made in China.” Moreover, it is redefining the 
meaning of a Chinese company, blending the best of Eastern philosophy and culture with 
the best of Western business and management thinking. The company has headquarters 
in Beijing, but Yang spends a third of his time at Lenovo’s offices in Raleigh, North Carolina. 
Lenovo’s top managers, once almost all Chinese with no international experience, now come 
from 14 different nations. Most members of the top leadership team speak two or more 
languages. They live and work in six different cities on three continents. Dan Stone, who was 
born in Israel, has his office in the United States, while Gerry Smith, born in the United States, 
works out of Singapore.

Lenovo’s top executives know that appreciating and merging Chinese and non-Chinese 
perspectives is crucial to success. It’s an idea that U.S. managers need to be paying attention to. 
“Chinese people know Americans or the United States more than vice versa,” says Lenovo’s 
founder Liu Chuanzhi, who serves as chairman of Lenovo’s parent company. “Much more.”29

Companies such as Bug 
Agentes Biologicos, located in 
Piracicaba, Brazil, reflect the 
changing international 
landscape. One of Forbes 
magazine’s top 50 most 
innovative companies 
worldwide, Bug Agentes 
Biologicos supplies the 
agriculture industry with 
predatory insect eggs and 
parasitoids, which are a 
natural alternative to harmful 
agricultural pesticides. Bug 
sells its products throughout 
the three largest agricultural 
producers—the United States, 
the European Union (EU), and 
Brazil—and far beyond.
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a growing manufacturer of pharmaceuticals and is the world’s largest exporter of generic 
drugs. By 2020, India’s pharmaceuticals industry will likely be a global leader, according to 
a report by PricewaterhouseCoopers (PwC).31

Brazil’s Growing Clout

Brazil is another country that is increasingly gaining managers’ attention. Although Brazil’s 
economic growth slowed over the past few years, as did all the BRIC countries, it is still 
one of the fastest-growing emerging economies in the world, with large and growing agri-
cultural, mining, manufacturing, and service sectors.32 The country’s economy, already the 
seventh-largest in the world, is projected to move into fourth place by 2050. The choice of 
Rio de Janeiro to host the 2016 Summer Olympics is also an indication of Brazil’s growing 
clout in the international arena.

Brazil has a young, vibrant population, the largest in Latin America, and a rapidly 
growing middle class eager to experience the finer things in life. Consumer spending 
represents about 60 percent of Brazil’s economy, but heavy debt loads have begun to 
curb consumer spending. The Brazilian government has invested in the development of 
infrastructure such as highways, ports, and electricity projects, which are creating jobs 
as well as spurring the development of other businesses. In addition, in 2010, Brazil 
announced a $22 billion investment in science and technology innovation.

•	 Many companies are going straight to China or India as 
a first step into international business.

•	 China is strong in manufacturing, whereas India is a 
major provider of services.

•	 The Chinese company Lenovo has emerged as the 
country’s first global corporation, with managers coming 
from 14 different nations, living and working in six cities 
on three continents.

•	 Brazil, with its rapidly growing consumer market, is 
becoming a major player in the shifting international 
landscape. 

•	 Managers also look to China, India, and Brazil as 
sources of lower-cost technological and scientific 
brainpower.

Remember This

Multinational Corporations
The size and volume of international businesses are so large that they are hard to compre-
hend. For example, if revenues were valued at the equivalent of a country’s gross domestic 
product (GDP), the revenue of ExxonMobil is comparable in size to the GDP of Egypt. 
The revenue of Walmart is comparable to Greece’s GDP, that of Toyota to Algeria’s GDP, 
and that of GE to the GDP of Kazakhstan. 33

A large volume of international business is being carried out by large international 
businesses that can be thought of as global corporations, stateless corporations, or transna-
tional corporations. In the business world, these large international firms typically are called 
multinational corporations (MNCs), which have been the subject of enormous attention. In 
the past 40 years, both the number and the influence of MNCs have grown dramatically. 
One estimate is that between 1990 and 2003 alone, the number of MNCs increased from 
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3,000 to 63,000!34 MNCs can move a wealth of assets from country to country and influ-
ence national economies, politics, and cultures.

Although the term has no precise definition, a multinational corporation (MNC) 
typically receives more than 25 percent of its total sales revenues from operations out-
side the parent’s home country. During the recent economic slump, the percentage of 
revenue from foreign operations increased for many multinationals because of stronger 
sales in developing markets such as China and India. In the third quarter of 2010, reve-
nues for Yum! Brands (including restaurants such as KFC and Pizza Hut) in China sur-
passed those in the United States for the first time, and by 2012, the company’s China 
business accounted for more than half of the company $13.6 billion in total revenue, 
up from 36 percent in 2010.35 An MNC also has the following distinctive managerial 
characteristics: 

1.	 An MNC is managed as an integrated worldwide business system in which foreign 
affiliates act in close alliance and cooperation with one another. Capital, technol-
ogy, and people are transferred among country affiliates. The MNC can acquire 
materials and manufacture parts wherever in the world it is most advantageous to 
do so.

2.	 An MNC is ultimately controlled by a single management authority that makes key 
strategic decisions relating to the parent and all affiliates. Although some headquarters 
are binational, such as the Royal Dutch/Shell Group, some centralization of manage-
ment is required to maintain worldwide integration and profit maximization for the 
enterprise as a whole.

3.	 MNC top managers are presumed to exercise a global perspective. They regard the 
entire world as one market for strategic decisions, resource acquisition, and location of 
production, advertising, and marketing efficiency. 

In a few cases, the MNC management philosophy may differ from that just described. 
For example, some researchers have distinguished among ethnocentric companies, which 
place emphasis on their home countries; polycentric companies, which are oriented toward 

the markets of individual foreign host countries; and geo-
centric companies, which are truly world-oriented and favor 
no specific country.36 The truly global companies that tran-
scend national boundaries are growing in number. These 
companies no longer see themselves as American, Chinese, 
or German; they operate globally and serve a global mar-
ket. Nestlé SA provides a good example. The company 
gets most of its sales from outside its “home” country of 
Switzerland, and its 280,000 employees are spread all over 
the world. CEO Paul Bulcke is Belgian, chairman Peter 
Brabeck-Letmathe was born in Austria, and more than 
half of the company’s managers are non-Swiss. Nestlé has 
hundreds of brands and has production facilities or other 
operations in almost every country in the world.37

A Globalization Backlash

The size and power of multinationals, combined with the 
growth of free trade agreements, which we will discuss later 
in this chapter, has sparked a backlash over globalization. 
In a Fortune magazine poll, 68 percent of Americans say 
that other countries benefit the most from free trade, and 
a 2010 survey by The Wall Street Journal and NBC News 

The Maharaja Mac and  Vegetable Burger served at this 
McDonald’s in New Delhi, India, represent how this 
multinational corporation (MNC) changed its business 
model by decentralizing its operations. When McDonald’s 
initiated international units, it copied what it did and sold in 
the United States. Today, though, the fast-food giant seeks 
local managers who understand the culture and laws of each 
country. Country managers have the freedom to use different 
furnishings and develop new products to suit local tastes.
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found that 53 percent of Americans surveyed said that free trade has actually hurt the 
United States. That figure is up from 46 percent in 2007 and 32 percent in 1999. The 
sentiment is reflected in other countries such as Germany, France, and even India. “For 
some reason, everyone thinks they are the loser,” said former U.S. trade representative 
Mickey Kantor.38

In the United States, the primary concern has been the loss of jobs as companies ex-
panded their offshoring activities by exporting more and more work overseas. The transfer 
of jobs such as making shoes, clothing, and toys began decades ago, and in recent years, ser-
vice and knowledge work have also been outsourced to developing countries. Many Ameri-
can shoppers say they’d be willing to pay higher prices for U.S.-made products to keep jobs 
from going overseas.39 

Business leaders, meanwhile, insist that economic benefits of globalization flow back 
to the U.S. economy in the form of lower prices, expanded markets, and increased prof-
its that can fund innovation.40 However, another growing trouble spot for managers is 
how overseas contractors and suppliers treat their employees. Globalization increases 
the complexity because managers often have a hard time knowing what firms they are 
actually doing business with. For example, Amazon has distribution centers in Germany, 
and because of high costs in that country, it often works with third parties to hire and 
manage thousands of temporary immigrant workers from Poland, Spain, Romania, and 
other European countries, allowing Amazon to adjust to seasonal needs. The company 
became embroiled in an ethical quagmire after German public television aired a docu-
mentary in which workers said security guards from Hensel European Security Services 
(H.E.S.S.) intimidated them, searched them for pilfered food, and spot-checked their 
cramped living quarters unannounced. The program showed some guards wearing cloth-
ing from Thor Steinar, a German fashion label popular with the country’s neo-Nazi 
community. Amazon immediately stopping doing business with H.E.S.S., whose execu-
tives denied the allegations and said, “We explicitly distance ourselves from any form 
of political radicalism.” Germany’s Labor Ministry is also investigating. The relaxing of 
labor laws in Germany several years ago to allow more temporary workers is being criti-
cized for contributing to the problem of poorly paid, sometimes mistreated workers, but 
the strongest criticism from labor groups is directed at U.S. companies that they say take 
advantage of looser labor policies and evade responsibility by turning it over to third 
parties.41 

With concerns over jobs and labor practices, the anti-globalization fervor is just getting 
hotter—and is not likely to dissipate anytime soon. In the end, it is not whether global-
ization is good or bad, but how business and government managers can work together to 
ensure that the advantages of a global world are fully and fairly shared.

Serving the Bottom of the Pyramid

Although large multinational organizations are accused of many negative contributions to 
society, they also have the resources needed to do good things in the world. One approach 
that combines business with social responsibility is referred to as serving the bottom of the 
pyramid.

The bottom of the pyramid (BOP) concept proposes that corporations can alleviate 
poverty and other social ills, as well as make significant profits, by selling to the world’s 
poorest people. The term bottom of the pyramid refers to the more than 4 billion people 
who make up the lowest level of the world’s economic “pyramid,” as defined by per-capita 
income. These people earn less than US$1,500 a year, with about one-fourth of them earn-
ing less than a dollar a day.42 Traditionally, these people haven’t been served by most large 
businesses because products and services are too expensive, inaccessible, and not suited to 
their needs; therefore, in many countries, the poor end up paying significantly more than 
their wealthier counterparts for some basic needs. 
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U.S. companies are getting in on the BOP act too. P&G 
researchers are visiting homes in China, Brazil, India, and 
other developing countries to see how the company can 
come up with entirely new products and services for con-
sumers living at the bottom of the pyramid. However, P&G 
is late getting into marketing to the poor. Rival Unilever, for 
instance, introduced Lifebuoy soap to India more than a 
century ago, promoting it as the enemy of dirt and disease.44 
Unilever gets more than 55 percent of its sales from devel-
oping markets, up from just 20 percent in 1990.45 “P&G is 
still very U.S.-centric,” says Unilever’s CEO, Paul Polman, a 
Dutchman who is a P&G veteran. “Emerging markets are in 
the DNA of our company.” To try to catch up, P&G’s CEO is 
focusing employees on the mission of “touching and improv-
ing more lives, in more parts of the world, more completely.” 
When people feel they are changing lives, “it’s almost like you 
don’t have to pay us to do this,” said one R&D scientist.46 
Proponents of BOP thinking believe multinational firms can 
contribute to positive lasting change when the profit motive 
goes hand in hand with the desire to make a contribution to 
humankind.

A number of leading companies are changing that by adopting BOP business models 
geared to serving the poorest of the world’s consumers. Consider this example from India’s 
Godrej & Boyce.

Innovative 
Way

Godrej & Boyce

By one estimate, a third of India’s food is lost to spoilage, but in 2007, refrigerator market 
penetration was just 18 percent. Many lower-income people couldn’t afford even a basic 
refrigerator. Another problem, particularly in rural areas, was that electric service was usually 
unreliable. Godrej & Boyce managers decided it was time to do something about this.

“As a company that made refrigerators for more than 50 years, we asked ourselves why 
it was that refrigerator penetration was just 18 percent,” said G. Sunderraman, vice president 
of corporate development. The first major insight was that many people not only couldn’t 
afford a refrigerator, but they didn’t need a large refrigerator that took up too much space 
in a small house and used a lot of electricity. What they needed was the chotuKool (“The 
Little Cool”), an innovative appliance introduced by Godrej & Boyce in 2010. The chotuKool, 
a mini-fridge designed to cool five or six bottles of water and store a few pounds of food, 
was portable, ran on batteries, and sold for about 3,250 rupees (US$69), about 35 percent 
less than the cheapest refrigerator on the market.

To sell the new product, Godrej & Boyce trained rural villagers as salespeople. The 
villagers earn a commission of about US$3 for each refrigerator sold, and the system 
reduces Godrej’s distribution costs. When asked how many chotuKools the company 
expected to sell, George Menezes, COO of Godrej Appliances, said, “In three years, 
probably millions.” Godrej & Boyce managers spend a lot of time working directly with 
consumers and are now testing ideas for other low-cost products aimed at rural markets. 
“Currently, the rural market accounts for only 10 percent, but it is all set to expand in a 
huge way,” said Menezes.43

Having dominated almost every market in the world, Coca-Cola 
has turned its sights on Africa in recent years. The beverage 
giant sees tremendous potential in countries across the 
continent, many of whose inhabitants would be considered 
to be part of the bottom of the pyramid (BOP). The 
company is working closely with distributors and small business 
owners to promote its products by offering plenty of incentives 
and rewards, as well as marketing support.

Concept Connection
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Getting Started Internationally
Organizations have a couple of ways to become involved internationally. One is to seek 
cheaper resources such as materials or labor offshore, which is called offshoring or global 
outsourcing. Another is to develop markets for finished products or services outside their 
home countries, which may include exporting, licensing, and direct investing. Exporting, 
licensing, and direct investing are called market entry strategies because they represent 
alternative ways to sell products and services in foreign markets. Exhibit 4.3 shows the 
strategies that companies can use to engage in the international arena, either to acquire 
resources or to enter new markets. 

•	 A multinational corporation (MNC) is an organization 
that receives more than 25 percent of its total sales 
revenues from operations outside the parent company’s 
home country and has a number of distinctive manage-
rial characteristics.

•	 Nestlé SA is a good example of a multinational 
corporation.

•	 Some researchers distinguish among ethnocentric 
companies, which place emphasis on their home 
countries, polycentric companies, which are oriented 
toward the markets of individual host countries, and 
geocentric companies, which are truly world-oriented.

•	 The increasing size and power of MNCs has sparked a 
globalization backlash.

•	 Multinational corporations have the resources to 
reach and serve the world’s poorest people who cannot 
afford the typical products and services offered by big 
companies.

•	 The bottom of the pyramid (BOP) concept  
proposes that corporations can alleviate poverty and 
other social ills, as well as make significant profits, 
by selling to the world’s poor.

•	 Godrej & Boyce created an innovative battery-
powered refrigerator called the chotuKool for rural 
markets in India.

Remember This
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Exporting

Over the past three decades, the value of exports has increased from $2 trillion to 
$18 trillion, with more than half of them now coming from emerging economies.47 With 
exporting, the company maintains its production facilities within the home nation and 
transfers its products for sale in foreign countries. Exporting enables a company to market 
its products in other countries at modest resource cost and with limited risk. Exporting 
does entail numerous problems based on physical distances, government regulations, for-
eign currencies, and cultural differences, but it is less expensive than committing the firm’s 
own capital to build plants in host countries. For example, Skooba Designs, a Rochester, 
New York, manufacturer of carrying cases for laptops, iPads, and other tools, exports to 
more than 30 countries. Service companies can also export. Netflix is exporting its movie 
streaming service to customers in Latin America, the United Kingdom, and Ireland, as well 
as exploring other countries to move into.48 Hollywood movie studios have long exported 
films to foreign countries, but they’re taking a different approach than in the past.

Innovative 
Way

Hollywood Studios

Hollywood films have long been quintessentially American products, and years ago, audiences 
in Japan or Brazil or South Korea would faithfully go watch movies that were written for and 
marketed primarily to American audiences. No longer. Local films are giving Hollywood a run 
for its money. At the same time, audiences are declining in the United States and Canada 
but growing overseas. Hollywood movies now get about 70 percent of their revenue from 
abroad, and ticket sales overseas have been the only source of growth since 2010. The 2011 
movie The Smurfs got 74.7 percent of its box office sales in foreign markets. Cars 2 wasn’t 
far behind, with 65.8 percent of box office receipts from overseas. A few Hollywood studios 
have gone as far as making movies specifically for certain foreign markets, and almost all of 
them are reframing their films to suit foreign tastes. Here are some examples of tactics they 
are using:

•	 Use foreign actors. For Paramount’s G.I. Joe: The Rise of Cobra and G.I. Joe: Retaliation, 
Byung-hun Lee, a major Korean movie star, and South African actor Arnold Vosloo were 
placed in prominent roles.

•	 Set the movie in a growing market location. Several recent films, such as Rio and 
Fast Five, have been set in Brazil, which is a rapidly growing market for Hollywood movies. 
In The Twilight Saga: Breaking Dawn Part I, Bella Swan and Edward Cullen spend their 
honeymoon on a private Brazilian island.

•	 Play up foreign brands. In a recent Transformers movie, DreamWorks Studios had a 
character gulping Shuhua low-lactase milk from China’s Yili dairy company.

•	 Set the movie in foreign cities. Pixar’s Cars didn’t do well abroad, so the studio set 
the sequel in Paris, London, Tokyo, and on the Italian Riviera.

These and other techniques represent a whole new approach to making movies. Rather 
than trying to lure audiences to their films, studios are targeting their films to the audiences. In 
addition, managers are increasingly looking for films with global appeal. “I can tell you that no 
studio is going to make a big, expensive movie that costs $150 million or $200 million unless 
it has worldwide appeal,” said Mark Zoradi, former president of Walt Disney Company’s 
Motion Pictures Group.49

Outsourcing

Global outsourcing, also called offshoring, means engaging in the international division of 
labor so that work activities can be done in countries with the cheapest sources of labor and 
supplies. Millions of low-level jobs such as textile manufacturing, call center operations, 
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and credit card processing have been out-
sourced to low-wage countries in recent 
years. The Internet and plunging telecom-
munications costs have enabled companies 
to outsource more and higher-level work 
as well, such as software development, ac-
counting, or medical services. A patient 
might have a magnetic resonance imag-
ing (MRI) test performed in Minneapolis 
and have it read by doctors in India. After 
the Sarbanes-Oxley Act went into effect, 
requiring extensive new financial report-
ing procedures and enhanced oversight, 
Unisys had a hard time finding enough 
internal auditors in the United States, so 
managers outsourced their core auditing 
practice to China. Large pharmaceutical 
companies farm out much of their early-
stage chemistry research to cheaper labs in 
China and India.50

Licensing

With licensing, a corporation (the licensor) in one country makes certain resources avail-
able to companies in another country (the licensee). These resources include technology, 
managerial skills, and patent or trademark rights. They enable the licensee to produce and 
market a product or service similar to what the licensor has been producing. Heineken, 
which has been called the world’s first truly global brand of beer, usually begins by ex-
porting to help boost familiarity with its products; if the market looks enticing enough, 
Heineken then licenses its brands to a local brewer. Licensing offers a business firm rela-
tively easy access to international markets at low cost, but it limits the company’s participa-
tion in and control over the development of those markets.

One special form of licensing is franchising, which occurs when a franchisee buys a 
complete package of materials and services, including equipment, products, product in-
gredients, trademark and trade name rights, managerial advice, and a standardized oper-
ating system. Whereas with licensing, a licensee generally keeps its own company name, 
autonomy, and operating systems, a franchise takes the name and systems of the franchisor. 
The fast-food chains are some of the best-known franchisors. The story is often told of the 
Japanese child visiting Los Angeles who excitedly pointed out to his parents, “They have 
McDonald’s in America!”

Direct Investing

A higher level of involvement in international trade is direct investment in facilities in a 
foreign country. Direct investing means that the company is involved in managing the 
productive assets, which distinguishes it from other entry strategies that permit less mana-
gerial control.

Currently, the most popular type of direct investment is to engage in strategic alliances 
and partnerships. In a joint venture, a company shares costs and risks with another firm, 
typically in the host country, to develop new products, build a manufacturing facility, or 
set up a sales and distribution network.51 A partnership is often the fastest, cheapest, and 
least risky way to get into the global game. For example, Abbott Laboratories teamed up 

Concept Connection

Throughout the 1970s and 1980s, Kentucky Fried Chicken (now KFC) 
expanded aggressively across the globe. In Asia, for example, KFC restaurants 
can be found in China, Japan, Cambodia, Singapore, Taiwan, Malaysia, Vietnam, and 
Thailand, among other countries. Most of these locations are franchises, but 
some are joint ventures also with KFC’s parent company, Yum! International.
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with an Indian drug firm, Biocon Ltd., to develop nutritional supplements and generic 
drugs tailored to the local market.52 In addition to joint ventures, the complexity of today’s 
global business environment is causing managers at many companies to develop alliance 
networks, which are collections of partnerships with various other firms, often across 
international boundaries.53

The other choice is to have a wholly owned foreign affiliate, over which the com-
pany has complete control. Direct acquisition of an affiliate may provide cost savings over 
exporting by shortening distribution channels and reducing storage and transportation 
costs. Local managers also have a better understanding of economic, cultural, and political 
conditions. Chinese companies are increasingly taking a direct acquisition route. In 2012, 
China’s Dalian Wanda Group bought AMC Entertainment, with its 346 multiplex movie 
theaters, in the largest-ever acquisition by a Chinese company. A Chinese company re-
cently bought the vitamin assets of Inverness Medical to form International Vitamin Cor-
poration. Steven Dai said that buying the U.S. company made sense because the United 
States has a highly developed vitamin market that “constantly grows every year” and local 
managers understand the local interests and needs. Kraft Foods bought Cadbury PLC in 
large part because the firm had established local contacts and distribution networks in 
emerging markets. Walmart’s most successful international ventures have been based on 
acquiring well-established local companies.54

The most costly and risky direct investment is called a greenfield venture, which 
means that a company builds a subsidiary from scratch in a foreign country. The advantage 
is that the subsidiary is exactly what the company wants and has the potential to be highly 
profitable. For example, in 2012, Airbus announced plans to build jetliners in its first as-
sembly plant in the United States. By building a huge plant in Alabama and employing 
American workers, Airbus managers expect to become part of U.S. culture, thereby reduc-
ing political opposition to the purchase of the company’s airplanes.55 The disadvantage to 
this strategy is that the company has to acquire all market knowledge, materials, people, 
and know-how in a different culture, and mistakes are possible. Another example of a 
greenfield venture is the Nissan plant in Canton, Mississippi. The plant represents the 
first auto factory ever built in Mississippi, where the Japanese company had to rely on an 
untested and largely inexperienced workforce. The logistical and cultural hurdles were so 
enormous and the risks so high that one Nissan executive later said, “We did what nobody 
thought was possible.”56

•	 Two major alternatives for engaging in the international 
arena are to seek cheaper resources via outsourcing and 
to develop markets outside the home country.

•	 Global outsourcing, sometimes called offshoring, means 
engaging in the international division of labor so as 
to obtain the cheapest sources of labor and supplies, 
regardless of country.

•	 Market entry strategies are various tactics that 
managers use to enter foreign markets.

•	 Exporting is a market-entry strategy in which a company 
maintains production facilities within its home country 
and transfers products for sale in foreign countries.

•	 With a market-entry strategy of licensing, a company in 
one country makes certain resources available to compa-
nies in other countries to participate in the production 
and sale of its products abroad.

•	 Franchising is a form of licensing in which a company 
provides its foreign franchisees with a complete package 
of materials and services.

•	 McDonald’s and other U.S. fast food companies have 
franchises all over the world.

•	 Direct investing is a market-entry strategy in which the 
organization is directly involved in managing its produc-
tion facilities in a foreign country.

Remember This
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The International Business Environment
International management is the management of business operations conducted in 
more than one country. The fundamental tasks of business management—including the 
financing, production, and distribution of products and services—do not change in any 
substantive way when a firm is transacting business across international borders. The 
basic management functions of planning, organizing, leading, and controlling are the same 
whether a company operates domestically or internationally. However, managers will 
experience greater difficulties and risks when performing these management functions on 
an international scale. Consider the following blunders:

●● It took McDonald’s more than a year to figure out that Hindus in India do not eat 
beef because they consider the cow sacred. The company’s sales took off only after 
McDonald’s started making burgers sold in India out of lamb.57

●● When IKEA launched a superstore in Bangkok, managers learned that some of its 
Swedish product names sound like crude terms for sex when pronounced in Thai.58

●● In Africa, the labels on bottles show pictures of what is inside so illiterate shoppers can 
know what they’re buying. When a baby-food company showed a picture of an infant 
on its label, the product didn’t sell very well.59

●● United Airlines discovered that even colors can doom a product. The airline handed 
out white carnations when it started flying from Hong Kong, only to discover that, to 
many Asians, such flowers represent death and bad luck.60

Some of these examples might seem humorous, but there’s nothing funny about them 
to managers trying to operate in a highly competitive global environment. What should 
managers of emerging global companies look for to avoid making obvious international 
mistakes? When they are comparing one country to another, the economic, legal-political, 
and sociocultural sectors present the greatest difficulties. Key factors to understand in the 
international environment are summarized in Exhibit 4.4.61 

•	 Alternatives for direct investing include engaging in joint 
ventures, acquiring foreign affiliates, and initiating a 
greenfield venture.

•	 With a joint venture, an organization shares costs and 
risks with another firm in a foreign country to build a 
facility, develop new products, or set up a sales and dis-
tribution network.

•	 A wholly owned foreign affiliate is a foreign subsidiary 
over which an organization has complete control.

•	 China’s Dalian Wanda Group bought the U.S. company 
AMC Entertainment as a wholly owned foreign affiliate.

•	 The most risky type of direct investment is the green-
field venture, in which a company builds a subsidiary 
from scratch in a foreign country.

•	 The basic management functions are the same in either 
a domestic or an international subsidiary, but managers 
will experience greater difficulties and risks when 
performing these functions internationally.

•	 International management means managing business 
operations in more than one country.

•	 When operating on an international basis, it is 
important for managers to give considerable thought  
to economic, legal-political, and sociocultural  
factors.
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The Economic Environment
The economic environment represents the economic conditions in the country where the 
international organization operates. This part of the environment includes factors such as 

economic development and resource and product markets. In addition, factors such 
as inflation, interest rates, and economic growth are also part of the international 
economic environment.

Economic Development

Economic development differs widely among the countries and regions of the 
world. Countries can be categorized as either developing or developed. Developing 
countries are referred to as less-developed countries (LDCs). The criterion tradition-
ally used to classify countries as developed or developing is per-capita income, which 

is the income generated by the nation’s production of goods and services divided by total 
population. The developing countries have low per-capita incomes. LDCs generally are 
located in Asia, Africa, and South America. Developed countries are generally located in 
North America, Europe, and Japan. Most international business firms are headquartered 
in the wealthier, economically advanced countries, but smart managers are investing heavily 
in less-developed emerging markets. These companies face risks and challenges today, but 
they stand to reap huge benefits in the future.

Each year, the World Economic Forum analyzes data to gauge how companies are doing 
in the economic development race and releases its Global Competitiveness Report, which 
tallies numerous factors that contribute to an economy’s competitiveness.62 The report 
considers both hard data and perceptions of business leaders around the world and con-
siders government policies, institutions, market size, the sophistication of financial mar-
kets, and other factors that drive productivity and thus enable sustained economic growth. 

Legal-Political
   Political risk
   Government 
   intervention
   Tariffs, quotas, 
   taxes
   Terrorism, political 
   instability
   Laws, regulations

Sociocultural
   Social values, beliefs
   Language
   Religion (objects,
   taboos, holidays)
   Demographic pro�le
   Formal education, 
   literacy
   Time orientation

Economic
   Economic
   development
   Infrastructure
   Resource and
   product markets
   Per capita income
   Exchange rates
   Economic 
   conditions

Organization

exhibit	     4.4       
Key Factors in the 
International Environment

Read the “Ethical 
Dilemma” on page 142 
that pertains to 
conducting business 
in less-developed 
countries.
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Exhibit 4.5 shows the top ten countries in 
the overall ranking for 2011–2012, along 
with several other countries for compari-
son. The United States was in first place in 
2008–2009, but had fallen to fifth by 2011 
and has declined even more since then, 
dropping to seventh in the 2012–2013 
ranking.63 

Note that highly developed countries 
typically rank higher in the competi-
tiveness index. One important factor in 
gauging competitiveness is the country’s 
infrastructure; that is, the physical facili-
ties, such as highways, airports, utilities, 
and telephone lines, that support economic 
activities.

Economic Interdependence

One thing that the recent global financial 
crisis has made abundantly clear is how 
economically interconnected the world 
is. Although the recent crisis might seem 
atypical, savvy international managers real-
ize that their companies will probably be 
buffeted by similar crises fairly regularly. 

Concept Connection

While working as a New York investment banker, Bangladesh native Iqbal 
Quadir realized that connectivity equals productivity. He also knew his 
impoverished homeland was one of the least connected places on Earth. That 
prompted him to collaborate with countryman Muhammad Yunus, Grameen 
Bank founder and 2006 Nobel Peace Prize winner, to create Village Phone, 
a program in which entrepreneurs (mostly women) use Grameen Bank 
microloans to purchase cell phones. “Telephone ladies,” such as Monwara 
Begum (pictured here), then earn the money needed to repay the debt 
by providing phone service to fellow villagers. Village Phone has resulted in 
thousands of new small businesses, as well as an improved communication 
infrastructure that makes economic development possible.
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World Economic Forum 
Competitiveness Ranking GDP

Number of People 
in Labor Force

Switzerland   1 $ 344,200,000,000 4,899,000

Singapore   2 $ 318,900,000,000 3,237,000

Sweden   3 $ 386,600,000,000 5,018,000

Finland   4 $ 198,200,000,000 2,682,000

United States   5 $ 15,290,000,000,000 153,600,000

Germany   6 $ 3,139,000,000,000 43,670,000

Netherlands   7 $ 713,100,000,000 7,809,000

Denmark   8 $ 209,200,000,000 2,851,000

Japan   9 $ 4,497,000,000,000 65,910,000

United Kingdom 10 $ 2,290,000,000,000 31,720,000

Canada 12 $ 1,414,000,000,000 18,700,000

Saudi Arabia 17 $ 691,500,000,000 7,630,000

China 26 $ 11,440,000,000,000 795,500,000

Kuwait 34 $ 155,500,000,000 2,227,000

South Africa 50 $ 562,200,000,000 17,660,000

Brazil 53 $ 2,324,000,000,000 104,700,000

India 56 $ 4,515,000,000,000 487,600,000

SOURCE: Based on “The Global Competitiveness Report 2011–2012,” World Economic Forum, www3.weforum.org/docs/WEF_GCR_Report_2011-12.pdf (accessed 
June 27, 2012); CIA World Factbook 2011, www.cia.gov/library/publications/the-world-factbook (accessed November 15, 2012).

exhibit	      4.5      Country Competitiveness Comparison, 2011
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Hot
Topic

For example, most students are probably familiar with the bursting of the dot-com bubble 
in the early part of this century, which caused a severe drop in the stock market and affected 
companies around the globe. The Asian financial crisis of 1997–1998 similarly affected 
firms in North America, Europe, and other parts of the world. More recently, the inabil-
ity of countries such as Greece, Spain, Ireland, and Italy to make payments on their debt 
sparked a panic that devalued the euro and threatened the stability of financial markets 
worldwide.64

Recent financial woes have left a number of countries reeling, as reflected in a “misery 
index” created by a Moody’s economist and illustrated in Exhibit 4.6. The misery index 
adds together a country’s unemployment rate and the budget deficit as a percentage of 
GDP. The 2010 figures suggest significantly greater misery for almost every country com-
pared to the beginning of this century. Iceland and Ireland, two countries hit particularly 
hard by the recent economic crisis, had a negative misery index in 2000 but registered high 
scores for misery in 2010. The United States went from a misery score of less than 5 in 
2000 to about 21 in 2010.65 

Another reflection of economic interdependence is the fact that parts, supplies, and 
labor for many companies come from around the world, which presents managers with 
new challenges. For example, in late 2011, Honda, Toyota, and other auto plants in the 
United States, Canada, and Asia had trouble getting the electronics and other parts that 
they needed from suppliers in Thailand, where historic floods swamped huge industrial 
sections of the country.66 Many companies are coming under increasing criticism because 
of unsafe or inhumane treatment of workers at contract factories in China, Bangladesh, 
and other low-wage countries. In the first few months of 2010, ten employees at Foxconn 
Technologies, a Chinese contract manufacturer that makes electronic products for Apple, 
Hewlett-Packard (HP), and other U.S. companies, committed suicide. A couple of years 
later, Foxconn, Apple, and HP were again targets of attack when students at some voca-
tional schools in China said that they were forced to work on the assembly lines. “And they 
are told they cannot leave, that they must work or they will be dismissed from school,” 
said Debby Chan Sze Wan, representing Students and Scholars Against Corporate 
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exhibit	     4.6       
How Countries Are  
Bearing the Economic Crisis: 
Misery Index, 2010 Compared 
to 2000

SOURCE: Based on “A New Definition of Misery,” The New York Times (December 18, 2009), based on data from Moody’s; www 
.nytimes.com/imagepages/2009/12/18/business/economy/20091219_CHARTS_GRAPHIC.html (accessed on December 19, 2009).
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Hot
Topic

The Legal-Political Environment
Differing laws and regulations make doing business a challenge for international firms. 
Host governments have myriad laws concerning libel statutes, consumer protection, in-
formation and labeling, employment and safety, and wages. International managers must 
learn these rules and regulations and abide by them. In addition, managers must deal with 
unfamiliar political systems when they go international, as well as with more government 
supervision and regulation. Government officials and the general public often view foreign 
companies as outsiders (or even intruders) and are suspicious of their impact on economic 
independence and political sovereignty.

Political risk is defined as the risk of loss of assets, earning power, or managerial con-
trol due to politically based events or actions by host governments. Although many devel-
oping countries today welcome and support foreign firms, political risk is a major concern 
for international companies, which face a broader and more complex array of threats than 
ever.68 The loosening of foreign investment laws in India has paved the way for Walmart 
to begin opening its first stores in the country, but there is still strong political resistance 
to the giant U.S. retailer. Further complicating the challenge, small farmers are required to 
take their harvest to government-run wholesalers. Food in India must go through multiple 
government channels and middlemen before it can be sold to consumers from retail stores. 
The country has more than 7,000 government-approved markets, with 413,000 licensed 
traders, and 214,000 licensed commission agents. The level of bureaucracy, combined with 
poor infrastructure and others problems, means Walmart and other foreign retailers “need 
to be prepared to sustain losses in India for years to come,” said a retail consultant.69 

Another frequently cited problem for international companies is political instability, 
which includes riots, revolutions, civil disorders, and frequent changes in government. 
Political turmoil in Syria, for example, which has occurred off and on ever since the country 
came into existence following its independence from France in 1946, reignited in mid-2011 
as part of the Arab Spring, a revolutionary wave of protests in the Arab world that began in 
late 2010. By 2013, Syria was embroiled in a bloody civil war, with the United States threat-
ening military action after allegations that the regime of President Bashar al-Assad used 
chemical weapons against civilians, killing nearly 1,500 people, including 426 children. The 
wave of protests in the Arab region, affecting not only Syria, but also Tunisia, Egypt, Libya, 
Yemen, and Bahrain, has created a tumultuous environment for businesses operating in 

Misbehavior. Apple has asked for detailed information on its contractors’ student work-
ers so it can monitor the issue more carefully. HP, meanwhile, has gone further, issuing 
specific rules to its Chinese suppliers on how student and other temporary workers must 
be treated.67 

•	 Countries vary widely in terms of economic develop-
ment and are classified as either developed countries or 
less-developed countries (LDCs).

•	 Infrastructure refers to a country’s physical facilities, 
such as highways, utilities, and airports, that support 
economic activities.

•	 The United States has fallen from first to seventh place 
on a ranking of global competitiveness.

•	 As recent financial crises in the United States and 
Europe show, countries are economically intercon-
nected, and financial problems in one area of the 
world can spread rapidly around the globe.

•	 International business managers can expect their 
companies to be affected periodically by economic 
problems that cross geographical boundaries.

Remember This
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the region. “No president, no government, no 
police,” said Jalilia Mezni, owner of Société 
d’Articles Hygiéniques in Tunisia. “Only com-
plete disorder.”70 Political risk and political 
instability remain elevated throughout the 
Arab world, causing problems for both local 
and foreign organizations. In August 2013, 
for example, the Syrian Electronic Army 
(SEA), a group of pro-government computer 
hackers, disrupted several Western Web 
sites, including Twitter, The Washington Post, 
and The New York Times, which went down 
twice within a period of two weeks.71 Zaid 
Qadoumi, the CEO of Canada’s BroadGrain, 
which has been delivering agricultural com-
modities to emerging markets and political 
hot spots since the company was founded, 
offered extra pay for a crew to deliver a load 
of wheat to Libya, but advised workers to “cut 
the ropes and leave” if they believed the situa-
tion was too dangerous.72 

Amway, the U.S.-based network 
marketing company, spent 
years patiently negotiating 
China’s legal-political 
environment. In 1998, the 
Chinese government closed 
down Amway operations in 
China because it suspected 
that the company was either 
an illegal pyramid scheme or a 
sinister cult. Amway survived 
by cultivating relationships with 
government officials and by 
departing from its business 
model. For example, it opened 
more than 200 retail stores 
like this one to demonstrate 
its commitment. In 2006, the 
Chinese government once 
again allowed Amway to sell 
directly to consumers, and the 
company now earns billions in 
annual revenue in China.
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•	 Complicated legal and political forces can create huge 
risks for international managers and organizations.

•	 Political risk refers to a company’s risk of loss of assets, 
earning power, or managerial control due to politically 
based events or actions by host governments.

•	 Political instability includes events such as riots, 
revolutions, or government upheavals that can affect the 
operations of an international company.

•	 A revolutionary wave of protests in the Arab world 
that began in late 2010, known as the Arab Spring, 
has created a tumultuous environment for businesses 
operating in the region.

•	 Managers must understand and follow the differing laws 
and regulations in the various countries where they do 
business.

Remember This

The Sociocultural Environment
A nation’s culture includes the shared knowledge, beliefs, and values, as well as the com-
mon modes of behavior and ways of thinking among members of a society. Cultural factors 
sometimes can be more perplexing than political and economic factors when working or 
living in a foreign country. 

Social Values

Many managers fail to realize that the values and behaviors that typically govern how busi-
ness is done in their own country don’t always translate to the rest of the world. American 
managers in particular are regularly accused of an ethnocentric attitude that assumes their 
way is the best way. Ethnocentrism refers to a natural tendency of people to regard their 
own culture as superior and to downgrade or dismiss other cultural values. Ethnocentrism 
can be found in all countries, and strong ethnocentric attitudes within a country make it 
difficult for foreign firms to operate there. 
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Chapter 4  Managing in a Global Environment 133

One way that managers can fight their own ethnocentric tendencies is to understand 
and appreciate differences in social values.

Hofstede’s Value Dimensions 
In research that included 116,000 IBM employees in 40 countries, Dutch scientist Geert 
Hofstede identified four dimensions of national value systems that influence organiza-
tional and employee working relationships.73 Examples of how countries rate on the four 
dimensions are shown in Exhibit 4.7. 

1.	 Power distance. High power distance means that people accept inequality in power 
among institutions, organizations, and people. Low power distance means that people 
expect equality in power. Countries that value high power distance are Malaysia, India, 
and the Philippines. Countries that value low power distance are Denmark, Israel, and 
New Zealand.

2.	 Uncertainty avoidance. High uncertainty avoidance means that members of a society 
feel uncomfortable with uncertainty and ambiguity and thus support beliefs that prom-
ise certainty and conformity. Low uncertainty avoidance means that people have great 
tolerance for the unstructured, the unclear, and the unpredictable. High uncertainty 
avoidance countries include Greece, Portugal, and Uruguay. Countries with low uncer-
tainty avoidance values include Sweden, Singapore, and Jamaica.

3.	 Individualism and collectivism. Individualism reflects a value for a loosely knit social 
framework in which individuals are expected to take care of themselves. Collectivism 
means a preference for a tightly knit social framework in which individuals look after 
one another and organizations protect their members’ interests. Countries with indi-
vidualist values include the United States, Canada, and Great Britain. Countries with 
collectivist values include China, Mexico, and Brazil.

4.	 Masculinity/femininity. Masculinity stands for preference for achievement, hero-
ism, assertiveness, work centrality (with resultant high stress), and material success. 
Femininity reflects the values of relationships, cooperation, group decision making, 

Country
Power 

Distancea
Uncertainty 
Avoidanceb Individualismc Masculinityd

Australia 7 7 2 5

Costa Rica 8 (tie) 2 (tie) 10 9

France 3 2 (tie) 4 7

West Germany 8 (tie) 5 5 3

India 2 9 6 6

Japan 5 1 7 1

Mexico 1 4 8 2

Sweden 10 10 3 10

Thailand 4 6 9 8

United States 6 8 1 4
  a1 5 Highest power distance
10 5 Lowest power distance
  c1 5 Highest individualism
10 5 Lowest individualism

  b1   5 Highest uncertainty avoidance 
10 5 Lowest uncertainty avoidance
  d1   5 Highest masculinity
10 5 Lowest masculinity

exhibit	      4.7     � Rank Orderings of  Ten Countries Along Four Dimensions of National Value Systems

SOURCES: Dorothy Marcic, Organizational Behavior and Cases, 4th ed. (St. Paul, MN: West, 1995). Based on two books by Geert Hofstede: Culture’s Consequences 
(London: Sage Publications, 1984) and Cultures and Organizations: Software of the Mind (New York: McGraw-Hill, 1991).
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and quality of life. Societies with strong masculine values include Japan, Germany, Italy, 
and Mexico. Countries with feminine values include Sweden, Costa Rica, Norway, and 
France. Both men and women subscribe to the dominant value in masculine and femi-
nine cultures.

Hofstede and his colleagues later identified a fifth dimension: long-term orientation 
versus short-term orientation. Long-term orientation, found in China and other Asian 
countries, includes a greater concern for the future and highly values thrift and perseverance. 
A short-term orientation, found in Russia and West Africa, is more concerned with the 
past and the present and places a high value on tradition and meeting social obligations.74 

Researchers continue to explore and expand on Hofstede’s findings.75 For example, 
in the last 30 years, more than 1,400 articles and numerous books were published on 
individualism and collectivism alone.76

GLOBE Project Value Dimensions 
Recent research by the Global Leadership and Organizational Behavior Effective-
ness (GLOBE) Project extends Hofstede’s assessment and offers a broader under-
standing for today’s managers. The GLOBE Project used data collected from 18,000 
managers in 62  countries to identify nine dimensions that explain cultural differ-
ences. In addition to the ones identified by Hofstede, the GLOBE project identifies 
the following characteristics:77

1.	 Assertiveness. A high value on assertiveness means that a society encourages toughness, 
assertiveness, and competitiveness. Low assertiveness means that people value tender-
ness and concern for others over being competitive.

2.	 Future orientation. Similar to Hofstede’s time orientation, this dimension refers to the 
extent to which a society encourages and rewards planning for the future over short-
term results and quick gratification.

3.	 Gender differentiation. This dimension refers to the extent to which a society maximizes 
gender role differences. In countries with low gender differentiation, such as Denmark, 
women typically have a higher status and play a larger role in decision making. Coun-

tries with high gender differentiation accord men higher social, 
political, and economic status.
4.   �Performance orientation. A society with a high performance orien-

tation places great emphasis on performance and rewards people 
for performance improvements and excellence. A low perfor-
mance orientation means that people pay less attention to perfor-
mance and more attention to loyalty, belonging, and background.

5.   �Humane orientation. The final dimension refers to the degree to 
which a society encourages and rewards people for being fair, 
altruistic, generous, and caring. A country high on humane orienta-
tion places great value on helping others and being kind. A country 
low on this orientation expects people to take care of themselves. 
Self-enhancement and gratification have high importance.

Exhibit 4.8 gives examples of how some countries rank on these 
GLOBE dimensions. These dimensions give managers an added 
tool for identifying and managing cultural differences. Social values 
greatly influence organizational functioning and management styles. 
Consider the difficulty that Emerson Electric managers had when 
Emerson opened a new manufacturing facility in Suzhou, China. 
One area in which the American view and the Chinese view differed 
widely was in terms of time orientation. The American managers 

Answer the questions 
in the “Experiential 
Exercise” on page 141 
to see how you rate 
on some of the value 
dimensions described 
by Hofstede and the 
GLOBE project.

“Because management 
deals with the integration 
of people in a common 
venture, it is deeply 
embedded in culture. 
What managers do in 
Germany, in the United 
Kingdom, in the United 
States, in Japan, or in 
Brazil is exactly the same. 
How they do it may be 
quite different.”

—Peter Drucker, management expert
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Chapter 4  Managing in a Global Environment 135

favored a short time horizon and quick results, and they viewed their assignments as 
stepping stones to future career advancement. The Chinese managers, on the other hand, 
favored a long-term approach, building a system and setting a proper course of action to 
enable long-term success.78 Other companies have encountered similar cultural differences. 
Consider the American concept of self-directed teams, which emphasizes shared power 
and authority, with team members working on a variety of problems without formal guide-
lines, rules, and structure. Managers trying to implement teams have had trouble in areas 
where cultural values support high power distance and a low tolerance for uncertainty, such 
as Mexico. Many workers in Mexico, as well as in France and Mediterranean countries, ex-
pect organizations to be hierarchical. In Russia, people are good at working in groups and 
like competing as a team rather than on an individual basis. Organizations in Germany and 
other central European countries typically strive to be impersonal, well-oiled machines. 
Effective management styles differ in each country, depending on cultural characteristics.79 

Dimension Low Medium High

Assertiveness Sweden
Switzerland
Japan

Egypt
Iceland
France

Spain
United States
Germany

Future orientation Russia
Italy
Kuwait

Slovenia
Australia
India

Denmark
Canada
Singapore

Gender differentiation Sweden 
Denmark
Poland

Italy
Brazil
Netherlands

South Korea
Egypt
China

Performance orientation Russia  
Greece
Venezuela

Israel
England
Japan

United States
Taiwan
Hong Kong

Humane orientation Germany
France
Singapore

New Zealand
Sweden
United States

Indonesia
Egypt
Iceland

exhibit	      4.8      Examples of Country Rankings on Selected GLOBE Value Dimensions

SOURCE: Mansour Javidan and Robert J. House, “Cultural Acumen for the Global Manager: Lessons from Project GLOBE,” 
Organizational Dynamics 29, no. 4 (2001): 289–305, with permission from Elsevier.

•	 Managers working internationally should guard against 
ethnocentrism, which is the natural tendency among 
people to regard their own culture as superior to others.

•	 Hofstede’s sociocultural value dimensions measure 
power distance, uncertainty avoidance, individualism-
collectivism, and masculinity-femininity.

•	 Power distance is the degree to which people accept 
inequality in power among institutions, organizations, 
and people.

•	 Uncertainty avoidance is characterized by people’s 
intolerance for uncertainty and ambiguity and 

resulting support for beliefs that promise certainty and 
conformity.

•	 Individualism refers to a preference for a loosely knit 
social framework in which individuals are expected to 
take care of themselves.

•	 Collectivism refers to a preference for a tightly knit 
social framework in which individuals look after one an-
other and organizations protect their members’ interests.

•	 Masculinity is a cultural preference for achievement, 
heroism, assertiveness, work centrality, and material 
success.

Remember This

(Continued)
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Communication Differences 
People from some cultures tend to pay more attention to the social context (social setting, 
nonverbal behavior, social status, etc.) of their verbal communication than Americans do. 
For example, American managers working in China have discovered that social context 
is considerably more important in that culture, and they need to learn to suppress their 
impatience and devote the necessary time to establish personal and social relationships.

Exhibit 4.9 indicates how the emphasis on social context varies among countries. In a 
high-context culture, people are sensitive to circumstances surrounding social exchanges. 
People use communication primarily to build personal social relationships; meaning is 

derived from context—setting, status, and nonverbal behavior—more than from 
explicit words; relationships and trust are more important than business; and the 
welfare and harmony of the group are valued. In a low-context culture, people use 
communication primarily to exchange facts and information; meaning is derived pri-
marily from words; business transactions are more important than building relation-
ships and trust; and individual welfare and achievement are more important than the 
group.80 

To understand how differences in cultural context affect communications, con-
sider the American expression, “The squeaky wheel gets the grease.” It means that the 
loudest person will get the most attention, and attention is assumed to be favorable. 
Equivalent sayings in China and Japan are “Quacking ducks get shot,” and “The nail 
that sticks up gets hammered down,” respectively. In these latter two cultures, stand-
ing out as an individual earns unfavorable attention. Consider the culture gap when 
China’s Lenovo Group acquired IBM’s PC business. In meetings and conference 
calls, Western executives were frustrated by their Chinese counterparts’ reluctance to 
speak up, while the Chinese managers were irritated by the Americans’ propensity to 
“just talk and talk,” as one vice president of human resources put it.81

High-context cultures include Asian and Arab countries. Low-context cultures 
tend to be American and Northern European. Even within North America, cultural 

•	 Femininity is a cultural preference for relationships, 
cooperation, group decision making, and quality of life.

•	 Hofstede later identified another dimension: long-
term orientation, which reflects a greater concern for 
the future and a high value on thrift and perseverance, 
versus short-term orientation, which reflects a concern 

with the past and present and a high value on meeting 
current obligations.

•	 Additional value dimensions recently identified by the 
GLOBE Project are assertiveness, future orientation, 
gender differentiation, performance orientation, and 
humane orientation.

Refer to your score 
on the questionnaire 
at the beginning of 
this chapter, which will 
give you some insight 
into whether you lean 
toward low-context 
or high-context 
communications. A 
higher score indicates 
low-context behavior, 
which would be jarring 
when trying to do 
business in a high-
context culture. 

Chinese
Korean
Japanese
Vietnamese
Arab
Greek
Spanish
Italian
English
North American
Scandinavian
Swiss
German

High
Context

Low
Context

exhibit	     4.9       
High-Context and  
Low-Context Cultures

SOURCES: Edward T. Hall, Beyond Culture (Garden City, NY: Anchor Press/Doubleday, 1976); and J. Kennedy and A. Everest, 
“Put Diversity in Context,” Personnel Journal (September 1991): 50–54.
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subgroups vary in the extent to which context counts, explaining why differences 
among groups can hinder successful communication. White females, Native 
Americans, and African Americans all tend to prefer higher context communica-
tion than do white males. A high-context interaction requires more time because 
a relationship has to be developed, and trust and friendship must be established. 
Furthermore, most male managers and most people doing the hiring in organizations 
are from low-context cultures, which conflicts with people entering the organization 
from a background in a higher-context culture.

 Understanding the subtle contextual differences among cultures requires 
cultural intelligence (CQ), a person’s ability to use reasoning and observation skills 
to interpret unfamiliar gestures and situations and devise appropriate behavioral 
responses.82 Discover the three aspects of cultural intelligence in the “New Manager’s 
Self-Test.”

Before reading further, 
find out your level of 
CQ by completing the 
“New Manager Self-Test.” 
Does your level of CQ 
reflect a global mindset, 
as described earlier in the 
chapter?

New Manager     Self-Test
Are You Culturally Intelligent?

Instructions: The job of a manager demands a lot, and 
before long, your activities will include situations that will test 
your knowledge of and capacity for dealing with people from 
other national cultures. Are you ready? To find out, think about 
your experiences in other countries or with people from 
other countries. To what extent does each of the following 
statements characterize your behavior? Please answer each of 
the following items as Mostly True or Mostly False for you. 

1.	 I plan how I’m going to relate  
to people from a different culture  
before I meet them.	

2.	 I understand the religious beliefs  
of other cultures.	

3.	 I understand the rules for nonverbal  
behavior in other cultures.	

4.	 I seek out opportunities to interact  
with people from different cultures.	

5.	 I can handle the stresses of living in a  
different culture with relative ease.	

6.	 I am confident that I can  
befriend locals in a culture  
that is unfamiliar to me.	

7.	 I change my speech style (e.g.,  
accent, tone) when a cross- 
cultural interaction requires it.  

8.	 I alter my facial expressions and  
gestures as needed to facilitate  
a cross-culture interaction.    

9.	 I am quick to change the  
way that I behave when a  
cross-culture encounter  
seems to require it.           

Scoring and Interpretation: Each question pertains 
to one of three aspects of CQ. Questions 1–3 pertain to 
the head (cognitive CQ subscale), questions 4–6 to the heart 
(emotional CQ subscale), and questions 7–9 to behavior 
(physical CQ subscale). If you have sufficient international 
experience and CQ to have answered “Mostly True” to two 
of three questions for each subscale or six of nine for all the 
questions, then consider yourself at a high level of CQ for a 
new manager. If you scored one or fewer “Mostly True” answers 
for each subscale or three or fewer for all nine questions, it is 
time to learn more about other national cultures. Hone your 
observational skills and learn to pick up on clues about how 
people from a different country respond to various situations.

Sources: Based on P. Christopher Earley and Elaine Mosakowski, “Cultural 
Intelligence,” Harvard Business Review (October 2004): 139–146; and Soon Ang  
et al., “Cultural Intelligence: Its Measurement and Effects on Cultural Judgment and 
Decision Making, Cultural Adaptation and Task Performance,” Management and 
Organization Review 3 (2007): 335–371.

	 Mostly	 Mostly
	 True	 False
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International Trade Alliances
Another highly visible change in the international business environment in recent years 
has been the development of regional trading alliances and international trade agreements.

GATT and the WTO
The General Agreement on Tariffs and Trade (GATT), signed by 23 nations in 1947, 
started as a set of rules to ensure nondiscrimination, clear procedures, the negotiation 
of disputes, and the participation of lesser-developed countries in international trade.83 
GATT sponsored eight rounds of international trade negotiations aimed at reducing 
trade restrictions. The 1986 to 1994 Uruguay Round (the first to be named for a devel-
oping country) involved 125 countries and cut more tariffs than ever before. In addition 
to lowering tariffs 30 percent from the previous level, it boldly moved the world closer 
to global free trade by calling for the establishment of the World Trade Organization 
(WTO) in 1995.

The WTO represents the maturation of GATT into a permanent global institution 
that can monitor international trade and has legal authority to arbitrate disputes on some 
400 trade issues. As of March 2013, 159 countries, including China, Vietnam, and Ukraine, 
were members of the organization. As a permanent membership organization, the WTO 
is bringing greater trade liberalization in goods, information, technological developments, 
and services; stronger enforcement of rules and regulations; and greater power to resolve 
disputes among trading partners.

European Union

An alliance begun in 1957 to improve economic and social conditions among its members, 
the European Economic Community has evolved into the 28-nation European Union (EU) 
illustrated in Exhibit 4.10. The biggest expansion came in 2004, when the EU welcomed 
10 new members from central and eastern Europe.84

The goal of the EU is to create a powerful single-market system for Europe’s millions 
of consumers, allowing people, goods, and services to move freely. The increased competi-
tion and economies of scale within Europe enable companies to grow large and efficient, 
becoming more competitive in the United States and other world markets. Another aspect 
of European unification is the introduction of the euro. Several member states of the EU 
have adopted the euro, a single European currency that replaced national currencies in 
Austria, Belgium, Cyprus, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, 
Malta, the Netherlands, Portugal, Slovakia, Slovenia, and Spain.85

•	 A high-context culture is one in which people use 
communication to build personal relationships.

•	 In a low-context culture, people use communication 
primarily to exchange facts and information.

•	 The United States is a low-context culture. China is an 
example of a high-context culture.

•	 Managers who develop cultural intelligence are more 
successful in international assignments.

•	 Cultural intelligence (CQ) refers to a person’s ability 
to use reasoning and observation to interpret culturally 
unfamiliar situations and know how to respond ap-
propriately. The three aspects of CQ are cognitive CQ, 
emotional CQ, and physical CQ.

Remember This
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Hot
Topic

However, not all has gone smoothly for the integration, particularly since the global re-
cession began. Small but vocal factions in several countries, including the United Kingdom, 
are arguing that companies and citizens would be better off withdrawing from the eurozone. 
A January 2013 poll found that a surprising 40 percent of Britons said that they would favor 
withdrawal.86 As economic stability varied from country to country, pitting winners against 
losers, the economic crisis revived national loyalties and cross-border resentments, slowing 
the move toward a unified and cohesive “European identity.” Spain, Ireland, Portugal, and 
particularly Greece all have had trouble paying their debts, putting the entire eurozone at 
risk and leading to a possible breakup of the euro system. Even though government and 
industries in most of these countries have reversed the downward slide and renewed their 
competitiveness by cutting spending, raising taxes, and laying off millions of employees, eco-
nomic uncertainties remain, with some suggestion that Greece might need another bailout. 
In addition, even though debt is declining in many countries, the numbers of the unemployed 
are soaring. Moreover, citizens are questioning whether government leaders are telling the 
truth about the extent of the crisis.87 Some analysts think a broad breakup of the eurozone 
is unlikely, but eurozone economies are at a crossroads. Smart managers are rethinking what 
they would do in the event that a return to national currencies required a rethinking of 
everything from how to expand operations to how to pick suppliers and pay employees.88 

North American Free Trade Agreement (NAFTA)
The North American Free Trade Agreement (NAFTA), which went into effect on Janu-
ary 1, 1994, merged the United States, Canada, and Mexico into a single market. Intended 
to spur growth and investment, increase exports, and expand jobs in all three nations, 
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NAFTA broke down tariffs and trade restrictions over a 15-year period in a number of 
key areas. Thus, by 2008, virtually all U.S. industrial exports into Canada and Mexico were 
duty-free.

Over the first decade of NAFTA, U.S. trade with Mexico increased more than three-
fold, while trade with Canada also rose dramatically.89 Significantly, NAFTA spurred the 
entry of small businesses into the global arena. Jeff Victor, general manager of Treatment 
Products, Ltd., which makes car cleaners and waxes, credits NAFTA for his surging export 
volume. Prior to the pact, Mexican tariffs as high as 20 percent made it impossible for the 
Chicago-based company to expand its presence south of the border.90

However, opinions over the benefits of NAFTA appear to be as divided as they were 
when talks began, with some people calling it a spectacular success and others referring to 
it as a dismal failure. In a 2011 survey of managers, only 53 percent of North American 
managers surveyed said they thought reducing trade barriers and increasing free trade was 
a positive thing, down from 74 percent in 2003.91 Although NAFTA has not lived up to 
its grand expectations, experts stress that it increased trade, investment, and income and 
continues to enable companies in all three countries to compete more effectively with rival 
Asian and European firms.92

•	 Regional trading alliances and international trade 
agreements are reshaping global business.

•	 The World Trade Organization (WTO) is a permanent 
membership organization that monitors trade and has 
authority to arbitrate disputes among 159 member 
countries.

•	 Two important, yet sometimes controversial, regional 
alliances are the European Union (EU) and the North 
American Free Trade Agreement (NAFTA).

•	 The euro is a single European currency that has replaced 
the currencies of 16 EU member nations.

Remember This

Ch4	 Discussion Questions

  1.	 What specifically would the experience of living  
and working in another country contribute to your 
skills and effectiveness as a manager in your own 
country?

  2.	 Both China and India are rising economic powers. 
How might your approach to doing business with 
China, a communist country, be different from your 
approach to doing business with India, the world’s 
most populous democracy? In which country would 
you expect to encounter the most rules? The most 
bureaucracy?

  3.	 Do you think it is realistic that BOP business practices 
can have a positive effect on poverty and other social 
problems in developing countries? Discuss.

  4.	 Somnio, a start-up running shoe company in California, 
decided to start selling its products around the world 
from the very beginning. In general terms, name some 
of the challenges that a start-up company such as 
Somnio might face internationally. 

  5.	 Do you think that it’s possible for someone to develop 
a global mindset if they never live outside their native 
country? How might they do that? 

  6.	 Should a multinational organization operate as a 
tightly integrated, worldwide business system, or would 
it be more effective to let each national subsidiary oper-
ate autonomously? Why?

  7.	 Why do you think many people are so frightened by 
globalization? Based on what is occurring in the world 
today, do you expect the globalization backlash to grow 
stronger or weaker over the next decade?

  8.	 Two U.S. companies are competing to take over a 
large factory in the Czech Republic. One delegation 
tours the facility and asks questions about how the 
plant might be run more efficiently. The other delega-
tion focuses on ways to improve working conditions 
and produce a better product. Which delegation do 
you think is more likely to succeed with the plant? 
Why? What information would you want to collect 
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to decide whether to acquire the plant for your 
company?

  9.	 Which style of communicating do you think would 
be most beneficial to the long-term success of a U.S. 
company operating internationally—high-context or 
low-context communications? Why?

10.	 How might the social value of low versus high power 
distance influence how you would lead and motivate 
employees? What about the value of low versus high 
performance orientation?

Ch4	 Apply Your Skills: Experiential Exercise
What Are Your Social Values?93

A global environment requires that managers have to deal 
with people who hold many different values and ideas. 

Respond to each of the following statements based on your 
beliefs, indicating whether the statement is Mostly True or 
Mostly False for you. 

	  Mostly	 Mostly 
	     True	    False
  1.	Achieving one’s personal goals is more important than achieving  

team or organization goals.	 ______	 ______
  2.	Children should take great pride in the individual accomplishments  

of their parents and vice versa.	 ______	 ______
  3.	Pay and bonus systems should be designed to maximize individual  

interests over mutual interests.	 ______	 ______
  4.	I believe that orderliness and consistency should be stressed in society,  

even at the expense of experimentation and innovation.	 ______	 ______
  5.	Organizations work better when people do not break rules. 	 ______	 ______
  6.	Organizations should spell out job requirements in detail so that  

employees know what they are supposed to do.	 ______	 ______
  7.	I want to compete for high-level jobs and high earnings. 	 ______	 ______
  8.	People should be encouraged to be assertive rather than nonassertive. 	 ______	 ______
  9.	In an organization, people should be encouraged to be tough more than tender. 	 ______	 ______
10.	As a manager, I would want an egalitarian working relationship with my  

direct reports rather than maintaining distance from them. 	 ______	 ______
11.	Organizations should encourage subordinates to question their leaders.	 ______	 ______
12.	Authority should be based on one’s ability and contribution rather than  

on one’s position in the hierarchy.	 ______	 ______
13.	People in society will be happier if they accept the status quo rather than  

try to change things for the days ahead. 	 ______	 ______
14.	I prefer a norm of taking life events as they occur rather than constantly  

planning ahead.	 ______	 ______
15.	I believe in focusing on current problems rather than trying to make  

things happen for the future.	 ______	 ______

Scoring and Interpretation
These questions represent a measure of five cultural values 
as described by Geert Hofstete and the GLOBE Project. 
Give yourself one point for each answer marked Mostly 
True. Questions 1–3 are for individualism-collectivism.  
A higher score of 2–3 represents a belief toward indi-
vidualism; a lower score of 0–1 means a belief more 
toward collectivism. Questions 4–6 are about uncertainty 
avoidance. A higher score of 2–3 means a value for low 
uncertainty in life; a lower score of 0–1 means a value for 
higher uncertainty. Questions 7–9 represent assertiveness. 

A higher score of 2–3 represents a value for people being 
assertive; a lower score of 0–1 means a value for people 
being nonassertive. Questions 10–12 represent power  
distance. A higher score of 2–3 means a value for low 
power distance; a lower score of 0–1 means a value for 
high power distance. Questions 13–15 represent time 
orientation. A higher score of 2–3 means an orientation 
toward the present; a lower score of 0–1 represents a  
future orientation.

Your scores have both individual and societal meaning. 
Compare your scores to other students to understand your 
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perception of the different values in your colleague group. 
On which of the five values would you personally like to 
score higher? Lower? These five values also differ widely 
across national cultures. Go to the Web site www.geert 
-hofstede.com/hofstede_dimensions.php and compare your  

country’s scores on the five values to the scores of people 
from other countries. (At this site, the term masculinity is 
used instead of assertiveness.) What surprises you about the 
differences across countries?

Ch4	 Apply Your Skills: Small Group Breakout
Where Have You Been?94 
Step 1. Make a list of the names of the countries that you 
have visited outside your home country.
Step 2. Go to “List of Countries by Population” on 
Wikipedia and write down the population of each country 
you have visited.
Step 3. The world population is approximately 
6,800,000,000. Compute the percentage of world population 
for each country you have visited. Also compute the percent-
age of world population for all countries you have visited.

Step 4. Estimate the grand total of number of countries 
and percentage of world population visited by your group.
Step 5. Discuss in your group: What is the reason for 
the variability among group members? What are the im-
plications of high exposure versus low exposure to people 
in other countries for a career in management? What can 
you do to increase your international exposure?
Step 6. Present your group’s results to the entire class if 
called upon to do so.

Ch4	 Apply Your Skills: Ethical Dilemma
AH Biotech95

Dr. Abraham Hassan knew that he couldn’t put off the 
decision any longer. AH Biotech, the Bound Brook, New 
Jersey–based company started by this psychiatrist-turned-
entrepreneur, had developed a novel drug that seemed to 
promise long-term relief from panic attacks. If it gained 
approval from the Food and Drug Administration (FDA), 
it would be the company’s first product. It was now time 
for large-scale clinical trials. But where should AH Biotech 
conduct those tests?

David Berger, who headed up research and development, 
was certain he already knew the answer to that question: 
Albania. “Look, doing these trials in Albania will be 
quicker, easier, and a lot cheaper than doing them in the 
States,” he pointed out. “What’s not to like?”

Dr. Hassan had to concede that Berger’s arguments 
were sound. If they did trials in the United States, AH Bio-
tech would spend considerable time and money advertising 
for patients and then finding physicians who’d be willing 
to serve as clinical trial investigators. Rounding up U.S. 
doctors prepared to take on that job was getting increas-
ingly difficult. They just didn’t want to take time out of 
their busy practices to do the testing, not to mention all the 
recordkeeping that such a study entailed.

In Albania, it was an entirely different story. It was 
one of the poorest Eastern European countries—if not 
the poorest—with a just barely functioning health-care 
system. Albanian physicians and patients would practically 
line up at AH Biotech’s doorstep begging to take part. 
Physicians there could earn much better money as clinical 
investigators for a U.S. company than they could actually 
practicing medicine, and patients saw signing up as test 
subjects as their best chance for receiving any treatment 

at all, let alone cutting-edge Western medicine. All these 
factors meant that the company could count on realizing at 
least a 25 percent savings (maybe even more) by running 
the tests overseas.

So, what’s not to like? As the Egyptian-born CEO of 
a start-up biotech company with investors and employees 
hoping for its first marketable drug, there was absolutely 
nothing not to like. It was when he thought like a U.S.-
trained physician that he felt qualms. If he used U.S. test 
subjects, he knew they’d likely continue to receive the drug 
until it was approved. At that point, most would have in-
surance that covered most of the cost of their prescriptions. 
But he already knew that it wasn’t going to make any sense 
to market the drug in a poor country like Albania, so when 
the study was over, he’d have to cut off treatment. Sure, he 
conceded, panic attacks weren’t usually fatal. But he knew 
how debilitating these sudden bouts of feeling completely 
terrified were—the pounding heart, chest pain, choking 
sensation, and nausea. The severity and unpredictability of 
these attacks often made a normal life all but impossible. 
How could he offer people dramatic relief and then snatch 
it away?

What Would You Do?

1.	 Do the clinical trials in Albania. You’ll be able to bring 
the drug to market faster and cheaper, which will be 
good for AH Biotech’s employees and investors and 
good for the millions of people who suffer from anxiety 
attacks.

2.	 Do the clinical trials in the United States. Even though 
it will certainly be more expensive and time-consuming, 
you’ll feel as if you’re living up to the part of the 
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Hippocratic oath that instructed you to “prescribe regi-
mens for the good of my patients according to my abil-
ity and my judgment and never do harm to anyone.”

3.	 Do the clinical trials in Albania, and if the drug 
is approved, use part of the profits to set up a 

compassionate use program in Albania, even though 
setting up a distribution system and training doctors 
to administer the drug, monitor patients for adverse 
effects, and track results will entail considerable 
expense. 

Ch4	 Apply Your Skills: Case for Critical Analysis
We Want More Guitars! 
Adam Wainwright’s early-morning phone call from 
Valencia, Spain, initially startled his boss, Vincent Fletcher. 
Adam, a true slave to the latest techno-gadgetry, never 
called. Yet here he was, at 8 a.m. Pacific time, on the phone 
to the CEO of Fletcher Guitars in Los Angeles.

“What did they do—lose your luggage with all of your 
toys inside?” Fletcher joked. “Did the plant burn down?”

“No, I just decided to call you on this one. I’ve been 
here for a week, looking over operations. Forget the idea 
of getting any substantial increase in productivity. I don’t 
think these guys are capable of upping production by ten 
guitars per year,” Adam complained.

“Isn’t that an exaggeration?” Fletcher asked.
There was a momentary silence on the other end of the 

line. “Adam, did I lose you?”
“No.”
“Look, part of our reputation is based on the quality 

and craftsmanship of the acoustic guitars produced by 
Dominguez and his workers. This is all high-end stuff,” 
Fletcher said in a voice that always reminded Adam of 
actor Jason Robards. “Now, with the tremendous rise in the 
popularity of Latin music, we want to encourage increased 
production. That’s your task, Adam. I shouldn’t have to tell 
you that your success with this assignment could lead to 
some great opportunities for you.”

“I know.” Adam paused, carefully weighing his next 
words. “Salvador and his people do a fabulous job. Just walk-
ing through his operation, I have been blown away by the 
craftsmanship. But the slow pace of work is unbelievably frus-
trating. These guys act like they are birthing a baby. Every-
thing is so precise, so touchy-feely with every guitar. I used my 
iPad to create some workflow specs for increased production. 
Salvador took one look, laughed, and said ‘You Americans.’”

Poor Adam, Fletcher thought. That had to be a major 
stab in his high-tech heart. Maybe I sent the wrong guy. Nope. 
He has great potential in management and he has to learn to 
work through this and deliver. Fletcher’s thoughts were inter-
rupted by Adam’s voice, flustered and increasing in volume.

“They go off to lunch and come wandering back in here 
hours later—hours, Fletcher.”

“They’re Spanish!” Fletcher replied. “So they take two-
hour lunches. They work their schedule. It’s just not our 
schedule. You may be a lot younger than I am, Adam. But 
you need to lighten up. Listen, talk to Salvador and see 
what works for them. They’ve increased output before and 
they can do it again. Get this done, Adam. And e-mail me.”

The international rise in Latin music over the past 
decade, punctuated by the clear sound and dazzling 

rhythms of the acoustic guitar, created a sense of urgency 
for guitar makers around the globe to increase the availabil-
ity of these classical instruments. Wanting to ride the crest 
of this musical trend, increase his product offerings, and 
tap into high-end market sales, Fletcher discovered master 
craftsman Salvador Dominguez and his Spanish company, 
Guitarra Dominguez, while attending the prestigious 
Frankfurt International Fair in 1980.

Salvador liked to tell that among the first sounds he 
heard following his birth were the words of his father’s lullaby, 
accompanied by an acoustic guitar. As an adult, Salvador 
combined his lifelong passion for guitars with brilliant crafts-
manship, starting his own company in 1976. Located in the 
Poligono Industrial Fuente del Jarro—Paterna, Valencia, 
Spain, the company now employed more than 30 craftsmen 
in the production of acoustic and flamenco instruments. A 
thin, wiry bundle of energy with graying wavy hair and large 
eyes with that surprised “Salvador Dalí look,” the guitar maker 
could grasp a piece of wood and, running his hand over the 
surface, be suddenly transformed into a patient, tender sculp-
tor of sound. To watch this luthier work was almost mesmer-
izing. Salvador’s total silence and habit of leaning his right ear 
close to the wood as he worked suggested that he was actually 
hearing the music of the instrument as he created it.

Following the phone call to Fletcher, Adam returned 
to the plant, determined that Salvador would now hear 
from him.

“Salvador, you do beautiful work. Latin music is one 
of the hottest trends in music, and musicians are clamor-
ing for the instruments you make. But we can be doing so 
much more here. There’s plenty of room for expansion in 
this place, and we could nearly double production within 
the next few years. I have visited companies all over the 
United States and analyzed their operations. If you will 
take time to look at the plan I’ve drawn up, you will clearly 
see the potential for cranking out more product and 
meeting the needs of more customers.”

“Señor Wainwright. Here in Spain, we do not crank out 
product. We take pride in each creation, and it is important 
that our methods of craftsmanship remain the same. No 
two of these instruments are alike.”

“Wait. Wait. I’m just saying that there are changes that 
can be made here that will make this operation more produc-
tive. In the States, I see a flow to their operations. Here, we 
have starts and stops. The Nato mahogany used in many of 
your acoustic guitar bodies provides a beautiful and unre-
stricted wood. But Carlos has been off in a corner most of the 
week, wearing protective gear and experimenting with his no-
tions about the potential tonal qualities of Wenge in acoustic 
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bodies. The bottom line is this: We simply must streamline 
this operation in order to increase your production.”

“No, Señor. My bottom line is this: Guitarras 
Dominguez will not lower our standards of craftsmanship 
to meet your plan.”

Questions

1.	 How accurate is Adam Wainwright’s analysis of the 
situation at Guitarras Dominguez? Do you 

	 think craftsmanship is incompatible with increasing 
productivity in this company? Why?

2.	 What social values are present in Guitarras Dominguez 
that seem different from U.S. social values (see Exhibit 4.7 
and Exhibit 4.8)? Explain.

3.	 What do you recommend Adam do to increase 
production in a business setting that does not seem to 
value high production? 

Ch4	 On the Job Video Cases

On the Job: Black Diamond Equipment: Managing in a Global Environment
Questions

1.	 What evidence do you see of a global mindset in 
these managers? List at least three examples of global 
thinking provided in the video. 

2.	 Referencing the common traits of an MNC described 
in the text, explain why you think Black Diamond is or 
is not a multinational corporation. 

3.	 Describe at least two environmental factors affecting 
this business, and summarize how the managers are 
responding to these factors.
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Managing Ethics 
and Social Responsibility

What Is Your Level of Ethical Maturity? 
What Is Managerial Ethics?

Ethical Management Today
The Business Case for Ethics and Social 

Responsibility

Ethical Dilemmas:  What Would 
You Do?
Frameworks for Ethical Decision 
Making
The Individual Manager and Ethical 
Choices

The Stages of Moral Development
Givers Versus Takers

New Manager Self-Test:   
Are You a Giver or a Taker? 
What Is Corporate Social 
Responsibility?

Organizational Stakeholders 
The Green Movement 
Sustainability and the Triple Bottom Line

Evaluating Corporate Social 
Responsibility 
Managing Company Ethics  
and Social Responsibility

Code of Ethics � Ethical Structures 
Whistle-Blowing

After studying this chapter, you should be able to: 

	 1.	 Define ethics and explain how ethical behavior relates to behavior 
governed by law and free choice.

	 2.	 Discuss why ethics is important for managers and identify recent 
events that call for a renewed commitment to ethical management.

	 3.	 Explain the utilitarian, individualism, moral rights, justice, and practical 
approaches for making ethical decisions.

	 4.	 Describe the factors that shape a manager’s ethical decision making, 
including levels of moral development.

	 5.	 Identify important stakeholders for an organization and discuss how 
managers balance the interests of various stakeholders.

	 6.	 Explain the philosophy of sustainability, including the triple bottom 
line, and why organizations are embracing it.

	 7.	 Define corporate social responsibility and how to evaluate it along 
economic, legal, ethical, and discretionary criteria.

	 8.	 Discuss how ethical organizations are created through ethical leader-
ship and organizational structures and systems.
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Hot
Topic

Mostly True Mostly False

  1.	 I can clearly state the principles and values that guide my actions. __________ __________

  2.	 I quickly acknowledge my mistakes and take responsibility for them. __________ __________

  3.	 I am able to quickly “forgive and forget” when someone has made a serious 
mistake that affected me.

__________ __________

  4.	 When making a difficult decision, I take time to assess my principles and values. __________ __________

  5.	 I have a reputation among my friends and co-workers for keeping my word. __________ __________

  6.	 I am completely honest and can be trusted to tell the truth. __________ __________

  7.	 When someone asks me to keep a confidence, I always do so completely. __________ __________

  8.	 I hold others accountable for using ethical practices in their work. __________ __________

  9.	 I insist on doing what is fair and ethical even when it is not easy. __________ __________

10.	 My coworkers would say that my behavior is very consistent with my values. __________ __________

What Is Your Level of Ethical Maturity? 
INSTRUCTIONS:  It probably won’t happen right away, but soon enough in your duties as a new manager, you will 

be confronted with a situation that will test the strength of your moral beliefs or your sense of justice. 
Are you ready? To find out, think about times when you were part of a student or work group. To 
what extent does each of the following statements characterize your behavior when working with 
others in a group? Please answer each of the following items as Mostly True or Mostly False for you.

Scoring and Interpretation:  Each of these questions pertains to some aspect of ethical maturity in 
a group situation, which also reflects a person’s level of moral development. Count the number of 
checks for Mostly True. If you scored 7 or more, congratulations! That behavior suggests you would 
be near Level 3 in Exhibit 5.3 of the levels of moral development. The postconventional level of 
development means that you consider principles and values, take personal responsibility, and do not 
blame others. You may have a highly developed ethical sense. A lower score suggests that you may 
be at the conventional or even preconventional level. A score below 5 indicates that you may avoid 
difficult issues or have not been in situations that challenged your ethical values.

Study the specific questions for which you scored Mostly True and Mostly False to learn more 
about your specific strengths and weaknesses. Think about what influences your ethical behavior and 
decisions, such as a need for success or approval.

Alaw professor told The New York Times he was “shocked and dismayed.” An alum-
nus said it was “one of the lowest points in Harvard’s recent history.” Some people, 
both on campus and off, say the whole incident was blown out of proportion. The 

incident that they’re referring to was the decision of Harvard University administrators 
to secretly search the e-mail accounts of resident deans to identify the source of media 
leaks about a cheating scandal on campus. In this scandal, more than 100 students were 
investigated, and many of them were punished for plagiarism or for copying one another’s 
answers on a take-home test. Administrators said the perusal of resident deans’ e-mail 
accounts, which was limited to a search of subject lines, was handled in a way that was 
designed to protect the students as well as the deans. “No one’s e-mails were opened and 
the contents of no one’s e-mails were searched by human or machine,” a statement said. 
Administrators said they initiated the search because the leak of a confidential memo 
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regarding the cheating scandal led to concerns that other material, including confidential 
student information, was at risk. The episode has raised privacy concerns and breached the 
sometimes fragile trust that exists between administrators and faculty and staff. It appears 
that no policies were broken, but the criticism motivated administrators to create a task 
force to develop recommendations for how to handle issues of e-mail privacy.1

What do you think? Did Harvard administrators do anything wrong? Most organiza-
tions allow the monitoring of official workplace e-mail. One faculty member said that the 
search seemed out of character for Harvard, but that it wasn’t really surprising. “I sub-
scribe to the [rule] that I never put anything in email that I wouldn’t want published in 
the Harvard Crimson,” he said.2 The dean who authorized the search at Harvard said that 
although no policies were broken, the way she handled the incident was a mistake. She 
referred to her 10-year-old son in stressing “how important it is to own up to your mis-
takes, to apologize, and to make amends. I have to model that behavior for him.”3

This chapter expands on the ideas about environment, corporate culture, and the 
international environment discussed in Chapters 3 and 4 to explore the issues of ethical 
behavior and corporate social responsibility. We first discuss the topic of ethical values, 
which builds on the idea of corporate culture. We look at the current ethical climate in 
corporate America, consider the business case for ethics and social responsibility, and 
examine fundamental approaches that can help managers think through difficult ethical 
issues. Understanding these ideas will help you build a solid foundation on which to base 
future decision making. We also examine organizational relationships to the external  
environment as reflected in corporate social responsibility. The final section of the chapter  
describes how managers create an ethical organization using codes of ethics and other 
organizational policies, structures, and systems.

What Is Managerial Ethics?
Ethics is difficult to define in a precise way. In a general sense, ethics is the code of moral 
principles and values that governs the behaviors of a person or group with respect to what 

is right or wrong. Ethics sets standards as to what is good 
or bad in conduct and decision making.4 An ethical issue is 
present in a situation when the actions of a person or organi-
zation may harm or benefit others.5 

Ethics can be more clearly understood when com-
pared with behaviors governed by law and by free choice. 
Exhibit 5.1 illustrates that human behavior falls into three 
categories. The first is codified law, in which values and 
standards are written into the legal system and enforceable 
in the courts. In this area, lawmakers set rules that peo-
ple and corporations must follow in a certain way, such as 
obtaining licenses for cars, paying corporate taxes, or fol-
lowing other local, state, and national laws. For example, 
federal prosecutors recently uncovered a teacher-test cheat-
ing ring in which people paid others to take teacher certi-
fication exams for them using false identification. Several 
people have been indicted on conspiracy charges of wire, 
mail, and Social Security fraud, and some have already gone 
to prison for their participation in a scheme that spanned 
15 years across three states.6 Behaviors such as fraud and 
tax evasion are clearly against the law. The domain of free 
choice is at the opposite end of the scale and pertains to 

Each year, the Swiss research firm Covalence looks at the ethical 
behavior of hundreds of multinational corporations and releases 
a list of the worst offenders. Around the globe, mining operations 
like this one often find themselves on the index because their 
actions can harm the environment and put employees and other 
stakeholders at risk. Many question the managerial ethics of 
those who decide to put profit ahead of safety. 
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Chapter 5  Managing Ethics and Social Responsibility 153

behavior about which the law has no say and for which an individual or organization 
enjoys complete freedom. An example is a manager’s choice of where to buy a new suit, 
or an organization’s choice of which of two well-qualified candidates to hire for an open 
position.

Between these domains lies the area of ethics. This domain has no specific laws, yet 
it does have standards of conduct based on shared principles and values about moral 
conduct that guide an individual or company. For example, it is not illegal for a manager 
like Harry Stonecipher, former CEO of Boeing, to have a consensual extramarital affair 
with a female executive, but his behavior violated Boeing’s code of ethical conduct, and 
Stonecipher was replaced.7 Numerous other managers have gotten into trouble with the 
simplified view that decisions are governed by either law or free choice. This view leads 
people to mistakenly assume that if it’s not illegal, it must be ethical, as if there were no 
third domain.8 A better option is to recognize the domain of ethics and accept moral 
values as a powerful force for good that can regulate behaviors both inside and outside 
organizations. 

Ethical Management Today 
Every decade seems to experience its share of scoundrels, but the pervasiveness of ethical 
lapses during the early 21st century has been astounding. In a recent Gallup poll regarding 
the perception of business leaders, just 15 percent of respondents rated leaders’ honesty 
and ethical standards as “high” or “very high.”9 More than 75 percent of people surveyed 
agree with the statement that corporate America’s moral compass is “pointing in the 
wrong direction”; 69 percent say that executives rarely consider the public good in mak-
ing decisions; and a whopping 94 percent say that executives make 
decisions based primarily on advancing their own careers.10Another 
recent survey of Wall Street workers by the law firm Labaton Sucha-
row shows that those opinions might not be far off the mark. Almost 
25 percent of finance professionals say that they would cheat to make 
$10 million if they could get away with it. Moreover, 52 percent 
believe that it is likely that their competitors have engaged in illegal 
or unethical activity.11

Managers and organizations engage in unethical behavior for any 
number of reasons, such as personal ego, greed, or pressures to in-
crease profits or appear successful. Yet managers carry a tremendous 
responsibility for setting the ethical climate in an organization and 
can act as role models for ethical behavior.12 Exhibit 5.2 details the 
findings from one study that boiled the range of ethical behaviors 
down to four primary ways in which managers can act to promote a 
climate in which everyone behaves in an ethical and socially respon-
sible way. Ethical managers display honesty and integrity, communi-
cate and enforce ethical standards through their behavior, are fair in 
their decisions and the distribution of rewards, and show kindness 
and concern for others.13 

Domain of
Codi�ed Law

(Legal Standard)

Domain
of Ethics

(Social Standard)

Amount of

Explicit Control LowHigh

Domain of
Free Choice

(Personal Standard)

exhibit	     5.1       
Three Domains of Human 
Action

“The bottom line is that 
when shareholder value 
capitalism is paramount, 
the rest of us suffer. 
CEOs will readily dupe 
customers, sack employees, 
and spoil the environment 
to meet expectations.”

—Roger Martin, dean and professor at 

the Rotman School of Management, 

Toronto
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Unfortunately, in today’s environment, an overemphasis on pleasing shareholders may 
cause some managers to behave unethically toward customers, employees, and the broader 
society. Managers are under enormous pressure to meet short-term earnings goals, and 
some even use accounting gimmicks or other techniques to show returns that meet mar-
ket expectations rather than ones that reflect true performance. Moreover, most executive 
compensation plans include hefty stock-based incentives, a practice that sometimes en-
courages managers to do whatever will increase the share price, even if it hurts the company 
in the long run. When managers “fall prey to the siren call of shareholder value,” all other 
stakeholders may suffer.14 

Executive compensation has become a hot-button issue in the United States. In 
2012, the average pay of CEOs at large U.S. corporations was 354 times what the aver-
age employee was paid, according to one estimate.15 By contrast, in 1980, CEO pay was 
only about 42 times that of the average worker. As part of the financial reforms several 
years ago, Congress directed the Securities and Exchange Commission (SEC) to require 
that public companies disclose the ratio of CEO pay compared to employees, but the rule 
has yet to be finalized and enforced, partly because of heavy lobbying by corporations.16 
The question of whether it is ethical and socially responsible for managers to rake in 
huge sums of money compared to other employees is of growing concern, and in general, 
the widespread ethical lapses of the past decade have put managers under increasing 
scrutiny.

The Business Case for Ethics and Social Responsibility

Naturally, the relationship of ethics and social responsibility to an organization’s finan-
cial performance concerns both managers and management scholars and has generated 

The Ethical
Manager

Displays Honesty
and Integrity

Communicates and 
Enforces Ethical

Standards
through Behavior

Is Fair in Decisions
and Distribution of

Rewards

Shows Kindness,
Compassion, and

Concern for Needs
and Feelings of Others

exhibit	     5.2       
Four Types of Ethical Manager 
Behavior

SOURCE: Based on Gary Yukl et al., “An Improved Measure of Ethical Leadership,” Journal of Leadership and Organizational 
Studies 20, no. 1 (2013): 38–48. 
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a lively debate.17 Hundreds of studies 
have been undertaken to determine 
whether heightened ethical and social 
responsiveness increases or decreases a 
company’s financial performance. Stud-
ies have provided varying results, but 
they have generally found a positive re-
lationship between ethical and socially 
responsible behavior and a firm’s finan-
cial performance.18 For example, a recent 
study of the top 100 global corporations 
that have made a commitment to sustain-
ability, weaving environmental and social 
concerns into all their decisions, had sig-
nificantly higher sales growth, return on 
assets, profits, and cash flow from opera-
tions in at least some areas of the busi-
ness.19 The philosophy of sustainability 
will be discussed later in this chapter. 
Another review of the financial perfor-
mance of large U.S. corporations consid-
ered “best corporate citizens” found that 
they enjoy both superior reputations and 
superior financial performance.20 Although results from these studies are not proof, they 
do provide an indication that using resources for ethics and social responsibility does not 
hurt companies.21 

Companies are also making an effort to measure the nonfinancial factors that cre-
ate value. For example, researchers find that people prefer to work for companies that 
demonstrate a high level of ethics and social responsibility; thus, these organizations 
can attract and retain high-quality employees.22 Customers pay attention too. A study 
by Walker Research indicates that, price and quality being equal, two-thirds of custom-
ers say that they would switch brands to do business with a company that is ethical and 
socially responsible.23 Another series of experiments by Remi Trudel and June Cotte of 
the University of Western Ontario’s Ivey School of Business found that consumers were 
willing to pay slightly more for products they were told had been made using high ethical 
standards.24

Concept Connection

Known for its commitment to sustainability, the German sports apparel 
manufacturer Adidas ranked 17th on a recent list of Top 100 Most Sustainable 
Corporations in the World. Kudos for the company’s sustainability efforts may 
give Adidas a competitive edge over rivals like Nike and Puma because it helps 
attract new customers and a better quality of employee.
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•	 Managers face many pressures that can sometimes tempt 
them to engage in unethical behavior.

•	 Ethics is the code of moral principles and values that 
governs the behaviors of a person or group with respect 
to what is right or wrong.

•	 Just because managers aren’t breaking the law doesn’t 
necessarily mean that they are being ethical.

•	 Ethical managers display honesty and integrity, act in a 
way that communicates and enforces ethical standards, 
are fair in their decisions and the distribution of 
rewards, and show kindness and concern for others.

•	 Unethical managers seek to serve their own needs and 
interests at the expense of stakeholders.

•	 Confidence in business managers and leaders in all walks 
of life is at an all-time low.

•	 One hot-button ethical issue concerns excessive execu-
tive compensation.

•	 Companies that are ethical and socially responsible per-
form as well as—often even better than—those that are 
not socially responsible.
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Ethical Dilemmas: What Would You Do?
Being ethical is always about making decisions. An ethical dilemma arises in a situa-
tion concerning right or wrong when values are in conflict.25 Right and wrong cannot 
be clearly identified. Ethical issues sometimes can be exceedingly complex and people 
may hold widely divergent views about the most ethically appropriate or inappropri-
ate actions related to a situation.26 Consider the issue of competitive intelligence (CI). 
Companies are increasingly using social media to learn more about their competitors, 
some even going so far as to “friend” customers or employees of rivals and post seemingly 
innocuous questions to gather information that can provide them with a competitive 
advantage.27 The laws regarding information gathering aren’t clear-cut, and neither are 
opinions regarding the ethics of such tactics. Whereas some people think that any form 
of corporate spying is wrong, others consider it an acceptable way of learning about the 
competition.28

The individual who must make an ethical choice in an organization is the moral agent.29 
Here are some dilemmas that a manager in an organization might face. Think about how 
you would handle them:

1.	 You work at a large corporation that requires a terrorist watch list screening for all new 
customers, which takes approximately 24 hours from the time an order is placed. You 
can close a lucrative deal with a potential long-term customer if you agree to ship the 
products overnight, even though that means the required watch list screening will have 
to be done after the fact.30

2.	 As a sales manager for a major pharmaceuticals company, you’ve been asked to pro-
mote a new drug that costs $2,500 per dose. You’ve read the reports saying that the 
drug is only 1  percent more effective than an alternative drug that costs less than 
$625 per dose. The vice president of sales wants you to promote the $2,500-per-dose 
drug aggressively. He reminds you that if you don’t, lives could be lost that might have 
been saved with that 1 percent increase in the drug’s effectiveness.

3.	 On the train ride from your home in Ipswich to your office in London, your peace-
ful morning routine is disturbed by neighboring passengers carrying on a loud mobile 
business meeting. Within minutes, you realize that they are discussing a client that 
your own firm has been courting. Furthermore, you soon have the time, phone number, 
and passcode for a conference call that the consultants are having with the client later 
that day. It isn’t your fault that they gave out that information in a public place, but you 
wonder what you should do with it.31 

These kinds of dilemmas and issues fall squarely in the domain of ethics. How would 
you handle each of these situations?

•	 Ethics is about making choices.
•	 Most managers encounter ethical dilemmas that are 

tough to resolve.

•	 An ethical dilemma is a situation in which all 
alternative choices or behaviors have potentially nega-
tive consequences. Right and wrong cannot be clearly 
distinguished.

Remember This

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



E
n

v
ir

o
n

m
e

n
t

2

Chapter 5  Managing Ethics and Social Responsibility 157

Frameworks for Ethical Decision Making
Most ethical dilemmas involve a conflict between the needs of the part and the whole—the 
individual versus the organization or the organization versus society as a whole. For exam-
ple, should a company scrutinize job candidates’ or employees’ social media postings, which 
might benefit the organization as a whole but reduce the individual freedom of employees? 
Or should products that fail to meet tough Food and Drug Administration (FDA) standards 
be exported to other countries where government standards are lower, benefiting the com-
pany but potentially harming world citizens? Sometimes ethical decisions entail a conflict be-
tween two groups. For example, should the potential for local health problems resulting from 
a company’s effluents take precedence over the jobs it creates as the town’s leading employer?

Managers faced with these kinds of tough ethical choices often benefit from a norma-
tive strategy—one based on norms and values—to guide their decision making. Norma-
tive ethics uses several approaches to describe values for guiding ethical decision making. 
Five approaches that are relevant to managers are the utilitarian approach, individualism 
approach, moral-rights approach, justice approach, and practical approach.32

Utilitarian Approach 
The utilitarian approach, espoused by the nineteenth-century philosophers Jeremy 
Bentham and John Stuart Mill, holds that moral behavior produces the greatest good for 
the greatest number. Under this approach, a decision maker is expected to consider the effect 
of each decision alternative on all parties and select the one that optimizes the benefits for 
the greatest number of people. The utilitarian ethic is cited as the basis for the recent trend 
among companies to monitor employee use of the Internet and police personal habits such 
as alcohol and tobacco consumption, because such behavior affects the entire workplace.33

Individualism Approach 
The individualism approach contends that acts are moral when they promote the indi-
vidual’s best long-term interests.34 In theory, with everyone pursuing self-direction, the 
greater good is ultimately served because people learn 
to accommodate each other in their own long-term 
interest. Individualism is believed to lead to honesty 
and integrity because that works best in the long run. 
Lying and cheating for immediate self-interest just 
causes business associates to lie and cheat in return. 
Thus, proponents say, individualism ultimately leads 
to behavior toward others that fits standards of be-
havior that people want toward themselves.35 How-
ever, because individualism is easily misinterpreted to 
support immediate self-gain, it is not popular in the 
highly organized and group-oriented society of today.

Moral-Rights Approach 
The moral-rights approach asserts that human 
beings have fundamental rights and liberties that 
cannot be taken away by an individual’s decision. 
Thus, an ethically correct decision is one that best 
maintains the rights of those affected by it. To make 
ethical decisions, managers need to avoid interfering 
with the fundamental rights of others, such as the 
right to privacy, the right of free consent, or the right 
to freedom of speech. Performing experimental 
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Way back when labor unions first began to emerge, proponents 
took a moral-rights approach to ethics in the workplace. 
They believed that workers had a right to earn a decent living 
wage and to have some time off from work each week. Some 
businesses tried to stop people from forming labor unions, so 
the moral-rights support of the freedom of speech also became 
an important part of the movement. Union members today still 
share this same viewpoint.
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treatments on unconscious trauma patients, for example, might be construed to violate the 
right to free consent. A decision to monitor employees’ nonwork activities violates the right 
to privacy. The right of free speech would support whistle-blowers who call attention to 
illegal or inappropriate actions within a company.

Justice Approach 
The justice approach holds that moral decisions must be based on standards of equity, 
fairness, and impartiality. Three types of justice are of concern to managers. Distributive 
justice requires that different treatment of people not be based on arbitrary characteris-
tics. For example, men and women should not receive different salaries if they have the 
same qualifications and are performing the same job. Procedural justice requires that 
rules be administered fairly. Rules should be clearly stated and consistently and impartially 
enforced. Compensatory justice argues that individuals should be compensated for the 
cost of their injuries by the party responsible. The justice approach is closest to the think-
ing underlying the domain of law in Exhibit 5.1 because it assumes that justice is applied 
through rules and regulations. Managers are expected to define attributes on which differ-
ent treatment of employees is acceptable.

Practical Approach 
The approaches discussed so far presume to determine what is “right” or good in a moral 
sense. However, as has been mentioned, ethical issues are frequently not clear-cut, and 
there are disagreements over what is the ethical choice. The practical approach sidesteps 
debates about what is right, good, or just and bases decisions on prevailing standards of the 
profession and the larger society, taking the interests of all stakeholders into account.36 The 
action of Paula Reid, the manager who set the U.S. Secret Service prostitution scandal in 
motion by reporting the misconduct of agents in Cartagena, Colombia, was based largely 
on the practical approach. 

Innovative 
Way

Paula Reid, U.S. 
Secret Service

Put aside the issue of whether it is morally wrong to hire a prostitute, particularly in a country 
where prostitution is legal in certain areas. The bottom line for Paula Reid is that visits to strip 
clubs, heavy drinking, and payments to prostitutes are not acceptable behavior for Secret 
Service agents charged with protecting the President of the United States.

“If every boss was Paula Reid,” said a former agent, “the Secret Service would never have a 
problem. It would be a lot more boring, never a problem.” Reid, the new supervising manager 
for the Miami office, a prestigious division that oversees the South American region, acted 
swiftly when she received a report of a disturbance at the hotel where agents preparing for 
President Barack Obama’s visit to Cartagena were staying. Based on information from the hotel 
manager, Reid swiftly rounded up a dozen agents, ordered them out of the country, and notified 
her superiors that she had found evidence of “egregious misconduct.” She acted in spite of a 
potential internal backlash because she believed that the actions of the agents had both hurt 
the agency’s reputation and damaged its ability to fulfill its protective and investigative missions.

The resulting scandal threw the Secret Service into turmoil and put director Mark 
Sullivan and other managers on the hot seat. Four of the agents dismissed for engaging in 
inappropriate conduct have since challenged their dismissals, saying that they are being made 
scapegoats for behavior that the agency has long tolerated, so long as there is no breach of 
operational security. Yet, for Reid and others, the “boys will be boys” mentality is not accept-
able in today’s world. According to former director Ralph Basham, there are many former and 
current agents who are “deeply ashamed of what these people did.”37

With the practical approach, a decision would be considered ethical if it is one that 
would be considered acceptable by the professional community, one that the manager would 
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The Individual Manager  
and Ethical Choices
A recent study found that organizational factors such as an unethical corporate 
culture and pressure from superiors and colleagues can induce employees to behave 
unethically. Moreover, when people experience organizational pressure to go against 
their sense of what is right, they typically become frustrated and emotionally  
exhausted.39 Yet there are also personal factors that influence a manager’s ability to 
make ethical decisions. Individuals bring specific personality and behavioral traits 
to the job. Personal needs, family influence, and religious background all shape a 
manager’s value system. Specific personality characteristics, such as ego strength, 
self-confidence, and a strong sense of independence, may enable managers to make 
more ethical choices despite outside pressures and personal risks.

not hesitate to publicize on the evening news, and one that a person would typically feel 
comfortable explaining to family and friends. Using the practical approach, managers may 
combine elements of the utilitarian, moral rights, and justice approaches in their thinking 
and decision making. For example, one expert on business ethics suggests that managers 
can ask themselves the following five questions to help resolve ethical dilemmas.38 Note 
that these questions cover a variety of the approaches discussed previously.

1.	 What’s in it for me?
2.	 What decision would lead to the greatest good for the greatest number?
3.	 What rules, policies, or social norms apply?
4.	 What are my obligations to others?
5.	 What will be the long-term impact for myself and important stakeholders?

•	 Most ethical dilemmas involve a conflict between the 
interests of different groups or between the needs of the 
individual versus the needs of the organization.

•	 Managers can use various approaches based on norms 
and values to help them make ethical decisions.

•	 The utilitarian approach to ethical decision making 
says that the ethical choice is the one that produces the 
greatest good for the greatest number.

•	 The individualism approach suggests that actions are 
ethical when they promote the individual’s best long-term 
interests, because with everyone pursuing self-interest, 
the greater good is ultimately served. This concept is not 
considered appropriate today because it is easily misused 
to support one’s personal gain at the expense of others.

•	 Some managers rely on a moral-rights approach,  
which holds that ethical decisions are those that best 
maintain the fundamental rights of the people affected 
by them.

•	 The justice approach says that ethical decisions  
must be based on standards of equity, fairness, and 
impartiality.

•	 Distributive justice requires that different treatment  
of individuals not be based on arbitrary characteristics.

•	 Procedural justice holds that rules should be clearly 
stated and consistently and impartially enforced.

•	 Compensatory justice argues that individuals  
should be compensated for the cost of their injuries by 
the party responsible, and individuals should not be 
held responsible for matters over which they have no 
control.

•	 Many managers also use the practical approach,  
which sidesteps debates about what is right, good, or 
just, and bases decisions on prevailing standards of the 
profession and the larger society, taking the interests of 
all stakeholders into account.

Remember This

Review your responses 
to the questions at 
the beginning of this 
chapter, which will 
give you some insight 
into your own level of 
ethical maturity.  A high 
level of ethical maturity 
can help managers make 
ethical choices in the 
face of opposition or 
pressure from others.
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The Stages of Moral 
Development

One important personal factor is the stage of 
moral development.40 A simplified version of 
one model of personal moral development is 
shown in Exhibit 5.3. 

At the preconventional level, individu-
als are concerned with external rewards and 
punishments and obey authority to avoid 
detrimental personal consequences. In an  
organizational context, this level may be asso-
ciated with managers who use an autocratic 
or coercive leadership style, with employees 
oriented toward dependable accomplishment 
of specific tasks.

At level two, called the conventional level, 
people learn to conform to the expectations 
of good behavior as defined by colleagues, 
family, friends, and society. Meeting social 
and interpersonal obligations is important. 

Work-group collaboration is the preferred manner of accomplishing organizational goals, 
and managers use a leadership style that encourages interpersonal relationships and 
cooperation.

At the postconventional, or principled, level, individuals are guided by an internal set 
of values based on universal principles of justice and will even disobey rules or laws that 
violate these principles. Internal values become more important than the expectations of 
significant others. One recent example of the postconventional approach was the lifeguard 

Ahmed Rahim, CEO of 
Numi Teas in Oakland, 
California, functions at a 
postconventional level of 
moral development. Rahim 
is committed to fair trade 
practices and to reducing 
the carbon footprint of his 
organization on the planet. But 
this leader has taken things a 
step further. Partnering with 
SCS Global Services and 
other third-party verifiers, 
Numi Teas has created a 
proprietary training program 
that teaches other business 
leaders how to adopt and 
verify fair labor practices on a 
global scale. 

Concept Connection
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Level 1
Preconventional

Level 2
Conventional

Level 3
Postconventional

Self-Interest

Follows self-chosen
principles of justice and
right. Aware that people hold
different values and seeks
creative solutions to ethical
dilemmas. Balances concern
for individual with concern
for common good.

Lives up to expectations of
others. Ful�lls duties and
obligations of social system.
Upholds laws.

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

Leader Style: Autocratic/coercive Guiding/encouraging,
team oriented

Transforming, or
servant leadership

Empowered employees,
full participation

Work-group collaborationTask accomplishmentEmployee Behavior:

Societal Expectations Internal Values

SOURCES: Based on L. Kohlberg, “Moral Stages and Moralization: The Cognitive-Developmental Approach,” in Moral Development and Behavior : Theory, 
Research, and Social Issues, ed. T. Lickona (New York: Holt, Rinehart, and Winston, 1976), pp. 31–53; and Jill W. Graham, “Leadership, Moral Development, 
and Citizenship Behavior,” Business Ethics Quarterly 5, no. 1 (January 1995): 43–54.

exhibit	      5.3      Three Levels of Personal Moral Development
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in Hallandale Beach, Florida, who was fired for leaving his assigned zone to help a drown-
ing man even though his supervisor ordered him not to leave his zone and to call 911 
instead. “What he did was his own decision,” said a manager for the company. “He knew 
the rules.”41

The great majority of managers operate at level two, meaning that their ethical thought 
and behavior is greatly influenced by their superiors and colleagues in the organization or 
industry. Only about 20 percent of American adults reach the postconventional stage of 
moral development. People at level three are able to act in an independent, ethical manner 
regardless of expectations from others inside or outside the organization. 

Givers Versus Takers 
When managers operate from a higher level of development, they may use a form of ser-
vant leadership, focusing on the needs of followers and encouraging others to think for 
themselves. Research has shown that people will work harder and more effectively for 
people who put others’ interests and needs above their own.42

Adam Grant, an organizational psychologist at the Wharton School of the University 
of Pennsylvania, has been observing and studying the differences between “givers” and 
“takers” since he was an undergraduate student, and he says that changes in society and 
organizations make self-sacrifice for the sake of a larger purpose an increasingly 
beneficial characteristic. In one study, Grant found that the single biggest predictor 
of a team’s effectiveness was the amount of help and support that members gave to 
one another. Grant says that, in the past, takers (people who put their own interests 
first) could climb to the top over the backs of givers, but that is changing as the nature 
of work has shifted. For example, Howard Lee, who was heading the South China 
office for Groupon, received a flood of applications for sales jobs. By searching social 
media, he could identify that some candidates had a pattern of self-serving behavior. 
He quickly weeded those out and focused on the applicants who demonstrated a 
track record as givers.43

The shift toward admiring and rewarding givers over takers can bring significant 
positive changes within organizations. The simple categories of giver and taker help 
people understand how they might contribute to or detract from an organization’s 
ethical culture.

Complete the “New 
Manager Self-Test” 
on page 162 to see if 
you have the personal 
characteristics of a giver 
or a taker. What do 
you think your pattern 
means for your success 
and effectiveness as a 
manager?

•	 Organizational pressures can influence people to go 
against their own sense of right or wrong, and the result-
ing stress can lead to mental exhaustion and burnout.

•	 Personality characteristics, family influence, religious 
background, and other factors influence a manager’s 
ability to make ethical choices.

•	 One important factor is whether a manager is at a pre-
conventional, conventional, or postconventional level of 
moral development.

•	 Most managers operate at a conventional level, conform-
ing to standards of behavior expected by society.

•	 Only about 20 percent of adults reach the postconven-
tional level and are able to act in an independent, ethical 
manner, regardless of the expectations of others.

•	 Studies show that people work harder and more effec-
tively when managers put the interests of others above 
their own.

Remember This
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New Manager     Self-Test
Are You a Giver or a Taker?

Managers differ in how they view other people and the 
tactics they use to get things done. Respond to the items 
here based on how you view yourself and others. Please 
answer whether each item is Mostly True or Mostly False 
for you.

1.	 My actions meet the needs of  
others before my own needs.	

2.	 I am always offering a helping hand  
to those around me.	

3.	 I give away credit and recognition  
to others.	

4.	 I tend to feel competitive with  
my coworkers.	

5.	 I often interrupt someone to  
make my point.	

6.	 I encourage the growth of others,  
expecting nothing in return.	

7.	 I like to be of service to others.	

8.	 Giving makes me happier than  
receiving.	

9.	 I reach out to orient new people  
even though it is not required.	

Scoring and Interpretation: Sum questions 1–3 and 
6–9 with one point for each Mostly True, and sum questions 
4–5 with one point for each Mostly False. Your score per-
tains to a concept that was introduced by Robert Greenleaf 
in his book, Servant Leadership. Servant leadership means 
that managers are “givers” and try to place service to others 
before self-interest, listen as a way to care about others, and 
nourish others to help them become whole. This approach 
to management was based on Greenleaf ’s Quaker beliefs. 
A score of 7–9 would be considered high on servant or 
“giving” leadership, and 0–3 would be considered low, which 
represents a “taker” style of leadership, with a score of 4–6 
in the middle range. How do you feel about your score? Are 
you attracted to the qualities of servant or giving leader-
ship, or would you prefer a different approach to managing 
others?

Source: Based on Robert Greenleaf, Servant Leadership: A Journey into the Nature 
of Legitimate Power and Greatness, 25th anniversary ed. (New York: Paulist Press, 
2002). 

	 Mostly	 Mostly
	 True	 False

What Is Corporate Social Responsibility?
There has been an explosion of interest in recent years in the concept of corporate social 
responsibility.44 In one sense, the concept of social responsibility, like ethics, is easy to un-
derstand: It means distinguishing right from wrong and doing right. It means being a good 
corporate citizen. The formal definition of corporate social responsibility (CSR) is man-
agement’s obligation to make choices and take actions that will contribute to the welfare 
and interests of society, not just the organization.45

As straightforward as this definition seems, CSR can be a difficult concept to grasp be-
cause different people have different beliefs as to which actions improve society’s welfare.46 
To make matters worse, social responsibility covers a range of issues, many of which are 
ambiguous with respect to right or wrong. If a bank deposits the money from a trust fund 
into a low-interest account for 90 days, from which it makes a substantial profit, is it being 
a responsible corporate citizen? How about two companies engaging in intense competi-
tion? Is it socially responsible for the stronger corporation to drive the weaker one out of 
business or into a forced merger? Or consider General Motors (GM), Lehman Brothers, 
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Hostess Brands, and the numerous other companies that have declared bankruptcy in recent 
years—which is perfectly legal—and thus avoided having to meet their mounting financial 
obligations to suppliers, labor unions, or competitors. These examples contain moral, legal, 
and economic complexities that make socially responsible behavior hard to define.

Organizational Stakeholders 
One reason for the difficulty of understanding and applying CSR is that managers must 
confront the question, “Responsibility to whom?” Recall from Chapter 3 that the organiza-
tion’s environment consists of several sectors in both the task and the general environment. 
From a social responsibility perspective, enlightened organizations view the internal and 
external environment as a variety of stakeholders.

A stakeholder is any group or person within or outside the organization that has 
some type of investment or interest in the organization’s performance and is affected by 
the organization’s actions (employees, customers, shareholders, and so forth). Each stake-
holder has a different criterion of responsiveness because it has a different interest in the 
organization.47 There is growing interest in a technique called stakeholder mapping, 
which provides a systematic way to identify the expectations, needs, importance, and rela-
tive power of various stakeholders, which may change over time.48 Stakeholder mapping 
helps managers identify or prioritize the key stakeholders related to a specific issue or 
project. For instance, Gap Inc., struggling to cope with the turmoil created after the com-
pany was targeted by protesters for using contractors that polluted the environment and 
engaged in child labor practices, decided to use mapping to identify key stakeholders with 
which the firm could develop deeper, transparent relationships.

Innovative  
Way
Gap Inc.

v

When reports surfaced in the fall of 2009 that a contractor in Lesotho, Africa, making cloth-
ing for Gap Inc. and other U.S. companies was dumping toxic materials into local landfills and 
discharging chemicals into the Caledon River, Gap managers swung into action.  A similar crisis 
related to child labor and unsafe conditions ten years earlier had resulted in global protests 
that raged for months and tarnished Gap’s reputation, damaged employee morale, and dev-
astated the firm’s performance. In contrast, the more recent Lesotho story died down quickly, 
and Gap came out stronger on the other side.

What happened in those ten years to make a difference? It’s certainly not that the public was 
less outraged by the stories of poor children being harmed by dangerous chemicals while playing 
near the river or scavenging through refuse. The result was different this time because Gap man-
agers had carefully cultivated open relationships with labor groups, human rights organizations, 
trade unions, nongovernmental organizations, and other stakeholders that enabled them to swing 
into action immediately and take specific steps to solve the problem. In the past, managers’ ap-
proach would have been to deny responsibility and blame the subcontractor. With the Lesotho 
incident, though, Gap’s top leaders immediately stepped forward to declare the company’s com-
mitment to fair and safe conditions and outline the steps it would take. Because of the relation-
ships Gap had developed with numerous stakeholder groups, the company had the support of 
labor and human rights organizations, which praised managers’ commitment and actions.

Gap embarked on the process of engaging with key stakeholders because even though 
the company had made a strong commitment to social and environmental responsibility 
since 1992, the previous approach wasn’t working. Multimillion-dollar efforts at solving ethical 
problems in the supply chain had failed. So, managers started by drawing a stakeholder map 
that listed as many stakeholders as possible, then ranked them by their importance. Starting 
with mapping gave managers a way to focus their efforts and join with the most influential 
stakeholders to improve labor practices. It was a long and difficult journey, but the results have 
been well worth it. The company has received awards and public recognition as a leader in 
ethics and social responsibility.49
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Hot
Topic

The global supply chain is a source of ongoing challenges for managers. As Dan Rees, 
former director of the Ethical Trading Initiative (ETI) said, “It is not a crime to find child 
labor in your supply chain. What is important is what you do about it when you find 
out.”50 Many companies retract their orders and stop doing business with companies that 
are found to use unsafe or unethical practices. A more recent approach some are taking is 
to work closely with overseas factories to improve their conditions, which managers say 
benefits both sides of the equation.51 By using stakeholder mapping and cultivating open, 
trust-based relationships with key stakeholders, Gap is trying to ensure that managers are 
able to do the right thing swiftly, sometimes even turning crises into opportunities.

Exhibit 5.4 illustrates important stakeholders for a large organization such as Gap. 
Most organizations are influenced by a similar variety of stakeholder groups. Investors 
and shareholders, employees, customers, and suppliers are considered primary stakehold-
ers, without whom the organization cannot survive. Investors, shareholders, and suppliers’ 
interests are served by managerial efficiency—that is, use of resources to achieve profits. 
Employees expect work satisfaction, pay, and good supervision. Customers are concerned 
with decisions about the quality, safety, and availability of goods and services. When any 
primary stakeholder group becomes seriously dissatisfied, the organization’s viability is 
threatened.52 

Other important stakeholders are the government and the community, which have be-
come increasingly important in recent years. Most corporations exist only under the proper 

Customers Regulatory
Authorities

Stockholders

Employees

Suppliers

Governments

Gap Inc.

Special Interest
Groups

Partners

Human Rights
Organizations

Trade
Unions

Creditors

Nongovernmental
Organizations

(NGOs)

Communities

exhibit	     5.4      Major Stakeholders Relevant to Gap Inc.

SOURCES: Based on information in D. Wheeler, B. Colbert, and R. E. Freeman, “Focusing on Value: Reconciling Corporate Social Responsibility, Sustainability, and a 
Stakeholder Approach in a Networked World,” Journal of General Management 28, no. 3 (Spring 2003): 1–28; J. E. Post, L. E. Preston, and S. Sachs, “Managing the Extended 
Enterprise: The New Stakeholder View,” California Management Review 45, no. 1 (Fall 2002): 6–28; and N. Craig Smith, Sean Ansett, and Lior Erex, “How Gap Inc. Engaged 
with Its Stakeholders,” MIT Sloan Management Review 52, no. 4 (Summer 2011): 69–76.
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Hot
Topic

charter and licenses and operate within the limits of safety laws, environmental protection 
requirements, antitrust regulations, antibribery legislation, and other laws and regulations 
in the government sector. Government regulations affecting business are increasing be-
cause of recent events. The community includes local governments, the natural environ-
ment, and the quality of life provided for residents. For many companies such as Gap, trade 
unions and human rights organizations are highly important stakeholders. Special interest 
groups may include trade associations, political action committees, professional associa-
tions, and consumerists. One special interest group of particular importance today is the 
green movement.

The Green Movement

When Jeffrey Immelt, CEO of General Electric (GE), first presented a plan for a “green” 
business initiative to 35 top GE executives in 2004, they voted it down. But Immelt, in a 
rare move, overruled them, and Ecomagination was born. Today, GE’s Ecomagination is 
one of the world’s most widely recognized corporate green programs. It has not only cut 
GE’s greenhouse gas emissions by 30 percent, but also added innovative products that are 
generating billions in annual revenue.53 

Going green has become a new business imperative, driven by shifting social attitudes, 
new governmental policies, climate changes, and information technology (IT) that quickly 
spreads any news of a corporation’s negative impact on the environment. A recent survey 
found that 90 percent of Americans agree that there are important “green” issues and prob-
lems, and 82 percent think that businesses should implement environmentally friendly 
practices.54 Each chapter of this text contains a “Green Power” example that highlights 
what companies are doing to improve their environmental performance.

Green Power
Ecomagination

The question hovering on the horizon for enlight-
ened CEOs such as GE’s Jeff Immelt: How do we apply 
technology and sustainability to addressing the eco-
nomics of scarcity? Immelt had only to tap into the 
historical precedent of innovation and imagination 
set by the creative genius of GE founder Thomas 
Edison. The result was GE’s major commitment to 
social responsibility through a green technology 
movement.

Immelt doubled R&D funding to establish 
new labs and load them with Ph.Ds undertaking 

innovative sustainability research. The company also 
created an Ecomagination Advisory Council fueled 
by “dreaming sessions” that allowed customers and 
stakeholders to envision the future and the products 
and services that can improve those futures while 
providing an innovative business opportunity for GE. 
Founder Edison must be smiling.

Source: Philip Mirvis, Bradley Googins, and Sylvia Kinnicutt, “Vision, Mission, 
Values: Guideposts to Sustainability,” Organizational Dynamics 39 (2010): 
316–324.

Energy is an area of growing concern for the green movement, as reflected in the con-
troversy associated with the proposed building of the Keystone XL pipeline, which would 
add a link running from the oil sands of Alberta, Canada, to refineries on the Texas coast 
of the Gulf of Mexico. Nearly six in ten Americans polled are in favor of the U.S. gov-
ernment approving the project, believing that it will create jobs without causing signifi-
cant environmental damage. But green groups are up in arms, targeting Keystone and 
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the entire oil sands industry, which releases 30 million tons of carbon dioxide a year into 
the atmosphere and will release more as the industry grows. Opponents point out that the 
“well-to-gas tank” emissions of Canadian oil sands are about twice as high as the average 
barrel of U.S. imported crude oil. Supporters insist that it is better to tap the oil sands of 
Canada than to continue helping oil-rich countries that may abuse both people and the 
environment.55

Sustainability and the Triple Bottom Line

Some corporations are embracing an idea called sustainability or sustainable development. 
Sustainability refers to economic development that generates wealth and meets the needs 
of the current generation while preserving the environment and society so that future 
generations can meet their needs as well.56 With a philosophy of sustainability, manag-
ers weave environmental and social concerns into every strategic decision so that financial 
goals are achieved in a way that is socially and environmentally responsible. Managers in 
organizations that embrace sustainability measure their success in terms of a triple bottom 
line. The term triple bottom line refers to measuring an organization’s social performance, 
its environmental performance, and its financial performance. This is sometimes called the 
three Ps: People, Planet, and Profit.57

The “People” part of the triple bottom line looks at how socially responsible the orga-
nization is in terms of fair labor practices, diversity, supplier relationships, treatment of 
employees, contributions to the community, and so forth. The “Planet” aspect measures the 
organization’s commitment to environmental sustainability. The third P, of course, looks 
at the organization’s profit, the financial bottom line. Based on the principle that what 
you measure is what you strive for and achieve, using a triple-bottom-line approach to 
measuring performance ensures that managers take social and environmental factors into 
account rather than blindly pursuing profit, no matter the cost to society and the natural 
environment.

•	 Corporate social responsibility(CSR) refers to the 
obligation of organizational managers to make choices 
and take actions that will enhance the welfare and  
interests of society, as well as the organization.

•	 Different stakeholders have different interests in the 
organization and thus different criteria for social 
responsiveness.

•	 The term stakeholder refers to any group or person 
within or outside the organization that has some 
type of investment or interest in the organization’s 
performance.

•	 Shareholders, employees, customers, and suppliers are 
considered primary stakeholders, without whom the 
organization could not survive.

•	 Government, the community, and special interest 
groups are also important stakeholders.

•	 Stakeholder mapping provides a systematic way to 
identify the expectations, needs, importance, and relative 
power of various stakeholders.

•	 The green movement is a special interest group of particu-
lar importance today.

•	 Sustainability refers to economic development that 
generates wealth and meets the needs of the current 
population while preserving society and the environment 
for the needs of future generations.

•	 Companies that embrace sustainability measure perfor-
mance in terms of financial performance, social perfor-
mance, and environmental performance, referred to as 
the triple bottom line.

•	 A survey found that 90 percent of Americans agree 
that there are important “green” issues and problems, 
and 82 percent think that businesses should implement 
environmentally friendly practices. 

Remember This
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Evaluating Corporate Social 
Responsibility
Exhibit 5.5 presents a model for evaluating corporate social per-
formance, which indicates that total corporate social responsi-
bility can be divided into four primary criteria: economic, legal, 
ethical, and discretionary responsibilities.58 These four criteria fit 
together to form the whole of a company’s social responsiveness. 

The first criterion of social responsibility is economic respon-
sibility. The business institution is, above all, the basic economic 
unit of society. Its responsibility is to produce the goods and 
services that society wants and to maximize profits for its own-
ers and shareholders. Economic responsibility, carried to the ex-
treme, is called the profit-maximizing view, advocated by Nobel 
economist Milton Friedman. This view argues that the corporation should be operated on 
a profit-oriented basis, with its sole mission to increase its profits so long as it stays within 
the rules of the game.59 The purely profit-maximizing view is no longer considered an ad-
equate criterion of social performance in Canada, the United States, and Europe. This 
approach means that economic gain is the only responsibility, and this can lead companies 
into trouble, as recent events in the mortgage and finance industries have clearly shown.

Legal responsibility defines what society deems as important with respect to ap-
propriate corporate behavior.60 That is, businesses are expected to fulfill their economic 
goals within the framework of legal requirements imposed by local town councils, state 
legislators, and federal regulatory agencies. Examples of illegal acts by corporations in-
clude corporate fraud, intentionally selling defective goods, performing unnecessary repairs 
or procedures, deliberately misleading consumers, and billing clients for work not done. 
Organizations that knowingly break the law are poor performers in this category. Both 

“For a long time, people 
believed that the only 
purpose of industry was 
to make a profit. They are 
wrong. Its purpose is to 
serve the general welfare.”

—Henry Ford, Sr. (1863–1947), American 

industrialist
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Total Corporate Social Responsibility

Contribute to the
community; be a good

corporate citizen.

Ethical Responsibility
Be ethical. Do what is right. Avoid harm.

Legal Responsibility
Obey the law.

Economic Responsibility
Be profitable.

SOURCES: Based on Archie B. Carroll, “A Three-Dimensional Conceptual Model of Corporate Performance,” Academy 
of Management Review 4 (1979): 499; A. B. Carroll, “The Pyramid of Corporate Social Responsibility: Toward the Moral 
Management of Corporate Stakeholders,” Business Horizons 34 (July–August 1991): 42; and Mark S. Schwartz and Archie 
B. Carroll, “Corporate Social Responsibility: A Three-Domain Approach,” Business Ethics Quarterly 13, no. 4 (2003): 503–530.

exhibit	     5.5       
Criteria of Corporate Social 
Performance
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Tyson Foods and Walmart, for example, became embroiled 
in bribery scandals related to their operations in Mexico. Ex-
ecutives at Walmart de Mexico allegedly paid bribes to local 
officials and covered up the wrongdoing so that the retailer 
could corner every edge of the market in that country. Tyson 
was accused of paying bribes to the wives of veterinarians 
stationed at its plants as part of an effort to avoid any prob-
lems certifying products as suitable for export.61 Managers at 
these companies are by no means alone. A 2013 global sur-
vey by Transparency International found that more than 25 
percent of those surveyed admitted to paying a bribe within 
the previous 12 months.62

Ethical responsibility includes behaviors that are not nec-
essarily codified into law and may not serve the corpora-
tion’s direct economic interests. As described earlier in this 
chapter, to be ethical, organization decision makers should 
act with equity, fairness, and impartiality, respect the rights 
of individuals, and provide different treatment of indi-
viduals only when relevant to the organization’s goals and 
tasks.63 Unethical behavior occurs when decisions enable 
an individual or company to gain at the expense of other 
people or society as a whole. Several well-known compa-

nies, including McDonald’s, Nickelodeon, General Mills, and Subway, have been accused 
of unethical behavior by skirting the Children’s Online Privacy Protection Act. Since it 
is illegal to collect e-mail addresses and send marketing materials directly to children, 
critics say, these and other companies use tactics such as getting Web site users to play 
games and share them with friends, so the site can then target those friends with market-
ing messages.64

Discretionary responsibility is purely voluntary and is guided by a company’s de-
sire to make social contributions not mandated by economics, law, or ethics. Discretion-
ary activities include generous philanthropic contributions that offer no payback to the 
company and are not expected. For example, Procter & Gamble (P&G) provides PUR 
packets that treat contaminated water and make it safe to drink for victims of natural 
disasters, such as the Asian tsunami in 2004. The pharmaceutical company Merck dis-
covered a drug (called Mectizan) that will prevent river blindness, a dreadful disease that 
strikes the poorest of the poor, mostly in African countries. In 1987, realizing those who 
need the drug could never buy it, Merck pledged to provide it free of charge to anyone 
who needed it, in perpetuity.65 Discretionary responsibility is the highest criterion of  
social responsibility because it goes beyond societal expectations to contribute to the 
community’s welfare.

Discretionary responsibility is related to organizational virtuousness, which means 
that an organization pursues a positive human impact, moral goodness, and unconditional 
society betterment for its own sake.66 For example, MAS Holdings, a family-owned ap-
parel manufacturer in Sri Lanka, has made a commitment to contribute to economic de-
velopment while also improving the lives of employees, their families, and the community. 

In an era when clothing manufacturers are in the news every week for another ethical, 
labor relations, or safety violation, MAS Holdings is making news for its owners’ 
belief that businesses have the power to make a positive difference in the lives of em-
ployees and the community. MAS, the largest supplier for Victoria’s Secret, provides 
transportation to and from work, free meals, and medical care to all of its 45,000 
employees in 28 plants. More than 90 percent of its workers are women, so MAS 
builds factories in rural areas with easy access so that women can work close to their 
homes and families. 67

In the United States, employers have a legal responsibility 
to comply with laws designed to protect workers, such as the 
health and safety laws enforced by the Occupational Safety and 
Health Administration (OSHA). For example, companies that 
run manufacturing plants like this one are required to provide 
employees with safety goggles, earplugs, hard hats, and other 
protective gear as needed for various jobs.
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Read the “Ethical 
Dilemma” on  
page 175, which 
pertains to legal and 
ethical responsibilities.
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Managing Company Ethics  
and Social Responsibility
An expert on the topic of ethics said, “Management is responsible for creating and sustain-
ing conditions in which people are likely to behave themselves.”68 Exhibit 5.6 illustrates 
ways in which managers create and support an ethical organization. One of the most im-
portant steps managers can take is to practice ethical leadership.69 Ethical leadership means 
that managers are honest and trustworthy, fair in their dealings with employees and cus-
tomers, and behave ethically in both their personal and professional lives.

Managers and first-line supervisors are important role models for ethical behavior, 
and they strongly influence the ethical climate in the organization by adhering to high 
ethical standards in their own behavior and decisions. Moreover, managers are proactive 
in influencing employees to embody and reflect ethical values.70 This chapter’s “Manager’s 
Shoptalk” describes an approach that some leading companies are taking to strengthen 
managers’ ethical and socially responsible underpinning. 

•	 The model for evaluating a company’s social perfor-
mance uses four criteria: economic, legal, ethical, and 
discretionary.

•	 Companies may get into trouble when they use  
economic criteria as their only measure of responsibil-
ity, which is sometimes called the profit-maximizing 
view.

•	 Discretionary responsibility is purely voluntary  
and is guided by the organization’s desire to make social 

contributions not mandated by economics, laws, or 
ethics.

•	 Corporations that sent generous donations to Japan 
following the devastating earthquake and tsunami in 
2011 were practicing discretionary responsibility.

•	 Discretionary responsibility is related to  
organizational virtuousness, which means that an 
organization pursues a positive human impact, moral 
goodness, and unconditional society betterment.

Remember This

The Ethical Organization

Ethical Leadership

Codes of Ethics

Ethics Committee

Chief Ethics Officer

Ethics Hotlines

Ethics Training

Support for Whistle-Blowers

SOURCE: Adapted from Linda Klebe Treviño, Laura Pincus Hartman, and Michael Brown, “Moral Person and Moral Manager,” 
California Management Review 42, no. 4 (Summer 2000): 128–142.

exhibit	     5.6       
Building an Ethical 
Organization
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Manager’s    Shoptalk
Cultivating a Service Mindset

S
ome of today’s best companies are taking a new 
approach to developing managers—global service 
programs that place employees with nonprofit 
organizations or small businesses, often in devel-

oping countries, to provide free or low-cost technical 
and managerial assistance. In line with the growing 
emphasis on sustainability and the triple bottom line, 
organizations want managers who have a service 
and sustainability mindset rather than an attitude 
of getting all they can for themselves. In one survey, 
88 percent of top executives said it was important that 
future managers have the mindset and skills to address 
sustainability issues.

•	 Global service programs benefit everyone. Global 
service programs have been described as a “win-
win-win.” It might seem obvious that the non-
profit organizations served by these programs 
benefit, but the companies investing in them and 
the employees participating in them gain just 
as much. IBM credits its program with generat-
ing about $5 billion in new business. Companies 
gain greater knowledge of emerging markets, 
develop social capital and goodwill, and get more 
well-rounded managers with the service and 
sustainability mindset needed in today’s world. 
Participants benefit in numerous ways, including 
increased self-awareness, new skills, and greater 
cross-cultural understanding.

•	 Many managers view these opportunities as plum 
assignments. Laura Benetti of Dow Corning spent 
four weeks working nine-hour days with rural 
women in India, helping them learn how to price 

and market the garments they made. She and 
nine colleagues slept in a lodge with limited access 
to hot water and electricity. “It gives more mean-
ing to your career,” said Benetti. Participants in 
global service also appreciate the opportunity to 
expand their understanding of global issues. “We 
all know about things like poverty in Africa and 
corruption and bribery . . .,” said one IBM partici-
pant who spent time in Nigeria. “This kind of ex-
perience really brings . . . things to life, you really 
feel it.”

•	 How widespread is the trend? In 2012, at least 
27 Fortune 500 companies, including PepsiCo, IBM, 
FedEx, Dow Corning, and Pfizer, had some type of 
global service program, up from only 6 in 2006. 
Since 2008, IBM has sent more than 1,400 em-
ployees to work with projects such as reforming 
Kenya’s postal system or developing ecotourism 
in Tanzania. Pfizer’s program lends employees to 
nongovernmental organizations (NGOs) to address 
health care needs in Asia and Africa. The Accen-
ture Development Partnership has been involved 
in more than 200 projects in 55 countries, where 
Accenture’s professionals work at 50 percent pay 
for up to six months with organizations such as 
UNICEF and Freedom from Hunger.

Sources: Based on Philip Mirvis, Kevin Thompson, and John Gohring, “Toward 
Next-Generation Leadership: Global Service,” Leader to Leader (Spring 2012): 
20–26; Matthew Gitsham, “Experiential Learning for Leadership and Sustainability 
at IBM and HSBC,” Journal of Management Development 31, no, 3 (2012): 
298–307; and Anne Tergesen, “Doing Good to Do Well,” The Wall Street Journal, 
January 9, 2012, B7.

Managers can also implement organizational mechanisms to help employees and the 
company stay on an ethical footing. Some of the primary ones are codes of ethics, ethical 
structures, and measures to protect whistle-blowers.

Code of Ethics

A code of ethics is a formal statement of a company’s values concerning ethics and social 
issues; it communicates to employees what the company stands for. Codes of ethics tend to 
exist in two types: principle-based statements and policy-based statements. Principle-based 
statements are designed to affect corporate culture; they define fundamental values and con-
tain general language about company responsibilities, quality of products, and treatment 
of employees. Policy-based statements generally outline the procedures to be used in specific 
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ethical situations. These situations include marketing practices, conflicts of interest, obser-
vance of laws, proprietary information, political gifts, and equal opportunities.

General statements of principle are often called corporate credos. One good example 
is Johnson & Johnson’s “The Credo.” Available in 36 languages, The Credo has guided 
Johnson & Johnson’s managers for more than 60 years in making decisions that honor 
the company’s responsibilities to employees, customers, the community, and stockholders. 
Another example is Google’s Code of Conduct. Portions of the Google code are shown in 
the following example.

Innovative  
Way
Google

Google is one of the best-known companies in the world, and managers take seriously its 
reputation for both technological superiority and a commitment to ethics and social respon-
sibility. Google’s Code of Conduct starts with these words: “Don’t be evil. Googlers generally 
apply those words to how we serve our users. But ‘Don’t be evil’ is much more than that.”

Google uses a well-designed Code of Conduct to put the motto into practice. The code 
is divided into seven sections, with each subdivided into sections that describe specific values, 
policies, and expectations. The code also clearly states that employees will be protected  
if they call attention to ethical violations or misconduct. Here are some excerpts from 
Google’s code:

Serve Our Users 
Our users value Google not only because we deliver great products and services, but 
because we hold ourselves to a higher standard in how we treat users and operate more 
generally.

Respect Each Other 
We are committed to a supportive work environment, where employees have the op-
portunity to reach their fullest potential. Each Googler is expected to do his or her 
utmost to create a respectful workplace culture that is free of harassment, intimidation, 
bias and unlawful discrimination of any kind. 

Preserve Confidentiality 
We get a lot of press attention around our innovations and our culture, and that’s usually 
fine. However, company information that leaks prematurely into the press or to com-
petitors can hurt our product launches, eliminate our competitive advantage and prove 
costly in other ways.

Ensure Financial Integrity and Responsibility 
Financial integrity and fiscal responsibility are core aspects of corporate professionalism. . . . 
The money we spend on behalf of Google is not ours; it’s the company’s and, ultimately, 
our shareholders’.

Obey the Law 
Google takes its responsibilities to comply with laws and regulations very seriously and 
each of us is expected to comply with applicable legal requirements and prohibitions.

Conclusion 
Google aspires to be a different kind of company. It’s impossible to spell out every pos-
sible ethical scenario we might face. Instead, we rely on one another’s good judgment to 
uphold a high standard of integrity for ourselves and our company. 

And remember  .  .  . don’t be evil, and if you see something that you think isn’t 
right—speak up!71 

Having a strong code of conduct or code of ethics doesn’t guarantee that companies 
won’t get into ethical trouble or be challenged by stakeholders on ethical issues. Codes 
of ethics in and of themselves do little to influence and ensure ethical behavior among 
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employees and managers.72 However, they are one key element of the organization’s ethical 
framework. Codes of ethics state the values or behaviors expected and those that will not be 
tolerated. When top management supports and enforces these codes, including rewards for 
compliance and discipline for violation, ethics codes can boost a company’s ethical climate.73

Ethical Structures

Ethical structures represent the various systems, positions, and programs that a company 
can undertake to encourage and support ethical behavior. An ethics committee is a group 
of executives (and sometimes lower-level employees as well) appointed to oversee company 
ethics. The committee provides rulings on questionable ethical issues and assumes respon-
sibility for disciplining wrongdoers.

Many companies set up ethics offices with full-time staff to ensure that ethical standards 
are an integral part of company operations. These offices are headed by a chief ethics officer, 
sometimes called a chief ethics and compliance officer, a company executive who oversees all 
aspects of ethics and legal compliance, including establishing and broadly communicating 

standards, ethics training, dealing with exceptions or problems, and advising senior 
managers in the ethical and compliance aspects of decisions.74 Changing government 
regulations in the light of accounting irregularities require that large public firms have 
an individual who is responsible for the ethics and compliance program, and many ex-
perts are advising that to be effective, this person should have direct access to the board 
of directors.75 Most ethics offices also work as counseling centers to help employees 
resolve difficult ethical issues. A toll-free confidential ethics hotline allows employees 
to report questionable behavior, as well as seek guidance concerning ethical dilemmas.

Whistle-Blowing

Employee disclosure of illegal, unethical, or illegitimate practices on the employer’s part is 
called whistle-blowing.76 No organization can rely exclusively on codes of conduct and 
ethical structures to prevent all unethical behavior. Holding organizations accountable 
depends to some degree on individuals who are willing to speak up if they detect illegal, 
dangerous, or unethical activities. Whistle-blowers often report wrongdoing to outsiders, 
such as regulatory agencies, senators, or newspaper reporters. Some firms have instituted 
innovative programs and confidential hotlines to encourage and support internal whistle-
blowing. For this practice to be an effective ethical safeguard, however, companies must 
view whistle-blowing as a benefit to the company and make dedicated efforts to encourage 
and protect whistle-blowers.77 Michael Woodford, former president and CEO of Olympus, 
describes what can happen when that isn’t the case.

Complete the 
“Experiential Exercise” 
on page 174, which 
pertains to ethical 
work environments.

Innovative 
Way

Michael Woodford, 
Olympus

Michael Woodford had been with camera maker Olympus for 30 years when he was named 
president and CEO in early 2011. That appointment turned out to be the beginning of the 
end of his career with the company.

Woodford soon discovered that unauthorized payments had been made to third parties in 
an effort to hide significant losses. He went to the board, but they ignored his findings. “I begged 
them to do what was right. I was the president and I was trying to expose a fraud,” he says.

After he went public, Woodford was voted out of his job. He describes what happened 
next: “I was petrified. You feel your career is slipping away. You fear for your safety . . . there 
were implications of ‘anti-social forces,’ which means the yakuza [Japanese mafia].” Woodford 
says as painful as the experience was, it was a huge education, and he has no regrets about 
doing the right thing. The entire board at Olympus eventually resigned, and three senior 
executives pleaded guilty to fraud.78
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Hot
Topic

Most whistle-blowers, like Michael Woodford, realize they may suffer financially and 
emotionally, but they act courageously to do what they think is right.

For people throughout an organization to be willing to “blow the whistle” on unethi-
cal or illegal behavior, managers have to revere whistle-blowing and make heroes of those 
who come forward. Unfortunately, the opposite often happens. Consider the situation at 
Pennsylvania State University. After defensive football coordinator Jerry Sandusky was 
convicted on 45 counts of child sexual abuse, the courts and the public were astonished 
to learn that many people supposedly knew about Sandusky’s behavior and apparently 
did nothing beyond talking with him and urging him to get professional help. The fact is 
that most managers have a natural inclination to protect their colleagues and the organiza-
tion.79 Vicky Triponey, vice president of student affairs at Penn State from 2003 to 2007, 
says she was fired after trying to punish football players for acts of wrongdoing ranging 
from brutal fights to sexual assault. According to Triponey, Penn State president Graham 
Spanier told her that she wasn’t fitting in with “the Penn State way.” Triponey says there 
was a “blind sense of loyalty—not just at the top, but at all levels. I think people, in order 
to keep their jobs, have had to turn a blind eye.”80 Indeed, managers want employee loy-
alty in their organization, and it can be difficult to set aside when unethical activities are 
discovered. 

Penn State managers aren’t alone in trying to protect their organization, even at the risk 
of allowing unethical behavior to continue. The U.S. Office of Special Counsel recently 
found three Air Force officials guilty of retaliating against civilian employees who reported 
the mishandling of the remains of deceased soldiers at Dover Air Force Base, for example. 
A former executive at Countrywide Financial Corporation says he was bullied and eventu-
ally fired after he questioned the company’s use of so-called “Ninja loans” (no income, no 
job, no assets) at the height of the subprime mortgage craze. And Matthew Lee, a former 
senior vice president in Lehman Brothers’ accounting division, lost his job just weeks 
after he raised concerns about how the firm was masking risks by temporarily “parking” 
$50 billion in risky loan assets off its balance sheet.81

Unfortunately, many managers still look on whistle-blowers as disgruntled employees 
who aren’t good team players. Yet to maintain high ethical standards, organizations need 
people who are willing to point out wrongdoing. Managers can be trained to view whistle-
blowing as a benefit rather than a threat, and systems can be set up to protect employees 
who report illegal or unethical activities.

•	 Managers are role models. One of the most important 
ways that managers create ethical and socially respon-
sible organizations is by practicing ethical leadership.

•	 A code of ethics is a formal statement of the organiza-
tion’s values regarding ethics and social issues.

•	 An ethics committee is a group of executives (and 
sometimes lower-level employees as well) charged with 
overseeing company ethics by ruling on questionable 
issues and disciplining violators.

•	 Some organizations have ethics offices headed by a  
chief ethics officer, a manager who oversees all aspects 
of ethics and legal compliance.

•	 Managers who want ethical organizations support 
whistle-blowing, the disclosure by employees of  
unethical, illegitimate, or illegal practices by the 
organization.

Remember This
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Ch5	 Discussion Questions

  1.	 Is it reasonable to expect that managers can measure 
their social and environmental performance on the 
same level as they measure financial performance with 
a triple bottom line? Discuss.

  2.	 In September 2013, Tokyo Electric Power Company 
(Tepco) reported highly contaminated water leaking 
from a storage tank at the Fukushima nuclear power 
plant crippled in a March 2011 earthquake and tsunami. 
From what you know of the ongoing Fukushima 
disaster, discuss the various stakeholder groups that 
Tepco should respond to in order to handle this latest 
crisis.

  3.	 Imagine yourself in a situation of being encouraged 
by colleagues to inflate your expense account. What 
factors do you think would influence your decision? 
Explain.

  4.	 Is it ethical and socially responsible for large corpora-
tions to lobby against an SEC rule requiring that they 
report the ratio of their CEOs’ pay compared to that 
of their average employee, as described in the chapter? 
Discuss.

  5.	 Managers at some banks and mortgage companies have 
argued that providing subprime mortgages was based 
on their desire to give poor people a chance to partici-
pate in the American dream of home ownership. What 
is your opinion of this explanation in terms of ethics 
and social responsibility?

  6.	 A survey found that 69 percent of MBA students view 
maximizing shareholder value as the primary responsi-
bility of a company. Do you agree? What do you think 
this finding suggests about the ethical and socially 
responsible stance of corporate managers over the next 
couple of decades? 

  7.	 Do you believe that it is ethical for organizational 
managers to try to get access to and scrutinize the 
Facebook pages of employees or job applicants? 
Discuss.

  8.	 Which do you think would be more effective for shap-
ing long-term ethical behavior in an organization: a 
written code of ethics combined with ethics training, 
or strong ethical leadership? Which would have more 
impact on you? Why?

  9.	 The technique of stakeholder mapping lets managers 
classify which stakeholders they will consider more 
important and will invest more time to satisfy. Is it ap-
propriate for management to define some stakeholders 
as more important than others? Should all stakeholders 
be considered equal?

10.	 This chapter described studies that show that people 
work harder and better for managers who put the 
interests of others above their own. Why might this 
happen? Do you believe being more of a “giver” than 
a “taker” will translate into greater career success for 
these managers? Discuss. 

Ch5	 Apply Your Skills: Experiential Exercise
Ethical Work Climates82

Think of an organization for which you were employed. 
Answer the following questions twice: The first time, circle 
the number that best describes the way things actually 
were. The second time, answer the questions based on your 
beliefs about the ideal level that would meet the needs of 
both individuals and the organization.
Disagree        1    2    3    4    5        Agree

  1.	 What was best for everyone in the company was the 
major consideration there. 
1	 2	 3	 4	 5

  2.	 Our major concern was always what was best for the 
other person. 
1	 2	 3	 4	 5

  3.	 People were expected to comply with the law 
and professional standards over and above other 
considerations. 
1	 2	 3	 4	 5

  4.	 In the company, the first consideration was whether a 
decision violated any law.
1	 2	 3	 4	 5

  5.	 It was very important to follow the company’s rules and 
procedures.
1	 2	 3	 4	 5

  6.	 People in the company strictly obeyed the company 
policies.
1	 2	 3	 4	 5

  7.	 In the company, people were mostly out for themselves. 
1	 2	 3	 4	 5

  8.	 People were expected to do anything to further the 
company’s interests, regardless of the consequences. 
1	 2	 3	 4	 5

  9.	 In the company, people were guided by their own 
personal ethics. 
1	 2	 3	 4	 5
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10.	 Each person in the company decided for himself or 
herself what was right and wrong. 
1	 2	 3	 4	 5

Scoring and Interpretation
Subtract each of your scores for questions 7 and 8 from the 
number 6. Then, add up your score for all ten questions: 
Actual 5 ______. Ideal 5 ______. These questions mea-
sure the dimensions of an organization’s ethical climate. 
Questions 1 and 2 measure caring for people; questions 3 
and 4 measure lawfulness; questions 5 and 6 measure ad-
herence to rules; questions 7 and 8 measure emphasis on 

financial and company performance; and questions 9 and 
10 measure individual independence. A total score above 
40 indicates a highly positive ethical climate. A score from 
30 to 40 indicates an above-average ethical climate. A score 
from 20 to 30 indicates a below-average ethical climate, and 
a score below 20 indicates a poor ethical climate. How far 
from your ideal score was the actual score for your organi-
zation? What does that difference mean to you?

Go back over the questions and think about changes 
that you could have made to improve the ethical climate 
in the organization. Discuss with other students what you 
could do as a manager to improve the ethics in future com-
panies for which you work.

Ch5	 Apply Your Skills: Small Group Breakout
Current Events of an Unethical Type83

Step 1.  Prior to meeting as a group, each person should 
find two newspaper or magazine articles from the past sev-
eral months relating to someone violating business ethics or 
potentially breaking the law regarding business practices.
Step 2.  Summarize the key points of the articles you found.
Step 3.  Meet as a group. Have each person share key 
points from articles with group members.
Step 4.  Identify similar themes across the unethical 
incidents reported in the articles. What was the source or 
underlying cause of the unethical behavior? What was the 

hoped-for outcome? Was an individual or a group involved? 
Can you identify similar conditions of any kind across 
incidents? Did the accused seem repentant or defensive? 
Write the common themes in a list on a sheet of paper or 
whiteboard.
Step 5.  What could you as a manager do to prevent such 
unethical behavior in your organization? What could you 
do to fix this kind of problem after it occurred in your 
organization? 
Step 6.  Report your findings to the class if asked to do so 
by your instructor.

Ch5	 Apply Your Skills: Ethical Dilemma
Should We Go Beyond the Law?84

Nathan Rosillo stared out his office window at the lazy 
curves and lush, green, flower-lined banks of the Dutch 
Valley River. He’d grown up near here, and he envisioned 
the day that his children would enjoy the river as he had as 
a child. But now his own company might make that a risky 
proposition.

Nathan is a key product developer at Chem-Tech Cor-
poration, an industry leader. Despite its competitive posi-
tion, Chem-Tech experienced several quarters of dismal 
financial performance. Nathan and his team developed a 
new lubricant product that the company sees as the turning 
point in its declining fortunes. Top executives are thrilled 
that they can produce the new product at a significant cost 
savings because of recent changes in environmental regula-
tions. Regulatory agencies loosened requirements on reduc-
ing and recycling wastes, which means that Chem-Tech can 
now release waste directly into the Dutch Valley River.

Nathan is as eager as anyone to see Chem-Tech survive 
this economic downturn, but he doesn’t think this route is 
the way to do it. He expressed his opposition regarding the 
waste dumping to both the plant manager and his direct 
supervisor, Martin Feldman. Martin has always supported 
Nathan, but this time was different. The plant manager, 

too, turned a deaf ear. “We’re meeting government stan-
dards,” he’d said. “It’s up to them to protect the water. It’s up 
to us to make a profit and stay in business.”

Frustrated and confused, Nathan turned away 
from the window, his prime office view mocking his 
inability to protect the river he loved. He knew that the 
manufacturing vice president was visiting the plant next 
week. Maybe if he talked with her, she would agree that 
the decision to dump waste materials in the river was 
ethically and socially irresponsible. But if she didn’t, he 
would be skating on thin ice. His supervisor had already 
accused him of not being a team player. Maybe he should 
just be a passive bystander—after all, the company isn’t 
breaking any laws.

What Would You Do?

1.	 Talk to the manufacturing vice president and 
emphasize the responsibility that Chem-Tech has 
as an industry leader to set an example. Present her 
with a recommendation that Chem-Tech participate 
in voluntary pollution reduction as a marketing tool, 
positioning itself as the environmentally friendly 
choice.
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2.	 Mind your own business and just do your job. The 
company isn’t breaking any laws, and if Chem-Tech’s 
economic situation doesn’t improve, a lot of people will 
be thrown out of work.

3.	 Call the local environmental advocacy group and get 
them to stage a protest of the company. 

Ch5	 Apply Your Skills: Case for Critical Analysis
Too Much Intelligence?
The rapid growth of Pace Technologies was due in no 
small part to sales manager Ken Bodine and to the skills of 
the savvy young sales staff that he had assembled. Bodine 
prided himself on finding and hiring top grads from two 
major business schools in the area. In addition to the 
top salaries offered by Pace, the grads were attracted by 
Bodine’s energy, innovative thinking, and can-do attitude. 
He was the embodiment of Pace culture—moving fast, 
ahead of the knowledge curve in high-tech. Pace’s sales 
force consistently stunned the competition with their high 
performance level.

Among other things, Pace had the reputation for 
aggressive business intelligence. Competitors found both 
amusing and frustrating the company’s ability to outma-
neuver others and capture accounts. Bodine enjoyed the 
air of mystery surrounding the Pace organization. Aware-
ness that some competitor sat on the verge of a big sale 
always stirred Bodine’s passion for sales and ignited his 
desire to “one-up these guys” and grab the sale out from 
under them.

“If this was a poker game,” one board member mused, 
“Pace would win every hand. It’s like Bodine as well as his 
staff possess the uncanny ability to know the cards your 
company is holding. He keeps a straight face, a low profile 
throughout the game, and then suddenly he lays his cards 
on the table and you’re sunk. Here at Pace, we all love it.”

A former military intelligence officer, Bodine brought 
that “sneaky” air into the Pace culture, adding a bit of 
excitement to the day-to-day business of sales. “With a 
great product, great staff, and great business intelligence,” 
Bodine was fond of saying, “you can dominate the market.” 
He wanted everyone—customers, competitors, and the 
media—to see Pace everywhere. “Every time the compe-
tition holds a staff meeting,” he said, “the first question 
should be, ‘What’s Pace doing?’”

The sales staff was a mirror image of Bodine—younger, 
but with the same air of invincibility, and very competitive 
with one another. This, too, Bodine encouraged. A chess 
player, he enjoyed observing and encouraging the compe-
tition within his own sales staff. And seeing the thrill it 
brought “the boss,” ambitious salespeople worked vigorously 
to prove their competitive worth.

Bodine’s latest competitive “match” pitted Cody Rudisell 
and Ali Sloan in an intellectual and strategic struggle for 
a coveted assignment to a potential major account with a 
company that had just expanded into the region. Bodine 
let it be known that Cody and Ali were being considered 
for the assignment, and that each could submit a proposal 

to lure the account to Pace and away from its top rival, 
Raleigh-Tech.

Both Cody and Ali eagerly grabbed the opportunity 
to expand their influence within the company and to build 
their reputations. Putting together their presentations 
within a short time period meant working long days and 
late nights. On the evening before the presentations, Cody 
bounded into Ali’s office and dropped a file on her desk. 
“Top that!” he said. 

Ali began thumbing through the file, and as she looked 
up in startled amazement, Cody slammed his hand on the 
folder and jerked it from her desk. 

“That’s like a watershed of Raleigh-Tech’s trade secrets,” 
Ali said. “Where did you get that?”

“My secret, sweetie,” Cody replied, taking a seat 
and noisily drumming his fingers on the folder. “With 
this information, R-T doesn’t have a chance. And neither 
do you.”

“You could get into all sorts of trouble,” Ali said. “When 
you lay that on Bodine’s . . .”

“Bodine’s espionage side will love it,” Cody interrupted. 
“This is classic Bodine, classic Pace. You can’t tell me that 
with all of the brilliant moves he’s made over the years, 
Bodine hasn’t done the same thing. This is business, cut-
throat business, and I may have just topped the master. See 
you tomorrow.”

As he left, Ali sat in stunned silence. “Cutthroat, in-
deed,” she whispered, reaching for the phone. She held the 
phone for a moment, wondering who she should call. This 
is unethical, illegal, she thought. She hung up the phone. 
Should I let him hang himself tomorrow? What if Bodine re-
ally does love it? If I call some manager tonight, will everyone 
see me as a sore loser and a crybaby? Is this really what it 
takes to win in the big leagues? Is this really the culture of this 
organization?

Questions

1.	 How has Ken Bodine shaped the sales culture at Pace 
Technologies? Do you consider this culture to be at 
a preconventional, conventional, or postconventional 
level of ethical development? Why?

2.	 What should Ali Sloan do? What would you actually 
do if you were in her place? Explain.

3.	 How might Cody Rudisell’s decision differ if he 
based it on the utilitarian approach vs. individualism 
approach vs. practical approach to ethical decision 
making? Which approach does he appear to be  
using? 
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Ch5	 On the Job Video Cases

On the Job: Theo Chocolate: Managing Ethics and Social Responsibility
Questions

1.	 What practices at Theo Chocolate reflect the concept 
of sustainability?

2.	 What does vice president Debra Music mean when she 
says that Theo is a “triple bottom line” company? How 
is this different from any other company?

3.	 What does the term fair trade mean to the leaders  
at Theo? What happens if fair trade goals conflict  
with a company’s primary responsibility to be 
profitable? 

Ch5	 Endnotes
	 1.	 Jennifer Levitz, “Harvard Explains Secret Email  

Search,” The Wall Street Journal, March 12, 2013, A3; 
Jena McGregor, “The Harvard Email Controversy,” The 
Washington Post, March 12, 2013, http://articles 
.washingtonpost.com/2013-03-11/national/37615752 
_1_emails-deans-search (accessed March 12, 2013); 
Rande Iaboni and Dana Ford, “Harvard College Dean 
Steps Down after E-mail Scandal,” CNN.com, May 29, 
2013,  http://www.cnn.com/2013/05/28/us 
/massachusetts-harvard-dean (accessed September 3, 
2013); and Mary Carmichael and Peter Schworm, 
“Harvard E-mail Searches Broader than First 
Described,” The Boston Globe, April 2, 2013, http://
www.bostonglobe.com/metro/2013/04/02/secret 
-mail-searches-harvard-cheating-scandal-broader-than 
-initially-described/uRRdtrde29hWtSSH5wujbO 
/story.html (accessed September 3, 2013).

	 2.	Levitz, “Harvard Explains Secret Email Search.”
	 3.	Carmichael and Schworm, “Harvard E-mail Searches 

Broader than First Described.”
	 4.	Gordon F. Shea, Practical Ethics (New York: American 

Management Association, 1988); and Linda K. 
Treviño, “Ethical Decision Making in Organizations: 
A Person-Situation Interactionist Model,” Academy of 
Management Review 11 (1986): 601–617.

	 5.	Thomas M. Jones, “Ethical Decision Making by Indi-
viduals in Organizations: An Issue-Contingent Model,” 
Academy of Management Review 16 (1991): 366–395.

	 6.	Motoko Rich, “2 More Educators in the South Are 
Charged in Test Cheating,” The New York Times, 
June 21, 2013, http://www.nytimes.com/2013/06/22 
/us/2-more-educators-in-the-south-are-charged-in 
-test-cheating.html?_r=0 (accessed June 29, 2013). 

	 7.	Ashby Jones and Nathan Koppel, “Ethical Lapses Felled 
Long List of Company Executives,” The Wall Street 
Journal, August 7, 2010, http://online.wsj.com/article 
/SB10001424052748703309704575413842089375632 
.html (accessed July 2, 2012).

	 8.	Rushworth M. Kidder, “The Three Great Domains of 
Human Action,” Christian Science Monitor, January 30, 
1990.

	 9.	Gallup Survey results reported in Roger Martin, 
“The CEO’s Ethical Dilemma in the Era of Earnings 
Management,” Strategy & Leadership 39, no. 6 (2011): 
43–47.

10.	 Marist College Institute for Public Opinion and 
Knights of Columbus survey, results reported in Kevin 
Turner, “Corporate Execs: Nobody Trusts Us; U.S. 
Lacks Confidence in Business Ethics, Poll Says,” Florida 
Times Union, February 27, 2009. 

11.	 Reported in Dan Kadlec, “Gordon Gekko Lives: New 
Evidence That Greed Is Rampant on Wall Street,” Time, 
July 17, 2013, http://business.time.com/2013/07/17 
/gordon-gekko-lives-new-evidence-that-greed-is 
-rampant-on-wall-street/ (accessed July 19, 2013).

12.	 Gary R. Weaver, Linda Klebe Treviño, and Bradley 
Agle, “ ‘Somebody I Look Up To:’ Ethical Role Models 
in Organizations,” Organizational Dynamics 34, no. 4 
(2005): 313–330.

13.	 Gary Yukl et al., “An Improved Measure of Ethical 
Leadership,” Journal of Leadership and Organizational 
Studies 20, no. 1 (2013): 38–48.

14.	 Martin, “The CEO’s Ethical Dilemma in the Era of 
Earnings Management.”

15.	 Reported in Jennifer Liberto, “CEOs Earn 354 Times 
More than Average Worker,” CNNMoney.com, April 15, 
2013, http://money.cnn.com/2013/04/15/news 
/economy/ceo-pay-worker/index.html (accessed 
September 4, 2013).

16.	 Ibid.
17.	 Homer H. Johnson, “Does It Pay to Be Good? Social 

Responsibility and Financial Performance,” Business 
Horizons (November–December 2003): 34–40; Jenni-
fer J. Griffin and John F. Mahon, “The Corporate Social 
Performance and Corporate Financial Performance 
Debate: Twenty-Five Years of Incomparable Research,” 

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Part 2  The Environment of Management178

Business and Society 36, no. 1 (March 1997): 5–31; 
Bernadette M. Ruf et al., “An Empirical Investigation of 
the Relationship Between Change in Corporate Social 
Performance and Financial Performance: A Stakeholder 
Theory Perspective,” Journal of Business Ethics 32, no. 
2 ( July 2001): 143ff; Philip L. Cochran and Robert A. 
Wood, “Corporate Social Responsibility and Financial 
Performance,” Academy of Management Journal 27 
(1984): 42–56.

18.	 Heli Wang, Jaepil Choi, and Jiatao Li, “Too Little or 
Too Much? Untangling the Relationship Between Cor-
porate Philanthropy and Firm Financial Performance,” 
Organization Science 19, no. 1 ( January–February 2008): 
143–159; Philip L. Cochran, “The Evolution of Corpo-
rate Social Responsibility,” Business Horizons 50 (2007): 
449–454; Paul C. Godfrey, “The Relationship Between 
Corporate Philanthropy and Shareholder Wealth: A 
Risk Management Perspective,” Academy of Management 
Review 30, no. 4 (2005): 777–798; Oliver Falck and 
Stephan Heblich, “Corporate Social Responsibility: 
Doing Well by Doing Good,” Business Horizons 50 
(2007): 247–254; J. A. Pearce II and J. P. Doh, “The 
High Impact of Collaborative Social Initiatives,” MIT 
Sloan Management Review (Spring 2005): 31–39; Curtis 
C. Verschoor and Elizabeth A. Murphy, “The Financial 
Performance of Large U.S. Firms and Those with Global 
Prominence: How Do the Best Corporate Citizens 
Rate?” Business and Society Review 107, no. 3 (Fall 2002): 
371–381; Johnson, “Does It Pay to Be Good?”; Dale 
Kurschner, “5 Ways Ethical Business Creates Fatter 
Profits,” Business Ethics (March–April 1996): 20–23.

19.	 Rashid Ameer and Radiah Othman, “Sustainability 
Practices and Corporate Financial Performance: A 
Study Based on the Top Global Corporations,” Journal 
of Business Ethics 108, no. 1 ( June 2012): 61–79.

20.	 Verschoor and Murphy, “The Financial Performance of 
Large U.S. Firms.”

21.	 Richard McGill Murphy, “Why Doing Good Is Good 
For Business,” Fortune (February 8, 2010): 90–95; Jean 
B. McGuire, Alison Sundgren, and Thomas Schnee-
weis, “Corporate Social Responsibility and Firm Finan-
cial Performance,” Academy of Management Journal 31 
(1988): 854–872; and Falck and Heblich, “Corporate 
Social Responsibility: Doing Well by Doing Good.”

22.	 Daniel W. Greening and Daniel B. Turban, “Corporate 
Social Performance as a Competitive Advantage in At-
tracting a Quality Workforce,” Business and Society 39, 
no. 3 (September 2000): 254–280; and Kate O’Sullivan, 
“Virtue Rewarded,” CFO (October 2006): 47–52.

23.	 “The Socially Correct Corporate Business,” in Leslie 
Holstrom and Simon Brady, “The Changing Face of 
Global Business,” a special advertising section, Fortune 
( July 24, 2000): S1–S38.

24.	 Remi Trudel and June Cotte, “Does Being Ethical Pay?” 
The Wall Street Journal, May 12, 2008.

25.	 Linda K. Treviño and Katherine A. Nelson, Managing 
Business Ethics: Straight Talk About How to Do It Right 
(New York: John Wiley & Sons, Inc. 1995), p. 4.

26.	 Shelby D. Hunt and Jared M. Hansen, “Understand-
ing Ethical Diversity in Organizations,” Organizational 
Dynamics 36, no 2 (2007): 202–216.

27.	 “Socialising for Intelligence,” Computer News 
Middle East, November 2, 2011.

28.	 Justin Scheck, “Accusations of Snooping in Ink-Cartridge 
Dispute,” The Wall Street Journal Online, August 11, 2009, 
http://online.wsj.com/article /SB124995836273921661 
.html ?KEYWORDS=%22Accusations +of+Snooping 
+in+Ink-Cartridge +Dispute%22 (accessed August 14, 
2009).

29.	 Thomas M. Jones, “Ethical Decision Making by Indi-
viduals in Organizations: An Issue-Contingent Model,” 
Academy of Management Review 16 (1991): 366–395.

30.	 Based on a question from a General Electric (GE) 
employee ethics guide, reported in Kathryn Kranhold, 
“U.S. Firms Raise Ethics Focus,” The Wall Street Journal, 
November 28, 2005.

31.	 D. Wallis, “Loose Lips Can Sink Trips,” The New York 
Times, May 3, 2012, F1.

32.	 This discussion is based on Gerald F. Cavanagh, 
Dennis J. Moberg, and Manuel Velasquez, “The Ethics 
of Organizational Politics,” Academy of Management 
Review 6 (1981): 363–374; Justin G. Longenecker, 
Joseph A. McKinney, and Carlos W. Moore, “Egoism and 
Independence: Entrepreneurial Ethics,” Organizational 
Dynamics (Winter 1988): 64–72; Carolyn Wiley, “The 
ABCs of Business Ethics: Definitions, Philosophies, 
and Implementation,” IM (February 1995): 22–27; and 
Mark Mallinger, “Decisive Decision Making: An Exer-
cise Using Ethical Frameworks,” Journal of Management 
Education (August 1997): 411–417.

33.	 Michael J. McCarthy, “Now the Boss Knows Where 
You’re Clicking,” and “Virtual Morality: A New Work-
place Quandary,” The Wall Street Journal, October 21, 
1999, B1; and Jeffrey L. Seglin, “Who’s Snooping on 
You?” Business 2.0 (August 8, 2000): 202–203.

34.	 John Kekes, “Self-Direction: The Core of Ethical Indi-
vidualism,” in Organizations and Ethical Individualism, 
ed. Konstanian Kolenda (New York: Praeger, 1988),  
pp. 1–18.

35.	 Tad Tulega, Beyond the Bottom Line (New York: 
Penguin Books, 1987).

36.	 Bill Lynn, “Ethics,” Practical Ethics Web site, www 
.practicalethics.net/ethics.html (accessed March 23, 
2010); Richard E. Thompson, “So, Greed’s Not  
Good After All,” Trustee ( January 2003): 28; and 
Dennis F. Thompson, “What Is Practical Ethics?” 
Harvard University Edmond J. Safra Foundation 
Center for Ethics Web site, www.ethics.harvard.edu 
/the-center/what-is-practical-ethics (accessed  
March 23, 2010).

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Chapter 5  Managing Ethics and Social Responsibility 179

E
n

v
ir

o
n

m
e

n
t

2

37.	 Carol D. Leonnig and David Nakamura, “Official 
Quickly Corralled Agents,” The Washington Post, 
April 22, 2012, A1; David Nakamura, “Out of 
Public Eye, a Disgusted Secret Service Director,” The 
Washington Post, April 26, 2012, A1; and Carol D. 
Leonnig and David Nakamura, “Four in Secret Service 
Fight Back,” The Washington Post, May 23, 2012, A1.

38.	 Gerard L. Rossy, “Five Questions for Addressing Ethi-
cal Dilemmas,” Strategy & Leadership 39, no. 6 (2011): 
35–42.

39.	 John D. Kammeyer-Mueller, Lauren S. Simon, and 
Bruce L. Rich, “The Psychic Cost of Doing Wrong: 
Ethical Conflict, Divestiture Socialization, and Emo-
tional Exhaustion,” Journal of Management 38, no. 3 
(May 2012): 784–808.

40.	 L. Kohlberg, “Moral Stages and Moralization: The 
Cognitive-Developmental Approach,” in Moral Develop-
ment and Behavior: Theory, Research, and Social Issues, 
ed. T. Lickona (New York: Holt, Rinehart and Winston, 
1976), pp. 31–83; L. Kohlberg, “Stage and Sequence: 
The Cognitive-Developmental Approach to Socializa-
tion,” in Handbook of Socialization Theory and Research, 
ed. D. A. Goslin (Chicago: Rand McNally, 1969); Linda 
K. Treviño, Gary R. Weaver, and Scott J. Reynolds, 
“Behavioral Ethics in Organizations: A Review,” Journal 
of Management 32, no 6 (December 2006): 951–990; 
and Jill W. Graham, “Leadership, Moral Development, 
and Citizenship Behavior,” Business Ethics Quarterly 5, 
no. 1 ( January 1995): 43–54.

41.	 Ihosvani Rodriguez, “Hallandale Beach Lifeguard Fired 
After Participating in Beach Rescue,” Sun Sentinel, 
July 3, 2012, http://articles.sun-sentinel.com/2012-07 
-03/news/fl-hallandale-beach-lifeguards-20120703_1 
_lifeguard-services-jeff-ellis-beach-rescue  (accessed  
July 9, 2012); and Gilma Avalos and Ari Odzer, “Hal-
landale Beach Lifeguard Fired for Leaving His Zone to 
Rescue Drowning Man,” NBCMiami.com, July 5, 2012, 
www.nbcmiami.com/news/local/Hallandale-Beach 
-Lifeguard-Fired-For-Leaving-His-Zone-For-Rescue 
-161372785.html (accessed July 9, 2012).

42.	 Studies cited in Adam Grant, “Turning the Tables on 
Success,” Strategy + Business (Summer 2013).

43.	 Adam Grant, “Givers Take All: The Hidden Dimen-
sion of Corporate Culture,” McKinsey Quarterly, Issue 
2 (2013): 52–65; and Grant, “Turning the Tables on 
Success.”

44.	 See Herman Aguinis and Ante Glavas, “What We 
Know and Don’t Know about Corporate Social 
Responsibility: A Review and Research Agenda,” 
Journal of Management 38, no. 4 ( July 2012): 932–968; 
and Archie B. Carroll and Kareem M. Shabana, “The 
Business Case for Corporate Social Responsibility: A 
Review of Concepts, Research, and Practice,” Interna-
tional Journal of Management Reviews 12, no. 1  
(March 2010): 85–105.

45.	 Carroll and Shabana, “The Business Case for Corporate 
Social Responsibility”; Eugene W. Szwajkowski, “The 
Myths and Realities of Research on Organizational 
Misconduct,” in Research in Corporate Social Perfor-
mance and Policy, ed. James E. Post (Greenwich, CT: 
JAI Press, 1986), 9: 103–122; Keith Davis, William C. 
Frederick, and Robert L. Blostrom, Business and Society: 
Concepts and Policy Issues (New York: McGraw-Hill, 
1979).

46.	 Douglas S. Sherwin, “The Ethical Roots of the Business 
System,” Harvard Business Review 61 (November–
December 1983): 183–192.

47.	 Nancy C. Roberts and Paula J. King, “The Stakeholder 
Audit Goes Public,” Organizational Dynamics (Winter 
1989): 63–79; Thomas Donaldson and Lee E. Preston, 
“The Stakeholder Theory of the Corporation: Concepts, 
Evidence, and Implications,” Academy of Management 
Review 20, no. 1 (1995): 65–91; and Jeffrey S. Harrison 
and Caron H. St. John, “Managing and Partnering with 
External Stakeholders,” Academy of Management Execu-
tive 10, no. 2 (1996): 46–60.

48.	 R. Mitchell, B. Agle, and D. J. Wood, “Toward a Theory 
of Stakeholder Identification and Salience: Defining the 
Principle of Who or What Really Counts,” Academy  
of Management Review 22 (1997): 853–886; Virginie  
Vial, “Taking a Stakeholders’ Approach to Corporate 
Social Responsibility,” Global Business and Organiza-
tional Excellence (September–October 2011): 37–47; 
and Martijn Poel, Linda Kool, and Annelieke van 
der Giessen, “How to Decide on the Priorities and 
Coordination of Information Society Policy? Analytical 
Framework and Three Case Studies,” Info: The Journal 
of Policy, Regulation and Strategy for Telecommunications, 
Information, and Media 12, no. 6 (2010): 21–39.

49.	 N. Craig Smith, Sean Ansett, and Lior Erex, “How 
Gap Inc. Engaged with Its Stakeholders,” MIT Sloan 
Management Review 52, no. 4 (Summer 2011): 69–76.

50.	 Ibid.
51.	 Jens Hansegard, Tripti Lahiri, and Chritina Passariello, 

“Retailers’ Dilemma: To Ax or Help Fix Bad Factories,” 
The Wall Street Journal, May 28, 2011, http://online 
.wsj.com/article/SB1000142412788732333610457850
1143973731324.html (accessed September 5, 2013).

52.	 Max B. E. Clarkson, “A Stakeholder Framework for 
Analyzing and Evaluating Corporate Social Perfor-
mance,” Academy of Management Review 20, no. 1 
(1995): 92–117.

53.	 Rich Kauffeld, Abhishek Malhotra, and Susan Higgins, 
“Green Is a Strategy,” Strategy + Business (December 21, 
2009).

54.	 Reported in Dung K. Nguyen and Stanley F. Slater, 
“Hitting the Sustainability Sweet Spot: Having It All,” 
Journal of Business Strategy 31, no. 3 (2010): 5–11.

55.	 Steven Mufson, “Keystone XL Pipeline Expansion Driven 
by Oil-Rich Tar Sands in Alberta,” The Washington Post, 

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Part 2  The Environment of Management180

June 30, 2012, www.washingtonpost​.com/business 
/economy/keystone-xl-pipeline-expansion-driven-by-oil 
-rich-tar-sands-in-alberta/2012/06/30/gJQAVe4ZEW 
_story​.html?wpisrc (accessed July 4, 2012).

56.	 This definition is based on Marc J. Epstein and 
Marie-Josée Roy, “Improving Sustainability Perfor-
mance: Specifying, Implementing, and Measuring Key 
Principles,” Journal of General Management 29, no. 1 
(Autumn 2003): 15–31; World Commission on Eco-
nomic Development, Our Common Future (Oxford, 
UK: Oxford University Press, 1987); and A. W. Savitz 
and K. Weber, The Triple Bottom Line: How Today’s 
Best-Run Companies Are Achieving Economic, Social, 
and Environmental Success (San Francisco: Jossey-Bass, 
2006).

57.	 This discussion is based on Nguyen and Slater, “Hitting 
the Sustainability Sweet Spot”; Savitz and Weber, 
The Triple Bottom Line; and “Triple Bottom Line,” an 
article adapted from The Economist Guide to Manage-
ment Ideas and Gurus, by Tim Hindle (London: Profile 
Books, 2008), The Economist (November 17, 2009), 
www.economist.com/node/14301663 (accessed July 5,  
2012). The “people, planet, profit” phrase was first 
coined in 1994 by John Elkington, founder of a British 
consulting firm called SustainAbility.

58.	 Mark S. Schwartz and Archie B. Carroll, “Corporate 
Social Responsibility: A Three-Domain Approach,” 
Business Ethics Quarterly 13, no. 4 (2003): 503–530; 
and Archie B. Carroll, “A Three-Dimensional Concep-
tual Model of Corporate Performance,” Academy of 
Management Review 4 (1979): 497–505. For a discus-
sion of various models for evaluating corporate social 
performance, also see Diane L. Swanson, “Addressing 
a Theoretical Problem by Reorienting the Corporate 
Social Performance Model,” Academy of Management 
Review 20, no. 1 (1995): 43–64.

59.	 Milton Friedman, Capitalism and Freedom (Chicago: 
University of Chicago Press, 1962), p. 133; and 
Milton Friedman and Rose Friedman, Free to Choose 
(New York: Harcourt Brace Jovanovich, 1979).

60.	 Eugene W. Szwajkowski, “Organizational Illegality: 
Theoretical Integration and Illustrative Application,” 
Academy of Management Review 10 (1985): 558–567.

61.	 David Barstow, “Vast Mexico Bribery Case Hushed up 
by Walmart after Top-Level Struggle,” The New York 
Times, April 21, 2012, www.nytimes.com/2012/04/22 
/business/at-walmart-in-mexico-a-bribe-inquiry 
-silenced.html?pagewanted=all (accessed July 6, 2012); 
and James B. Stewart, “Bribery, but Nobody Was 
Charged,” The New York Times, June 24, 2011.

62.	 Samuel Rubenfeld, “Survey Finds 25% of People Paid 
Bribes in Last Year,” The Wall Street Journal, July 9, 
2013, http://blogs.wsj.com/riskandcompliance 
/2013/07/09/survey-finds-one-fourth-of-people-paid 
-bribes-in-last-year/ (accessed July 16, 2013).

63.	 David J. Fritzsche and Helmut Becker, “Linking 
Management Behavior to Ethical Philosophy—An 
Empirical Investigation,” Academy of Management 
Journal 27 (1984): 165–175.

64.	 Natasha Singer, “Web Sites Accused of Collecting Data 
on Children,” The New York Times, August 22, 2012, 
http://www.nytimes.com/2012/08/22/business 
/media/web-sites-accused-of-collecting-data-on 
-children.html?_r=0 (accessed August 22, 2012).

65.	 These examples are reported in Jakki Mohr, Sanjit 
Sengupta, and Stanley F. Slater, “Serving Base-of-the-
Pyramid Markets: Meeting Real Needs Through a 
Customized Approach,”  Journal of Business Strategy 33, 
no. 6 (2012): 4–14.

66.	 D. Bright, K. Cameron, and A. Caza, “The Amplifying 
and Buffering Effects of Virtuousness in Downsized 
Organizations,” Journal of Business Ethics 64 (2006): 
249–269; Mario Fernando and Shamika Almeida, “The 
Organizational Virtuousness of Strategic Corporate 
Social Responsibility: A Case Study of the Sri Lankan 
Family-Owned Enterprise MAS Holdings,” European 
Management Journal 30 (2012): 564–576.

67.	 Fernando and Almeida, “The Organizational Virtuousness 
of Strategic Corporate Responsibility.”

68.	 Saul W. Gellerman, “Managing Ethics from the Top 
Down,” Sloan Management Review (Winter 1989): 
73–79.

69.	 This discussion is based on Linda Klebe Treviño, 
Laura Pincus Hartman, and Michael Brown, “Moral 
Person and Moral Manager,” California Management 
Review 42, no. 4 (Summer 2000): 128–142; and Mark 
S. Schwartz, “Developing and Sustaining an Ethical 
Corporate Culture: The Core Elements,” Business 
Horizons 56 (2013): 39–50.

70.	 Michael E. Brown and Linda K. Treviño, “Ethical Lead-
ership: A Review and Future Directions,” The Leader-
ship Quarterly 17 (2006): 595–616; Weaver, Treviño, 
and Agle, “ ‘Somebody I Look Up To’ ”; and L. K. 
Treviño et al., “Managing Ethics and Legal Compliance: 
What Works and What Hurts?” California Manage-
ment Review 41, no. 2 (Winter 1999): 131–151.

71.	 “Code of Conduct,” Google Investor Relations, April 25, 
2012, http://investor.google.com/corporate/code-of 
-conduct.html (accessed September 28, 2012).

72.	 M. A. Cleek and S. L. Leonard, “Can Corporate 
Codes of Ethics Influence Behavior?” Journal of Business 
Ethics 17, no. 6 (1998): 619–630.

73.	 K. Matthew Gilley, Chris Robertson, and Tim Mazur, 
“The Bottom-Line Benefits of Ethics Code Commit-
ment,” Business Horizons 53 ( January–February 2010): 
31–37; Joseph L. Badaracco and Allen P. Webb, “Busi-
ness Ethics: A View from the Trenches,” California 
Management Review 37, no. 2 (Winter 1995): 8–28; 
and Ronald B. Morgan, “Self- and Co-Worker Percep-
tions of Ethics and Their Relationships to Leadership 

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Chapter 5  Managing Ethics and Social Responsibility 181

E
n

v
ir

o
n

m
e

n
t

2

and Salary,” Academy of Management Journal 36, no. 1 
(February 1993): 200–214.

74.	 Alan Yuspeh, “Do the Right Thing,” CIO (August 1, 
2000): 56–58.

75.	 Mark S. Schwartz, “Developing and Sustaining an 
Ethical Corporate Culture: The Core Elements,” 
Business Horizons 56 (2013): 39–50.

76.	 Marcia P. Miceli and Janet P. Near, “The Relationship 
Among Beliefs, Organizational Positions, and Whistle-
Blowing Status: A Discriminant Analysis,” Academy of 
Management Journal 27 (1984): 687–705; and Michael 
T. Rehg et al., “Antecedents and Outcomes of Retalia-
tion Against Whistleblowers: Gender Differences and 
Power Relationships,” Organization Science 19, no. 2 
(March–April 2008): 221–240.

77.	 Eugene Garaventa, “An Enemy of the People by Henrik 
Ibsen: The Politics of Whistle-Blowing,” Journal of 
Management Inquiry 3, no. 4 (December 1994): 369–374; 
Marcia P. Miceli and Janet P. Near, “Whistleblowing: 
Reaping the Benefits,” Academy of Management Execu-
tive 8, no. 3 (1994): 65–74.

78.	 Robert Jeffery, “Whistleblowers: ‘Suddenly I Was the 
Lead in a John Grisham Novel’: How Michael Wood-
ford, The CEO Who Exposed the Olympus Fraud, 
Gambled His Career on Doing the Right Thing,” People 
Management (November 2012): 28–29.

79.	 Alina Tugent, “Doing the Ethical Thing May Be 
Right, But It Isn’t Automatic,” The New York Times, 
November 18, 2011.

80.	 Jessica Bennett, “Meet Penn State’s New Whistleblower, 
Vicky Triponey,” The Daily Beast, November 23, 2011, 
www.thedailybeast.com/articles/2011/11/23/meet 
-penn-state-s-new-whistleblower-vicky-triponey.html 
(accessed July 9, 2012).

81.	 Nicole Gaudiano, “Report: Air Force Whistle-Blowers 
Targeted,” USA Today, February 1, 2012, 3A; Gretchen 
Morgenson, “How a Whistle-Blower Conquered Coun-
trywide,” The New York Times, February 20, 2011, BU1; 
and Christine Seib and Alexandra Frean, “Lehman 
Whistleblower Lost Job a Month After Speaking Out,” 
The Times, March 17, 2010, 43.

82.	 Based on Bart Victor and John B. Cullen, “The Organi-
zational Bases of Ethical Work Climates,” Administra-
tive Science Quarterly 33 (1988): 101–125.

83.	 Adapted from Richard L. Daft and Dorothy  
Marcic, Understanding Management (Mason, OH: 
South-Western, 2008), 134.

84.	 Adapted from Janet Q. Evans, “What Do You  
Do: What If Polluting Is Legal?” Business Ethics  
(Fall 2002): 20.

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Le
ar

n
in

g 
O

ut
co

m
es

C
h

ap
te

r 
O

ut
lin

e

Chapter 62Part

© EUROPHOTOS/Shutterstock.com

Managing Start-Ups 
and New Ventures

Do You Think Like an Entrepreneur? 

What Is Entrepreneurship?

Impact of Entrepreneurial 
Companies

Entrepreneurship Internationally
Entrepreneurship in the United States

Who Are Entrepreneurs?
Minority-Owned Businesses
Women-Owned Businesses
Traits of Entrepreneurs

Social Entrepreneurship

Launching an Entrepreneurial 
Start-Up

Starting with an Idea
Writing the Business Plan
Choosing a Legal Structure
Arranging Financing

New Manager Self-Test: Perceived 
Passion 

Tactics for Becoming a Business Owner
Starting an Online or Mobile App Business

After studying this chapter, you should be able to:

	 1.	 Define entrepreneurship and the four classifications of entrepreneurs.

	 2.	 Describe the importance of entrepreneurship to the global and 
U.S. economies.

	 3.	 Summarize the impact of minority- and women-owned businesses.

	 4.	 Define the personality characteristics of a typical entrepreneur.

	 5.	 Explain social entrepreneurship as a vital part of today’s small-business 
environment.

	 6.	 Outline the planning necessary to launch an entrepreneurial start-up.

	 7.	 Describe tactics for becoming a business owner, including buying a 
franchise and starting an online business.
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Mostly True Mostly False

  1.	 Give me a little information, and I can come up with a lot of ideas. __________ __________

  2.	 I like pressure in order to focus. __________ __________

  3.	 I don’t get easily frustrated when things don’t go my way. __________ __________

  4.	 I identify how resources can be recombined to produce novel outcomes. __________ __________

  5.	 I enjoy competing against the clock to meet deadlines. __________ __________

  6.	 People in my life have to accept that nothing is more important than the 
achievement of my school, my sport, or my career goals. 

__________ __________

  7.	 I serve as a role model for creativity. __________ __________

  8.	 I think “on my feet” when carrying out tasks. __________ __________

  9.	 I am determined and action-oriented. __________ __________

Do You Think Like an Entrepreneur?1

Instructions:  An entrepreneur faces many demands. Do you have the proclivity to start and build your own 
business? To find out, consider the extent to which each of the following statements characterizes 
your behavior. Please answer each of the following items as Mostly True or Mostly False for you.

Scoring and Interpretation:  Each question pertains to some aspect of improvisation, which is a 
correlate of entrepreneurial intentions. Entrepreneurial improvisation consists of three elements. 
Questions 1, 4, and 7 pertain to creativity and ingenuity, the ability to produce novel solutions under 
constrained conditions. Questions 2, 5, and 8 pertain to working under pressure and stress, the ability 
to excel in pressure-filled circumstances. Questions 3, 6, and 9 pertain to action and persistence, the 
determination to achieve goals and solve problems in the moment. If you answered “Mostly True” to 
at least two of three questions for each subscale, or six of all nine questions, then consider yourself 
an entrepreneur in the making, with the potential to manage your own business. If you scored one 
or fewer “Mostly True” on each subscale or three or fewer for all nine questions, you might want to 
consider becoming a manager by working for someone else.

Nick D’Aloisio wasn’t even born when Jerry Yang and David Filo founded Yahoo, 
but a news-reading app that he created is an important part of the company’s new 
mobile strategy. When he was just 15 years old, D’Aloisio got seed funding from 

investors for the purpose of leasing office space and hiring employees to help him create and 
market Summly, an algorithmic program that takes long stories and shortens them for read-
ers using smartphones. He sold Summly to Yahoo in 2013, just before he turned 18, for a 
price reported to be in the tens of millions. D’Aloisio is now one of the richest high school 
students in Britain, and he’s made plans to test out of his last year of school so he can work at 
the company’s London office. Yahoo, under the direction of new CEO Marissa Mayer, is re-
inventing itself as a mobile-first technology company, and Summly fit right in with a slew of 
other mobile app start-ups that Yahoo has bought, such as On the Air, Stamped, Snip.it, and 
Alike. As with these other entities, Summly will cease to exist as a separate firm, and its tech-
nology will be incorporated into the overall mobile experiences that Yahoo offers. D’Aloisio 
doesn’t like to talk about the huge paycheck that he got for Summly, preferring to focus on 
the technology. But when asked what he plans to do with the money, he said that “angel 
investing could be really fun,” which is helping other young entrepreneurs start businesses.2 
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Nick D’Aloisio’s parents didn’t have any special knowledge of technology, but they 
encouraged their son’s fascination with it from an early age. He started writing code at the 
age of 12, and within a few years, he decided to solve a problem that is often summed up 
with the abbreviation tl; dr (meaning “too long; didn’t read”).3

Starting and growing your own business successfully requires a combination of many 
skills. One essential quality is a passion for an idea, such as D’Aloisio had for coding and solving  
technological problems. His passion is shared by many other courageous self-starters who 
take the leap and start a sole proprietorship, one of the fastest-growing segments of small 
business in both the United States and Canada. The small business sector is growing rapidly, 
with the rate of start-ups increasing and the rate of failures declining.4

What Is Entrepreneurship?
Entrepreneurship is the process of initiating a business venture, organizing the necessary 
resources, assuming the associated risks, and enjoying the rewards.5 An entrepreneur is 
someone who engages in entrepreneurship. An entrepreneur recognizes a viable idea for 
a business product or service and carries it out by finding and assembling the necessary 
resources—money, people, machinery, location, etc.—to undertake the business venture. 
Entrepreneurs also take the risks and reap the rewards of the business, assuming the finan-
cial and legal risks of ownership and receiving the business’s profits. Chris Willis is a good 
example of an entrepreneur. While working at a friend’s print shop, Willis realized that 
adhesive vinyl, which doesn’t leave sticky residue, was ideal to use for the decals on the foot-
ball helmets of his favorite teams. Willis started a decal shop that today has 10 employees, 
sells decals to most NFL teams, and does $1 million in business.6 Willis took the risks and 
is now reaping the rewards of entrepreneurship. 

Successful entrepreneurs have many different motivations, and they measure rewards 
in different ways. One study classified small-business owners into five different categories, 

as illustrated in Exhibit 6.1. Some people 
are idealists, who like the idea of working on 
something that is new, creative, or personally 
meaningful. Optimizers are rewarded by the 
personal satisfaction of being business own-
ers. Entrepreneurs in the sustainer category 
like the chance to balance work and personal 
life and often don’t want the business to grow 
too large, while hard workers enjoy putting 
in the long hours and dedication to build a 
larger, more profitable business. The juggler 
category includes entrepreneurs who like the 
chance that a small business gives them to 
handle everything themselves. These high-
energy people thrive on the pressure of paying 
bills, meeting deadlines, and making payroll.7

Compare the motivation of Susan Polis 
Schutz, the owner of Blue Mountain Arts, 
to that of Jeff Bezos, founder of Amazon 
.com. Schutz has always written poetry about 
love and nature. On a whim, her husband 
illustrated one of her poems and created 
12  posters to sell at a local bookstore. The 
posters sold quickly, and the bookstore placed 

It doesn’t take a college 
degree, or even a lot 
of money, to start your 
own business. Just ask 
entrepreneur Moziah 
Bridges, founder of Mo’s 
Bows. After noticing a lack 
of stylish bow ties in the 
marketplace—yes, he’s a 
self-described “dapper young 
man”—Bridges asked his 
grandmother to teach him to 
sew so he could start creating 
his own neckwear. One Etsy 
shop and $30,000 in profits 
later, Bridges reports that 
his operation is doing well, 
although he does require 
production help from his 
family to keep up with the 
demand. After all, this hard 
worker does have to go 
to school some time. Grade 
school, that is—he’s only 
12 years old. 
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another order. That was the start of Blue Mountain Arts. With her husband working as 
illustrator and her mother working as sales manager, Schutz was content with a life that 
blended work and family. When the company exploded to more than 300 employees, this 
perfect balance was jeopardized. To give herself more family time, Schutz hired a busi-
ness manager to take over daily operations. “I still love connecting to people’s emotions on 
love, nature, friendship, and family in my work, but my favorite thing these days is dot-
ing on my grandson, who is five years old,” said Schutz.8 In contrast, Jeff Bezos launched 
Amazon in 1994 with a vision to build “an important and lasting company.” Bezos thrived 
on the challenge of building a larger, more diversified company and has expanded from 
selling books into selling all kinds of products, as well as creating hardware such as the 
Kindle Fire that people can use to buy Amazon’s stuff. Bezos recently got into the media 
business with his purchase of The Washington Post, and he says that his basic approach  
to building “a new golden era” at the Post will be similar to the philosophy that helped 
him build Amazon from a start-up to an Internet behemoth with $61 billion in sales.9 
Bezos reflects the motivation of a hard worker, whereas Schutz’s motivation is more that 
of a sustainer.

Rewarded by chance
to work on something
new and creative

Get personal satisfaction from
being business owners

Idealists Optimizers
Hard

Workers Jugglers Sustainers

High-energy people who enjoy
handling every detail of their
own businesses

Thrive on the challenge
of building a larger, more
pro�table business

Enjoy chance to balance
work and personal life

exhibit	     6.1       
Five Types of Small-Business 
Owners

SOURCE: Based on a study conducted by Yankelovich Partners for Pitney Bowes described in Mark Henricks, “Type-Cast,” 
Entrepreneur (March 2000): 14–16.

•	 Entrepreneurship is the process of initiating a busi-
ness, organizing the necessary resources, and assuming 
the associated risks and rewards. 

•	 One of the fastest-growing segments of small business is 
in one-owner operations, called sole proprietorships. 

•	 An entrepreneur recognizes a viable idea for a 
new product or service and carries it out by finding 

and assembling the necessary resources to start the 
business.

•	 Nick D’Aloisio created mobile app company Summly 
when he was just 15 years old and sold it to Yahoo  
when he was 17.

•	 Entrepreneurs may be classified as idealists, optimizers, 
sustainers, hard workers, or jugglers.

Remember This

Impact of Entrepreneurial Companies
Like other companies, small businesses have been hit hard by the global economic crisis, 
but small businesses and entrepreneurs are the engine behind the economic rebound that’s 
occurring in many markets. 
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Entrepreneurship Internationally

Globally, entrepreneurship has experienced a tremendous boost due to huge advances in 
technology and the rapid expansion of the middle class in countries such as China and India. 
Consider one of India’s most successful entrepreneurs, Narayana Murthy. He and several 
co-founders launched Infosys and sparked an outsourcing revolution that has brought bil-
lions of dollars into the Indian economy. Infosys offers business consulting, technology, 
engineering, and outsourcing services and has been ranked number one on the list of India’s 
most admired companies in the Wall Street Journal Asia 200 survey every year since 2000. 
Murthy started the organization from scratch and, typical of most start-ups, endured years 
of hardship. “It is all about sacrifice, hard work, lots of frustration, being away from your 
family, in the hope that someday you will get adequate returns from that,” he explains.10

Entrepreneurship in other countries is also booming, as reflected in the Global Entre-
preneurship Monitor (GEM) 2012 Global Report.11 This project, which each year mea-
sures entrepreneurial activity, reports that an estimated 41 percent of adults age 18 to 64 
in Zambia are either starting or managing new enterprises. The percentage in Ecuador is 
27 percent, in Thailand 19 percent, and in China, 13 percent. One intriguing aspect of the 
2012 report is the rise of female entrepreneurs. Exhibit 6.2 shows the rate of entrepre-
neurial activity for women compared to men in seven geographic regions.12 Women have 
historically started fewer businesses than men, but the gap is closing. The rate of entre-
preneurial activity among women surpassed the rate among men in Panama and Thailand 
and was about equal in Ghana, Ecuador, Nigeria, Mexico, and Uganda.13 However, the 
opportunities for women across regions are uneven. According to new data analysis by 
Dell, the nine nations where women have the greatest opportunity to start their own busi-
nesses are (in descending order) the United States, Australia, Germany, France, Mexico, 
the United Kingdom, South Africa, China, and Malaysia.14 

Female

Male

Sub-Saharan Africa

Percentage of Individuals Age 18 to 64 Active in Starting or
Managing a New Business, 2012

MENA/Mid-Asia

Latin America/Caribbean

Asia, Developing

Asia, Developed

Europe, Developing

Europe, Developed

United States

Israel

30%20%10%0%

27%
30%

4%
14%

15%
19%

13%
13%

5%
10%

6%
13%

5%
9%

10%
15%

5%
8%

exhibit	     6.2       
Global Entrepreneurial Activity 
by Gender 

Note: Total early-stage Entrepreneurial Activity (TEA): % of 18–64 population who are either a “nascent entrepreneur” 
or owner-manager of a “new business.” A “nascent entrepreneur” is defined as someone actively involved in setting up 
a business they will own or co-own; this business has not paid salaries, wages, or any other payments to the owners for 
more than three months. A “new business” is defined as a running business that has paid salaries, wages, or any other 
payments to the owners for more than three months, but not more than 42 months.

SOURCE: Global Entrepreneurship Monitor 2012 Women’s Report, Figure 4. GEM is an international consortium, and this report 
was produced from data collected in, and received from, 67 countries in 2012. Our thanks go to the authors, national teams, 
researchers, funding bodies, and other contributors who have made this possible.
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Entrepreneurship in the United States

The impact of entrepreneurial companies on the U.S. economy is astonishing. In the 
United States, small businesses represent about half the private-sector economy and 
99 percent of all businesses. The 27.9 million small firms in the United States account 
for more than half of all U.S. sales and 55 percent of all jobs.15 In addition, small busi-
nesses represent 98 percent of U.S. exporters and produce 33 percent of all export 
value.16

Not surprisingly, online businesses are forming at record rates. Powerful technology, 
such as Google’s application engine, Amazon’s Web services, and Facebook’s authentica-
tion technology, is readily available and inexpensive. These building blocks make it easier 
for tech start-ups to create products and services within a year of being founded. A decade 
ago, it was pricey to start a company. But in the past few years, with each new breakthrough 
in Internet and mobile technology, entrepreneurs “can start a company for little money and 
run it almost anywhere,” says Joe Beninato, CEO of Tello, a free customer-service rating 
application on the iPhone and iPad. “It used to take the first $5 million to set up the infra-
structure,” he says. “Now you can pull out your credit card and spend $5,000 on Amazon 
Web services.”17

In the United States, entrepreneurship and small business are the engines behind job 
creation and innovation:

●● Job creation. Jobs created by small businesses give the United States an economic vital-
ity that no other country can claim. The U.S. Small Business Administration reports 
that small firms accounted for 64 percent of net new jobs created between 1993 and 
2011 and about 67 percent of jobs created during the latest recession (from mid-2009 
to 2011).18 Yet there is disagreement among researchers over what percentage of new 
jobs is actually created by small business. Research indicates that the age of a company, 
more than its size, determines the number of jobs that it creates. Over the past two 
decades, most new jobs have come from new companies, which include not only small 
companies, but also new branches of huge, multinational organizations. The total em-
ployment from a group of start-ups is highest at the beginning and declines over time 
as some of the companies decline and close.19 

●● Innovation. Small-business owners typically gain an intimate understanding of their 
customers, which places them in an ideal position to innovate. Consider the new head-
set-to-helmet communication system used by NFL football coaches, which was de-
signed by Gubser & Schnakenberg, a small firm in Lincoln, Nebraska, that employs 
three full-time workers and about 100 part-time audio technicians. The new system 
uses digital technology that provides crystal-clear sound quality.20 Many large compa-
nies such as PepsiCo and snack company Mondelez International are sending teams to 
work stints at technology start-ups to learn how they innovate rapidly for the mobile 
world.21 Entrepreneurship expert David Birch traced the employment and sales records 
of some 9 million companies and found that new and smaller firms have been respon-
sible for 55 percent of the innovations in 362 different industries and 95 percent of all 
radical innovations.22 

•	 Entrepreneurship and small business are crucial aspects 
of the U.S. economy, representing 99 percent of all firms 
and employing 55 percent of all private-sector employees.

•	 Entrepreneurial activity is booming in other  
countries, with the rate of female entrepreneurship 

catching up with that of men in some areas of the  
world.

•	 Entrepreneurship and small business in the United 
States is an engine for job creation and innovation.

Remember This
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Who Are Entrepreneurs?
The heroes of American business—Henry Ford, Mary Kay Ash, Sam Walton, Oprah 
Winfrey, Steve Jobs—are almost always entrepreneurs. Entrepreneurs start with a vision. 
Often they are unhappy with their current jobs and see an opportunity to bring together 
the resources needed for a new venture. However, the image of entrepreneurs as bold pio-
neers probably is overly romantic. A survey of the CEOs of the nation’s fastest-growing 
small firms found that these entrepreneurs could be best characterized as hardworking and 
practical, with great familiarity with their market and industry.23

Minority-Owned Businesses

As the minority population of the United States has grown, so has the number of 
minority-owned businesses. Consider former veterinarian Salvador Guzman, who moved 
from Mexico to become a busboy in a friend’s Mexican restaurant in Nashville, Tennessee. 
Energized by the opportunities to succeed in the United States as an entrepreneur, Guzman 
started his own restaurant with three partners and a savings of $18,000, joining more than 
2.4 million self-employed immigrants in the United States. Now he owns 14 restaurants 
and two Spanish-language radio stations in Tennessee.24

The number of minority-owned businesses increased by 45.6 percent between 2002 
and 2007, to 5.8 million firms, according to the most recent Census data available. That’s 
more than twice the national rate of all U.S. businesses. These new firms generated $1 
trillion in revenue and employed 5.9 million people. Increases in the number of minority-
owned businesses range from 60.5 percent for black-owned businesses to 17.9 percent 
for Native American– and Alaska Native–owned businesses. Hispanic-owned businesses 
increased by 43.6 percent.25 Exhibit 6.3 summarizes the racial and ethnic composition of 
business owners in the United States. 

The types of businesses launched by minority entrepreneurs are also increasingly so-
phisticated. The traditional minority-owned mom-and-pop retail store or restaurant 
is being replaced by firms in industries such as financial services, insurance, and online 

White: 83.4%

Black: 7.1%

Native: 0.9%
Asian: 5.7%

Hispanic: 8.3%

Islander: 0.1%

exhibit	     6.3      Racial and Ethnic Composition of Small-Business Owners

Note: The survey permitted multiple counts (for example, an owner might be counted as both Hispanic and Black) so 
figures add up to more than 100 percent.

SOURCE: Table A, Comparison of All U.S. Firms and All Respondent Firms by Gender, Ethnicity, Race, and Veteran Status: 
2007, Survey of Business Owners (SBO) Summaries of Findings, U.S. Census Bureau http://www.census.gov/econ/sbo/getsof 
.html?07cb (accessed September 9, 2013).
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businesses. Several successful Silicon Valley companies have been founded or co-founded 
by minority entrepreneurs, including textbook-rental start-up Chegg, online dating service 
Zoosk, and online craft marketplace Etsy.

Women-Owned Businesses

Female entrepreneurs have been launching new businesses at twice the rate of men for the 
past three decades. More than 10 million firms, or 29 percent of all businesses, were ma-
jority women-owned in 2008 (the most recent data available), according to the Center for 
Women’s Business Research. Sales of these businesses generated $1.9 million and provided 
16 percent of all jobs in a range of industries such as professional and technical services, 
health care, retail, construction, real estate, and administrative services.26 While these num-
bers are impressive, the results could be much better. Only 20 percent of women-owned 
businesses have employees, an area of great growth and opportunity. “The reason most busi-
nesses don’t grow is [that women] try to do everything themselves,” claims Nell Merlino, 
who created the Take Our Daughters to Work campaign. “The most important thing to 
do is hire people. With 10 million out of work,” she added, “there is an extraordinary labor 
pool.”27 Women also tend to be more cautious than men about borrowing money, which 
limits growth opportunities, particularly in high-tech fields.28 Exhibit 6.4 displays the gen-
der composition of business owners in the United States.

As the cost of launching technology-related businesses falls, more women are taking 
a gamble in this competitive market. The market for mobile applications has skyrocketed, 
for example, so Reg Stettinius decided to invest $100,000 of her own money and develop 
a new app to solve a recurring problem. Stettinius was frustrated that she couldn’t quickly 
find a restaurant in Washington, D.C., to entertain out-of-town guests. So she set out to 
build Venga, an app created for restaurants and bars to alert customers to happy-hour 
specials, live music, and featured entrees. One of the challenges that Stettinius and her 
co-founders faced was finding a balance between what restaurants wanted and what con-
sumers would use. “Not only do they need to get to restaurants,” said Elana Fine, director 
of venture investments at the University of Maryland’s Dingman Center for Entrepreneur-
ship, “but now they need to get to users. And that’s where they have to compete with all the 
noise that’s around.”29 

Traits of Entrepreneurs

A number of studies have investigated the characteristics of entrepreneurs and how 
they differ from successful managers in established organizations. Some suggest 

SOURCE: 2007 Survey of Business Owners Summaries of Findings Survey of Business Owners—Women-Owned Firms: 2007, 
U.S. Census Bureau, http://www.census.gov/econ/sbo/getsof.html?07women (accessed September 9, 2013).

Equally owned by
male and female: 17%

Male-owned
businesses: 51.3%

Female-owned
businesses: 28.7%

exhibit	     6.4       
Gender Composition of 
Small-Business Owners
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that entrepreneurs in general want something different from life than do traditional 
managers. Entrepreneurs seem to place high importance on being free to achieve and 
maximize their potential. Some 40 traits are identified as being associated with entre-
preneurship, but 6 have special importance.30 These characteristics are illustrated in 
Exhibit 6.5. 

Autonomy 
In a survey of 2,000 entrepreneurs, the desire for autonomy was the primary motivator for 
pursuing an entrepreneurial life. Entrepreneurs driven by the desire for autonomy cher-

ish the freedom of making their own decisions about their 
business. Because of this desire for independent planning 
and decision making, these entrepreneurs may consider fly-
ing solo, without partners or significant investors. But flying 
solo has drawbacks. It may limit a firm’s growth and result 
in a smaller-scale business.31 For start-ups to succeed in the 
long run, a founder may have to forego autonomy and allow 
someone else with a different set of managerial skills to lead 
the company into the next phase of growth. “When you’re 
facing that tradeoff, you have to strike a stark balance. You’re 
going to have to give up something dear to you in order to 
get something that is even more dear to you,” said Noam 
Wasserman, author of The Founder’s Dilemmas: Anticipating 
and Avoiding the Pitfalls That Can Sink a Startup.32 Some-
times this means giving up the autonomy that motivated an 
entrepreneur to start a business in the first place. 

Entrepreneurial Sacrifice 
Another common trait among entrepreneurs is the ability 
to persevere and stay positive after long periods of sacrifice 
or struggle. Most entrepreneurs are willing to give up valued 
aspects of their lives, such as time and money, for the sake of 

Entrepreneurial
Personality

Need to Achieve

Locus of Control

Self-Con�dence

Autonomy

Entrepreneurial
Sacri�ce

High Energy

SOURCES: Adapted from Leigh Buchanan, “The Motivation Matrix,” Inc., March 2012, www.inc.com/magazine/201203 
/motivation-matrix.html (accessed August 20, 2012); R. P.  Vecchio, “Entrepreneurship and Leadership: Common Trends and 
Common Threads,” Human Resource Management Review 13 (2003): 303–327; and Charles R. Kuehl and Peggy A. Lambing, 
Small Business: Planning and Management (Ft. Worth, TX: Dryden Press, 1994), p. 45.

exhibit	     6.5       
Characteristics of 
Entrepreneurs

Many people are motivated to start their own businesses by 
a desire for autonomy—meaning the freedom to work the 
way they want to work, under the conditions they choose 
for themselves—or by a desire for power. But in order for 
an entrepreneur to be successful, he or she needs to have a 
number of other important personal traits, such as unflagging 
enthusiasm, commitment, and self-confidence. Entrepreneurs 
are also typically comfortable with risk and ambiguity.
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starting their own business. Those who succeed are also able to 
keep going and remain optimistic in the face of ongoing sacri-
fices. “I wish I could tell you how many of your children’s birth-
days you’ll miss,” says entrepreneur Andy Hayes. “I wish I could 
warn you about how much overconsumption of caffeine you’ll 
have, and how many nights you won’t sleep because you’re wor-
ried about paying your mortgage. . . . What I can tell you is that 
no matter how much sacrifice is required, I feel it is always worth 
it.”33 Kurt Varner, who was found by a reporter for Inc. magazine 
living in his car in Palo Alto, California, knows what Hayes is 
talking about. Varner needed to be in Silicon Valley to try to sell 
his idea for a mobile app that he is calling Daily Toaster, find a 
possible co-founder, and maybe even locate some seed money. 
But his wife couldn’t leave her job teaching third grade until the 
end of the school year. Varner says he misses his wife profoundly, 
but the struggles are worth it to realize his dream.34 In another 
example of entrepreneurial sacrifice, two surfing buddies endured 
years of financial struggle as they built a new microbrewery. 

Innovative  
Way
Strand Brewing 
Company

Joel Elliott and Rich Marcello jumped at the idea of starting a microbrewery called Strand 
Brewing Company in Southern California, where rising demand for craft beers was creat-
ing opportunity. With no money or business experience, the two surfing buddies borrowed 
money from relatives and friends and maxed out their own credit cards. They built their brew-
ery in a small, 1,000-foot warehouse and used the only fermenters they could afford—small 
ones, each capable of producing seven 31-gallon barrels. Marcello worked another job from 
5 a.m. to 1 p.m., which freed up his afternoons, nights, and weekends for Strand. Money was so 
tight that they delivered kegs in Marcello’s 1998 Chrysler van to avoid the expense of bottling 
or canning. When they ran out of money, Elliott’s uncle gave them his retirement funds. The two 
friends worked grueling hours: 100-hour workweeks for three years, without vacation or pay.

Elliott and Marcello persevered under pressure and ultimately reaped rewards for 
their years of sacrifice. As their customer base grew, the small fermenters couldn’t produce 
enough beer for the brewery to survive. In 2010, they went back to friends and relatives 
and asked for more money to expand. With it, they bought three 15-barrel fermenters for 
about $12,000 each. It was a smart purchase: by the middle of 2011, the number of accounts 
exceeded 100 and the brewery was nearing capacity again. Strand raised another $300,000 
for a second expansion. Today, the partners are drawing salaries, and Elliott predicts that they 
will repay all loans within 14 months. These entrepreneurs devoted long hours and incurred 
mounting debt during the start-up phase of Strand Brewing Company, but they are now 
enjoying the taste of success.35

High Energy 
A business start-up requires great effort. A survey of small-business owners by 
Staples found that 43 percent of small-business owners work more than a regular 
40-hour week, 31 percent report working during holidays, and 13 percent say that 
they regularly work more than 80 hours a week.36 High levels of passion also help 
entrepreneurs overcome inevitable obstacles and traumas.37 You can recognize entre-
preneurial passion in people by their unwavering belief in a dream, intense focus, and 
unconventional risk taking. Kurt Varner, mentioned previously, is willing to live in 
his car to achieve his dreams for Daily Toaster, a mobile app for chronic oversleepers 
that incorporates an alarm clock with a voice greeting that informs you of the date, 
temperature, traffic conditions, daily appointments, and so forth. Varner quit a good-
paying job as a test-flight-engineer at Edwards Air Force Base because, he says, “I 
wanted to do something I was passionate about.”38 

“When you reach an 
obstacle, turn it into an 
opportunity. You have the 
choice. You can overcome 
and be a winner, or you can 
allow it to overcome you 
and be a loser. The choice is 
yours and yours alone.”

—Mary Kay Ash, American businesswoman 

and founder of Mary Kay Cosmetics

Are you an entrepreneur 
in the making? Do you 
have the persistence to 
endure setbacks and 
disappointments? Review 
your responses in the 
opening questionnaire to 
assess your potential to 
start and manage your 
own business.

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Part 2  The Environment of Management192

Need to Achieve 
Most entrepreneurs have a strong need to achieve, which means that people are motivated 
to excel and pick situations in which success is likely.39 People who have high achievement 
needs like to set their own goals, which are moderately difficult. Easy goals present no chal-
lenge; unrealistically difficult goals cannot be achieved. Intermediate goals are challenging 
and provide great satisfaction when achieved. High achievers also like to pursue goals for 
which they can obtain feedback about their success. “I was very low and I had to achieve 
something,” recalls Harry Potter creator and billionaire author J. K. Rowling in describing 
how and why she kept trying after repeated rejections.40

Self-Confidence 
People who start and run a business must act decisively. They need confidence about their 
ability to master the day-to-day tasks of the business. They must feel sure about their abil-
ity to win customers, handle the technical details, and keep the business moving. Entre-
preneurs also have a general feeling of confidence that they can deal with anything in the 
future; complex, unanticipated problems can be handled as they arise.

Internal Locus of Control 
Few situations present more uncertainty than starting a new business. Entrepreneurs have to 
be highly self-motivated and believe that they are “masters of their own fate.” A person’s locus 
of control defines whether he or she places the primary responsibility within the self or on 
outside forces.41 Most successful entrepreneurs believe that their actions determine what hap-
pens to them, which means they have a high internal locus of control. People who believe that 
outside forces determine what happens to them have a high external locus of control. One 
entrepreneur who reflects a strong internal locus of control is Chris Hughes, a co-founder 
of Facebook and creator of MyBarackObama.com. Based on his background, Hughes wasn’t 
likely to attend an Ivy League school, but he set out while he was still in high school to do 
just that. Without telling his parents, he began researching and applying to various boarding 
schools. Eventually he was offered a generous financial aid package from Phillips Academy 
in Andover, Massachusetts. A few years later, he left there with a scholarship to Harvard.42

These traits offer an insightful but imprecise picture of the entrepreneur. Successful 
entrepreneurs come in all ages, from all backgrounds, and they have various combinations 
of personality traits and other characteristics. No one should be discouraged from start-
ing a business because he or she doesn’t fit a specific profile. One review of small business 
suggests that the three most important traits of successful entrepreneurs, particularly in a 
turbulent environment, are realism, flexibility, and passion. Even the most realistic entre-
preneurs tend to underestimate the difficulties of building a business, so they need flex-
ibility and a passion for their idea to survive the hurdles.43

•	 Entrepreneurs often have backgrounds, demographic 
characteristics, and personalities that distinguish them 
from successful managers in established organizations.

•	 One survey suggests that the desire for autonomy is the 
primary motivator for people to pursue entrepreneurship.

•	 Characteristics common to entrepreneurs include the 
ability to persevere through sacrifice and struggle, a high 
energy level, self-confidence, a need to achieve, and a 
strong internal locus of control.

•	 The need to achieve means that entrepreneurs are moti-
vated to excel and pick situations in which success is likely.

•	 Locus of control defines whether a person places the 
primary responsibility for what happens to him or her 
within the self (internal locus of control) or on outside 
forces (external locus of control).

•	 Chris Hughes, a co-founder of Facebook and creator of 
MyBarackObama.com, illustrates a high internal locus 
of control.

Remember This
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Social Entrepreneurship
As discussed in Chapter 5, today’s consumers have a growing expectation that organizations 
will operate in socially responsible ways. In response, a new breed of business is emerging that 
is motivated to help society solve all types of social problems, including environmental pollu-
tion, global hunger, and deaths from treatable diseases. In many ways, these businesses func-
tion like traditional businesses, but their primary focus is on providing social benefits, not 
maximizing financial returns. Social entrepreneurship focuses primarily on creating social 
value by providing solutions to social 
problems, with a secondary purpose 
of generating profit and returns.44 
A well-known social entrepreneur 
is Muhammad Yunus, who founded 
Grameen Bank. Yunus pioneered the 
concept of lending small amounts 
of money, called microcredit, to small 
businesses in poverty-stricken villages 
in India. By 2006, when Yunus won 
the Nobel Peace Prize, the Grameen 
Bank had outstanding loans to nearly 
7  million poor people in 73,000 vil-
lages in Bangladesh. The Grameen 
model has expanded into more than 
100 countries and helped millions of 
people rise out of poverty.45

Another good example of social 
entrepreneurship is Solar Electric 
Light Company (SELCO), which 
sells and services solar electric sys-
tems in areas of India that don’t have 

Concept Connection
Social entrepreneurs Eric 
Schwartz and Ned Rimer 
created Citizen Schools to 
reach out to middle school 
students, pictured here, with 
after-school programs that 
include hands-on apprenticeships 
taught by volunteer professionals. 
The apprentices create actual 
products, ranging from solar cars 
to well-managed stock portfolios. 
The goal is to give students the 
skills and motivation to do well in 
their academic and personal lives. 
One reason why the organization 
is so successful is that it is run 
on solid business principles, 
with a well-honed strategy 
and growth plan that includes 
concrete objectives and specific 
performance measures.
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Green Power
Star Power

Jessica Alba is not the first movie beauty lured by 
a desire to find solutions to social problems, but 
she may be the first to start a company focused on 
a problem that many new mothers are concerned 
with: How to have healthy baby products that also 
assure a healthy environment.

While researching healthy-baby issues during her 
own pregnancy, Alba read Christopher Gavigan’s 
book Healthy Child, Healthy World. Concerned by 
Gavigan’s reports on toxin levels in baby products, 
Alba (in her own words) hounded the author, urging 
him to join forces with her in the  creation of eco-
friendly baby care products. The duo launched The 
Honest Company with a flagship product necessary 

to every new mom—the disposable diaper. Indepen-
dent testing demonstrated a 33 percent increase in 
diaper absorbency through a natural combination of 
wheat, corn, and wood fluff from sustainable forests, 
appealing to eco-conscious consumers. The new dia-
pers are also 85 percent biodegradable, right down 
to the addition of “green tab” fasteners. Today, The 
Honest Company offers a variety of products aimed 
at helping children grow up in a world free of toxins 
and carcinogens. 

Source: “The 100 Most Creative People in Business 2012: #17 Jessica Alba,” 
Fast Company (June 2012): 96–97; and “About Us: Health and Sustainability 
Standards,” The Honest Company Web site, https://www.honest.com/about 
-us/health-and-sustainability (accessed October 2, 2012).
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access to reliable electricity. SELCO assembles solar home kits using components made 
exclusively for them by Indian manufacturers and uses a network of local sales and service 
centers. It helps people finance their purchase of a system by partnering with rural banks, 
leasing companies, and microfinancing organizations. The strategy enables SELCO to pro-
vide clean, reliable, good-quality lighting and electricity at a monthly price that is compa-
rable to traditional, less effective sources.46

In the United States, several states have adjusted their incorporation laws to create a 
new corporate structure known as a “benefit corporation” for entrepreneurs who want to in-
clude a strong social or environmental component to their for-profit business. The new form 
provides legal protection for entrepreneurs to consider the local community in corporate 
decisions, not just shareholders. More than 200 for-profit businesses, from microbrewers to 
outdoor-clothing maker Patagonia, have converted to benefit corporations in recent years.47

•	 A social entrepreneur is an entrepreneurial leader  
who is committed to both good business and changing 
the world for the better. 

•	 Social entrepreneurs are creating new business models 
that meet critical human needs and resolve important 

problems unsolved by current economic and social 
institutions.

•	 Social entrepreneurship combines the creativity, busi-
ness smarts, passion, and work of the traditional entre-
preneur with a social mission.

Remember This

Launching an Entrepreneurial Start-Up
Whether one starts a nonprofit organization, a socially oriented business, or a traditional 
for-profit small company, the first step in pursuing an entrepreneurial dream is to come 
up with a viable idea and then plan like crazy. Once someone has a new idea in mind, a 
business plan must be drawn and decisions must be made about legal structure, financing, 
and basic tactics, such as whether to start the business from scratch and whether to pursue 
international opportunities from the start.

Starting with an Idea

To some people, the idea for a new business is the easy part. They do not even consider 
entrepreneurship until they are inspired by an exciting idea. Other people decide that they 
want to run their own business and set about looking for an idea or opportunity. Exhibit 6.6 

Reasons for Starting a Business Source of New Business Ideas

Joined Family Business
In-Depth Understanding 
of Industry or Profession41% 37%

Market Niche Spotted36%

Brainstorming7%

Copying Someone Else4%

Hobby4%

Other11%

To Control My Future36%

To Be My Own Boss27%

To Ful�ll a Dream25%

Downsized or Laid Off5%

exhibit	     6.6      Sources of Entrepreneurial Motivation and New Business Ideas

SOURCE: John Case, “The Rewards,” Inc. (May 15, 2001): 50–51; and Leslie Brokaw, “How to Start an Inc. 500 Company,” Inc. (October 15, 1994): 51–65. Copyright 1994 
and 2001 by Mansueto Ventures LLC. Reproduced with permission of Mansueto Ventures LLC.
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shows  the  most important reasons that people start a new business and the source of 
new business ideas. Note that 37 percent of business founders got their idea from an in-
depth understanding of the industry, primarily because of past job experience. Interestingly, 
almost as many—36 percent—spotted a market niche that wasn’t being filled.48 An ex-
ample is Spanx founder Sara Blakely, who was eagerly looking for a new business idea while 
working full time selling office equipment. “I had been thinking about a product I could 
come up with on my own,” says Blakely. “I liked to sell and I was good at it. But I [wanted] 
to sell something that I was really passionate about.” While trying to find some figure-
flattering hosiery to wear under white pants, she came up with the idea for a new business. 
She created Spanx, a footless, body-shaping pantyhose that skyrocketed to success after 
Oprah Winfrey selected the product to be featured on the popular “favorite things” episode 
of her TV show. Today, Spanx has more than 100 employees and products that include 
swimwear, pants, skirts, and underwear.49

The trick for entrepreneurs is to blend their own skills and experience with a need 
in the marketplace. Acting strictly on one’s own skills may produce something that  
no one wants to buy. On the other hand, finding a market niche that one does not have 
the ability to fill doesn’t work either. Both personal skill and market need typically must 
be present.

Writing the Business Plan

Once an entrepreneur is inspired by a new business idea, careful planning is crucial. A 
business plan is a document specifying the business details prepared by an entrepre-
neur prior to opening a new business. Planning forces the entrepreneur to think carefully 
through the issues and problems associated with starting and developing the business. 
Most entrepreneurs have to borrow money, and a business plan is absolutely critical for 
persuading lenders and investors to participate in the business. Studies show that small 
businesses with a carefully thought-out, written business plan are much more likely to 
succeed than those without one.50 To attract the interest of venture capitalists or other 
potential investors, the entrepreneur should keep the plan crisp and compelling.

The details of a business plan may vary, but successful business plans generally share 
several characteristics. They typically do the following:51

●● Demonstrate a clear, compelling vision that creates an air of excitement.
●● Provide clear and realistic financial projections.
●● Profile potential customers and the target market.
●● Include detailed information about the industry and competitors.
●● Provide evidence of an effective entrepreneurial management 

team.
●● Pay attention to good formatting and clear writing.
●● Keep the plan short—no more than 50 pages.
●● Highlight critical risks that may threaten business success.
●● Spell out the sources and uses of start-up funds and operating 

funds.
●● Capture the reader’s interest with a killer summary.

Starting a business is a rewarding and complex process that 
starts with good planning, preparation, and insight. A well-crafted 
business plan summarizes the road map for success. As the busi-
ness begins to grow, however, the entrepreneur should be prepared 
to handle common pitfalls, as described in this chapter’s “Manager’s 
Shoptalk.” 

“The first purpose of 
the business plan is to 
convince yourself that 
it’s an idea you really 
want to do. If you’re not 
convinced, you’ll never  
be able to convince 
anyone else.”

—Maxine Clark, founder and CEO of 

Build-A-Bear Workshop
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Manager’s    Shoptalk
Why Start-Ups Fail

S
mall businesses face many challenges as they navi-
gate through today’s slowly recovering economy 
and confront issues that jeopardize their success, 
such as weak consumer confidence and tougher 

access to credit. It’s no wonder that small business fail-
ure rates increased by 40 percent from 2007 to 2010. 
To keep a small business running successfully, an en-
trepreneur should know how to avoid potential land 
mines that can knock a business off course. While it is 
impossible to avoid all risks, a savvy entrepreneur will 
be alert to the most frequent reasons small business 
ventures fail. 

•	 Poor management. Many small-business owners 
lack the necessary business skills to manage all 
areas of their business, such as finance, purchas-
ing, inventory, sales, production, and hiring. When 
Jay Bean founded sunglassesonly.com, he had no 
experience managing inventory. “Having inven-
tory requires you to deal with a different set of 
complex issues, including theft control,” he said. 
Bean’s sales plummeted during the economic 
recession, and he closed the business in November 
2010, selling the assets at a loss. 

•	 Sloppy accounting. Financial statements are the 
backbone of a small business, and owners need to 
understand the numbers to control the business. 
The income statement and balance sheet help 
diagnose potential problems before they become 
fatal. It’s also important to understand the ratio 
of sales to expenses that will result in profitability. 
Managing cash flow is another important role of 
the small-business owner. Businesses go through 
cycles, and smart managers have a cash cushion 
that helps them recover from the inevitable bumps. 

•	 No Web site. Today, every business needs a pro-
fessional, well-designed Web site. According to 
the U.S. Department of Commerce, e-commerce 
sales totaled $225.5 billion in 2012. The key to a 
successful Web site is to make it easy for users to 
navigate. Wesabe, a personal finance site, helped 
consumers budget their money and make smart 
buying decisions. With 150,000 members in the 
first year, the co-founders were ecstatic. A new 
competitor, Mint.com, launched a Web site with 

a better design and a more memorable name. 
Within three months, Mint had 300,000 users and 
$17 million in venture financing. Wesabe was un-
able to compete and closed its site soon after. “We 
wanted to help people,” said Wesabe co-founder 
Marc Hedlund, “but [our Web site made] it too 
much work to get that help.”

•	 Operational mediocrity. An important role of the 
entrepreneur is to set high standards in essential 
areas such as quality control,  
customer service, and the company’s public image. 
Most businesses depend on repeat and referral 
business, so it’s important to create a positive first 
impression with customers. Franchisors often assist 
in providing high-quality products and services, 
reducing some of the stress entrepreneurs can 
face. Immigrant Lyudmila Khonomov pursued her 
American dream by opening a Subway restaurant 
in Brooklyn. “You don’t have to prepare the foods 
from scratch,” she said. Subway takes the guess-
work out of preparing high-quality sandwiches in 
a consistent way.

•	 Fear of firing. Firing an employee is uncomfortable 
and difficult, but if business owners plan to outper-
form competitors, it’s important to build and main-
tain an excellent staff. Unfortunately, it’s very easy 
to keep mediocre employees around, especially 
those who are nice and loyal. However, it will hurt 
the business in the long run. Ask yourself, “Would I 
be relieved if anyone on my team quit tomorrow?” 
If the answer is yes, you may have a problem.

Sources: Patricia Schaefer, “The Seven Pitfalls of Business Failures and How to 
Avoid Them,” BusinessKnow-How.com, April 2011, www.businessknowhow.com 
/startup/business-failure.htm (accessed August 14, 2012); Jay Goltz, “You’re the 
Boss: The Art of Running a Small Business,” The New York Times, January 5, 2011, 
http://boss.blogs.nytimes.com/2011/01/05/top-10-reasons-small-businesses 
-fail/ (accessed August 14, 2012); Eilene Zimmerman, “How Six Companies  
Failed to Survive 2010,” The New York Times, January 5, 2011, www.nytimes 
.com/2011/01/06/business/smallbusiness/06sbiz.html (accessed August 14, 2012); 
“The State of Small Businesses Post Great Recession: An Analysis of Small 
Businesses Between 2007 and 2011,” Dun & Bradstreet, May 2011, www.dnbgov 
.com/pdf/DNB_SMB_Report_May2011.pdf (accessed August 14, 2012); and 
Adriana Gardella, “Advice From a Sticky Web Site on How to Make Yours  
the Same,” The New York Times, April 13, 2011, www.nytimes.com/2011/04/14 
/business/smallbusiness/14sbiz.html (accessed August 14, 2012).
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Choosing a Legal Structure

Before entrepreneurs begin a business, and perhaps again as it expands, they must choose 
an appropriate legal structure for the company. The three basic choices are proprietorship, 
partnership, or corporation.

Sole Proprietorship 
A sole proprietorship is defined as an unincorporated business owned by an individual 
for profit. Proprietorships make up the majority of businesses in the United States. This 
form is popular because it is easy to start and has few legal requirements. A proprietor has 
total ownership and control of the company and can make all decisions without consulting 
anyone. However, this type of organization also has drawbacks. The owner has unlimited 
liability for the business, meaning that if someone sues, the owner’s personal as well as 
business assets are at risk. Also, financing can be harder to obtain because business success 
rests on one person’s shoulders.

Partnership 
A partnership is an unincorporated business owned by two or more people. Partnerships, 
like proprietorships, are relatively easy to start. Two friends may reach an agreement to 
start a graphic arts company. To avoid misunderstandings and to make sure the business 
is well planned, it is wise to draw up and sign a formal partnership agreement with the 
help of an attorney. The agreement specifies how partners are to share responsibility and 
resources and how they will contribute their expertise. The disadvantages of partnerships 
are the unlimited liability of the partners and the disagreements that almost always occur 
among strong-minded people. A poll by Inc. magazine illustrated the volatility of part-
nerships. According to the poll, 59 percent of respondents considered partnerships a bad 
business move, citing reasons such as partner problems and conflicts. Partnerships often 
dissolve within five years. Respondents who liked partnerships pointed to the equality of 
partners (sharing of workload and emotional and financial burdens) as the key to a suc-
cessful partnership.52

Corporation 
A corporation is an artificial entity created by the state and existing apart from its owners. 
As a separate legal entity, the corporation is liable for its actions and must pay taxes on its 
income. Unlike other forms of ownership, the corporation has a legal life of its own; it con-
tinues to exist regardless of whether the owners live or die. And the corporation, not the 
owners, is liable if the company gets sued. Thus, continuity and limits on owners’ liability 
are two principal advantages of forming a corporation. For example, a physician can form 
a corporation so that liability for malpractice will not affect his or her personal assets. The 
major disadvantage of the corporation is that it is expensive and complex to do the paper-
work required to incorporate the business and to keep the records required by law. When 
proprietorships and partnerships are successful and grow large, they often incorporate to 
limit liability and to raise funds through the sale of stock to investors.

Arranging Financing

Most entrepreneurs are particularly concerned with financing the business. A few types of 
businesses can still be started with a few thousand dollars, but starting a business usually 
requires coming up with a significant amount of initial funding. An investment is required 
to acquire labor and raw materials, and perhaps a building and equipment as well.

Many entrepreneurs rely on their own resources for initial funding. According to the 
Ewing Marion Kauffman Foundation, 70 percent of entrepreneurs used their own savings 
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as the primary source of initial funding.53 In addition, entrepreneurs often have to mortgage 
their homes, depend on credit cards, borrow money from a bank, or give part of the busi-
ness to a venture capitalist. Exhibit 6.7 summarizes the most common sources of start-up 
capital for entrepreneurs. The financing decision initially involves two options—whether 
to obtain loans that must be repaid (debt financing) or whether to share ownership (equity 
financing).

Debt Financing
Borrowing money that has to be repaid at a 
later date to start a business is referred to as 
debt financing. One common source of debt 
financing for a start-up is to borrow from fam-
ily and friends. Increasingly, entrepreneurs are 
using their personal credit cards as a form of 
debt financing. Another common source is a 
bank loan. Banks provide some 25 percent of 
all financing for small business. Sometimes 
entrepreneurs can obtain loans from a finance 
company, wealthy individuals, or potential 
customers. 

Another form of loan financing is provided 
by the Small Business Administration (SBA). 
Staples, which began in 1986 with one office 
supply store in Brighton, Massachusetts, got its 
start toward rapid growth with the assistance 
of SBA financing. Today, Staples is the world’s 
largest office products company, with 90,000 
employees, $29 billion in sales, and a presence 
in 26 countries.54 SBA financing is especially 
helpful for people without substantial assets, 
providing an opportunity for single parents, 
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exhibit	     6.7       
Sources of Start-Up Capital 
for Entrepreneurs

SOURCE: Jim Melloan, “The Inc. 5000,” Inc. (September 1, 2006): 187. Copyright 2006 by Mansueto Ventures LLC. Reproduced 
with permission of Mansueto Ventures LLC.

Chipotle Mexican Grill 
founder, chairman, and 
CEO Steve Ells used both 
debt financing and 
equity financing when 
he launched his “quick 
gourmet” restaurant chain. 
An $85,000 loan from his 
father made the first Denver 
restaurant possible. Later, Ells 
borrowed more from his 
father, took out an SBA loan, 
and raised $1.8 million from 
friends and private investors. 
Eventually, the chain received 
equity financing: first from 
McDonald’s, and later from 
the stock that Chipotle issued 
when it went public. Ironically, 
Ells’s main reason for starting 
Chipotle was to generate 
cash to finance an upscale 
restaurant. With Chipotle’s 
success, he no longer has 
any plans to open that fancy 
restaurant.

Concept Connection

Je
ff 

K
ow

al
sk

y/
B

lo
om

be
rg

/G
et

ty
 Im

ag
es

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Chapter 6  Managing Start-Ups and New Ventures 199

New Manager     Self-Test
Perceived Passion

Instructions: An entrepreneur starting a business often 
has to make presentations to investors in order to raise 
money. Respond to the following statements about how you 
would normally make a persuasive presentation to investors 
for a business you are starting. Answer whether each state-
ment is Mostly True or Mostly False for you. 

When making a formal  
presentation, I would:

  1.	 Use energetic body movements  
to act out the idea.	

  2.	 Show animated facial expressions.	

  3.	 Use a lot of gestures.	

  4.	 Talk with varied tone and pitch.	

  5.	 Dramatize my excitement.	

  6.	 Point out explicitly the  
relationship between the topic  
and its broader context.	

  7.	 Make sure that my content  
has real substance.	

  8.	 Confirm that the presentation  
is coherent and logical.	

  9.	 Make certain the presentation  
is thoughtful and in depth.  

10.	 Cite facts and examples  
to support my points  
and arguments.             

Scoring and Interpretation: This questionnaire 
was developed to measure the persuasiveness of pre-
sentations to venture capitalists by entrepreneurs in an 
effort to obtain investment money. Two aspects of presenta-
tion are measured here—passion and preparedness. Give 
yourself one point for each Mostly True answer.

Passion: Items 1–5 score _____.

Preparedness: Items 6–10 score _____.

The research showed consistently that preparedness, not 
passion, had the most positive impact on decisions to invest 
money with entrepreneurs. Thus, a higher score on pre-
paredness is more important for an effective presentation 
to investors than is a high score on presentation passion. 
Compare your scores to other students. Why do you think 
preparedness has more impact than passion on potential 
investors?

Source: Based on Xiao-Ping Chen, Xin Yao, and Suresh Kotha, “Entrepreneur 
Passion and Preparedness in Business Plan Presentations: A Persuasion Analysis of 
Venture Capitalists’ Funding Decisions,” Academy of Management Journal 52, no. 1 
(2009): 199–214. 

	 Mostly	 Mostly
	 True	 False

minority group members, and others with a good idea but who might be considered 
high risk by a traditional bank. The percentage of SBA loans to women, Hispanics, 
African Americans, and Asian Americans has increased significantly in recent years.55

Equity Financing 
Any money invested by owners or by those who purchase stock in a corporation 
is considered equity funds. Equity financing consists of funds that are invested in 
exchange for ownership in the company.

A typical source of equity financing for businesses with high potential is through 
angel financing. Angels are wealthy individuals, typically with business experience 
and contacts, who believe in the idea for the start-up and are willing to invest their  
personal funds to help the business get started. Significantly, many angels also provide 

How effective would 
you be at pitching a 
new business idea to 
potential investors? 
You can get an idea by 
completing the “New 
Manager Self-Test.”
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Hot
Topic

advice and assistance as the entrepreneur is developing the company. A growing trend is 
angel investment services over the Web, such as AngelList, SecondMarket, FundersClub, 
and MicroVentures. Investors can click a button to commit a certain amount of funds to a 
new venture directly from their bank accounts, without ever meeting or even talking to any 
of the founders. “It’s almost as easy as the Amazon one-click checkout,” said Adam Winter, 
who recently used AngelList to commit $10,000 to a Silicon Valley start-up that developed 
a roving teleconferencing robot.56 

A venture capital firm is a group of companies or individuals that invests money 
in new or expanding businesses for ownership and potential profits. Venture capitalists 
are particularly interested in high-tech businesses such as biotechnology, innovative online 
ventures, or telecommunications because they have the potential for high rates of return 
on investment.57 Even online retailers can be attractive to venture capitalists, as Sophia 
Amoruso learned with her Nasty Gal venture.

Innovative 
Way

Nasty Gal

It sounds like a porn site, which could be one reason that designers and high-end brands 
gave Sophia Amoruso the cold shoulder until her Nasty Gal fashion empire started making 
tons of money. Amoruso started Nasty Gal in 2006, when she was 22 years old, as an eBay 
page selling women’s vintage clothing. Six years later, NastyGal.com was selling $100 million 
in offbeat clothing and accessories.

Amoruso soon learned that selling over eBay wasn’t going to help her achieve her vision. 
She recruited a friend from junior high to build a Web page and set up social media pages 
to reach out to fans of brands like the music and fashion magazine Nylon, which appeals to a 
fierce aesthetic vibe. She challenged people on social media to come up with titles for prod-
ucts and gave gift cards to the winners. Soon people were posting pictures of themselves in 
their best Nasty Gal finds. Constant communication with customers built a loyal following.

By 2010, venture capital firms caught wind of Nasty Gal, which had been making money 
since day 1. By 2012, Amoruso was willing to start meeting with some suitors, and in 2013, 
she agreed to give venture capitalist firm Index Ventures a piece of the equity in exchange for 
$49 million. NastyGal.com attracts more than 6 million visitors a month and has a high con-
version rate (turning browsers into buyers). “It speaks to an engaged audience,” said Sucharita 
Mulpuru, a Forrester analyst. “They’ve figured out the marketing tool. That’s the real story.”58

Unlike Sophia Amoruso, who had venture capitalists courting her, most entrepre-
neurs have to shop their idea around and try to attract funding. One popular option today 
is called crowdfunding, which is a way of raising capital by receiving small amounts of 
money from a large number of investors, usually through social media and the Internet.59 
Practically anyone with an idea or project can use their PC, laptop, or smartphone to solicit 
funds to support its development or expansion.

The Jumpstart Our Business Startups ( JOBS) Act, signed into law by President Barack 
Obama in April 2012, opened the door for this type of fundraising from a wide pool of 
small investors who are not burdened with restrictions. The law allows businesses to raise 
money from investors in exchange for equity in the company and allows nonaccredited 
investors (like relatives) to sink their own cash into start-ups.60 Crowdfunding platforms 
such as Kickstarter, SeedInvest, and CircleUp are popping up all over the Internet to facili-
tate the process. Unlike the angel investing sites, which typically require at least a $1,000 
investment, anyone can kick in a few dollars and get a small piece of equity in a start-up 
using crowdfunding. One of the most successful crowdfunding platforms is Kickstarter, 
which began as a way for people to raise money for quirky projects like offbeat documenta-
ries and pop-up wedding chapels. Director Rob Thomas recently used Kickstarter to raise 
more than $5 million to make a movie of the popular Veronica Mars book and television 
series.61 Kickstarter has expanded to include computer and video game production and 
innovative new gadgets. Alex Thomas, Arnie Jorgensen, and John Watson, co-founders 
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Tactics for Becoming a Business Owner

Aspiring entrepreneurs can become business owners in several different ways. They can 
start a new business from scratch, buy an existing business, or start a franchise. Another 
popular entrepreneurial tactic is to participate in a business incubator.

Start a New Business 
One of the most common ways to become an entrepreneur is to start a new business from 
scratch. This approach is exciting because the entrepreneur sees a need for a product or 
service that has not been filled before and then sees the idea or dream become a reality. 
Sara and Warren Wilson, co-founders of the Snack Factory, built a $42 million business by 
coming up with new, snack-sized versions of traditional foods. Together, they dreamed up 
the concept of bagel chips, which are flat, crunchy chips made from bagels. “We didn’t just 
daydream ideas; we figured out a way to make them happen,” said Warren Wilson. After 
selling Bagel Chips to Nabisco in 1992, the dream continued, and they went on to create 
pita chips and pretzel chips. “As with our two previous businesses, we built Pretzel Chips 
little by little and with great attention to detail and care,” he said.63

The advantage of starting a business is the ability to develop and design the business 
in the entrepreneur’s own way. The entrepreneur is solely responsible for its success. A 
potential disadvantage is the long time that it can take to get the business off the ground 
and make it profitable. The uphill battle is caused by the lack of established clientele and 
the many mistakes made by someone new to the business. Moreover, no matter how much 
planning is done, a start-up is risky, with no guarantee that the new idea will work. Some 
entrepreneurs, especially in high-risk industries, develop partnerships with established 

of computer-game studio Stoic, were hoping to raise $100,000 for a new Viking-themed 
game called The Banner Saga. They ended up getting pledges of more than $700,000 from 
gaming enthusiasts around the world during their Kickstarter campaign. Moreover, by giv-
ing supporters access to early versions of the game, they got valuable advice and informa-
tion on how to improve the product.62 

•	 The two most common sources of new business ideas 
come from a thorough understanding of an industry, 
often derived from past job experience, and identifying a 
market niche.

•	 Prior to opening a business, an entrepreneur should 
prepare a business plan, a document specifying the  
details of the business.

•	 Businesses with carefully written business plans are 
more likely to succeed than those without such plans.

•	 An unincorporated for-profit business owned by an 
individual is called a sole proprietorship.

•	 A partnership is formed when two or more people 
choose to own an unincorporated business.

•	 A corporation is an artificial entity created by the state 
and existing apart from its owners.

•	 Debt financing involves borrowing money from 
friends, family, or a bank, which has to be repaid at a 
later date, in order to start a business.

•	 Equity financing consists of funds that are invested 
in exchange for ownership in the company.

•	 Angel financing occurs when a wealthy individual 
who believes in the idea for a start-up provides 
personal funds and advice to help the business get 
started.

•	 A venture capital firm is a group of companies or  
individuals that invests money in new or expanding busi-
nesses for ownership and potential profits.

•	 Crowdfunding is a way of raising capital that involves 
getting small amounts of money from a large number of 
investors, usually using social media or the Internet.

Remember This
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companies that can help the new company get established and grow. Others use the  
technique of outsourcing—having some activities handled by outside contractors—to 
minimize the costs and risks of doing everything in-house.64

Buy an Existing Business 
Because of the long start-up time and the inevitable mistakes, some entrepreneurs 
prefer to reduce risk by purchasing an existing business. This direction offers the 
advantage of a shorter time to get started and an existing track record. The entrepre-
neur may get a bargain price if the owner wishes to retire or has other family consid-
erations. Moreover, a new business may overwhelm an entrepreneur with the amount 
of work to be done and procedures to be determined. An established business already 
has filing systems, a payroll tax system, and other operating procedures. Potential 
disadvantages are the need to pay for goodwill that the owner believes exists and the 
possible existence of ill will toward the previous business. In addition, the company 
may have bad habits and procedures or outdated technology, which may be why the 
business is for sale.

Buy a Franchise 
Franchising is a business arrangement where a firm (franchisor) collects upfront and on-
going fees in exchange for individuals or other firms (franchisees) to offer products and 
services under its brand name and using its processes.65 The franchisee invests his or her 
money and owns the business but does not have to develop a new product, create a new 
company, or test the market. Exhibit 6.8 lists some of the fastest-growing franchises, in-
cluding the type of business, the number of outlets worldwide, and the total estimated 
start-up costs.

The powerful advantage of a franchise is that management help is provided by the 
owner. Franchisors provide an established name and national advertising to stimulate local 
demand for the product or service. For example, Dunkin’ Donuts supports its franchisees 

How motivated are 
you to keep working 
toward a goal despite 
setbacks? The answer 
may reveal your 
entrepreneurial 
potential. For a better 
assessment, complete 
the “Experiential 
Exercise” on 
pages 206–207.

Franchise Type of Business
Number of 
Locations

Total Start-
Up Cost

Subway Submarine sandwiches 39,767 $85.7K–262.85K

Jan-Pro Franchising 
Int’l. Inc.

Commercial cleaning 11,146 $3.15K–50.91K

7-Eleven Inc. Convenience store 47,298 $30.8K–1.5M

Vanguard Cleaning 
Systems 

Commercial cleaning   2,696 $9.85K–35.83K

Liberty Tax Service Tax preparation   4,520 $56.8K–69.9K

Chester’s Quick-service chicken   1,117 $4.63K–348.12K

Jazzercise Inc. Dance fitness classes, 
apparel, and accessories

  8,543 $4.28K–76.5K

Jimmy John’s Gourmet 
Sandwich Shops

Gourmet sandwiches   1,682 $300.5K–489.5K

Dunkin’ Donuts Coffee, doughnuts, 
baked goods

10,464 $310.25K–1.77M

Anago Cleaning 
Systems

Commercial cleaning   2,445 $11.19K–66.85K

SOURCE: “2013 Fastest-Growing Franchise Rankings,” Entrepreneur, http://www.entrepreneur.com/franchises/rankings 
/fastestgrowing-115162/2013,-1.html (accessed September 25, 2013).

exhibit	     6.8       
Some of Today’s Fastest-
Growing Franchises
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with recipes, employee training, and ongoing marketing support in exchange for a franchis-
ing fee of between $40,000 to $80,000 and an ongoing royalty fee of 5.9 percent.66 Poten-
tial disadvantages are the lack of control that occurs when franchisors want every business 
managed in exactly the same way. In some cases, franchisors dictate the prices of products 
or require franchisees to purchase expensive equipment to support new product offerings. 
Vince Eupierre, a 71-year-old immigrant from Cuba, owns 34 Burger King franchises in 
Southern California and employs 2,500 workers. As part of his franchising agreement with 
Burger King, he was required to purchase $1.3 million in smoothie stations and new freez-
ers when Burger King added smoothies and frappés to its menu. Facing declining sales due 
to the economy, the extra expense was tough to swallow.67 In addition, franchises can be 
expensive, and the high start-up costs are followed with monthly payments to the franchi-
sor that can run from 2 percent to 15 percent of gross sales.68 

Participate in a Business Incubator 
An attractive option for entrepreneurs who want to start a business from scratch is to join 
a business incubator, which typically provides shared office space, management support 
services, and management and legal advice to entrepreneurs. Incubators also give entre-
preneurs a chance to share information with one another about local business, financial 
aid, and market opportunities. A recent innovation is the virtual incubator, which does 
not require that people set up on site. These virtual organizations connect entrepreneurs 
with a wide range of experts and mentors and offer lower overhead and cost savings for 
cash-strapped small-business owners. Christie Stone, co-founder of Ticobeans, a coffee 
distributor in New Orleans, likes the virtual approach because it gives her access to top-
notch advice while allowing her to keep her office near her inventory.69

However, the community-oriented aspect of incubators is important to many entre-
preneurs. Business incubators have become a significant segment of the small-business 
economy, with approximately 1,250 in operation in the United States and an estimated 
7,000 worldwide.70 The great value of an incubator is the expertise of a mentor, who serves 
as advisor, role model, and cheerleader, and ready access to a team of lawyers, accountants, 
and other advisors. Incubators also give entrepreneurs a chance to learn from one another.

A recent alternative to the business incubator is a co-working facility, an open office 
environment that is shared by multiple freelance entrepreneurs, as well as corporate tele-
commuting employees or others who don’t have a regular office (some companies also set 
up their own co-working facilities for employees). Roam Atlanta is a co-working facility 
that has several dozen members who can use the desks, book conference rooms, have access 
to high-quality office equipment and services, and even buy food in a company cafeteria.71 
Co-working spaces represent a new trend that is likely to grow. They don’t provide the 
mentor aspect of a traditional incubator, but they give people a great chance to network 
and learn from one another. Co-working facilities typically attract young employees who 
like the open working arrangement and opportunity to learn from others facing similar 
challenges. 

Starting an Online or Mobile App Business

Many entrepreneurs are turning to the Internet to expand their small businesses or launch 
a new venture. Anyone with an idea, access to the Internet, and the tools to create a Web 
site can start an online business. These factors certainly fueled the entrepreneurial spirit of 
Matt Maloney and Mike Evans, founders of GrubHub. Late one snowy Chicago night, as 
they searched for a restaurant that would deliver to their downtown office, the two became 
intrigued by the idea of an online solution to their dilemma. Thus was born GrubHub, 
which began as a simple Web site listing all the restaurants that would deliver to specific 
areas. Soon, the founders added ordering capabilities and features such as mobile apps, 
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coupons, and sorting features. GrubHub has changed and evolved based on feedback from 
customers (the 15,000 or so restaurants that pay a fee for orders placed through the site). 
The entrepreneurs also used feedback to develop OrderHub, a dedicated tablet that gives 
restaurants an efficient way to manage their digital orders. As an entrepreneur, Maloney 
says, “Your sensors must always be alert. You have to listen, respond, and grow, always 
evolving your product.”72

As GrubHub illustrates, one incentive for starting an online business is that an entre-
preneur can take a simple idea and turn it into a lucrative business. An even more rapidly 
growing area of new business formation is the app boom. Just as the Web set off a dot-com 
boom 15 or so years ago, mobile devices have inspired a new generation of entrepreneurs.73 
Consider the success of Instagram.

Innovative 
Way

Instagram

Crammed into a small ground-floor office in the South Park neighborhood of San Francisco, 
Kevin Systrom and Mike Krieger worked tirelessly to develop a mobile app to create a social 
network around photography. Initially, they launched Burbn, which let people post photos and 
other updates. Burbn only attracted a few hundred users, but they uploaded thousands of pho-
tos. So Systrom and Krieger went back to work and released a sleeker version for the iPhone, 
calling it “Instagram.” In September 2012, Facebook bought Instagram for around $750 million in 
cash and stock. Buying Instagram helped Facebook with one of its most urgent needs—making 
its service more appealing on smartphones. “It’s easier to update Facebook when you’re on the 
go with a snapshot rather than with text,” says Rebecca Lieb of the Altimeter Group.

Instagram lets people add quirky effects to their smartphone snapshots and share them 
with friends on Facebook and Twitter. It became an immediate, out-of-nowhere Internet suc-
cess. Early users posted their pictures to Twitter, which then sparked greater interest when 
people saw links to the photos in their feeds. 

Today, Instagram has 150 million active users, with about 60 percent of them in other 
countries. “It’s the Web fairy tale that all start-ups dream of,” said Melissa Parrish, an analyst 
with Forrester Research, who added: “They took a simple behavior—sharing pictures with 
friends—and made it a utility that people want.”74

Yet for every Instagram success, there are plenty of entrepreneurs creating apps that 
don’t make any money. Ethan Nicholas made more than $1 million on his artillery game 
app, but Shawn and Stephanie Grimes’s app efforts cost them around $200,000 in lost in-
come and savings and earned them less than $5,000 last year. Any entrepreneurial venture 
is risky, but fast-moving technology ventures where “tectonic shifts” can happen overnight 
are even more so.75

Entrepreneurs who aspire to start an online or mobile business follow the usual steps 
required to start a traditional business: Identify a profitable market niche, develop an in-
spiring business plan, choose a legal structure, and determine financial backing. Beyond 
that, they need to be unusually nimble, persistent in marketing, savvy with technology, and 
skillful at building online relationships. Several steps required to start an online business 
are highlighted here:

●● Find a market niche. To succeed in the competitive online market, the entrepreneur 
needs to identify a market niche that isn’t being served by other companies. Online 
businesses succeed when they sell unique, customized, or narrowly focused products 
or services to a well-defined target audience.

●● Create a professional Web site. Online shoppers have short attention spans, so a Web 
site should entice them to linger. In addition, Web sites should be easy to navigate and in-
tuitive and offer menus that are easy to read and understand. Even “small-time” sites need 
“big-time” designs and should avoid common mistakes such as typos, excessively large files 
that are slow to load, too much information, and sensory overload.76 FragranceNet.com  
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competes with big-time competitors with a Web 
site that clearly communicates its value proposi-
tion (designer brands at discount prices), easy 
navigation, and superior customer service.77

●● Choose a domain name. A domain name gives 
a company an address on the Web and a unique 
identity. Domain names should be chosen care-
fully and be easy to remember, pronounce, and 
spell. How is a domain name selected? Options 
for creating a domain name include (1) using 
the company name (Amazon.com); (2) creating 
a domain name that describes your product or 
service (1-800-Flowers.com); or (3) choosing a 
domain name that doesn’t have a specific mean-
ing and allows for expanding (Etsy.com).

●● Know when to pivot. One of the biggest mis-
takes that new entrepreneurs make is in not 
knowing when to pivot, which means to change 
the strategic direction of the business.78 For 
example, technology entrepreneurs may cycle 
through several ideas for a new business before 
ultimately landing on the one that takes off. Recall how Instagram started as location-
based social network Burbn. Even after initial success, there will be times when the 
business needs to change course. “Pivot to me is not a four-letter word,” says Tony Con-
rad, a partner in the early-stage venture capital firm True Ventures. “It represents some 
of the best methodology that the Valley has invented. Starting something, determining 
it’s not working, and then leveraging aspects of that technology is extremely powerful.”79

●● Use social media. Social media sites, such as Facebook, Twitter, and YouTube, have the 
potential to be powerful tools for small-business owners. The benefits of using social 
media include gaining valuable feedback on products and services, building communities 
of loyal followers, and promoting special events and pricing. Under the best of circum-
stances, loyal customers view the business as a social activity itself, making recommen-
dations that will stream on the Facebook news feeds of all their friends. Facebook won’t 
reveal how many businesses combine its core features with commerce, but more than 
7 million apps and Web sites are integrated with the popular social network.80

•	 The most common way to become an entrepreneur is to 
create a new business based on a marketable idea. 

•	 The advantage of building a business from scratch is that 
the entrepreneur is solely responsible for its success; 
a potential drawback is the time required to make the 
business profitable.

•	 An entrepreneur may also choose to buy an existing 
business, shortening the time required to get started.

•	 Franchising is an arrangement by which the owner of a 
product or service allows others to purchase the right to 
distribute the product or service with help from the owner.

•	 Business incubators help start-up companies by  
connecting them with a range of experts and mentors 
who nurture them, thus increasing their likelihood of 
success.

•	 The steps in starting an online business include finding a 
market niche, creating a professional Web site, choosing 
a domain name, knowing when to pivot, and using social 
media.

•	 To pivot means to change the strategic direction of the 
business, which is particularly important in fast-moving 
industries.

Remember This
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Etsy.com is a textbook example of how to start an online 
company. Co-founder and CEO Rob Kalin identified a clear 
market niche: providing an online store where crafters and 
artisans can sell handmade items like these. He built an engaging, 
user-friendly professional Web site that includes a community 
section that nurtures online relationships. Finally, Etsy’s 
domain name is intriguing. Kalin once said that he came up with 
it after noticing that characters in Fellini movies kept saying et si, 
but others insist Etsy stands for “easy to sell yourself.”
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Ch6	 Discussion Questions

  1.	 Social entrepreneurship is a growing phenomenon. Do 
you believe that for-profit businesses can have a social 
mission? Should they do so, if it means hurting profits? 

  2.	 Over the past 20 years, entrepreneurship has been the 
fastest-growing course of study on campuses through-
out the United States. Do you think it is possible to 
teach someone to be an entrepreneur? Why or why not?

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

  4.	 Consider the six characteristics of entrepreneurs 
described in this chapter. Which two traits do 
you think are most like those of managers in large 
companies? Which two are least like those of managers 
in large companies?

  5.	 By the time that an online or mobile business starts 
noticeably losing customers, it is often too late to turn 
things around. If you were the creator of a successful 
game app, such as Angry Birds or iShoot, how might 
you know when it was time to pivot in order to keep 
thriving?

  6.	 Many successful entrepreneurs say that they did little 
planning, perhaps scratching notes on a legal pad. How 
was it possible for them to do well, even so?

  7.	 What personal skills do you need to keep your financial 
backers feeling confident in your new business? Which 
skills are most useful when you’re dealing with more 
informal sources, such as family and friends, versus 
receiving funds from stockholders, a bank, or a venture 
capital firm? Would these considerations affect your 
financing strategy?

  8.	 Many people who are successful at the start-up  
stage of a business are not the right people to carry  
the venture forward. How do you decide whether 
you’re better suited to be a serial entrepreneur (start 
a business and then move on to start another), or 
whether you can guide your venture as it grows and 
matures?

  9.	 How does starting an online business differ from 
starting a small business such as a local auto repair 
shop or delicatessen? Is it really possible for businesses 
that operate totally in cyberspace to build close 
customer relationships? Discuss.

10.	 Describe the benefits of using social media to help a 
start-up gain traction during the early stages of its life 
cycle. What are some possible disadvantages of using 
social media? 

Ch6	 Apply Your Skills: Experiential Exercise
What’s Your Entrepreneurial IQ?
Rate yourself on the following 15 behaviors and character-
istics, according to the following scale.

1 5 Strongly disagree	 3 5 Agree

2 5 Disagree		  4 5 Strongly agree

  1.	 I am able to translate ideas into concrete tasks and 
outcomes.
1	 2	 3	 4

  2.	 When I am interested in a project, I tend to need less 
sleep.
1	 2	 3	 4

  3.	 I am willing to make sacrifices to gain long-term rewards.
1	 2	 3	 4

  4.	 Growing up, I was more of a risk-taker than a cautious 
child.
1	 2	 3	 4

  5.	 I often see trends, connections, and patterns that are 
not obvious to others.
1	 2	 3	 4

  6.	 I have always enjoyed spending much of my time alone.
1	 2	 3	 4

  7.	 I have a reputation for being stubborn.
1	 2	 3	 4

  8.	 I prefer working with a difficult but highly competent 
person to working with someone who is congenial but 
less competent.
1	 2	 3	 4

  9.	 As a child, I had a paper route, lemonade stand, or 
other small enterprise.
1	 2	 3	 4

10.	 I usually keep New Year’s resolutions.
1	 2	 3	 4

11.	 I’m not easily discouraged, and I persist when faced 
with major obstacles.
1	 2	 3	 4

12.	 I recover quickly from emotional setbacks.
1	 2	 3	 4

13.	 I would be willing to dip deeply into my “nest egg”—
and possibly lose all I had saved—to go it alone.
1	 2	 3	 4

14.	 I get tired of the same routine day in and day out.
1	 2	 3	 4
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15.	 When I want something, I keep the goal clearly in 
mind.
1	 2	 3	 4

Scoring and Interpretation
Total your score for the 15 items. If you tallied 50–60 
points, you have a strong entrepreneurial IQ. A score of 

30–50 indicates good entrepreneurial possibilities. Your 
chances of starting a successful entrepreneurial business are 
good if you have the desire and motivation. If you scored 
below 30, you probably do not have much entrepreneurial 
potential.

Go back over each question, thinking about changes 
you might make to become more or less entrepreneurial, 
depending on your career interests.

Ch6	 Apply Your Skills: Small Group Breakout
What Counts?81 
Step 1.  Listed below are several qualities that experts sug-
gest are required to be a successful entrepreneur. Rank the 
items from 1–8 in order of what you personally think is 
most important to least important for successfully starting 
a business.
1.	 ___ Be motivated to the point of sacrificing your 

finances and lifestyle for several years.
2.	 ___ Enjoy all aspects of running a business, from 

accountant to receptionist.
3.	 ___ Have support from a mentor, business partner, or 

significant other who can supply a sympathetic ear or 
expertise that you don’t have.

4.	 ___ Be personally persuasive and well spoken.
5.	 ___ Have an idea or concept that you are absolutely 

passionate about.

6.	 ___ Be a self-starter who can’t wait to make things 
happen.

7.	 ___ Be comfortable making decisions on the fly with-
out good data.

8.	 ___ Possess a track record of successful implementa-
tion of your own ideas. 

Step 2.  In groups of three to five students, each person 
shares his or her individual ranking and reasoning. 
Step 3.  Discuss rankings as a group and arrive at a single 
ranking for the group as a whole.
Step 4.  Discuss the following questions in the group: 
What accounted for the differences in rankings by group 
members? Would the ranking differ depending on the type 
of business to be started? Does the ranking vary by gender? 
What would motivate you to start a business? Which 
quality on this list would be your strongest?

Ch6	 Apply Your Skills: Ethical Dilemma
Closing the Deal82

As the new, heavily recruited CEO of a high-technology 
start-up backed by several of Silicon Valley’s leading ven-
ture capitalists, Chuck Campbell is flying high—great job, 
good salary, stock options, and a chance to be in on the 
ground floor and build one of the truly great twenty-first-
century organizations. Just a few days into the job, Chuck 
participated in a presentation to a new group of potential 
investors for funding that could help the company expand 
marketing, improve its services, and invest in growth. By 
the end of the meeting, the investors had verbally commit-
ted $16 million in funding.

But things turned sour pretty fast. As Chuck was leaving 
about 9 p.m., the corporate controller, Betty Mars, who just 
returned from an extended leave, cornered him. He was 
surprised to find her working so late, but before he could 
even open his mouth, Betty blurted out her problem: The 
numbers that Chuck had presented to the venture capitalists 
were flawed. “The assumptions behind the revenue growth 
plan are absolutely untenable,” she said. “Not a chance of 

ever happening.” Chuck was stunned. He told Betty to go 
home, and he’d stay and take a look at the figures.

At 11 p.m., Chuck was still sitting in his office wonder-
ing what to do. His research showed that the numbers were 
indeed grossly exaggerated, but most of them were at least 
statistically possible (however remote that possibility was!). 
However, what really troubled him was that the renewal 
income figure was just flat-out false—and it was clear that 
one member of the management team who participated in 
the presentation knew that it was incorrect all along. To 
make matters worse, it was the renewal income figure that 
ultimately made the investment so attractive to the venture 
capital firm. Chuck knew what was at stake—no less than 
the life or death of the company itself. If he told the truth 
about the deceptive numbers, the company’s valuation 
would almost certainly be slashed and the $16 million pos-
sibly canceled. On the other hand, if he didn’t come clean 
now, the numbers didn’t pan out, and the investors found 
out later that he knew about the flawed numbers, the com-
pany could be ruined.
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What Would You Do?

1.	 Say nothing about the false numbers. Of course, the 
company will miss the projections and have to come 
up with a good explanation, but, after all, isn’t that par 
for the course among fledgling high-tech companies? 
Chances are, the whole thing will blow over without a 
problem.

2.	 Go ahead and close the deal, but come clean later. 
Explain that the controller had been on an extended 

	 leave of absence, and because you had been on the job 
only a few days, you had not had time to do an analysis 
of the numbers yourself.

3.	 Take swift action to notify the venture capitalists 
of the truth of the situation—and start cleaning house 
to get rid of people who would knowingly lie to close 
a deal. 

Ch6	 Apply Your Skills: Case for Critical Analysis
Black-Jack Antiques
For 13 years, Jeremy Black and Kevin Jack worked in 
adjoining cubicles for the department of transporta-
tion in their state. Although Kevin was eight years older 
than Jeremy, the two men developed a strong friendship. 
They grumbled about their humdrum jobs (decent pay, 
great benefits, no excitement or chance for advancement) 
and argued over the NBA (Cavs vs. Bulls) and the NFL 
(Browns vs. Bears). They discovered a mutual love for 
antique furniture—Jeremy for restoration and Kevin for 
collecting. Together with their wives, Jenny and Susan, 
they haunted estate sales and antique stores. At some 
point—neither remembered when—they began discussing 
the possibility of someday becoming partners and opening 
their own antique furniture sales and restoration business. 
Six years ago, talk became reality. They took the plunge, left 
their jobs with the state, and opened Black-Jack Antiques: 
Furniture and Restoration. They did not bother to write a 
business plan or a partnership agreement.

Kevin secured start-up loans for the business in his 
name because Jeremy’s amount of personal debt and low 
credit score made it difficult for him to get a loan. Jeremy’s 
construction skills and supply contacts saved the duo 
thousands of dollars in renovations to the building, and his 
reputation and client list, developed over years of restoring 
furniture, provided a solid base of customers and refer-
rals. Both men considered it a win-win situation and spent 
no time trying to decide who had invested most in the 
business.

Black-Jack had its share of bumps along the way, but 
being aware of the high rate of failure among start-up busi-
nesses, the partners were pleased by the steady growth year 
after year. They agreed long ago on the division of labor. 
Kevin, a detail-oriented, business-savvy individual, would 
oversee the sales and business side, while Jeremy focused 
on the furniture restoration. Each played to his strengths. 
When Kevin seemed to be losing his fire under the burden 
of the mundane day-to-day activities, Jeremy suggested that 
Kevin and Susan build up antique sales with occasional 
buying trips. The suggestion reignited Kevin’s excitement.

As Jeremy’s young family grew, worries about his 
mounting personal debt led Kevin to offer financial help 
on two occasions. “He’s my partner. We’re in this thing 
together. Besides, he would do the same for me if the 

situation was reversed,” he said. Kevin was impressed that, 
although Jeremy had considerable stress in his private 
life, he seldom brought it in to work. Focus on his work 
and on the clients remained strong. In recent months, 
Jeremy seemed particularly calm and more assured, and 
Kevin surmised that his partner was working through his 
financial woes.

The partners’ wives also enjoyed a strong friendship 
and often met for lunch, shopping, and other activities. 
Recently, Jenny let slip to Susan that Jeremy might soon 
have a job with a nearby furniture design firm. It was a 
great opportunity for him to use his talents, and he thought 
perhaps he and Kevin could sell the store or Kevin could 
buy out his “share” of the business.

This was a great shock to Kevin. Hurt and angry, he 
could not bring himself to confront Jeremy right away. 
Instead, he took his fears and concerns to “Coach.” Ed 
Morgan was his father-in-law, his old high school football 
coach, and a man of tremendous common sense. Coach’s 
way was not to preach or to advise, but to let Kevin talk his 
way through a problem, with a few probing questions, until 
he discovered the solution for himself.

After explaining the situation to Coach, Kevin expressed 
his devotion to the friendship, as well as the partnership, 
and expressed concerns for Jeremy. “I’m worried that he 
is letting his dream die because of fear and that one day 
soon he will regret his decision,” Kevin said. “I want to 
do the right thing for Jeremy, Jenny, and the kids, but if 
he leaves the business, he takes the restoration side away 
and I’m afraid the business will die. I don’t know if the 
antique side can carry all the weight. If we sell, I made the 
major financial investment, so how do we split any profits 
from the sale? Jeremy has job prospects, but in today’s job 
market, would I be able to find something else at my age? It 
is all overwhelming. I want to be fair, but . . .”

Coach leaned forward, placing his hands on his knees, 
and looked at Kevin, sitting on the nearby sofa. “I’ve been 
listening to you, Kevin, and your concerns sound legitimate 
to me. Remember, you have a business partnership and a 
friendship. What should a friend and business partner do?” 

Coach’s question was a wake-up call. That night, Kevin 
and Susan discussed the options and ways to proceed, 
beginning with frank discussions between the partners. 
Kevin and Susan understood that the lack of a written 
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agreement could cause a problem if Kevin and Jeremy 
couldn’t work things out. On the friendship side, Kevin 
wanted to know what Jeremy was feeling that caused 
him to look for other work. On the business side, Kevin 
and Susan discussed the antiques side of the business, 
evaluating its strengths and potential separate from the 
restoration side. They also evaluated Kevin’s strengths and 
options he might consider for the future. What has Kevin 
learned about himself? What options does Kevin have? 
What should be his next move? 

Questions

1.	 If you were Kevin, how would you initiate a conversa-
tion with Jeremy? What would you want to learn? 
What would you say?

2.	 What does this case illustrate about the risks of 
starting a business with a partner? How might those 
risks be minimized? Explain.

3.	 Do you think Kevin could make a go of the business 
alone? Should he try? Discuss. 

Ch6	 On the Job Video Cases

On the Job: Bissell Brothers Brewing: Managing Start-Ups and New Ventures
Questions

1.	 What are some of the entrepreneurial traits found in 
the two Bissell brothers that help make them success-
ful? Are there any skills or traits you think they could 
improve upon? 

2.	 How would you summarize the steps the brothers took 
to launch their business? What challenges did they 
have to address? 

3.	 Which one of the business tactics described in the text 
did the Bissell brothers use to become business owners? 
What are some possible reasons why they rejected the 
other options? 
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part 2   Integrative Case
Part Two: The Environment 
of Management
Brown Goes Green: UPS Embraces 
Natural Gas Trucking Fleet

Can 3 million commercial trucks consuming nearly 
4 billion gallons of diesel fuel annually in the United 
States really “go green”? To find out, the White House 
in 2008 launched a National Clean Fleets Partnership 
aimed at helping businesses embrace vehicles that run 
on natural gas, electricity, hydrogen, and other alter-
native fuels. Since it was first announced, the public-
private partnership has sparked close collaboration 
between the U.S. Department of Energy and top fleet 
operators like United Parcel Service (UPS; nicknamed 
“Brown”).

UPS’s participation in a national green highways 
initiative may seem counterintuitive to many—but it 
shouldn’t. Brown’s quest to attain cost savings through 
fuel-efficient motoring stretches back to the 1930s, 
when the parcel delivery service used 20-mph electric 
cars to deliver packages in New York City. In the 1980s, 
UPS introduced vehicles that ran on compressed 
natural gas. In 2006, the company partnered with 
the U.S. Environmental Protection Agency (EPA) to 
design and build the world’s first hydraulic delivery 
vehicle—a truck propelled by hydraulic pumps that 
store and release energy captured during braking. 
Today, the Georgia-based delivery giant continues to 
test alternative-fuel technologies, seeking to transform 
more than 96,000 delivery vehicles into fuel-efficient 
green machines.

Although numerous alternative-fuel technologies 
are competing for dominance at UPS, liquefied natural 
gas (LNG) has gained significant momentum in recent 
years, especially for Brown’s largest trucks. Like most 
eighteen-wheelers, UPS’s tractor-trailers run on diesel 
fuel. This is beginning to change, however. In the years 
since the 2004 discovery of massive shale gas fields in 
the Marcellus Shale region of the United States, natu-
ral gas supplies have skyrocketed, causing methane 
prices to drop to about half the price of diesel. This de-
velopment has had a significant influence on business. 
In particular, transportation managers faced with an 
affordable supply of domestic clean energy have begun 
evaluating the efficiency and environmental impact of 
their fleets. 

In 2011, UPS embraced the new natural gas boom 
by ordering 48 LNG-engine tractor-trailers—an in-
vestment that boosted the company’s long-haul natural 
gas fleet total to 59. By the end of 2013, that number 
had increased to 112. And in 2014, UPS committed to 
purchasing 700 LNG vehicles as part of a company-
wide goal to drive 1 billion miles using alternative fuel 
vehicles by 2017. 

Brown was not alone; similar moves by Ryder Sys-
tems, Waste Management Inc., and AT&T led Wall 
Street Journal energy reporter Rebecca Smith to won-
der if the entire trucking industry was about to “ditch 
diesel.” As Smith noted, “Never before has the price 
gap between natural gas and diesel been so large, sud-
denly making natural-gas-powered trucks an alluring 
option for company fleets.” 

According to Mike Britt, the director of vehicle en-
gineering at UPS, Brown has good reason to switch 
from diesel to LNG. “The added advantage of LNG,” 
says Britt, “is it does not compromise the tractor’s abili-
ties, fuel economy, or drivability, and it significantly 
reduces greenhouse gases.” The benefits of LNG are 
numerous indeed. While most alternative-fuel vehicles 
can drive only limited distances, LNG trucks have a 
600-mile single-tank range, plus a reliable network of 
fueling stations. In addition, LNG-fueled trucks pro-
duce 25 percent less carbon emissions and consume 
95 percent less diesel than conventional trucks. Most 
important, natural gas engines deliver full horsepower. 
Highlighting a stark contrast between LNG and 
electric-powered vehicles, Britt quips that a 450-horse-
power eighteen-wheeler uses so much power that to 
haul two trailers through mountainous terrain, “the 
first trailer would have to be all batteries.” The perfor-
mance gap leads Britt to conclude: “LNG is the only 
suitable alternative to diesel for the really heavy long-
haul tractor trailers you see on the highway.”

At UPS, terms like “fleet efficiency” and “environ-
mental impact” aren’t mere buzzwords—they are in-
creasingly part of Brown’s corporate culture. In 2011, 
UPS created its first executive-level management po-
sition for green concerns: the chief sustainability of-
ficer (CSO). Today, UPS’s CSO is one of the most 
visible figureheads of the company. Scott Wicker, 
a longtime company veteran appointed to the post, 
has been instrumental in defining what a CSO does. 
“The key thing I do in my job is try to keep UPS fo-
cused on the environmental impacts that we have as 
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an organization—and we’re constantly working to 
reduce those environmental impacts,” Wicker states. 
“But it’s not just the environment: sustainability is also 
about what we do as a company in terms of our people, 
our customers, and the communities in which we live 
and work.” Under Wicker’s leadership, sustainability 
has garnered significant attention at UPS, appearing 
prominently in the company’s policy book, upside blog, 
and corporate Web site. In addition, Wicker and his 
management teams develop and roll out sustainability 
initiatives to UPS’s 400,000 employees.

According to UPS’s green chief, effective sustain-
ability reinforces a company’s economic responsibil-
ity. “Above all else, sustainability is about being able 
to maintain a balance between our impacts on the en-
vironment and society, but at the same time keep the 
company economically prosperous,” Wicker says. Kurt 
Kuehn, UPS’s chief financial officer (CFO), under-
scores this point, citing two key objectives of sustain-
ability: “Doing what’s right for the environment and 
society, and also being mindful of the bottom line so 
we’re a healthy company financially.”

Minding the bottom line is especially relevant to 
Brown’s pursuit of alternative-fuel technologies. At 
$195,000 each, LNG tractor-trailers cost twice as 
much as conventional semi-trailers—a high premium 
for going green. However, Mike Britt says that UPS 
can offset that expense through a combination of gov-
ernment subsidies and natural-gas–related fuel sav-
ings. For Britt, added investment in LNG reaps added 
reward for companies and communities: “Liquefied 
natural gas is a cheaper, cleaner-burning fuel that is 
better for the environment and more sustainable than 
conventional diesel. It’s also a fuel that’s in abundant 
supply inside the United States—it doesn’t have to be 
imported.”

Questions

1.	 Explain how UPS’s alternative-fuels fleet is a 
response to trends taking place in the company’s 
general environment.

2.	 Describe how UPS is using boundary-spanning 
roles to adapt to energy-related uncertainty in its 
environment.

3.	 How does UPS’s clean fleets initiative illustrate 
the concepts of sustainability and corporate social 
responsibility?

Sources: Based on White House Fact Sheet: “National Clean Fleets Part-
nership,” press release, April 1, 2011, www.whitehouse.gov/the-press 
-office/2011/04/01/fact-sheet-national-clean-fleets-partnership (accessed  
June 14, 2012); Rebecca Smith, “Will Truckers Ditch Diesel?” The Wall 
Street Journal, May 23, 2012, http://online.wsj.com/article/SB100014
24052702304707604577422192910235090.html (accessed June 14, 
2012); Matthew L. Wald, “UPS Finds a Substitute for Diesel: Natural 
Gas, at 260 Degrees Below Zero,” The New York Times, February 22, 2011, 
http://green.blogs.nytimes.com/2011/02/22/u-p-s-finds-a-substitute 
-for-diesel-natural-gas-at-260-degrees-below-zero (accessed June 14, 2012); 
Jeffrey Ball, “Natural-Gas Trucks Face Long Haul,” The Wall Street Journal, 
May 17, 2011, http://online.wsj.com/article/SB10001424052748704740
604576301550341227910.html (accessed June 15, 2012); Justin Williams, 
“Natural Gas Truck Movement,” Energy & Capital, April 26, 2013, http://
www.energyandcapital.com/articles/ups-natural-gas-vehicle-fleet/3326 
(accessed January 6, 2014); “UPS Adds to Its Natural Gas Truck Fleet.” 
Environmental Leader, February 25, 2011, www.environmentalleader 
.com/2011/02/25/ups-adds-to-its-natural-gas-truck-fleet (accessed June 15, 
2012); Scott Wicker (CSO, United Parcel Service), interview by Kevin 
Coffey, The upside blog, April 13, 2012, http://blog.ups.com/2012/04/13 
/talkin-sustainable-logistics-fortune-brainstorm-green (accessed June 16, 
2012); William Smith, “New Terminology, Same Priority: Sustainability 
Engrained at UPS,” The upside blog, April 30, 2012, http://blog.ups.com 
/ 2012/04/30/new-terminology-same-priority-sustainability-engrained-at 
-ups (accessed June 16, 2012); Jill Swiecichowski, “Brown’s Legacy of Being 
Green,” The upside blog, July 21, 2010, http://blog.ups.com/ 2010/07/21 
/browns-legacy-of-being-green (accessed June 15, 2012); “UPS Replaces 
Diesel with Cleaner LNG Tractor Trucks,” Environment News Service, 
February 22, 2011, www.ens-newswire.com/ens/feb2011/2011-02-22 
-091.html (accessed June 14, 2012).
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Chapter 7
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After studying this chapter, you should be able to:

	   1.	 Define goals and plans and explain the relationship between them.

	   2.	 Explain the concept of organizational mission and how it influences 
goal setting and planning.

	   3.	 Categorize the types of goals an organization should have.

	   4.	 Explain how managers use strategy maps to align goals.

	   5.	 Define the characteristics of effective goals.

	   6.	 Outline the four essential steps in the management-by-objectives 
(MBO) process.

	   7.	 Compare and contrast single-use plans and standing plans.

	   8.	 Discuss the benefits and limitations of planning.

	   9.	 Describe contingency planning, scenario building, and crisis planning, 
and explain the importance of each for today’s managers.

	10.	 Identify innovative planning approaches that managers use in a  
fast-changing environment.

Does Goal Setting Fit Your 
Management Style?

Goal Setting and Planning Overview
Levels of Goals and Plans
The Organizational Planning Process

Goal Setting in Organizations
Organizational Mission
Goals and Plans
Align Goals Using a Strategy Map

New Manager Self-Test:  Your 
Approach to Studying
Operational Planning

Criteria for Effective Goals
Management-by-Objectives (MBO)
Single-Use and Standing Plans

Benefits and Limitations of Planning

Planning for a Turbulent Environment
Contingency Planning
Building Scenarios
Crisis Planning

Innovative Approaches to Planning
Set Stretch Goals for Excellence
Use Performance Dashboards
Deploy Intelligence Teams

Planning and Goal Setting
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Hot
Topic

Does Goal Setting Fit Your Management Style?
Instructions:  Are you a good planner? Do you set goals and identify ways to accomplish them? This questionnaire 

will help you understand how your work habits fit with making plans and setting goals. Answer the 
following questions as they apply to your work or study habits. Please indicate whether each item is 
Mostly True or Mostly False for you.

Mostly True Mostly False

  1.	 I have clear, specific goals in several areas of my life. __________ __________

  2.	 I have a definite outcome in life that I want to achieve. __________ __________

  3.	 I prefer general to specific goals. __________ __________

  4.	 I work better without specific deadlines. __________ __________

  5.	 I set aside time each day or week to plan my work.  __________ __________

  6.	 I am clear about the measures that indicate when I have achieved a goal. __________ __________

  7.	 I work better when I set more challenging goals for myself. __________ __________

  8.	 I help other people clarify and define their goals. __________ __________

Scoring and Interpretation:  Give yourself one point for each item you marked as Mostly True, except 
items 3 and 4. For items 3 and 4, give yourself one point for each one that you marked Mostly False. 
A score of 5 or higher suggests a positive level of goal-setting behavior and good preparation for a 
new manager role in an organization. If you scored 4 or less, you might want to evaluate and begin 
to change your goal-setting behavior. An important part of a new manager’s job is setting goals, 
measuring results, and reviewing progress for the department and subordinates.

These questions indicate the extent to which you have already adopted the disciplined use of 
goals in your life and work. But if you scored low, don’t despair. Goal setting can be learned. Most 
organizations have goal-setting and review systems that managers use. Not everyone thrives under 
a disciplined goal-setting system, but as a new manager, setting goals and assessing results are tools 
that will enhance your influence. Research indicates that setting clear, specific, and challenging goals 
in key areas will produce better performance.

Japan’s Uniglo is the biggest apparel chain in Asia, but reaching that goal isn’t enough 
for managers at Fast Retailing Company. Their next goal is to make Uniglo No. 1 in the 
United States as well. The company, known for its simple, trendy, inexpensive clothes,  

    has a long way to go, with only seven stores in the United States in mid-2013. Fast 
Retailing announced opening dates for 10 new stores in October and November of that 
year and plans to open as many as 20 stores a year over the next eight years. It’s all part of 
CEO Tadashi Yanai’s plan for achieving his goal of overtaking Inditex Group (parent of the 
Zara chain) as the world’s biggest apparel chain by 2020. The breakneck pace of growth in 
Asia, where Uniglo is still opening an average of two new stores a week, has given managers 
confidence that Yanai’s ambitious goal can be achieved.1 

One of the primary responsibilities of managers is to set goals for where the organi-
zation or department should go in the future and plan how to get it there. Managers in 
every organization work hard to decide what goals to pursue and how to achieve them. 
Lack of planning or poor planning can seriously hurt an organization. For example, the 
nuclear accident at the Fukushima Daiichi nuclear power plant after the earthquake 
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and tsunami in Japan in 2011 has been blamed partly on poor planning. In the fall of 
2013, radioactive water was still leaking into the Pacific Ocean from the crippled reactor, 
bringing fresh criticism of Tokyo Electric Power Company (Tepco). At the time of the 
accident, Kiyoshi Kurokawa, the chairman of the Fukushima Nuclear Accident Indepen-
dent Investigation Commission, said: “[This] was a profoundly manmade disaster—that 
could and should have been foreseen and prevented. And its effect could have been miti-
gated by a more effective human response.”2 Managers cannot predict the future, nor can 
they prevent natural disasters such as earthquakes, but proper planning can enable them 
to respond swiftly and effectively to such unexpected events. At Fukushima, near-chaos 
reigned as communications broke down, the chain of command was confused, and no 
one seemed to know what to do to maintain safety or to follow up once the accident had 
occurred.

Of the four management functions—planning, organizing, leading, and control-
ling—described in Chapter 1, planning is considered the most fundamental. Everything 
else stems from planning. Yet planning is also the most controversial management func-
tion. How do managers plan for the future in a constantly changing environment? The 
economic, political, and social turmoil of recent years has sparked a renewed interest in 
organizational planning, particularly planning for crises and unexpected events, yet it 
also has some managers questioning whether planning is even worthwhile in a world 
that is in constant flux. Planning cannot read an uncertain future. Planning cannot tame 
a turbulent environment. A statement by General Colin Powell, former U.S. secretary of 
state, offers a warning for managers: “No battle plan survives contact with the enemy.”3 
Does that mean it is useless for managers to make plans? Of course not. No plan can 
be perfect, but without plans and goals, organizations and employees flounder. How-
ever, good managers understand that plans should grow and change to meet shifting 
conditions.

In this chapter, we explore the process of planning and consider how managers develop 
effective plans. Special attention is given to goal setting, for that is where planning starts. 
Then, we discuss the various types of plans that managers use to help the organization 
achieve those goals. We also take a look at planning approaches that help managers deal with 
uncertainty, such as contingency planning, scenario building, and crisis planning. Finally, 
we examine new approaches to planning that emphasize the involvement of employees 
(and sometimes other stakeholders) in strategic thinking and execution. Chapter 8 will 
look at strategic planning in depth and examine a number of strategic options that manag-
ers can use in a competitive environment. In Chapter 9, we look at management decision 
making. Appropriate decision-making techniques are crucial to selecting the organization’s 
goals, plans, and strategic options.

Goal Setting and Planning Overview
A goal is a desired future circumstance or condition that the organization attempts to 
realize.4 Goals are important because organizations exist for a purpose, and goals define and 
state that purpose. A plan is a blueprint for goal achievement and specifies the necessary 
resource allocations, schedules, tasks, and other actions. Goals specify future ends; plans 
specify today’s means. The concept of planning usually incorporates both ideas; it means 
determining the organization’s goals and defining the means for achieving them.

Levels of Goals and Plans

Exhibit 7.1 illustrates the levels of goals and plans in an organization. The planning 
process starts with a formal mission that defines the basic purpose of the organization, 
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especially for external audiences. The mission is the basis for the strategic (company) level 
of goals and plans, which in turn shapes the tactical (divisional) level and the operational 
(departmental) level.5 That is, a broad higher-level mission, such as “Improve the lives 
of families by providing consumer-preferred paper products for kitchen and bathroom,” 
provides the framework for establishing 
more specific goals for top managers, such 
as “improve company profits by 5 percent 
next year.” This might translate into “in-
crease sales by 10 percent next year” for 
the manager of the Northwest sales divi-
sion,” and an individual salesperson might 
have a goal of calling on 10 percent more 
customers.6 Top managers are typically 
responsible for establishing strategic goals 
and plans that reflect a commitment to 
both organizational efficiency and effec-
tiveness, as described in Chapter 1. Tacti-
cal goals and plans are the responsibility 
of middle managers, such as the heads 
of major divisions or functional units. A 
division manager will formulate tactical 
plans that focus on the major actions that 
the division must take to fulfill its part in 
the strategic plan set by top management. 
Operational plans identify the specific pro-
cedures or processes needed at lower lev-
els of the organization, such as individual 
departments and employees. Frontline 

Concept Connection

From its beginning as a seven-cow farm in New England to its current status 
as a $350 million organic yogurt business, Stonyfield Farm has incorporated 
environmental responsibility into its organizational planning. Today, every 
operational plan encompasses Stonyfield’s goal of carbon-neutral operations.
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Mission
Statement

Strategic Goals/Plans
Senior Management

(Organization as a whole)

Tactical Goals/Plans
Middle Management

(Major divisions, functions)

Operational Goals/Plans
Lower Management

(Departments, individuals)

exhibit	     7.1      Levels of Goals and Plans
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managers and supervisors develop operational plans that focus on specific tasks and pro-
cesses and that help meet tactical and strategic goals. Planning at each level supports the 
other levels. 

The Organizational Planning Process

The overall planning process, illustrated in Exhibit 7.2, prevents managers from thinking 
merely in terms of day-to-day activities. The process begins when managers develop the 
overall plan for the organization by clearly defining mission and strategic (company-level) 
goals. Second, they translate the plan into action, which includes defining tactical objec-
tives and plans, developing a strategy map to align goals, formulating contingency and sce-
nario plans, and identifying intelligence teams to analyze major competitive issues. Third, 
managers lay out the operational factors needed to achieve goals. This involves devising op-
erational goals and plans, selecting the measures and targets that will be used to determine 
if things are on track, and identifying stretch goals and crisis plans that might need to be 
put into action. Tools for executing the plan include management-by-objectives (MBO), 
performance dashboards, single-use plans, and decentralized responsibility. Finally, man-
agers periodically review plans to learn from results and shift plans as needed, starting a 
new planning cycle. 

2. Translate the Plan
De�ne tactical plans and
 objectives
Develop strategy map
De�ne contingency plans
and scenarios
Identify intelligence teams

4. Execute the Plan
Use:
Management by objectives
Performance dashboards
Single use plans
Decentralized responsibility

3. Plan Operations

De�ne operational goals and plans
Select measures and targets
Set stretch goals
Crisis planning

1. Develop the Plan
De�ne mission, vision
Set goals

5. Monitor and Learn

Hold planning reviews
Hold operational reviews

exhibit	      7.2      The Organizational Planning Process

SOURCE: Based on Robert S. Kaplan and David P. Norton, “Mastering the Management System,” Harvard Business Review (January 2008): 63–77.
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Goal Setting in Organizations
The overall planning process begins with a mission statement and goals for the organiza-
tion as a whole. Goals don’t just appear on their own in organizations. Goals are socially 
constructed, which means they are defined by an individual or group. Managers typically 
have different ideas about what the goals should be. As A. G. Lafley, CEO of Procter & 
Gamble, puts it, “Everyone selects and interprets data about the world and comes to a 
unique conclusion about the best course of action. Each person tends to embrace a single 
strategic choice as the right answer.” Thus, the role of the top executive is to get people 
thinking as a team and negotiating about which goals are the important ones to pursue.7 
The “Manager’s Shoptalk” describes the process of coalition building that often occurs dur-
ing goal setting. 

Organizational Mission

At the top of the goal hierarchy is the mission—the organization’s reason for existence. 
The mission describes the organization’s values, aspirations, and reason for being. A well-
defined mission is the basis for development of all subsequent goals and plans. Without a 
clear mission, goals and plans may be developed haphazardly and not take the organization 
in the direction it needs to go. One of the defining attributes of successful companies is that 
they have a clear mission that guides decisions and actions. The mis-
sion of Johnson & Johnson, for example, is encapsulated in J&J’s Our 
Credo, which has guided the company since General Robert Wood 
Johnson wrote it in 1943: “We believe our first responsibility is to the 
doctors, nurses, and patients, to mothers and fathers, and to all others 
who use our products and services.” The Credo guided managers in 
handling the Tylenol crisis in 1982, when Johnson & Johnson recalled 
31 million bottles and offered free replacements with the goal of put-
ting customers’ safety first.8 When management actions and decisions 
go against the mission, organizations may get into trouble. 

The formal mission statement is a broadly stated definition of 
purpose that distinguishes the organization from others of a similar 
type. The founders of Holstee, a Brooklyn, New York–based com-
pany that sells eco-friendly clothing and accessories, created a mis-
sion statement for their company that has inspired people around the 
world. Holstee’s innovative mission statement is shown in Exhibit 7.3. 
The Holstee mission was written to remind the founders and employ-
ees that there is nothing more important than pursuing your passion. 

•	 Planning is the most fundamental of the four manage-
ment functions.

•	 A goal is a desired future circumstance or condition  
that the organization wants to realize.

•	 Planning is the act of determining goals and defining  
the means of achieving them.

•	 A plan is a blueprint specifying the resource allocations, 
schedules, and other actions necessary for attaining 
goals.

•	 Planning helps managers think about the future  
rather than thinking merely in terms of day-to-day 
activities.

Remember This

“A real purpose can’t just 
be words on paper. . . . If 
you get it right, people 
will feel great about 
what they’re doing, clear 
about their goals, and 
excited to get to work 
every morning.”

—Roy M. Spence Jr., author of It’s Not 

What You Sell, It’s What You Stand For
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Manager’s    Shoptalk
Who Sets the Goals? Manager versus Coalition

O
rganizations perform many activities and pursue 
many goals simultaneously to accomplish an over-
all mission. But who decides what mission and 
goals to strive for? Pursuing some goals means 

that others have to be delayed or set aside, which 
means managers often disagree about priorities. 
After China’s Zhejiang Geely Holding Group bought 
Volvo Car Corporation, for example, the Chinese and 
European managers disagreed strongly. The European 
managers wanted to continue pursuing goals of pro-
viding safe, reliable, family-friendly vehicles for a sta-
ble market. The new Chinese owners and managers, 
on the other hand, wanted to expand aggressively into 
the super-luxury car market. The goals of the two sides 
were mutually exclusive, so managers had to negoti-
ate and come to some agreement on which direction 
the company would take. 

Powerful, motivating goals that unite people are 
typically established not by a single manager, but by 
a coalition. Coalitional management involves building 
an alliance of people who support a manager’s goals 
and can influence other people to accept and work 
toward them. Being an effective coalitional manager 
involves three key steps:

•	 Talk to customers and other managers. Building 
a coalition requires talking to many people both 
inside and outside the organization. Coalitional 
managers solicit the views of employees and 
key customers. They talk to other managers all 
across the organization to get a sense of what 
people care about and learn what challenges and 
opportunities they face. A manager can learn who 
believes in and supports a particular direction 
and goals, and who is opposed to them and the 
reasons for the opposition.

•	 Address conflicts. Good managers don’t let 
conflicts over goals simmer and detract from 
goal accomplishment or hurt the organization. 

At Toyota, for example, the rash of recent recalls 
exposed a longstanding internal conflict between 
managers who wanted to pursue goals of faster 
growth and higher profit margins and those 
who believed that rapid growth would strain 
the company’s ability to ensure quality and reli-
ability. Each side is blaming the other for the 
recent problems, but it is the failure of managers 
to unite toward a shared goal that is largely to 
blame. 

•	 Break down barriers and promote cross-silo 
cooperation. A final step is to break down bound-
aries and get people to cooperate and collaborate 
across departments, divisions, and levels. When 
Colin Powell was chairman of the U.S. Joint Chiefs 
of Staff, he regularly brought together the heads 
of the Army, Air Force, Navy, and Marines so they 
could understand one another’s viewpoints and 
come together around key goals. Cross-enterprise 
understanding and cooperation is essential so that 
the entire organization will be aligned toward 
accomplishing desired goals.

As a manager, remember that you will accomplish 
more and be more effective as part of a coalition than 
as an individual actor. When there are goals that are 
highly important to you, take steps to build a coalition 
to support them. Throw your support behind other 
managers when appropriate. And remember that 
building positive relationships, discussion, and nego-
tiation are key skills for good management.

Sources: Stephen Friedman and James K. Sebenius, “Organization Transformation: 
The Quiet Role of Coalitional Leadership,” Ivey Business Journal (January– 
February 2009), www.iveybusinessjournal.com/topics/leadership/organizational 
-transformation-the-quiet-role-of-coalitional-leadership (accessed January 27, 
2012); Gerald R. Ferris et al., “Political Skill in Organizations,” Journal of Management 
(June 2007): 290–320; Norihiko Shirouzu, “Chinese Begin Volvo Overhaul,” 
The Wall Street Journal, June 7, 2011, B1; and Norihiko Shirouzu, “Inside Toyota, 
Executives Trade Blame Over Debacle,” The Wall Street Journal, April 14, 2010, A1.

Although most corporate mission statements aren’t as broad or quite as inspiring 
as Holstee’s, a well-designed mission statement can enhance employee motivation and 
organizational performance.9 The content of a mission statement often describes the 
company’s basic business activities and purpose, as well as the values that guide the 
company. Some mission statements also describe company characteristics such as de-
sired markets and customers, product quality, location of facilities, and attitude toward 
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employees. An example of a short, straightforward mission statement comes from State 
Farm Insurance: 

State Farm’s mission is to help people manage the risks of everyday life, recover from the unex-
pected, and realize their dreams.

We are people who make it our business to be like a good neighbor; who built a premier 
company by selling and keeping promises through our marketing partnership; who bring diverse 
talents and experiences to our work of serving the State Farm customer.

Our success is built on a foundation of shared values—quality service and relationships, 
mutual trust, integrity, and financial strength.

Our vision for the future is to be the customer’s first and best choice in the products and ser-
vices we provide. We will continue to be the leader in the insurance industry and we will become 
a leader in the financial services arena. Our customers’ needs will determine our path. Our values 
will guide us.10

Because of mission statements such as that of State Farm, employees as well as 
customers, suppliers, and stockholders know the company’s stated purpose and values.

Goals and Plans

Strategic goals, sometimes called official goals, are broad statements describing where the 
organization wants to be in the future. These goals pertain to the organization as a whole 
rather than to specific divisions or departments. Samsung, for example, set a new strate-
gic goal to become a “quality-based” company rather than a “quantity-based” company. The 
shift in strategic direction, with its focus on creativity and innovation rather than making 

LIFE.
START DOING THINGS YOU LOVE. 
STOP OVER ANALYZING,

LIFE IS SIMPLE.

THIS IS YOUR
DO WHAT YOU LOVE,
AND DO IT OFTEN.
IF YOU DON’T LIKE SOMETHING, CHANGE IT.
IF YOU DON’T LIKE YOUR JOB, QUIT.
IF YOU DON’T HAVE ENOUGH TIME, STOP WATCHING TV.
IF YOU ARE LOOKING FOR THE LOVE OF YOUR LIFE, STOP;

THEY WILL BE WAITING FOR YOU WHEN YOU

ALL EMOTIONS ARE BEAUTIFUL.

OPEN YOUR MIND, ARMS, AND HEART TO NEW THINGS
AND PEOPLE, WE ARE UNITED IN OUR DIFFERENCES.
ASK THE NEXT PERSON YOU SEE WHAT THEIR PASSION IS,
AND SHARE YOUR INSPIRING DREAM WITH THEM.

“THE HOLSTEE MANIFESTO © 2009”

TRAVEL OFTEN;

WHEN YOU EAT, APPRECIATE

EVERY LAST BITE.

GETTING LOST WILL
HELP YOU FIND YOURSELF.

SOME OPPORTUNITIES ONLY COME ONCE, SEIZE THEM.
LIFE IS ABOUT THE PEOPLE YOU MEET, AND
THE THINGS YOU CREATE WITH THEM
SO GO OUT AND START CREATING.

SHORT.
LIFE IS LIVE YOUR DREAM,

AND WEAR
YOUR PASSION.

exhibit	     7.3       
An Innovative Mission State-
ment: The Holstee Manifesto

SOURCE: Holstee Web site, http://press.holstee.com/holstee-manifesto-poster © (accessed August 3, 2012).
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inexpensive knock-off products, has led to amazing results. Samsung is now a leader in the 
electronics industry, including threatening Apple in the smartphone market.11

Strategic plans define the action steps by which the company intends to attain strate-
gic goals. The strategic plan is the blueprint that defines the organizational activities and 
resource allocations—in the form of cash, personnel, space, and facilities—required for 
meeting these targets. Strategic planning tends to be long-term and may define organiza-
tional action steps from two to five years in the future. The purpose of strategic plans is 
to turn organizational goals into realities within that time period. At Unilever, CEO Paul 
Polman set a strategic goal of doubling the company’s revenues by the year 2020. 

Innovative 
Way

Unilever

“Our business is not rocket science,” said Paul Polman, the first-ever company outsider to 
lead Unilever. “It’s about being a little bit better every day.” Polman’s strategic plan to achieve 
the 2020 target of doubling revenues to €80 billion reflects that philosophy of getting a little 
better every day.

One of the biggest successes has been TRESemmé, which Unilever acquired when it 
bought Alberto Culver in 2010. The rollout represents Unilever’s strategic approach. Manag-
ers’ goals were to quickly introduce the product into the rapidly growing Brazilian market, but 
first they had to implement goals for a massive marketing campaign that involved reaching 
out to 40 big retailers, courting fashion bloggers, and handing out 10 million free samples. 
Goals for a huge online advertising blitz attracted one million fans to TRESemmé’s Brazilian’s 
Facebook page in just six months. Sales of the product went from zero to €150 million in 
the space of a year.

Another part of Polman’s strategic plan is to move Unilever into the higher-end personal 
care market. His initial goal was to send 80 percent of product development employees 
into the field to see what upscale customers want and to work closely with suppliers, who 
Polman says now contribute 7 of 10 new product ideas. He’s allocated €500 million to a 
venture fund with a goal to invest in next-generation products. One example is a Ponds 
Institute spa in Jakarta, Indonesia, where women shell out about 228,900 rupiah (the equiva-
lent of $20, which is a good deal of money in that country) every two weeks for a “Gold 
Radiance” facial treatment or other procedures. In addition, the company has continued its 
goals for the “bottom of the pyramid (BOP),” as described in Chapter 5. Over the past three 
years, Unilever has accelerated its sales of small packets of Fair & Lovely skin cream, Sunsilk 
shampoo, and other products that cost about 35 cents a pop. “It’s Unilever’s moment in the 
sun,” said Deutsche Bank analyst Harold Thompson, pointing out that the company is captur-
ing both ends of the market. While many of its rivals are still struggling in a slow economy, 
Unilever is thriving. Thanks to effective goals at each level of the company, sales have been 
steadily increasing, even in recession-wrecked Europe.12

Unilever has been operating in developing countries for decades (it’s been in India since 
1888 and Indonesia since 1933, for example), so managers have an intimate knowledge of 
these markets. There are two other components to Polman’s new strategic goal—to cut the 
company’s carbon footprint in half and to improve the hygiene habits of more than a billion 
people in developing countries.

After strategic goals are formulated, the next step is to define tactical goals, which are 
the results that major divisions and departments within the organization intend to achieve. 
These goals apply to middle management and describe what major subunits must do for 
the organization to achieve its overall goals.

Tactical plans are designed to help execute the major strategic plans and to accom-
plish a specific part of the company’s strategy.13 Tactical plans typically have a shorter 
time horizon than strategic plans—that is, over the next year or so. The word tactical 
originally comes from the military. In a business or nonprofit organization, tactical plans 
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define what major departments and 
organizational subunits will do to 
implement the organization’s stra-
tegic plan. For example, a tactical 
goal for Unilever’s beauty products 
division is to develop personalized 
skin care treatments for the upscale 
market. Tactical goals and plans 
help top managers implement their 
overall strategic plan. Normally, it 
is the middle manager’s job to take 
the broad strategic plan and identify 
specific tactical plans.

The results expected from de-
partments, work groups, and indi-
viduals are the operational goals. 
They are precise and measurable. 
“Process 150 sales applications each 
week,” “Achieve 90 percent of de-
liveries on time,” “Reduce overtime 
by 10  percent next month,” and 
“Develop two new online courses in 
accounting” are examples of opera-
tional goals. An operational goal for Unilever’s distribution managers might be to improve 
on-shelf availability of products by 5 percentage points over the next two years. By keep-
ing its products in stock, Unilever gets more sales and also cements strong relationships 
with merchants. Walmart and Tesco both recently named Unilever supplier of the year.14 
In the human resources department, an operational goal might be to keep turnover of 
product development personnel to less than 5 percent a year so that there are long-
time employees who have close relationships with suppliers who contribute ideas 
for new products. 

Operational plans are developed at the lower levels of the organization to specify 
action steps toward achieving operational goals and to support tactical plans. The 
operational plan is the department manager’s tool for daily and weekly operations. 
Goals are stated in quantitative terms, and the department plan describes how goals 
will be achieved. Operational planning specifies plans for department managers, 
supervisors, and individual employees. Schedules are an important component of 
operational planning. Schedules define precise time frames for the completion of 
each operational goal required for the organization’s tactical and strategic goals. 
Operational planning also must be coordinated with the budget because resources 
must be allocated for desired activities.

Align Goals Using a Strategy Map

Effectively designed organizational goals are aligned; that is, they are consistent and 
mutually supportive so that the achievement of goals at low levels permits the at-
tainment of high-level goals. Organizational performance is an outcome of how well 
these interdependent elements are aligned, so that individuals, teams, and depart-
ments are working in concert to attain specific goals that ultimately help the organi-
zation achieve high performance and fulfill its mission.15

An increasingly popular technique for aligning goals into a hierarchy is the 
strategy map. A strategy map is a visual representation of the key drivers of an 

Concept Connection
Sustainability has been an ongoing 
strategic goal for NorthTec, a 
college in western New Zealand. 
Recently, school administrators 
and student volunteers worked 
together to set new tactical 
goals aimed at achieving greater 
sustainability. The group studied 
several specific areas in the 
school’s operation, including 
electricity use and recycling, and 
discovered a surprising waste 
in the amount of photocopying 
performed on school grounds. 
The team has set a goal to reduce 
paper consumption by 15 percent.
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Go to the “Experiential 
Exercise” on page 242, 
which pertains to 
developing action plans 
for accomplishing 
strategic goals.

As a new manager, what 
approach will you take to 
goal setting and planning? 
Complete the “New 
Manager Self-Test” on 
page 226 to get some 
insight into your planning 
approach from the 
way that you approach 
studying as a student. 
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New Manager     Self-Test
Your Approach to Studying

Instructions: Your approach to studying may be a predic-
tor of your planning approach as a new manager. Answer the 
questions below as they apply to your study behavior. Please 
answer whether each item below is Mostly True or Mostly 
False for you. 

1.	 Before I tackle an assignment, I try  
to work out the reasoning behind it.	

2.	 When I am reading, I stop  
occasionally to reflect on what  
I am trying to get out of it. 	

3.	 When I finish my work, I check  
it through to see if it really  
meets the assignment.	

4.	 Now and then, I stand back from  
my studying to think generally  
how well it is going. 	

5.	 I frequently focus on the facts  
and details because I do not see  
the overall picture. 	

6.	 I write down as much as possible  
during lectures, because I often am  
not sure what is really important.	

7.	 I try to relate ideas to other topics  
or courses whenever possible.	

8.	 When I am working on a topic,  
I try to see in my own mind how  
all the ideas fit together.	

9.	 It is important to me to see  
the bigger picture within which  
a new concept fits.	

Scoring and Interpretation: Give yourself one point 
for each item you marked as Mostly True except items 5 and 
6. For items 5 and 6, give yourself one point for each one 
you marked Mostly False. An important part of a new man-
ager’s job is to plan ahead, which involves grasping the bigger 
picture. These items measure metacognitive awareness, which 
means to step back and see the bigger picture of one’s own 
learning activities. This same approach enables a manager to 
step back and see the big picture required for effective plan-
ning, monitoring, and evaluating an organization. If you scored 
3 or fewer points, you may be caught up in the details of 
current activities. A score of 7 or above suggests that you see 
yourself in a bigger picture, which is an approach to studying 
that very well may reflect a successful planning aptitude.

Sources: Adapted from Kristin Backhaus and Joshua P. Liff, “Cognitive Styles and 
Approaches to Studying in Management Education,” Journal of Management 
Education 31 (August 2007): 445–466; and A. Duff, “Learning Styles Measurement: 
The Revised Approaches to Studying Inventory,” Bristol Business School Teaching 
and Research Review 3 (2000).

	 Mostly	 Mostly
	 True	 False

organization’s success. Because the strategy map shows how specific goals and plans in each 
area are linked, it provides a powerful way for managers to see the cause-and-effect rela-
tionships among goals and plans.16 The simplified strategy map in Exhibit 7.4 illustrates 
four key areas that contribute to a firm’s long-term success—learning and growth, internal 
processes, customer service, and financial performance—and how the various goals and 
plans in each area link to the other areas. The idea is that learning and growth goals serve 
as a foundation to help achieve goals for excellent internal business processes. Meeting 
business process goals, in turn, enables the organization to meet goals for customer service 
and satisfaction, which helps the organization achieve its financial goals and optimize its 
value to all stakeholders. 

In the strategy map shown in Exhibit 7.4, the organization has learning and growth 
goals that include developing employees, enabling continuous learning and knowledge 
sharing, and building a culture of innovation. Achieving them will help the organization 
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build internal business processes that promote good relationships with suppliers and part-
ners, improve the quality and flexibility of operations, and excel at developing innovative 
products and services. Accomplishing internal process goals, in turn, enables the organiza-
tion to maintain strong relationships with customers, be a leader in quality and reliability, 
and provide innovative solutions to emerging customer needs. At the top of the strategy 
map, the accomplishment of these lower-level goals helps the organization increase rev-
enues in existing markets, increase productivity and efficiency, and grow through selling 
new products and services and serving new market segments.

In a real-life organization, the strategy map would typically be more complex and 
would state concrete, specific goals relevant to the particular business. However, the ge-
neric map in Exhibit 7.4 gives an idea of how managers can map goals and plans so that 
they are mutually supportive. The strategy map is also a good way to communicate goals 
because all employees can see what part they play in helping the organization accomplish 
its mission.

Accomplish Mission; Create Optimal Value

Promote employee
development via
ongoing training

Enable continuous
learning and
knowledge-sharing

Cultivate a culture
of innovation and
high performance

Learning and
Growth
Goals:

Build good relation-
ships with suppliers
and partners

Improve cost,
quality, and �exibility
of operations

Excel at innovative
product development
and next-generation
market opportunities

Internal
Business
Process
Goals:

Build and maintain
good customer
relationships

Be the leader in
quality and
reliability

Provide innovative
solutions to
customer needs

Customer
Service
Goals:

Increase revenues in
existing markets

Increase productivity
and ef�ciency

Increase revenues in
new markets and
products

Financial
Performance
Goals:

SOURCES: Based on Robert S. Kaplan and David P. Norton, “Mastering the Management System,” Harvard Business Review 
(January 2008): 63–77; and R. S. Kaplan and D. P. Norton, “Having Trouble with Your Strategy? Then Map It,” Harvard Business 
Review (September–October 2000): 167–176.

exhibit	      7.4      A Strategy Map for Aligning Goals
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Operational Planning
Managers use operational goals to direct employees and resources toward achieving specific 
outcomes that enable the organization to perform efficiently and effectively. One consid-
eration is how to establish effective goals. Then managers use a number of planning ap-
proaches, including management-by-objectives (MBO), single-use plans, and standing 
plans. 

Criteria for Effective Goals

Research has identified certain factors, shown in Exhibit 7.5, that characterize effective 
goals. First and foremost, goals need to be specific and measurable.17 When possible, 
operational goals should be expressed in quantitative terms, such as increasing profits by 
2 percent, having zero incomplete sales order forms, or increasing average teacher effective-
ness ratings from 3.5 to 3.7. Not all goals can be expressed in numerical terms, but vague 
goals have little motivating power for employees. By necessity, goals are qualitative as well 
as quantitative. The important point is that the goals be precisely defined and allow for 
measurable progress. Effective goals also have a defined time period that specifies the date 
on which goal attainment will be measured. For instance, school administrators might set 
a deadline for improving teacher effectiveness ratings by the end of the 2015 school term. 
When a goal involves a two- to three-year time horizon, setting specific dates for achieving 
parts of it is a good way to keep people on track toward the goal. 

Managers should design goals so that they can be translated into measurement of key 
result areas. Goals cannot be set for every aspect of employee behavior or organizational 
performance; if they were, their sheer number would render them meaningless. Instead, 
managers establish goals based on the idea of measurement and clarity. A few carefully 

•	 Planning starts with the organization’s purpose or 
reason for existence, which is called its mission.

•	 A mission statement is a broadly stated definition of 
the organization’s basic business scope and operations 
that distinguishes it from similar types of organizations.

•	 Goals begin with broad strategic goals, followed by more 
specific tactical goals, and then operational goals. 

•	 Plans are defined similarly, with strategic, tactical, and 
operational plans used to achieve the desired goals.

•	 Strategic goals are broad statements of where the  
organization wants to be in the future and pertain to the 
organization as a whole, rather than to specific divisions 
or departments.

•	 Strategic plans are the action steps by which an organi-
zation intends to attain strategic goals.

•	 The outcomes that major divisions and departments 
must achieve for the organization to reach its overall 
goals are called tactical goals.

•	 Tactical plans are designed to help execute major 
strategic plans and to accomplish a specific part of the 
company’s strategy.

•	 Operational goals are specific, measurable results 
that are expected from departments, work groups, and 
individuals.

•	 Operational plans specify the action steps toward 
achieving operational goals and support tactical 
activities.

•	 Managers at Unilever set a strategic goal to double 
revenues, to €80 billion, by 2020. 

•	 Goals and plans need to be in alignment so that they are 
consistent and mutually supportive.

•	 A strategy map is a visual representation of the key 
drivers of an organization’s success, showing the cause-
and-effect relationship among goals and plans.

Remember This
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chosen goals with clear measures of success can focus organizational attention, energy, 
and resources more powerfully.18 The measurements are sometimes referred to as key per-
formance indicators. Key performance indicators (KPIs) assess what is important to the 
organization and how well the organization is progressing toward attaining its strategic 
goal, so that managers can establish lower-level goals that drive performance toward the 
overall strategic objective.19 Managers should set goals that are challenging but realistic. 
When goals are unrealistic, they set employees up for failure and lead to a decrease in 
employee morale. However, if goals are too easy, employees may not feel motivated. Goals 
should also be linked to rewards. The ultimate impact of goals depends on the extent to 
which salary increases, promotions, and awards are based on goal achievement. Employees 
pay attention to what gets noticed and rewarded in the organization.20

Green Power
The Bees Buzz

Moving sustainability beyond fashionable “buzz-
words” is a focus of North Carolina–based Burt’s 
Bees—makers of personal care products made from 
natural substances (including, but not limited to, bees-
wax). Employees at Burt’s Bees get down and dirty 
with the annual companywide Dumpster Dive, sort-
ing through accumulated trash that reached monthly 
totals of up to 40 tons in one recent year. Employees 
recommitted to a zero-waste goal, which the com-
pany achieved in 2009. With 100 percent employee 
engagement, Burt’s Bees has now focused on achiev-
ing a loftier “zero-waste, zero-carbon” goal by 2020.

Sustainability planning and goal-setting at 
Burt’s Bees engages employees in activities such as 

reducing water use by “steam-cleaning” contain-
ers (resulting in a 90 percent water reduction) or 
extending the paper label on lip balm to eliminate 
shrink-wrapping (eliminating 900 miles of film). 
Managerial goals also extend to consumer educa-
tion through the “Natural Vs.” campaign (aimed at 
clarifying industry terms, such as natural). Through 
all its efforts, Burt’s Bees works toward a goal of 
helping take the “sting” out of environmental 
problems.

Source: Christopher Marquis and Bobbi Thomason, “Leadership and the 
First and Last Mile of Sustainability,” Ivey Business Journal, September–
October 2010, www.iveybusinessjournal.com/topics/leadership/leadership 
-and-the-first-and-last-mile-of-sustainability (accessed August 2, 2012). 

Effective
Goals

Have a de�ned
time period

Are linked
to rewards

Are challenging
but realistic

Are speci�c and
measurable

Cover key
result areas

exhibit	      7.5      Characteristics of Effective Goals

P
l

a
n

n
in

g

3

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Part 3  Planning230

Management-by-Objectives (MBO)
Described by famed management scholar Peter Drucker in his 1954 book, The Practice of 
Management, management-by-objectives has remained a popular and compelling method 
for defining goals and monitoring progress toward achieving them. Management-by-
objectives (MBO) is a system whereby managers and employees define goals for every 
department, project, and person and use them to monitor subsequent performance.21  
A model of the essential steps of the MBO system is presented in Exhibit 7.6. Four major 
activities make MBO successful:22

1.	 Set goals. Setting goals involves employees at all levels and looks beyond day-to-
day activities to answer the question, “What are we trying to accomplish?” Managers 
heed the criteria of effective goals described in the previous section and make sure 
to assign responsibility for goal accomplishment. However, goals should be derived 
jointly. Mutual agreement between employee and supervisor creates the strongest 
commitment to achieving goals. In the case of teams, all team members may partici-
pate in setting goals.

2.	 Develop action plans. An action plan defines the course of action needed to achieve the 
stated goals. Action plans are made for both individuals and departments.

3.	 Review progress. A periodic progress review is important to ensure that action plans 
are working. KPIs often provide the data for the review. These reviews can occur infor-
mally between managers and subordinates, where the organization may wish to con-
duct three-, six-, or nine-month reviews during the year. This periodic checkup allows 
managers and employees to see whether they are on target or whether corrective action 
is needed. Managers and employees should not be locked into predefined behavior and 
must be willing to take whatever steps are necessary to produce meaningful results. The 
point of MBO is to achieve goals. The action plan can be changed whenever goals are 
not being met.

4.	 Appraise overall performance. The final step in MBO is to evaluate whether annual 
goals have been achieved for both individuals and departments. Success or failure to 
achieve goals can become part of the performance appraisal system and the designa-
tion of salary increases and other rewards. The appraisal of departmental and overall 
corporate performance shapes goals for the next year. The MBO cycle repeats itself 
annually.

Step 1: Set Goals Step 2: Develop Action Plans

Step 3: Review Progress

Step 4: Appraise Overall Performance

Action Plans

Review Progress

Take Corrective Action

Corporate Strategic Goals
Departmental Goals
Individual Goals

Appraise Performance

exhibit	      7.6      Model of the MBO Process
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Many companies have used MBO, and most managers think it is an effective manage-
ment tool. Tim O’Shaughnessy, founder and CEO of LivingSocial, a daily-deal Web site 
with more than 5,000 employees and 46 million members in 25 countries, uses the prin-
ciples of MBO to keep the fast-growing business on track. O’Shaughnessy meets regularly 
with the heads of every department to set goals for items such as sales and membership 
growth and develop action plans for how to achieve them. Then he is obsessive about track-
ing metrics to see whether things are on target toward meeting the numbers. Each week, 
O’Shaughnessy meets with department heads to talk about their key metrics and review 
their progress. “The more data you gather, the more likely you’ll be successful in the long 
term,” he says.23 Most managers, like O’Shaughnessy, believe that they are better oriented 
toward goal achievement when MBO is used.

MBO can provide a number of benefits, which are summarized in Exhibit 7.7. Corpo-
rate goals are more likely to be achieved when manager and employee efforts are focused 
on them. Using a performance measurement system such as MBO helps employees 
see how their jobs and performance contribute to the business, giving them a sense 
of ownership and commitment.24 Performance is improved when employees are 
committed to attaining the goal, are motivated because they help decide what is 
expected, and are free to be resourceful. Goals at lower levels are aligned with and 
enable the attainment of goals at top management levels. 

However, like any system, MBO can cause problems when used improperly. For 
example, an overemphasis on “meeting the goals” can obscure the means that people 
use to get there. People may cut corners, ignore potential problems, or behave 
unethically just to meet the targets. In addition, MBO cannot stand alone; it is only 
a part of effectively managing people to achieve goals. MBO is “like training wheels 
on a bicycle.”25 It gets you started, but it isn’t all you need. In the United States, for 
example, the implementation of rigorous MBO-type systems in urban police departments 
and school systems has led to cheating on the numbers, with people lying about their work 
performance in order to score well on the metrics. The means for achieving goals is just as 
important as the outcomes. A new systematic approach that has recently emerged is called 
management by means (MBM), which focuses attention on the methods and processes 
used to achieve goals. A term coined by H. Thomas Johnson and his co-authors in the book 
Profit Beyond Measures, MBM is based on the idea that when managers pursue their activi-
ties in the right way, positive outcomes will result. MBM focuses people on considering the 
means rather than just on reaching the goals.26

At Toyota, the recent “sticky accelerator” problem that caused the automaker to recall 
millions of vehicles has been blamed in part on a breakdown between goals and the meth-
ods used to achieve them. Years of aggressive growth goals eventually strained managers’ 
ability to control the means by which the goals were achieved. People had to be hired 
quickly, with little time for adequate training and development. Therefore, the limited 

You can practice setting 
goals and developing 
action plans by 
completing the “Small 
Group Breakout” on 
page 242.

MBO

Focuses manager and 
employee efforts on 
activities that will lead 
to goal attainment.

Can improve 
performance at all 
company levels.

Improves employee 
motivation.

Aligns individual and 
departmental goals with 
company goals.

exhibit	      7.7      MBO Benefits
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number of highly trained managers and engineers had to do more to keep pace toward the 
goals. Since the crisis, Toyota has refocused on improving the abilities of managers and 
employees to use the right means of achieving ambitious goals.27 

Single-Use and Standing Plans

Single-use plans are developed to achieve a set of goals that are not likely to be repeated 
in the future. Standing plans are ongoing plans that provide guidance for tasks or situa-
tions that occur repeatedly within the organization. Exhibit 7.8 outlines the major types 
of single-use and standing plans. Single-use plans typically include both programs and 
projects. The primary standing plans are organizational policies, rules, and procedures. 
Standing plans generally pertain to matters such as employee illness, absences, smoking, 
discipline, hiring, and dismissal. Many companies are developing standing plans regard-
ing the use of social media, for instance.28 Marisa Mayer, the new CEO of Yahoo, set off a 
firestorm of controversy when she abolished the company’s work-at-home policy in favor 
of a new policy requiring people to work in the office.29 Companies also have policies to 
guide relationships with customers, suppliers, or others outside the organization. After 
charred remains of clothing made for Walmart were found at a Bangladesh factory where a 
2012 fire killed 112 people, Walmart issued a new “zero tolerance policy” for its suppliers. 
Managers said the factory involved was not supposed to be making products for Walmart 
and had been subcontracted by a supplier. The policy states that the giant retailer will 
immediately sever ties with anyone who subcontracts work to factories without Walmart’s 
knowledge and authorization. Previously, the company had a looser policy that gave suppli-
ers three chances to correct any problems before being terminated. “Obviously our three-
strikes policy wasn’t working as well as it could have,” said Rajan Kamalanathan, Walmart’s 
vice president of ethical sourcing.30 

Single-Use Plans Standing Plans

Program
•  �Plans for attaining a one-time organiza-

tional goal
•  �Major undertaking that may take several 

years to complete
•  �Large in scope; may be associated with 

several projects
Examples: �Building a new headquarters 

Converting all paper files to 
digital

Policy
•  �Broad in scope—general guide to action
•  �Based on organization’s overall goals/

strategic plan
•  �Defines boundaries within which to make 

decisions
Examples: �Sexual harassment policies 

Internet and social media policies

Project
•  �Also a set of plans for attaining a one-time 

goal
•  �Smaller in scope and complexity than a 

program; shorter in horizon
•  �Often one part of a larger program
Examples: �Renovating the office  

Setting up a company intranet

Rule
•  �Narrow in scope
•  �Describes how a specific action is to be 

performed
•  �May apply to specific setting
Example: �No-eating rule in areas of the 

company where employees are 
visible to the public

Procedure
•  �Sometimes called a standard operating 

procedure
•  �Defines a precise series of steps to attain 

certain goals
Examples: �Procedures for issuing refunds 

Procedures for handling 
employee grievances

exhibit	     7.8       
Major Types of Single-Use and 
Standing Plans
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Benefits and Limitations of Planning
Some managers believe that planning ahead is necessary to accomplish anything, whereas 
others think that planning limits personal and organizational performance. Both opinions 
have merit because planning can have both advantages and disadvantages.

Research indicates that planning generally positively affects a company’s performance.31 
Here are some reasons why:32

●● Goals and plans provide a source of motivation and commitment. Planning can reduce 
uncertainty for employees and clarify what they should accomplish. The lack of a clear 
goal hampers motivation because people don’t understand what they’re working toward. 

●● Goals and plans guide resource allocation. Planning helps managers decide where they 
need to allocate resources, such as employees, money, and equipment. At Netflix, for 
example, a goal of having more video offerings online rather than in DVD format 
means allocating more funds for Internet movie rights and spending more of managers’ 
time developing alliances with other companies.33

●● Goals and plans are a guide to action. Planning focuses attention on specific targets 
and directs employee efforts toward important outcomes. It helps managers and other 
employees know what actions they need to take to achieve goals.

●● Goals and plans set a standard of performance. Because planning and goal setting de-
fine desired outcomes, they also establish performance criteria so that managers can 
measure whether things are on- or off-track. Goals and plans provide a standard of 
assessment. 

Despite these benefits, some researchers also think planning can hurt organizational 
performance in some ways.34 Thus, managers should understand the limitations to plan-
ning, particularly when the organization is operating in a turbulent environment:

●● Goals and plans can create a false sense of certainty. Having a plan can give managers a 
false sense that they know what the future will be like. However, all planning is based 
on assumptions, and managers can’t know what the future holds for their industry or 
for their competitors, suppliers, and customers.

●● Goals and plans may cause rigidity in a turbulent environment. A related problem 
is that planning can lock the organization into specific goals, plans, and time frames, 

•	 Managers formulate goals that are specific and measur-
able, cover key result areas, are challenging but realistic, 
have a defined time period, and are linked to rewards.

•	 Key performance indicators (KPIs) are measures 
that reflect how well lower-level goals are helping the 
organization progress toward attaining its strategic goal. 

•	 Types of operational planning include management-by-
objectives, single-use plans, and standing plans. 

•	 Management-by-objectives (MBO) is a method 
whereby managers and employees define goals for 
every department, project, and person and use them to 
monitor subsequent performance. MBO includes the 

steps of setting goals, developing action plans, reviewing 
progress, and appraising performance.

•	 A recent approach that focuses people on the methods and 
processes used to attain results, rather than on the results 
themselves, is called management by means (MBM).

•	 Single-use plans are plans that are developed to achieve  
a set of goals that are unlikely to be repeated in the future.

•	 Standing plans are ongoing plans that are used to 
provide guidance for tasks that occur repeatedly in the 
organization.

•	 One example of a standing plan is a social media policy.

Remember This
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	 which may no longer be appropriate. Managing under conditions 
of change and uncertainty requires a degree of flexibility. Man-
agers who believe in “staying the course” will often stick with a 
faulty plan even when conditions change dramatically.

●	� Goals and plans can get in the way of intuition and creativity. 
Success often comes from creativity and intuition, which can be 
hampered by too much routine planning. For example, during the 
process of setting goals in the MBO process described previously, 
employees might play it safe to achieve objectives rather than offer 
creative ideas. Similarly, managers sometimes squelch creative ideas 
from employees that do not fit with predetermined action plans.35

Hot
Topic

Planning for a Turbulent Environment
Considering the limitations to planning, what are managers to do? One way that managers 
can gain benefits from planning and control its limitations is by using innovative planning 
approaches that are in tune with today’s turbulent environment. Three approaches that 
help brace the organization for unexpected—even unimaginable—events are contingency 
planning, building scenarios, and crisis planning.

Contingency Planning

When organizations are operating in a highly uncertain environment or dealing with long 
time horizons, sometimes planning can seem like a waste of time. Indeed, inflexible plans 
may hinder rather than help an organization’s performance in the face of rapid technologi-
cal, social, economic, or other environmental change. In these cases, managers can develop 
multiple future alternatives to help them form more adaptive plans.

Contingency plans define company responses to be taken in the case of emergencies, 
setbacks, or unexpected conditions. To develop contingency plans, managers identify 
important factors in the environment, such as possible economic downturns, declining 
markets, increases in cost of supplies, new technological developments, or safety accidents. 
Managers then forecast a range of alternative responses to the most likely high-impact con-
tingencies, focusing on the worst case.36 For example, if sales fall 20 percent and prices drop 
8 percent, what will the company do? Managers can develop contingency plans that might 
include layoffs, emergency budgets, new sales efforts, or new markets. A real-life example 
comes from the airlines, which had to scramble to develop contingency plans after problems 
in the electrical system of the new Boeing 787 led to the grounding of the entire fleet of 
787s. Some routes that had been designed based on the 787, which offered fuel efficiency, 
long-range capability, and fewer seats to fill than other long-range jets, had to be closed or 
redesigned when the Federal Aviation Administration (FAA) grounded the new plane. As 
uncertainty over when the 787 would return to the skies lingered, airline managers began 

“In preparing for battle, 
I have always found that 
plans are useless, but 
planning is indispensable.”

—Dwight D. Eisenhower (1890–1969),  

U.S. president

•	 Benefits of planning and goal setting include serving as 
a source of motivation, determining resource allocation, 
providing a guide to action, and setting a standard for 
performance measurement.

•	 Limitations of planning and goal setting include the 
potential to create a false sense of certainty, create 
rigidity that hinders response to a turbulent environ-
ment, and get in the way of creativity and intuition.

Remember This
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creating contingency plans for what to do 
if the 787 was out of commission due to 
this or other problems for months. Should 
they lease temporary aircraft? Should they 
substitute larger existing planes from their 
fleet and sell more seats at a discount to 
keep traffic moving, or shut down routes 
altogether? What kind of alternative mar-
keting plans were needed to reassure pas-
sengers that the plane would be safe once 
it was returned to service?37

Building Scenarios

An extension of contingency planning is 
a forecasting technique known as scenario 
building.38 Scenario building involves 
looking at current trends and disconti-
nuities and visualizing future possibilities. 
Rather than looking only at history and 
thinking about what has been, manag-
ers think about what could be. The events 
that cause the most damage to companies 
are those that no one even conceived of. 
“Scenarios are meant to expand the range 
of future possibilities managers should 
consider and prepare for,” says Stephen 
Millett, author of Managing the Future.39 In today’s tumultuous world, traditional planning 
can’t help managers cope with the many shifting and complex variables that might affect 
their organizations. Lyndon Bird, technical development director at the Business 
Continuity Institute, emphasizes that broad plans are the answer. In a turbulent and 
interconnected world, he says, businesses “are going to be interrupted by something 
and they are probably not going to be able to predict what will happen except that 
they’ve got to be able to deal with the consequences.”40

Managers can’t predict the future, but they can rehearse a framework within 
which future events can be managed. Organizations can be disrupted by any number 
of events. A recent survey by the Chartered Management Institute and the Business 
Continuity Institute found that some of the top events that managers might need 
scenario plans for include extreme weather, loss of IT systems, loss of key employees, 
loss of access to offices or plants, failure of communications systems, and supply chain 
disruptions.41 Some managers use published global scenarios, such as debt problems 
in Europe, a slowdown in Asia, or global warming to analyze patterns and driving 
forces that might affect their industry as a starting point for scenario building. This 
abbreviated scenario thinking can give managers a head start on asking “What if…?” 
leading to increased understanding even before any scenarios are written.42 Then a 
broad base of managers mentally rehearses different scenarios based on anticipating 
the varied changes that could affect the organization. Scenarios are like stories that 
offer alternative vivid pictures of what the future will be like and how managers will 
respond. Typically, two to five scenarios are developed for each set of factors, ranging 
from the most optimistic to the most pessimistic view. For example, if the United 
States became involved in a military operation in Syria, leaders could create four 
broad scenarios of what might happen, as they did for Libya a few years ago—two 
that are positive for the United States and two that could have highly troublesome 

Concept Connection

After several outbreaks of the H1N1 flu revealed the dangers of widespread 
diseases, Mike Claver, State Farm insurance company’s emergency 
management superintendent, oversaw the development of a thorough 
contingency plan designed to protect State Farm employees during 
any potential outbreaks in the future. In addition to coordinating with area 
agencies and encouraging employees to get vaccines, Claver tested the 
company’s ability to function should managers have to ask employees to work 
at home during an outbreak. More than 1,000 people, about 10 percent of the 
workforce at the Bloomington, Illinois, headquarters, logged into the company 
computer network from their homes one August day. Managers used the 
results of the dry run to fine-tune contingency plans.
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As a new manager, 
get in the mindset of 
scenario planning. Go 
to http://www.shell.com 
/global/future-energy 
/scenarios.html where 
Shell Oil publishes the 
outline of its annual 
scenario-planning 
exercise. You might also 
want to do an Internet 
search and type in 
“national intelligence 
agency scenarios” to 
find links to reports 
of global trends and 
scenario planning 
done by various 
organizations.
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consequences—and develop plans for how to respond.43 Similarly, in businesses and other 
organizations, scenario building forces managers to rehearse mentally what they would do 
if their best-laid plans collapse.

Crisis Planning

Many firms also engage in crisis planning to enable them to cope with unexpected events 
that are so sudden and devastating that they have the potential to destroy the organiza-
tion if managers aren’t prepared with a quick and appropriate response. After Hurricane 
Sandy in October 2012 caused the first multiday shutdown of the U.S. stock market in 
more than 120 years, managers at NYSE Euronext ramped up their crisis planning to 
consider “extreme scenarios” and what they would do if the exchange was not able to open 
or close, considering as one option an all-electronic exchange that could operate without 
human traders.44 Companies all along the East Coast, particularly in New York and New 
Jersey, are still recovering from Hurricane Sandy. Weather events trigger crisis situations 
for organizations worldwide. For example, two of Western Digital’s factories in Thailand 
that produce about a quarter of the world’s hard drives were totally paralyzed after historic 
floods breached the dikes protecting the Bang Pa-In industrial estate in the fall of 2011. 

Innovative 
Way

Western Digital 
Thailand

Like most large companies, Western Digital has emergency management plans, but the 
historic floods that inundated industrial areas of Thailand were well beyond what anyone 
expected. Nevertheless, decisions and actions of managers both before and after the flooding 
helped Western Digital get up and running just 46 days after the factories were devastated, 
long before most other companies.

Despite assurances from the government that the dikes protecting industrial estates 
would hold, Western Digital managers had anticipated what would happen if they failed. 
A few days before the disaster, they pulled some inventory from the just-in-time (JIT) process 
at nearby warehouses and moved it to a safer location. The company also had a process 
in place for speeding up supplier qualification in case new suppliers were needed in an 
emergency. The crisis budget included funding for smaller suppliers that might need help 
rebuilding or relocating their production lines. Ultimately, what helped the company most 
were its strong relationships with employees, customers, suppliers, and other stakeholders. 

Even though people’s homes were flooded and power was out, more than 500 Western 
Digital employees, including all of its senior managers, returned to work during the peak flood 
period. Within a week, operations to recover and restore equipment were underway. Com-
pany leaders worked alongside engineers and front-line employees, even taking personal risks 
by engaging in diving operations. Good relationships with customers meant some agreed to 
special provisions that deviated from normal contract agreements. Positive relationships with 
the Thai government meant Western Digital quickly got Thai navy divers dispatched to help 
with recovery and Royal Thai army soldiers to act as guards and haul heavy equipment. 

Communicating with stakeholders was also a priority. Social media was useful for infor-
mation exchanges among employees and the recovery team. Local managers were kept up 
to date with the most recent information about flood conditions and recovery efforts but 
were asked not to talk with reporters. To limit the potential for overreaction and confusion 
among customers, suppliers, and shareholders, all formal communications were handled by 
headquarters in the United States.45

Severe storms like Hurricane Sandy or the floods in Thailand are only one type of 
crisis organizations might face. Crises have become integral features of the organizational 
environment. A few of the other recent crises include the mass shooting at Sandy Hook 
Elementary School in Newtown, Connecticut, that killed 20 children and 6 adults; the 
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earthquake, tsunami, and nuclear disaster in Japan; the collapse of a stage at the Indiana 
State Fair that killed 7 people and injured dozens more; Lance Armstrong’s long-delayed 
admission of using performance-enhancing drugs, which ensnared not only Armstrong 
but numerous sponsoring organizations; the “pink slime” YouTube video that led to clo-
sure of three plants owned by Beef Products, Inc.; the massive BP oil spill in the Gulf of 
Mexico; and a string of mishaps for the beleaguered Carnival Cruise Lines, including an 
engine fire on the Triumph that kept passengers stranded for nearly a week with no air 
conditioning, limited food and water, and few working restrooms. 

Although crises may vary, a carefully thought-out and coordinated plan can be used to 
respond to any disaster. In addition, crisis planning reduces the incidence of trouble much 
like putting a good lock on a door reduces burglaries.46 Indiana State Fair officials, for 
example, have been sharply criticized for a lack of planning that probably contributed to 
the 2011 stage collapse disaster. Because plans were so haphazard, no one seemed to know 
who had the authority to delay or cancel the show or what procedures should be followed 
in case of severe weather. The Indiana Department of Labor fined the state fair commis-
sion, as well as Mid-America Sound (which built the stage), and a stagehands union for 
faulty planning, insufficient inspections, and sloppy construction practices.47

Exhibit 7.9 outlines two essential stages of crisis planning.48

●● Crisis prevention. The crisis prevention stage involves activities that managers under-
take to try to prevent crises from occurring and to detect warning signs of potential 
crises. A critical part of the prevention stage is building open, trusting relationships 
with key stakeholders such as employees, customers, suppliers, governments, unions, 
and the community. By developing favorable relationships, managers can often prevent 
crises from happening and respond more effectively to those that cannot be avoided.49

�	 For example, organizations that have open, trusting relationships with employees 
and unions may avoid crippling labor strikes. At the software firm 37signals, manag-
ers prevented a crisis by responding quickly and openly when Campfire, a real-time 

  Build relationships
  Detect signals from the environment

  Designate crisis management team and 
  spokesperson
  Create detailed crisis management plan
  Set up effective communications system

Prevention

Preparation

exhibit	     7.9       
Essential Stages of Crisis 
Planning

SOURCE: Based on information in W. Timothy Coombs, Ongoing Crisis Communication: Planning, Managing, and Responding 
(Thousand Oaks, CA: Sage Publications, 1999).
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chat tool for small businesses, kept turning off and on unexpectedly. Customers were 
furious because they used Campfire to run their organizations. Managers immediately 
began tweeting with customers and posting regular updates on the company’s Web site 
to let people know what was going on and that they were working on the problem. If 
they didn’t understand something, they admitted it. “We responded to every complaint 
and took the blame every time—even when people went overboard and launched into 
personal attacks,” said Jason Fried of 37signals. Once the problem was fixed, they gave 
all customers a free month of service. Thanks to quick action, 37signals came out of the 
episode with stronger customer loyalty and goodwill than ever.50 

●● Crisis preparation. The crisis preparation stage includes all the detailed planning to 
handle a crisis when it occurs. Three steps in the preparation stage are (1) designating 
a crisis management team and spokesperson, (2) creating a detailed crisis management 
plan, and (3) setting up an effective communications system. The crisis management 
team, for example, is a cross-functional group of people who are designated to swing 
into action if a crisis occurs. The organization should also designate a spokesperson to 
be the voice of the company during the crisis.51 The crisis management plan (CMP) 
is a detailed, written plan that specifies the steps to be taken, and by whom, if a crisis 
occurs. The CMP should include the steps for dealing with various types of crises, such 
as natural disasters like fires or earthquakes; normal accidents like economic crises, 
industrial accidents, or product and service failures; and abnormal events such as prod-
uct tampering or acts of terrorism.52 A key point is that a CMP should be a living, 
changing document that is regularly reviewed, practiced, and updated as needed.

•	 Managers use innovative planning approaches to cope 
with today’s turbulent environment.

•	 Contingency planning identifies important factors 
in the environment and defines a range of alternative 
responses to be taken in the case of emergencies, 
setbacks, or unexpected conditions.

•	 With scenario building, managers look at trends and 
discontinuities and imagine possible alternative futures 
to build a framework within which unexpected future 
events can be managed.

•	 Scenarios are alternative vivid pictures of what the 
future might be like.

•	 Many companies increased their use contingency and 
scenario planning because of the global financial crisis 
and volatile economic conditions.

•	 Crisis planning involves the two major stages of 
prevention and preparation.

Remember This

Innovative Approaches to Planning
The process of planning changes over time, like other aspects of managing, to become 
more in tune with shifts in the environment and employee attitudes. A fresh approach to 
planning is to involve everyone in the organization, and sometimes outside stakeholders  
as well, in the planning process. The evolution to a new approach begins with a shift to 
decentralized planning, which means that planning experts work with managers in 
major divisions or departments to develop their own goals and plans. Managers throughout  
the company come up with their own creative solutions to problems and become more 
committed to following through on the plans. As the environment becomes even more 
volatile, top executives see the benefits of pushing decentralized planning even further 
by having planning experts work directly with line managers and front-line employees to  
develop dynamic plans that meet fast-changing needs.
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In a complex and competitive business environment, strategic thinking and exe
cution become the expectation of every employee.53 Planning comes alive when em-
ployees are involved in setting goals and determining the means to reach them. The 
following sections provide some guidelines for innovative planning.

Set Stretch Goals for Excellence

Stretch goals are reasonable yet highly ambitious goals that are so clear, compelling, 
and imaginative that they fire up employees and engender excellence. Stretch goals 
are typically so far beyond the current levels that people have to be innovative to find 
ways to reach them. Consider the following example from Amazon.com. 

Go to the “Ethical 
Dilemma” on 
pages 242–243, which 
pertains to potential 
problems with 
innovative planning 
approaches.

Innovative  
Way
Amazon

When Jeff Bezos, CEO of Amazon, first asked engineers in 2004 to create a lightweight, 
simple e-reader with built-in cellular access, systems engineer Jateen Parekh said, “I thought it 
was insane. I really did.” At the time, nothing like that had ever been tried. But Bezos believed 
that configuring devices to WiFi networks would be too complicated for many users, and 
he didn’t want people to have to connect to a personal computer. Essentially, he didn’t want 
people to even have to think about the wireless connection. The challenge eventually got 
Parekh and others fired up.

It took the development group several years, but in 2007, the Kindle was born. It proved 
to be such a hit that the first batch sold out in just a few hours. Amazon had to scramble to 
find a key part that had been discontinued by a supplier to get more on the market. “You 
look at the history of the Kindle, they developed some real skills around the creation of that 
product. They cut their teeth, so to speak,” said Brian Blair, an analyst with Wedge Partners.

Building its own hardware—much less something that hadn’t been done before—was 
an audacious, high-stakes bet for Amazon at the time, but it paid off. Moreover, making four 
successive generations of the Kindle e-reader led down the path to the Kindle Fire, which is 
today the only serious competitor to Apple’s iPad.54

Asking a group of engineers to 
create the first Kindle e-reader might 
be considered what James Collins 
and Jerry Porras have called a big 
hairy audacious goal (BHAG). This 
phrase was first proposed by Collins 
and Porras in their 1996 article en-
titled “Building Your Company’s 
Vision.”55 Since then, it has evolved 
into a term used to describe any goal 
that is so big, inspiring, and outside 
the prevailing paradigm that it hits 
people in the gut and shifts their 
thinking. At the same time, however, 
goals must be seen as achievable or 
employees will be discouraged and 
demotivated, and some might resort 
to extreme or unethical measures to 
meet the targets.56 

Stretch goals and BHAGs have 
become extremely important because 
things move fast. A company that 

Concept Connection
Back in 2005, Netflix CEO 
Reed Hastings announced a 
stretch goal of quadrupling 
the company’s subscriber base 
to 20 million by 2012. “That’s 
a bit aggressive,” he said at 
the time, “but it’s theoretically 
possible.” Fast forward to 2012, 
and Netflix had not only met 
this goal but surpassed it, for a 
total of 30 million subscribers! 
With success like this, it’s no 
surprise that Hastings has set a 
new stretch goal of 60 million 
to 90 million subscribers in the 
future. 
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focuses on gradual, incremental improvements in products, processes, or systems will be 
left behind. Managers can use these goals to compel employees to think in new ways that 
can lead to bold, innovative breakthroughs.57

Use Performance Dashboards

People need a way to see how plans are progressing and gauge their progress toward achiev-
ing goals. Companies began using business performance dashboards as a way for executives 
to keep track of key performance metrics, such as sales in relation to targets, number of 
products on back order, or percentage of customer service calls resolved within specified 
time periods. Dashboards have evolved into organizationwide systems that help align and 
track goals across the enterprise. Exhibit 7.10 shows an example of a business performance 
dashboard that can deliver real-time key performance metrics. The true power of dash-
boards comes from applying them throughout the company, even on the factory or sales 
floor, so that all employees can track progress toward goals, see when things are falling 
short, and find innovative ways to get back on course toward reaching the specified targets. 
At Emergency Medical Associates, a physician-owned medical group that manages emer-
gency rooms for hospitals in New York and New Jersey, dashboards enable the staff to see 
when performance thresholds related to patient wait times, for example, aren’t being met 
at various hospitals.58 Some dashboard systems also incorporate software that lets users 
perform what-if scenarios to evaluate the impact of various alternatives for meeting goals. 

Deploy Intelligence Teams

Anticipating and managing uncertainty and turbulence in the environment is a crucial part 
of planning, which means managers need good intelligence to make informed choices about 

exhibit	      7.10      A Performance Dashboard for Planning

SOURCE: Sample Dashboard by Conflair, “Management Dashboards,” Conflair.com, www.conflair.com/ConflairServices/41_ManagementDashboards.asp (accessed July 23, 2012).
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goals and plans. A growing number of leading companies are using intelligence teams to 
manage this challenge. An intelligence team is a cross-functional group of managers and 
employees, usually led by a competitive intelligence professional, who work together to 
gain a deep understanding of a specific business issue, with the aim of presenting insights, 
possibilities, and recommendations about goals and plans related to that issue.59 Intel-
ligence teams are useful when the organization confronts a major intelligence challenge. 
For example, consider a large financial services firm that learns that an even larger rival is 
potentially moving to compete directly with one of its major profit-generating businesses. 
Top managers might form an intelligence team to identify when and how this might hap-
pen and how it might affect the organization. Intelligence teams can provide insights that 
enable managers to make more informed decisions about goals, as well as to devise contin-
gency plans and scenarios related to major strategic issues.

•	 Approaches to planning change with the times. In many 
companies today, planning is decentralized.

•	 Decentralized planning means that top executives 
or planning experts work with managers in major 
divisions or departments to develop their own goals  
and plans.

•	 Stretch goals are reasonable yet highly ambitious 
and compelling goals that energize people and inspire 
excellence.

•	 At Amazon, a stretch goal was to build the first 
Kindle e-reader with built-in cellular access so people 
didn’t have to connect to a PC.

•	 Business performance dashboards can help managers 
oversee plans and measure progress toward goals.

•	 An intelligence team is a cross-functional group of 
people who work together to gain a deep understand-
ing of a specific competitive issue and offer insight 
and recommendations for planning.

Remember This

Ch7	 Discussion Questions

  1. What strategic plans could the college or university at 
which you are taking this management course adopt to 
compete for students in the marketplace? Would these 
plans depend on the school’s goals?

  2. From the information provided in the chapter example, 
identify how Western Digital Thailand used both 
the prevention and the preparation stages of crisis 
planning.

  3. One of the benefits of a strategy map is that goals and 
how they are linked can be communicated clearly to 
everyone in the organization. Does a minimum-wage 
maintenance worker in a hospital really need to under-
stand any goals beyond keeping the place clean? Discuss.

  4. The MBO technique has been criticized for putting 
too much emphasis on achieving goals (ends) and not 
enough on the methods that people use to achieve them 
(means). Do you think this is a flaw in the technique, 
or in the way managers apply it? How would you place 
a balanced emphasis on ends and means?

  5. A new business venture must develop a comprehen-
sive business plan to borrow money to get started. 

Companies such as FedEx and Nike say they did not 
follow the original plan closely. Does that mean that 
developing the plan was a waste of time for these even-
tually successful companies?

  6. How do you think planning in today’s organizations 
compares to planning 25 years ago? Do you think plan-
ning becomes more important or less important in a 
world where everything is changing quickly and crises 
are a regular part of organizational life? Why?

  7. Assume that Southern University decides to do 
two things: (1) raise its admission standards, and 
(2) initiate a business fair to which local townspeople 
will be invited. What types of plans might it use to 
carry out these two activities?

  8. LivingSocial started with one “daily deal,” a $25 voucher 
for $50 worth of food at a Washington, D.C., area 
restaurant. Since then, the company has grown at break-
neck speed, has 46 million members in 25 countries, and 
has acquired a dozen companies that offer related deals 
and services. Why and how might a company such as 
LivingSocial want to use an intelligence team? Discuss.
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  9. Some people say an organization could never be 
“prepared” for a disaster such as the shooting at Sandy 
Hook Elementary School, the Japan nuclear disaster, 
or the huge BP oil spill in the Gulf of Mexico. Discuss 
the potential value of crisis planning in situations like 
these, even if the situations are difficult to plan for. 

10. Goals that are overly ambitious can discourage em-
ployees and decrease motivation, yet the idea of stretch 
goals is proposed as a way to get people fired up and 
motivated. As a manager, how might you decide where 
to draw the line between a “good” stretch goal and a 
“bad” one that is unrealistic? 

Ch7	 Apply Your Skills: Experiential Exercise
Business School Ranking
The dean of the business school at a major university in 
your state has contacted students in your class to develop 
a plan for improving its national ranking among business 
schools. The school recently dropped ten places in the rank-
ings, and the dean wants to restore the school’s perceived 
luster. The dean provided the following list of variables on 
which the national ranking is based.

●	 Written assessment by deans from peer institutions, on 
a scale of 1 to 5

●	 Written assessment by recruiters, on a scale of 1 to 5
●	 Average grade point average (GPA) of incoming 

students
●	 Acceptance rate of student applications (a lower 

percentage is better)
●	 Average starting salary of the school’s most recent 

graduates

●	 Percentage of graduates employed on the date of 
graduation

●	 Percentage of graduates employed three months after 
graduation

●	 Average Scholastic Aptitude Test (SAT; for the under-
graduate program) and Graduate Management Admis-
sion Test (GMAT; for the MBA program) scores for 
entering students

The business school has a goal of improving its ranking 
by ten places in two years. Brainstorm ideas and develop 
a 10 point action plan that will list the steps the dean can 
take to achieve this goal. To develop the plan, think care-
fully about actions the school might take to improve its 
ranking on any or all of the measured variables listed above.

After writing down your ideas to develop a plan, meet 
with a partner to share ideas and discuss the most helpful 
action steps that will be part of the action plan recom-
mended to the business school dean. 

Ch7	 Apply Your Skills: Small Group Breakout
Course Goal Setting60

Step 1.  Make specific goals for yourself regarding desired 
outcomes for this course. What is your goal for a grade? 
Your goal for learning specific knowledge or skills? Define 
at least two goals for this course.
Step 2.  The next step is to break down each goal into 
“goal behaviors.” These are the specific behaviors that will 
allow you to achieve each goal in Step 1. Examples of goal 
behaviors might include 100 percent attendance, taking 
good class notes every day, reading assigned chapters before 
class, outlining chapters, writing definitions of new words, 
participating in class discussions, setting specific study 
times for exams, answering end-of-chapter questions, or 
completing “Workbook” assignments. Define a minimum 

of four goal behaviors that will lead to the achievement of 
each goal in Step 1.
Step 3.  In groups of three to five students, compare your 
goals and goal behaviors. Students should take turns shar-
ing goals and behaviors with the group. 
Step 4.  What did you learn from hearing the goals and goal 
behaviors of group members? How different were the goals 
and behaviors of group members? Which combination of 
goal and goal behaviors seems most likely to be successful?
Step 5.  On the last day of class, meet again as a group. 
Each student should report on the degree of success fol-
lowing goal behaviors and achieving goals. Share what you 
learned from this experience. Your instructor may ask your 
group members to report their findings to the class.

Ch7	 Apply Your Skills: Ethical Dilemma
Inspire Learning Corporation61

When the idea first occurred to her, it seemed like such a 
win-win situation. Now she wasn’t so sure.

Marge Brygay was a hardworking sales rep for Inspire 
Learning Corporation, a company intent on becoming 
the top educational software provider in five years. That 
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newly adopted strategic goal translated into an ambitious, 
million-dollar sales target for each of Inspire’s sales reps. 
At the beginning of the fiscal year, her share of the sales 
department’s operational goal seemed entirely reasonable 
to Marge. She believed in Inspire’s products. The company 
had developed innovative, highly regarded math, language, 
science, and social studies programs for the K–12 market. 
What set the software apart was a foundation in truly 
cutting-edge research. Marge had seen for herself how In-
spire programs could engage whole classrooms of normally 
unmotivated kids; the significant rise in scores on those 
increasingly important standardized tests bore out her sub-
jective impressions.

But now, just days before the end of the year, Marge’s 
sales were $1,000 short of her million-dollar goal. The 
sale that would have put her comfortably over the top 
fell through due to last-minute cuts in one large school 
system’s budget. At first, she was nearly overwhelmed with 
frustration, but then it occurred to her that if she contrib-
uted $1,000 to Central High, the inner-city high school 
in her territory probably most in need of what she had 
for sale, they could purchase the software and put her over 
the top.

Her scheme would certainly benefit Central High stu-
dents. Achieving her sales goal would make Inspire happy, 
and it wouldn’t do her any harm, either professionally or 
financially. Making the goal would earn her a $10,000 bonus 
check that would come in handy when the time came to 
write out that first tuition check for her oldest child, who 
had just been accepted to a well-known, private university.

Initially, it seemed like the perfect solution all the way 
around. The more she thought about it, however, the more 
it didn’t quite sit well with her conscience. Time was run-
ning out. She needed to decide what to do. 

What Would You Do? 

1.	 Donate the $1,000 to Central High, and consider the 
$10,000 bonus a good return on your investment.

2.	 Accept the fact that you didn’t quite make your sales 
goal this year. Figure out ways to work smarter next 
year to increase the odds of achieving your target.

3.	 Don’t make the donation, but investigate whether any 
other ways are available to help Central High raise the 
funds that would allow them to purchase the much-
needed educational software. 

Ch7	 Apply Your Skills: Case for Critical Analysis
Central City Museum
The recently completed new building to house the exhibits 
and staff of the Central City Museum was located adjacent 
to the campus of a private university. The new building was 
financed by the generosity of local donors. The university 
provided the land and would cover the annual operating 
expenses with the understanding that the museum would 
provide a resource for student education. The new govern-
ing board would be made up of key donors, as well as se-
lected university administrators and faculty members.

The planning committee of the governing board hired 
two business students to interview various stakeholders 
about the future direction of the museum in its new rela-
tionship with the university. These interviews were con-
ducted in person, and the interviewees seemed uniformly 
interested and eager to help. The major questions pertained 
to the future mission and goals of the museum. Some 
excerpts from the interviews are listed here: 

A major donor: I think the museum should be a major 
community resource. My wife and I gave money for the new 
building with the expectation that the museum would pro-
mote visits from the public schools in the area, and particu-
larly serve the inner-city children who don’t have access to 
art exhibits. We don’t want the museum to be snobbish or 
elitist. The focus should definitely be local.
A university administrator: The important thing is to 
have lively contemporary exhibits that will attract both 
university students and community adults and provide 
new insight and dialogue about current events. We can 
bring attention to the museum by having an occasional 

controversial exhibit, such as on Islamic art, and exhibits 
that appeal to Hispanics and African Americans. This ap-
proach would entail bringing in traveling exhibitions from 
major museums, which would save the administrative costs 
and overhead of producing our own exhibits.
Head of the art history department: The key thing is 
that the museum will not have the artistic resources or the 
financial resources to serve the community at large. We have 
a wonderful opportunity to integrate the museum with the 
academic faculty and make it a teaching institution. It can 
be a major resource for both undergraduate and graduate 
students in art education and art history. We can also work 
with engineering students, architecture students, and liberal 
arts students. This is a unique opportunity that will dis-
tinguish our art history department’s teaching mission from 
others in the country.
A faculty member in the art history department: The 
best use of the museum’s relationship with the university is 
to concentrate on training Ph.D.-level students in art history 
and to support scholarly research. I strongly urge the mu-
seum to focus on graduate education, which would increase 
the stature of the university nationally. Graduate students 
would be involved in the design of exhibits that would fit 
their research. Trying to make the museum popular on cam-
pus or in the community will waste our limited resources. 
Our Ph.D. graduates will be sought after by art history de-
partments throughout the country.

The reason that you have been given this information 
from the interviews is that you have been invited to inter-
view for the position of museum director. The previous 
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director retired with the understanding that a new director 
would be hired upon the completion of fundraising and 
construction of the new building. You are thinking about 
what you would do if you took the job.

Questions

1.	 What goal or mission for the Central City Museum 
do you personally prefer? As director, would you try to 
implement your preferred direction? Explain.

2.	 How would you resolve the underlying conflicts among 
key stakeholders about museum direction and goals? 
What actions would you take?

3.	 Review the “Manager’s Shoptalk,” earlier in the chapter 
on page 222. Do you think that building a coalition  
and working out stakeholder differences in goal 
preferences is an important part of a manager’s  
job? Why? 

Ch7	 On the Job Video Cases

On the Job: Mi Ola Swimwear: Managerial Planning and Goal Setting
Questions

1.	 Based on how this business owner describes her  
business, write a one- or two-sentence organizational 
mission statement for Mi Ola Swimwear. 

2.	 Pick four of the following six categories: strategic goal, 
strategic plan, tactical goal, tactical plan, operational 

goal, and operational plan. Then, in the video, find one 
example to represent each of the four categories you’ve 
chosen. Describe your four examples and how they fit 
their respective categories in your answer. 

3.	 What did you learn about some of the real benefits 
and limitations of planning by watching this video? 
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After studying this chapter, you should be able to:

	 1.	 Define the components of strategic management and discuss the 
three levels of strategy.

	 2.	 Explain the strategic management process.

	 3.	 Summarize how SWOT analysis can be used to evaluate a company’s 
strengths, weaknesses, opportunities, and threats.

	 4.	 Explain three approaches to corporate-level strategy: portfolio, the 
Boston Consulting Group (BCG) matrix, and diversification.

	 5.	 Describe Michael Porter’s competitive forces and strategies.

	 6.	 Compare and contrast the globalization, multidomestic, and transna-
tional strategies for global business.

	 7.	 Explain organizational dimensions that managers use to execute 
strategy.

What Is Your Strategy Strength?

Thinking Strategically

New Manager Self-Test:  Your 
Approach to Studying, Part 2

What Is Strategic Management?
Purpose of Strategy    Levels of Strategy

The Strategic Management Process
Strategy Formulation Versus Execution
SWOT Analysis

Formulating Corporate-Level Strategy
Portfolio Strategy
The BCG Matrix
Diversification Strategy

Formulating Business-Level Strategy
Porter’s Five Competitive Forces
Porter’s Competitive Strategies

Formulating Functional-Level Strategy

Global Strategy
Globalization Strategy
Multidomestic Strategy
Transnational Strategy

Strategy Execution

Strategy Formulation 
and Execution

3Part
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What Is Your Strategy Strength?1

Instructions:  As a new manager, what are your strengths concerning strategy formulation and implementation? 
To find out, think about how you handle challenges and issues in your school or job. Then mark (a) or 
(b) for each of the following items, depending on which is more descriptive of your behavior. There 
is no right or wrong answer to these questions. Respond to each item as it best describes how you 
respond to work situations.

  1.	 When keeping records, I tend to:
	 _____ a.  Be careful about documentation.
	 _____ b.  Be haphazard about documentation.

  5.	 I take pride in developing:
	 _____ a. Ways to overcome a barrier to a solution.
	 _____ b. � New hypotheses about the underlying cause 

of a problem.

  2.	 If I run a group or a project, I:
	 _____ a. � Have the general idea and let others figure out 

how to do the tasks.
	 _____ b. � Try to figure out specific goals, timelines, and 

expected outcomes.

  6.	 I can best help strategy by encouraging:
	 _____ a. � Openness to a wide range of assumptions and 

ideas.
	 _____ b. Thoroughness when implementing new ideas.

  3.	 My thinking style could be more accurately described as:
	 _____ a. � Linear thinker, going from A to B to C.
	 _____ b. � Thinking like a grasshopper, hopping from one 

idea to another.

  7.	 One of my strengths is:
	 _____ a.  Commitment to making things work.
	 _____ b.  Commitment to a dream for the future.

  4.	 In my office or home, things are:
	 _____ a.  Here and there, in various piles.
	 _____ b.  Laid out neatly, or at least in reasonable order.

  8.	 I am most effective when I emphasize:
	 _____ a.  Inventing original solutions.
	 _____ b.  Making practical improvements.

Scoring and Interpretation:  Managers have differing strengths and capabilities 
when it comes to formulating and implementing strategy. Here’s how to 
determine yours. For Strategic Formulator strength, score 1 point for each  
(a) answer marked for questions 2, 4, 6, and 8, and for each (b) answer marked 
for questions 1, 3, 5, and 7. For Strategic Implementer strength, score 1 point 
for each (b) answer marked for questions 2, 4, 6, and 8, and for each (a) answer 
marked for questions 1, 3, 5, and 7. Which of your two scores is higher, and by 
how much? The higher score indicates your strategy strength.

New managers bring value to strategic management as formulators, 
implementers, or both. New managers with implementer strengths tend to 
work within the situation and improve it by making it more efficient and 
reliable. Managers with the formulator strength push toward out-of-the-box 
strategies and like to seek dramatic breakthroughs. Both styles are essential to 
strategic management. Strategic formulators often use their skills in creating 
whole new strategies and strategic implementers often work with strategic 
improvements and implementation.

If the difference between your two scores is 2 or less, you have a balanced 
formulator/implementer style and work well in both arenas. If the difference is 
4 or 5 points, you have a moderately strong style and probably work best in the 
area of your strength. If the difference is 7 or 8 points, you have a distinctive 
strength and almost certainly would want to work in the area of your strength 
rather than in the opposite domain.
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The movie rental business sure isn’t what it used to be. Remember the local video 
store? Probably not. Although a few remain, national chains like Blockbuster put 
most of them out of business years ago. At its peak, Blockbuster had 9,000 video 

stores and around 60,000 employees. Then along came Netflix. By the fall of 2013, Block-
buster had only about 350 stores left. That doesn’t mean that all is rosy for Netflix, though. 
Other companies, including Amazon, recognized the opportunities in streaming videos and 
began taking away customers. One response from Netflix has been to create its own original 
programming, with shows such as Arrested Development and House of Cards recently garner-
ing several Emmy awards. The ambitious strategy to be not just a provider but a producer 
of entertainment is ripe with opportunity but also fraught with risk. Nevertheless, Netflix 
CEO Reed Hastings knows his company’s strategy has to keep evolving to meet the chang-
ing technology, growing competition, and shifting entertainment needs of customers.2 

How important is strategic management? It largely determines which organizations 
succeed and which ones struggle. Differences in the strategies managers chose and how 
effectively they executed them help explain why Netflix is thriving and Blockbuster is 
floundering, how Facebook all but killed MySpace in social networking, and why Apple is 
beating Microsoft in the world of mobile computing.

Every company is concerned with strategy. In the fast food industry, managers revived 
Domino’s by formulating and aggressively advertising a new pizza recipe that responded 
to changing consumer tastes. McDonald’s has succeeded with a revamped strategy of add-
ing the McCafé line of hot and iced coffee drinks, offering snacks and small dessert items 
throughout the day, and enhancing its line of products for health-conscious consumers. 
The KFC chain of Yum! Brands is thriving with an ambitious global strategy, rapidly 
expanding overseas, particularly in China.3

Strategic blunders can hurt a company. For instance, Kodak still hasn’t recovered 
from its managers’ failure to plan for the rapid rise of digital photography. A recent article 
touting the success of a thriving, innovative, adaptive company referred to the firm as the 
“anti-Kodak.” And few people remember when Liz Claiborne was one of the most popular 
clothing lines around. The company that pioneered career apparel for women has been in 
decline for years, with managers failing to latch onto a strategy that could keep the clothing 
line relevant as baby boomers retired and began spending less money on career outfits.4

Managers at Liz Claiborne, McDonald’s, Kodak, Facebook, and Netflix are all involved 
in strategic management. They look for ways to respond to competitors, cope with diffi-
cult environmental challenges, meet changing customer needs, and effectively use available 
resources. Strategic management has taken on greater importance in today’s environment 
because managers are responsible for positioning their organizations for success in a world 
that is constantly changing.

Chapter 7 provided an overview of the types of goals and plans 
that organizations use. In this chapter, we explore strategic manage-
ment, which is one specific type of planning. First, we define the 
components of strategic management and discuss the purposes and 
levels of strategy. Then, we examine several models of strategy for-
mulation at the corporate, business, and functional levels. Finally, 
we discuss the tools that managers use to execute their strategic 
plans.

Thinking Strategically
What does it mean to think strategically? Strategic thinking means to take the long-term 
view and to see the big picture, including the organization and the competitive environ-
ment, and consider how they fit together. Strategic thinking is important for both busi-
nesses and nonprofit organizations. In for-profit firms, strategic planning typically pertains 

“It’s hard to outrun the 
future if you don’t see it 
coming.”

—Gary Hamel, management  

scholar and author
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to competitive actions in the marketplace. In nonprofit organizations such as the 
American Red Cross or the Salvation Army, strategic planning pertains to events in 
the external environment.

Research has shown that strategic thinking and planning positively affect a firm’s 
performance and financial success.5 Most managers are aware of the importance of 
strategic planning, as evidenced by a McKinsey Quarterly survey. Of responding execu-
tives whose companies had no formal strategic planning process, 51 percent said that 
they were dissatisfied with the company’s development of strategy, compared to only 
20 percent of those at companies that had a formal planning process.6 CEOs at successful 
companies make strategic thinking and planning a top management priority. For an organiza-
tion to succeed, the CEO must be actively involved in making the tough choices and trade-offs 
that define and support strategy.7 However, senior executives at today’s leading companies 
want middle- and lower-level managers to think strategically as well. Understanding the 
strategy concept and the levels of strategy is an important start toward strategic thinking.

Complete the “New 
Manager Self-Test” to 
get an idea about your 
strategic thinking ability.

New Manager     Self-Test
Your Approach to Studying, Part 2

Instructions: Your approach to studying may reveal whether 
you have the ability to think strategically. Answer the questions 
below as they apply to your study behavior. Please answer 
whether each item below is Mostly True or Mostly False for you. 

1.	 One way or another, I manage  
to obtain whatever books and  
materials I need for studying.	

2.	 I make sure I find study conditions  
that let me do my work easily.	

3.	 I put effort into making sure that  
I have the most important details  
at my fingertips.	

4.	 When I read an article or book,  
I try to work out for myself what  
is being said.	

5.	 I know what I want to get out of this  
course, and I am determined  
to achieve it.	

6.	 When I am working on a  
new topic, I try to see in my  
mind how the ideas fit together.	

7.	 It is important to me to follow  
the argument and see the  
reasoning behind something.   

8.	 I look at the evidence carefully  
and then try to reach my  
own conclusions about things  
I am studying.              

9.	 When I am reading, I think  
how the ideas fit in with  
previous material.        

Scoring and Interpretation: The items here 
represent a strategic approach to studying. Strategy 
means knowing your desired outcomes, how to 
acquire factual knowledge, thinking clearly about 
tactics and cause-effect relationships, and implement-
ing behaviors that will achieve the desired outcomes. 
Give yourself one point for each item you marked as 
Mostly True. If you scored 3 or lower, you probably are not 
using a strategic approach to studying. A score of 6 or above 
suggests a strategic approach to studying that will likely trans-
late into strategic management ability as a new manager.

Sources: Adapted from Kristin Backhaus and Joshua P. Liff, “Cognitive Styles 
and Approaches to Studying in Management Education,” Journal of Management 
Education 31 (August 2007): 445–466, and A. Duff, “Learning Styles Measurement: 
The Revised Approaches to Studying Inventory,” Bristol Business School Teaching 
and Research Review 3 (2000).

	 Mostly	 Mostly
	 True	 False
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What Is Strategic Management?
Strategic management refers to the set of decisions and actions used to formulate and 
execute strategies that will provide a competitively superior fit between the organization 
and its environment so as to achieve organizational goals.8 Managers ask questions such 
as the following: What changes and trends are occurring in the competitive environment? 
Who are our competitors, and what are their strengths and weaknesses? Who are our cus-
tomers? What products or services should we offer, and how can we offer them most effi-
ciently? What does the future hold for our industry, and how can we change the rules of the 
game? Answers to these questions help managers make choices about how to position their 
organizations in the environment with respect to rival companies.9 Superior organizational 
performance is not a matter of luck. It is determined by the choices that managers make.

Purpose of Strategy

The first step in strategic management is to define an explicit strategy, which is the 
plan of action that describes resource allocation and activities for dealing with the 
environment, achieving a competitive advantage, and attaining the organization’s 
goals. Competitive advantage refers to what sets the organization apart from oth-
ers and provides it with a distinctive edge for meeting customer or client needs in the 
marketplace. The essence of formulating strategy is choosing how the organization 
will be different.10 Managers make decisions about whether the company will per-
form different activities or will execute similar activities differently than its rivals do. 
Strategy necessarily changes over time to fit environmental conditions, but to achieve 
competitive advantage, companies develop strategies that incorporate the elements 
illustrated in Exhibit 8.1: target specific customers, focus on core competencies, pro-
vide synergy, and create value.11 

Target Customers 
An effective strategy defines the customers and which of their needs are to be served by 
the company. Managers can define a target market geographically, such as serving people 
in a certain part of the country; demographically, such as aiming toward people in a 
certain income bracket or targeting preteen girls; or by a variety of other means. Some 
firms target people who purchase primarily over the Internet, whereas others aim to serve 
people who like to shop in small stores with a limited selection of high-quality merchan-
dise. Zipcar managers identify their target customer as anyone who needs to occasion-
ally rent a car by the hour, whereas Hertz identifies its target customer as the business 
or holiday traveler who needs to rent a car by the day or week while away from home.12 
Volvo’s new owners and managers are shifting the company’s strategy toward a new target 
customer. Rather than aiming for people who appreciate the brand’s reputation for safe, 
reliable family vehicles, Li Shufu, the company’s new Chinese owner, is aiming to expand 
aggressively into the luxury car market. Volvo is particularly courting the emerging class 

•	 To think strategically means to take the long-term view 
and see the big picture.

•	 Managers in all types of organizations, including businesses, 
nonprofit organizations, and government agencies, have to 
think about how the organization fits in the environment.

Remember This

Managers develop 
their ability to 
think strategically 
through both work 
experiences and 
formal study. See if 
your experiences 
have given you a good 
start toward strategic 
thinking by completing 
the “Experiential 
Exercise” on page 276.
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3of rich consumers in China and other overseas markets. Li wants Volvo to offer innova-
tive, electrifying designs that turn heads and win new luxury-minded customers with 
flashy tastes.13

Exploit Core Competencies 
A core competence is something that the organization does especially well in comparison 
to its competitors. A core competence represents a competitive advantage because the com-
pany acquires expertise that competitors 
do not have. A core competence may be in 
the area of superior research and develop-
ment (R&D), expert technological know-
how, process efficiency, or exceptional 
customer service.14 Managers at compa-
nies such as Family Dollar and South-
west Airlines, for example, focus on a core 
competence of operational efficiency that 
enables them to keep costs low. Gaylord 
Hotels, which has large hotel and confer-
ence centers in several states as well as 
the Opryland complex near Nashville, 
Tennessee, thrives based on a strategy of 
offering superior service for large group 
meetings. Robinson Helicopter succeeds 
through superior technological know-
how for building small, two-seater heli-
copters used for everything from police 
patrols in Los Angeles to herding cattle 
in Australia.15 In each case, leaders iden-
tified what their company does especially 
well and built strategy around it.

Build Synergy 
When organizational parts interact to 
produce a joint effect that is greater than 

Target
Customers

Exploit
Core

Competence

Competitive
Advantage 

Achieve
Synergy

Create Value

exhibit	     8.1       
The Elements of Competitive 
Advantage

Concept Connection

When the U.S. Marines needed rugged motorcycles, they looked to 
manufacturers of on- and off-road bikes. But most motorcycles run on 
gasoline, which is the wrong fuel for military purposes. Hayes Diversified 
Technologies had the competitive advantage. After 20 years of building 
adapted motorcycles for the Marines and the Army Special Forces, Hayes 
had developed a core competence in technology that addresses the 
fuel limitations faced by the military. Most military machines run on JB8 fuel, 
a formulation of diesel and kerosene. Hayes Diversified’s HDT M1030M1 
motorcycle is designed for diesel service, so Hayes readily won the contract.
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the sum of the parts acting alone, synergy occurs. The organization may attain a spe-
cial advantage with respect to cost, market power, technology, or management skill. When 
properly managed, synergy can create additional value with existing resources, providing a 
big boost to the bottom line.16 Synergy was the motivation for food company Kraft to buy 
Cadbury and for Yahoo to buy mobile app startups such as Summly, Stamped, and Snip 
.it, as described in Chapter 6. Kraft can use Cadbury’s established distribution network 
in emerging markets to share trucks and store contacts and sell more Kraft products. At 
Yahoo, buying mobile app startups gave the firm both new products and the engineering 
talent behind them, helping to advance CEO Marissa Mayer’s strategy to remake it into a 
mobile-first technology company.17 Another way that companies gain synergy is through 
alliances and partnerships. Leaders at Coinstar, the company behind Redbox movie rent-
als, take this approach. As rentals of physical videos declined, the Redbox division part-
nered with Verizon Communications to offer a service that combines DVD rentals and 
streaming video, benefiting both companies.18

Deliver Value 
Delivering value to the customer is at the heart of strategy. Value can be defined as the 
combination of benefits received and costs paid. Managers help their companies create 
value by devising strategies that exploit core competencies and attain synergy. Starbucks 
introduced the Starbucks Card, which works like a typical retail gift card except that users 
get benefits like points for free coffee. Cable companies such as Time Warner Cable and  
Comcast offer value packages that provide a combination of basic cable, digital premium 
channels, video-on-demand, high-speed Internet, and digital phone service for a reduced 
cost. Some movie theaters are trying to provide greater value by offering “dinner and a 
movie.” In-theater dining provides a more time-efficient way for people to spend a night 
out, and costs are reasonable compared to eating in a restaurant before or after the film.19

Amazon is thriving with a strategy based on targeting customers, exploiting core com-
petencies, building synergy, and providing value.

Innovative 
Way
Amazon

It’s hard to believe that Amazon was once a struggling online bookseller. Today, it is “an 
existential threat” to every retailer, as Fiona Dias, executive vice president of GSI Commerce, 
put it. Amazon targets customers who want to find good deals and purchase products con-
veniently over the Internet. Those customers can find just about anything they want on 
Amazon.com. They will often pay less for it than they would anywhere else. And if they belong 
to Amazon Prime, they get free two-day shipping.

Amazon wants to provide “premium products at nonpremium prices.” To do that, it has 
developed an extensive network of third-party merchants—partners with whom it main-
tains close, mutually beneficial relationships, is constantly honing its operational efficiency, and 
has created one of the most finely tuned distribution systems around. As if all that weren’t 
enough, along came Prime. For $79 a year, customers got free two-day shipping, as well as 
free streaming video and other perks (Amazon has since increased the price to $99). Prime 
allows Amazon to capitalize on its core competencies of wide selection, cost efficiency, and 
slick distribution. When asked how they decided on the original $79 price tag, a member of 
the Prime team said it “was never about the $79. It was really about changing people’s men-
tality so they wouldn’t shop anywhere else.” 

Prime was conceived as a way to further cement the loyalty of Amazon’s best customers, 
and it has been more successful than even CEO Jeff Bezos imagined. Amazon Prime, said one 
recent business article “turns casual shoppers . . . into Amazon addicts.” It provides value to 
customers, but it also increases sales for Amazon. According to some estimates, customers 
increase their purchases on the site by about 150 percent after joining Prime. It is credited 
for helping Amazon’s sales zoom 30 percent during the recent recession while other retailers 
struggled to attract customers.20
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3Levels of Strategy

Another aspect of strategic management concerns the organizational level to which stra-
tegic issues apply. Strategic managers normally think in terms of three levels of strategy, as 
illustrated in Exhibit 8.2.21 

●● What business are we in? Managers ask this question when they consider corporate-
level strategy. Corporate-level strategy pertains to the organization as a whole and the 
combination of business units and product lines that make up the corporate entity. Stra-
tegic actions at this level usually relate to the acquisition of new businesses; additions 
or divestments of business units, plants, or product lines; and joint ventures with other 
corporations in new areas. An example of corporate-level strategy comes from General 
Motors (GM). GM got out of the financial services business in 2006 by selling off its fi-
nancing business unit. However, managers recently decided to add the division back into 
the overall business. GM bought subprime U.S. auto lender AmeriCredit, as well as Ally 
Financial Inc.’s European and Latin American operations, to give the company a finan-
cial division and increase the company’s competitiveness with rivals Ford and Volkswa-
gen, which have leveraged their in-hour lending units to increase sales of new vehicles.22

●● How do we compete? Business-level strategy pertains to each business unit or product 
line. Strategic decisions at this level concern the amount of advertising, direction, and 
extent of R&D; product changes; new-product development; equipment and facilities; 
and expansion or contraction of product and service lines. At Garmin, the company 
that first became known for selling stand-alone global positioning satellite (GPS) de-
vices to consumers, sales have been hurt because so many people use their smartphones 
to get directions or maps, so Garmin’s consumer products division decided to create 
a phone of its own. The company partnered with computer maker Asus to develop a 
Garmin-branded smartphone with built-in GPS. In addition, Garmin’s consumer divi-
sion created its own app for the iPhone that lets users do everything from check 
for traffic jams to look up their destinations on Wikipedia.23

●● How do we support the business-level strategy? Functional-level strategy per-
tains to the major functional departments within the business unit. Functional 
strategies involve all of the major functions, including finance, R&D, marketing, 
and manufacturing. One element of functional-level strategy for Gap’s marketing 
department is to use mobile technology to offer targeted deals to customers. Gap 
created a mobile app that uses GPS technology, so that when a customer opens 
the app near a Gap store, it provides special sales offers exclusive to that location.24

Corporate-Level Strategy: What business are we in?

Business-Level Strategy: How do we compete?

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

Consumer
Products Unit

Biotechnology
Unit

Media
Unit

MarketingManufacturingR&DFinance

Corporation

exhibit	     8.2      Three Levels of Strategy in Organizations

Go to the “Ethical 
Dilemma” on  
page 277, which 
pertains to business- 
and functional-level 
strategy.
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Hot
Topic

The Strategic Management Process
The overall strategic management process is illustrated in Exhibit 8.3. It begins when execu-
tives evaluate their current position with respect to mission, goals, and strategies. They then 
scan the organization’s internal and external environments and identify strategic issues that 
might require change. Sometimes strategic issues hit managers right in the face, which hap-
pened at Carnival Cruise Lines when a string of incidents had some customers vowing never 
to cruise with Carnival again. In the worst episode, an engine room fire left the Carnival 

•	 Strategic management refers to the set of decisions 
and actions used to formulate and implement strategies 
that will provide a competitively superior fit between 
the organization and its environment so as to achieve 
organizational goals.

•	 A strategy is the plan of action that describes resource 
allocation and activities for dealing with the environ-
ment, achieving a competitive advantage, and attaining 
goals.

•	 Competitive advantage refers to what sets the 
organization apart from others and provides it with a 
distinctive edge in the marketplace.

•	 Four elements of competitive advantage are the 
company’s target customer, core competencies, synergy, 
and value.

•	 A core competence is something that the organization 
does particularly well in comparison to others.

•	 Amazon has core competencies of operational efficiency 
and a superb distribution system.

•	 Synergy exists when the organization’s parts interact to 
produce a joint effect that is greater than the sum of the 
parts acting alone.

•	 Kraft bought Cadbury to gain synergy by being able to 
sell products through Cadbury’s established distribution 
network in emerging markets.

•	 The heart of strategy is to deliver value to customers.
•	 Corporate-level strategy pertains to the organization as 

a whole and the combination of business units and prod-
ucts that make it up.

•	 Business-level strategy pertains to each business unit or 
product line within the organization.

•	 Functional-level strategy pertains to the major func-
tional departments within each business unit, such as 
manufacturing, marketing, and R&D.

Remember This

Execute Strategy
via Changes in:
   Leadership/culture
   Structure
   Human resources
   Communication
   systems

Formulate
Strategy:
   Corporate
   Business
   Functional

De�ne New:
   Mission
   Goals
   Grand strategy

Identify Strategic
Factors:
   Opportunities
   Threats

Identify Strategic
Factors:
   Strengths
   Weaknesses

Scan External
Environment:
   National
   Global

Scan Internal
Environment:
   Core
   competence
   Synergy
   Value creation

Evaluate Current:
   Mission
   Goals
   Strategies

SWOT

exhibit	      8.3      The Strategic Management Process
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Triumph cruise ship stranded without power in the Gulf of Mexico with 4,200 people on 
board. As the four-day cruise doubled in length, food and water were scarce, passengers 
sweltered with no air conditioning, and the media reported overflowing toilets and described 
the scene as “hellish.” Although many reports later indicated that Carnival made most of the 
right operational decisions, a poor communications and PR strategy severely damaged the 
company’s reputation. Considering that Carnival used highly visible mass media marketing  
as the core strategy behind the company’s massive growth, managers could have been pre-
pared to respond to the power of negative publicity. A press conference wasn’t held until 
nearly three days after the ship became disabled. The failure to respond quickly with public 
communications about the crisis left passengers and the media free to be as negative as they 
liked. “People generally accept that complex pieces of equipment can encounter challenges,” 
said crisis communication expert Tom Donahue. They “are far less forgiving [when] com-
munications around the events seem to be lacking.” In addition, for longer-term strategic 
planning, Carnival managers will be reevaluating the strategy of building ever-larger ships 
that are almost too complex to handle when an emergency arises. Today’s largest cruise ships 
are nearly five times the size they were in 1985. As the world’s largest cruise operator, Carni-
val is paying attention to proposed legislation that would strengthen federal oversight of the 
safety procedures and consumer protections of cruise lines. The recent string of accidents in 
the cruise industry has prompted safety experts and regulators to push for more account-
ability, saying that the strategy of building supersized ships is fraught with risk. “Given the 
size of today’s ships, any problem immediately becomes a very big problem,” said Michael 
Bruno, dean of the engineering school at the Stevens Institute of Technology.25 

For all organizations, internal or external events sometimes indicate a need to redefine the 
mission or goals or to formulate a new strategy at either the corporate, business, or functional 
level. This chapter’s “Manager’s Shoptalk” discusses a recent trend that opens the strategy for-
mulation process to a wider range of people throughout the organization. Factors that alter 
a company’s ability to achieve its goals are called strategic issues, as described in Chapter 3. In 
turbulent environments and fast-changing 
industries, managers have to stay alert to 
strategic issues that require a shift in strat-
egy to stay in line with both internal and 
external changes.26 The final stage in the 
strategic management process outlined in 
Exhibit 8.3 is execution of the new strategy. 

Strategy Formulation 
Versus Execution

Strategy formulation includes the planning 
and decision making that lead to the estab-
lishment of the firm’s goals and the develop-
ment of a specific strategic plan.27 Strategy 
formulation includes assessing the exter-
nal environment and internal problems to 
identify strategic issues, then integrating the 
results into goals and strategy. This process 
is in contrast to strategy execution, which 
is the use of managerial and organizational 
tools to direct resources toward accomplish-
ing strategic results.28 Strategy execution is 
the administration and implementation 
of the strategic plan. Managers may use 
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Concept Connection

When State University of New York (SUNY) chancellor Nancy L. Zimpher—
shown here on the Herkimer County Community College campus—assessed 
the external environment a few years back, she recognized that there is a 
need to place more foreign students in U.S. schools, and that attracting more 
of these students would help the college system achieve many of its goals. She 
then proceeded to formulate a strategy that streamlines the coordination 
of incoming foreign students across all campuses, which generates more 
revenue in fees. This extra revenue is used to support more research and fund 
student scholarships.
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Manager’s    Shoptalk
Should You Crowdsource Your Strategy?

“S
trategy, as we knew it, is dead,” said Walt Shill, 
head of management consulting in North 
America for Accenture Ltd. This might be an 
overstatement, but many managers have dis-

covered that they need new approaches to strategy. 
For one thing, strategies developed by top leaders 
with little input from people on the front lines can 
be biased and fail to be embraced by the people who 
need to carry them out. One new approach that some 
pioneering companies are taking is to crowdsource 
their strategy. By opening up the process of strategy 
formulation to all employees, crowdsourcing adds di-
versity of thought, gets top executives closer to under-
standing the implications of their choices, and helps to 
avoid limited-perspective biases of top managers. Here 
are a few examples of how companies are doing it:

•	 HCL Technologies’ My Blueprint. Top managers at 
India’s HCL Technologies turned the existing strat-
egy planning process, a live meeting called Blue-
print that involved a few hundred top executives, 
into an online platform open to 8,000 employees.  
Chairman and former CEO Vineet Nayar said man-
agers did more thorough analysis and better plan-
ning because they knew that their plans would be 
reviewed and commented on by employees. One 
manager credited crowdsourcing for a fivefold  
increase in sales to an important client over a two-
year period. Comments and insights had highlighted 
a need to reframe the plan away from commod-
itized applications support and toward new services 
where HCL had an edge over its larger competitors.

•	 Red Hat’s Open-Source Strategy. As the leading 
provider of open-source software, Red Hat wanted 
to try an open approach to strategy. Top managers 

defined an initial set of priorities for exploration 
and formed teams to explore each one. Teams 
used wikis and other online tools to generate 
and organize ideas and gave all employees the 
opportunity to comment and make suggestions 
for changes. Leaders say the fresh perspectives 
spurred “value-creating shifts in direction,”  
including a change in the way the company 
offered virtualization services for enterprise  
data centers that led to the acquisition of an ex-
ternal technology provider.

•	 3M’s “Innovation Live.” 3M Company has long 
used a “Markets of the Future” process as a crucial 
aspect of its strategic planning. In the past, this in-
volved a small group of analysts and managers re-
searching megatrends and identifying markets of 
the future based on them. In 2009, the company 
reinvigorated the process by inviting all sales, mar-
keting, and R&D employees to a Web-based forum 
called “Innovation Live.” The forum attracted 
1,200 participants from 40 countries and gener-
ated more than 700 ideas. “The end result was the 
identification of nine new future markets with an 
aggregate revenue potential in the tens of billions 
of dollars.” 3M continues to hold “Innovation 
Live” events.

Crowdsourcing strategy, or “social strategy set-
ting,” as it is sometimes called, is a recent trend and cre-
ates opportunities for more meaningful participation 
by employees in strategy formulation and execution.

Sources: Walt Shill, quoted in Joann S. Lublin and Dana Mattioli, “Theory & 
Practice: Strategic Plans Lose Favor,” The Wall Street Journal, January 25, 2010, 
B7; and Arne Gast and Michele Zanini, “The Social Side of Strategy,” McKinsey 
Quarterly, Issue 2 (2012): 82–93.

persuasion, new equipment, changes in organization structure, or a revised reward system to 
ensure that employees and resources are used to make a formulated strategy a reality.

SWOT Analysis

Formulating strategy begins with understanding the circumstances, forces, events, and 
issues that shape the organization’s competitive situation, which requires that managers 
conduct an audit of both internal and external factors that influence the company’s abil-
ity to compete.29 SWOT analysis (in which “SWOT” stands for “strengths, weaknesses,  
opportunities, and threats”) includes a careful assessment of the strengths, weaknesses,  
opportunities, and threats that affect organizational performance. Managers obtain 
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external information about opportunities and threats from a variety of sources,  
including customers, government reports, professional journals, suppliers, bankers, 
friends in other organizations, consultants, or association meetings. Many firms con-
tract with special scanning organizations to provide them with newspaper clippings, 
Internet research, and analyses of relevant domestic and global trends. Others hire 
competitive intelligence (CI) professionals to scope out competitors, as we discussed 
in Chapter 3, and use intelligence teams, as described in Chapter 7.

Executives acquire information about internal strengths and weaknesses from a 
variety of reports, including budgets, financial ratios, profit and loss statements, and 
surveys of employee attitudes and satisfaction. In addition, managers build an under-
standing of the company’s internal strengths and weaknesses by talking with people 
at all levels of the hierarchy in frequent face-to-face discussions and meetings.

Internal Strengths and Weaknesses 
Strengths are positive internal characteristics that the organization can exploit to achieve 
its strategic performance goals. One strength for interactive video game publisher Activ-
ision Blizzard Inc., for example, is a highly creative staff that consistently produces inno-
vative and powerful video game franchises. One of the most recent, Skylanders, created 
a new genre, combining games and toys that work together. Users place a real collectible toy on 
a small pedestal device, creating the character in the game. Skylanders generated $1.5 billion in 
sales for Activision in less than two years.30 Weaknesses are internal characteristics that might 
inhibit or restrict the organization’s performance. Some examples of what managers evaluate to 
interpret strengths and weaknesses are shown in the audit checklist in Exhibit 8.4. Managers  
perform an internal audit of specific functions, such as marketing, finance, production, and 
R&D. Internal analysis also assesses overall organization structure, management competence 
and quality, and human resource (HR) characteristics. Based on their understanding of these 
areas, managers can determine their strengths or weaknesses compared with other companies. 

External Opportunities and Threats 
Threats are characteristics of the external environment that may prevent the organization 
from achieving its strategic goals. One threat to Activision Blizzard is the growing criticism 
of violent video games in light of mass shootings in the United States by perpetrators who 
were said to play the games. One recent event of this type was at the Washington Navy 
Yard in Washington, D.C. in September 2013, when Aaron Alexis, a former Navy reservist 

Go to the “Small 
Group Breakout” 
on page 276, which 
pertains to SWOT 
analysis. Before reading 
further, you might also 
want to review your 
strategic strengths 
as determined by 
your responses to 
the questionnaire at 
the beginning of this 
chapter.

Management and  
Organization	 Marketing	 Human Resources

Management quality	 Distribution channels	 Employee experience, 

Staff quality	 Market share	 education

Degree of centralization	 Advertising efficiency	 Union status

Organization charts	 Customer satisfaction	 Turnover, absenteeism

Planning, information, 	 Product quality	 Work satisfaction
control systems 	 Service reputation	 Grievances

	 Sales force turnover

Finance	 Production	 R&D

Profit margin	 Location, resources	 Basic applied research

Debt-equity ratio	 Machinery obsolescence	 Laboratory capabilities

Inventory ratio	 Purchasing system	 Research programs

Return on investment	 Quality control	 New-product innovations

Credit rating 	 Productivity/efficiency	 Technology innovations

exhibit	     8.4       
Audit Checklist for Analyzing 
Organizational Strengths and 
Weaknesses
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and current contractor, killed 12 people at the secure military installation.31 In addition to 
the children’s series Skylanders, Activision publishes the Call of Duty series of war-related 
shooting games. Alexis reportedly played games (including Call of Duty) for as many as 
16 hours at a time. Although evidence suggests that there is no connection between violent 
video games and real-life violence, the media attention renews the debate with each new 
tragedy.32 As another example of an external threat, Intel, whose microprocessors power 
most PCs, is being hurt by the decline in demand for personal computers as more people 
turn to tablets and smartphones.33

Opportunities are characteristics of the external environment that have the poten-
tial to help the organization achieve or exceed its strategic goals. For example, U.S. 
auto manufacturers have had an unprecedented opportunity to steal customers from 
Toyota because of the quality, safety, and public relations problems that Toyota has 
experienced in recent years.34 German retailer Aldi found an opportunity to expand in 
the United States because of heated opposition in urban areas to Walmart. Aldi has 
quietly been setting up small, drugstore-sized shops in cities around the United States, 
including New York City. “Wal-Mart has sort of become the bad guy that there’s a 
concerted effort against,” said Craig Johnson, president of consulting firm Customer 
Growth Partners. “There’s no reason to oppose an Aldi.” Because Aldi is a smaller for-
mat and has opened only a limited number of stores a year, it was able to slip in under 
the radar, obtaining space from small landlords while people were focused on fighting 
Walmart.35

Managers evaluate the external environment based on the 10 sectors described in 
Chapter 3. The task environment sectors are the most relevant to strategic behavior and 
include the behavior of competitors, customers, suppliers, and the labor supply. The gen-
eral environment contains those sectors that have an indirect influence on the organiza-
tion but nevertheless must be understood and incorporated into strategic behavior. The 
general environment includes technological developments, the economy, legal-political and 
international events, the natural environment, and sociocultural changes. Additional areas 
that might reveal opportunities or threats include pressure groups, such as those opposing 
Walmart’s expansion into urban areas, interest groups, creditors, and potentially competi-
tive industries. 

A good example of SWOT analysis and how it leads to strategic choices comes from 
FedEx Corporation.

Innovative 
Way

FedEx Corporation

FedEx invented the overnight courier services industry in 1973 and is still a leader in the field. 
In addition, the company offers ground and freight services, logistics solutions, and business 
support services.

FedEx’s greatest strength is its strong brand image. The company’s name is one of the 
most recognized in the world and it has been ranked among the top 20 on Fortune maga-
zine’s list of Most Admired Companies every year since 2001 (it ranked number 8 in 2014). 
Other strengths include a strong financial performance, with revenues growing 8.6 percent in 
fiscal year 2012 and operating and net profits also growing substantially. One reason is good 
decisions made by a strong and experienced management team, which is another strength 
of the company. A primary weakness is that FedEx is plagued by a number of lawsuits, includ-
ing several class action suits alleging that employees were forced to work “off the clock” and 
were not provided with breaks or paid overtime. The company also has substantial unfunded 
pension obligations, and these are likely to grow due to volatility in financial markets.

One of the biggest external threats to the company is the weak economy and a corre-
sponding drop in demand for FedEx premium-priced services. Domestically, many customers 
are switching to cheaper ground delivery, and the lucrative international routes have been 
hurt by customers using “Economy” rather than “Priority” delivery services. Package volume 
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has also declined, dropping 5 percent in the domestic Express business in the first quarter 
of 2012, for example, and this seems to be a continuing pattern. Other threats include stiff 
competition from United Parcel Service (UPS), Deutsche Post DHL Group, Nippon Express, 
Royal Mail Group, TNT, and Japan Post, especially in the less-than-truckload (LTL) freight 
business; increasing fuel prices; and the potential adoption of stricter security requirements 
that could lead to substantial increases in costs. At the same time, though, FedEx sees oppor-
tunities in the rapidly recovering North American freight business, as the company’s FedEx 
Ground and FedEx Freight are leading players in that sector. Similarly, FedEx is well positioned 
to gain from the growing online retail market. The company is one of the leading facilitators 
of online commerce.

What does SWOT analysis suggest for FedEx? The company unveiled a restructuring 
plan in late 2012 that plans for $1.7 billion in profitability improvements by the end of fiscal 
year 2016. The company is making adjustments to its fleet of planes, permanently retiring 
24 aircraft at FedEx Express and delaying delivery of 11 Boeing 777 Freighters. The company 
is also considering options such as rerouting some economy traffic onto slower modes of 
transportation or consolidating routes to increase profits. At the same time, the company is 
looking toward growth, acquiring a number of businesses across the globe to boost revenues 
and geographic presence. These strategic acquisitions give FedEx the chance to expand its 
services in both developed and emerging markets.36

•	 Strategy formulation is the stage of strategic manage-
ment that includes the planning and decision making 
that lead to the establishment of the organization’s goals 
and a specific strategic plan.

•	 Managers often start with a SWOT analysis, an 
audit or careful examination of strengths, weaknesses, 
opportunities, and threats that affect organizational 
performance.

•	 The decline in demand for PCs is a threat to Intel. 
Opposition to the expansion of Walmart provided 
German retailer Aldi an opportunity to gain a foothold 
in urban areas.

•	 Strategy execution is the stage of strategic management 
that involves the use of managerial and organizational 
tools to direct resources toward achieving strategic 
outcomes.

Remember This

Formulating Corporate-Level Strategy
Three approaches to understanding corporate-level strategy are portfolio strategy, the Bos-
ton Consulting Group (BCG) matrix, and diversification.

Portfolio Strategy 
Individual investors often wish to diversify in an investment portfolio with some high-
risk stocks, some low-risk stocks, some growth stocks, and perhaps a few income bonds. 
In much the same way, corporations like to have a balanced mix of business divisions 
called strategic business units (SBUs). An SBU has a unique business mission, product 
line, competitors, and markets relative to other SBUs in the corporation.37 Executives in 
charge of the entire corporation generally define an overall strategy and then bring to-
gether a portfolio of SBUs to carry it out. Managers don’t like to become too dependent 
on one business. Portfolio strategy pertains to the mix of business units and product 
lines that fit together in a logical way to provide synergy and competitive advantage for 
the corporation. 
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The BCG Matrix

One coherent way to think about portfolio strategy is the BCG matrix. The BCG matrix 
(named for the Boston Consulting Group, which developed it) is illustrated in Exhibit 8.5. 
The BCG matrix organizes businesses along two dimensions—business growth rate and 
market share.38 Business growth rate pertains to how rapidly the entire industry is increasing. 
Market share defines whether a business unit has a larger or smaller share than competi-
tors. The combinations of high and low market share and high and low business growth 
provide four categories for a corporate portfolio. 

Green Power
Beyond the Dump

Houston-based Waste Management Inc. CEO David 
Steiner is leading a new “Think Green” strategy 
that is reaching consumers as well as employees. 
This new approach began with consultants hired 
to examine Waste Management’s sustainability 
strengths and weaknesses and to assess future op-
portunities. What emerged was a strategy to move 
the company beyond trash pickup—beyond the 
dump. In alignment with the company’s “Think 
Green” moniker, managers focus on extracting 
“value” from waste by allowing consumers to place 

all recyclables in one container, with the various 
items separated on site through forced air, mag-
nets, and optical scanning. Waste Management also 
responded to the need for massive clean-up efforts 
created by frequent natural disasters. One popular 
new product is the Bagster Dumpster in a Bag, with 
the capacity to hold up to 3,300 pounds of debris 
and trash.

Source: Marc Gunther, “Waste Management’s New Direction,” Fortune 
(December 6, 2010): 103–108. 

Stars
Rapid growth and
expansion.

Question Marks
New ventures. Risky—a few
become stars, others are
divested.

Market ShareHigh
High

Low

Low

Cash Cows
Milk to �nance question
marks and stars.

Business
Growth
Rate Dogs

No investment. Keep if
some pro�t. Consider
divestment.

?

exhibit	      8.5      The BCG Matrix
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The star has a large market share in a rapidly growing industry. It is important because 
it has additional growth potential, and profits should be plowed into this business as in-
vestment for future growth and profits. The star is visible and attractive and will generate 
profits and a positive cash flow even as the industry matures and market growth slows.

The cash cow exists in a mature, slow-growth industry but is a dominant business in 
the industry, with a large market share. Because heavy investments in advertising and plant 
expansion are no longer required, the corporation earns a positive cash flow. It can milk the 
cash cow to invest in other, riskier businesses.

The question mark exists in a new, rapidly growing industry, but has only a small mar-
ket share. The question mark business is risky: It could become a star, or it could fail. The 
corporation can invest the cash earned from cash cows in question marks with the goal of 
nurturing them into future stars.

The dog is a poor performer. It has only a small share of a slow-growth market. The dog 
provides little profit for the corporation and may be targeted for divestment or liquidation 
if turnaround is not possible.

The circles in Exhibit 8.5 represent the business portfolio for a hypothetical corpo-
ration. Circle size represents the relative size of each business in the company’s portfo-
lio. Most large organizations, such as IBM, have businesses in more than one quadrant, 
thereby representing different market shares and growth rates.

Innovative  
Way
IBM

IBM used to be primarily a hardware company, but now its strategy is focused primarily on 
software and services. The company’s software for running servers and networks is the big-
gest cash cow in IBM’s software portfolio. These software offerings have a large share of a 
stable market, and IBM is reaping big sales and profits from them.

Database programs that allow firms to store, mine, analyze, and use data have star status. 
IBM has beefed up these programs by incorporating newer technologies that allow for mining 
social media for customer feedback and managing digital media campaigns. 

The company’s social business software, a group of programs collectively called “Connec-
tions” is a question mark. Among other things, Connections software lets companies create 
corporate versions of Facebook, with user profiles, blogs, and news streaming. IBM hopes so-
cial business software will become a billion-dollar business cash cow, but revenue is currently 
minuscule compared to other offerings. 

For now, IBM is using profits from its current cash cows to try to build its question marks 
and stars. One cash cow, Lotus Notes, a program many people don’t even realize still exists, 
brought in an estimated $1.2 billion in revenue for IBM in one recent year. The problem is that, 
while Lotus Notes is lucrative, it is declining rather than growing. Managers are considering ways 
to revive Lotus, but if the business turns into a dog, IBM managers will put it out of its misery.39

Diversification Strategy

The strategy of moving into new lines of business, as UnitedHealth Group did by pur-
chasing medical groups, or as search leader Google did by purchasing YouTube, is called 
diversification. Other examples of diversification include Amazon’s move into consumer 
electronics with the Kindle electronic reader, Nestlé’s entry into the pet food business with 
the purchase of Ralston Foods, and Microsoft’s recent entry into the mobile phone busi-
ness with the purchase of Nokia’s handset and services units. Microsoft managers believe 
that having a handset business in-house will enable them to innovate and move more 
quickly in the rapidly evolving industry.40

The purpose of diversification is to expand the firm’s business operations to produce 
new kinds of valuable products and services. When the new business is related to the com-
pany’s existing business activities, the organization is implementing a strategy of related 
diversification. For example, UnitedHealth’s move into medical services and Nestlé’s  
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move into pet foods are linked to these firms’ existing health care and nutrition businesses. 
Unrelated diversification occurs when an organization expands into a totally new line of 
business, such as General Electric (GE) entering the media industry, or food company Sara 
Lee Corporation moving into the intimate apparel business. With unrelated diversifica-
tion, the company’s lines of business aren’t logically associated with one another; therefore, 
it can be difficult to make the strategy successful. Most companies are giving up on unre-
lated diversification strategies, selling off unrelated businesses to focus on core areas. For 
example, Sara Lee sold the intimate apparel business in 2006. It has since sold or spun off 
many of its units and been renamed Hillshire Brands.41

 A firm’s managers may also pursue diversification opportunities to create value through 
a strategy of vertical integration. Vertical integration means that the company expands 
into businesses that either produce the supplies needed to make products and services or 
that distribute and sell those products and services to customers. In recent years, there 
has been a noticeable shift toward vertical integration, with large corporations getting into 
businesses that will give them more control over materials, manufacturing, and distribu-
tion.42 To gain more control over raw materials, for instance, steelmaker Nucor acquired a 
major scrap-metal processor, and rival ArcelorMittal bought mines in Brazil, Russia, and 
the United States. An example of diversifying to distribute products comes from PepsiCo, 
which began repurchasing bottling companies that it spun off in the late 1990s. PepsiCo 
controls marketing, manufacturing, and distribution in 80 percent of North America and 
is expected to buy the remaining independent bottlers over the next few years. Service 
companies can pursue vertical integration too. Ticketmaster, for example, merged with Live 
Nation Entertainment, which produces and promotes concerts.43

•	 Frameworks for corporate-level strategy include portfo-
lio strategy, the BCG matrix, and diversification strategy.

•	 Portfolio strategy pertains to the mix of SBUs and 
product lines that fit together in a logical way to provide 
synergy and competitive advantage.

•	 A strategic business unit (SBU) is a division of the 
organization that has a unique business, mission, 
product or service line, competitors, and markets relative 
to other units of the same organization.

•	 The BCG matrix is a concept developed by the Boston 
Consulting Group that evaluates SBUs with respect 
to two dimensions—business growth rate and market 
share—and classifies them as cash cows, stars, question 
marks, or dogs.

•	 The strategy of moving into new lines of business is 
called diversification.

•	 Microsoft diversified when it purchased Nokia’s mobile 
phone business, and Nestlé diversified by purchasing the 
Ralston pet food business. 

•	 Related diversification means moving into a new 
business that is related to the corporation’s existing 
business activities.

•	 Unrelated diversification refers to expanding into 
totally new lines of business.

•	 Some managers pursue diversification through a strategy 
of vertical integration, which means expanding into 
businesses that either provide the supplies needed to make 
products or distribute and sell the company’s products.

Remember This

Formulating Business-Level Strategy 
Now we turn to strategy formulation within the strategic business unit, in which the con-
cern is how to compete. A popular and effective model for formulating strategy is Porter’s 
competitive strategies. Michael E. Porter studied a number of business organizations and 
proposed that business-level strategies are the result of understanding competitive forces 
in the company’s environment.44
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Porter’s Five Competitive Forces 
Exhibit 8.6 illustrates the competitive forces that exist in a company’s environment and 
indicates some ways that Internet technology is affecting each area. These five forces help 
determine a company’s position vis-à-vis competitors in the industry environment. Although 
such a model might be used on a corporate level, most large companies have separate busi-
ness lines and do an industry analysis for each line of business or SBU. Mars, Inc., for 
example, operates in six business segments: chocolate (Snickers); pet care (Pedigree); gum 
and confections ( Juicy Fruit); food (Uncle Ben’s); drinks (FLAVIA); and symbioscience 
(the Wilson Panel pet DNA kit, used for breed identification). Competitive forces for the 
chocolate division would be different from those for the symbioscience division, so manag-
ers would do a competitive analysis for each business segment, looking at Porter’s five forces. 

1.	 Potential new entrants. Capital requirements and economies of scale are examples of 
two potential barriers to entry that can keep out new competitors. It is far more costly 
to enter the automobile industry, for instance, than to start a specialized mail-order 
business. In general, Internet technology has made it much easier for new companies to 
enter an industry by curtailing the need for such organizational elements as an estab-
lished sales force, physical assets such as buildings and machinery, or access to existing 
supplier and sales channels.

Rivalry Among
Competitors

Bargaining
Power of 
Suppliers

Internet creates new
substitution threats

Internet reduces
barriers to entry

Internet tends to increase
bargaining power of suppliers

Internet shifts greater
power to end consumers

Internet blurs differences
among competitors

Bargaining
Power of 

Buyers

Potential
New Entrants

Threat of
Substitute
Products

SOURCES: Based on Michael E. Porter, Competitive Strategy: Techniques for Analyzing Industries and Competitors (New York: Free Press, 1980); and Michael E. Porter, 
“Strategy and the Internet,” Harvard Business Review (March 2001): 63–78.

exhibit	      8.6      Porter’s Five Forces Affecting Industry Competition
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2.	 Bargaining power of buyers. Informed customers become empowered customers. The 
Internet provides easy access to a wide range of information about products, services, 
and competitors, thereby greatly increasing the bargaining power of consumers. For 
example, a customer shopping for a car can gather extensive information about various 
options, such as wholesale prices for new cars or average value for used vehicles, de-
tailed specifications, repair records, and even whether a used car has ever been involved 
in an accident.

3.	 Bargaining power of suppliers. The concentration of suppliers and the availability of 
substitute suppliers are significant factors in determining supplier power. The sole sup-
plier of engines to a manufacturer of small airplanes will have great power, for example. 
The impact of the Internet in this area can be both positive and negative. That is, pro-
curement over the Web tends to give a company greater power over suppliers, but the 
Web also gives suppliers access to more customers, as well as the ability to reach users. 
Overall, the Internet tends to increase the bargaining power of suppliers.

4.	 Threat of substitute products. The power of alternatives and substitutes for a company’s 
product may be affected by changes in cost or in trends, such as increased health con-
sciousness, that will deflect buyer loyalty. Companies in the sugar industry suffered 
from the growth of sugar substitutes; manufacturers of aerosol spray cans lost business 
as environmentally conscious consumers chose other products. The Internet created 
a greater threat of new substitutes by enabling new approaches to meeting customer 
needs. For example, offers of low-cost airline tickets over the Internet hurt traditional 
travel agencies.

5.	 Rivalry among competitors. As illustrated in Exhibit 8.6, rivalry among competitors 
is influenced by the preceding four forces, as well as by cost and product differentia-
tion. With the leveling force of the Internet and information technology, it has become 
more difficult for many companies to find ways to distinguish themselves from their 
competitors, which intensifies rivalry. Porter referred to the “advertising slugfest” when 
describing the scrambling and jockeying for position that occurs among fierce rivals 
within an industry. Sony and Microsoft are currently fighting for control of the video 
game console industry,  and Pepsi and Coke are still battling it out in the cola wars.

Porter’s Competitive Strategies

To find a competitive edge within the specific business environment, Porter suggests that 
a company can adopt one of three strategies: differentiation, cost leadership, or focus. The 
organizational characteristics typically associated with each strategy are summarized in 
Exhibit 8.7.

●● Differentiation. The differentiation strategy in quadrant 1 involves an attempt to 
distinguish the firm’s products or services from others in the industry. The organization 
may use creative advertising, distinctive product features, exceptional service, or new 
technology to achieve a product perceived as unique. Examples of products that have 
benefited from a differentiation strategy include Harley-Davidson motorcycles, Apple 
smartphones and tablets, and Gore-Tex fabrics, all of which are perceived as distinc-
tive in their markets. Apple’s iPhone, and iPad, for example, can command significantly 
higher prices because of their distinctiveness. Apple has never tried to compete on price 
and likes being perceived as an “elite” brand. Similarly, Harleys, which have long ruled 
the “macho” end of the motorcycle market, command a premium price because of their 
distinctiveness. Service companies such as Starbucks, Whole Foods Market, and IKEA 
also use a differentiation strategy.

A differentiation strategy can reduce rivalry with competitors and fight off the threat 
of substitute products because customers are loyal to the company’s brand. However, a 
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differentiation strategy requires a number of costly activities, such as product research 
and design and extensive advertising. Companies need a robust marketing department 
and creative employees who are 
given the time and resources to 
seek innovation. 

●● Cost leadership. With a cost 
leadership strategy in quad-
rant  2, the organization aggres-
sively seeks efficient facilities, 
pursues cost reductions, and uses 
tight cost controls to produce 
products more efficiently than 
competitors. Although cost lead-
ership doesn’t always mean low 
prices, most cost leadership com-
panies keep internal costs low so 
that they can provide products 
and services to customers at lower 
prices and still make a profit. A 
cost leadership position means 
that the company can undercut 
competitors’ prices and still offer 
comparable quality and earn a 
reasonable profit. For example, 

Concept Connection
While Americans and Europeans 
enjoy snapping up the latest—and 
more expensive—smartphones 
that feature all kinds of bells and 
whistles, many cell phone users 
around the world look for simple, 
reliable cell phones at affordable 
prices. And China’s ZTE is there 
to meet their needs. ZTE has 
employed a cost leadership 
strategy, using efficient 
production to keep prices low for 
many of its models. The approach 
has made the company one of the 
biggest mobile phone producers 
in the world.
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exhibit	     8.7       
Organizational Characteris-
tics of Porter’s Competitive 
Strategies

SOURCES: Based on Michael E. Porter, Competitive Strategy: Techniques for Analyzing Industries and Competitors (New York: Free 
Press, 1980); Michael Treacy and Fred Wiersema, “How Market Leaders Keep Their Edge,” Fortune (February 6, 1995): 88–98; 
and Michael A. Hitt, R. Duane Ireland, and Robert E. Hoskisson, Strategic Management (St. Paul, MN: West, 1995), pp. 100–113.
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Family Dollar stores can offer prices on major brands such as Tide or Colgate that are 
20 to 40 percent lower than those found in major supermarkets. The company locates its 
stores on inexpensive, unglamorous real estate such as strip malls to help keep costs low.45 

The cost leadership strategy is concerned with maintaining stability rather than 
pursuing innovation and growth. However, cost leadership can certainly lead to growth, 
as evidenced by Walmart, which became the world’s largest retailer with a cost leader-
ship strategy.

●● Focus. With a focus strategy, the organization concentrates on a specific regional 
market or buyer group. The company will use either a differentiation (quadrant 3) or 
cost leadership (quadrant 4) approach, but only for a narrow target market. Proamérica 
Bank succeeds with a focused differentiation strategy. Mexican-born Maria Contreras-
Sweet founded the bank to concentrate on serving largely family-owned businesses 
in Los Angeles’s Hispanic community. She believes the Latino-owned bank can dif-
ferentiate itself from its larger commercial competitors, such as Bank of America, by 
establishing close personal relationships with customers.46 An example of a focused 
cost leadership strategy is Allegiant Travel Company.

Managers should think carefully about which strategy will provide their company with 
a competitive advantage. Gibson Guitar Corporation, famous in the music world for its 
innovative, high-quality products, found that switching to a cost leadership strategy to 
compete against Japanese rivals such as Yamaha and Ibanez actually hurt the company. 
When managers realized that people wanted Gibson products because of their reputation, 
not their price, they went back to a differentiation strategy and invested in new technology 
and marketing.48 

In his studies, Porter found that some businesses did not consciously adopt one of these 
three strategies and were stuck with no strategic advantage. Without a strategic advantage, 
businesses earned below-average profits compared with those that used differentiation, 
cost leadership, or focus strategies. Similarly, a five-year study of management practices in 
hundreds of businesses, referred to as the “Evergreen Project,” found that a clear strategic 
direction was a key factor that distinguished winners from losers.49 

Innovative 
Way

Allegiant Travel 
Company

“We want to be considered the hometown airline of all the little cities around the country,” 
said Andrew Levy, president of Allegiant Travel Company. Allegiant flies just 64 jets and 
specializes in flying people from 75 small, underserved cities to 14 warm-weather tourist 
destinations such as Orlando, Las Vegas, and Honolulu. 

Allegiant has achieved the lowest costs, fullest planes, and highest margins in the industry, 
and has been profitable in 39 of its last 41 quarters by serving small cities that competitors 
don’t serve. The focused cost leadership strategy means Allegiant faces competition on just 
17 of its 203 routes. Managers believe in “attacking niche opportunities.” For example, it 
moved in when other airlines left the shrinking cities of the Rust Belt and lures Canadian 
fliers just across the border to fly out of small U.S. airports. Allegiant has now set its sights 
on Mexico, hoping to fly middle-class Mexicans from cities such as Zacatecas or Culiacán to 
tourist destinations such as Las Vegas in the United States.

Allegiant depends largely on word-of-mouth advertising rather than paying travel agent 
or other third-party fees and it upsells customers on extras like discounted hotel rooms, 
helicopter tours, and tickets to shows, where it takes a big cut as the middleman. It offers 
a no-frills base fare and charges for nearly everything else, from carry-on luggage to water. 
Managers also say they “only fly when we can make money.” The older, used planes the com-
pany flies guzzle gas, so they fly only on peak travel days when the flight is nearly full. “On 
Tuesdays, we look like a bankrupt airline,” Levy says, but “who wants to start their vacation 
on a Tuesday?”47
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Formulating Functional-Level Strategy
Functional-level strategies are the action plans used by major departments to support 
the execution of business-level strategy. Major organizational functions include market-
ing, production, finance, HR, and R&D. Managers in these and other departments adopt 
strategies that are coordinated with business-level strategy to achieve the organization’s 
strategic goals.

For example, consider a company that has adopted a differentiation strategy and is in-
troducing new products that are expected to experience rapid growth. The HR department 
should adopt a strategy appropriate for growth, which would mean recruiting additional 
personnel and training middle- and lower-level managers for new positions. The marketing 
department should undertake test marketing, aggressive advertising campaigns, and con-
sumer product trials. The finance department should adopt plans to borrow money, handle 
large cash investments, and authorize construction of new facilities.

A company with mature products or a cost leadership strategy will have different 
functional-level strategies. The HR department should develop strategies for retaining and 
developing a stable workforce. Marketing should stress brand loyalty and the development 
of established, reliable distribution channels. Production should use a strategy of long pro-
duction runs, standard procedures, and cost reduction. Finance should focus on net cash 
flows and positive cash balances.

Global Strategy
Many organizations operate globally and pursue a distinct strategy as the focus of global 
business. Senior executives try to formulate coherent strategies to provide synergy among 
worldwide operations for the purpose of fulfilling common goals.

One consideration for managers is the strategic dilemma between the need for global 
standardization and national responsiveness. The various global strategies are shown in 
Exhibit 8.8. The first step toward a greater international presence is when companies 
begin exporting domestically produced products to selected countries. The export strategy  
is shown in the lower-left corner of the exhibit. Because the organization is domestically  
focused, with only a few exports, managers have little need to pay attention to issues of either  

•	 A popular model for formulating business-level strategy 
is Porter’s competitive strategies.

•	 Managers analyze the competitive environment and 
adopt one of three types of strategy: differentiation, cost 
leadership, or focus.

•	 A differentiation strategy is a strategy with which 
managers seek to distinguish the organization’s products 
and services from those of others in the industry. 

•	 A cost leadership strategy is a strategy with which 
managers aggressively seek efficient facilities, cut costs, 
and use tight cost controls to be more efficient than 
others in the industry.

•	 With a focus strategy, managers use either a 
differentiation or a cost leadership approach, but they 
concentrate on a specific regional market or buyer  
group.

•	 Managers at Allegiant Travel Company use a focused 
cost leadership strategy by using older planes and bare 
bones service to fly people to holiday destinations out of 
small cities that other carriers have abandoned or never 
served.

•	 Once business-level strategies are formulated, managers 
in functional departments devise functional-level strate-
gies to support them.
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local responsiveness or global standardization. Organizations that pursue further interna-
tional expansion must decide whether they want each global affiliate to act autonomously 
or if activities should be standardized and centralized across countries. This choice leads 
managers to select a basic strategy alternative, such as globalization versus multidomestic 
strategy. Some corporations may seek to achieve a degree of both global standardization 
and national responsiveness by using a transnational strategy. 

Globalization Strategy

When an organization chooses a globalization strategy, it means that product design 
and advertising strategies are standardized throughout the world. This approach is based 
on the assumption that a single global market exists for many consumer and industrial 
products. The theory is that people everywhere want to buy the same products and live the 
same way.50 The idea is that people everywhere want to eat McDonald’s hamburgers and 
use iPhones. A globalization strategy can help an organization reap efficiencies by stan-
dardizing product design and manufacturing, using common suppliers, introducing prod-
ucts around the world faster, coordinating prices, and eliminating overlapping facilities. For 
example, Gillette has large production facilities that use common suppliers and processes 
to manufacture razors and other products whose technical specifications are standardized 
around the world.51

Globalization enables marketing departments alone to save millions of dollars. One 
consumer products company reports that, for every country where the same commercial 
runs, the company saves $1 million to $2 million in production costs. More millions have 
been saved by standardizing the look and packaging of brands.52 Domino’s Pizza is using 
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SOURCES: Based on Michael A. Hitt, R. Duane Ireland, and Robert E. Hoskisson, Strategic Management: Competitiveness and 
Globalization (St. Paul, MN; West, 1995), p. 239; and Thomas M. Begley and David P. Boyd, “The Need for a Corporate Global 
Mindset,” MIT Sloan Management Review (Winter 2003): 25–32.

exhibit	     8.8       
Global Corporate Strategies

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Chapter 8  Strategy Formulation and Execution 271

a globalization strategy as it expands 
into emerging markets such as India, 
China, Russia, and Brazil. Although local 
franchisees can modify ingredients to 
suit local tastes, Domino’s managers say 
the strategy in emerging markets is “to go 
in there with a tried-and-true business 
model of delivery and carryout pizza that 
we deploy around the world.” Domino’s 
facilities, packaging, and marketing mate-
rials look essentially the same in Russia, 
India, or the United States.53

Multidomestic Strategy

When an organization chooses a multi- 
domestic strategy, it means that com-
petition in each country is handled 
independently of industry competition 
in other countries. Thus, a multinational 
company is present in many countries, 
but it encourages marketing, advertis-
ing, and product design to be modified 
and adapted to the specific needs of each 
country.54 Many companies reject the 
idea of a single global market. They have found that the French do not drink orange juice 
for breakfast, that laundry detergent is used to wash dishes in parts of Mexico, and that 
people in the Middle East prefer toothpaste that tastes spicy. Kraft Foods Inc. has intro-
duced new products, reformulated recipes, and redesigned packaging to suit local tastes 
in various countries. In China, for instance, Kraft cookie flavors include green tea, white 
birthday cake, mango, and mandarin orange; and Ritz crackers are offered in flavors such 
as “fantastic beef stew” and “very spicy chicken” and sold in portable, cuplike packages 
that resemble ramen-noodle containers.55 Service companies also have to consider their 
global strategy carefully. The 7-Eleven convenience store chain uses a multidomestic 
strategy because the product mix, advertising approach, and payment methods need to 
be tailored to the preferences, values, and government regulations in different parts of the 
world. For example, in Japan, customers like to use convenience stores to pay utility and 
other bills. 7-Eleven Japan responded by offering that as a service, as well as setting up 
a way for people to pick up and pay for purchases made over the Internet at their local 
7-Eleven store.56

Transnational Strategy

A transnational strategy seeks to achieve both global standardization and national 
responsiveness.57 A true transnational strategy is difficult to achieve, though, because one 
goal requires close global coordination while the other requires local flexibility. How-
ever, many industries are finding that, although increased competition means that they 
must achieve global efficiency, growing pressure to meet local needs demands national 
responsiveness.58 One company that effectively achieves both aspects of a transnational 
strategy is Coca-Cola. The giant soft drink company can attain efficiencies by manufactur-
ing, advertising, and distributing well-known brands such as Coke, Fanta, and Sprite on 
a global basis. However, CEO Muhtar Kent has pushed the company to expand beyond 

Concept Connection

Since first going international in 1971, Dallas-based Mary Kay Inc. has 
expanded to more than 30 markets on five continents. The company uses a 
multidomestic strategy that handles competition independently in each 
country. In China, for example, Mary Kay has developed products that appeal 
to the unique tastes and preferences of Chinese women. Under the direction 
of Mary Kay China president Paul Mak (center), the company is building a 
$25 million distribution center in Hangzhou, the first such location outside the 
United States. Within the next several years, China is poised to become Mary 
Kay’s biggest market, surpassing all others, including its home market.

A
P

 Im
ag

es
/R

O
N

 H
E

F
LI

N

Pl
an

ni
ng

3

P
l

a
n

n
in

g

3

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Part 3  Planning272

Strategy Execution
The final step in the strategic management process is strategy execution—how strategy is 
implemented or put into action. Many companies have file drawers full of winning strate-
gies, but they still struggle to succeed. Why? Practicing managers remind us that “strategy 
is easy, but execution is hard.”60 Indeed, many strategy experts agree that execution is the 
most important, yet the most difficult, part of strategic management.61 The Conference 
Board recently reported that 40 percent of all information technology (IT) development 
projects are canceled before they are completed, at a significant cost to organizations, and a 
primary factor explaining their failure is ineffective strategy execution.62 Based on surveys 
and research by McKinsey & Company, nearly 70 percent of all change programs and 
transformation efforts fail to achieve their intended results.63 Exhibit 8.9 illustrates the fac-
tors that make strategy execution so difficult. Note that the biggest barriers are related to 
the inability of people to adopt new behaviors rather than the lack of resources or planning.

No matter how brilliant the formulated strategy, the organization will not benefit if 
it is not skillfully executed. One key to effective strategy execution is embeddedness, 
which means there is a deep understanding and acceptance of organizational direction and  
purpose throughout the organization.64 When the strategy is embedded, everyone’s daily 
decisions and actions help move the firm in the right direction, toward achieving important 
goals. That is, everything is in alignment, so that all aspects of the organization are in con-
gruence with the strategy and every department and individual’s efforts are coordinated to-
ward accomplishing strategic goals. Grand goals have to be translated into a clear blueprint 
for execution, so that everyone’s actions are in line with managers’ strategic intentions.65 
Recall our discussion of strategy maps from the previous chapter. Just as managers make 

well-known brands and embrace local tastes. The company sells more than 400 different 
drinks globally. In Russia, for instance, Coca-Cola’s version of the traditional kvas is the 
fastest-growing soft drink.59 

Although most multinational companies want to achieve some degree of global stan-
dardization to hold costs down, even global products may require some customization to 
meet government regulations in various countries or some tailoring to fit consumer prefer-
ences. In addition, increased competition means many organizations need to take advan-
tage of global opportunities as well as respond to the heterogeneity of the international 
marketplace. 

•	 When formulating a strategy as the focus for global 
operations, managers face a dilemma between the 
need for global standardization and the need for local 
responsiveness.

•	 With a globalization strategy, product design and 
advertising are standardized throughout the world.

•	 A multidomestic strategy means that competition in 
each country is handled independently; product design 
and advertising are modified to suit the specific needs of 
individual countries.

•	 Kraft has reformulated its cookie and cracker  
recipes and redesigned its packaging to suit tastes in 
China.

•	 A transnational strategy is a strategy that combines 
global coordination to attain efficiency with local 
flexibility to meet needs in different countries.

•	 Most large companies use a combination of global strat-
egies to achieve global standardization and efficiency, as 
well as respond to local needs and preferences in various 
countries.

Remember This
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sure goals are in alignment, they check that all aspects of the organi-
zation are coordinated to be supportive of the strategies designed to 
achieve those goals.

Exhibit 8.10 illustrates the primary tools that managers use to 
implement strategy effectively: visible leadership, clear roles and ac-
countability, candid communication, and appropriate HR practices.66 

●● Visible leadership. The primary key to successful strategy execu-
tion is good leadership. Leadership is the ability to influence people 
to adopt the new behaviors needed for putting the strategy into 
action. Leaders actively use persuasion, motivation techniques, 
and cultural values that support the new strategy. They might 
make speeches to employees, build coalitions of people who sup-
port the new strategic direction, and persuade middle managers to 
go along with their vision for the company. Most important, they 
lead by example.67 Pixar, the animation studio, has a rule about 
leadership that supports its strategy of producing highly creative 
animated films: no studio executives. Pixar’s leaders are the creative artists, an approach 
that maintains a “film school without the teachers” culture that gives people maximum 
freedom to develop and pursue unique, innovative ideas. At Pixar, everyone, from jani-
tors to auditors, is encouraged to submit ideas for new films.68 

●● Clear roles and accountability. People need to understand how their individual actions 
can contribute to achieving the strategy. Trying to execute a strategy that conflicts with 
structural design, particularly in relation to managers’ roles, authority, and account-
ability, is a leading obstacle to putting strategy into action.69 To execute strategy effec-
tively, top executives clearly define roles and delegate authority to individuals and teams 
who are accountable for results. A lack of clear roles and accountability is partly to 
blame for the so-called London Whale debacle at JPMorgan Chase, which announced 
a multibillion-dollar loss in May 2012. Why did implementation of the company’s 

“If you want to build a 
ship, don’t drum up the 
men to gather wood, 
divide the work, and give 
orders. Instead, teach 
them to yearn for the vast 
and endless sea.”

—Antoine de Saint-Exupéry (1900–1944), 

Citadelle (The Wisdom of the Sands)

Employee resistance (39%)

Failed Execution (Reasons)Successful Execution

Manager behavior doesn’t
support new direction (33%)

Inadequate budget or
resources (14%)

Other barriers (14%)

(

SOURCE: Based on Scott Keller and Colin Price, Performance and Health: An Evidence-Based Approach to Transforming Your 
Organization (New York: Wiley 2011); and Homayoun Hatami, Sara Prince, and Maria Valdivieso de Uster, “Sales Growth 
Through Strategic Leadership,” Leader to Leader (Spring 2013): 57–62.

exhibit	     8.9       
Factors That Contribute 
to the Failure of Strategy 
Execution
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careful, low-risk trading strategy falter? Ina Drew, the senior banker who has been 
blamed for the problems, had won the complete trust of CEO Jamie Dimon after she 
steered the company through the 2008 financial crisis. However, Drew was out of the 
office a great deal of time due to illness beginning in 2010, and long-simmering con-
flicts and divisions over roles and responsibilities emerged. Drew’s deputy in New York, 
Althea Duersten, disagreed with the risky, outsized bets being made by Achilles  
Macris, the deputy in London, but the London deputy used his stronger personality 
to shout down Duersten’s objections and gain more power. “It felt like there was a land 
grab where no one was pushing back because Althea and Achilles both wanted more 
responsibility,” a former trader said. Another trader underscored the lack of clear roles 
when he said that he “didn’t know who to listen to.”70

●● Candid communication. Managers openly and avidly promote their strategic ideas, but 
they also listen to others and encourage disagreement and debate. They create a cul-
ture based on openness and honesty, which encourages teamwork and collaboration 
across hierarchical and departmental boundaries. Candid communication supports the 
cascading of the strategy from the top to the bottom of the organization. When every-
one feels free to be open and speak frankly, more people get involved in discussing the 
strategy so that ideas get debated, adapted, and acted upon more quickly.71 Effective 
strategy execution also requires candid communication with shareholders, customers, 
and other stakeholders. Sergey Brin and Larry Page, the founders of Google, take turns 
writing a direct and open letter to shareholders each year. The original letter written for 
the initial public offering (IPO) makes clear that Google wouldn’t try to “smooth out” 
its quarterly results, as some publicly traded companies do.72

●● Appropriate HR practices. The organization’s human resources are its employees. The 
HR function recruits, selects, trains, compensates, transfers, promotes, and lays off 

PerformanceStrategy

Candid Communication

  Open lines of communication
    Encourage debate
    Be honest

Human Resources

  Recruit employees

   Manage transfers
    and promotions

  Provide training

Clear Roles and Accountability

  Delegate authority 
    and responsibility

  De�ne roles

  De�ne measures and metrics

Visible Leadership
    Motivate people
    Shape culture and values

  Model desired behaviors

exhibit	      8.10      Tools for Putting Strategy into Action

SOURCES: Based on Jay R. Galbraith and Robert K. Kazanjian. Strategy Implementation: Structure, Systems, and Process, 2d ed. (Cincinnati, OH: South-Western, Cengage 
Learning, 1986); Lawrence G. Hrebiniak, Making Strategy Work: Leading Effective Execution and Change (Upper Saddle River, NJ: Wharton School Publishing/Pearson 
Education Inc., 2005); and Eric Beaudan, “Creative Execution,” Ivey Business Journal (March–April 2010), www.iveybusinessjournal.com/article.asp?intArticle_ID=891 
(accessed March 26, 2010).
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employees to achieve strategic goals. Managers make sure that HR practices are aligned 
with the strategy. Changes in HR practices are crucial to the execution of Microsoft’s  
new strategy of selling directly to consumers as it refashions its software for the  
mobile-device era. The company is more than doubling the number of its own retail 
locations, often opening in malls near stores owned by rival Apple. Microsoft and 
partner Intel have trained hundreds of thousands of Microsoft employees, as well 
as employees at Best Buy and other retailers, so that they know how computers and 
other devices should be displayed, pitched, and explained to shoppers.73 

•	 Even the most creative strategies have no value if they 
cannot be translated into action.

•	 Execution is the most important, but also the most 
difficult, part of strategy.

•	 One key to effective execution is embeddedness, which 
means that there is a deep understanding and acceptance 
of organizational direction and purpose throughout the 
organization.

•	 With embeddedness, all aspects of the organization are 
in alignment and moving in the same direction to sup-
port strategic intent.

•	 Managers use visible leadership, clear roles and account-
ability, candid communication, and appropriate HR 
practices to execute strategy effectively.

•	 Microsoft is training hundreds of thousands of em-
ployees to work in retail stores to showcase and explain 
products that feature the company’s new software.

Remember This

Ch8	 Discussion Questions

  1.	 Based on your knowledge of the following companies, 
how effective would you say any one of the following 
acquisitions were in terms of creating synergy?

	 a) � Microsoft’s purchase of Nokia’s mobile handset and 
services business

	 b) � Google’s purchase of YouTube
	 c) � PepsiCo’s purchase of Frito-Lay
	 d) � Kroger’s purchase of Harris Teeter Supermarkets
	 e) � InBev’s acquisition of Budweiser
  2.	 How might a corporate management team go about 

determining whether the company should diversify? 
What factors should they consider? What kinds of 
information should they collect?

  3.	 You are a middle manager helping to implement a new 
corporate cost-cutting strategy, and you’re meeting 
skepticism, resistance, and in some cases, outright hos-
tility from your subordinates. In what ways might you 
or the company have been able to avoid this situation? 
Where do you go from here?

  4.	 Netflix has successfully adapted to a number of 
challenges in its industry. What do you see as some 
emerging opportunities and threats for the company?

  5.	 Fortune magazine and the Hay Group found that a 
clear, stable strategy is one of the defining character-
istics of companies on the list of “The World’s Most 
Admired Companies.” Why might this be the case?

  6.	 Using Porter’s competitive strategies, how would  
you describe the strategies of Walmart, Macy’s, and 
Target?

  7.	 Walt Disney Company has four major strategic busi-
ness units: movies (including Pixar and Touchstone), 
theme parks (Walt Disney World and Disneyland), 
consumer products (the Disney Store), and television 
(the ABC/Disney Television Group and ESPN). Place 
each of these SBUs on the BCG matrix based on your 
knowledge of them.

  8.	 As an administrator for a medium-sized hospital, you 
and the board of directors have decided to change to 
a drug dependency hospital from a short-term, acute-
care facility. How would you go about executing this 
strategy?

  9.	 Harley-Davidson, which once boasted that it made “big 
toys for big boys,” is trying to lure more women to the 
brand to make up for declining sales in a slow economy. 
How do you think this move will complement or 
confound the company’s differentiation strategy, which 
has long been based on a macho image?

10.	 If you are the CEO of a global company, how might 
you determine whether a globalization, multidomestic, 
or transnational strategy would work best for your 
enterprise? What factors would influence your 
decision? 
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Ch8	 Apply Your Skills: Experiential Exercise
Strategic Thinking Blueprints74 
Strategic thinking involves a mental blueprint that includes 
a desired future, ways to achieve that future, and specific 
actions needed to arrive at that future. The strategic think-
ing blueprint can apply to a company, a department, or an 

individual. Strategic thinking can be developed through 
work experiences in addition to formal study. Please mark 
Mostly True or Mostly False based on whether you have 
experienced each of the following work situations. 

	  Mostly	 Mostly 
	     True	    False
  1.	 Participated in organizational strategic planning	 ______� ______
  2.	 Started a major organizational project or initiative	 ______� ______
  3.	 Been responsible for periodically monitoring performance indicators 	 ______� ______
  4.	 Been challenged by a colleague on my thinking or plan 	 ______� ______
  5.	 Learned from colleagues about practices outside my organization 	 ______� ______
  6.	 Been mentored on strategic thinking or planning 	 ______� ______
  7.	 Handled a substantial threat to organizational (or work unit) survival	 ______� ______
  8.	 Served as a general manager (such as CEO) of an organization 	 ______� ______
  9.	 Attended industry conferences 	 ______� ______
10. Read professional journals	 ______� ______

Scoring and Interpretation
The first eight items here are listed in descending order of 
frequency of work experiences that contributed to the stra-
tegic thinking ability of 207 managers. (Item 1 was experi-
enced most often, item 8 least often.) Items 8, 7, and 2 had 
the most impact on strategic thinking when experienced, 
and the other items were important, but somewhat less so. 
Items 9 and 10 were educational experiences that were con-
sidered valuable, but a little less important than the work 
experiences. If you checked Mostly True for four or more 
items, you have a good start on strategic thinking. If you 

scored 8 or more, you should be a true strategic thinker. 
You can involve yourself in additional strategic work expe-
riences to develop your mind’s ability to develop and imple-
ment strategic blueprints.

Why do you think items 8, 7, and 2 have the most 
impact on developing strategic thinking? Why do you 
think direct experiences with strategic planning were more 
important than the educational experiences in items 9 and 
10? Discuss your answers with other students as directed 
by your instructor.

Ch8	 Apply Your Skills: Small Group Breakout
SWOT Analysis75

Step 1.  In a group of three to five students, select a local 
eating establishment for a SWOT analysis. This could be a 
restaurant, an ice cream store, or a bakery with which your 
group is familiar.
Step 2.  Write a statement of what you perceive to be the 
business’s current strategy.
Step 3.  What do you perceive to be the key strengths 
and weaknesses of this business from a customer’s 
perspective? Make one list for strengths and another list 
for weaknesses.
Step 4.  What do you perceive to be potential opportuni-
ties and threats for this business? Make one list for oppor-
tunities and another for threats.

Step 5.  If the store manager or owner is available, 
interview the person for his or her perception of strategy 
strengths, weaknesses, opportunities, and threats. Add new 
items to your lists.
Step 6.  Use your SWOT analysis findings to set a  
goal of where this business could be in two years in  
terms of growth, size, new offerings, or expanded  
customer base. What steps do you recommend to achieve 
this goal? 
Step 7.  How did your SWOT analysis help you 
determine the goal and how to accomplish it during the 
next two years? What did you learn from this exercise?
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Ch8	 Apply Your Skills: Ethical Dilemma
The Spitzer Group76

Irving Silberstein, marketing director for the Spitzer 
Group, a growing regional marketing and corporate com-
munications firm, was hard at work on an exciting project. 
He was designing Spitzer’s first word-of-mouth campaign 
for an important client, a manufacturer of beauty products.

In a matter of just a few years, word-of-mouth advertising 
campaigns morphed from a small fringe specialty to a main-
stream marketing technique embraced by no less than con-
sumer products giant Procter & Gamble (P&G). The basic 
idea was simple, really. You harnessed the power of existing 
social networks to sell your products and services. The place 
to start, Irving knew, was to take a close look at how P&G’s 
in-house unit, Vocalpoint, conducted its highly successful 
campaigns, both for its own products and those of its clients.

Because women were key purchasers of P&G consumer 
products, Vocalpoint focused on recruiting mothers with 
extensive social networks, participants known internally by 
the somewhat awkward term connectors. The Vocalpoint 
Web page took care to emphasize that participants were 
members of an “exclusive” community of moms who exerted 
significant influence on P&G and other major companies. 
Vocalpoint not only sent the women new product samples 
and solicited their opinions, but it also carefully tailored its 
pitch to the group’s interests and preoccupations so that the 
women would want to tell their friends about a product. 
For example, it described a new dishwashing foam that was 
so much fun to use, kids would actually volunteer to clean 
up the kitchen (music to any mother’s ears). P&G then 
furnished the mothers with coupons to hand out if they 
wished. It was all voluntary, P&G pointed out. According 
to a company press release issued shortly before Vocalpoint 
went national in early 2006, members “are never obligated 
to do or say anything.”

One of the things Vocalpoint members weren’t obligated 
to say, Irving knew, was that the women were essentially un-
paid participants in a P&G-sponsored marketing program. 
When asked about the policy, Vocalpoint CEO Steve Reed 
replied, “We have a deeply held belief you don’t tell the con-
sumer what to say.” However, skeptical observers speculated 
that what the company really feared was that the women’s 
credibility might be affected adversely if their Vocalpoint af-
filiation were known. Nondisclosure really amounted to lying 
for financial gain, Vocalpoint’s critics argued, and furthermore, 
the whole campaign shamelessly exploited personal relation-
ships for commercial purposes. Others thought the critics 
were making mountains out of molehills. P&G wasn’t for-
bidding participants from disclosing their ties to Vocalpoint 
and P&G. And the fact that they weren’t paid meant that the 
women had no vested interest in endorsing the products.

So, as Irving designs the word-of-mouth campaign for 
his agency’s client, just how far should he emulate the com-
pany that even its detractors acknowledge is a master of the 
technique?

What Would You Do?

1.	 Don’t require Spitzer “connectors” to reveal their affili-
ation with the corporate word-of-mouth marketing 
campaign. They don’t have to recommend a product 
they don’t believe in.

2.	 Require that Spitzer participants reveal their ties to the 
corporate marketing program right up front before they 
make a recommendation.

3.	 Instruct Spitzer participants to reveal their participa-
tion in the corporate marketing program only if directly 
asked by the person they are talking to about the 
client’s products.

Ch8	 Apply Your Skills: Case for Critical Analysis
Costco: A Different Path77

In 2010, Costco’s reputation for rock-bottom pricing and 
razor-thin profit margins helped the company maintain its 
position as the nation’s fourth-largest retailer and the No. 1 
membership warehouse retailer, with 572 stores (425 in the 
United States), 142,000 employees, and 55 million members. 
Sales reached $76 billion, up 9.1 percent, reflecting, in part, 
a unique corporate culture that doesn’t just pay lip service 
to the value of its employees, but maintains a reputation for 
honoring that value.

CEO Craig Jelinek, successor to founder and longtime 
CEO James Sinegal, believes that the secret to Costco’s 
success lies in the many ways the company overturns 
conventional wisdom. Despite Wall Street criticism, the 
company is devoted to a well-compensated workforce 
and scoffs at the notion of sacrificing the well-being of its 
employees for the sake of profits. Average hourly wages of 

around $20 smash those of competitors ($10–$11.50 per 
hour). Costco’s competitors attempt to improve profits and 
shareholder earnings by keeping wages and benefits low. As 
a result, Costco enjoys a reputation of having a loyal, highly 
productive workforce, and store openings attract thousands 
of high-quality applicants.

Jelinek is a no-nonsense CEO whose annual salary 
($650,000) is a fraction of the traditional pay for large corpo-
rate executives and dramatizes an organizational culture that 
attempts to minimize disparity between management and 
workers. Luxury corporate offices are out of the question. It 
is the “in the trenches together” mind-set that defines Costco’s 
corporate culture, contributing to a level of mutual support, 
teamwork, empowerment, and rapid response that can be ac-
tivated for confronting any situation. A dramatic example oc-
curred when employees instantly created a Costco emergency 
brigade, armed with forklifts and fire extinguishers, whose 
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members organized themselves and rushed to offer first aid 
and rescue trapped passengers following the wreck of a com-
muter train behind a California warehouse store. 

Whether attracting employees or customers, the need 
for public relations or advertising is nonexistent at Costco. 
Sinegal told a reporter for ABC News that the company 
doesn’t spend a dime on advertising, with over 140,000 en-
thusiastic employee ambassadors spreading the word about 
Costco to friends and neighbors.

Equal care has been given to organizational design. 
Jelinek’s belief in a “flat, fast, and flexible” organization en-
courages delegation of great authority to local warehouse 
managers who have the freedom and authority to make 
quick, independent decisions that suit the local needs of cus-
tomers and employees. Moreover, Costco’s new store location 
efforts seek “fit” between the organization and the community 
that it serves. Typical suburban locations emphasize the bulk 
shopping needs of families and small businesses, and Costco 
has extended its own private label, Kirkland Signature. The 
private label provides additional savings of up to 20 percent 
off of products produced by top manufacturers, such as tires 
made by Michelin specifically for the Kirkland label. 

The rapid expansion from having one store in Seattle to 
becoming America’s warehouse club leader and a top global 
retailer has come with its share of growing pains, as the or-
ganization attempts to adapt to its various environments. In 
the face of rapid growth, Costco management has come up 
against a myriad of new problems ranging from complaints 
of a lack of notification for management job openings to 
persistent complaints of a glass ceiling, providing few op-
portunities for the advancement of women within the orga-
nization. In response, the company has instituted online job 
postings, automated recruiting, the use of an outside vendor 
for hiring, and a recommitment to equity in promotion.

International issues are often more complex and often 
run up against local needs and perceptions. For example, 

efforts to expand into Cuernavaca, Mexico, were viewed 
from the company perspective as a win-win situation, 
opening a new market and also providing jobs and high-
quality, low-priced items for area shoppers. When the site 
of a dilapidated casino became available, Costco moved 
quickly, but suddenly found itself facing charges of cultural 
insensitivity in Mexico. Accusations that Costco was going 
to build a parking lot on land in Cuernavaca with signifi-
cant artistic and national heritage led to negotiations under 
which the company set aside millions of dollars to preserve 
the landscape, restore murals, and work alongside city 
planners and representatives of the Institute of Fine Arts 
and Literature in Mexico City in the construction of a new, 
state-of-the-art cultural center and museum.

Indications are bright for Costco’s future. New CEO 
Jelinek believes in maintaining the modest levels of compen-
sation for top management and the company’s above-average 
wages and benefits for employees. But questions loom on 
the horizon: How will increased globalization alter the 
strong corporate culture? Will Costco be able to maintain 
and expand its loyal customer base in the face of shifting 
consumer interests, as reflected in the decline of shopper 
traffic in physical stores and increased sales via the internet?

Questions

1.	 Have you shopped at a Costco store? How do you 
think a Costco store compares to Sam’s Club, Target, or 
Walmart stores? What do you value most when select-
ing a low-priced store at which to shop?

2.	 With respect to competitive strategy, identify and 
evaluate Costco’s target customers, its core competence, 
and how it builds synergy and delivers value.

3.	 Would you rate Costco’s competitive strategy as pursu-
ing differentiation, cost leadership, focus, or some com-
bination? Why? 

Ch8	 On the Job Video Cases

On the Job: Theo Chocolate: Strategy Formulation and Execution
Questions

1.	 Evaluate Theo’s new strategy in light of the company’s 
strengths, weaknesses, opportunities, and threats.

2.	 Using the BCG matrix, explain Theo’s decision to offer 
a classic line of chocolate bars after having limited suc-
cess with Fantasy Flavor chocolates.

3.	 Which of the three competitive strategies—
differentiation, cost leadership, or focus—do you  
think is right for Theo Chocolate? Explain. 
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After studying this chapter, you should be able to:

	 1.	 Explain why decision making is an important component of good 
management.

	 2.	 Compare and contrast programmed and nonprogrammed decisions, 
and describe the decision characteristics of certainty and uncertainty.

	 3.	 Compare the ideal, rational model of decision making to the political 
model of decision making.

	 4.	 Explain the process by which managers actually make decisions in the 
real world.

	 5.	 Summarize the six steps used in managerial decision making.

	 6.	 Describe four personal decision styles used by managers.

	 7.	 Identify the biases that frequently cause managers to make bad 
decisions.

	 8.	 Explain innovative techniques for decision making, including brain-
storming, evidence-based management, and after-action reviews.

How Do You Make Decisions?
Types of Decisions and Problems

Programmed and Nonprogrammed 
Decisions

Facing Uncertainty and Ambiguity

Decision-Making Models
The Ideal, Rational Model
How Managers Actually Make Decisions
The Political Model

New Manager Self-Test: Making  
Important Decisions
Decision-Making Steps

Recognition of Decision Requirement
Diagnosis and Analysis of Causes
Development of Alternatives
Selection of the Desired Alternative
Implementation of the Chosen Alternative
Evaluation and Feedback

Personal Decision Framework
Why Do Managers Make Bad Decisions?
Innovative Decision Making

Start with Brainstorming
Use Hard Evidence
Engage in Rigorous Debate
Avoid Groupthink
Know When to Bail
Do a Postmortem

Managerial Decision Making

3Part

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



283

Or
ga

ni
zi

ng
In

t
r

o
d

u
c

t
io

n

1

E
n

v
ir

o
n

m
e

n
t

2

O
r

g
a

n
iz

in
g

4

L
e

a
d

in
g

5

C
o

n
t

r
o

lli


n
g

6

P
l

a
n

n
in

g

3

Hot
TopicThis was bad decisions piled on top of each other,” said Gary Brown, the Detroit City 

Council president pro tem in March 2013, a few months before Detroit became 
the largest U.S. city ever to file for bankruptcy. True, city managers didn’t have 

much control over the loss of jobs in the auto industry, which had once made Detroit one 
of the nation’s largest and most vibrant cities. However, an in-depth analysis of the mess 
in Detroit reveals a pattern of bad decisions extending back decades. For example, when 
Detroit’s population and property values declined in the 1960s, city leaders decided to keep 
adding workers to the payroll. The city didn’t make the decision to start seriously down-
sizing and cutting expenses until the last decade before the bankruptcy. In addition, when 
temporary prosperity returned after a decline in the 1960s, leaders failed to take advantage 
of it by investing in new technology that could improve efficiency and productivity. For in-
stance, the team reviewing the city’s problems found that in some departments, the records 
were “basically stuff written on index cards.” No one could tell the team how many police 
officers were patrolling the streets or what the details of the department’s budget were. 

“

Scoring and Interpretation:  All nine items in the list reflect appropriate decision-making behavior, but 
items 1–4 are more typical of new managers. Items 5–8 are typical of successful senior-manager 
decision making. Item 9 is considered part of good decision making at all levels. If you checked Mostly 
True for three or four of items 1–4 and 9, consider yourself typical of a new manager. If you checked 
Mostly True for three or four of items 5–8 and 9, you are using behavior consistent with top managers. 
If you checked a similar number of both sets of items, your behavior is probably flexible and balanced.

New managers typically use a different decision behavior than seasoned executives. The decision 
behavior of a successful CEO may be almost the opposite of a first-level supervisor. The difference is 
due partly to the types of decisions and partly to learning what works at each level. New managers 
often start out with a more directive, decisive, command-oriented behavior to establish their standing 
and decisiveness and gradually move toward more openness, diversity of viewpoints, and interactions 
with others as they move up the hierarchy.

Mostly True Mostly False

  1.	 I like to decide quickly and move on to the next thing. __________ __________

  2.	 I would use my authority to make a decision if I’m certain I am right. __________ __________

  3.	 I appreciate decisiveness. __________ __________

  4.	 There is usually one correct solution to a problem. __________ __________

  5.	 I identify everyone who needs to be involved in the decision. __________ __________

  6.	 I explicitly seek conflicting perspectives. __________ __________

  7.	 I use discussion strategies to reach a solution. __________ __________

  8.	 I look for different meanings when faced with a great deal of data. __________ __________

  9.	 I take time to reason things through and use systematic logic. __________ __________

How Do You Make Decisions?
Instructions:  Most of us make decisions automatically, without realizing that people have diverse decision-

making behaviors, which they bring to management positions.1 Think back to how you make 
decisions in your personal, student, or work life, especially where other people are involved. Please 
answer whether each of the following items is Mostly True or Mostly False for you.
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The crisis for Detroit has been years of poor decision making, and there will be no easy 
fixes. However, leaders and demoralized residents hope that bankruptcy and emergency 
management will finally lead to the right decisions that can overhaul the out-of-control 
city systems and services, pay off the overwhelming debts, and give Detroit a fresh start.2

Welcome to the world of managerial decision making. Every organization, whether it 
is General Motors (GM), Apple, the American Red Cross, or the city of Detroit, grows, 
prospers, or fails as a result of decisions made by its managers. Yet decision making, par-
ticularly in relation to complex problems, is not always easy. It is easy to look back and 
identify flawed decisions, as a team at the Detroit Free Press did by examining 10,000 pages 
of documents covering a period of 50 years and interviewing current and former city lead-
ers and employees. But managers frequently make decisions amid ever-changing factors, 
unclear information, and conflicting points of view. Managers can sometimes make the 
wrong decision, even when their intentions are right.

The business world is full of evidence of both good and bad decisions. YouTube was 
once referred to as “Google’s Folly,” but decisions made by the video platform’s managers 
have more than justified the $1.65 billion that Google paid for it and turned YouTube 
into a highly admired company that is redefining the entertainment industry.3 On the 
other hand, Caterpillar’s decision to purchase China’s ERA Mining Machinery Ltd. hasn’t 
worked out so well. After paying $700 million for the deal, Caterpillar managers said less 
than a year later that they would write down ERA’s value by $580 million. The company 
blamed deliberate accounting misconduct that was designed to overstate profits at the 
firm’s mine-safety equipment unit.4

Good decision making is a vital part of good management because decisions deter-
mine how the organization solves problems, allocates resources, and accomplishes its goals. 
This chapter describes decision making in detail. First, we examine decision characteristics. 
Then we look at decision-making models and the steps that executives should take when 
making important decisions. The chapter also explores some biases that can cause man-
agers to make bad decisions. Finally, we examine some specific techniques for innovative 
decision making in today’s fast-changing environment.

Types of Decisions and Problems
A decision is a choice made from available alternatives. For example, an accounting manager’s  
selection among Colin, Tasha, and Carlos for the position of junior auditor is a decision. 

Many people assume that making a choice is the major part of decision making, but it 
is only a part of it.

Decision making is the process of identifying problems and opportunities and 
then resolving them. Decision making involves effort both before and after the actual 
choice. Thus, the decision of whether to select Colin, Tasha, or Carlos requires the 
accounting manager to ascertain whether a new junior auditor is needed, determine 
the availability of potential job candidates, interview candidates to acquire necessary 
information, select one candidate, and follow up with the socialization of the new 
employee into the organization to ensure the decision’s success.

Programmed and Nonprogrammed Decisions

Management decisions typically fall into one of two categories: programmed and nonpro-
grammed. Programmed decisions involve situations that have occurred often enough 
to enable decision rules to be developed and applied in the future.5 Programmed deci-
sions are made in response to recurring organizational problems. The decision to reorder 
paper and other office supplies when inventories drop to a certain level is a programmed 

Go to the “Ethical 
Dilemma” on 
page 311, which 
pertains to making 
nonprogrammed 
decisions.
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decision. Other programmed decisions concern the types of skills required to fill certain 
jobs, the reorder point for manufacturing inventory, and selection of freight routes for 
product deliveries. Once managers formulate decision rules, subordinates and others can 
make the decision, freeing managers for other tasks. For example, when staffing ban-
quets, many hotels use a rule that specifies having one server per 30 guests for a sit-down 
function and one server per 20 guests for a buffet.6

Nonprogrammed decisions are 
made in response to situations that 
are unique, are poorly defined and 
largely unstructured, and have im-
portant consequences for the orga-
nization. Perhaps one of the greatest 
nonprogrammed decisions of all time 
was Boeing’s decision to build the 
707. During World War II, the B52 
bomber had shown that Boeing had 
“the right stuff ” for building jet air-
craft, but no one had considered that 
the airlines would even be interested 
in buying jets. Converting to jet tech-
nology would be massively expen-
sive for the airlines. Boeing’s CEO, 
Bill Allen, had to decide whether to 
stick with the defense products that 
the company knew best or follow his 
conviction that the real growth would 
be in the civilian sector. In 1952, 
he asked Boeing’s board to invest  
$16 million in building the world’s 
first transatlantic commercial jetliner. 

Green Power
Revitalizing Small Farms

PepsiCo executives discovered for themselves that 
sustainability decisions can be observed and mea-
sured in the lives of individuals. Management’s deci-
sion to launch a pilot project cutting the middleman 
from the supply chain for Sabritas, its Mexican line 
of snacks, by initiating direct purchase of corn from 
300 small farmers in Mexico brought unimagined 
benefits.

The decision resulted in visible, measureable 
outcomes, including lower transportation costs and 
a stronger relationship with small farmers, who 
were able to develop pride and a businesslike ap-
proach to farming. The arrangement with PepsiCo 

gave farmers a financial edge in securing much-
needed credit for purchasing equipment, fertil-
izer, and other necessities, resulting in higher crop 
yields. New levels of financial security also reduced 
the once-rampant and highly dangerous treks back 
and forth across the U.S. border that farmers made 
at great personal risk as they sought ways to sup-
port their families. Within three years, PepsiCo’s 
pilot program was expanded to 850 farmers. 

Source: Stephanie Strom, “For Pepsi, a Business Decision with Social Benefits,” 
The New York Times, February 21, 2011, www.nytimes.com/2011/02/22 
/business/global/22pepsi.html?pagewanted=all (accessed August 2, 2012).
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Concept Connection
Having filled in for Steve Jobs 
during three medical leaves, 
COO Tim Cook was ready and 
able to take the helm of Apple 
when Jobs had to step down 
shortly before his death in 2011. 
The choice of Cook as the new 
CEO was a nonprogrammed 
decision that had been made 
well in advance, giving Cook some 
time to prepare for a seamless 
transition to his new role. Since 
then, investors, employees, and 
customers alike seem impressed 
with his abilities and generally 
happy with his performance.
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By the time the 707 rolled off the production line, Boeing had invested $185 million in 
it—that was $36 million more than Boeing’s net worth the previous year. Essentially, Allen 
was betting the company’s future, and it paid off. The 707 changed the course of history for 
Boeing and altered the course of the entire industry.7

Another good example of a nonprogrammed decision comes from Priceline.

Innovative  
Way

Priceline

Anyone who has turned on a television in recent years has probably seen William Shatner 
as the “Priceline Negotiator,” the charming but sometimes obnoxious pitchman for the 
world’s leading stand-alone online travel agency. But the brains behind the company’s out-
standing performance is its low-key CEO, Jeffery Boyd, who took the company from a loss of  
$19 million in 2002 to a profit of $1.1 billion in 2011.

Boyd’s turnaround of Priceline involved a number of nonprogrammed decisions. One 
early decision was to shut down all the nontravel-related businesses that the Priceline 
founder had expanded into (“Name your own price” gas fill-ups, insurance, mortgages, and 
so forth). Then Boyd decided to shift resources from airfares to focus primarily on hotel 
bookings. The strategic decision to acquire two European hotel reservation sites, the United 
Kingdom’s Active Hotels and Amsterdam-based Booking.com, sent Priceline’s growth soaring.  
“It would be tough to argue that there’s been a better acquisition in Internet history,” said 
Thomas White, an analyst at Macquarie Securities, of the Booking.com acquisition. Today,  
60 percent of Priceline’s revenues come from overseas, where Europeans typically have twice 
as many vacation days and also take a lot of short “city breaks.” 

Managers are now focusing on growth opportunities in Asia and South America, so more 
acquisitions may be in the company’s future. The “Priceline Negotiator” plunged off a bridge 
in a doomed travel bus in a television commercial, but he was later found alive and well, giving 
people new ways to save money on their business and holiday travel.8

Many nonprogrammed decisions, such as the ones at Priceline and Boeing, are related 
to strategic planning because uncertainty is great and decisions are complex. Decisions to 
develop a new product or service, acquire a company, build a new factory, enter a new geo-
graphical market, or relocate headquarters to another city are all nonprogrammed decisions.

Facing Uncertainty and Ambiguity

One primary difference between programmed and nonprogrammed decisions relates 
to the degree of uncertainty, risk, or ambiguity that managers deal with in making the 
decision. In a perfect world, managers would have all the information necessary for 
making decisions. In reality, however, some things are unknowable; thus, some deci-
sions will fail to solve the problem or attain the desired outcome. Managers try to 
obtain information about decision alternatives that will reduce decision uncertainty. 
Every decision situation can be organized on a scale according to the availability of 
information and the possibility of failure. The four positions on the scale are certainty, 
risk, uncertainty, and ambiguity, as illustrated in Exhibit 9.1. Whereas programmed 
decisions can be made in situations involving certainty, many situations that managers 
deal with every day involve at least some degree of uncertainty and require nonpro-
grammed decision making. 

Certainty
Certainty means that all the information the decision maker needs is fully available.9 
Managers have information on operating conditions, resource costs, or constraints and 
each course of action and possible outcome. For example, if a company considers a 
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$10,000 investment in new equipment that it knows for certain will yield $4,000 in 
cost savings per year over the next five years, managers can calculate a before-tax rate 
of return of about 40 percent. If managers compare this investment with one that will 
yield only $3,000 per year in cost savings, they can confidently select the 40 percent 
return. However, few decisions are certain in the real world. Most contain risk or 
uncertainty.

Risk
Risk means that a decision has clear-cut goals and that good information is available, but 
the future outcomes associated with each alternative are subject to some chance of loss or 
failure. However, enough information is 
available to estimate the probability of a 
successful outcome versus failure.10 Some 
financial services managers have become 
highly risk-averse because of losses that 
their portfolios sustained during the 
downturn. The CEO of one financial 
services firm began calling his portfolio 
managers the “walking wounded” be-
cause they became so afraid to take even 
ordinary risks with investments. Top ex-
ecutives hired consultants from Decision 
Strategies International, a firm that helps 
managers and employees feel more com-
fortable taking balanced risks. “You can’t 
just avoid all risk, because it will lead to 
entropy,” said Steve Krupp, CEO of De-
cision Strategies.11 For specific decisions, 
managers sometimes use computerized 
statistical analysis to calculate the prob-
abilities of success or failure for each 
alternative. For example, executives at fast 
food chains such as Subway, Wendy’s, or 

Problem
Solution

Certainty

Programmed
Decisions

Nonprogrammed
Decisions

Possibility of FailureLow High

Risk Uncertainty AmbiguityCertainty

Possibility of FailureLow High

Risk Uncertainty Ambiguity

Programmed
Decisions

Nonprogrammed
Decisions

Organizational
Problem

Concept Connection

Uncertainty is a standard feature in the life of any farmer. Changing weather 
patterns and unexpected events, like droughts or unseasonable storms, can 
have devastating effects on crops that no amount of planning can prevent. 
Yet, despite these unforeseeable situations, farmers must make decisions and 
continue to operate based on assumptions and expectations.
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exhibit	     9.1       
Conditions That Affect the 
Possibility of Decision Failure
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Hot
Topic

McDonald’s can analyze potential customer demographics, traffic patterns, supply logistics, 
and competition, and come up with a reasonably good idea of how successful a restaurant 
would be in each location being considered.12

Uncertainty
Uncertainty means that managers know which goals they wish to achieve, but informa-
tion about alternatives and future events is incomplete. Factors that may affect a decision, 
such as price, production costs, volume, or future interest rates, are difficult to analyze 
and predict. Managers may have to make assumptions from which to forge the decision, 
even though it will be wrong if the assumptions are incorrect. Former U.S. treasury secre-
tary Robert Rubin defined uncertainty as a situation in which even a good decision might 
produce a bad outcome.13 Managers face uncertainty every day. Many problems have no 
clear-cut solution, but managers rely on creativity, judgment, intuition, and experience to 
craft a response.

Consider the uncertainty faced by managers in the movie industry. Disney’s Oz the Great 
and Powerful cost about $325 million to make and market, but the gamble in putting out a 
prequel to the beloved 1939 musical The Wizard of Oz paid off, bringing in $150 million  
in revenues on its opening weekend and eventually grossing $495 million. Even though 
Disney managers did a cost-benefit analysis, there was tremendous uncertainty about how 
viewers would feel about a new twist on such well-known material.14 Many films made 
today don’t even break even, which reflects the tremendous uncertainty in the industry. 
What do people want to see this summer? Will comic book heroes, vampires, or aliens be 
popular? Will animated films, disaster epics, classics, or romantic comedies attract larger 
audiences? The interests and preferences of moviegoers are extremely difficult to predict. 
Moreover, it is hard for managers to understand even after the fact what made a particular 
movie a hit: Was it because of the storyline, the actors in starring roles, the director, the 
release time? All of those things? Or none of them? The Lone Ranger, another Disney 
film on a familiar theme (based on a 1950s-era TV show), topped one analyst’s list of the  
50 biggest box office bombs, even with Johnny Depp staring as Tonto. Despite the uncer-
tainty, managers in the big Hollywood studios make relatively good decisions overall, and 
one big hit can pay for a lot of flops.15

Ambiguity and Conflict
Ambiguity is by far the most difficult decision situation. Ambiguity means that the goals 
to be achieved or the problem to be solved is unclear, alternatives are difficult to define, and 
information about outcomes is unavailable.16 Ambiguity is what students would feel if an 
instructor created student groups and told each group to complete a project, but gave the 
groups no topic, direction, or guidelines whatsoever. In some situations, managers involved 
in a decision create ambiguity because they see things differently and disagree about what 
they want. Managers in different departments often have different priorities and goals for 
the decision, which can lead to conflicts over decision alternatives.

A highly ambiguous situation can create what is sometimes called a wicked deci-
sion problem. Wicked decisions are associated with conflicts over goals and decision 
alternatives, rapidly changing circumstances, fuzzy information, unclear links among 
decision elements, and the inability to evaluate whether a proposed solution will work. 
For wicked problems, there often is no “right” answer.17 Managers have a difficult time 
coming to grips with the issues and must conjure up reasonable scenarios in the absence 
of clear information. Retailers such as H&M and Walmart faced a wicked decision 
problem after a series of deadly fires and a factory collapse in Bangladesh that killed 
more than 1,100 workers making garments for their stores. The incidents set off pub-
lic outrage, requiring that retailers respond. Walmart managers eventually decided to 
publicly blacklist about 250 Bangladesh suppliers found to have safety problems, while 
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H&M managers decided they would stay with their suppliers and help them improve 
conditions. Neither decision will fix the deeper wicked problem. Almost all apparel and 
many other consumer goods are made in overseas factories in places like Bangladesh, 
Cambodia, and Thailand, and safety concerns and poor working conditions exist in 
many of them. Moreover, the global supply chain is so broad and diffuse that a single 
product might involve supplies and labor from several countries. Managers have a hard 
time even determining which factories and suppliers they are really using, and even 
when they do know, it is difficult to police every aspect of the suppliers’ operations.18

•	 Good decision making is a vital part of good management, 
but decision making is not easy.

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

•	 A decision is a choice made from available alternatives.
•	 A programmed decision is one made in response to 

a situation that has occurred often enough to enable 
managers to develop decision rules that can be applied 
in the future.

•	 A nonprogrammed decision is one made in  
response to a situation that is unique, is poorly defined 
and largely unstructured, and has important conse-
quences for the organization.

•	 Decisions differ according to the amount of certainty, 
risk, uncertainty, or ambiguity in the situation.

•	 Certainty is a situation in which all the information the 
decision maker needs is fully available.

•	 Risk means that a decision has clear-cut goals and 
good information is available, but the future outcomes 
associated with each alternative are subject to chance.

•	 Uncertainty occurs when managers know which 
goals they want to achieve, but information about 
alternatives and future events is incomplete.

•	 Ambiguity is a condition in which the goals to be 
achieved or the problem to be solved is unclear,  
alternatives are difficult to define, and information 
about outcomes is unavailable.

•	 Highly ambiguous circumstances can create a wicked 
decision problem, the most difficult decision situation 
that managers face.

Remember This

Decision-Making Models
The approach that managers use to make decisions usually falls into one of three types—
the classical model, the administrative model, or the political model. The choice of model 
depends on the manager’s personal preference, whether the decision is programmed or 
nonprogrammed, and the degree of uncertainty associated with the decision.

The Ideal, Rational Model

The classical model of decision making is based on rational economic assumptions 
and manager beliefs about what ideal decision making should be. This model has arisen 
within the management literature because managers are expected to make decisions 
that are economically sensible and in the organization’s best economic interests. The 
four assumptions underlying this model are as follows:

●● The decision maker operates to accomplish goals that are known and agreed on. 
Problems are precisely formulated and defined.

●● The decision maker strives for conditions of certainty, gathering complete information. 
All alternatives and the potential results of each are calculated.
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●● Criteria for evaluating alternatives are known. The decision maker selects the alternative 
that will maximize the economic return to the organization.

●● The decision maker is rational and uses logic to assign values, order preferences, 
evaluate alternatives, and make the decision that will maximize the attainment of 
organizational goals.

The classical model of decision making is considered to be normative, which means 
that it defines how a decision maker should make decisions. It does not describe how 
managers actually make decisions so much as it provides guidelines on how to reach an 
ideal outcome for the organization. The ideal, rational approach of the classical model is 
often unattainable by real people in real organizations, but the model has value because 
it helps decision makers be more rational and not rely entirely on personal preference in 
making decisions. Indeed, a global survey by McKinsey & Company found that when 
managers incorporate thoughtful analysis into decision making, they get better results. 
Studying the responses of more than 2,000 executives regarding how their companies 
made a specific decision, McKinsey concluded that techniques such as detailed analysis, 
risk assessment, financial models, and considering comparable situations typically con-
tribute to better financial and operational outcomes.19

The classical model is most useful when applied to programmed decisions and to decisions 
characterized by certainty or risk because relevant information is available and probabilities 
can be calculated. For example, new analytical software programs automate many programmed 
decisions, such as freezing the account of a customer who has failed to make payments, deter-
mining the cell phone service plan that is most appropriate for a particular customer, or sorting 
insurance claims so that cases are handled most efficiently.20

The growth of big data techniques, as described in Chapter 2, has expanded the use of 
the classical approach. The New York City Police Department uses computerized map-
ping and analysis of arrest patterns, paydays, sporting events, concerts, rainfall, holidays, 
and other variables to predict likely crime “hot spots” and decide where to assign officers. 
Retailers like Target and Kohl’s make decisions about what to stock and how to price 
it based on analysis of sales, economic and demographic data, and so forth.21 Airlines 
use automated systems to optimize seat pricing, flight scheduling, and crew assignment 
decisions.

How Managers Actually Make Decisions

Another approach to decision making, called the administrative model, is considered 
to be descriptive, meaning that it describes how managers actually make decisions in 
complex situations rather than dictating how they should make decisions according to a 
theoretical ideal. The administrative model recognizes the human and environmental limi-
tations that affect the degree to which managers can pursue a rational decision-making 
process. In difficult situations, such as those characterized by nonprogrammed decisions, 
uncertainty, and ambiguity, managers are typically unable to make economically rational 
decisions even if they want to.22

Bounded Rationality and Satisficing 
The administrative model of decision making is based on the work of Herbert A. Simon. 
Simon proposed two concepts that were instrumental in shaping the administrative model: 
bounded rationality and satisficing. Bounded rationality means that people have limits, or 
boundaries, on how rational they can be. Organizations are incredibly complex, and man-
agers have the time and ability to process only a limited amount of information with which 
to make decisions.23 Because managers do not have the time or cognitive ability to process 
complete information about complex decisions, they must satisfice. Satisficing means that 
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decision makers choose the first solution alternative that satisfies minimal decision criteria. 
Rather than pursuing all alternatives to identify the single solution that will maximize eco-
nomic returns, managers will opt for the first solution that appears to solve the problem, 
even if better solutions are presumed to exist. The decision maker cannot justify the time 
and expense of obtaining complete information.24

Managers sometimes generate alternatives for complex problems only until they find 
one that they believe will work. For example, Liz Claiborne managers hired designer 
Isaac Mizrahi and targeted younger consumers in an effort to revive the flagging brand, 
but sales and profits continued to decline. Faced with the failure of the new youth-
oriented line, a 90 percent cutback in orders from Macy’s, high unemployment, a weak 
economy, and other complex and multifaceted problems, managers weren’t sure how to 
stem the years-long tide of losses and get the company back in the black. They satisficed 
with a quick decision to form a licensing agreement that will have Liz Claiborne cloth-
ing sold exclusively at JC Penney, which will handle all manufacturing and marketing 
for the brand.25

The administrative model relies on assumptions that differ from those of the classical 
model and focuses on organizational factors that influence individual decisions. According 
to the administrative model:

●● Decision goals often are vague, conflicting, and lack consensus among managers. Managers 
often are unaware of problems or opportunities that exist in the organization.

●● Rational procedures are not always used, and, when they are, they are confined to a 
simplistic view of the problem that does not capture the complexity of real organi-
zational events.

●● Managers’ searches for alternatives are limited because of human, information, and 
resource constraints.

●● Most managers settle for a satisficing rather than a maximizing solution, partly because 
they have limited information and 
partly because they have only vague 
criteria for what constitutes a maxi-
mizing solution.

Intuition and Quasirationality
Another aspect of administrative deci-
sion making is intuition. Intuition repre-
sents a quick apprehension of a decision 
situation based on past experience but 
without conscious thought.26 Intuitive 
decision making is not arbitrary or ir-
rational because it is based on years of 
practice and hands-on experience. Have 
you ever wondered how the “Intel Inside” 
logo came to be plastered on virtually 
every personal computer? Computers are 
made of various components, and prior 
to 1991, users had no idea who supplied 
the microprocessor, just like they had 
no idea who provided the hard drive or 
other components. Intel’s CEO had a 
young technical assistant named Dennis 
Carter, who had two engineering degrees 
and an MBA, and he believed that Intel’s  

Concept Connection

“Lots of people hear what I’m doing and think, ‘That’s a crazy idea!’” says 
Russell Simmons. The successful entrepreneur, who heads the New York–based 
media firm Rush Communications, has relied on his intuition to build a half-
billion-dollar empire on one profitable “crazy idea” after another. It all began 
with his belief that he could go mainstream with the vibrant rap music he 
heard in African American neighborhoods. In 1983, he started the pioneering 
hip-hop Def Jam record label, launching the careers of Beastie Boys, LL Cool J, 
and Run-DMC, among others. He’s since moved on to successful ventures in 
fashion, media, consumer products, and finance.
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anonymity could and should change. CEO Andy Grove had his doubts that a micro-
processor could be successfully branded, even though it was the brains of the PC. But 
because Carter believed in it so strongly, Grove eventually agreed to a test. He gave Carter 
$500,000, which he used to buy billboards: One had Intel 286 (the company’s old chip) 
inside a circle with a large red X spray painted across it. A week later, another billboard 
went up with a big bold Intel 386 (the company’s new, more powerful chip that no one was 
buying) inside a circle. The ads worked. Within no time, sales of PCs with the 386 chip 
shot up. Carter’s intuition that Intel’s chip—previously an anonymous component—could 
achieve its own brand identity essentially shifted power in the industry from the PC mak-
ers to a key supplier, Intel.27

Psychologists and neuroscientists have studied how people make good decisions 
using their intuition under extreme time pressure and uncertainty.28 Good in-
tuitive decision making is based on an ability to recognize patterns at lightning 
speed. When people have a depth of experience and knowledge in a particular 
area, the right decision often comes quickly and effortlessly as a recognition of 
information that has been largely forgotten by the conscious mind. This ability 
can also be seen among soldiers in Iraq, who stopped many roadside bomb at-
tacks based on gut feelings. High-tech gear designed to detect improvised explo-
sive devices, or IEDs, was a supplement rather than a replacement for the ability 
of the human brain to sense danger and act on it. Soldiers with experience in Iraq 
subconsciously recognized when something didn’t look or feel right. It might be 
a rock that wasn’t there yesterday, a piece of concrete that looked too symmetri-
cal, odd patterns of behavior, or just a different feeling of tension in the air.29 
Similarly, in the business world, managers continuously perceive and process in-

formation that they may not consciously be aware of, and their base of knowledge and 
experience helps them make decisions that may be characterized by uncertainty and 
ambiguity.

In today’s rapidly moving business environment, intuition plays an increasingly im-
portant role in decision making. Numerous studies have found that effective managers 
use a combination of rational analysis and intuition in making complex decisions under 
time pressure.30 A new trend in decision making is referred to as quasirationality, 
which basically means combining intuitive and analytical thought.31 In many situations, 
neither analysis nor intuition is sufficient for making a good decision. However, manag-
ers may often walk a fine line between two extremes: on the one hand, making arbitrary 
decisions without careful study, and on the other, relying obsessively on rational analy-
sis. One is not better than the other, and managers need to take a balanced approach by 
considering both rationality and intuition as important components of effective deci-
sion making.32

The Political Model

The third model of decision making is useful for making nonprogrammed decisions 
when conditions are uncertain, information is limited, and there are manager conflicts 
about what goals to pursue or what course of action to take. Most organizational deci-
sions involve many managers who are pursuing different goals, and they have to talk 
with one another to share information and reach an agreement. Managers often engage 
in coalition building for making complex organizational decisions.33 A coalition is an 
informal alliance among managers who support a specific goal. Coalition building is the 
process of forming alliances among managers. In other words, a manager who sup-
ports a specific alternative, such as increasing the corporation’s growth by acquiring 
another company, talks informally to other executives and tries to persuade them to 
support the decision. Without a coalition, a powerful individual or group could derail 

Do you tend to analyze 
things or rely on gut 
feelings when it comes 
to making an important 
decision? Complete the  
“New Manager Self-Test”  
to find out your 
predominant approach.
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New Manager     Self-Test
Making Important Decisions

Instructions: How do you make important personal 
decisions? To find out, think about a time when you made 
an important career decision or made a large purchase or 
investment. To what extent does each of the terms below 
describe how you reached the final decision? Please check 
five terms below that best describe how you made your 
final choice.

  1.	 Logic _____

  2.	 Inner knowing _____

  3.	 Data _____

  4.	 Felt sense _____

  5.	 Facts _____

  6.	 Instincts _____

  7.	 Concepts _____

  8.	 Hunch _____

  9.	 Reason _____

10.	 Feelings _____

Scoring and Interpretation: The odd-numbered items 
pertain to a linear decision style, and the even-numbered 
items pertain to a nonlinear decision approach. Linear means 
using logical rationality to make decisions; nonlinear means using 
primarily intuition to make decisions. Of the five terms you 
chose, how many represent rationality versus intuition? 
If all five are either linear or nonlinear, then that is clearly 
your dominant decision approach. If four terms are either 
linear or nonlinear, then that approach would be consid-
ered your preference. If the terms you chose are mixed 
(that is, three of one approach and two of the other), 
you may use a quasirational approach to decision making. 
The rational, intuitive, and quasirationality approaches to 
decision making are described in the text. 

Sources: Based on Charles M. Vance, Kevin S. Groves, Yongsun Paik, and 
Herb Kindler, “Understanding and Measuring Linear-Nonlinear Thinking 
Style for Enhanced Management Education and Professional Practice,” Academy 
of Management Learning & Education 6, no. 2 (2007): 167–185; and Mandeep K. 
Dhami and Mary E. Thomson, “On the Relevance of Cognitive Continuum Theory 
and Quasirationality for Understanding Management Judgment and Decision 
Making,” European Management Journal 30 (2012): 316–326.

Hot
Topic

the decision-making process. Coalition building gives several managers an opportu-
nity to contribute to decision making, enhancing their commitment to the alternative 
that is ultimately adopted. Results from the global survey by McKinsey & Company 
mentioned earlier suggest that coalition building is associated with faster implementa-
tion of decisions because managers have developed consensus about which action to 
pursue.34 For example, an aerospace company that lost its supply of crucial parts due 
to the unexpected closing of a key supplier needed swift action to avoid a complete 
work stoppage. To make sure everyone would support any decisions that were made 
and implement them quickly, top managers set up a cross-functional team so members 
from various parts of the organization could identify, evaluate, and debate various op-
tions for ensuring that production could continue. The team was ultimately awarded 
an International Team Excellence silver-level award from the American Society for 
Quality.35

Failing to build a coalition can allow conflict and disagreements to derail a decision, 
particularly if the opposition builds a powerful coalition of its own. Consider the inability 
of U.S. Postal Service managers to build an effective coalition among U.S. lawmakers to 
allow the organization to move into new lines of business.

Pl
an

ni
ng

3

P
l

a
n

n
in

g

3

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Part 3  Planning294

As a government agency, the U.S. Postal Service is in a bind. Private companies are 
always lobbying Congress for legislation that supports their interests. For instance, man-
agers at BAE Systems and dozens of its suppliers have launched a lobbying campaign to 
try to build a coalition among U.S. lawmakers to undo military spending cuts that would 
reduce production of BAE’s line of Bradley fighting vehicles. Supporters in Congress, such 
as Senator Bob Corker of Tennessee, are helping BAE form a coalition based on the idea 
of saving local defense industry jobs, even though the Pentagon has suggested suspending 
the Bradley fleet as one of the best places to cut spending.37

The political model closely resembles the real environment in which most managers 
and decision makers operate. Interviews with CEOs in high-tech industries found that 
they strived to use some type of rational decision-making process, but the way they actually 
decided things was through a complex interaction with other managers, subordinates, 
environmental factors, and organizational events.38 Decisions are complex and involve 
many people, information is often ambiguous, and disagreement and conflict over problems 
and solutions are normal. The political model begins with four basic assumptions:

●● Organizations are made up of groups with diverse interests, goals, and values. Managers 
disagree about problem priorities and may not understand or share the goals and interests 
of other managers.

●● Information is ambiguous and incomplete. The attempt to be rational is limited by the 
complexity of many problems, as well as personal and organizational constraints.

●● Managers do not have the time, resources, or mental capacity to identify all dimensions 
of the problem and process all relevant information. Managers talk to each other and 
exchange viewpoints to gather information and reduce ambiguity.

●● Managers engage in the push and pull of debate to decide goals and discuss alternatives. 
Decisions are the result of bargaining and discussion among coalition members.

The key dimensions of the classical, administrative, and political models are listed in 
Exhibit 9.2. Research into decision-making procedures found rational, classical procedures 
to be associated with high performance for organizations in stable environments. However, 
administrative and political decision-making procedures and intuition have been associ-
ated with high performance in unstable environments in which decisions must be made 
rapidly and under more difficult conditions.39

Innovative  
Way

U.S. Postal Service

Pity the poor Postal Service. With the volume of traditional mail plummeting, the agency is 
running out of cash and struggling to stay in business. There are many reasons for the prob-
lems at the U.S. Postal Service, but managers have certainly tried over the past decade or 
more to find new ways to keep the 239-year-old agency relevant for a new age.

For example, in 2000 (long before online bill paying became popular), the Postal Service 
began operating a secure system that would have enabled it to continue to be the primary 
way that most Americans paid their monthly bills. The Internet industry, however, formed a 
coalition to oppose the service, and the U.S. Congress successfully shut it down. It’s a pattern 
that has repeated itself over and over, with Postal Service managers coming up with a new 
plan for coping with the decline in traditional mail, only to have powerful private companies 
lobby against it. In other countries, post offices double as banks or sell insurance or cell 
phones. A 2010 report from the Postal Service’s inspector general said that introducing new 
products like secure electronic bill payment could add $9.7 billion annually to the agency’s 
revenue. Financial services firms, as well as companies like United Parcel Service (UPS) and 
FedEx, however, have objected to the agency getting into nonpostal activities, and they have 
persuaded Congress to agree. Without building a political coalition in Congress, the Postal 
Service will continue to struggle.36
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3•	 The ideal, rational approach to decision making, called the 
classical model, is based on the assumption that manag-
ers should make logical decisions that are economically 
sensible and in the organization’s best economic interest.

•	 The classical model is normative, meaning that it defines 
how a manager should make logical decisions and provides 
guidelines for reaching an ideal outcome.

•	 Software programs based on the classical model are 
being applied to programmed decisions, such as how 
to schedule airline crews or how to process insurance 
claims most efficiently.

•	 The administrative model includes the concepts of 
bounded rationality and satisficing and describes how 
managers make decisions in situations that are character-
ized by uncertainty and ambiguity. 

•	 The administrative model is descriptive, an approach 
that describes how managers actually make decisions, 
rather than how they should make decisions according 
to a theoretical model.

•	 Bounded rationality means that people have the time 
and cognitive ability to process only a limited amount 
of information on which to base decisions.

•	 Satisficing means choosing the first alternative 
that satisfies minimal decision criteria, regardless of 
whether better solutions are presumed to exist.

•	 Intuition is an aspect of administrative decision 
making that refers to a quick comprehension of 
a decision situation based on past experience but 
without conscious thought.

•	 Soldiers in Iraq often detected roadside bombs using 
their intuition.

•	 A new trend in decision making, quasirationality, 
combines intuitive and analytical thought.

•	 The political model takes into consideration that many 
decisions require debate, discussion, and coalition 
building.

•	 A coalition is an informal alliance among managers who 
support a specific goal or solution.

Remember This

Decision-Making Steps
Whether a decision is programmed or nonprogrammed, and regardless of whether managers 
choose the classical, administrative, or political model of decision making, six steps typically 
are associated with effective decision processes. These steps are summarized in Exhibit 9.3. 

Recognition of Decision Requirement

Managers confront a decision requirement in the form of either a problem or an opportunity. 
A problem occurs when organizational accomplishment is less than established goals. Some 
aspect of performance is unsatisfactory. An opportunity exists when managers see potential 
accomplishment that exceeds specified current goals. Managers see the possibility of enhanc-
ing performance beyond current levels.
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Classical Model Administrative Model Political Model

Clear-cut problem and goals Vague problem and goals Pluralistic; conflicting goals

Condition of certainty Condition of uncertainty Condition of uncertainty 
or ambiguity

Full information about 
alternatives and their 
outcomes

Limited information about 
alternatives and their 
outcomes

Inconsistent viewpoints;  
ambiguous information

Rational choice by individual 
for maximizing outcomes

Satisficing choice for resolving 
problem using intuition

Bargaining and discussion 
among coalition members

exhibit	     9.2     � Characteristics of Classical, Administrative, and Political Decision-Making 
Models
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Diagnosis
and Analysis

of Causes

Development of
Alternatives

Selection of
Desired Alternative

Implementation
of Chosen
Alternative

Evaluation
and

Feedback

Recognition of
Decision

Requirement

1.

2.

3.

4.

5.

6.

Decision-Making
Process

exhibit	     9.3       
Six Steps in the Managerial 
Decision-Making Process

“It isn’t that they can’t see 
the solution. It’s that they 
can’t see the problem.”

—G. K. Chesterton, English novelist

Awareness of a problem or opportunity is the first step in the decision-making  
sequence, and it requires surveillance of the internal and external environment for issues 
that merit executive attention.40 Some information comes from periodic financial reports, 
performance reports, and other sources that are designed to discover problems before they 
become too serious. Managers also take advantage of informal sources. They talk to other 
managers, gather opinions on how things are going, and seek advice on which problems 
should be tackled or which opportunities embraced.41 For example, at Google, some man-
agers noticed that employees were eating too many of the free M&Ms scattered in bins 
around the company, which they thought might conflict with the company’s goal of keep-
ing employees not only happy but healthy as well.42 The company decided to analyze the 
problem and experiment with ways to get people to eat healthier snacks and drink more 
water as well as consume the free candy. Recognizing decision requirements is sometimes 
difficult because it often means integrating bits and pieces of information in novel ways. 

Diagnosis and Analysis of Causes

Once a problem or opportunity comes to a manager’s attention, the understanding of the 
situation should be refined. Diagnosis is the step in the decision-making process in which 

managers analyze underlying causal factors associated with the deci-
sion situation.

Many times, the real problem lies hidden behind the problem 
that managers think exists. By looking at a situation from different 
angles, managers can identify the true problem. In addition, they 
often discover opportunities that they didn’t realize were there.43 
Charles Kepner and Benjamin Tregoe, who conducted extensive 
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studies of manager decision making, recommend that managers ask a series of 
questions to specify underlying causes, including the following:

●● What is the state of disequilibrium affecting us?
●● When did it occur?
●● Where did it occur?
●● How did it occur?
●● To whom did it occur?
●● What is the urgency of the problem?
●● What is the interconnectedness of events?
●● What result came from which activity?44

Such questions help specify what actually happened and why. Diagnosing a 
problem can be thought of as peeling an onion layer by layer. Managers cannot solve 
problems if they don’t know about them, or if they are addressing the wrong issues. Some 
experts recommend continually asking “Why?” to get to the root of a problem, a tech-
nique sometimes called “the 5 Whys.” The 5 Whys is a question-asking method used to 
explore the root cause underlying a particular problem. The first why generally produces 
a superficial explanation for the problem, and each subsequent why probes deeper into 
the causes of the problem and potential solutions. For example, a consultant met with the 
CEO of a large accounting and professional services firm, who said that the company’s 
biggest problem was that they didn’t have enough qualified people to serve their global 
clients. The consultant asked why. The CEO said that staff members had to spent lots of 
time passing information about clients back and forth among themselves. Why? Because 
people have to work together to provide a complete portfolio of services, the CEO said. 
Why? After a couple more Whys, the two got down to the real problem, which was not 
the lack of staff, but inefficiency in internal collaboration and communication. The CEO 
discovered that he might actually be able to reduce staff with more effective and efficient 
systems.45

Development of Alternatives

The next stage is to generate possible alternative solutions that will respond to the needs of 
the situation and correct the underlying causes.

For a programmed decision, feasible alternatives are easy to identify; in fact, they usu-
ally are already available within the organization’s rules and procedures. Nonprogrammed 
decisions, however, require developing new courses of action that will meet the company’s 
needs. For decisions made under conditions of high uncertainty, managers may develop 
only one or two custom solutions that will satisfice for handling the problem. However, 
studies find that limiting the search for alternatives is a primary cause of decision failure 
in organizations.46

Decision alternatives can be thought of as tools for reducing the difference between 
the organization’s current and desired performance. Smart managers tap into the knowl-
edge of people throughout the organization, and sometimes even outside the organiza-
tion, for decision alternatives. Rob McEwen, the chairman and CEO of Canadian mining 
group Goldcorp, knew that the company’s Red Lake site could be a huge moneymaker. A 
nearby mine was thriving. The problem was that no one could pinpoint where to find the 
high-grade ore at Red Lake. McEwen created the Goldcorp Challenge, putting Red Lake’s 
closely guarded topographic data online and offering $575,000 in prize money to anyone 
who could identify rich drill sites. More than 1,400 technical experts in 50 countries of-
fered alternatives to the problem, and two teams working together in Australia pinpointed 
locations that have made Red Lake one of the world’s richest gold mines.47

The “Small Group 
Breakout” on page 310 
will give you a chance 
to practice a new 
approach to decision 
making that focuses 
on desired outcomes 
rather than looking at 
the cause of problems.
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Selection of the  
Desired Alternative

Once feasible alternatives are developed, one must be se-
lected. In this stage, managers try to select the most promising 
of several alternative courses of action. The best alternative 
solution is the one that best fits the overall goals and values 
of the organization and achieves the desired results using the 
fewest resources.48 Managers want to select the choice with 
the least amount of risk and uncertainty. Because some risk 
is inherent for most nonprogrammed decisions, managers 
try to gauge the prospects for success. They might rely on 
their intuition and experience to estimate whether a given 
course of action is likely to succeed. Basing choices on overall 
goals and values can also guide the selection of alternatives. 

Choosing among alternatives also depends on managers’ 
personality factors and willingness to accept risk and un-
certainty. Risk propensity is the willingness to undertake 
risk with the opportunity of gaining an increased payoff. For 
example, Facebook would never have reached more than a 
billion users without Mark Zuckerberg’s “move fast, break 
things” mindset. Motivational posters with that slogan are 
papered all around the company to prevent delay from too 
much analysis of alternatives. Rather than running con-
trolled beta versions of new technologies to identify the best 

alternative, Facebook runs a never-ending series of on-the-fly experiments with real users. 
Even employees who haven’t finished their six-week training program are encouraged to 
work on the live site. That risky approach means that the whole site crashes occasionally, 
but Zuckerberg says, “The faster we learn, the better we’re going to get to the model of 
where we should be.”49 The level of risk that a manager is willing to accept will influence 
the analysis of the costs and benefits to be derived from any decision. Consider the situa-
tions in Exhibit 9.4. In each situation, which alternative would you choose? A person with 

Reid Carr, founder and CEO of San Diego–based Red Door 
Interactive, Inc., a firm that manages clients’ online presence, 
involves his staff throughout the decision-making process. 
Carr believes that when developing, selecting, and 
implementing alternatives, managers should “decide slowly 
and collaboratively so that you have the best plan produced by 
those who are tasked with execution. Then, let them execute.” 
Red Door’s annual “Start, Stop, and Keep” survey is one way 
that Carr gathers feedback. It asks employees to suggest 
which internal processes and practices should be introduced, 
continued, or discontinued.

Concept Connection
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exhibit	     9.4       
Decision Alternatives with 
Different Levels of Risk

In each of the following situations, which alternative would you choose?

You’re the coach of  
a college football team,  
and in the final seconds  
of a game with the team’s  
archrival, you face a  
choice:

1. � Choose a play that has a 95 percent 
chance of producing a tie score; OR

2. � Go for a play that has a 30 percent chance 
of victory but will lead to certain defeat if 
it fails.

As president of a Canadian  
manufacturing company,  
you face a decision about  
building a new factory.  
You can:

1. � Build a plant in Canada that has a 90 per-
cent chance of producing a modest return 
on investment; OR

2. � Build a plant in a foreign country that has 
an unstable political history. This alternative 
has a 40 percent chance of failing, but the 
returns will be enormous if it succeeds.

It’s your senior year, and it  
is time to decide your next  
move. Here are the  
alternatives you’re  
considering:

1. � Go to medical school and become a physi-
cian, a career in which you are 80 percent 
likely to succeed; OR

2. � Follow your dreams and be an actor, even 
though the opportunity for success is only 
around 20 percent.
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a low risk propensity would tend to take ensured moderate returns by going for a tie score, 
building a domestic plant, or pursuing a career as a physician. A risk taker would go for the 
victory, build a plant in a foreign country, or embark on an acting career. 

Implementation of the Chosen Alternative

The implementation stage involves the use of managerial, administrative, and persuasive 
abilities to ensure that the chosen alternative is carried out. This step is similar to the idea 
of strategy execution described in Chapter 8. The ultimate success of the chosen alterna-
tive depends on whether it can be translated into action. Sometimes an alternative never 
becomes reality because managers lack the resources or energy needed to make things hap-
pen, or they have failed to involve people and achieve buy-in for the decision. Successful 
implementation may require discussion, trust building, and active engagement with people 
affected by the decision. Communication, motivation, and leadership skills must be used to 
see that the decision is carried out.50 When employees see that managers follow up on their 
decisions by tracking implementation success, they are more committed to positive action.

Evaluation and Feedback

In the evaluation stage of the decision process, decision makers gather information that 
tells them how well the decision was implemented and whether it was effective in achiev-
ing its goals. The “move fast, break things” approach thrives at Facebook because of rapid 
feedback. Feedback is important because decision making is an ongoing process. Decision 
making is not completed when a manager or board of directors votes yes or no. Feedback 
provides decision makers with information that can precipitate a new decision cycle. The 
decision may fail, thus generating a new analysis of the problem, evaluation of alternatives, 
and selection of a new alternative. Many big problems are solved by trying several alterna-
tives in sequence, each providing modest improvement. Feedback is the part of monitoring 
that assesses whether a new decision needs to be made.

To illustrate the overall decision-making process, including evaluation and feedback, con-
sider the decision at Maker’s Mark to reduce the alcohol content of the famous Kentucky whisky. 

Innovative  
Way
Maker’s Mark

You don’t mess with bourbon drinkers. That’s a lesson the managers at Beam Inc., the pro-
ducer of Maker’s Mark, and those at the distillery in Loretto, Kentucky, learned the hard way. 
Because Maker’s is a blend that is about six years old, managers had to make decisions in 
2007 about how much of the fine whisky they would have available to sell in 2013.

They didn’t foresee the booming worldwide demand for their product, which more than 
doubled over a period of seven years. Booming demand for your product is a good problem 
to have, but Maker’s Mark managers had to decide what to do. Some managers wanted to 
simply raise the price until the market cleared. Others suggested doing nothing and allowing 
shortages to arise. Other alternatives were to trim the aging process to increase market sup-
ply, or to buy surplus whisky from other distilleries to add to the mix. Still others suggested 
another option: lowering the alcohol content from its historic 45 percent to 42 percent, in 
order to stretch every drop of the famous Kentucky bourbon.

Managers evaluated the alternatives and after a series of taste tests, they decided to go 
with the slight reduction in alcohol. Bill Samuels and Rob Samuels, the son and grandson of the 
founder, were worried that raising the price or allowing shortages of the product would damage 
their relationships with distributors and make it harder to get Beam’s other “rising star” brands 
into barrooms and onto liquor store shelves. To avoid losing customers, managers decided to 
“very carefully . . . slightly reduce the alcohol volume.” Managers knew there would be an initial 
backlash, but they believed sales would not suffer because taste standards remained the same. 
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The decision to reduce the alcohol content of Maker’s Mark illustrates all the decision 
steps, and evaluation and feedback is still ongoing. The problem of not having enough 
Maker’s Mark to meet demand still exists, so managers are currently evaluating whether 
to allow shortages of the product at times, raise the price, find a less blatant way to stretch 
the product, or come up with other alternatives. Strategic decisions always contain some 
risk, but feedback and follow-up can help keep companies on track. When decisions don’t 
work out so well, managers can learn from their mistakes—and sometimes turn problems 
into opportunities.

•	 Managers face the need to make a decision when they 
either confront a problem or see an opportunity.

•	 A problem is a situation in which organizational  
accomplishments have failed to meet established 
goals.

•	 An opportunity is a situation in which managers see 
potential organizational accomplishments that exceed 
current goals.

•	 The decision-making process typically involves six 
steps: recognition of the need for a decision, diagnosing 
causes, developing alternatives, selecting an alternative, 

implementing the alternative, and evaluating decision 
effectiveness.

•	 Diagnosis is the step in which managers analyze  
underlying causal factors associated with the decision 
situation.

•	 Selection of an alternative depends partly on managers’ 
risk propensity, or their willingness to undertake risk 
with the opportunity of gaining an increased payoff.

•	 The implementation step involves using managerial, 
administrative, and persuasive abilities to translate the 
chosen alternative into action.

Remember This

Personal Decision Framework
Imagine you were a manager at Google, The New York Times, an AMC movie theater, 
or the local public library. How would you go about making important decisions that 
might shape the future of your department or company? So far in this chapter, we 
have discussed a number of factors that affect how managers make decisions. For ex-
ample, decisions may be programmed or nonprogrammed, situations are characterized 
by various levels of uncertainty, and managers may use the classical, administrative, or 
political model of decision making. In addition, the decision-making process follows 
six recognized steps.

However, not all managers go about making decisions in the same way. In fact, sig-
nificant differences distinguish the ways in which individual managers may approach 
problems and make decisions concerning them. These differences can be explained by 
the concept of personal decision styles. Exhibit 9.5 illustrates the role of personal 
styles in the decision-making process. Personal decision styles refer to distinctions 
among people with respect to how they evaluate problems, generate alternatives, and 
make choices. Research has identified four major decision styles: directive, analytical, 
conceptual, and behavioral.52

Implementation of the decision didn’t get very far, however, because once word of the plan 
leaked out, feedback arrived quickly with a barrage of angry tweets, e-mails, and Facebook posts. 
Perhaps the taste was exactly the same, but managers failed to anticipate the emotional reaction 
of loyal drinkers to their decision to tinker with the company’s historic recipe. In a statement, the 
Samuels said, “You spoke. We listened. And we’re sincerely sorry we let you down.”51

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Chapter 9  Managerial Decision Making 301

P
l

a
n

n
in

g

3

1.	 The directive style is used by people who prefer simple, clear-cut solutions to problems. 
Managers who use this style often make decisions quickly because they do not like to 
deal with a lot of information and may consider only one or two alternatives. People 
who prefer the directive style generally are efficient and rational and prefer to rely on 
existing rules or procedures for making decisions.

2.	 Managers with an analytical style like to consider complex solutions based on as much 
data as they can gather. These individuals carefully consider alternatives and often base 
their decisions on objective, rational data from management control systems and other 
sources. They search for the best possible decision based on the information available.

3.	 People who tend toward a conceptual style also like to consider a broad amount of in-
formation. However, they are more socially oriented than those with an analytical style 
and like to talk to others about the problem and possible alternatives for solving it. 
Managers using a conceptual style consider many broad alternatives, rely on informa-
tion from both people and systems, and like to solve problems creatively.

4.	 The behavioral style is often the style adopted by managers having a deep concern for 
others as individuals. Managers using this style like to talk to people one on one, un-
derstand their feelings about the problem, and consider the effect of a given decision on 
them. People with a behavioral style usually are concerned with the personal develop-
ment of others and may make decisions that help others achieve their goals.

Many managers have a dominant decision style. For example, Reed Hastings, founder 
and CEO of Netflix, seems to prefer the directive style, which almost destroyed his com-
pany when he made the quick decision to raise prices and split the company’s mail-order 
and streaming businesses at the same time, causing users to have to manage their accounts 

   Programmed/
 nonprogrammed
   Classical,
 administrative,
 political
   Decision steps

Situation

   Directive
   Analytical
   Conceptual
   Behavioral

Personal
Decision Style

   Best solution to
   problem

Decision Choice

exhibit	      9.5      Personal Decision Framework

SOURCES: Based on A. J. Rowe, J. D. Boulgaides, and M. R. McGrath, Managerial Decision Making (Chicago: Science 
Research Associates, 1984); and Alan J. Rowe and Richard O. Mason, Managing with Style: A Guide to Understanding, 
Assessing, and Improving Your Decision Making (San Francisco: Jossey-Bass, 1987).
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in two places. Hastings said later that he “slid into arrogance based upon past suc-
cess.” Although he still often uses a directive style, Hastings has since tried to involve 
more people and use a more conceptual style when making highly important nonpro-
grammed decisions.53

Managers frequently use several different styles or a combination of styles in making 
the varied decisions that they confront daily. A manager might use a directive style for 
determining which company to use for office supplies, yet shift to a more conceptual style 
when handling an interdepartmental conflict or considering a new product or service. 
The most effective managers are able to shift among styles as needed to meet the situa-
tion. Being aware of his or her dominant decision style can help a manager avoid making 
critical mistakes when the usual style may be inappropriate to the problem at hand.

To learn more about 
how you make 
decisions, go to the 
“Experiential Exercise” 
on pages 309–310, 
which evaluates your 
personal decision style.

•	 A manager’s personal decision style influences how he or 
she makes decisions.

•	 Decision styles are differences among people with respect 
to how they perceive problems and make choices.

•	 Four major decision styles are directive, analytical, 
conceptual, and behavioral.

•	 Most experienced managers use a variety of styles  
depending on the decision situation.

Remember This

Why Do Managers Make Bad Decisions?
Managers are faced with a relentless demand for decisions, from solving minor problems 
to implementing major strategic changes. Even the best manager will make mistakes, but 
managers can increase their percentage of good decisions by understanding some of the 
factors that cause people to make bad ones. Most bad decisions are errors in judgment that 
originate in the human mind’s limited capacity and in the natural biases managers display 
during decision making. Answer the questions in the “Manager’s Shoptalk” on page 304 to 
learn how biases can affect decisions and choices. Are you aware of biases that cloud your 
judgment when you make decisions and solve problems? Awareness of the following six 
biases can help managers make more enlightened choices.54

1.	 Being influenced by initial impressions. When considering decisions, the mind often 
gives disproportionate weight to the first information that it receives. These initial 
impressions, statistics, and estimates act as an anchor to our subsequent thoughts and 
judgments. Anchors can be as simple as a random comment by a colleague or a sta-
tistic read in a newspaper. Past events and trends also act as anchors. For example, in 
business, managers frequently look at the previous year’s sales when estimating sales 
for the coming year. Giving too much weight to the past can lead to poor forecasts and 
misguided decisions.

2.	 Justifying past decisions. Many managers fall into the trap of making choices that jus-
tify their past decisions, even if those decisions no longer seem valid. One common 
example is when a manager continues to pour money into a failing project, hoping 
to turn things around. This is sometimes referred to as the sunk cost effect. Manag-
ers often stick with a decision because they’ve invested a lot of resources in it, even 
though they’d be better off cutting their losses and moving on.55 One study of product 
development found that managers who initiate a new product are much more likely to 
continue funding it despite evidence that it is failing.56 Behavioral science research by 
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Concept Connection

Despite its phenomenal success, Facebook has been soundly criticized for 
a number of missteps and mistakes by the organization’s leaders, including 
founder Mark Zuckerberg. Many critics attribute Zuckerberg’s lapses in 
good judgment to his overconfidence and the fact that he surrounds 
himself with board members who may not always question his decisions as 
thoroughly as they should.
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Daniel Kahneman and others shows 
that people typically respond more 
strongly to potential loss, referred to 
as loss aversion, than to expected gain. 
People hate to lose, so they continue 
to support a flawed decision in an ef-
fort to justify or correct the past.

3.	 Seeing what you want to see. People 
frequently look for information that 
supports their existing instinct or 
point of view and avoid information 
that contradicts it. 

This bias affects where managers 
look for information, as well as how 
they interpret the information that 
they find. People tend to give too much 
weight to supporting information and 
too little to information that conflicts 
with their established viewpoints. For 
example, managers at Tokyo Electric 
Power Company (Tepco) have been 
accused of delaying for too long the 
decision to use seawater to cool nuclear 
reactors at Fukushima Daiichi following the 2011 Japan earthquake and tsunami. Tepco 
managers knew that seawater would destroy the reactors, so they gave greater weight to 
information that supported their decision to delay its use, emphasizing that they were “tak-
ing the safety of the whole plant into consideration” in judging the appropriate timing to 
use seawater in the cooldown efforts. Unfortunately, it took an explosion at the plant to con-
vince managers that using seawater was essential to control the overheating of the reactors.57

4.	 Perpetuating the status quo. Managers may base decisions on what has worked in the 
past and fail to explore new options, dig for additional information, or investigate new 
technologies. For example, GM stuck with its strategic decision to offer a multitude of 
brands long after there was clear evidence that trying to cover the whole range of the 
auto market was paving the way to disaster. The strategy started to fray in the 1970s 
with increased competition from Japanese automakers and spikes in oil prices. Yet, as 
late as February 2008, managers were saying that talk about killing brands was “not 
a thoughtful discussion.” Only bankruptcy and a forced restructuring finally pushed 
managers to cut GM’s brands from eight down to four.58 

5.	 Being influenced by emotions. If you’ve ever made a decision when you were angry, upset, 
or even ecstatic, you might already know the danger of being influenced by emotions. A 
recent study of traders in London investment banks found that effective regulation of 
emotions was a characteristic of higher-performing traders. Lower-performing traders 
were less effective in managing and modulating their emotional responses.59 Another 
finding is that doctors make less effective decisions when they feel emotions of like or 
dislike for a patient. If they like a patient, they are less likely to prescribe a painful pro-
cedure. If they feel dislike, they may blame the patient for the condition and provide less 
treatment.60 Unfortunately, some managers let their emotions influence their decisions 
on a regular basis. There is some evidence that when people make poor decisions under 
the influence of strong emotions (such as firing off an angry e-mail message), they tend 
to continue to make poor decisions because it becomes part of the mind’s blueprint for 
how to behave.61 Managers make better decisions when—to the extent possible—they 
take emotions out of the decision-making process. 
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Manager’s    Shoptalk
Do Biases Influence Your Decision Making?

A
ll of us have biases, but most of us have a hard 
time seeing our own. What biases influence your 
decisions and solutions to problems? Answer the 
following questions to get an idea of the dif-

ficulties and mistakes that likely await you as a new 
manager.

1.	 A piece of paper is folded in half, in half 
again, etc. After 100 folds, how thick will it  
be? Take your best guess:           . I am  
90 percent sure that the correct answer lies  
between            and           .

2.	 Which figure below is most different from the 
others?	

	

(a) (b) (c)

(d) (e) (f)

3.	 As owner and CEO of your company, you decided 
to invest $100 million to build pilotless drones 
that cannot be detected by enemy radar. When 
the project is 90 percent complete, a competing 
firm begins marketing a completed drone that 
cannot be detected by radar. In addition, their 
drone is much faster, smaller, cheaper, and more 
sophisticated than the drone that your company is 
developing. The question is: Should you invest the 

last 10 percent of the research funds to finish your 
drone? Check one of the following answers. 

	            No; there is no reason to continue 
spending money on the project.

	            Yes; after investing $90 million, we 
might as well finish the project.

4.	 Give a quick (five-second) estimate of the follow-
ing product without actually calculating it:

	 8 3 7 3 6 3 5 3 4 3 3 3 2 3 1 5           . 

5.	 Robert is envious, stubborn, critical, impulsive, 
industrious, and intelligent. In general, how emo-
tional do you think Robert is? (Circle one number.)

	 Not emotional� Extremely
	 at all 	 1  2  3  4  5  6  7  8  9� emotional

6.	 Which would you choose between the two alter-
natives below?

	            Alternative A: A 50 percent chance of 
gaining $1,000

	            Alternative B: A sure gain of $500
	 Which would you choose between the two alter-

natives below?
	            Alternative C: A 50 percent chance of 

losing $1,000
	            Alternative D: A sure loss of $500

After you have specified an answer to each problem, 
you will find the answers and a description of the 
potential related bias on page 313. 

Sources: Questions 1 and 3–6 are from research studies reviewed in Scott Plous, 
The Psychology of Judgment and Decision Making (Philadelphia: Temple University 
Press, 1993); question 2 is based on an item in the Creativity in Action Newsletter, 
as reported in Arthur B. VanGundy, Idea Power: Techniques & Resources to Unleash 
the Creativity in Your Organization (New York: AMACOM, 1992).

6.	 Overconfidence. Most people overestimate their ability to predict uncertain outcomes. 
The managers at a fast-food chain were sure that low employee turnover was a key 
driver of customer satisfaction and store profitability, so they decided to invest in 
programs to keep employees happy. However, when they analyzed store data, they 
found that some locations with high turnover were highly profitable, while some with 
low turnover were struggling.62 Overconfidence can be particularly dangerous when 
making risky decisions. Consider how overconfidence contributed to decisions at  
JPMorgan Chase’s chief investment office, made by the so-called London Whale, that 
led to a multibillion-dollar loss. All banks take risks, but JPMorgan was praised for not 
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taking the kind of outsized risks that many banks took during the mortgage boom—
and that contributed to the collapse of the U.S. economy. After the Wall Street crisis,  
JPMorgan’s CEO, Jamie Dimon, was called “the world’s most important banker,” and 
his top executives were hailed as a management team that could seemingly do no 
wrong. The company’s chief investment office in London, which was created to protect 
the bank from volatility caused by complex global financial transactions, gained a repu-
tation for its trading prowess. The unit was a star performer and became a profit center 
for JPMorgan at a time when industry earnings were under pressure. But managers got 
overconfident of their ability to spot and manage risks. They began taking larger and 
larger gambles, including involvement in a highly complicated trading strategy involv-
ing derivatives—similar in some ways to the risks that led to the Wall Street crisis. The 
strategy backfired, eventually causing a loss of almost $6 billion, leading to the firing 
of several key executives, and damaging the reputation of both the bank and its CEO. 
Moreover, federal investigators were looking into potential fraud, suspecting that some 
traders improperly marked their trades to obscure the magnitude of the losses.63

•	 Being aware of biases that cloud judgment helps manag-
ers avoid decision traps and make better decisions.

•	 Biases to watch out for include being influenced by  
initial impressions, trying to correct or justify past flawed 

decisions, seeing only what you want to see,  
perpetuating the status quo, being influenced by  
emotions, and being overconfident.

Remember This

Innovative Decision Making
The ability to make fast, widely supported, high-quality decisions on a frequent basis is a 
critical skill in today’s fast-moving organizations.64 Considering that managers are under 
pressure to decide quickly, and that biases creep in and cloud judgment, how do managers 
ever make good decisions? Some innovative techniques can help managers watch out for 
and avoid mistakes caused by cognitive biases. It is difficult for most managers to see their 
own biases, but they can build in mechanisms that neutralize or reduce bias-related deci-
sion errors at the organizational level.65

Start with Brainstorming 
Brainstorming uses a face-to-face interactive group to spontaneously suggest as many 
ideas as possible for solving a problem. Brainstorming has been found to be highly effective 
for quickly generating a wide range of alternatives, but it does have some drawbacks.66 For 
one thing, people in a group often want to conform to what others are saying. Others may 
be concerned about pleasing the boss or impressing colleagues. In addition, many creative 
people simply have social inhibitions that limit their participation or make it difficult to 
come up with ideas in a group setting. In fact, one study found that when four people are 
asked to “brainstorm” individually, they typically come up with twice as many ideas as a 
group of four brainstorming together.

One recent approach, electronic brainstorming, takes advantage of the group  
approach while overcoming some disadvantages. Electronic brainstorming brings peo-
ple together in an interactive group over a computer network.67 One member writes an 
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idea, another reads it and adds other ideas, and so on. Stud-
ies show that electronic brainstorming generates about  
40 percent more ideas than individuals brainstorming 
alone, and 25 to 200 percent more ideas than regular brain-
storming groups, depending on group size.68 The approach 
is anonymous, so it circumvents possible social inhibitions 
and also allows people to write down their ideas immedi-
ately, avoiding the possibility that a good idea might slip 
away while the person is waiting for a chance to speak in 
a face-to-face group. Another advantage is that electronic 
brainstorming can potentially be done with groups made 
up of employees from around the world, further increasing 
the diversity of alternatives.

Use Hard Evidence

Using hard evidence can help take emotion out of the deci-
sion-making process, keep people from relying on faulty as-
sumptions, and prevent managers from “seeing what they want 
to see,” as described previously. Evidence-based decision 
making means a commitment to make more informed and 
intelligent decisions based on the best available facts and evi-

dence. It means being alert to potential biases and seeking and examining the evidence with 
rigor. To keep emotion from clouding their judgment regarding patient care, for example, 
doctors in the Partners Health Care System incorporate the use of clinical decision support 
systems based on reams of data about what works and what doesn’t.69 Managers practice 
evidence-based decision making by being careful and thoughtful rather than carelessly rely-
ing on assumptions, past experience, rules of thumb, or intuition.70 After catastrophic errors 
in the airline industry where pilots relied solely on their personal experience, many airlines 
now use a process called Crew Resource Management (CRM) that has revolutionized safety 
practices. CRM teaches every member of the crew to conduct brief sessions where they up-
date each other about flight status, the current environment, and any impending challenges or 
safety concerns. Pilots are trained to appropriately act on issues raised by any crew member.71

A recent study by Erik Brynjolfsson, an economist at the Sloan School of Management 
at the Massachusetts Institute of Technology (MIT), supports the idea that organizational 
decisions can be improved with the use of evidence-based decision making. Brynjolfsson 
and his colleagues studied 179 large companies and found that the ones that have adopted 
data-driven decision making achieved productivity that was 5 to 6 percent higher than 
could be explained by any other factors.72

Engage in Rigorous Debate

Good managers recognize that constructive conflict based on divergent points of view 
can bring a problem into focus, clarify people’s ideas, stimulate creative thinking, limit 
the role of bias, create a broader understanding of issues and alternatives, and improve 
decision quality.73 As described previously, Reed Hastings, CEO of Netflix, is trying 
to build rigorous debate into the decision-making process to avoid another calamity 
such as the one that the company experienced following the decision to both increase 
the price of the service and split Netflix into two separate businesses. By using rigorous 
debate about major decisions, Hastings has gotten Netflix back on the right track—
gaining rather than losing customers.74

Brainstorming has its share of critics. Some say that it 
prevents the quiet people from participating, and that a group 
can be too easily influenced by the emotions of some of the 
dominant players. In response, a number of brainstorming 
alternatives have been developed. In fact, some companies 
bring in certified trainers to teach employees how to use 
new methods such as the Six Thinking Hats, Lateral Thinking, 
Nominal Group Technique, Ideation, and more.
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Stimulating rigorous debate can be done in several ways. One way is by ensur-
ing that the group is diverse in terms of age and gender, functional area of expertise, 
hierarchical level, and experience with the business. Some groups assign a devil’s 
advocate, who has the role of challenging the assumptions and assertions made by the 
group.75 The devil’s advocate may force the group to rethink its approach to the problem 
and avoid reaching premature conclusions. Jeffrey McKeever, CEO of MicroAge, often 
plays the devil’s advocate, changing his position in the middle of a debate to ensure that 
other executives don’t just go along with his opinions.76 Still another way to encourage 
constructive conflict is to use a technique called point-counterpoint, which breaks a 
decision-making group into two subgroups and assigns them different, often compet-
ing, responsibilities.77 The groups then develop and exchange proposals and discuss 
and debate the various options until they arrive at a common set of understandings and 
recommendations.

Avoid Groupthink

It is important for managers to remember that a certain amount of disagreement and 
conflict is much healthier than blind agreement. Pressures for conformity exist in al-
most any group, and particularly when people in a group like one another, they tend 
to avoid anything that might create disharmony. Groupthink refers to the tendency of 
people in groups to suppress contrary opinions. When people slip into groupthink, the 
desire for harmony outweighs concerns over decision quality. Group members empha-
size maintaining unity rather than realistically challenging problems and alternatives. 
People censor their personal opinions and are reluctant to criticize the opinions of 
others.78

Author and scholar Jerry Harvey coined the related term Abilene paradox to illustrate 
the hidden pressures for conformity that can exist in groups.79 Harvey tells the story of 
how members of his extended family sat sweltering on the porch in 104-degree heat in a 
small town about 50 miles from Abilene, Texas. When someone suggested driving to a café 
in Abilene, everyone went along with the idea, even though the car was not air conditioned. 
Everyone was miserable and returned home exhausted and irritable. Later, each person ad-
mitted that they hadn’t wanted to make the trip and thought it was a ridiculous idea. They 
only went because they thought the others wanted to go. Because groupthink is such a 
natural and pervasive challenge to group decision making, some experts recommend using 
an expert decision coach to provide hands-on help and feedback so that people can learn and 
practice new behaviors rather than revert to the default behavior of suppressing opinions 
that are contrary to the group.80

Know When to Bail

In a fast-paced environment, good managers encourage risk taking and learning from  
mistakes, but they also aren’t hesitant to pull the plug on something that isn’t working. 
Research has found that managers and organizations often continue to invest time and 
money in a solution even when there is strong evidence that it is not appropriate. This ten-
dency is referred to as escalating commitment. Managers might block or distort negative 
information because they don’t want to be responsible for a bad decision, or they might 
simply refuse to accept that their solution is wrong.81 A study in Europe verified that even 
highly successful managers often miss or ignore warning signals because they become com-
mitted to a decision and believe that if they persevere, it will pay off.82 As companies face 
increasing competition, complexity, and change, it is important that managers don’t get so 
attached to their own ideas that they’re unwilling to recognize when to move on. According 
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to Stanford University professor Robert Sutton, the key to success-
ful creative decision making is to “fail early, fail often, and pull the 
plug early.”83

Do a Postmortem

To improve decision making, managers need to reflect and learn 
from every decision they make. When people review the results 
of their decisions, they learn valuable lessons for how to do 
things better in the future. A technique that many companies 
have adopted from the U.S. army to encourage examination of 

the evidence and continuous learning is the after-action review, a disciplined proce-
dure whereby managers invest time in reviewing the results of decisions on a regular 
basis and learn from them.84 After implementation of any significant decision, man-
agers meet to evaluate what worked, what didn’t, and how to do things better. Many 
problems are solved by trial and error. For example, postmortem reviews of decisions 
regarding attacks from roadside bombs in Iraq led soldiers to suggest the implemen-
tation of an overall counterinsurgency strategy rather than relying so much on tech-
nology.85 Numerous business organizations have adopted some form of after-action 
review. A similar technique emphasized by Lenovo founder Liu Chuanzhi is called 
fu pan, which means “replaying the chessboard.” The idea is to review every move to 
improve the next one. Lenovo managers are trained to apply fu pan to everything from 
a small quick review of a workday incident to a full, in-depth review of a major deci-
sion.86 When managers get prompt feedback on decisions through after-action reviews, 
it gives them the chance to incorporate new information and greater understanding 
into their thinking and decision making.

•	 Most decisions within organizations are made as part of a 
group, and whereas managers can’t always see their own 
biases, they can build in mechanisms to prevent bias from 
influencing major decisions at the organizational level.

•	 Brainstorming is a technique that uses a face-to-face group 
to spontaneously suggest a broad range of alternatives for 
making a decision.

•	 Electronic brainstorming brings people together in an 
interactive group over a computer network, rather than 
meeting face to face.

•	 Evidence-based decision making is founded on a commit-
ment to examining potential biases, seeking and examining 
evidence with rigor, and making informed and intelligent 
decisions based on the best available facts and evidence.

•	 A devil’s advocate is a person who is assigned the role of 
challenging the assumptions and assertions made by the 
group to prevent premature consensus.

•	 A group decision-making technique that breaks people 
into subgroups and assigns them to express compet-
ing points of view regarding the decision is called 
point-counterpoint.

•	 Groupthink refers to the tendency of people in 
groups to suppress contrary opinions in a desire  
for harmony.

•	 Escalating commitment refers to continuing to invest 
time and money in a decision despite evidence that it  
is failing.

•	 A technique adopted from the U.S. army, the after-action 
review is a disciplined procedure whereby managers review 
the results of decisions to evaluate what worked, what 
didn’t, and how to do things better.

•	 Managers at Lenovo apply a technique called fu pan, 
which means “replaying the chessboard,” reviewing every 
move to improve the next one.

Remember This

“The most dangerous thing 
is to be successful. You 
then think every decision 
is the right one.”

—Wong Wai Ming, CFO of Lenovo
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Ch9	 Discussion Questions

  1.	Aaron Alexis, the former Navy reservist who went  
on a shooting rampage in September 2013 and  
killed 12 people at the Washington Navy Yard in 
Washington D.C., had a history of mental instability, 
but he was carrying a valid security clearance. How 
would you suggest managers make decisions for issu-
ing or revoking security clearances to prevent this kind 
of catastrophe?

  2.	Managers at Gap Inc., a once-popular retail chain, 
are reported to have made a series of decisions that 
hurt the company: They expanded so rapidly that the 
chain lost touch with customers; they tried to copy 
the successful approach of rivals rather than charting 
their own course; they cut quality to reduce costs; they 
shifted from one fashion approach to another as each 
one failed to appeal to customers, and so on. What 
techniques would you recommend Gap managers use 
to improve the quality of their decisions?

  3.	Explain the difference between risk and ambiguity. 
How might decision making differ for a risky versus an 
ambiguous situation?

  4.	Analyze three decisions you made over the past six 
months. Which of these were programmed and which 
were nonprogrammed? Which model—the classical, 
administrative, or political—best describes the 
approach you took to making each decision?

  5.	What opportunities and potential problems are posed 
by the formation of more than one coalition within an 
organization, each one advocating a different direction 
or alternative? What steps can you take as a manager to 
make sure that dueling coalitions result in constructive 
discussion rather than dissension?

  6.	 Can you think of a bad decision from your own school or 
work experience, or from recent business or political news 
stories, that was made in an effort to correct or justify a 
past decision? As a new manager, how might you resist 
the urge to choose a decision alternative based on the idea 
that it might correct or validate a previous decision?

  7.	Experts advise that most catastrophes in organizations 
result from a series of small problems or mistakes. As 
a new, entry-level manager, how might you apply this 
understanding to help your organization avoid making 
major mistakes?

  8.	 List some possible advantages and disadvantages to using 
computer technology for managerial decision making.

  9.	Can intuition and evidence-based decision making  
coexist as valid approaches within an organization? 
How might managers combine their intuition with a 
rational, data-driven, evidence-based approach?

10.	 What do you think is your dominant decision style? Is 
your style compatible with group techniques such as 
brainstorming and engaging in rigorous debate? Discuss.

Ch9	 Apply Your Skills: Experiential Exercise
What’s Your Personal Decision Style?87

Read each of the following questions and circle the 
answer that best describes you. Think about how you 
typically act in a work or school situation and mark the 
answer that first comes to mind. There are no right or 
wrong answers.

  1.	 In performing my job or class work, I look for
a.	 Practical results
b.	 The best solution
c.	 Creative approaches or ideas
d.	 Good working conditions

  2.	 I enjoy jobs that
a.	 Are technical and well defined
b.	 Have a lot of variety
c.	 Allow me to be independent and creative
d.	 Involve working closely with others

  3.	The people I most enjoy working with are
a.	 Energetic and ambitious
b.	 Capable and organized
c.	 Open to new ideas
d.	 Agreeable and trusting

  4.	When I have a problem, I usually
a.	 Rely on what has worked in the past
b.	 Apply careful analysis
c.	 Consider a variety of creative approaches
d.	 Seek consensus with others

  5.	 I am especially good at
a.	 Remembering dates and facts
b.	 Solving complex problems
c.	 Seeing many possible solutions
d.	 Getting along with others

  6.	When I don’t have much time, I
a.	 Make decisions and act quickly
b.	 Follow established plans or priorities
c.	 Take my time and refuse to be pressured
d.	 Ask others for guidance and support

  7.	 In social situations, I generally
a.	 Talk to others
b.	 Think about what’s being discussed
c.	 Observe
d.	 Listen to the conversation
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  8.	Other people consider me
a.	 Aggressive
b.	 Disciplined
c.	 Creative
d.	 Supportive

  9.	What I dislike most is
a.	 Not being in control
b.	 Doing boring work
c.	 Following rules
d.	 Being rejected by others

10.	 The decisions I make are usually
a.	 Direct and practical
b.	 Systematic or abstract
c.	 Broad and flexible
d.	 Sensitive to others’ needs

Scoring and Interpretation
These questions rate your personal decision style, as  
described in the text and listed in Exhibit 9.5.
Count the number of a answers. They provide your  
directive score.
Count the number of b answers for your analytical score.
The number of c answers is your conceptual score.
The number of d answers is your behavioral score.
What is your dominant decision style? Are you surprised, 
or does this result reflect the style that you thought you 
used most often?

Ch9	 Apply Your Skills: Small Group Breakout
A New Approach to Making Decisions88

Managers are typically effective at focusing on problems 
and diagnosing what is wrong and how to fix it when 
they have to make a decision. The typical questions that 
managers might ask themselves include: What is the 
problem here? What is the cause of this problem? Why 
is this problem happening to me? What alternatives do I 
have? What is the best alternative? How do I implement 
this alternative?

There is a novel approach to decision making, called 
outcome-directed thinking, that some managers have learned 
to use. It focuses on future outcomes and possibilities 
rather than on the causes of the problem. People tend to 
feel more positive emotions, have more creative ideas, and 
experience more optimism about solving a problem when 
they focus on desired future outcomes rather than on who 
or what caused the problem.
Step 1.  Think of a problem that you have in your life 
right now, in which something is not what you would like 
it to be. It could be any problem that you are having at 
school, home, or work that you would like to solve. Sum-
marize the problem here in a few words: 

Step 2.  Now write brief answers to the following questions:
A.	 What outcome do I really want with respect to this 

problem? (Your answer equals your desired result 
about the problem.)

B.	 How will I know when I have achieved this future 
outcome? (What will I see, hear, and feel?)

C.	 What resources do I need to pursue this future 
outcome?

D.	 What is the first step I can take to achieve this 
outcome? 

Step 3.  In a group of three to five students, take turns 
sharing your answers to these four questions. In addition, 
share what you are feeling about your desired outcome for 
the problem. For example, do you feel that you have created 
the beginning of a solution that you can implement? In  
addition, share whether your thinking is more creative and 
effective by focusing on achieving a desired outcome rather 
than on the cause of the problem.
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Ch9	 Apply Your Skills: Ethical Dilemma
The No-Show Consultant89

Jeffrey Moses was facing one of the toughest decisions of 
his short career as a manager with International Consult-
ing. Andrew Carpenter, one of his best consultants, was 
clearly in trouble, and his problems were affecting his 
work. International Consulting designs, installs, and im-
plements complex back-office software systems for com-
panies all over the world. About half the consultants work 
out of the main office, while the rest, including Carpenter, 
work primarily from home.

This Monday morning, Moses had gotten an irate 
call from a major New York client saying that Carpenter 
never showed up at the company’s headquarters, where 
the client had been expecting his new computer system 
to go live for the first time. In calling around to other 
customers on the East Coast trying to locate the missing 
consultant, Moses heard other stories. Carpenter had 
also missed a few other appointments—all on Monday 
mornings—but no one had felt the need to report it  
because he had called to reschedule. In addition, he 
practically came to blows with an employee who chal-
lenged him about the capabilities of the new system, and 
he inexplicably walked out of one customer’s office in 
the middle of the day, without a word to anyone. Another 
client reported that the last time he saw Carpenter, 
he appeared to have a serious hangover. Most of the 
clients liked Carpenter, but they were concerned that his 
behavior was increasingly erratic. One client suggested 
that she would prefer to work with someone else. As for 
the major New York customer, he preferred that Andrew 
finish the project rather than a new consultant, but he 
also demanded that International eat half the $250,000 
consultant’s fee.

After Moses finally located Carpenter by calling his 
next-door neighbor, Carpenter confessed that he’d had a 
“lost weekend” and been too drunk to get on the plane. 
He then told Moses that his wife had left and taken their 
two-year-old son with her. He admitted that he had been 
drinking a little more than usual lately, but insisted that he 
was getting himself under control and promised no more 
problems. “I’m really not an alcoholic or anything,” he said. 

“I’ve just been upset about Brenda leaving, and I let it get 
out of hand this weekend.” Moses told Carpenter that if he 
would get to New York and complete the project, all would 
be forgiven.

Now, however, he wondered whether he should  
really just let things slide. Moses talked to Carpenter’s 
team leader about the situation and was told that the 
leader was aware of his recent problems but thought ev-
erything would smooth itself over. “Consultants with his 
knowledge, level of skill, and willingness to travel are hard 
to find. He’s well liked among all the customers; he’ll get 
his act together.” However, when Moses discussed the 
problem with Carolyn Walter, vice president of operations, 
she argued that Carpenter should be dismissed. “You’re 
under no obligation to keep him just because you said 
you would,” she pointed out. “This was a major screw-up, 
and it’s perfectly legal to fire someone for absenteeism. 
Your calls to customers should make it clear to you that 
this situation was not a one-time thing. Get rid of him 
now before things get worse. If you think eating half that 
$250,000 fee hurts now, just think what could happen if 
this behavior continues.”

What Would You Do?

1.	 Give Carpenter a month’s notice and terminate him. 
He’s known as a good consultant, so he probably won’t 
have any trouble finding a new job, and you’ll avoid any 
further problems associated with his emotional difficul-
ties and his possible alcohol problem.

2.	 Let it slide. Missing the New York appointment is 
Carpenter’s first big mistake. He says he is getting 
things under control, and you believe that he should be 
given a chance to get himself back on track.

3.	 Let Carpenter know that you care about what he’s 
going through, but insist that he take a short paid 
leave and get counseling to deal with his emotional 
difficulties and evaluate the seriousness of his prob-
lems with alcohol. If the alcohol abuse continues, 
require him to attend a treatment program or find 
another job. 

Ch9	 Apply Your Skills: Case for Critical Analysis
The Office
Krista Acklen was the “golden girl” of metropolitan govern-
ment in a large Midwestern city. The top graduate of a local 
high school, she studied in France and interned at Vogue in 
Paris before returning to the States to get an MBA, and she 
landed a position with a top New York PR firm. She knew 
everyone, and chatting with or “doing lunch” with the rich 
and famous was a normal day for Acklen.

The only child of a single mom, Acklen dropped it all 
and willingly returned to her Midwestern hometown when 
her mother’s health declined suddenly. She had barely set-
tled in and established home care for her mother when the 
mayor’s office contacted her with a job proposal. Would 
Acklen consider a position developing and directing a pub-
lic arts program for the city? She enthusiastically accepted 
the job. With her winning connections, drive, and abilities, 
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she quickly expanded her mission to develop a range of 
arts programs. Donations and grant money poured into 
programs under her established nonprofit organization 
developed to support city parks. Headquarters for Acklen 
and her staff was a comfortable, unused third-floor space 
in the city library that used to hold books and magazines 
that were now stored digitally. 

Then John Mitchell, director of parks and recreation, 
summoned her to a meeting “to learn of a decision I have 
made that will affect your group.” Acklen was curious to 
find out what was going on. Knowing that budget fac-
tors recently forced reduction in staff and office space 
throughout city government, and aware of the importance 
of dealing carefully with public opinion, as well as the 
feelings of employees and other stakeholders, Acklen felt 
that she was prepared for any decision Mitchell might 
have reached.

She tried to get comfortable in the chair across from 
Mitchell, who seemed ill at ease. Avoiding small talk, 
Mitchell said that he intentionally did not discuss the deci-
sion in advance because he believed Acklen would object. 
He would not accept her objections anyway, he indicated, 
so the decision was final.

“What is the decision?” asked Acklen.
“The mayor wants half of your group’s office space for 

the Greenways project,” Mitchell replied, “and I see no al-
ternative except for you to agree. Her idea makes sense, and 
you must go along.”

Acklen felt fury rising in her chest as she stared 
at Mitchell while thinking, “This people-pleasing, brown-
nosing jerk. He will do anything to win the mayor’s favor.”

The Greenways project, directed by Lisa Todd, had 
developed a number of beautiful areas throughout the city. 
In recent years, Greenways had received the bulk of new 
money and attention from the federal government, and 
Todd’s staff had grown with the additional funding and 
development projects.

As Acklen regained her composure, she shot back at 
Mitchell, “Not consulting me on this is unacceptable.  
I should be part of any decision affecting my staff 

and program. I could have helped plan a solution that 
worked for everyone.” Mitchell started to speak, but 
Acklen cut him off. “You have a responsibility to my 
group, as well as to Mayor Simpson and the other 
projects of this city. I think you are giving us the shaft as 
an easy way to please her.”

The two argued a while longer, but Mitchell wouldn’t 
budge. Finally, Acklen said, “John, since this was your deci-
sion, you should be the one to tell my people. You better 
come over soon before the word gets out.”

“No,” Mitchell said, “you are their immediate boss. 
You have to tell them. That’s your job. Where is your team 
spirit, anyway?”

Acklen returned to her office, seething, and vented 
about the problem to Joanne Franklin, her most senior 
employee. “Oh no,” Joanne moaned. “We really need all this 
space. Our program is growing, too.”

Acklen agreed, but she explained Mitchell’s support 
of the suggestion from the mayor’s office to make 
additional office space available to Lisa Todd and her 
staff. Joanne started brainstorming. “I suppose we could 
pair up in the offices.”

Acklen shook her head. “We are team players. But 
John Mitchell and the mayor need to know that this 
was not handled in a way that shows respect for our 
employees.” After a pause, she continued, “I’m too frazzled 
to think about it anymore today. Let’s talk about this 
tomorrow.”

Questions

1.	 What mistakes do you think John Mitchell made with 
the way he solved the problem of limited office space? 
Explain.

2.	 What approach would you have used if you were 
Mitchell? Why?

3.	 What are Krista Acklen’s options for responding to 
Mitchell’s decision? What should she do now? Why? 

Ch9	 On the Job Video Cases

On the Job: Mi Ola Swimwear: Managerial Decision Making
Questions

1.	 What role does an advisory board play in this business 
owner’s approach to decision making? If you were a 
business owner, would you want to develop an  
advisory board? 

2.	 After listening to this entrepreneur’s perspective 
on decision making, how would you categorize her 

decision-making style? Include at least two examples 
that support your choice. 

3.	 Customer feedback is an important part of this  
entrepreneur’s decision-making process. Referring to 
the innovative decision-making techniques described 
at the end of the chapter, how would you categorize 
“getting feedback”? Why is feedback valuable in  
decision making?
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Ch9	 Answers to Questions in “Manager’s Shoptalk”
  1.	The answer is unbelievably huge: roughly 

800,000,000,000,000 times the distance between the 
Earth and the Sun. Your mind was likely anchored in 
the thinness of a sheet of paper, thereby leading you 
to dramatically underestimate the effect of doubling 
the thickness 100 times. Initial mental anchoring to a 
low or high point leads to frequent incorrect solutions. 
How certain did you feel about your answer? This is 
an example of overconfidence, a major cause of manager 
mistakes.

  2.	Every figure is different in some way. Figure (a) has 
the greatest area, (b) has the least area, (c) is the only 
square, (d) is the only three-sided figure, (e) is most 
narrow and lopsided, and (f ) is least symmetrical 
and five-sided. Did you stop after finding one correct 
answer? Failure to go beyond initial impressions and dig 
below the surface often prevents managers from under-
standing what the real problem is or identifying the 
correct or best solution.

  3.	 If you checked “yes,” you felt the desire to continue in-
vesting in a previous decision even when it was failing, 
which is called escalating commitment. This is a mistake 
that many managers make because they are emotionally 

attached to the previous decision, even one as hopeless 
as this inadequate drone.

  4.	The median estimate from students is 2,250. When 
the numbers are given in reverse order starting with 
1 3 2, etc., the median estimate is 512. The correct 
answer is 40,320. The order in which information is pre-
sented makes a difference to a person’s solution, and act-
ing quickly produces an answer that is far from correct.

  5.	When judging people, early information has more 
impact than later information, called the primacy effect. 
Reversing the word sequence so that intelligent and 
industrious come first creates a more favorable impres-
sion. Respondents rate Robert more or less emotional 
depending on the order of the descriptive words. Were 
you guilty of rating Robert as more emotional because 
of being influenced by initial impressions?

  6.	Although the options are numerically equivalent, most 
people choose alternatives B and C. People hate losing 
more than they enjoy winning, and hence about 80 per-
cent choose a sure small gain (B), and 70 percent will 
take more risk in the hope of avoiding a loss (C).  
Taking emotions out of the process typically leads to  
better decisions.
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part 3   Integrative Case
Part Three: Planning
Companies Form Strategic  
Partnership to Build America’s 
Natural Gas Highway

Consumers face a series of important questions 
when shopping for a new vehicle: Electric or hybrid? 
Regular or diesel? Powerful or fuel-efficient? Sporty 
or economical? Yet for eco-minded consumers who 
seek the ultimate in green motoring, the decision to 
purchase a vehicle often comes down to one simple 
question: Where do I fill it up?

Where to refuel is a perplexing issue for buyers of 
alternative-fuel vehicles. This is because cutting-edge 
green vehicles lack a nationwide fueling infrastructure. 
The United States has more than 100,000 standard gas 
stations, yet few are equipped to fuel vehicles that run on 
electricity, natural gas, or biofuel. For most consumers, 
that’s a deal-breaker. 

Despite the push for cleaner automobiles, today’s 
car buyers find themselves in a Catch-22: an ecologi-
cally responsible vehicle might fit in with their needs 
and desires, but if there is no place to fill up, they can’t 
drive it, so why consider buying one? A similar dilemma 
exists for fleet purchasers, automakers, and gas station  
chains: Why purchase or even manufacture alternative- 
fuel vehicles if there aren’t any filling stations? On the 
other hand, why build filling stations if no one is pur-
chasing or making alternative-fuel vehicles?

Fortunately for consumers and the environment, 
Clean Energy Fuels Corp. and Navistar International 
have a plan to solve this chicken-and-egg dilemma. 
In 2012, the California alternative fuels provider 
and the Illinois semi-trailer truck giant announced a 
strategic partnership to build America’s Natural Gas 
Highway, a first-of-its-kind network of natural gas 
fueling stations across the United States. Slated for 
completion in 2014, America’s Natural Gas High-
way will feature 150 liquefied natural gas (LNG) fill-
ing stations in major metropolitan areas across the 
country—San Diego, Los Angeles, and Las Vegas 
out west; Houston, San Antonio, and Dallas in the 
Texas Triangle; New York in the east; and major cit-
ies in the Midwest and South. Well-placed stations 
on in-between routes will tie the whole network to-
gether, resulting in a coast-to-coast refueling infra-
structure for natural gas vehicles.

Top-level planners behind America’s Natural Gas 
Highway say their goal is to offer transport compa-
nies a package deal made up of eco-friendly fleets, in-
expensive fuel, and reliable fueling stations. “Navistar 
and Clean Energy have come up with a breakthrough 
program that offers customers a quicker payback on 
their investment, plus added fuel cost savings from 
day one of operation,” says Navistar CEO Dan Ustian.  
“Together, our companies will demonstrate how a 
natural-gas-integrated vehicle offering the right dis-
tribution and fueling solution can be integrated into a 
fleet’s operations to reduce costs and drive efficiencies.”

For a natural gas highway to work, effective  
collaboration must occur between a truck maker, a fuel 
supplier, a truck stop chain, and a natural gas driller. 
Navistar and Clean Energy have the first two bases 
covered: Navistar will sell its best-in-class LNG truck 
fleets to shippers, along with a mandatory five-year 
fuel-purchase contract through Clean Energy. News 
releases indicate that two other companies are included 
in the plan. Pilot Flying J Travel Centers, the largest 
network of truck and travel stops, is providing service 
locations where trucks can refuel. Likewise, Chesa-
peake Energy, the number-two natural gas driller in 
the United States, has invested $150 million toward 
the initial rollout. So Navistar sells natural gas trucks 
to shippers, Clean Energy supplies the fuel, Pilot  
Flying J provides the fueling stations, and Chesapeake 
drills natural gas and provides investment capital.

The plan sounds good on paper, but can it work? 
Clean Energy CEO Andrew Littlefair says that Amer-
ica’s Natural Gas Highway is already well underway. 
“Clean Energy has already engaged over 100 shippers, 
private fleets, and for-hire carriers that have shared 
their operations to qualify for the economic opportu-
nity of operating natural gas trucks. This has helped 
us in turn plan the first phase of the natural gas fueling 
highway,” Littlefair says. Clean Energy’s chief marketing 
guru, Jim Harger, adds that the financial advantages of 
the plan are such that transport businesses simply can’t 
refuse. “You get the same lease cost of a diesel truck and 
get fuel savings too,” Harger says. These natural gas fuel 
savings—approximately $1.50 per gallon compared to 
gasoline or diesel—have led to a sharp increase in the 
number of natural gas vehicles (NGVs) on the road in 
the United States. According to Natural Gas Vehicles 
for America (NGV America), 135,000 NGVs were in 
use in 2013, up from 120,000 in 2012.
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There are many good reasons to think that 
America’s Natural Gas Highway will succeed. How-
ever, executives at Navistar and Clean Energy say 
that their plan will work for one key reason: Natu-
ral gas is the energy of the future and requires no 
government subsidies. “We remain committed to 
provide natural gas fuel for transportation because 
it has genuinely proven to be the cleaner, cheaper  
domestic alternative fuel choice,” says Andrew Little-
fair. Navistar’s chief agrees, adding that natural gas 
is both economically sustainable and good for the  
environment. “The program will allow the industry 
to transition to natural gas-powered vehicles with-
out relying on government handouts,” Ustian says. 
“This is going to work far differently than any other 
program in this field for alternative fuels. It can 
stand on its own and stand very tall, and that’s why 
it’s going to be successful.” 

Questions

1.	 Why do businesses form strategic partnerships? 
Does the creation of America’s Natural Gas Highway 
require such a partnership? Why or why not?

2.	 What opportunities in the external environment may 
have led Navistar and Clean Energy to formulate 
their plan for America’s Natural Gas Highway?

3.	 What threats in the external environment could 
cause this comprehensive natural gas strategy to 
fail? What can managers do to help ensure that the 
plan is executed successfully?

Sources: Based on Clean Energy Fuels Corp., America’s Natural Gas 
Highway: The Clean Energy Solution (Seal Beach, CA: Clean Energy, 
2012), http://cleanenergyfuels.com/pdf/CE-OS.ANGH.011212.ff.pdf  
(accessed July 10, 2012); Shan Li, “Firms Investing to Fuel Demand for 
Natural Gas Vehicles,” The Los Angeles Times, January 2, 1014, http://www 
.latimes.com/business/la-fi-natural-gas-stations-20140103,0,5424680 
.story (accessed January 8, 2014); John Stodder, “Natural Gas Vehicles Face 
Chicken-and-Egg Syndrome,” The Daily Reporter, May 9, 2012, http://
dailyreporter.com/2012/05/09/natural-gas-vehicles-face-chicken-and 
-egg-syndrome/ (accessed July 10, 2012); “Navistar International and Clean 
Energy Fuels Team on Natural Gas Trucks,” Fleets & Fuels, February 2, 
2012, www.fleetsandfuels.com/fuels/ngvs/2012/02/navistar-clean-energy 
-team-on-natural-gas-trucks-2012/ (accessed July 10, 2012); James  
Menzies, “Navistar Partnership with Clean Energy Takes Sting Out of Cost 
of NG-Powered Trucks,” Truck News, February 3, 2012, www.trucknews 
.com/news/navistar-partnership-with-clean-energy-takes-sting-out-of 
-cost-of-ng-powered-trucks/1000876051/ (accessed July 12, 2012); Dave 
Hurst, “Clean Energy Fuels and Navistar Agreement: More than Market-
ing Hype?” Pike Research, May 30, 2012, www.pikeresearch.com/blog 
/clean-energy-fuels-and-navistar-agreement-more-than-marketing-hype 
(accessed July 12, 2012); Clean Energy Fuels, “Clean Energy Unveils Back-
bone Network for America’s Natural Gas Highway,” press release, Janu-
ary 12, 2012, www.businesswire.com/news/home/20120112005432/en 
/Clean-Energy-Unveils-Backbone-Network-America’s-Natural (accessed 
July 10, 2012); “Clean Energy Unveils Network Plan for Natural Gas 
Highway,” Trucker News Service, January 16, 2012, www.thetrucker.com 
/News/Stories/2012/1/16/CleanEnergyunveilsnetworkplanfornatural 
gashighway.aspx (accessed July 12, 2012).
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After studying this chapter, you should be able to:

	 1.	 Discuss the fundamental characteristics of organizing and explain 
work specialization, chain of command, span of management, and 
centralization versus decentralization.

	 2.	 Describe functional and divisional approaches to structure.

	 3.	 Explain the matrix approach to structure and its application to both 
domestic and international organizations.

	 4.	 Describe the contemporary team and virtual network structures 
and why they are being adopted by organizations.

	 5.	 Explain why organizations need coordination across departments 
and hierarchical levels, and describe mechanisms for achieving 
coordination.

	 6.	 Identify how structure can be used to achieve an organization’s  
strategic goals.

	 7.	 Define production technology and explain how it influences organiza-
tion structure.

What Are Your Leadership Beliefs?

Organizing the Vertical Structure
Work Specialization 
Chain of Command

New Manager Self-Test:  Authority 
Role Models

Span of Management
Centralization and Decentralization

Departmentalization
Vertical Functional Approach
Divisional Approach
Matrix Approach
Team Approach
Virtual Network Approach

Organizing for Horizontal 
Coordination

The Need for Coordination 
Task Forces, Teams, and Project 

Management
Relational Coordination

Factors Shaping Structure
Structure Follows Strategy
Structure Fits the Technology

Designing Organization 
Structure

Chapter 10 4Part
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What Are Your Leadership Beliefs?1

Instructions:  The fit between a new manager and the organization is often based on personal beliefs about the 
role of leaders. Things work best when organization design matches a new manager’s beliefs about 
his or her leadership role.

Think about the extent to which each statement reflects your beliefs about a leader’s role in an 
organization. Mark as Mostly True the four statements that are most true for you, and mark as Mostly 
False the four that are least true for you.

Valve Software Corporation is a leader in the video game industry, with Counter-
Strike, Half-Life 2, Left 4 Dead, Portal, and the wildly popular digital distribution 
platform Steam. In September 2013, the WhatCulture online magazine (based 

in the United Kingdom) ranked Gabe Newell, the co-founder of Valve, on its list of the 
“five richest tech billionaires who dropped out of university.” Newell acts as the CEO 
of Valve, but the company has been “boss free since 1996,” as its Web site proclaims. 
“It’s amazing what creative people can come up with when there’s nobody there telling 
them what to do.” Valve’s unique organization structure caused a minor media blitz after 
someone posted the employee handbook online in the spring of 2012, but Valve has been 
functioning smoothly without bosses since it was founded. Newell and co-founder Mike  
Harrington, both former Microsoft employees, wanted to create a flat, fast organization 
that allowed employees maximum flexibility. It sounds like a dream for employees, but 
many people don’t adapt to the “no-structure structure” and leave for more traditional jobs.2

Scoring and Interpretation:  Each question pertains to one of two subscales of leadership beliefs. 
Questions 1–4 reflect position-based leadership beliefs. This is the belief that the most competent and 
loyal people are placed in positions of leadership, where they assume responsibility and authority for 
the group or organization. Questions 5–8 reflect nonhierarchical leadership beliefs more consistent 
with a flat or even a bossless design. This belief is that the group or organization faces a complex 
system of adaptive challenges, and leaders see their job as facilitating the flow of information among 
members and their full engagement to respond jointly to those challenges. The subscale for which 
you checked more items Mostly True may reveal your personal beliefs about position-based versus 
nonhierarchical leadership.

Position-based beliefs typically work for managers in a traditional vertical hierarchy or mechanistic 
organization. Nonhierarchical beliefs typically work for managers engaged with horizontal organizing, 
such as managing teams, projects, and networks, or for cutting-edge bossless organizations.

Mostly True Mostly False

  1.	 A leader should take charge of the group or organization. __________ __________

  2.	 The major tasks of a leader are to make and communicate decisions. __________ __________

  3.	 Group and organization members should be loyal to designated leaders. __________ __________

  4.	 The responsibility for taking risks lies with the leaders. __________ __________

  5.	 Leaders should foster discussions among members about the future. __________ __________

  6.	 Successful leaders make everyone’s learning their highest priority. __________ __________

  7.	 An organization needs to be always changing the way it does things to adapt  
to a changing world.

__________ __________

  8.	 Everyone in an organization should be responsible for accomplishing  
organizational goals.

__________ __________
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Could you work in a company with no bosses, no permanent offices, and no clearly 
defined structure? Valve is unusual, but as we’ve seen with examples in previous chap-
ters, many companies are flattening their hierarchies and cutting out layers of management 
to improve efficiency and be more flexible. Some people thrive in less hierarchical, even 
bossless, organizations, whereas others have difficulty without a clearly defined vertical 
structure. New managers in particular are typically more comfortable and more effective 
working in an organization system that is compatible with their leadership beliefs.

In your career as a manager, you will have to understand and learn to work within a  
variety of structural configurations. All organizations wrestle with the question of structural  
design, and reorganization often is necessary to reflect a new strategy, changing market 
conditions, or innovative technology. 

In recent years, many companies have realigned departmental groupings, chains of 
command, and horizontal coordination mechanisms to attain new strategic goals or to 
cope with a turbulent environment. Walgreens achieved its “7 by 10” goal (meaning to have 
7,000 stores by 2010), so managers shifted from a strategy of expansion to a strategy of 
providing an exceptional customer experience. To support this new strategy, they added 
two new positions to the hierarchy. In each of its 30 U.S. markets, Walgreens placed a vice 
president for markets to move corporate leadership closer to the customer. The second new 
position, community leader, acts as a mentor to less-experienced store managers to help 
them provide exceptional service.3After the disastrous 2010 explosion and oil spill in the 
Gulf of Mexico, BP embarked on a major restructuring of its exploration, development, and 
production operations (referred to as “upstream”) to try to make sure that a similar event 
never happens again. To improve risk management, CEO Robert W. Dudley appointed 
a dedicated chief executive for all of its upstream operations worldwide. In late 2012, 
following the appointment of H. Lamar McKay to oversee the operations, Dudley said, 
“During the past two years, we have successfully introduced a more centralized organi-
zation to our upstream, BP’s largest organizational change for two decades.”4 Michael 
Dell created a separate division at his company to focus specifically on products such 
as mobile phones and other portable devices, the fastest-growing part of the computer 
industry.5 Each of these organizations is using fundamental concepts of organizing.

Organizing is the deployment of organizational resources to achieve strategic goals. 
The deployment of resources is reflected in the organization’s division of labor into specific 
departments and jobs, formal lines of authority, and mechanisms for coordinating diverse 
organization tasks.

Organizing is important because it follows strategy—the topic of Part 3 of this book. 
Strategy defines what to do; organizing defines how to do it. Structure is a powerful tool 
for reaching strategic goals, and a strategy’s success often is determined by its fit with or-
ganizational structure. Part 4 of this book explains the variety of organizing principles 
and concepts used by managers. This chapter covers fundamental concepts that apply to 
all organizations and departments, including organizing the vertical structure and using 
mechanisms for horizontal coordination. Chapter 11 discusses how organizations can be 
structured to facilitate innovation and change. Chapters 12 and 13 consider how to use 
human resources (HR) to the best advantage within the organization’s structure.

Organizing the Vertical Structure
The organizing process leads to the creation of organization structure, which defines how tasks 
are divided and resources deployed. Organization structure is defined as (1) the set of formal 
tasks assigned to individuals and departments; (2) formal reporting relationships, including 
lines of authority, decision responsibility, number of hierarchical levels, and span of managers’ 
control; and (3) the design of systems to ensure effective coordination of employees across 

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Chapter 10  Designing Organization Structure 323

O
r

g
a

n
iz

in
g

4departments.6 Ensuring coordination across departments is just as critical as defining the  
departments to begin with. Without effective coordination systems, no structure is complete.

The set of formal tasks and formal reporting relationships provides a framework for 
vertical control of the organization. The characteristics of vertical structure are portrayed 
in the organization chart, which is the visual representation of an organization’s structure.

A sample organization chart for a water bottling plant is illustrated in Exhibit 10.1. 
The plant has four major departments—accounting, HR, production, and marketing. The 
organization chart delineates the chain of command, indicates departmental tasks and 
how they fit together, and provides order and logic for the organization. Every employee 
has an appointed task, line of authority, and decision responsibility. The following sections 
discuss several important features of vertical structure in more detail. 

Work Specialization

Organizations perform a wide variety of tasks. A fundamental principle is that work can be 
performed more efficiently if employees are allowed to specialize.7 Work specialization, 
sometimes called division of labor, is the degree to which organizational tasks are subdivided 
into separate jobs. Work specialization in Exhibit 10.1 is illustrated by the separation of 
production tasks into bottling, quality control, and maintenance. Employees within each 
department perform only the tasks relevant to their specialized function. When organiza-
tions face new strategic issues, managers often create new positions or departments to deal 
with them. Sony added a new position of chief information security officer (CISO) to its 
hierarchy after hackers accessed millions of customer files on the supposedly secure Sony 
network. Many organizations, including Gannett, NBC, Simon & Schuster, Columbia  
University, and Starbucks, have created chief digital officer (CDO) positions to provide broad 
leadership for digital-based initiatives, including social business initiatives (as described in 
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exhibit	     10.1      
Organization Chart for a 
Water Bottling Plant
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Chapter 2). New York City hired its first CDO in 2011, even before many corporations 
had thought about hiring such executives. At the time, the only other city with a CDO was 
São Paolo, Brazil.8 Many organizations didn’t even have a chief information officer (CIO) a 
decade or so ago, but almost every government agency, nonprofit organization, and business 
firm has a CIO today, and CDOs will likely become just as ubiquitous. In 2009, President 
Barack Obama appointed Vivek Kundra as the first CIO for the U.S. government.9

When work specialization is extensive, employees specialize in a single task. Jobs tend 
to be small, but they can be performed efficiently. Work specialization is readily visible on 
an automobile assembly line, where each employee performs the same task over and over 
again. It would not be efficient to have a single employee build the entire automobile, or 
even perform a large number of unrelated jobs. 

Despite the apparent advantages of specialization, many organizations are moving away 
from this principle. With too much specialization, employees are isolated and do only a single, 
boring job. In addition, too much specialization creates separation and hinders the coordina-
tion that is essential for organizations to be effective. Many companies are implementing teams 
and other mechanisms that enhance coordination and provide greater challenge for employees.

•	 Managers in every organization face the question about 
how to organize for maximum efficiency and effectiveness.

•	 Organizing refers to the deployment of organizational 
resources to achieve strategic goals.

•	 Organizations such as Simon & Schuster, Starbucks, 
and the City of New York have created CDO positions 
to meet changing needs.

•	 Organization structure is defined as the framework in 
which the organization defines how tasks are divided,  
resources are deployed, and departments are coordinated.

•	 An organization chart is the visual representation of an 
organization’s structure.

•	 Fundamental characteristics of vertical organization 
structure include work specialization, chain of com-
mand, span of management, and centralization and 
decentralization.

•	 Work specialization, sometimes called division of 
labor, is the degree to which organizational tasks are 
subdivided into individual jobs.

Remember This

Chain of Command

The chain of command is an unbroken 
line of authority that links all employees in 
an organization and shows who reports to 
whom. It is associated with two underlying 
principles. Unity of command means that 
each employee is held accountable to only 
one supervisor. The scalar principle refers 
to a clearly defined line of authority in the 
organization that includes all employees. 
Authority and responsibility for different 
tasks should be distinct. All individuals in 
the organization should know to whom they 
report, as well as the successive management 
levels all the way to the top. For example, 
at Sony, the new CISO reports to the CIO, 
who reports to the chief transformation  
officer, who in turn reports to the CEO.10 In 
Exhibit 10.1, the payroll clerk reports to the 

Cognizant Technology Solutions 
Corporation, a U.S.-based 
outsourcing firm, has an unusual 
chain of command referred 
to as “two in a box.” Originally, 
project managers supervised 
company staff in India while 
living in the United States, where 
most customers were located. 
Because spanning that many 
time zones was difficult, CEO 
Francisco D’Souza implemented 
a solution: assign two managers 
to each project—one in India 
and one at the client’s site. Each 
is equally responsible for the 
project’s success. The model 
works because it enhances 
the company’s customer 
responsiveness, even though it 
violates the principle of unity 
of command.
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An organization’s 
structure is based on 
authority.  As a potential 
new manager, check 
out your authority role 
models by completing 
the “New Manager  
Self-Test” on page 326.

Hot
Topic

chief accountant, who in turn reports to the vice president, who in turn reports to the 
company president.

Authority, Responsibility, and Delegation
The chain of command illustrates the authority structure of the organization. Authority 
is the formal and legitimate right of a manager to make decisions, issue orders, and allocate 
resources to achieve organizationally desired outcomes. Authority is distinguished by three 
characteristics:11

1.	 Authority is vested in organizational positions, not people. Managers have 
authority because of the positions they hold, and other people in the same 
positions would have the same authority.

2.	 Authority flows down the vertical hierarchy. Positions at the top of the hierarchy 
are vested with more formal authority than are positions at the bottom.

3.	 Authority is accepted by subordinates. Although authority flows from the top 
down, subordinates comply because they believe that managers have a legiti-
mate right to issue orders. The acceptance theory of authority argues that a man-
ager has authority only if subordinates choose to accept his or her commands. 
If subordinates refuse to obey because the order is outside their zone of accep-
tance, a manager’s authority disappears.12

Responsibility is the flip side of the authority coin. Responsibility is the duty 
to perform the task or activity as assigned. Typically, managers are assigned authority 
commensurate with their responsibilities. When managers have responsibility for task 
outcomes but little authority, the job is possible but difficult. They rely on persuasion and 
luck. When managers have authority exceeding responsibility, they may become tyrants, 
using authority to achieve frivolous outcomes.13

Accountability is the mechanism through which authority and responsibility are 
brought into alignment. Accountability means that the people with authority and 
responsibility are subject to reporting and justifying task outcomes to those above 
them in the chain of command.14 For organizations to function well, everyone needs 
to know what they are accountable for and accept the responsibility and authority for 
performing it. The British Broadcasting Corporation (BBC) is undergoing structural 
changes to clarify its chain of command and strengthen management 
accountability in the wake of a crisis that erupted after the BBC 
decided not to air a news report about former BBC television per-
sonality Jimmy Savile being accused of widespread sexual abuse of 
children. To make matters worse, the broadcaster got into trouble 
again by airing a false report that accused a former senior political 
official of similar offenses. The resulting scandal tarnished the image 
of the respected broadcaster and left the executive offices of the BBC 
in turmoil. The director-general resigned after just two months on 
the job, and two senior executives resigned under pressure while the 
organization sorted out what went wrong. New director-general 
Tony Hall emphasized the need to change the culture at the BBC, 
calling for “greater personal accountability” and a simpler, clearer 
management structure. Many problems contributed to the crisis, but 
one was a fuzzy chain of command without clear lines of authority 
for decision making. After the Savile crisis, the editorial leadership 
was under extreme pressure, and there was confusion over who had  
responsibility for the decision to run the story about the senior political 
official, for instance.15

Another important concept related to authority is delegation.16 

Delegation is the process that managers use to transfer authority 

“I think the most difficult 
transition for anybody 
from being a worker bee 
to a manager is this issue 
of delegation. What do 
you give up? How can you 
have the team do what 
you would do yourself 
without you doing it?” 

—Tachi Yamada, president of the Bill & 

Melinda Gates Foundation’s Global 

Health Program
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New Manager     Self-Test
Authority Role Models

Instructions:  Expectations about authority for a new  
manager are often based on experiences with your first 
authority figures and role models—Mom and Dad. To  
understand your authority role models, please answer 
each of the following items as Mostly True or Mostly False 
for you. Think about each statement as it applies to the 
parent or parents who made primary decisions about 
raising you.

1.	 My parent(s) believed that children  
should get their way in the family as  
often as the parents do.	

2.	 When a family policy was established,  
my parent(s) discussed the reasoning  
behind it with the children. 	

3.	 My parent(s) believed that it was  
for my own good if I was made  
to conform to what they thought  
was right. 	

4.	 My parent(s) felt that the children  
should make up our own minds  
about what we wanted to do, even  
if they did not agree with us. 	

5.	 My parent(s) directed my activities  
through reasoning and discussion. 	

6.	 My parent(s) was clear about who  
was the boss in the family. 	

7.	 My parent(s) allowed me to decide  
most things for myself without a  
lot of direction. 	

8.	 My parent(s) took the children’s  
opinions into consideration when  
making family decisions. 	

9.	 If I didn’t meet parental rules  
and expectations, I could expect  
to be punished. 	

Scoring and Interpretation:  Each question pertains 
to one of three subscales of parental authority. Questions 
1, 4, and 7 reflect permissive parental authority, questions 2, 
5, and 8 indicate flexible authority, and questions 3, 6, and 
9 indicate authoritarian parental authority. The subscale for 
which you checked more items Mostly True may reveal 
personal expectations from your early role models that 
shape your comfort with authority as a new manager. Au-
thoritarian expectations typically would fit in a traditional 
vertical structure with fixed rules and a clear hierarchy of 
authority (mechanistic organization characteristics). Flexible 
authority expectations typically would fit with horizontal 
organizing, such as managing teams, projects, and reen-
gineering (organic organization characteristics). Because 
most organizations thrive on structure, permissive expecta-
tions may be insufficient to enforce accountability under 
any structure. How do you think your childhood role 
models affect your authority expectations? Remember, this 
questionnaire is just a guide because your current expecta-
tions about authority may not directly reflect your child-
hood experiences.

Source: Adapted from John R. Buri, “Parental Authority Questionnaire,” Journal of 
Personality and Social Assessment 57 (1991): 110–119.

	 Mostly	 Mostly
	 True	 False

and responsibility to positions below them in the hierarchy. Most organizations today 
encourage managers to delegate authority to the lowest possible level to provide maxi-
mum flexibility to meet customer needs and adapt to shifts in the environment. Con-
sider how top managers at Meetup.com revived the company by pushing authority and 
responsibility down to the front lines.
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As illustrated by this example, delegating decision making to lower-level managers and 
employees can be highly motivating and improve speed, flexibility, and creativity. However, 
many managers find delegation difficult. When managers can’t delegate, they undermine 
the role of their subordinates and prevent people from doing their jobs effectively.

Line and Staff Authority 
An important distinction in many organizations is between line authority and staff 
authority, reflecting whether managers work in line departments or staff departments 
in the organization’s structure. Line departments perform tasks that reflect the organi-
zation’s primary goal and mission. In a software company, line departments make and 
sell the product. In an Internet-based company, line departments would be those that 
develop and manage online offerings and sales. Staff departments include all those that 
provide specialized skills in support of line departments. Staff departments have an  
advisory relationship with line departments and typically include marketing, labor  
relations, research, accounting, and HR.

Innovative  
Way
Meetup.com

Meetup.com is the company known for organizing Howard Dean’s presidential campaign 
in 2004. As an organization that helps other people create organizations, Meetup has been 
instrumental in setting up local groups for everything from protests to gardening clubs. When 
Meetup.com went through a period of rapid expansion, top executives implemented a  
command-and-control structure as a way to regulate and monitor performance. The company  
even had a “review board” that worked with managers to oversee what employees could 
and could not do. The trouble was, “productivity went through the floor,” says chief technol-
ogy officer Greg Whalin. One day, a senior manager pulled CEO Scott Heiferman into a con-
ference room and showed him a list of complaints, including “We aren’t a creative company” 
and “I hate the organization chart.”

Heiferman decided to go in the opposite direction and push authority and responsibility 
down to his employees. Now, Meetup’s employees have almost total freedom to select the 
projects they work on and how and when they accomplish them. With the authority and re-
sponsibility for setting priorities and making decisions, employee creativity soared. In addition, 
many people began working harder than ever before. “We got more done in six weeks than 
in six months last year,” said Heiferman.17

Green Power
A New Department

SAP created its first-ever chief sustainability officer 
position in 2009, and Peter Graf, formerly a com-
puter scientist, leads a global team that oversees 
sustainability initiatives. To change SAP, Graf and 
his team focused on the top of the hierarchy, edu-
cating SAP’s board of directors as their first target. 
Regular e-mails and newsletters to board mem-
bers defined terminology and answered questions 
(such as “What does ‘offset’ mean with regard to 
sustainability?”). In addition, Graf and his team re-
minded board members of incidents within SAP’s 
own corporate history, such as the decision by a 

major German customer to stop ordering SAP soft-
ware because the company had no sustainability 
code of conduct. 

By the time SAP’s board held its next official 
meeting, members were fully engaged in adopting 
sustainability policies, speaking with an informed, 
unified voice as they assisted the new department’s 
efforts to change the sustainability thinking of em-
ployees, suppliers, and customers.

Source: Michael S. Hopkins, “How SAP Made the Business Case for 
Sustainability,” MIT Sloan Management Review 52, no. 1 (Fall 2010): 69–72.
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Hot
Topic

Line authority means that people in management positions have the formal authority 
to direct and control immediate subordinates. Staff authority is narrower and includes 
the right to advise, recommend, and counsel in the staff specialists’ area of expertise. Staff 
authority is a communication relationship; staff specialists advise managers in techni-
cal areas. For example, the finance department of a manufacturing firm would have staff 
authority to coordinate with line departments about which accounting forms to use to 
facilitate equipment purchases and standardize payroll services. BP has a new safety de-
partment, created in the wake of the BP-Transocean Deepwater Horizon oil rig explosion 
in the Gulf of Mexico that killed 11 crew members and set off an environmental disaster, 
that advises managers in line departments regarding risk management, agreements with 
contractors, and other safety-related issues. Unlike many staff specialists, BP’s safety unit 
has broad power to challenge line managers’ decisions if it considers them too risky.18

To understand the importance of the chain of command and clear lines of author-
ity, responsibility, and delegation, consider the Deepwater Horizon oil rig explosion. Ac-
tivities were so loosely organized that no one seemed to know who was in charge or what 
their level of authority and responsibility was. When the explosion occurred, confusion 
reigned. Twenty-three-year-old Andrea Fleytas issued a mayday (distress signal) over the 
radio when she realized that no one else had done so, but she was chastised for overstep-
ping her authority. One manager said that he didn’t call for help because he wasn’t sure he 

had authorization to do so. Still another said that he tried to call to shore but was 
told that the order needed to come from someone else. Crew members knew that an 
emergency shutdown needed to be triggered, but there was confusion over who had 
the authority to give the OK. As fire spread, several minutes passed before people 
got directions to evacuate. Again, an alarmed Fleytas turned on the public address 
system and announced that the crew was abandoning the rig. “The scene was very 
chaotic,” said worker Carlos Ramos. “There was no chain of command. Nobody in 
charge.” In the aftermath of the explosion and oil spill, several federal agencies were 
also on the hot seat because of loose oversight and confusion over responsibility that 
led to delays and disagreements that prolonged the suffering of local communities.19

Span of Management

The span of management is the number of employees reporting to a supervisor. Some-
times called the span of control, this characteristic of structure determines how closely a 
supervisor can monitor subordinates. Traditional views of organization design recom-
mended a span of management of about 7 to 10 subordinates per manager. However, 
many lean organizations today have spans of management as high as 30, 40, and even 
higher. At PepsiCo, Inc.’s Gamesa cookie operation in Mexico, for instance, employees 
are trained to keep production running smoothly and are rewarded for quality, team-
work, and productivity. Teams are so productive and efficient that Gamesa factories 
operate with around 56 subordinates per manager.20 Research over the past 40 or so 
years shows that span of management varies widely and that several factors influence the 
span.21 Generally, when supervisors must be closely involved with subordinates, the span 
should be small, and when supervisors need little involvement with subordinates, it can 
be large. The following list describes the factors that are associated with less supervisor 
involvement and thus larger spans of control:

●● Work performed by subordinates is stable and routine.
●● Subordinates perform similar work tasks.
●● Subordinates are concentrated in a single location.
●● Subordinates are highly trained and need little direction in performing tasks.
●● Rules and procedures defining task activities are available.

Go to the “Ethical 
Dilemma” on page 
355, which pertains 
to issues of authority, 
responsibility, and 
delegation.
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●● Support systems and personnel are available for the manager.
●● Little time is required in nonsupervisory activities, such as coordination with other 

departments or planning.
●● Managers’ personal preferences and styles favor a large span.

The average span of control used in an organization determines whether the structure 
is tall or flat. A tall structure has an overall narrow span and more hierarchical levels. A 
flat structure has a wide span, is horizontally dispersed, and has fewer hierarchical levels.

Having too many hierarchical levels and narrow spans of control is a common 
structural problem for organizations. In a survey conducted for the Conference Board,  
72 percent of managers surveyed said that they believed their organizations had too 
many levels of management.22 The result may be that routine decisions are made too 
high in the organization, which pulls higher-level executives away from important, 
long-range strategic issues and limits the creativity, innovativeness, and accountability 
of lower-level managers.23 The trend in recent years has been toward wider spans of 
control as a way to facilitate delegation.24

One recent study found that the span of management for CEOs has doubled over the 
past two decades, rising from about 5 to around 10 managers reporting directly to the top 
executive, with the span of management for those managers also increasing.25 At the same 
time, the types of positions in the top team are shifting, with the position of chief operating 
officer (COO) declining and positions such as CIO or chief marketing officer being added 
to the top team.26 A number of factors may influence a top executive’s optimum span of 
control. People who are new to their positions typically want a wider span of control to 
help them evaluate their executives and learn about more aspects of the business. A CEO 
who must spend a lot of time interacting directly with customers, partners, or regulators 
as part of his or her job will need a narrower span of control, allocating more responsibility 
to direct reports and freeing up more time for external activities, while a CEO involved in 
a major internal transformation may need a wider span of control to stay on top of what 
is happening all across the organization.27 Exhibit 10.2 illustrates how an international 
metals company was reorganized. The multilevel set of managers shown in panel a was 
replaced with 10 operating managers and 9 staff specialists reporting directly to the CEO, 
as shown in panel b. The CEO welcomed this wide span of 19 management subordinates 
because it fit his style, his management team was top-notch and needed little supervision, 
and they were all located on the same floor of an office building. 

President

Presidentb. New, Flat Structure

Operating Managers (10) Staff Specialists (9)

a. Old, Tall Structure

Executive Vice President Executive Vice President

Operating Managers (5) Operating Managers (4) Operating Managers (10)

Staff Specialists (5)Staff Specialists (5)Staff Specialists (3)

Staff Specialists (6)

Executive Vice President Vice President

exhibit	       10.2      � Reorganization to Increase the Span of Management for the President 
of an International Metals Company
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Centralization and Decentralization

Centralization and decentralization pertain to the hierarchical level at which decisions are 
made. Centralization means that decision authority is located near the top of the organiza-
tion. With decentralization, decision authority is pushed downward to lower organization 
levels. Organizations may have to experiment to find the correct hierarchical level at which 
to make decisions. For example, most large school systems are highly centralized. How-
ever, a study by William Ouchi found that three large urban school systems that shifted to 
a decentralized structure (giving school principals and teachers more control over staffing, 
scheduling, and teaching methods and materials) performed better and more efficiently than 
centralized systems of similar size.28 Government leaders in Great Britain hope that the same 
thing will happen when they decentralize the country’s National Health Service (NHS). The 
system is undergoing the most radical restructuring since it was founded in 1948, with a key 
part of the plan to shift control of the annual health care budget to doctors at the local level. 
Leaders believe that decentralization will cut costs, simplify and streamline procedures, and 
reduce inefficiency by “putting power in the hands of patients and clinicians.”29

In the United States and Canada, the trend over the past 30 years has been toward 
greater decentralization of organizations. Decentralization is believed to relieve the burden 
on top managers, make greater use of employees’ skills and abilities, ensure that decisions 
are made close to the action by well-informed people, and permit more rapid response 
to external changes. Stanley McChrystal, former commander of U.S. and North Atlantic 
Treaty Organization (NATO) forces in Afghanistan, once said, “I learned … that any com-
plex task is best approached by flattening hierarchies. It gets everybody feeling like they’re 
in the inner circle, so that they develop a sense of ownership.”30 Even Japanese companies 
such as Toyota, which have a strong tradition of centralization, are seeing the power of 
decentralization for promoting a sense of ownership.

Innovative  
Way
Toyota

“We didn’t have to go back to Japan for approval on everything,” said Randy Stephens, the 
chief engineer at the Toyota Technical Center near Ann Arbor, Michigan, where the new 
version of the Avalon has been designed and engineered. “We might go back to review the 
status of the project, but there is a feeling of ownership of this car here.”

The new version of the Avalon, designed and engineered in Michigan and built in  
Kentucky, is being promoted as the company’s most American vehicle ever. It is the first proto-
type not developed in Japan, and it is testing how well Toyota can decentralize decision making 
to the company’s subsidiaries. Following four years of crisis, Toyota managers have been grad-
ually rebuilding a stronger company, which includes delegating responsibilities more globally. 

The company was strongly criticized for its need to coordinate every decision regarding 
the safety issues and recalls from headquarters. Executives have since overhauled the quality 
control process and decentralized more decision making to regional managers in charge of 
safety in North America, Europe, and Asia.31

Although many decisions will still rest with executives at headquarters, Toyota has 
realized that some decisions need to be made close to the action. Regional managers 
believe that the problems Toyota went through have given top executives the freedom to 
take risks they might not have taken otherwise.32

However, not every organization should decentralize all decisions. Within many compa-
nies, there is often a “tug of war between centralization and decentralization,” as top execu-
tives want to centralize some operations to eliminate duplication while business division 
managers want to maintain decentralized control.33 Managers should diagnose the organi-
zational situation and select the decision-making level that will best meet the organization’s 
needs. Factors that typically influence centralization versus decentralization are as follows:
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●● Greater change and uncertainty in the environment are usually associated with  
decentralization. A good example of how decentralization can help cope with rapid 
change and uncertainty occurred following Hurricane Katrina in 2005. Mississippi Power  
restored power in just 12 days, thanks largely to a decentralized management system that 
empowered people at the electrical substations to make rapid, on-the-spot decisions.34

●● The amount of centralization or decentralization should fit the firm’s strategy. Google 
thrived for years with a decentralized approach that allowed creative people to go in 
their own direction and run their areas as they saw fit. Decentralization fit with the 
strategy of allowing creative people to innovate and respond quickly to consumer needs. 
As the company grew large, however, it began to lose its focus with the freewheeling 
approach. Larry Page has brought centralization to Google to fit the strategy of being 
more consistent and competitive in the post-PC era. Page killed off dozens of nones-
sential or unsuccessful projects and reorganized the company to focus on key product 
areas and give top executives more accountability and responsibility for results.35

●● In times of crisis or risk of company failure, authority may be centralized at the top. 
Recall our example of how BP has centralized its exploration, development, and pro-
duction operations so that a single executive is in charge of the upstream operations. 
Previously, three executives handled the upstream unit, but BP CEO Robert Dudley 
believed that a strong centralized structure was needed to manage risk.

•	 The chain of command is an unbroken line of authority 
that links all individuals in the organization and specifies 
who reports to whom.

•	 Authority is the formal and legitimate right of a man-
ager to make decisions, issue orders, and allocate re-
sources to achieve outcomes desired by the organization.

•	 Responsibility is the flip side of the authority coin; it 
refers to the duty to perform the task or activity that one 
has been assigned.

•	 Accountability means that people with authority and 
responsibility are subject to reporting and justifying task 
outcomes to those above them in the chain of command.

•	 When managers transfer authority and responsibility to po-
sitions below them in the hierarchy, it is called delegation.

•	 Managers may have line authority, which refers to the 
formal power to direct and control immediate subor-
dinates, or staff authority, which refers to the right to 

advise, counsel, and recommend in the manager’s area of 
expertise.

•	 Span of management, sometimes called span of con-
trol, refers to the number of employees reporting to a 
supervisor. 

•	 A tall structure is characterized by an overall narrow 
span of management and a relatively large number of 
hierarchical levels.

•	 A flat structure is characterized by an overall broad 
span of management and relatively few hierarchical 
levels.

•	 The trend is toward broader spans of management 
and greater decentralization.

•	 Decentralization means that decision authority is 
pushed down to lower organization levels.

•	 Centralization means that decision authority is located 
near top organization levels.

Remember This
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Departmentalization
Another fundamental characteristic of organization structure is departmentalization, 
which is the basis for grouping positions into departments and departments into the total 
organization. Managers make choices about how to use the chain of command to group 
people together to perform their work. Five approaches to structural design reflect different 
uses of the chain of command in departmentalization, as illustrated in Exhibit 10.3. The 
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1. Vertical Functional

2. Divisional

Human
Resources

Product
Division 1

Human
Resources

Manufacturing Accounting

Product
Division 2

Human
Resources

Manufacturing Accounting

Manufacturing Accounting

3. Matrix

4. Team-Based

Human
Resources Manufacturing Accounting

Product
Division 1

Product
Division 2

5. Virtual Network

Central Hub

Designer Manufacturer

Human
Resources

Agency
Marketer

exhibit	       10.3       Five Approaches to Structural Design
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functional, divisional, and matrix are traditional approaches that rely on the chain of com-
mand to define departmental groupings and reporting relationships along the hierarchy. 
Two innovative approaches are the use of teams and virtual networks, which have emerged 
to meet changing organizational needs in a turbulent global environment. 

The basic difference among structures (illustrated in Exhibit 10.3) is the way in which 
employees are departmentalized and to whom they report.36 Each structural approach is 
described in detail in the following sections.

Vertical Functional Approach

In a functional structure, also called a U-form (unitary structure), activities are grouped to-
gether by common function from the bottom to the top of the organization.37 The functional 
structure groups positions into departments based on similar skills, expertise, work activities, 
and resource use. A functional structure can be thought of as departmentalization by orga-
nizational resources because each type of functional activity—accounting, HR, engineering, 
and manufacturing—represents specific resources for performing the organization’s task. 
People, facilities, and other resources representing a common function are grouped into a 
single department. One example is Blue Bell Creameries, which relies on in-depth expertise 
in its various functional departments to produce high-quality ice cream for a limited regional 
market. The quality control department, for example, tests all incoming ingredients and en-
sures that only the best go into Blue Bell’s ice cream. Quality inspectors also test outgoing 
products and, because of their years of experience, can detect the slightest deviation from 
expected quality. Blue Bell also has functional departments such as sales, production, mainte-
nance, distribution, research and development (R&D), and finance.38

How It Works 
Refer to Exhibit 10.1, on page 323, for an example of a functional structure. The major 
departments under the president are groupings of similar expertise and resources, such 
as accounting, HR, production, and marketing. Each of the functional departments is 
concerned with the organization as a whole. The marketing department is responsible 
for all sales and marketing, for example, and the accounting department handles financial 
issues for the entire company.

The functional structure is a strong vertical design. Information flows up and down the 
vertical hierarchy, and the chain of command converges at the top of the organization. In 
a functional structure, people within a department communicate primarily with others in 
the same department to coordinate work and accomplish tasks or implement decisions that 
are passed down the hierarchy. Managers and employees are compatible because of similar 
training and expertise. Typically, rules and procedures govern the duties and responsibilities 
of each employee, and employees at lower hierarchical levels accept the right of those higher 
in the hierarchy to make decisions and issue orders.

Functional Advantages and Disadvantages 
Grouping employees by common task permits economies of scale and efficient resource 
use. For example, at US Airways, all information technology (IT) people work in the same 
large department. They have the expertise and skills to handle almost any issue related to 
IT for the organization. Large, functionally based departments enhance the development 
of in-depth skills because people work on a variety of related problems and are associated 
with other experts within their own department. Because the chain of command converges 
at the top, the functional structure also offers a way to centralize decision making and 
provide unified direction from top managers. The primary disadvantages reflect barriers 
that exist across departments. Because people are separated into distinct departments, 
communication and coordination across functions are often poor, causing a slow response 
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to environmental changes. Innovation and change require in-
volvement of several departments. Another problem is that 
decisions involving more than one department may pile up at 
the top of the organization and be delayed.

Divisional Approach

In contrast to the functional approach, in which people are 
grouped by common skills and resources, the divisional 
structure occurs when departments are grouped together 
based on similar organizational outputs. With a divisional 
structure, also called an M-form (multidivisional) or a decentral-
ized form, separate divisions can be organized with responsi-
bility for individual products, services, product groups, major 
projects or programs, divisions, businesses, or profit centers.39 
The divisional structure is also sometimes called a product 
structure, program structure, or self-contained unit structure. 
Each of these terms means essentially the same thing: Di-
verse departments are brought together to produce a single 
organizational output, whether it is a product, a program, or 
service to a single customer.

Most large corporations have separate divisions that per-
form different tasks, use different technologies, or serve dif-

ferent customers. When a huge organization produces products for different markets, the 
divisional structure works because each division is an autonomous business. For example, 
Google has seven product divisions, including YouTube, Chrome and Apps, Android, 
Knowledge (search), Ad Products, Geo and Commerce, and Google+ (social network-
ing).40 Walmart uses three major divisions for Wal-Mart Stores, Sam’s Club (U.S.), and 
International Stores. Each of these three large divisions is further subdivided into smaller 
geographical divisions to better serve customers in different regions.41

How It Works
Functional and divisional structures are illustrated in Exhibit 10.4. In a divisional struc-
ture, divisions are created as self-contained units, with separate functional departments 
for each division. For example, in Exhibit 10.4, each functional department resource 
needed to produce the product is assigned to each division. Whereas in a functional struc-
ture, all R&D engineers are grouped together and work on all products, in a divisional 
structure, separate R&D departments are created within each division. Each department 
is smaller and focuses on a single product line or customer segment. Departments are 
duplicated across product lines.

The primary difference between divisional and functional structures is that in a divisional 
structure, the chain of command from each function converges lower in the hierarchy. In 
a divisional structure, differences of opinion among R&D, marketing, manufacturing, and 
finance would be resolved at the divisional level rather than by the president. Thus, the divi-
sional structure encourages decentralization. Decision making is pushed down at least one 
level in the hierarchy, freeing the president and other top managers for strategic planning. 
Only if the divisions can’t agree, fail to coordinate, or start making decisions that hurt the 
organization are some decisions pulled back up to the top.

Geographic- or Customer-Based Divisions 
An alternative for assigning divisional responsibility is to group company activities by geo-
graphic region or customer group. For example, the Internal Revenue Service (IRS) shifted 

A maker of products used for the prevention, diagnosis, and 
treatment of diseases, the health science company Nordion 
Inc. recently split into two new business units: one called 
Targeted Therapies and the other, Specialty Isotopes. Nordion’s 
CEO, Steve West, explained that the new divisional 
structure is strategically designed to “take into account the 
unique product life cycles and the needs of our customers in 
each of our businesses.” Based in Ottawa, Ontario, Canada, 
Nordion does business in 60 countries around the world.

Concept Connection
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to a structure focused on four distinct taxpayer (customer) groups: individuals, small busi-
nesses, corporations, and nonprofit or government agencies.42 A global geographic struc-
ture is illustrated in Exhibit 10.5. In a geographic-based structure, all functions in a specific 
country or region report to the same division manager. The structure focuses company ac-
tivities on local market conditions. Competitive advantage may come from the production 
or sale of a product or service adapted to a given country or region. Walt Disney Company 
CEO Bob Iger reorganized the Disney Channel into geographic divisions because what 
appeals to people in different countries varies. Studio executives in Burbank, California, 
were miffed at the reorganization, but it has paid off. Iger learned that the No. 1 program 
on Italy’s Disney Channel was one that he had never heard of—Il Mondo di Patty, an inex-
pensive, telenovela-style show about an Argentine girl. “It’s important that Disney’s products 
are presented in ways that are culturally relevant,” Iger said about the geographic reorgani-
zation.43 Large nonprofit organizations such as the National Council of YMCAs, Habitat 
for Humanity International, and the Girl Scouts of the USA also frequently use a type of 
geographical structure, with a central headquarters and semiautonomous local units.44

President

President
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R&D Manufacturing R&D Manufacturing R&D Manufacturing

MarketingFinanceMarketingFinanceMarketingFinance

Division 2
(Biotechnology)

Division 3
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R&D
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exhibit	       10.4       Functional Versus Divisional Structures

exhibit	       10.5       Geographic-Based Global Organization Structure
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Divisional Advantages and Disadvantages 
By dividing employees and resources along divisional lines, the organization will be flex-
ible and responsive to change because each unit is small and tuned in to its environment. 
By having employees working on a single product line, the concern for customers’ needs is 
high. Coordination across functional departments is better because employees are grouped 
together in a single location and committed to one product line. Great coordination exists 
within divisions; however, coordination across divisions is often poor. Problems can occur 
when autonomous divisions go in opposite directions. At Google, Larry Page realigned the 
divisional structure to establish adequate coordination across divisions. “For the first time, 
someone is thinking across Google products,” said Sundar Pichai, who leads the Chrome 
unit.45 Another major disadvantage is duplication of resources and the high cost of run-
ning separate divisions. Instead of a single research department in which all research people 
use a single facility, each division may have its own research facility. The organization loses 
efficiency and economies of scale. In addition, the small size of departments within each 
division may result in a lack of technical specialization, expertise, and training.

Matrix Approach

The matrix approach combines aspects of both functional and divisional structures 
simultaneously, in the same part of the organization. The matrix structure evolved as 
a way to improve horizontal coordination and information sharing.46 One unique fea-
ture of the matrix is that it has dual lines of authority. In Exhibit 10.6, the functional 
hierarchy of authority runs vertically, and the divisional hierarchy of authority runs 
horizontally. The vertical structure provides traditional control within functional de-
partments, and the horizontal structure provides coordination across departments. 
The U.S. operation of Starbucks, for example, uses geographic divisions for Western/
Pacific, Northwest/Mountain, Southeast/Plains, and Northeast/Atlantic. Functional 
departments including finance, marketing, and so forth are centralized and operate as 

President
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Vertical Chain of Command for Functions

Vice President
Finance

Vice President
Engineering
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Vice President
Manufacturing
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Marketing

Product
Manager A

Product
Manager B

Product
Manager C

exhibit	       10.6       Dual-Authority Structure in a Matrix Organization
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their own vertical units, as well as supporting the horizontal divisions.47 The matrix 
structure, therefore, supports a formal chain of command for both functional (vertical) 
and divisional (horizontal) relationships. As a result of this dual structure, some em-
ployees actually report to two supervisors simultaneously.

How It Works
The dual lines of authority make the matrix unique. To see how the matrix works, con-
sider the global matrix structure illustrated in Exhibit 10.7. The two lines of authority are 
geographic and product. The geographic boss in Germany coordinates all subsidiaries in 
Germany, and the plastics products boss coordinates the manufacturing and sale of plastics 
products around the world. Managers of local subsidiary companies in Germany would 
report to two superiors, both the country boss and the product boss. The dual authority 
structure violates the unity-of-command concept described earlier in this chapter, but that 
is necessary to give equal emphasis to both functional and divisional lines of authority. 
Dual lines of authority can be confusing, but after managers learn to use this structure, the 
matrix provides excellent coordination simultaneously for each geographic region and each 
product line.

The success of the matrix structure depends on the abilities of people in key matrix 
roles. Two-boss employees, those who report to two supervisors simultaneously, must 
resolve conflicting demands from the matrix bosses. They must work with senior managers 
to reach joint decisions. They need excellent human relations skills with which to confront 
managers and resolve conflicts. The matrix boss is the product or functional boss, who is 
responsible for one side of the matrix. The top leader is responsible for the entire matrix. 
The top leader oversees both the product and functional chains of command. His or her 
responsibility is to maintain a power balance between the two sides of the matrix. If dis-
putes arise between them, the problem will be kicked upstairs to the top leader.

Matrix Advantages and Disadvantages
The matrix can be highly effective in a complex, rapidly changing environment in which 
the organization needs to be flexible, innovative, and adaptable.48 The conflict and frequent 
meetings generated by the matrix allow new issues to be raised and resolved. The matrix 
structure makes efficient use of HR because specialists can be transferred from one divi-
sion to another. A major problem with the matrix is the confusion and frustration caused 
by the dual chain of command.49 Matrix bosses and two-boss employees have difficulty 

exhibit	       10.7       Global Matrix Structure
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with the dual reporting relationships. The matrix structure also can generate a high level 
of conflict because it pits divisional against functional goals in a domestic structure, or 
product line versus country goals in a global structure. Rivalry between the two sides of the 
matrix can be exceedingly difficult for two-boss employees to manage. This problem leads 
to the third disadvantage: time lost to meetings and discussions devoted to resolving this 
conflict. Often the matrix structure leads to more discussion than action because different 
goals and points of view are being addressed. Managers may spend a great deal of time 
coordinating meetings and assignments, which takes time away from core work activities.

•	 Departmentalization is the basis for grouping indi-
vidual positions into departments and departments into 
the total organization.

•	 Three traditional approaches to departmentalization are 
functional, divisional, and matrix.

•	 A functional structure groups employees into  
departments based on similar skills, tasks, and use  
of resources.

•	 The divisional structure groups employees and  
departments based on similar organizational outputs 
(products or services), such that each division has a  
mix of functional skills and tasks.

•	 An alternative approach to divisional structure is to 
group employees and departments based on geographic 
region or customer group.

•	 The Disney Channel is structured into geographic divisions 
to better address the interests of children and teens in  
different parts of the world.

•	 The matrix approach uses both functional and divisional 
chains of command simultaneously, in the same part of 
the organization.

•	 In a matrix structure, some employees, called two-boss 
employees, report to two supervisors simultaneously. 

•	 A matrix boss is a functional or product supervisor  
responsible for one side of the matrix.

•	 In a matrix structure, the top leader oversees both the 
product and the functional chains of command and is 
responsible for the entire matrix.

•	 Each approach to departmentalization has distinct  
advantages and disadvantages.

Remember This

Team Approach

Probably the most widespread trend in departmentalization in recent years has been the 
implementation of team concepts. The vertical chain of command is a powerful means of 
control, but passing all decisions up the hierarchy takes too long and keeps responsibility at 
the top. The team approach gives managers a way to delegate authority, push responsibility 
to lower levels, and be more flexible and responsive in a complex and competitive global 
environment. Chapter 18 will discuss teams in detail.

How It Works 
One approach to using teams in organizations is through cross-functional teams, which 
consist of employees from various functional departments who are responsible to meet as a 
team and resolve mutual problems. For example, at Total Attorneys, a Chicago-based com-
pany that provides software and services to small law firms, CEO Ed Scanlan realized that 
the functional structure, which broke projects down into sequential stages that moved from 
one department to another, was slowing things down so much that clients’ needs had some-
times changed by the time the product was completed. He solved this problem by creating 
small, cross-functional teams to increase horizontal coordination. Now, designers, coders, and 
quality-assurance testers work closely together on each project.50 Cross-functional teams can 
provide needed horizontal coordination to complement an existing divisional or functional 
structure. A frequent use of cross-functional teams is for change projects, such as new product 
or service innovation. Team members typically still report to their functional departments, 
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but they also report to the team, one mem-
ber of whom may be the leader.

The second approach is to use  
permanent teams, groups of employ-
ees who are organized in a way simi-
lar to a formal department. Each team 
brings together employees from all 
functional areas focused on a specific 
task or project, such as parts supply 
and logistics for an automobile plant.  
Emphasis is on horizontal communica-
tion and information sharing because 
representatives from all functions are 
coordinating their work and skills to 
complete a specific organizational task. 
Authority is pushed down to lower lev-
els, and front-line employees are often 
given the freedom to make decisions 
and take action on their own. Team 
members may share or rotate team lead-
ership. With a team-based structure, 
the entire organization is made up of 
horizontal teams that coordinate their 
work and work directly with customers 
to accomplish the organization’s goals. 
At Whole Foods Market, a team struc-
ture is considered a major contributor to the company’s success. Each Whole Foods 
store is made up of eight or so self-directed teams that oversee departments such as 
fresh produce, prepared foods, dairy, or checkout. Teams are responsible for all key 
operating decisions, such as product selection, pricing, ordering, hiring, and in-store 
promotions, and they are accountable for their performance.51 Teams are related to the 
“bossless” trend, which is described further in the Manager’s Shoptalk. 

Team Advantages and Disadvantages 
The team approach breaks down barriers across departments and improves coordination 
and cooperation. Team members know one another’s problems and compromise rather than 
blindly pursuing their own goals. The team concept also enables the organization to adapt 
more quickly to customer requests and environmental changes and speeds decision making 
because decisions need not go to the top of the hierarchy for approval. Another big advan-
tage is the morale boost. Employees are typically enthusiastic about their involvement in 
bigger projects rather than narrow departmental tasks. At Lockheed Martin’s Missiles and 
Fire Control division’s Pike County Operations in Troy, Alabama, all employees work in 
self-directed teams that set performance goals and make decisions related to assembling and 
testing advanced missile systems. Teams at Pike County Operations have contributed to  
100 percent on-time delivery with zero customer rejects for the division.52

Yet the team approach has disadvantages as well. Employees may be enthusiastic about 
team participation, but they may also experience conflicts and dual loyalties. A cross-functional 
team may make different work demands on members than do their department managers, and 
members who participate in more than one team must resolve these conflicts. A large amount 
of time is devoted to meetings, thus increasing coordination time. Unless the organization truly 
needs teams to coordinate complex projects and adapt to the environment, it will lose produc-
tion efficiency with them. Finally, the team approach may cause too much decentralization. 

Concept Connection

Hospitals and other health care providers face a great need for 
coordination because medical care needs to be integrated. For instance, 
collaborative care, like this cross-functional team of a nurse, doctor, 
and dietitian, helps patients with chronic illnesses require fewer emergency 
department visits. Rush University Medical Center in Chicago started its 
Virtual Integrated Practice (VIP) project to give physicians in private practice 
access to teams of physicians, dieticians, pharmacists, and social workers. VIP 
replicates the collaboration that can occur in a hospital setting by enabling 
members to share information via e-mail, phone, and fax.
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Manager’s    Shoptalk
The Bossless Upside-Down Structure

S
ome companies are finding that command and 
control structures of the past do not work with 
today’s workforce. Young people are more de-
manding and are used to being involved via social 

media and the Internet. So the “bossless” structure is 
evolving from rigid organization charts to fluid opera-
tional and project teams, from narrow job descriptions 
to dynamic projects with multiple leadership roles, 
from top-down assignments to bottom-up initiatives 
by self-organizing teams.

•	 How it works in a new company. At Ciplex, a Web 
design company, there is no structure. There are 
no departments. There are no job titles like vice 
president, executive, or manager. The organiza-
tion chart is upside down, with customers at the 
top, employees in the middle, and the higher-ups 
(called “team support”) at the bottom. Flipping 
the structure promotes a culture where customer 
satisfaction is top priority. Employees, instead of 
sitting in department silos, are part of multifunc-
tional teams, and they—not the bosses—solve 
problems to meet customers’ needs. 

•	 How it works in an existing company.  One of 
the early bossless experiments was undertaken 
by Gerry Rich and his team at a Ciba-Geigy ag-
ricultural chemical plant in Cambridge, Ontario, 
Canada. Productivity shot up 20 to 30 percent 
after they dumped the bosses. The sacred preserve 
of the bosses—setting schedules, managing costs, 
writing job descriptions, interviewing new hires, 
and making key decisions—was now in the pur-
view of employees. “We’ve taken away the layers 
of bureaucracy that smothered incentive,” said 
Rich. A big impact of the reorganization was  
on former managers, who were now called  
“advisors.” They had to learn new roles of 

facilitating teamwork, leading training programs, 
and helping resolve conflicts. Many left rather than 
change. The hardest jolt was when a temporary  
supervisor was needed and former managers had to 
take their turn filling in along with other employees.

•	 How do people progress? At Valve, a video game 
developer, there are no promotions because there 
is no hierarchy. There is no corporate ladder to 
climb to advance one’s career. But employees find 
it easy to progress in their careers anyway. There 
are new projects, within which employees grow 
and learn. For pay increases, employees rank 
their peers, voting on who they think creates the 
most value. A flat structure works well for people 
involved in creative processes and innovation be-
cause it allows information to diffuse throughout 
so that people get exposed to more ideas and  
diverse thinking. 

•	 Focus on physical proximity.  At Valve, lawyers 
sit with engineers and other staff at neighboring 
desks so that they share knowledge and under-
stand one another’s challenges and skills. Valve’s 
Web site says it has been bossless since its found-
ing and has no managers or assigned projects. 
The 300 employees recruit colleagues to work on 
projects that they think are worthwhile. Employee 
desks are mounted on wheels, allowing them to 
quickly shift to new work areas.

Sources: Based on Ilya Pozin, “Why You Need to Flip Your Org Chart,” Inc.,  
June 6, 2012, http://www.inc.com/ilya-pozin/why-you-need-to-flip-your-org-chart.html  
(accessed November 19, 2013); Rachel Emma Silverman, “Who’s the Boss? There 
Isn’t One,” The Wall Street Journal, June 19, 2012, http://online.wsj.com/news 
/articles/SB10001424052702303379204577474953586383604 (accessed  
June 20, 2012); Will Freeman, “Valve’s Five Point Guide to ‘Bossless Management,’” 
July 10, 2012, DEVELOP Web site: http://www.develop-online.net/news/valve-s-five 
-point-guide-to-bossless-management/0112454 (accessed July 11, 2012); and  
J. Southerst, Canadian Business, April 1992, 65 (4), 46–51.

Senior department managers who traditionally made decisions might feel left out when a team 
moves ahead on its own. Team members often do not see the big picture of the corporation 
and may make decisions that are good for their group, but bad for the organization as a whole.

Virtual Network Approach

The most recent approach to departmentalization extends the idea of horizontal coor-
dination and collaboration beyond the boundaries of the organization. In a variety of 
industries, vertically integrated, hierarchical organizations are giving way to loosely inter-
connected groups of companies with permeable boundaries.53 Outsourcing, which means 
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farming out certain activities, such as 
manufacturing or credit processing, 
has become a significant trend. British  
retailer J. Sainsbury, for example, lets  
Accenture handle its entire IT depart-
ment. Ohio State University plans to 
outsource its parking system. And the 
City of Maywood, California, decided to 
outsource everything from street mainte-
nance to policing and public safety. The 
budget for the police department used to 
be nearly $8 million. Now the city pays 
about half that to the Los Angeles County 
Sheriff ’s Department, and residents say 
that service has improved.54 The pharma-
ceuticals company Pfizer is using an inno-
vative approach that lets some employees 
pass off certain parts of their jobs to an 
outsourcing firm in India with a click of a 
button. Rather than shifting entire func-
tions to contractors, this “personal out-
sourcing” approach allows people to shift 
only certain tedious and time-consuming 
tasks to be handled by the outsourcing 
partner while they focus on higher-value work.55

Some organizations take this networking approach to the extreme to create an innovative 
structure. The virtual network structure means that the firm subcontracts most of its major 
functions to separate companies and coordinates their activities from a small organization at 
headquarters.56 Philip Rosedale, the founder of Linden Labs, created and runs SendLove (for-
merly called LoveMachine) from his home and coffee shops around San Francisco. SendLove 
makes software that lets employees send Twitter-like messages to say “Thank you” or “Great 
job!” When the message is sent, everyone in the company gets a copy, which builds morale, and 
the basic software is free to companies. The firm has no full-time development staff; instead, 
it works with a network of freelancers who bid on jobs such as creating new features, fixing 
glitches, and so forth. Rosedale also contracts out payroll and other administrative tasks.57 

How It Works
The organization may be viewed as a central hub surrounded by a network of outside spe-
cialists, sometimes spread all over the world, as illustrated in Exhibit 10.8. Rather than being 
housed under one roof, services such as accounting, design, manufacturing, and distribution 
are outsourced to separate organizations that are connected electronically to a central office.58 
Networked computer systems, collaborative software, and the Internet enable organizations to 
exchange data and information so rapidly and smoothly that a loosely connected network of 
suppliers, manufacturers, assemblers, and distributors can look and act as one seamless company.

The idea behind networks is that a company can concentrate on what it does best and 
contract out other activities to companies with distinctive competence in those specific areas, 
which enables a company to do more with less.59 The “heart-healthy” food company Smart 
Balance has been able to innovate and expand rapidly by using a virtual network approach.

With a network structure such as that used at Smart Balance, it is difficult to answer 
the question “Where is the organization?” in traditional terms. The different organizational 
parts are drawn together contractually and coordinated electronically, creating a new form 
of organization. Much like building blocks, parts of the network can be added or taken 
away to meet changing needs.60

Concept Connection

William Wang, founder of Vizio, Inc., produces competitively priced liquid 
crystal display (LCD) and plasma televisions using the virtual network 
approach. Wang keeps costs down by running a lean operation, outsourcing 
manufacturing, R&D, and technical support, and the network approach has 
paid off. After 10 years in business, the company became the top flat-panel TV 
brand in the United States and was ranked highest in customer satisfaction.
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exhibit	       10.8       Network Approach to Departmentalization
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Smart Balance

Smart Balance has about 67 employees, but nearly 400 people are working for the com-
pany. Smart Balance started by making a buttery spread and now has a line of spreads, all-
natural peanut butter, nutrient-enhanced milk, cheese, sour cream, popcorn, and other products.  
Managers credit the virtual network approach for helping the company innovate and expand rapidly.

Smart Balance keeps product development and marketing in-house but uses contrac-
tors to do just about everything else, including manufacturing, distribution, sales, IT services, 
and research and testing. The way that the company got into the milk business shows how 
the network structure increases speed and flexibility. Peter Dray, vice president of product 
development, was able to get the help he needed to perfect the product from contractors. 
Outside scientists and R&D consultants worked on the formula. The company contracted 
with a dairy processor to do tests and trial production runs. An outside laboratory assessed 
nutritional claims, and another company managed consumer taste tests.

Each morning, full-time employees and virtual workers exchange a flurry of e-mail mes-
sages and phone calls to update each other on what took place the day before and what 
needs to happen today. Executives spend much of their time managing relationships. Twice a 
year, they hold all-company meetings that include permanent staff and contractors. Informa-
tion is shared widely, and managers make a point of recognizing the contributions of contrac-
tors to the company’s success, which helps create a sense of unity and commitment.61

Virtual Network Advantages and Disadvantages 
The biggest advantages to a virtual network approach are flexibility and competitiveness on a 
global scale. The extreme flexibility of a network approach is illustrated by recent antigovern-
ment protests and the overthrow of leaders in Tunisia and Egypt, for instance.62 A far-flung 
collection of groups that share a similar mission and goals but are free to act on their own joined 
together to mastermind the “Arab Spring” uprisings, much in the same way that terrorist groups 
have masterminded attacks against the United States and other countries. “Attack any single 
part of it, and the rest carries on largely untouched,” wrote one journalist about the terrorist 
network. “It cannot be decapitated because the insurgency, for the most part, has no head.”63

Similarly, today’s business organizations can benefit from a flexible network approach that 
lets them shift resources and respond quickly. A network organization can draw on resources and 
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Structural 
Approach Advantages Disadvantages

Functional Efficient use of resources; economies of scale 
In-depth skill specialization and development 
Top manager direction and control

Poor communication across functional departments
Slow response to external changes; lagging innovation
Decisions concentrated at the top of hierarchy, creating 

delay

Divisional Fast response; flexibility in an unstable environment 
Fosters concern for customer needs 
Excellent coordination across functional 

departments

Duplication of resources across divisions
Less technical depth and specialization
Poor coordination across divisions

Matrix More efficient use of resources than a single 
hierarchy

Flexibility, adaptability to a changing environment 
Interdisciplinary cooperation; expertise available to 

all divisions

Frustration and confusion from a dual chain of command
High conflict between two sides of the matrix
Many meetings; more discussion than action

Team Reduced barriers among departments; increased 
compromise 

Shorter response time; quicker decisions 
Better morale; enthusiasm from employee 

involvement

Dual loyalties and conflict
Time and resources spent on meetings
Unplanned decentralization

Virtual 
network

Can draw on expertise worldwide 
Highly flexible and responsive 
Reduced overhead costs

Lack of control; weak boundaries
Greater demands on managers
Weaker employee loyalty

exhibit	       10.9       Structural Advantages and Disadvantages

Hot
Topic

expertise worldwide to achieve the best quality and price and can sell its products and services 
worldwide. Flexibility comes from the ability to hire whatever services are needed and to change 
a few months later without constraints from owning plants, equipment, and facilities. The orga-
nization can redefine itself continually to fit new product and market opportunities. This struc-
ture is perhaps the leanest of all organization forms because little supervision is required. Large 
teams of staff specialists and administrators are not needed. A network organization may have 
only two or three levels of hierarchy, compared with ten or more in traditional organizations.64

One of the major disadvantages is lack of hands-on control.65 Managers do not have all 
operations under one roof and must rely on contracts, coordination, negotiation, and elec-
tronic linkages to hold things together. Each partner in the network necessarily acts in its 
own self-interest. The weak and ambiguous boundaries create higher uncertainty and greater 
demands on managers for defining shared goals, managing relationships, keeping people fo-
cused and motivated, and coordinating activities so that everything functions as intended. For 
instance, K’Nex Brands LP, a family-owned toy company near Philadelphia, brought most of 
the production of its plastic building toys back to its factory in the United States from sub-
contractors in China to maintain greater control over quality and materials. The safety of toys 
made in overseas factories has been a growing concern for parents. As wages and transporta-
tion costs rose in China, K’Nex managers saw a competitive advantage in bringing production 
back in-house. Similarly, Walmart, which outsources most of its shipping and receiving, has 
recently had problems because of claims of poor working conditions and withheld wages at 
its subcontractors’ warehouses clustered around major transportation hubs in Illinois, New 
Jersey, and California. Walmart managers say that they will begin monitoring subcontractors’ 
U.S. warehouses in the same way that they monitor overseas factories.66 Customer service and 
loyalty can also suffer if outsourcing partners fail to perform as expected.67 Finally, in this type 
of organization, employee loyalty can weaken. Employees might feel that they can be replaced 
by contract services. A cohesive corporate culture is less likely to develop, and turnover tends 
to be higher because emotional commitment between organization and employee is fragile.

Exhibit 10.9 summarizes the major advantages and disadvantages of each type of struc-
ture that we have discussed.
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Hot
Topic

Organizing for Horizontal Coordination
One reason for the growing use of teams and networks is that many managers recognize 
the limits of traditional vertical organization structures in a fast-shifting environment. 
In general, the trend is toward breaking down barriers between departments, and many 
companies are moving toward horizontal structures based on work processes rather than 
departmental functions.68 However, regardless of the type of structure, every organization 
needs mechanisms for horizontal integration and coordination. The structure of an organi-
zation is not complete without designing the horizontal as well as the vertical dimensions 
of structure.69

The Need for Coordination

As organizations grow and evolve, two things happen. First, new positions and depart-
ments are added to deal with factors in the external environment or with new strategic 
needs, as described earlier in the chapter. As companies add positions and departments to 
meet changing needs, they grow more complex, with hundreds of positions and depart-
ments performing incredibly diverse activities.

Second, senior managers have to find a way to tie all these departments together. 
The formal chain of command and the supervision it provides is effective, but it is not 
enough. The organization needs systems to process information and enable communica-
tion among people in different departments and at different levels. Coordination refers 
to the managerial task of adjusting and synchronizing the diverse activities among dif-
ferent individuals and departments. Collaboration means a joint effort between people 
from two or more departments to produce outcomes that meet a common goal or shared 
purpose and that are typically greater than what any of the individuals or departments 
could achieve working alone.70 To understand the value of collaboration, consider the 
2011 U.S. mission to raid Osama bin Laden’s compound in Pakistan. The raid could 
not have succeeded without close collaboration between the Central Intelligence Agency 
(CIA) and the U.S. military. There has traditionally been little interaction between 
the nation’s intelligence officers and its military officers, but the war on terrorism has 
changed that mindset. During planning for the bin Laden mission, military officers spent 
every day for months working closely with the CIA team in a remote, secure facility on 
the CIA campus. “This is the kind of thing that, in the past, people who watched movies 

•	 Popular contemporary approaches to departmentaliza-
tion include team and virtual network structures.

•	 A cross-functional team is a group of employees from 
various functional departments that meet as a team to 
resolve mutual problems.

•	 Total Attorneys uses cross-functional teams to improve 
coordination on software and services projects for small 
law firms.

•	 A permanent team is a group of employees from all 
functional areas permanently assigned to focus on a spe-
cific task or activity.

•	 A team-based structure is one in which the entire orga-
nization is made up of horizontal teams that coordinate 
their activities and work directly with customers to ac-
complish organizational goals.

•	 Whole Foods Market uses a team-based structure.
•	 With a virtual network structure, the organization 

subcontracts most of its major functions to separate 
companies and coordinates their activities from a small 
headquarters organization.

•	 Both the team and the network approach have distinct 
advantages and disadvantages.

Remember This
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thought was possible, but no one in the government thought was possible,” one official 
later said of the collaborative mission.71

Collaboration and coordination within business organizations is just as important. 
Without coordination, a company’s left hand will not act in concert with the right, causing 
problems and conflicts. Coordination is required regardless of whether the organization 
has a functional, divisional, or team structure. Employees identify with their immediate 
department or team, taking its interest to heart, and they may not want to compromise and 
collaborate with other units even for the good of the organization as a whole. Poor coor-
dination and collaboration among divisions are blamed for Microsoft’s late entry into the 
profitable smartphone and tablet markets, for instance. Top managers are trying to change 
that with a massive, but tricky, reorganization.

Innovative  
Way
Microsoft

Microsoft is having a hard time keeping pace with Apple and Google. One big reason is that 
the company’s divisions have long been at war with one another. Steven A Ballmer, longtime 
CEO of Microsoft, recently said, “To execute, we’ve got to move from multiple Microsofts to 
one Microsoft.”

Ballmer and other top executives are implementing a major reorganization that dissolves 
the existing eight product divisions in favor of four units based on broad themes that the 
leadership hopes will encourage greater collaboration and teamwork. The goal, said Ballmer, is 
to organize things so as “to drive a cross-company team for success.” Whereas each division 
once had its own finance and marketing departments, those functions have been centralized 
to force groups to work more closely together to create complete products where all the 
hardware, software, and services work together. In a telephone interview, Qi Lu, the head of 
Bing and Microsoft’s other Internet initiatives, said the old structure was similar to baseball, in 
that it gave individual players opportunities to perform. A better model for the new Microsoft, 
he says, is football:  “You have to huddle before every play.”72

It remains to be seen if Microsoft’s long-feuding divisions can huddle and put the good 
of the whole above their individual goals. The company’s problems have become so wor-
risome that in early October 2013, three of the top 20 shareholders began lobbying the 
board to pressure Bill Gates to step down as chairman of the company that he co-founded  
38 years earlier.73 Microsoft will likely use a variety of structural mechanisms, described 
in the following sections, to encourage greater collaboration across the organization’s four 
broad units and try to put the spark back in the company. 

Microsoft is a huge organization, with more than 100,000 employees, which makes 
coordination even more challenging. The problem of coordination and collaboration is also 
amplified in the international arena because organizational units are differentiated not only 
by goals and work activities, but also by geographical distance, time differences, cultural 
values, and perhaps language. How can managers ensure that needed coordination and 
collaboration will take place in their company, both domestically and globally? Coordina-
tion is the outcome of information and cooperation. Managers can design systems and 
structures to promote horizontal coordination and collaboration. 

Exhibit 10.10 illustrates the evolution of organizational structures, with a growing 
emphasis on horizontal coordination. Although the vertical functional structure is effec-
tive in stable environments, it does not provide the horizontal coordination that is needed 
in times of rapid change. Innovations such as cross-functional teams, task forces, and 
project managers work within the vertical structure but provide a means to increase hori-
zontal communication and cooperation. The next stage involves reengineering to struc-
ture the organization into teams working on horizontal processes. Reengineering refers 
to the radical redesign of business processes to achieve dramatic improvements in cost, 
quality, service, and speed. Because the focus of reengineering is on horizontal workflows 
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rather than function, reengineering generally leads to a shift away from a strong vertical 
structure to one emphasizing stronger horizontal coordination. The vertical hierarchy is 
flattened, with perhaps only a few senior executives in traditional support functions such 
as finance and HR.

Task Forces, Teams, and Project Management

A task force is a temporary team or committee designed to solve a problem involving 
several departments.74 Task force members represent their departments and share infor-
mation that enables coordination. For example, at Irving Medical Center, a unit of Kaiser  
Permanente in California, a task force made up of operating room nurses, surgeons, tech-
nicians, housekeeping staff, and others came together to streamline the procedure for 
performing total-hip and knee-joint replacements, the hospital’s costliest and most time-
consuming surgeries. The resulting combination of enhanced coordination and reallocated 

resources meant that the number of these surgeries that could 
be performed increased from one or two a day up to four 
a day. Better coordination freed up 188 hours of operating  
room time a year, reflecting a significant cost savings.75 In 
addition to creating task forces, companies also set up cross-
functional teams, as described previously. A cross-functional 
team furthers horizontal coordination because participants 
from several departments meet regularly to solve ongoing 
problems of common interest.76 This team is similar to a 
task force except that it works with continuing rather than 
temporary problems and might exist for several years. Team 
members think in terms of working together for the good of 
the whole rather than just for their own departments.

Companies also use project managers to increase coor-
dination. A project manager is a person who is responsible 
for coordinating the activities of several departments for the 
completion of a specific project.77 Project managers might also 
have titles such as product manager, integrator, program man-
ager, or process owner. The distinctive feature of the project 
manager position is that the person is not a member of one 
of the departments being coordinated. Project managers are 
located outside the departments and have responsibility for 
coordinating several departments to achieve desired proj-
ect outcomes. At General Mills, for example, a manager is 

Traditional Vertical
Structure

Cross-Functional Teams and
Project Managers

Reengineering to
Horizontal Teams

exhibit	    10.10      
Evolution of Organization 
Structures

Task forces are a common part of organizational life, from 
private industry to nonprofits to government operations. After 
Super Typhoon Haiyan struck the Philippines in November 2013,  
leaving thousands dead and nearly half a million homeless, 
various branches of the U.S. military created a task force 
to help the rescue effort. Made up of members of the U.S. 
Marines, Navy, State Department, and other agencies, Joint Task 
Force 505 brought food, water, and other urgently needed relief 
supplies to the region.
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assigned to each product line, such as Cheerios, Bisquick, and Hamburger Helper. Prod-
uct managers set budget goals, marketing targets, and strategies and obtain the coopera-
tion from advertising, production, and sales personnel needed for implementing product 
strategy.

In some organizations, project managers are included on the organization chart, as 
illustrated in Exhibit 10.11. The project manager is drawn to one side of the chart to indi-
cate authority over the project, but not over the people assigned to it. The dashed lines to the 
project manager indicate responsibility for coordination and communication with assigned 
team members, but department managers retain line authority over functional employees. 

Relational Coordination

The highest level of horizontal coordination is relational coordination, which refers to 
“frequent, timely, problem-solving communication carried out through [employee] relation-
ships of shared goals, shared knowledge, and mutual respect.”78 Relational coordination isn’t 
a structural device or mechanism such as a project manager, but rather is part of the very 
fabric and culture of the organization. In an organization with a high level of relational 
coordination, people share information freely across departmental boundaries, and people 
interact on a continuous basis to share knowledge and solve problems. Coordination is  
carried out through a web of ongoing positive relationships rather than 
because of formal coordination roles or mechanisms.79 Employees  
coordinate directly with each other across units. The desire for relational  
coordination is reflected in the changing physical environment of many 
of today’s offices. Rather than having people separated into cubicles, 
companies are using open offices with quiet spaces designed for conver-
sation and impromptu problem solving. Companies including Campbell 
Soup and Microsoft  have hired consultants from office furniture maker 
Herman Miller to help design common spaces that include “huddle 
rooms” for meetings of two to four people. Beth Jolly, a Campbell spokes-
person, said, “People are collaborating much more” because they aren’t 
“bound by walls or cubes.”80

Studies have shown that having people work in close proximity 
to one another does increase collaboration.81 However, changing the 
physical environment isn’t enough. To build relational coordination 
into the fabric of the organization, managers invest in training people 
in the skills needed to interact with one another and resolve cross- 
departmental conflicts based on shared goals rather than emphasizing 
goals of their separate departments. People are given freedom from 

Project Manager,
Sails and Masts

Finance

Budget Analyst

Engineering

Product Designer

Purchasing

Buyer

Marketing

Market Researcher

President,
Sailboat Division

exhibit	      10.11      Example of Project Manager Relationships to Other Departments

“Management makes the 
assumption that after 
it calls you a team, you 
are a team. But in fact, 
collaboration requires 
leadership, commitment, 
resources, training, and 
constant reinforcement.”

—Michael Beyerlein, Purdue University 

professor and co-author of Beyond Teams:  

Building the Collaborative Organization
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strict work rules so that they have the flexibility to interact and contribute wherever 
they are needed, and rewards are based on team efforts and accomplishments. Front-line 
supervisors typically have smaller spans of control so they can develop close working 
relationships with subordinates and coach and mentor employees. Southwest Airlines 
provides a good illustration.

Innovative 
Way

Southwest Airlines

Airlines face many challenges, but one that they face hundreds of times on a daily basis is 
getting airplanes loaded and off the ground safely and on time. Flight departure is a highly 
complex process. It involves numerous employees from various departments—such as ticket 
agents, pilots, flight attendants, baggage handlers, gate agents, mechanics, ramp agents, fuel 
attendants, and so forth—performing multiple tasks within a limited time period, under un-
certain and ever-changing conditions. If all these groups aren’t tightly coordinated, a successful 
on-time departure is difficult to achieve.

Southwest Airlines has the shortest turnaround time in the business, partly because 
managers promote relational coordination to achieve superior on-time performance and a 
high level of customer satisfaction. In any airline, there can be serious disagreements among 
employees about who is to blame when a flight is delayed, so Southwest managers created 
what they call team delay. Rather than searching for who is to blame when something goes 
wrong, the team delay is used to point out problems in coordination between various groups. 
The emphasis on the team focuses everyone on their shared goals of on-time departure, ac-
curate baggage handling, and customer satisfaction. Because delay becomes a team problem, 
people are motivated to work closely together and coordinate their activities, rather than 
looking out for themselves and trying to avoid or shift blame. Supervisors work closely with 
employees, but their role is less “being the boss” as it is facilitating learning and helping people 
do their jobs. Southwest uses a small supervisory span of control—about one supervisor for 
every eight or nine front-line employees—so that supervisors have the time to coach and 
assist employees, who are viewed as internal customers.82

By using practices that facilitate relational coordination, Southwest managers ensure 
that all the departments involved in flight departure are tightly coordinated. When rela-
tional coordination is high, people share information and coordinate their activities with-
out having to have bosses or formal mechanisms telling them to do so.

•	 In addition to the vertical structure, every organiza-
tion needs mechanisms for horizontal integration and 
coordination.

•	 Coordination refers to the managerial task of adjusting 
and synchronizing the diverse activities among different 
individuals and departments. 

•	 Collaboration means a joint effort between people from 
two or more departments to produce outcomes that 
meet a common goal or shared purpose.

•	 The successful U.S. mission to raid Osama bin Laden’s 
compound in Pakistan was a result of collaboration 

between the nation’s intelligence officers and its military 
officers.

•	 As organizations grow, they add new positions, depart-
ments, and hierarchical levels, which leads to greater 
coordination problems.

•	 Ways to increase horizontal coordination include task 
forces, teams, project managers, and relational coordination.

•	 A task force is a temporary team or committee formed 
to solve a specific short-term problem involving several 
departments.

Remember This
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Factors Shaping Structure
Vertical hierarchies continue to thrive because they provide important benefits for orga-
nizations. Some degree of vertical hierarchy is often needed to organize a large number 
of people effectively to accomplish complex tasks within a coherent framework. Without 
a vertical structure, people in a large, global firm wouldn’t know what to do. However, in 
today’s environment, an organization’s vertical structure often needs to be balanced with 
strong horizontal mechanisms to achieve peak performance.83

How do managers know whether to design a structure that emphasizes the formal, 
vertical hierarchy or one with an emphasis on horizontal communication and collabora-
tion? The answer lies in the organization’s strategic goals and the nature of its technology. 
Exhibit 10.12 illustrates that forces affecting organization structure come from both out-
side and inside the organization. External strategic needs, such as environmental condi-
tions, strategic direction, and organizational goals, create top-down pressure for designing 
the organization in such a way as to fit the environment and accomplish strategic goals. 
Structural decisions also take into consideration pressures from the bottom up—that is, 
from the technology and work processes that are performed to produce the organization’s 
products and services.

•	 A project manager is a person responsible for coor-
dinating the activities of several departments for the 
completion of a specific project.

•	 Companies often shift to a more horizontal approach 
after going through reengineering, which refers to the 
radical redesign of business processes to achieve dramatic 
improvements in cost, quality, service, and speed.

•	 Relational coordination refers to frequent horizontal 
coordination and communication carried out through 
ongoing relationships of shared goals, shared knowledge, 
and mutual respect.

•	 Southwest Airlines achieves the shortest turnaround 
time in the airline industry because managers foster rela-
tional coordination among the varied people and depart-
ments involved in the flight departure process.

Optimum 
Organization 

Structure

Strategic Needs
(environment, strategy, 

goals)

Operational Needs
(technology, work 

processes)

exhibit	     10.12      Factors Affecting Organization Structure

SOURCE: Based on David A. Nadler and Michael L. Tushman, with Mark B. Nadler, Competing by Design: The Power of Organizational Architecture (New York: Oxford 
University Press, 1997), p. 54.
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Structure Follows Strategy

Studies demonstrate that business performance is strongly influenced by how well 
the company’s structure is aligned with its strategic intent and the needs of the envi-
ronment, so managers strive to pick strategies and structures that are congruent.84 In 
Chapter 8, we discussed several strategies that business firms can adopt. Two strate-
gies proposed by Michael E. Porter are differentiation and cost leadership.85 With 
a differentiation strategy, the organization attempts to develop innovative products 
unique to the market. With a cost leadership strategy, the organization strives for 
internal efficiency.

Typically, strategic goals of cost efficiency occur in more stable environments, while 
goals of innovation and flexibility occur in more uncertain environments. The terms 
mechanistic and organic can be used to explain structural responses to strategy and 
the environment.86 Goals of efficiency and a stable environment are associated with 

a mechanistic system. This type of organization typically has a rigid, vertical, 
centralized structure, with most decisions made at the top. The organization 
is highly specialized and characterized by rules, procedures, and a clear hierar-
chy of authority. With goals of innovation and a rapidly changing environment, 
however, the organization tends to be much looser, free-flowing, and adaptive, 
using an organic system. The structure is more horizontal, and decision-making 
authority is decentralized. People at lower levels have more responsibility and 
authority for solving problems, enabling the organization to be more fluid and 
adaptable to changes.87

Exhibit 10.13 shows a simplified continuum that illustrates how different struc-
tural approaches are associated with strategy and the environment. The pure functional 
structure is appropriate for achieving internal efficiency goals in a stable environment. 
The vertical functional structure uses task specialization and a strict chain of command 
to gain efficient use of scarce resources, but it does not enable the organization to be flex-
ible or innovative. In contrast, horizontal teams are appropriate when the primary goal is 
innovation and the organization needs flexibility to cope with an uncertain environment. 
Each team is small, is able to be responsive, and has the people and resources necessary for 
performing its task. The flexible horizontal structure enables organizations to differenti-
ate themselves and respond quickly to the demands of a shifting environment but at the 
expense of efficient resource use.

Go to the “Experiential 
Exercise” on page 
354, which pertains 
to organic versus 
mechanistic structure.

Mechanistic

Strategic
Goals

Functional
Structure

Functional with Interdepartmental
Task Forces, Integrators

Divisional
Structure

Horizontal
Teams

Strategic Goals:
Differentiation, innovation, �exibility

Strategic Goals:
Cost leadership, ef�ciency, stability

Organic

exhibit	     10.13      Relationship of Structural Approach to Strategy and the Environment

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Chapter 10  Designing Organization Structure 351

O
r

g
a

n
iz

in
g

4

Exhibit 10.13 also illustrates how other forms of structure represent intermedi-
ate steps on the organization’s path to efficiency or innovation. The functional struc-
ture with cross-functional teams and project managers provides greater coordination 
and flexibility than the pure functional structure. The divisional structure promotes 
differentiation because each division can focus on specific products and customers, 
although divisions tend to be larger and less flexible than small teams. Exhibit 10.13 
does not include all possible structures, but it illustrates how structures can be used 
to facilitate the organization’s strategic goals.

The “Small Group 
Breakout” on page  
355 will give you a 
chance to practice 
organizing to meet 
strategic needs.

•	 Contingency factors of strategic goals, environment, and 
technology influence the correct structural approach.

•	 A mechanistic, vertical structure is appropriate for a cost 
leadership strategy, which typically occurs in a stable 
environment.

•	 An organic, horizontal approach is needed for a differenti-
ation strategy and when the organization needs flexibility 
to cope with an uncertain environment.

Remember This

Structure Fits the Technology

Technology includes the knowledge, tools, techniques, and activities used to transform 
organizational inputs into outputs.88 Technology includes machinery, employee skills, 
and work procedures. A useful way to think about technology is as “production activities.” 
The production activities may be to produce Web site content, steel castings, television 
programs, or computer software. Technologies vary between manufacturing and service 
organizations. 

Woodward’s Manufacturing Technology 
The most influential research into the relationship between manufacturing technology 
and organization structure was conducted by Joan Woodward, a British industrial soci-
ologist.89 She gathered data from 100 British firms to determine whether basic structural 
characteristics, such as administrative overhead, span of control, and centralization were 
different across firms. She found that manufacturing firms could be categorized according 
to three basic types of production technology:

●● Small-batch and unit production. Small-batch production firms produce goods in 
batches of one or a few products designed to customer specification. This technology 
also is used to make large, one-of-a-kind products, such as computer-controlled ma-
chines. Small-batch manufacturing is close to traditional skilled-craft work, because 
human beings are a large part of the process. Examples of items produced through 
small-batch manufacturing include custom clothing, special-order machine tools, space 
capsules, satellites, and submarines.

●● Large-batch and mass production. Mass production technology is distinguished by 
standardized production runs. A large volume of products is produced, and all custom-
ers receive the same product. Standard products go into inventory for sale as custom-
ers need them. This technology makes greater use of machines than does small-batch 
production. Machines are designed to do most of the physical work, and employees 
complement the machinery. Examples of mass production are automobile assembly 
lines and the large-batch techniques used to produce tobacco products and textiles.
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●● Continuous process production. In continuous process production, the entire work-
flow is mechanized in a sophisticated and complex form of production technology. 
Because the process runs continuously, it has no starting and stopping. Human opera-
tors are not part of actual production because machinery does all the work. Human 
operators simply read dials, fix machines that break down, and manage the production 
process. Examples of continuous process technologies are chemical plants, distilleries, 
petroleum refineries, and nuclear power plants.

The difference among the three manufacturing technologies is called technical 
complexity. Technical complexity is the degree to which machinery is involved in the 
production to the exclusion of people. With a complex technology, employees are hardly 
needed except to monitor the machines.

The structural characteristics associated with each type of manufacturing technol-
ogy are illustrated in Exhibit 10.14. Note that centralization is high for mass production 
and low for small-batch and continuous process. Unlike small-batch and continuous 
process production, standardized mass-production machinery requires centralized 
decision making and well-defined rules and procedures. The administrative ratio and 
the percentage of indirect labor required also increase with technological complexity. 
Because the production process is nonroutine, closer supervision is needed. More in-
direct labor, in the form of maintenance people, is required because of the machinery’s 
complexity; thus, the indirect/direct labor ratio is high. Span of control for first-line 
supervisors is greatest for mass production. On an assembly line, jobs are so routine 
that a supervisor can handle an average of 48 employees. The number of employees per 
supervisor in small-batch and continuous process production is lower because closer 
supervision is needed. Overall, small-batch and continuous process firms have some-
what loose, flexible structures (organic), and mass production firms have tight vertical 
structures (mechanistic). 

Woodward found that the relationship between structure and technology was di-
rectly related to company performance. Low-performing firms tended to deviate from 
the preferred structural form, often adopting a structure appropriate for another type 
of technology. High-performing organizations had characteristics similar to those listed  
in Exhibit 10.14.

Manufacturing Technology

Small 
Batch

Mass 
Production

Continuous 
Process

Technical Complexity of  
Production Technology Low Medium High

Structural Characteristics:
  Centralization Low High Low

  Top administrator ratio Low Medium High

  Indirect/direct labor ratio 1/9 1/4 1/1

  Supervisor span of control 23 48 15

  Communication:

    Written (vertical) Low High Low

    Verbal (horizontal) High Low High

Overall Structure Organic Mechanistic Organic

exhibit	    10.14      
Relationship Between  
Manufacturing Technology 
and Organization Structure

SOURCE: Based on Joan Woodward, Industrial Organizations: Theory and Practice (London: Oxford University Press, 1965).
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Service Technology
Examples of service organizations include consulting companies, law firms, brokerage 
houses, airlines, hotels, advertising companies, amusement parks, and educational organiza-
tions. In addition, service technology characterizes many departments in large corporations, 
even manufacturing firms. In a manufacturing company such as Ford Motor Company, the 
legal, HR, finance, and market research departments all provide service. Thus, the structure 
and design of these departments reflect their own service technology rather than the manu-
facturing plant’s technology. Service technology can be defined as follows:

●● Intangible output. The output of a service firm is intangible. Services are perishable 
and, unlike physical products, cannot be stored in inventory. The service is either con-
sumed immediately or lost forever. Manufactured products are produced at one point 
in time and can be stored until sold at another time.

●● Direct contact with customers. Employees and customers interact directly to provide 
and purchase the service. Production and consumption are simultaneous. Service firm 
employees have direct contact with customers. In a manufacturing firm, technical em-
ployees are separated from customers, and hence no direct interactions occur.90

One distinct feature of service technology that directly influences structure is the need 
for employees to be close to the customer.91 Structural characteristics are similar to those 
for continuous manufacturing technology, shown in Exhibit 10.14. Service firms tend to be 
flexible, informal, and decentralized. Horizontal communication is high because employ-
ees must share information and resources to serve customers and solve problems. Services 
also are dispersed; hence each unit is often small and located geographically close to cus-
tomers. For example, banks, hotels, fast-food franchises, and doctors’ offices disperse their 
facilities into regional and local offices to provide faster and better service to customers.

Some services can be broken down into explicit steps, so that employees can follow set 
rules and procedures. An interesting example comes from India, where Dr. Devi Shetty runs 
a hospital that performs open-heart surgery for about 10 percent of the cost charged by 
hospitals in the United States, without reduced quality, by applying standardized operating 
procedures and principles of mass production. His approach is in line with a trend toward 
lean services that looks at how to design service work to improve both quality and efficiency. 
“In healthcare, you can’t do one thing and reduce the price,” Dr. Shetty says. “We have to do 
1,000 small things.”92 When services can be standardized, a tight centralized structure can 
be effective, but service firms in general tend to be more organic, flexible, and decentralized.

•	 Types of technologies include manufacturing and service.
•	 Small-batch production is a type of manufacturing tech-

nology that involves the production of goods in batches of 
one or a few products designed to customer specifications.

•	 Mass production is characterized by long production 
runs to manufacture a large volume of products with the 
same specifications.

•	 Continuous process production involves mechaniza-
tion of the entire workflow and nonstop production, 
such as in chemical plants or petroleum refineries.

•	 Small batch and continuous process technologies are 
associated with a more flexible horizontal structure, 

whereas a tighter vertical structure is appropriate for 
mass production.

•	 Manufacturing technologies differ in terms of technical 
complexity, which refers to the degree to which complex 
machinery is involved in the production process to the 
exclusion of people.

•	 Service technology is characterized by intangible outputs 
and direct contact between employees and customers.

•	 Examples of service firms include banks, hotels, and law 
firms.

•	 Service technologies tend to have more flexible horizontal 
structures.

Remember This
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Ch10	 Discussion Questions

  1.	 If you wanted to add a group of big data scientists to a 
large organization such as PepsiCo, would you central-
ize the scientists in a central pool at headquarters or 
decentralize them to separate divisions? Discuss your 
reasons.

  2.	 How does relational coordination differ from teams 
and task forces? Do you think that relational coordina-
tion seems more valuable for a service technology or a 
manufacturing technology? Explain your answer. 

  3.	 An organizational consultant was heard to say, “Some 
aspect of functional structure appears in every organi-
zation.” Do you agree? Explain.

  4.	 Some people argue that the matrix structure should be 
adopted only as a last resort because the dual chains of 
command can create more problems than they solve. 
Discuss. Do you agree or disagree? Why?

  5.	 What is the virtual network approach to structure? 
Is the use of authority and responsibility different com-
pared to other forms of departmentalization? Explain.

  6.	 The Hay Group published a report that some manag-
ers have personalities suited to horizontal relationships, 
such as project management, that achieve results with 
little formal authority. Other managers are more suited 

to operating roles with much formal authority in a 
vertical structure. What type of structure—functional, 
matrix, team, or virtual network—do you believe your 
personality would best fit into? Which structure would 
be the most challenging for you? Give your reasons.

  7.	 Describe the primary differences between manufactur-
ing and service technology. How do these differences in-
fluence the type of structure that will be most effective?

  8.	 Experts say that organizations are becoming increas-
ingly decentralized, with authority, decision-making 
responsibility, and accountability being pushed farther 
down into the organization. How will this trend affect 
what will be asked of you as a new manager?

  9.	 The chapter suggested that structure should be de-
signed to fit strategy. Some theorists argue that strategy 
should be designed to fit the organization’s structure. 
With which theory do you agree? Explain.

10.	Would you expect the structure of a company such as 
Facebook, which operates almost entirely online, to 
differ from the structure of a bricks-and-mortar com-
pany, such as AT&T, which uses the Internet only for 
some things, such as customer service and business-to-
business transactions? Why or why not? 

Ch10	 Apply Your Skills: Experiential Exercise
Organic Versus Mechanistic  
Organization Structure
Interview an employee at your university, such as a depart-
ment head or secretary. Have the employee answer the fol-
lowing 13 questions about his or her job and organizational 
conditions. Then answer the same set of questions for a job 
that you have held.

Disagree Strongly   1   2   3   4   5   Agree Strongly
  1.	 Your work would be considered routine. 
	 1	 2	 3	 4	 5
  2.	 A clearly known way is established to do the major 

tasks that you encounter.
	 1	 2	 3	 4	 5
  3.	 Your work has high variety and frequent exceptions. 
	 1	 2	 3	 4	 5
  4.	 Communications from above consist of information 

and advice rather than instructions and directions. 
	 1	 2	 3	 4	 5
  5.	 You have the support of peers and your supervisor to 

do your job well. 
	 1	 2	 3	 4	 5
  6.	 You seldom exchange ideas or information with people 

doing other kinds of jobs.
	 1	 2	 3	 4	 5

  7.	 Decisions relevant to your work are made above you 
and passed down. 

	 1	 2	 3	 4	 5
  8.	 People at your level frequently have to figure out for 

themselves what their tasks are for each day. 
	 1	 2	 3	 4	 5
  9.	 Lines of authority are clear and precisely defined. 
	 1	 2	 3	 4	 5
10.	 Leadership tends to be democratic rather than auto-

cratic in style. 
	 1	 2	 3	 4	 5
11.	 Job descriptions are written and up to date for each job. 
	 1	 2	 3	 4	 5
12.	 People understand each other’s jobs and often do dif-

ferent tasks. 
	 1	 2	 3	 4	 5
13.	 A manual of policies and procedures is available to use 

when a problem arises. 
	 1	 2	 3	 4	 5

Scoring and Interpretation
To obtain the total score, subtract the scores for questions 
1, 2, 6, 7, 9, 11, and 13 from the number 6 and add up the 
adjusted scores.
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Total Score, Employee: ___________
Total Score, You: ___________

Compare the total score for a place that you have 
worked to the score of the university employee that you 
interviewed. A score of 52 or above suggests that you or 
the other respondent is working in an organic organization. 
The score reflects a loose, flexible structure that is often 
associated with uncertain environments and small-batch 
or service technology. People working in this structure feel 
empowered. Many organizations today are moving in the 
direction of flexible structures and empowerment.

A score of 26 or below suggests a mechanistic structure. 
This structure uses traditional control and functional special-
ization, which often occurs in a certain environment, a stable 
organization, and routine or mass-production technology. 
People in this structure may feel controlled and constrained.

Discuss the pros and cons of organic versus mechanistic 
structure. Does the structure of the employee that you in-
terviewed fit the nature of the organization’s environment, 
strategic goals, and technology? How about the structure for 
your own workplace? How might you redesign the structure 
to make the work organization more effective?

Ch10	 Apply Your Skills: Small Group Breakout
Family Business
Step 1. In groups of three to five students, assume that you 
are a consulting team to a family business. The family has 
used an inheritance to acquire a medium-sized pharmaceu-
tical company. Last year, sales were down 10 percent from 
the previous year. Indeed, business has declined over the 
past three years, even though the pharmaceutical industry 
has been growing. The family that acquired the business 
has asked for your help.
Step 2. Your task as a group is to rank the priority of the  
departmental functions in the order of importance for assign-
ing additional resources to improve business in the future.
Step 3. Individually, rank the following ten functions in 
order of importance, and make a note of your reasons:

Distribution
Manufacturing

Market research
New-product development
Human resources
Product promotion
Quality assurance
Sales
Legal and governmental affairs
Office of the comptroller

Step 4. As a group, discuss the order of importance for the 
ten functions, sharing your reasons for how functional  
priority should relate to the company’s strategic needs.
Step 5. How does the group’s reasoning and ranking differ 
from your original thinking?
Step 6. What did you learn about organization structure 
and design from this exercise?

Ch10	 Apply Your Skills: Ethical Dilemma
A Matter of Delegation93

Tom Harrington loved his job as an assistant quality 
control officer for Rockingham Toys. After six months of 
unemployment, he was anxious to make a good impression 
on his boss, Frank Golopolus. One of his responsibilities 
was ensuring that new product lines met federal safety 
guidelines. Rockingham had made several manufacturing 
changes over the past year. Golopolus and the rest of the 
quality control team had been working 60-hour weeks to 
troubleshoot the new production process.

Harrington was aware of numerous changes in product 
safety guidelines that he knew would affect the new toys 
the company was producing. Golopolus was also aware of 
the guidelines, but he was taking no action to implement 
them. Harrington wasn’t sure whether his boss expected 
him to implement the new procedures. The ultimate re-
sponsibility was his boss’s, and Harrington was concerned 
about moving ahead on his own. To cover for his boss, he 
continued to avoid the questions that he received from 
the factory floor, but he was beginning to wonder whether 

Rockingham would have time to make changes with the 
Christmas season rapidly approaching.

Harrington felt loyalty to Golopolus for giving him a job 
and didn’t want to alienate him by interfering. However, he 
was beginning to worry what might happen if he didn’t act. 
Rockingham had a fine product safety reputation and was 
rarely challenged on matters of quality. Should he question 
Golopolus about implementing the new safety guidelines?

What Would You Do?

1.	 Prepare a memo to Golopolus, summarizing the new 
safety guidelines that affect the Rockingham product line 
and requesting his authorization for implementation.

2.	 Mind your own business. Golopolus hasn’t said  
anything about the new guidelines, and you don’t want 
to overstep your authority. You’ve been unemployed 
and need this job.

3.	 Send copies of the reports anonymously to the operations 
manager, who is Golopolus’s boss. 

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Part 4  Organizing356

Ch10	 Apply Your Skills: Case for Critical Analysis
Abraham’s Grocery Store
The first Abraham’s Grocery Store was started in 1967 by 
Bill Abraham and his sister Doris. They used a small inher-
itance to start a small grocery store in a suburb of Atlanta, 
Georgia, and it was immediately successful. The location 
was good, and both Bill and Doris had winning personali-
ties and a “serve the customer” attitude. Abraham’s rapidly 
growing number of customers enjoyed an abundance of 
good meats and produce, for which Abraham’s became well 
known.

By 2007, Abraham’s had over 200 stores. Company 
headquarters moved to downtown Atlanta to supervise 
stores throughout the southeastern United States.  
There were four regional managers responsible for about 
50 stores each. Within each region, there were four districts 
of 12 to 13 stores each. 

Because the stores specialized in excellent meats and 
produce, there was a separate meat department manager, 
grocery department manager, and produce department 
manager within each store. The grocery department man-
ager also served as the store manager, but this person did 
not have direct authority over the meat department or the 
produce department. The store meat department manager 
reported directly to a district meat manager specialist, 
and the store produce department manager reported di-
rectly to a district produce manager specialist. The store 
manager (who is also the grocery department manager) 
reported directly to a district store supervisor. This direct 
line of authority for each store department provided ex-
cellent quality control over the meat, produce, and grocery 
departments within individual stores.

However, there was growing dissatisfaction within the 
stores. The turnover of store managers was high, mostly 
because they had no control over the meat and produce de-
partments within their stores. Coordination within stores 
was terrible, such as when a store manager decided to pro-
mote a sale on Coke products as a loss leader. Hundreds of 
cartons of Coke were brought into the store for the big sale, 
but the meat and produce department managers would not 
give up floor space to display Coke cartons. The frustrated 
store manager insisted that this was no way to run a busi-
ness and quit on the spot. Many stores experienced conflict 
rather than cooperation among the meat, produce, and 

store managers because each was very protective of his or 
her separate responsibilities.

Doris Abraham asked a consultant for advice. The con-
sultant recommended a reorganization within each store 
so that the meat, grocery, and produce departments would 
all report to the store manager. The store manager thus 
would have complete control over store activities and would 
be responsible for coordinating across the meat, produce, 
and grocery departments. The meat department manager 
in each store would report to the store manager and would 
also have a dashed-line relationship (communication, co-
ordination) with the district meat specialist. Likewise, each 
store produce department manager would have a dashed-
line relationship with the district produce specialist. The 
store manager would report directly to the district store 
supervisor. The district meat and produce specialists would 
visit individual stores periodically to provide advice and 
help the store department heads to ensure top quality in 
the meat, produce, and grocery areas.

The consultant was enthusiastic about the proposed 
structure. Store managers would have more freedom and 
responsibility. By assigning responsibility for all store de-
partments to the store manager, the new structure would 
encourage coordination within stores and give managers 
the ability to adapt to local tastes and customer needs. The 
dashed-line relationships would ensure excellent meat, gro-
cery, and produce departments across all stores.

Questions

1.	 Based on the information available in the case, sketch 
a picture of the original structure within an Abraham’s 
store and the store managers’ relationships with district 
specialist managers. What type of structure is this? 
Explain.

2.	 Based on the information available in the case, sketch 
a picture of the consultant’s recommended structure 
within the store and the relationship of store depart-
ment managers with district specialist managers. What 
type of structure is this? Explain. 

3.	 What are some of the advantages and disadvantages 
you see for the two types of structures? Which struc-
ture do you think will work best for Abraham’s? Why? 

Ch10	 On the Job Video Cases

On the Job: Honest Tea: Designing Organization Structure
Questions

1.	 What are some of Seth Goldman’s responsibilities as 
“TeaEO” of Honest Tea? Provide at least three detailed 
examples. 

2.	 How does Goldman’s experience as the founder of the 
company influence his ability to delegate? 

3.	 Referring to Woodward’s research on manufacturing 
technology and structure, how would you categorize 
Honest Tea’s production? In what ways has this 
probably influenced the company’s structure?
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After studying this chapter, you should be able to:

	 1.	 Define organizational change and identify some reasons that people 
frequently resist change.

	 2.	 Explain disruptive innovation and the ambidextrous approach as 
possible responses to the forces that drive innovation and change in 
today’s organizations.

	 3.	 Describe the three innovation strategies that managers implement 
for changing products and technologies.

	 4.	 Explain the value of creativity, a bottom-up approach, internal 
contests, idea incubators, idea champions, and new-venture teams 
for innovation.

	 5.	 Describe the horizontal linkage model and how it contributes to  
successful product and service innovations.

	 6.	 Explain open innovation and how it is being used by today’s 
organizations.

	 7.	 Discuss why changes in people and culture are critical to any change 
process.

	 8.	 Summarize the organization development (OD) stages of unfreezing, 
changing, and refreezing, and define large group interventions.

	 9.	 Describe force field analysis and implementation tactics that  
managers can use to overcome resistance.

Do You Have True Grit?

Innovation and the Changing 
Workplace 

Why Do People Resist Change?
Disruptive Innovation
The Ambidextrous Approach

Changing Things: New Products 
and Technologies 

Exploration 

New Manager Self-Test:  
Assess Your Creativity

Cooperation 
Innovation Roles 

Changing People and Culture
Training and Development 
Organization Development (OD)

Implementing Change
Create a Sense of Urgency 
Apply Force-Field Analysis 
Use Implementation Tactics

Managing Change 
and Innovation

Chapter 11 4Part
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Hot
Topic

Mostly True Mostly False

  1.	 I often set a goal but later choose to pursue a different one. __________ __________

  2.	 I have been obsessed with a certain idea or project for a short time but later 
lose interest.

__________ __________

  3.	 I have difficulty maintaining my focus on projects that take more than a few 
months to complete.

__________ __________

  4.	 New ideas and projects sometimes distract me from previous ones. __________ __________

  5.	 I finish whatever I begin. __________ __________

  6.	 Setbacks don’t discourage me. __________ __________

  7.	 I am diligent. __________ __________

  8.	 I am a hard worker. __________ __________

� Total Score __________ __________

Do You Have True Grit?1

Instructions:  Think about typical projects or hobbies that you initiate at home, school, or work. Respond to 
each of the following items as honestly as possible.

The September 2013 shooting spree at the Washington Navy Yard, which left  
12 people dead, is one of the saddest events in the U.S. Navy’s recent history. How 
did a former Navy reservist with a history of mental health issues and a string of 

arrests for incidents involving firearms gain access to the secure facility and open fire on 
unsuspecting people? Aaron Alexis was working as a Navy contractor and had a secret 
security clearance that gave him access to the Yard because of flaws in the security screen-
ing process. In the wake of the deadly incident, families of all the victims (as well as the 
family of Alexis, who had been hearing voices and had sought mental health treatment) 
called for change. A week after the shooting, Department of Defense officials admitted that 
some red flags had been missed because of problems with the screening procedures. One 
significant recommendation for change is that all available police documents be included 
in reports used for determining eligibility for security clearances, which would have picked 
up on Alexis’s previous incidents involving firearms. The recommendation has been sent 
to Secretary of Defense Chuck Hagel for approval. Other changes being considered by  

For items 1–4, give yourself 1 point for each False and 0 points for each True. Reverse this for items 
5–8, with 1 point for each True and 0 points for each False.

Scoring and Interpretation:  The score on these questions measures your grit, which is defined 
as your perseverance and passion for long-term goals. Grit is a key trait for change agents who 
must persevere through resistance and setbacks to succeed with implementation of a significant 
innovation. The grit score predicted achievement in challenging situations among cadets at West 
Point and final-round contestants of the Scripps National Spelling Bee. Individuals high in grit do not 
swerve from their change implementation goals. The grit scale is composed of two parts. Questions 
1–4 measure “consistency of interest” and Questions 5–8 measure “perseverance of effort,” so you 
can compare your scores on those two subscales. The average score for a group of students 25–34 
was approximately 5 for grit, 2 for consistency of interest, and 3 for perseverance of effort.
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Navy Secretary Ray Mabus are to require more scrutiny of security applications at top 
levels and to have senior members, rather than junior officers, handle command security. 
However, putting any of these changes into practice will require great effort, training, and 
commitment at all levels to make a difference.2

Although this is an extreme example, the military is similar to all organizations in 
needing to regularly make changes in policies, practices, and operations to address short-
comings, respond to new challenges, or meet shifting needs. Every organization needs to 
change from time to time. In addition, innovation in products and services is what keeps 
companies thriving. If organizations don’t change and innovate successfully, they die. Con-
sider that only a small number of large companies reach the age of 40, according to a recent 
study of more than 6 million firms. The ones that survive are ruthless about innovation and 
change.3 Every organization sometimes faces the need to change swiftly and dramatically 
to cope with a changing environment. Consider General Motors (GM). After sinking into 
bankruptcy and having to be bailed out by the U.S. government just a few years ago, GM 
amazingly regained its position as the world’s largest automaker in 2011 by implementing 
a combination of management, structure, strategy, and product changes (since then, Toyota 
has taken over the top spot once again).4

In this chapter, we look at how organizations can be designed to respond to the envi-
ronment through internal change and development. First, we define organizational change, 
look at some of the reasons people resist change, and define disruptive innovation and 
the ambidextrous approach to innovation. Then we examine two key aspects of change in  
organizations: introducing new products and technologies, and changing people and culture.  
Finally, we explore some techniques that managers use to implement change.

Innovation and the Changing Workplace
Organizational change is defined as the adoption of a new idea or behavior by an organiza-
tion.5 Sometimes change and innovation are spurred by forces outside the organization, such 
as when a powerful customer demands annual price cuts, when a key supplier goes out of 
business, or when new government regulations go into effect. Implementing change is typically 
one of the most difficult aspects of management. Consider changes associated with imple-
menting the Patient Protection and Affordable Care Act (PPACA), more commonly known 
as the Affordable Care Act (ACA) or “Obamacare.” Open enrollment for individuals in new 
health insurance marketplaces began October 1, 2013, but by the end of the month, only a few 
people had been able to sign onto the Healthcare.gov Web site, much less sign up for insur-
ance. Technical glitches weren’t the only problem that Obama and other leaders encountered, 
either. Millions of Americans who had believed that they would be able to keep their current 
individual health insurance plans began receiving cancelation notices because their plans didn’t 
meet the law’s requirements. Obama issued an apology, and leaders began meeting with health 
insurance executives to try to find a solution to the problem of canceled policies.6

Why Do People Resist Change?
Managers and others involved in promoting new ideas have noticed that many people tend to 
prefer the status quo, which is one reason why change is so difficult. Understanding why people 
resist change is a good start toward knowing how to help lead needed change in organizations.

Self-Interest
People typically resist a change they believe conflicts with their self-interests. A proposed 
change in job design, structure, or technology may increase employees’ workload, for example, 
or cause a real or perceived loss of power, prestige, pay, or benefits. 
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Recall our discussion of loss aversion from Chapter 9. The fear of personal loss is perhaps the 
biggest obstacle to organizational change.7 Many people will do whatever they can to avoid 
loss. Consider what is happening at Anheuser-Busch, which was acquired by the Belgian 
company InBev. Managers accustomed to flying first class or on company planes are now 
required to fly coach. Free beer is a thing of the past, and complimentary tickets to sport-
ing events are few and far between. Once the envy of others in the industry because of 
their lavish perks, Anheuser-Busch employees are resisting the 
new managers’ wide-ranging changes because they feel that they 
are losing both financially and in terms of status.8 Similarly, 
managers at Houston-based power producer Dynergy resisted 
the change to an open floor plan for their offices because they 
viewed their private offices as symbols of their power and pres-
tige in the organization.9 In addition, they saw the change as a loss 
of control over their own lives and circumstances, which provoked 
a strong emotional reaction.

Lack of Understanding and Trust 
Employees often distrust the intentions behind a change or do not 
understand the intended purpose of a change. If previous work-
ing relationships with a manager or promoter of an idea have been 
negative, resistance may occur. When CareFusion Corporation 
was spun off as a subsidiary of Cardinal Health, CEO David L. 
Schlotterbeck and other top executives wanted to implement new 
values of collaboration and teamwork, but lower-level managers 
were initially suspicious of their intentions. Only when they saw that 
top leaders were fully committed to the values and honored them  
in their own behavior did others begin to support the changes.10

Uncertainty 
Uncertainty is lack of information about future events. It represents a fear of the unknown. 
It is especially threatening for employees who have a low tolerance for change and fear 
anything out of the ordinary. They do not know how a change will affect them and worry 
about whether they will be able to meet the demands of a new procedure or technology.11 
Hospitals that have spent millions of dollars adopting electronic medical records are having  
a hard time getting some doctors to use them. One reason is the uncertainty about how 
electronic records will change how doctors go about their daily work.12 Most people have at 
least some fear of the unknown and are more comfortable dealing with the tried and true.13 
Consider that utility companies installing wireless smart meters in states from Maine to 
California have faced a strong backlash from customers who say the meters invade their 
privacy, increase costs, and threaten their health.14 

Different Assessments and Goals 
Another reason for resistance to change is that people who will be affected by a change 
or innovation may assess the situation differently from managers or promoters of a new 
idea. Critics frequently voice legitimate disagreements over the proposed benefits of a 
change. Managers in each department pursue different goals, and an innovation may de-
tract from performance and goal achievement for some departments. At pharmaceuticals 
company Pfizer, top executives wanted to implement a computerized system for collecting  
and processing research trial data, which could cut the cost of new drug development by 
40 percent. Research and development (R&D) managers resisted, citing their concern 
that the automation and standardization of case report forms would hamper their flex-
ibility and creativity.15

“Change hurts. It makes 
people insecure, confused, 
and angry. People want 
things to be the same 
as they’ve always been, 
because that makes life 
easier. But if you’re a 
leader, you can’t let your 
people hang on to the past.”

—Richard Marcinko, former U.S. 

Navy SEAL, author, and chairman of 

Red Cell International Corporation
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Hot
Topic

Apple executives are also currently encountering this type of resistance. Since August 2010, 
Apple has been the largest U.S. corporation in terms of market valuation. But executives were 
under pressure to change because of poor working conditions in overseas supplier factories. 
More than half of the suppliers audited were found to have violated aspects of Apple’s code of 

conduct, and some have broken laws as well. However, there is conflict within the com-
pany because although top executives want to improve conditions, some managers argue 
that a radical overhaul will derail crucial supplier relationships and slow innovation and 
the delivery of new products.16

These reasons for resistance are legitimate in the eyes of employees affected by 
the change. Managers should not ignore resistance; instead, they should diagnose 
the reasons and design strategies to gain acceptance by users.17 Later in the chapter, 
we will discuss some techniques that managers can use to overcome resistance and 
smoothly implement change.

Disruptive Innovation

As we discussed previously, sometimes outside forces compel managers to look for changes, 
such as creating greater efficiencies in operations or other alterations to keep the organi-
zation profitable. Other times, managers within the company see a need for product or 
service innovation.

Disruptive innovation is becoming a goal for companies that want to remain competitive  
on a global basis. Disruptive innovation refers to innovations in products or services that 
typically start small and end up completely replacing an existing product or service tech-
nology for producers and consumers. Companies that initiate a disruptive innovation typi-
cally win big; companies affected by a disruptive technology may be put out of business. 
DVDs all but wiped out the videotape industry, for example, and now streaming video 
is threatening DVDs with the same fate. Digital cameras appear to be eliminating the 
photographic film industry, and the smartphone is threatening the compact digital cam-
era, as we discussed in Chapter 3. People prefer to use their smartphones for snapshots 
because they can easily share the photos on social networks. Sales of point-and-shoot cam-

eras continue to fall.18 Massive, open, online classes (MOOCs) 
could become a disruptive innovation to the traditional and 
expensive classroom-based form of delivering courses for a 
college education. Coursera, a Mountain View, California, 
company, has 3.5 million registered users for its 370 mostly 
free online college courses.19 A company called Square de-
veloped a credit card reader that plugs into a smartphone. 
This is a disruptive innovation in the trillion-dollar financial  
services system for credit card payments. Square enabled 
millions of small businesses that couldn’t afford the transac-
tion fees charged by financial companies to begin accepting  
credit cards.20 Many disruptive innovations come from small 
entrepreneurial firms like Square and Coursera. Some ob-
servers think that companies in emerging markets such as 
China and India will produce a great percentage of such  
innovations in the coming years.21 Godrej & Boyce, for exam-
ple, created a portable, low-cost, battery-powered refrigerator 
for India, called the chotuKool, as we described in Chapter 4. 
Lenovo has introduced LePhone in China as an inexpensive 
alternative to the iPhone.22 

This is connected to the trend called reverse innovation.  
Rather than innovating in affluent countries and transferring 

The “Small Group 
Breakout” on  
pages 389–390 will 
give you an idea of 
how difficult it can 
sometimes be for 
people to change.

Technological advances in smartphones have paved the way 
for mobile credit card readers from providers such as Square, 
Intuit GoPayment, and Merchant Anywhere. This disruptive 
innovation has been a major step forward for small business 
owners, allowing them to accept credit card payments on the 
fly and with minimal transaction fees. The mobile readers are 
especially useful for merchants who sell their wares in outdoor 
environments, such as flea markets, arts and crafts fairs, and 
farmer’s markets.
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products to emerging markets, companies such as Lenovo, General Electric (GE), John 
Deere, Nestlé, Procter & Gamble (P&G), and Xerox are creating innovative, low-cost 
products for emerging markets and then quickly and inexpensively repackaging them 
for sale in developed countries. GE Healthcare’s team in China created a portable ultra-
sound machine that sold for less than 15 percent of the cost of the company’s high-end  
machines. GE now sells the product around the world, and it grew to a $278 million 
global product line within six years. John Deere developed a high-quality, low-cost tractor 
for farmers in India that is increasingly in demand in the United States among farmers 
reeling from the recession.23

The Ambidextrous Approach

Change—especially major change such as that associated with disruptive innovation—
is not easy, and many organizations struggle with changing successfully. In some cases, 
employees don’t have the desire or motivation to come up with new ideas, or their 
ideas never get heard by managers who could put them into practice. In other cases, 
managers learn about good ideas but have trouble getting cooperation from employ-
ees for implementation. Successful change requires that organizations be capable of 
both creating and implementing ideas, which means the organization must learn to be 
ambidextrous.

An ambidextrous approach means incorporating structures and processes that 
are appropriate for both the creative impulse and for the systematic implementation of 
innovations. For example, a loose, flexible structure and greater employee freedom are 
excellent for the creation and initiation of ideas; however, these same conditions often 
make it difficult to implement a change because employees are less likely to comply.  
With an ambidextrous approach, managers encourage flexibility and freedom to  
innovate and propose new ideas with creative departments and other mechanisms that 
we will discuss in this chapter, but they use a more rigid, centralized, and standard-
ized approach for implementing innovations.24 For example, Mike Lawrie, CEO of the 
London-based software company Misys, created a separate unit for Misys Open Source 
Solutions, a venture aimed at creating a potentially disruptive technology in the health 
care industry. Lawrie wanted creative people to have the time and resources they needed 
to work on new software that holds the promise of seamless data exchange among hos-
pitals, physicians, insurers, and others involved in the health care system. Implementa-
tion of new ideas, where routine and precision is important, occurs within the regular 
organization.25

•	 Every organization must change and innovate to survive. 
•	 Organizational change is defined as the adoption of a 

new idea or behavior by an organization.
•	 Many people prefer the status quo and tend to resist 

change. The biggest obstacle to organizational change is 
the fear of personal loss.

•	 Other reasons why people resist change are lack of  
understanding and trust, uncertainty, and different  
assessments and goals.

•	 Disruptive innovation refers to innovations in products, 
services, or processes that radically change competition 
in an industry, such as the advent of streaming video or 
online college courses.

•	 An ambidextrous approach means incorporating 
structures and processes that are appropriate for both 
the creative impulse and the systematic implementation 
of innovations.

Remember This

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Part 4  Organizing368

Changing Things: New Products 
and Technologies
Organizations must embrace many types of change. One vital area of innovation is the 
introduction of new products, services, and technologies. A product change is a change 
in the organization’s product or service outputs. Product and service innovation is the 
primary way in which organizations adapt to changes in markets, technology, and compe-
tition.26 One example of a service innovation is HBO Go, the first comprehensive mobile 
television service. In Kenya, where medical care and advice can be a far-off luxury for 
many people, local telecommunications giant Safaricom introduced a service innovation 
called Daktari that will connect callers one-on-one with a doctor for a small fee 24 hours 
a day, 7 days a week.27 Examples of new products include Nike’s Flyknit Racer running 
shoe, which weighs just 5.6 ounces, SodaStream, the home carbonation seltzer and soda 
maker, and the Nest home thermostat, which learns its user’s patterns and adjusts to save 
energy.28 Another “new” product on an old theme is the EZH2O water fountain from 
Elkay Manufacturing.

Innovative  
Way

Elkay Manufacturing

The water fountain hasn’t changed much in recent decades. Then, a few years ago, managers 
at Elkay Manufacturing started noticing what they call “the airport dance”: people doing a 
shuffle as they tried to tilt their bottles at the right angle to fill them at the water fountain 
without splashing water all over themselves.

Elkay began reconsidering the water fountain to create a bottle-filling station instead. 
Americans have reduced their consumption of soft drinks and also cut their purchases of 
bottled water. About half of the water people consume these days comes from taps, including  
drinking fountains. Elkay managers wanted a fountain where people could fill their bottles 
without ever even touching the fountain, to avoid the concern that many people have about 
germs. Moreover, they thought that filling a 16-ounce bottle should take less than 10 seconds. 
Early in the project, one engineer said that wasn’t possible. Another engineer, who joined 
Elkay from an auto parts company, found a way to speed up the flow. The result was a ma-
chine that fills a 16-ounce bottle in about 5 seconds if the water is at room temperature, or 
a few seconds longer if it goes through refrigeration pipes. The traditional water fountain, by 
contrast, needed at least 20 seconds.

Elkay isn’t the only company that has introduced a bottle-filling station, but the addition 
of a digital counter on Elkay’s first EZH20 model ended up helping “make this thing go viral,” 
said one manager who had originally thought the digital counter was a dumb idea. College 
students liked tracking how many plastic bottles were being kept out of landfills. Some held 
intracampus competitions to see who could reuse the most bottles. Incoming freshmen at 
Muhlenberg College in Allentown, Pennsylvania, which has installed 49 of the new EZH2O 
stations, receive a free, stainless steel water bottle. The college says sales of bottled water 
have fallen 90 percent. Students say that’s at least 1.4 million plastic bottles that have been 
kept out of landfills.29

Other companies, including Haws Corporation and Oasis International, have also 
introduced new types of water fountains designed to fill water bottles. Elkay says that its 
new fountains have been installed in hundreds of colleges and universities and at least 
15 airports, including Chicago’s O’Hare and New York’s LaGuardia. 

As this example shows, product and service changes are related to changes in the 
technology of the organization. A technology change is a change in the organiza-
tion’s production process—how the organization does its work. Technology changes are 
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designed to make the production of a product or service more efficient. Ham-
mond’s Candies saves hundreds of thousands of dollars a year by implementing  
technology changes suggested by employees. One example was tweaking a  
machine gear that reduced the number of employees needed on an assembly  
line from five to four.30 Other examples of technology change include the  
introduction of efficiency-boosting winglets on aircraft at Southwest Airlines, 
the adoption of automatic mail-sorting machines by the U.S. Postal Service, and 
the use of biosimulation software to run virtual tests on new drugs at Johnson &  
Johnson’s pharmaceutical research and development department. 

Three critical innovation strategies for changing products and technologies are illus-
trated in Exhibit 11.1.31 The first strategy, exploration, involves designing the organization 
to encourage creativity and the initiation of new ideas. The strategy of cooperation refers to 
creating conditions and systems to facilitate internal and external coordination and knowl-
edge sharing. Finally, innovation roles means that managers put in place processes and struc-
tures to ensure that new ideas are carried forward for acceptance and implementation.

 Creativity

Bottom-up approach

Internal contests

Idea incubators

New products,
services,

and technologies

Horizontal coordination
   mechanisms

Customers, partners

Open innovation

Idea champions

New venture teams

Skunkworks

New venture fund

Exploration Cooperation Innovation Roles exhibit	      11.1      
Three Innovation  
Strategies for New Products 
and Technologies

SOURCE: Based on Patrick Reinmoeller and Nicole van Baardwijk, “The Link Between Diversity and Resilience,” MIT Sloan 
Management Review (Summer 2005): 61–65.

Green Power
Building a Better Mouse . . . 

We all have them: old laptops stuffed into clos-
ets, computer monitors, hard drives, and printers 
crammed into the corners of the garage. And who 
can forget the mouse (five of them, actually, still at-
tached to cords) jammed into a drawer? In a world 
focused on sustainability, the challenge for man-
agers in the electronics industry is how to change 
and innovate when the large outer casings for our 
products won’t go away. Fujitsu broke this barrier 
by developing a keyboard made from renewable 

materials. A year later, using organic materials as 
a substitute for plastic, the company unveiled a 
mouse casing that was 100 percent biodegradable. 
Now, the race is on. Fujitsu’s innovations offer a  
visionary promise that one day, all our electronic 
devices will be part of the sustainability revolution.

Source: Staff writers, “Fujitsu Unveils ‘World’s First’ Biodegradable Mouse,” 
Business Green, January 25, 2011, www.businessgreen.com/bg/news/1939343 
/fujitsu-unveils-worlds-biodegradable-mouse (accessed January 25, 2011).

Assess your creativity 
by completing the 
“New Manager Self-
Test” on page 371.
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Exploration

Exploration is the stage where ideas for new products and 
technologies are born. Managers design the organization for 
exploration by establishing conditions that encourage cre-
ativity and allow new ideas to spring forth. Creativity refers 
to the generation of novel ideas that might meet perceived 
needs or respond to opportunities for the organization.32 
People noted for their creativity include Edwin Land, who 
invented the Polaroid camera, and Swiss engineer George 
de Mestral, who created Velcro after noticing the tiny hooks 
on some burrs caught on his wool socks. These people saw 
unique and creative opportunities in familiar situations.

Characteristics of highly creative people are illustrated 
in the left column of Exhibit 11.2. Creative people often are 
known for their originality, open-mindedness, curiosity, fo-
cused approach to problem solving, persistence, relaxed and 
playful attitude, and receptiveness to new ideas.33 Creativity 
can also be designed into organizations. Most companies 
want more creative employees and often seek to hire creative 
individuals. However, the individual is only part of the story, 
and each of us has some potential for creativity. Managers 
are responsible for creating a work environment that allows 
creativity to flourish.34 

The characteristics of creative organizations correspond 
to those of individuals, as illustrated in the right column of Exhibit 11.2. Creative organi-
zations are loosely structured. People find themselves in a situation of ambiguity, assign-
ments are vague, territories overlap, tasks are loosely defined, and much work is done by 

Innovative companies such as Intuit want everyone to be 
coming up with new ideas continually. Managers encourage 
creativity during the exploration phase by embracing 
failure as readily as they do success. “I’ve had my share of really 
bad ideas,” founder Scott Cook, pictured here with former CEO 
Steve Bennett, admits. Yet failure can have hidden possibilities. 
Sticky notes, such as those shown here on Intuit’s board, were 
invented at 3M Corporation based on a failed product—a not-
very-sticky adhesive that resulted from a chemist’s attempts to 
create a superglue. The resulting product, Post-it Notes, became 
one of the best-selling office supplies ever.
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The Creative Individual The Creative Organization

Assigning nonspecialists to
   problems

Eccentricity allowed
Hiring outside your comfort zone

Decentralization, loosely de�ned
   positions, loose control 

Acceptance of mistakes; rewarding
   risk-taking

People encouraged to challenge
   their bosses  

Freedom to choose and
   pursue problems

Not a tight ship, playful 
   culture, doing the impractical

Freedom to discuss ideas;
   long time horizon 

Open channels of communication
Contact with outside sources
Overlapping territories; cross-

   pollination of ideas across
   disciplines

Suggestion systems, brainstorming,
   freewheeling discussions

Resources allocated to creative
   personnel and projects without
   immediate payoff 

Reward system encourages
   innovation

Absolution of peripheral
   responsibilities 

Conceptual fluency
Open-mindedness

Originality

Less authority
Independence
Self-confidence

Playfulness
Undisciplined

   exploration 
Curiosity 

Persistence
Commitment  
Focused approach

1. 2.

3.

4.

5.

1. 2.

3.

4.

5.

exhibit	     11.2      Characteristics of Creative People and Organizations

SOURCES: Based on Gary A. Steiner, ed., The Creative Organization (Chicago: University of Chicago Press, 1965), pp. 16–18; Rosabeth Moss Kanter, “The Middle Manager as 
Innovator,” Harvard Business Review (July–August 1982): 104–105; James Brian Quinn, “Managing Innovation: Controlled Chaos,” Harvard Business Review (May–June 1985):  
73–84; Robert I. Sutton, “The Weird Rules of Creativity,” Harvard Business Review (September 2001): 94–103; and Bridget Finn, “Playbook: Brainstorming for Better 
Brainstorming,” Business 2.0 (April 2005), 109–114.
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New Manager     Self-Test
Assess Your Creativity

Instructions: In the list below, check each adjective 
that you believe accurately describes your personality. Be 

very honest with yourself. Check all the words that fit 
your personality.

Scoring and Interpretation: Add 1 point for checking 
each of the following words: 2, 4, 6, 9, 12, 13, 14, 15, 16, 18, 
19, 21, 22, 23, 24, 25, 26, and 30. Subtract 1 point for checking 
each of the following words: 1, 3, 5, 7, 8, 10, 11, 17, 20, 27, 28, 
and 29. Score =______. The highest possible score is +18; 
the lowest possible score is  −12. 

Innovation starts with creativity. Your score on this  
questionnaire reflects your creativity for solving problems 
and finding novel solutions. The average score for a set of 
256 males on this creativity scale was 3.57, and for  
126 females was 4.4. A group of 45 male research scientists 
and a group of 530 male psychology graduate students both 

had average scores of 6.0, and 124 male architects  
received an average score of 5.3. A group of 335 female  
psychology students had an average score of 3.34. If 
you have a score above 5.0, your personality would be 
considered above average in creativity. To what extent 
do you think your score reflects your true creativity? 
Compare your score to others in your class. Which 
adjectives were more important for your score compared 
to other students? 

Source: Harrison G. Clough, “A Creative Personality Scale for the Adjective 
Check List,” Journal of Personality and Social Psychology 37, no. 8 (1979): 
1398–1405.

  1.	   affected___

  2.	   capable___

  3.	   cautious___

  4.	   clever___

  5.	   commonplace___

  6.	   confident___

  7.	   conservative___

  8.	   conventional___

  9.	   egotistical___

10.	   dissatisfied___

11.	   honest___

12.	   humorous___

13.	   individualistic___

14.	   informal___ 

15.	   insightful___

16.	   intelligent___

17.	   interests narrow___ 

18.	   interests wide___ 

19.	   inventive___

20.	   mannerly___

21.	   original___

22.	   reflective___

23.	   resourceful___ 

24.	   self-confident___ 

25.	   sexy___

26.	   snobbish___

27.	   sincere___

28.	   submissive___ 

29.	   suspicious___

30.	   unconventional___
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teams. Managers in creative companies embrace risk and experimentation. They involve 
employees in a varied range of projects, so that people are not stuck in the rhythm of rou-
tine jobs, and they drive out the fear of making mistakes that can inhibit creative thinking.35 
Research shows that successful innovations are often accompanied by a high rate of fail-
ure. SurePayroll, a payroll-services company, gives out an annual “Best New Mistake” cash 
award to encourage people to take creative risks. Similarly, Grey Advertising awards an 
annual “Heroic Failure” trophy, to reward the “glorious defeats that can make success itself 
look timid.”36 Creative organizations are those that have an internal culture of playfulness, 
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freedom, challenge, and grass-roots participation.37 Exhibit 11.3 shows the world’s top ten 
innovative companies from the 2013 list in Fast Company. 

Innovative companies use a bottom-up approach, which means encouraging the flow 
of ideas from lower levels and making sure that they get heard and acted upon by top 
executives.38 Chicago-based software firm 37signals gave everyone a month off from their 
regular duties to work on new ideas. For the entire month of June, all nonessential work 
(which meant everything except customer service and keeping the servers running) was 
set aside, and people were allowed to work on anything they wanted. Some people worked 
solo and others formed teams. At the end of the month, top leaders listened to 29 idea 
presentations, including a new set of tools to manage customer accounts and a new data 
visualization technique that can help the company better understand how customers use 
its products. Co-founder Jason Fried says that 37signals will continue to use the month off 
for freedom and exploration because it is a great way to get people to come up with new ideas 
for the business.39 This chapter’s “Manager’s Shoptalk” describes a fun technique that some 
companies use to get people to come up with creative ideas for solving specific problems. 

Some companies also use internal innovation contests, which are an increasingly popular 
way to realize product and service innovations.40 Mike Hall, CEO of Borrego Solar Systems,  
holds “innovation challenge” contests on the company intranet to get his shy, introverted 
engineers to speak up with their ideas for improving the business. Employees vote on their 
favorites, and the winner takes home a cash prize. One idea that was quickly implemented 
was using software that enables sales and engineering teams to collaborate.41 Managers at 
the accounting and consulting firm PricewaterhouseCoopers (PwC) challenged the stereo-
type that accountants are boring and unimaginative by sponsoring an American Idol–style 
contest to spur employees to come up with creative ideas. 

Rank Company Reason

    1 Nike Revolutionary new products and a culture of true believers

    2 Amazon Speeding up delivery and the delivery of change

    3 Square Spreading the mobile payments revolution

    4 Splunk Bringing big data to the masses

    5 Fab Evolving into the online destination for design wares

    6 Uber The epitome of a data-driven disruptive startup

    7 Sproxil For sticking it to companies selling fraudulent goods

    8 Pinterest For unlocking our image obsession

    9 Safaricom Bridging a health care gap with telecom

  10 Target For shrinking the big box

exhibit	      11.3      
The World’s Most Innovative 
Companies, 2013

SOURCE: “The World’s 50 Most Innovative Companies,” Fast Company (March 2013): 86–156.

Innovative  
Way

PricewaterhouseCoopers

“We have an average age of 27, but we have roots in tax and assurance,” said Pricewater-
houseCoopers (PwC) U.S. chairman Bob Moritz. “So how do you make this place feel like a 
Google or a Facebook? A place that feels leading edge?”

Like other companies, PwC has felt the sting of increased competition and a shaky 
global economy. Harnessing the creativity of all employees in the search for profitable ideas 
seemed not only like a good thing to do, but like a business imperative. Mitra Best, PwC’s 
“innovation leader” and a fan of American Idol, took ideas from that show, plus ideas from 
the video-game world of live chats and online discussions, to create PowerPitch, a fun, col-
laborative competition that would connect and inspire 30,000 PwC employees. Employees 
loved it. The competition, structured in three stages over a nine-month period, was open 
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Manager’s    Shoptalk
Use Six Thinking Hats for Better Ideas

A 
technique that can promote broader thinking is 
called Six Thinking Hats, which was developed 
by Edward de Bono. The model encourages 
people in a group to combine negative and 

critical thinking with positive and creative thinking. 
Participants either literally or figuratively wear a hat 
to represent a distinct perspective. The wearing of the 
hats helps individuals step out of their comfort zone 
and generate creative ideas in a risk-free way. The Six 
Thinking Hats technique can transform a typical non-
productive meeting into a highly creative problem-
solving endeavor. 

The Six Hats
•	 White Hat: This thinking hat is neutral and con-

cerned with just the objective facts, figures, and 
information pertaining to a problem.

•	 Red Hat: This hat allows an emotional response to 
the subject. It is a perspective based on feelings, 
intuitions, instincts, and hunches. 

•	 Green Hat: The green hat is the one that gener-
ates new ideas, possibilities, alternatives, and 
unique solutions for better problem solving. 

•	 Black Hat: This is the negative, pessimistic, and 
critical hat, which focuses on why a suggestion 
will not work. When people wear this hat, they 

point out the flaws and false assumptions in  
an idea.

•	 Yellow Hat: The yellow hat is the opposite of the 
black hat. It is optimistic and focuses on the values 
and benefits of an idea. Its focus is on what will 
work.

•	 Blue Hat: This hat is concerned with group facilita-
tion. The group leader typically assumes the blue 
hat role, although any member can wear the blue 
hat from time to time.

Using the Technique 
To apply the Six Thinking Hats technique, schedule a 
specific time during a creative problem-solving meeting 
when every person in the group wears the same color 
of hat—that is, takes the same perspective. A time 
is set aside when everyone uses rational, fact-based 
thinking (white hat), emotional thinking (red 
hat), creative thinking (green hat), and so forth. 
The result is that each perspective (hat) is heard 
in sequence, and negative views or arguments do 
not overwhelm creativity. Everyone together has 
a time to think of good ideas, as well as a time for 
finding weak points.

Source: Based on Edward de Bono, Serious Creativity: Using the Power of 
Lateral Thinking to Create New Ideas (New York: HarperBusiness, 1992).
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to any U.S. employee below the partner level. Each contestant had to recruit a team and 
pitch either a new service or a radical rethinking of an existing service that could be worth  
$100 million in revenue. The winning team would get a $100,000 prize, plus the chance to 
help implement the new idea.

Nearly 800 proposals were pitched in the first round, and by the grand finale, nearly 
60 percent of people in the firm had participated in one way or another—direct partici-
pation, voting, comments and suggestions, and so forth. The five finalist teams were flown 
to PwC headquarters in New York to present their proposals and answer questions from 
judges in a packed corporate auditorium. Offices around the country held viewing parties, 
watching the competition via live Webcast. The winning team, led by 25-year-old financial 
services associate Zachary Capozzi, proposed creating a sophisticated data-mining prac-
tice within PwC that uses the sort of analytics that Netflix uses to predict which mov-
ies customers are interested in. For clients who don’t have that capability in house, the 
service can be invaluable—and it can be a source of new clients and a big new revenue 
stream for PwC.42
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Just as important as creating ideas is turning them into action. Sadly, research in-
dicates that, on average, a U.S. employee’s ideas are implemented only once every six 
years.43 “There’s nothing worse for morale than when employees feel like their ideas 
go nowhere,” says Larry Bennett, a professor of entrepreneurship.44 At PwC, all of 
the final ideas were assigned to a senior “champion,” who will help the teams further 
develop and implement their proposals. Other ideas from the top 20 semifinalists 
were assigned to an idea incubator group. An idea incubator is a mechanism that 
provides a safe harbor where ideas from employees throughout the company can be 
developed without interference from company bureaucracy or politics.45

Go to the “Experiential 
Exercise” on page 389,  
which pertains 
to creativity in 
organizations.

•	 A product change is a change in the organization’s 
products or services, such as the Nike Flyknit Racer  
running shoe or the Nest home thermostat.

•	 Technology change refers to a change in production 
processes—how the organization does its work.

•	 Exploration involves designing the organization to  
encourage creativity and the initiation of new ideas. 

•	 Creativity is the generation of novel ideas that may 
meet perceived needs or respond to opportunities for 
the organization.

•	 Software firm 37signals applied a bottom-up approach, 
giving everyone a month off from their regular duties 
to come up with creative ideas for new products and 
services.

•	 An idea incubator is an organizational program that 
provides a safe harbor where employees can generate 
and develop ideas without interference from company 
bureaucracy or politics.

Remember This

Cooperation

Ideas for product and technology innovations typically originate at lower levels of the or-
ganization and need to flow horizontally across departments. In addition, people and or-
ganizations outside the firm can be rich sources of innovative ideas. Lack of innovation is 
widely recognized as one of the biggest problems facing today’s businesses. Consider that 
72 percent of top executives surveyed by BusinessWeek and the Boston Consulting Group 
reported that innovation is a top priority, yet almost half said that they are dissatisfied 
with their results in that area.46 Thus, many companies are undergoing a transformation 
in the way they find and use new ideas, focusing on improving both internal and external 
coordination and cooperation.

Internal Coordination
Successful innovation requires expertise from several departments simultaneously, and 
failed innovation is often the result of failed cooperation.47 Recent studies at the Massa-
chusetts Institute of Technology (MIT) suggest that keeping research and manufacturing 
close together helps companies be more innovative, for instance. GE custom-built a large 
manufacturing facility in upstate New York to be near its research campus, where a new 
secret battery technology was being invented. The idea was to knit together design, pro-
totyping, manufacturing, testing, and production for uses of the new battery technology.48

Sony, once the epitome of Japanese innovation success, is literally fighting to stay alive 
because the company hasn’t had a hit product in years. To be sure, Sony was battered by 
one after another disruptive new technology or unexpected competitor, but the biggest 
problem was that managers were unable to fight back because of poor cooperation within 
the organization. The company had the technology to create a music player like the iPod 
long before Apple came out with it (co-founder Akio Morita actually envisioned such a 
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device in the 1980s), but divisions couldn’t cooperate to bring the idea to fruition.49 “In-
novation is a team sport,” says Drew Boyd, a businessman who speaks about innovation to 
other companies.50 Sealy revived its high-end Stearns & Foster line of mattresses by push-
ing engineers, product designers, and sales and marketing people to work with one another, 
as well as with customers and outside design firm IDEO. The result was that sales of the 
Stearns & Foster line broke records. Allen Platek, vice president of new-product develop-
ment, said the new product revamp was “one of the most fun times of my career.”51

Companies that successfully innovate usually have the following characteristics:

●● People in research and marketing actively work with customers to understand their 
needs and develop solutions.

●● Technical specialists are aware of recent developments and make effective use of 
new technology.

●● A shared new product development process that is advocated and supported by top 
management cuts across organizational functions and units.

●● Members from key departments—research, manufacturing, marketing—cooperate in 
the development of the new product or service.

●● Each project is guided by a core cross-functional team from beginning to end.52

One approach to successful innovation is called the horizontal linkage model, which is 
illustrated in the center circle of Exhibit 11.4.53 The model shows that the research, manu-
facturing, and sales and marketing departments within an organization simultaneously con-
tribute to new products and technologies. People from these departments meet frequently in 
teams and task forces to share ideas and solve problems. Research people inform marketing of 
new technical developments to find out whether they will be useful to customers. Marketing 
people pass customer complaints to research to use in the design of new products and to man-
ufacturing people to develop new ideas for improving production speed and quality. Manu-
facturing informs other departments whether a product idea can be manufactured within 
cost limits. Throughout the process, devel-
opment teams keep in close touch with cus-
tomers. A study by McKinsey found that 
80 percent of successful innovators periodi-
cally test and validate customer preferences 
during development of new products and 
services.54 Unfortunately, “new products can 
take on a life of their own within an orga-
nization, becoming so hyped that there’s no 
turning back,” wrote Joan Schneider and 
Julie Hall, coauthors of The New Launch 
Plan: 152 Tips, Tactics, and Trends from the 
Most Memorable New Products.55 

The horizontal linkage model is in-
creasingly important in a high-pressure 
business environment that requires rapidly 
developing and commercializing products 
and services. Speed is a pivotal strategic 
weapon in today’s global marketplace.56 
This kind of teamwork is similar to a rugby 
match, wherein players run together, pass-
ing the ball back and forth as they move 
downfield.57 Corning used a horizontal 
linkage model to create a new product for 
the mobile industry.

Concept Connection

Innovation often requires internal coordination because it takes the 
combined expertise of a number of different team players, each with its own 
areas of specialization, to come up with a single creative, yet realistic, solution. 
One successful approach to innovation is the horizontal linkage model, 
which shows the combined importance of the research, manufacturing, sales, 
and marketing departments simultaneously contributing to new products 
and technologies.
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exhibit	       11.4       
Coordination Model  
for Innovation

Innovative  
Way

Corning, Inc.

Plastic screens on cell phones and tablets are easily scratched and broken, which gave a 
small team in Corning’s specialty materials division an idea: What if they could find a way to 
make mobile screens out of a super-strong but flexible glass that the company had originally  
attempted (unsuccessfully) to sell for automobile windshields in the 1960s? Just producing an 
experimental batch to gauge customer interest would cost as much as $300,000, but manag-
ers took the risk because the project had a strong idea champion. 

Once the test run was completed and potential customers expressed excitement at the 
idea, managers had to move quickly. Corning took the project from concept to commercial 
success in an amazingly short period of time. One reason is that the company had both the 
right culture and the right systems. Corning divisions and departments know that top manag-
ers expect, support, and reward collaboration on promising new product launches. Innovation 
at Corning is managed not by lone inventors or small teams in silos, but rather by multi-
disciplinary groups all across the organization. The company has two units—the Corporate 
Technology Council and the Growth and Strategy Council—that are charged with overseeing 
the innovation process and making sure departments effectively cooperate in new product 
development efforts that are sanctioned by management. Thus, employees from R&D, manu-
facturing, and sales quickly agreed to serve on the team developing the new glass product. 

By the spring of 2013, Corning’s new product, called Gorilla Glass, was used on more 
than 1 billion smartphones and tablets and was a $1 billion-a-year business. Gorilla Glass 2,  
released in 2012, is up to 20 percent thinner, so companies can make slimmer devices.  
Version 3 promises to be 40 percent more scratch resistant. As more displays incorporate 
touch screens, the company keeps innovating. Gorilla Glass landed Corning at Number 36 on 
Fast Company’s list of most innovative companies in 2013.58

By using a horizontal linkage model for new product development, Corning has been 
highly effective in rapidly taking products from idea to success in the marketplace. Famous 
innovation failures—such as Microsoft’s Zune music player and the U.S. Mint’s Susan B. 
Anthony dollar, perhaps the most unpopular coin in American history—usually violate 
the horizontal linkage model.
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External Coordination
Exhibit 11.4 also illustrates that organizations look outside their boundaries to find and 
develop new ideas. Engineers and researchers stay aware of new technological develop-
ments. Marketing personnel pay attention to shifting market conditions and customer 
needs. Some organizations build formal strategic partnerships, such as alliances and joint 
ventures, to improve innovation success.

Successful companies often include customers, strategic partners, suppliers, and other 
outsiders directly in the product and service development process. One of the hottest 
trends is open innovation.59 In the past, most businesses generated their own ideas in 
house and then developed, manufactured, marketed, and distributed them, which is a 
closed innovation approach. Today, however, forward-looking companies are trying a dif-
ferent method. Open innovation means extending the search for and commercialization 
of new ideas beyond the boundaries of the organization and even beyond the boundaries 
of the industry, sharing knowledge and resources with other organizations and individu-
als outside the firm. For example, game maker Rovio extended the commercialization of 
the Angry Birds brand into books, movies, and toys by letting outsiders license the popu-
lar gaming app.60 Even Apple, which has always been famously “closed” in many ways, 
found a way to tap into the power of open innovation by allowing anyone to create and 
market mobile applications for the iPhone in exchange for a share of the revenue gener-
ated by the apps.61

In a study by Booz & Company, 3M was the third most fre-
quently cited innovation leader, right behind Apple and Google. 
3M has a track record for developing innovative and success-
ful new products, and managers admit that success depends on 
open innovation and cross-pollination of ideas. The abrasives 
division recently introduced an entirely new kind of sandpaper. 
The division used seven different technologies to create the prod-
uct, only two of which came from the division. 3M is continually 
working with employees from universities and other companies, as 
well as with customers. The company has 30 customer technology 
centers where technical and marketing employees interact with cus-
tomers to learn their needs and frustrations.62

The Internet has made it possible for companies to tap into 
ideas from around the world and let hundreds of thousands of people contribute to 
the innovation process, which is why some approaches to open innovation are referred 
to as crowdsourcing. Fiat introduced the first crowdsourced car, the Mio, in 2010. 
The automaker launched a Web site asking people to think about what the car of the  
future should be like, and more than 17,000 people around the world submitted ideas.63 
The most straightforward way to enlist the help of a crowd is with a contest.64 Since  
September 2010, more than 16,000 people have participated in online competitions run 
by the U.S. government at Challenge.gov. In another example, Philips now sells a light-
emitting diode (LED) bulb that won a $10-million Department of Energy contest. A 
current challenge is to get the electronic calendars at Department of Veterans Affairs 
(VA) hospitals and clinics communicating with one another so that veterans can go to 
the Web site and make an appointment whenever they need to be seen. After spending 
a decade and $127 million trying to address the issue, VA officials said they learned that 
“we needed to look outside rather than internally.”65 The federal government is relatively 
new to the world of crowdsourcing, but some companies have been using crowdsourc-
ing for years. Tongal used crowdsourcing to create ads for Colgate-Palmolive’s Speed 
Stick “Handle It” campaign. One ad was selected to run during the Super Bowl and was 
ranked by the Kellogg School of Management’s annual review of Super Bowl advertising 
as number 12 out of 36, outperforming ads by Calvin Klein, Coke, Volkswagen, Toyota, 
and Pepsi.66

“Successful innovation 
requires rich cross-
pollination both inside and 
outside the organization.”

—Bruce Brown and Scott D. Anthony, 

in “How P&G Tripled Its Innovation 

Success Rate”
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Hot
Topic

Crowdsourcing is also being used to gather creative ideas for solving social problems. 
After Super Typhoon Haiyan devastated the Philippines, for example, relief agencies had 
trouble getting health care workers and supplies to some of the most devastated regions. 
A project called Open Street Map gave hundreds of people a chance to help remotely by 
identifying where roads and buildings are located and where best to deliver supplies. Hav-
ing people physically check locations could have taken weeks or months. Similarly, crowd-
sourced maps were used to identify the location of clinics following the 2010 earthquake 
in Haiti and to help relief workers set priorities for distribution of food, shelter, and sanita-
tion services following the recent earthquake and tsunami in Japan.67

Another approach to innovation in recent years has been to buy startup companies 
in order to obtain the innovative products and services, and often the talent behind them 
as well. This innovation by acquisition strategy recognizes that the cutting edge of  
innovation often happens with young, small, entrepreneurial companies rather than inside 
the walls of established firms. Google bought Android, and Facebook bought Instagram, 
to cite just two examples. Hotmail wasn’t originally created by Microsoft; rather, it was 
bought by the firm in 1997. Yahoo has been on a recent acquisition spree, buying a number 
of startups to get new mobile technology.68 Look at almost any large, successful company 
today, particularly in fast-moving industries, and you will find examples of innovation by 
acquisition.

•	 Successful product and service innovation depends on 
cooperation, both within the organization and with cus-
tomers and others outside the organization.

•	 Using a horizontal linkage model means that several 
departments, such as marketing, research, and manufac-
turing, work closely together to develop new products.

•	 Corning created Gorilla Glass, used for most touch 
screens, using a horizontal linkage model.

•	 Some companies, such as 3M and Rovio, creator 
of the Angry Birds game, extend the search for and 

commercialization of innovative ideas beyond the boundar-
ies of the organization—a process called open innovation.

•	 Crowdsourcing, an open innovation approach used by 
Fiat, Colgate-Palmolive, and even the U.S. government, 
taps into ideas from around the world and lets thou-
sands or hundreds of thousands of people participate in 
the innovation process, usually via the Internet.

•	 Innovation by acquisition means buying startup  
companies to get innovative products and services, and 
usually the talent that created them.

Remember This

Innovation Roles

The third aspect of product and technology innovation is creating structural mechanisms 
to make sure that new ideas are carried forward, accepted, and implemented. Managers 
can directly influence whether entrepreneurship flourishes in the organization by express-
ing support of entrepreneurial activities, giving employees a degree of autonomy, and re-
warding learning and risk-taking.69 One important factor is fostering idea champions. The 
formal definition of an idea champion is a person who sees the need for and champions 
productive change within the organization.

Remember: Change does not occur by itself. Personal energy and effort are required 
to promote a new idea successfully. When Texas Instruments studied 50 of its new prod-
uct introductions, a surprising fact emerged: Without exception, every one that failed 
lacked a zealous champion. By contrast, most of the new products that succeeded had 
such a champion. Managers made an immediate decision: No new product would be ap-
proved unless someone championed it. Similarly, at SRI International, a contract R&D 
firm, managers use the saying “No champion, no product, no exception.”70 Research 
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confirms that successful new ideas are generally those that are backed by someone who 
believes in the idea wholeheartedly and is determined to convince others of its value.71 
Recall how the winning proposals at the PwC innovation contest discussed earlier in 
this chapter were all assigned to a senior champion so that they wouldn’t get lost in the 
everyday shuffle.

Sometimes a new idea is rejected by top managers, but champions are passionately 
committed to a new idea or product despite rejection by others. For example, Robert 
Vincent was fired twice by two different division managers at a semiconductor company. 
Both times, he convinced the president and chairman of the board to reinstate him to 
continue working on his idea for an airbag sensor that measures acceleration and decel-
eration. He couldn’t get approval for research funding, so Vincent pushed to finish an-
other project in half the time and used the resulting savings to support the new product 
development.72

Another way to facilitate entrepreneurship is through a new-venture team, which is a 
unit separate from the rest of the organization that is responsible for developing and initi-
ating a major innovation.73 New-venture teams give free rein to members’ creativity because 
their separate facilities and location unleash people from the restrictions imposed by or-
ganizational rules and procedures. These teams typically are small, loosely structured, and 
flexible, reflecting the characteristics of creative organizations described in Exhibit 11.2. 
One good example is Nestlé’s Nespresso venture, which developed a line of high-quality 
coffees packaged in individual capsules for use in specially designed coffee machines, simi-
lar to Keurig’s K-cup system. The team found itself hampered by the large company’s rules, 
structures, and regulations. In addition, the project faced resistance from managers who 
feared that the new premium line would hurt the existing Nescafé brand. Top managers 
moved the Nespresso business outside the existing structure so that it could thrive with an 
entrepreneurial culture and promote innovative ideas.74 P&G has established several new-
business-creation groups that search for and develop breakthrough ideas that cross mul-
tiple businesses and divisions. These teams are partly responsible for a dramatic increase in 
P&G’s innovation success rate.75

One variation of a new-venture team is called a skunkworks,76 a separate, small, 
informal, highly autonomous, and often secretive group that focuses on breakthrough 
ideas for a business. The original skunkworks, which still exists, was created by Lock-
heed Martin more than 50 years ago. The essence of a skunkworks is that highly tal-
ented people are given the time and freedom to let creativity reign.77 Consider the 
clandestine Google X lab, which was so hush-hush that until The New York Times 
wrote about it, even many of Google’s employees didn’t know it existed. Google X 
is a top-secret lab in an undisclosed location where engineers are working on 
shoot-for-the-moon ideas like driverless cars, space elevators that can collect 
information from or haul things into space, and robots that can attend a confer-
ence for you while you stay at the office.78 Similarly, at GM, the location of the 
skunkworks facility known as Studio X is kept secret even from the automaker’s 
top executives.79 

A related idea is the new-venture fund, which provides resources from 
which individuals and groups can draw to develop new ideas, products, or busi-
nesses. At Pitney Bowes, for example, the New Business Opportunity (NBO) 
program provides funding for teams to explore potentially lucrative but un-
proven ideas. The NBO program is intended to generate a pipeline of new businesses 
for the mail and document management services company. Similarly, Royal Dutch 
Shell puts 10 percent of its R&D budget into the GameChanger program, which pro-
vides seed money for innovation projects that are highly ambitious, radical, or long 
term and could get lost in the larger product development system.80 With these pro-
grams, the support and assistance of senior managers are often just as important as 
the funding.81

Go to the “Ethical 
Dilemma” on  
page 390, which 
pertains to structural 
change.
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Changing People and Culture
All successful changes involve changes in people and culture as well. Changes in people and 
culture pertain to how employees think—changes in mind-set. People change concerns 
just a few employees, such as sending a handful of middle managers to a training course to 
improve their leadership skills. Culture change pertains to the organization as a whole, 
such as when the Internal Revenue Service (IRS) shifted its basic mind-set from an orga-
nization focused on collection and compliance to one dedicated to informing, educating, 
and serving customers (i.e., taxpayers).82 Large-scale culture change is not easy. Indeed, 
managers routinely report that changing people and culture is their most difficult job.83 
Consider the situation at GM.

•	 To increase innovation, managers develop an internal 
culture, philosophy, and structure that encourage entre-
preneurial activity.

•	 One structural mechanism that promotes entrepreneur-
ship is the new-venture team, which is a unit separate 
from the mainstream organization that is responsible for 
initiating and developing innovations.

•	 A variation of the new-venture team is a skunkworks, a 
separate, informal, highly autonomous, and often secre-
tive group that focuses on breakthrough ideas.

•	 The top-secret Google X lab is an example of a skunkworks.
•	 A new-venture fund provides financial resources from 

which individuals or teams can draw to develop new 
ideas, products, or businesses.

Remember This

Innovative  
Way

GM

Leaders at GM have been praised for making tough decisions that led to impressive financial 
results, bringing out new models that connected with customers, and fixing a myriad of op-
erational and systems issues. “We went from being troubled to being at the top of the heap,” 
said former CEO Dan Akerson. However, there is one area in which Akerson and other 
leaders admit significant challenges remain: changing the bureaucratic, tradition-bound culture 
that has crippled GM in the past. 

Like leaders in other companies, GM executives are finding that changing culture is the 
toughest part of leading a turnaround. One of Akerson’s goals was to get more women 
into top jobs, partly because he believed that they can lead the radical culture change the 
company needs. He’s off to a good start. The auto industry in general is male-dominated, and 
there is no job more associated with machismo than the job of creating and engineering new 
cars. Who did Akerson pick to be head of product development? A woman—and moreover, 
the former head of human resources (HR)! Mary Barra, who has held positions in various 
parts of the company over her 32 years with GM, became the highest-ranking woman in 
the global auto industry, and she began helping remake the rule-bound, dysfunctional culture 
from the ground up. Since then, Barra has been promoted to CEO of the company. As head 
of HR, Barra cut the long list of rules for on-the-job apparel to two words: Dress appropriately. 
With the company’s recent safety problems, Barra faces major challenges as the new head 
of GM, but she can use her position to enact broad changes that cut through red tape and 
speed decision making.84

Two specific tools that managers at GM and other companies can use to smooth 
the culture change process are training and development programs and organization 
development (OD).
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Training and Development

Training is one of the most frequently used approaches to changing people’s mind-sets. A 
company might offer training programs to large blocks of employees on subjects such as 
teamwork, diversity, emotional intelligence (EQ), quality circles, communication skills, or 
participative management.

Successful companies want to provide training and development opportunities for  
everyone, but they might particularly emphasize training and development for managers, 
with the idea that the behavior and attitudes of managers will influence people throughout 
the organization and lead to culture change. For example, by the time that Stephen Helmsley 
took over as CEO of UnitedHealth Group, the nation’s largest health insurer and one of the 
most powerful companies in the health care industry, the atmosphere within the company  
was toxic. “We had lots of IQ but not nearly enough EQ,” Helmsley said. To encourage more 
civil, emotionally intelligent, and collaborative behavior, Helmsley sent 8,000 managers 
to three-day sensitivity training programs to become more aware of their own biases and  
impact and be more sensitive to other people.85 

Organization Development (OD)
Organization development (OD) is a planned, systematic process of change that uses 
behavioral science knowledge and techniques to improve an organization’s health and  
effectiveness through its ability to adapt to the environment, improve internal relationships, 
and increase learning and problem-solving capabilities.86 OD focuses on the human and 
social aspects of the organization and works to change attitudes and relationships among 
employees, helping to strengthen the organization’s capacity for adaptation and renewal.87

OD can help managers address at least three types of current problems:88

●● Mergers/acquisitions. The disappointing financial results of many mergers and acqui-
sitions are caused by the failure of executives to determine whether the administra-
tive style and corporate culture 
of the two companies fit. Ex-
ecutives may concentrate on po-
tential synergies in technology, 
products, marketing, and control 
systems but fail to recognize that 
two firms may have widely differ-
ent values, beliefs, and practices. 
These differences create stress 
and anxiety for employees, and 
these negative emotions affect fu-
ture performance. Cultural differ-
ences should be evaluated during 
the acquisition process, and OD 
experts can be used to smooth the 
integration of two firms.

●● Organizational decline/revital-
ization. Organizations under-
going a period of decline and 
revitalization experience a vari-
ety of problems, including a low 
level of trust, lack of innovation, 
high turnover, and high levels of 
conflict and stress. The period of 

Concept Connection
One may not think of GE as an 
innovative leadership company at 
the forefront of organization 
development (OD).  At 
first glance, this multinational 
corporation may seem quite 
traditional. However, GE is well 
known for placing a premium on 
selecting, developing, and retaining 
strong leaders at every level of 
the organization. Along with the 
company’s extensive training and 
development program, there are 
many activities at each worksite 
that provide opportunities for 
mentoring, volunteering, sports, 
and social interaction.
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transition requires the opposite, including confronting stress, creating open commu-
nication, and fostering creative innovation to emerge with high levels of productivity. 
OD techniques can contribute greatly to cultural revitalization by managing conflicts, 
fostering commitment, and facilitating communication.

●● Conflict management. Conflict can occur at any time and place within a healthy organi-
zation. For example, a product team for the introduction of a new software package was 
formed at a computer company. Made of strong-willed individuals, the team made little 
progress because members could not agree on project goals. At a manufacturing firm, 
salespeople promised delivery dates to customers that were in conflict with shop super-
visor priorities for assembling customer orders. In a publishing company, two managers 
disliked each other intensely. They argued at meetings, lobbied politically against each 
other, and hurt the achievement of both departments. OD efforts can help resolve these 
kinds of conflicts, as well as conflicts that are related to growing diversity and the global 
nature of today’s organizations.

OD can be used to solve the types of problems just described, as well as many others. 
However, to be truly valuable to companies and employees, OD practitioners go beyond 
looking at ways to settle specific problems. Instead, they become involved in broader issues 
that contribute to improving organizational life, such as encouraging a sense of community, 
pushing for an organizational climate of openness and trust, and making sure that the com-
pany provides employees with opportunities for personal growth and development.89 One 
recent study looked at the results of an OD project in a large metropolitan sheriff ’s depart-
ment that was plagued by extremely high turnover, low morale, ineffective leadership, and 
internal conflicts. OD consultants used a variety of activities over a period of four years to 
solve the crisis threatening the department. It was a long and sometimes difficult process; 
however, the study not only found that the OD interventions had highly beneficial results, 
but also that the positive impact lasted over a period of 30 years, right up to the present day.90

OD Activities 
OD consultants use a variety of specialized techniques to help meet their goals. Three of 
the most popular and effective are the following:

●● Team-building activities. Team building enhances the cohesiveness and success of or-
ganizational groups and teams. For example, a series of OD exercises can be used with 
members of cross-departmental teams to help them learn to act and function as a team. 
An OD expert can work with team members to increase their communication skills, 
facilitate their ability to confront one another, and help them accept common goals. 
A major team building experience at UnitedHealth is the annual broomball tourna-
ment held at headquarters in Minnesota. Inaugurated in 2010, the tournament is now 
a prized tradition held every winter, with 90 teams representing every area of the com-
pany participating. This and other OD activities have contributed to a drop in turnover, 
from 20 percent in 2008 to 8 percent in 2012.91

●● Survey-feedback activities. Survey feedback begins with a questionnaire distributed 
to employees on values, climate, participation, leadership, and group cohesion within 
their organization. After the survey is completed, an OD consultant meets with groups 
of employees to provide feedback about their responses and the problems identified. 
Employees are engaged in problem solving based on the data.

●● Large-group interventions. In recent years, the need for bringing about funda-
mental organizational change in today’s complex, fast-changing world prompted 
a growing interest in applications of OD techniques to large-group settings.92 The 
large-group intervention approach brings together participants from all parts of 
the organization—often including key stakeholders from outside the organization 
as well—to discuss problems or opportunities and plan for change. A large-group 
intervention might involve 50 to 500 people and last several days. The idea is to 
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include everyone who has a stake in the change, gather perspectives from all parts of the 
system, and enable people to create a collective future through sustained, guided dialogue.

Large-group interventions are one of the most popular and fastest-growing OD activi-
ties and reflect a significant shift in the approach to organizational change from earlier OD 
concepts and approaches.93 Exhibit 11.5 lists the primary differences between the tradi-
tional OD model and the large-scale intervention model of organizational change.94

In the newer approach, the focus is on the entire system, which takes into account the 
organization’s interaction with its environment. The sources of information for discussion 
are expanded to include customers, suppliers, community members, and even competi-
tors, and this information is shared widely so that everyone has the same picture of the 
organization and its environment. The acceleration of change when the entire system is 
involved can be remarkable. In addition, learning occurs across all parts of the organiza-
tion simultaneously, rather than by individuals, small groups, or business units alone. The 
result is that the large-group approach offers greater possibilities for fundamental, radical 
transformation of the entire culture, whereas the traditional approach creates incremental 
change in a few individuals or small groups at a time. 

Traditional Organization
Development Model

Large-Group Intervention
Model

Incremental change Rapid transformation

Focus for action:

Information
Source:
Distribution:

Time frame:

Learning:

Speci�c problem or group

Organization
Limited

Gradual

Individual, small group

Entire system

Organization and environment
Widely shared

Fast

Whole organization

Change process:

exhibit	      11.5      
OD Approaches to  
Culture Change

SOURCE: Adapted from Barbara Benedict Bunker and Billie T. Alban, “Conclusion: What Makes Large Group Interventions 
Effective?” Journal of Applied Behavioral Science 28, no. 4 (December 1992): 579–591.

•	 Often, a manager’s toughest job is changing people and 
culture.

•	 People change refers to a change in the attitudes and 
behaviors of a few employees.

•	 Culture change is a major shift in the norms, values, and 
mind-set of the entire organization.

•	 UnitedHealth sent 8,000 managers to sensitivity training 
sessions to help them learn to be more emotionally intel-
ligent and create a less toxic work environment.

•	 Organization development (OD) is a planned, systematic 
process of change that uses behavioral science techniques 
to improve an organization’s health and effectiveness 
through its ability to cope with environmental changes, 
improve internal relationships, and increase learning and 
problem-solving capabilities.

•	 OD can help managers with the task of blending corporate 
cultures following mergers and acquisitions, as well as with 
many other people-related problems.

•	 Team building is an OD intervention that enhances 
cohesiveness by helping groups of people learn to work 
together as a team.

•	 With survey feedback, OD change agents survey  
employees to gather their opinions regarding corporate 
values, leadership, participation, cohesiveness, and other 
aspects of the organization, then meet with small groups 
to share the results and brainstorm solutions to problems 
identified by the results.

•	 Large-group intervention is an OD approach 
that brings together people from different parts of the  
organization (and often including outside stakeholders) 
to discuss problems or opportunities and plan for change.

Remember This
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OD Steps 
OD experts acknowledge that changes in corporate culture and human behavior are tough to ac-
complish and require major effort. The theory underlying OD proposes three distinct stages for 
achieving behavioral and attitudinal change: (1) unfreezing, (2) changing, and (3) refreezing.95

The first stage, unfreezing, makes people throughout the organization aware of prob-
lems and the need for change. This stage creates the motivation for people to change their 
attitudes and behaviors. Unfreezing may begin when managers present information that 
shows discrepancies between desired behaviors or performance and the current state of af-
fairs. In addition, managers need to establish a sense of urgency to unfreeze people and create 
an openness and willingness to change. The unfreezing stage is often associated with diag-
nosis, which uses an outside expert called a change agent. The change agent is an OD spe-
cialist who performs a systematic diagnosis of the organization and identifies work-related 
problems. He or she gathers and analyzes data through personal interviews, questionnaires, 
and observations of meetings. The diagnosis helps determine the extent of organizational 
problems and helps unfreeze managers by making them aware of problems in their behavior.

The second stage, changing, occurs when individuals experiment with new behavior and 
learn new skills to be used in the workplace. This process is sometimes known as intervention, 
during which the change agent implements a specific plan for training managers and employees. 
The changing stage might involve a number of specific steps.96 For example, managers put to-
gether a coalition of people with the will and power to guide change, create a vision for change 
that everyone can believe in, and widely communicate the vision and plans for change through-
out the company. In addition, successful change involves using emotion as well as logic to per-
suade people and empowering employees to act on the plan and accomplish the desired changes.

The third stage, refreezing, occurs when individuals acquire new attitudes or values 
and are rewarded for them by the organization. The impact of new behaviors is evalu-
ated and reinforced. The change agent supplies new data that show positive changes in 
performance. Managers may provide updated data to employees that demonstrate positive 
changes in individual and organizational performance. Top executives celebrate successes 
and reward positive behavioral changes. At this stage, changes are institutionalized in the 
organizational culture, so that employees begin to view the changes as a normal, integral 
part of how the organization operates. Employees may also participate in refresher courses 
to maintain and reinforce the new behaviors.

The process of unfreezing-changing-refreezing can be illustrated by efforts of managers 
at ENSR to create a high-performance, employee-focused culture.

Innovative  
Way

ENSR

When top executives at ENSR began hearing that high employee turnover was hurting the 
company’s relationships with clients, they knew that something had to be done. ENSR is a 
full-service environmental services firm with around 3,000 employees in 90 locations around 
the world. Long-term relationships with clients are the key to ENSR’s success.

To attack the turnover problem, managers embarked on a process of changing the cul-
ture. To make people aware of the need for change (unfreezing), ENSR’s president and CEO 
traveled with the senior vice president of HR to the largest 50 or so of ENSR’s global loca-
tions. They held town-hall–style meetings with employees and leadership workshops with 
ENSR managers. The changing stage included training. Surveys were conducted to find out 
what employees considered their primary needs. For example, supervisors were trained in 
how to help lower-performing employees improve their performance and how to provide 
greater challenge and rewards to employees who showed high potential for leadership.

Within a few years, new behaviors became the norm. Turnover dropped from 22 percent 
to only 9 percent, one of the lowest rates in the industry, and employees were recognized 
and rewarded for meeting high individual and collective goals (refreezing). ENSR continues to 
attract high-quality employees to fill job openings, which helps to keep the high-performance 
culture alive.97
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Implementing Change
The final step in the change process is implementation. A new, creative idea will not benefit 
the organization until it is in place and being used. Earlier in this chapter, we described 
some of the reasons that people resist change. Strategies for overcoming resistance and 
implementing change typically involve three approaches: making people aware of the need 
for change by creating a sense of urgency, analyzing resistance through the force-field tech-
nique, and using selective implementation tactics.

Create a Sense of Urgency 
Many people are not willing to change unless they perceive a problem or a crisis. A cri-
sis or strong need for change lowers resistance. To effectively lead change, managers help 
people feel the need for change rather than just giving them facts and figures. Consider 
Peter Löscher, the first outsider ever hired as CEO of Siemens, who says, “Never miss the 
opportunities that come from a good crisis.” Löscher stepped in at a very difficult time, with 
the company facing bribery charges, and he needed to make massive changes in the struc-
ture and culture of Siemens. He spent his first 100 days traveling around the world talking 
with employees about how the bribery scandal had tarnished Siemens’s proud heritage.98 
Sometimes, though, there is no obvious crisis. Many organizational problems are subtle, so 
managers have to recognize and then make others aware of the need for change.99 A need 
for change is a disparity between existing and desired performance levels. 

Apply Force-Field Analysis

Force-field analysis grew from the work of Kurt Lewin, who proposed that change was 
a result of the competition between driving and restraining forces.100 Driving forces can 
be thought of as problems or opportunities that provide motivation for change within 
the organization. Restraining forces are the various barriers to change, such as a lack 
of resources, resistance from middle managers, or inadequate employee skills. When a 
change is introduced, managers should analyze both the forces that drive change (prob-
lems and opportunities) and the forces that resist it (barriers to change). By selectively 
removing forces that restrain change, the driving forces will be strong enough to enable 
implementation, as illustrated by the move from A to B in Exhibit 11.6. As barriers are 
reduced or removed, behavior will shift to incorporate the desired changes. 

Just-in-time ( JIT) inventory control systems schedule materials to arrive at a com-
pany just as they are needed on the production line. In an Ohio manufacturing company, 
management’s analysis showed that the driving forces (opportunities) associated with 

•	 OD practitioners recommend a three-stage approach for 
changing people’s attitudes and behavior.

•	 Unfreezing is the stage in which people are made aware 
of problems and the need for change.

•	 Unfreezing requires diagnosing problems, which uses a 
change agent, an OD specialist who contracts with an 
organization to help managers facilitate change.

•	 Changing is the “intervention” stage of OD, when 
change agents teach people new behaviors and skills and 
guide them in using them in the workplace.

•	 At the refreezing stage, people have incorporated new 
values, attitudes, and behaviors into their everyday work 
and the changes become institutionalized in the culture.

Remember This
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the implementation of JIT were (1) the large cost savings from reduced inventories,  
(2) manpower savings from needing fewer workers to handle inventory, and (3) a quicker, 
more competitive market response for the company. Restraining forces (barriers) that 
managers discovered were (1) a freight system that was too slow to deliver inventory on 
time, (2) a facility layout that emphasized inventory maintenance over new deliveries,  
(3) worker skills that were inappropriate for handling rapid inventory deployment, and 
(4) union resistance to loss of jobs. The driving forces were not sufficient to overcome 
the restraining forces.

To shift the behavior to JIT, managers attacked the barriers. An analysis of the freight 
system showed that delivery by truck provided the flexibility and quickness needed to 
schedule inventory arrival at a specific time each day. The problem with facility layout 
was met by adding four new loading docks. Inappropriate worker skills were improved 
with a training program to instruct workers in JIT methods and in assembling products 
with uninspected parts. Union resistance was overcome by agreeing to reassign work-
ers no longer needed for maintaining inventory to jobs in another plant. With the re-
straining forces reduced, the driving forces were sufficient to allow the JIT system to be 
implemented.

Use Implementation Tactics

Managers can use specific tactics to overcome resistance and more smoothly put 
changes into action. Researchers have studied various methods for dealing with resis-
tance to change. The following five tactics, summarized in Exhibit 11.7, have proven 
successful.101 

Top Management Support 
One survey found that 80 percent of companies that are successful innovators have top 
executives who frequently reinforce the importance of innovation both verbally and sym-
bolically.102 The visible support of top management makes people aware of the importance 
of the change. For instance, one of the primary correlates of the success of new business 
ventures is the strong support of top managers, which gives the project legitimacy.103 Top 
management support is especially important when a change involves multiple departments 
or when resources are being reallocated among departments. Without top management 
support, changes can get bogged down in squabbling among departments or contradictory 
orders from lower-level managers.

Desired Movement

Driving Forces
(Need for Change)

Inventory cost savings

Fewer workers

More competitive
market response

A. Traditional Inventory System B. Just-in-Time Inventory System

Freight system

Facilities layout

Worker skills

Union resistance to
job loss

Inventory cost savings Use of trucks

Addition of docks

Training program

Reassignment

Fewer workers

More competitive
market response

Restraining Forces
(Barriers to Change)

Driving Forces Reduced
Restraining Forces

exhibit	     11.6      Using Force-Field Analysis to Change from Traditional to Just-in-Time Inventory Systems
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Communication and Education 
Communication and education are used when solid information about the change is needed 
by users and others who may resist implementation. Gina Raimondo, the state treasurer of 
Rhode Island, spent most of a year traveling all over the state to educate the public, union 
leaders, and legislators about the need for a radical overhaul of the state’s pension system.  
“I would talk to social workers or social-service agencies who . . . would ask, ‘Why should I 
care about pensions?’ And I said, ‘Because if you don’t, your whatever it is, homeless shelter, is 
going to lose X thousand dollars of funding,’  ” she said. Raimondo “conducted a long, relentless, 
public-education campaign” because she believed reform was essential to keep the state from 
going broke.104 Within organizations, education can be especially important when the change 
involves new technical knowledge or users are unfamiliar with the idea. Managers should also 
remember that implementing change requires speaking to people’s hearts (feelings) as well 
as to their minds (facts). Emotion is a key component in persuading and influencing others. 
People are much more likely to change their behavior when they both understand the rational 
reasons for doing so and see a picture of change that influences their feelings.105

Participation 
Participation involves users and potential resisters in designing the change. This approach 
is time consuming, but it pays off because users understand and become committed to the 
change. At Learning Point Associates, which needed to change dramatically to meet new 
challenges, the change team drew up a comprehensive road map for transformation but 
had trouble getting the support of most managers. The managers argued that they hadn’t 
been consulted about the plans and didn’t feel compelled to participate in implementing 
them.106 Research studies have shown that proactively engaging front-line employees in 
upfront planning and decision making about changes that affect their work results in much 
smoother implementation.107 Participation also helps managers determine potential prob-
lems and understand the differences in perceptions of change among employees.

Negotiation 
Negotiation is a more formal means of achieving cooperation. Negotiation uses formal bar-
gaining to win acceptance and approval of a desired change. For example, if the marketing 
department fears losing power if a new management structure is implemented, top manag-
ers may work with marketing to reach a resolution. Companies that have strong unions 
frequently must formally negotiate change with the unions. The change may become part 
of the union contract, reflecting the agreement of both parties.

Approach When to Use

Top management 
support

● � Change involves multiple departments or reallocation of resources.
●  Users doubt legitimacy of change.

Communication, 
education

●  Change is technical.
●  Users need accurate information and analysis to understand change.

Participation ●  Users need to feel involved.
●  Design requires information from others.
●  Users have power to resist.

Negotiation ●  Group has power over implementation.
●  Group will lose out in the change.

Coercion ●  A crisis exists.
●  Initiators clearly have power.
●  Other implementation techniques have failed.

exhibit	     11.7      
Tactics for  
Implementing Change

SOURCE: Based on J. P. Kotter and L. A. Schlesinger,  “Choosing Strategies for Change,” Harvard Business Review 57  
(March–April 1979): 106–114.

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Part 4  Organizing388

Coercion 
Coercion means that managers use their formal power to force employees to change. 
Resisters are told to accept the change or lose rewards (or even their jobs). In most cases, 
this approach should not be used because employees feel like victims, are angry at change 
managers, and may even sabotage the changes. However, coercion may be necessary in 
crisis situations when a rapid response is urgent. For example, at the struggling Chrysler 
Group, some insiders say that new CEO Sergio Marchionne “injected an element of fear 
into [Chrysler’s] ranks” to get people to change. Several top managers were reassigned or 
terminated because they wouldn’t go along with Marchionne’s planned method for returning 
Chrysler to profitability after it emerged from bankruptcy protection.108

Managers can soften resistance and facilitate change and innovation by using smart 
techniques. By showing support for the change, communicating with employees, provid-
ing training, and closely involving employees in the change process, managers can smooth 
implementation.

•	 A need for change is a disparity between actual and 
desired performance.

•	 Many people aren’t willing to change unless they perceive 
a crisis, so managers need to create a sense of urgency 
that change is really needed.

•	 Force-field analysis is a technique for determining which 
forces drive a proposed change and which forces restrain it.

•	 Driving forces are problems or opportunities that provide 
motivation to change. Restraining forces are barriers such 
as a lack of resources or inadequate employee skills.

•	 The support of top executives is crucial to the successful 
implementation of a change. In addition, managers use 
a variety of techniques to smooth the implementation 
process.

Remember This

Ch11	 Discussion Questions

  1.	 Microsoft and Intel are giants of the computer industry. 
Why do you think that these large companies have had 
such a hard time competing against disruptive innova-
tions such as mobile computing? 

  2.	A manager of an international chemical company 
says that few new products in her company have been 
successful. What would you advise the manager to do 
to help increase the company’s success rate?

  3.	 As a manager, how would you deal with resistance to 
change when you suspect that employees’ fears of job 
loss are well founded?

  4.	 If you were a manager responsible for floor-cleaning 
products at a consumer products company, how might 
you apply crowdsourcing to identify a new product that 
would meet customer needs?

  5.	To tap into the experience of battle-tested soldiers, 
the U.S. Army recently has begun encouraging  
personnel from all ranks to go online and collabora-
tively rewrite some of the Army’s field manuals in 
a Wikipedia-like fashion. When the rank and file 
showed little interest, one retired colonel suggested 

that top leaders should make soldiers participate. 
Does coercion seem like a good way to implement 
this type of change? Discuss.

  6.	 Analyze the driving and restraining forces of a change 
that you would like to make in your life. Do you believe 
that understanding force-field analysis can help you 
more effectively implement a significant change in your 
own behavior? 

  7.	Why do you think research has shown that idea 
champions are so essential to the initiation of 
change? Could they be equally important for 
implementation? 

  8.	 You are a manager, and you believe that the expense 
reimbursement system for salespeople is far too slow, 
taking weeks instead of days. How would you go about 
convincing other managers that this problem needs to 
be addressed?

  9.	 Do the underlying values of OD differ from assump-
tions associated with other types of change? Discuss.

10.	 What do you see as the major advantages and disad-
vantages of a company moving to open innovation?
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Ch11	 Apply Your Skills: Experiential Exercise
Is Your Company Creative?109

An effective way to assess the creative climate of an  
organization for which you have worked is to fill out the 
following questionnaire. Answer each question based on 
your work experience in that firm. Discuss the results 
with members of your group, and talk about whether 
changing the firm along the dimensions in the questions 
would make it more creative.
Instructions: Answer each of the following questions using 
the five-point scale (Note: No rating of 4 is used): 

 0  We never do this.
 1  We rarely do this.
 2  We sometimes do this.
 3  We frequently do this.
 5  We always do this.

  1.	 We are encouraged to seek help anywhere inside or 
outside the organization with new ideas for our work 
unit.

	 0	 1	 2	 3	 5
  2.	 Assistance is provided to develop ideas into proposals 

for management review.
	 0	 1	 2	 3	 5
  3.	 Our performance reviews encourage risky, creative ef-

forts, ideas, and actions.
	 0	 1	 2	 3	 5

  4.	 We are encouraged to fill our minds with new informa-
tion by attending professional meetings and trade fairs, 
visiting customers, and so on.

	 0	 1	 2	 3	 5
  5.	 Our meetings are designed to allow people to free-

wheel, brainstorm, and generate ideas.
	 0	 1	 2	 3	 5
  6.	 All members contribute ideas during meetings.
	 0	 1	 2	 3	 5
  7.	 Meetings often involve much spontaneity and humor.
	 0	 1	 2	 3	 5
  8.	 We discuss how company structure and our actions 

help or spoil creativity within our work unit.
	 0	 1	 2	 3	 5
  9.	 During meetings, the chair is rotated among members.
	 0	 1	 2	 3	 5
10.	 Everyone in the work unit receives training in creativity 

techniques and maintaining a creative climate.
	 0	 1	 2	 3	 5

Scoring and Interpretation
Add up your total score for all ten questions: ______
To measure how effectively your organization fosters  
creativity, use the following scale: 
Highly effective: 35–50, Moderately effective: 20–34, 
Moderately ineffective: 10–19, Ineffective: 0–9

Ch11	 Apply Your Skills: Small Group Breakout
Are You Ready to Implement  
Personal Change?110

Step 1.  Think about a specific behavior change—for 
example, stopping smoking, scheduling regular exercise, 

learning a new skill, adopting a healthier diet, or dropping 
a bad habit—that you have considered making in your life. 
With that specific behavior or habit in mind, carefully answer 
each item below as Mostly True or Mostly False for you. 

	  Mostly	  Mostly 
	    True	     False

  1.	 To be honest, my problem is not so bad that it needs changing.	 ______	 ______
  2.	 The behavior may be a fault, but it is nothing that I really need to change.	 ______	 ______
  3.	 I am aware of the issue, but I am fine with it.	 ______	 ______
  4.	 I have been thinking that I would like to change that behavior.	 ______	 ______
  5.	 I wish I knew more about how to solve that problem.	 ______	 ______
  6.	 I would like to understand that behavior better to start changing it.	 ______	 ______
  7.	 I am actually doing something about it right now.	 ______	 ______
  8.	 I am really starting to change, but I am not there yet.	 ______	 ______
  9.	 I am in the process of changing, but I want to be more consistent.	 ______	 ______
10.	 I have already completed the change and I do not plan to backslide.	 ______	 ______
11.	 The change has become part of my day, and I notice if I do not stay with it.	 ______	 ______
12.	 The new behavior is now a part of my life and I do not think about it anymore.	 ______	 ______
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Step 2. Scoring and Interpretation: The items in Step 1 
pertain to a person’s stage of readiness to implement a 
personal change. Each of the four stages is measured by 
three questions in the scale. Give yourself one point for 
each item marked Mostly True.

I.	 Pre-contemplation: Items 1, 2, 3� Score _____
II.	 Contemplation: Items 4, 5, 6� Score _____
III.	Action: Items 7, 8, 9� Score _____
IV.	 Maintenance: Items 10, 11, 12� Score _____

You will probably find that you have a higher score for one 
of the stages, which means you are in that stage for your 
specific change. If you have the same score for two adjacent 
stages, then you are probably transitioning from one stage to 

the next. What does your score imply about your likelihood 
of success in making the change?
Step 3.   In groups of three to five students, take turns 
describing your desired change and the meaning of the 
stage that you are in. Compare notes and discuss the 
progress of each person’s change.
Step 4.   Discuss the answers to the following questions as 
a group:
How likely is it that you will implement your desired 
change successfully? Why? To implement a personal change, 
how important is it to feel a strong need for change? Can 
you identify driving and restraining forces for the personal 
changes in your group? Which implementation tactics from 
this chapter would help your group members make their 
desired changes? Why do you think so?

Ch11	 Apply Your Skills: Ethical Dilemma
Crowdsourcing111

Last year, when Ai-Lan Nguyen told her friend Greg 
Barnwell that Off the Hook Tees, based in Asheville, 
North Carolina, was going to experiment with crowd-
sourcing, he warned her that she wouldn’t like the results. 
Now, as she was about to walk into a meeting to decide 
whether to adopt this new business model, she was afraid 
her friend had been right.

Crowdsourcing uses the Internet to invite anyone—
professionals and amateurs alike—to perform tasks such as 
product design that employees usually perform. In exchange, 
contributors receive recognition—but little or no pay. 
Ai-Lan, as vice president of operations for Off the Hook, 
a company specializing in witty T-shirts aimed at young 
adults, upheld the values of founder Chris Woodhouse, who, 
like Ai-Lan, was a graphic artist. Before he sold the company, 
the founder always insisted that T-shirts be well designed by 
top-notch graphic artists to make sure that each screen print 
was a work of art. Those graphic artists reported to Ai-Lan.

Over the past 18 months, Off the Hook’s sales had 
been stagnating for the first time in its history. The crowd-
sourcing experiment was the latest in a series of attempts to 
jump-start sales growth. Last spring, Off the Hook issued 
its first open call for T-shirt designs and then posted the 
entries on the Web so people could vote for their favorites. 
The top five vote-getters were handed over to the in-house 
designers, who tweaked the submissions until they met the 
company’s usual quality standards.

When CEO Rob Taylor first announced the company’s 
foray into crowdsourcing, Ai-Lan found herself reassur-
ing the designers that their positions were not in jeopardy. 
Now Ai-Lan was all but certain she would have to go back 
on her word. Not only had the crowdsourced shirts sold 
well, but Rob had put a handful of winning designs directly 
into production, bypassing the design department alto-
gether. Customers didn’t notice the difference.

Ai-Lan concluded that Rob was ready to adopt some 
form of this Web-based crowdsourcing because it made 

T-shirt design more responsive to consumer desires. In 
practical terms, it reduced the uncertainty that surrounded 
new designs, and it dramatically lowered costs. The people 
who won the competitions were delighted with the expo-
sure that it gave them.

However, when Ai-Lan looked at the crowdsourced 
shirts with her graphic artist’s eye, she felt that the designs 
were competent, but none achieved the aesthetic standards 
attained by her in-house designers. Crowdsourcing essen-
tially replaced training and expertise with public opinion. 
That made the artist in her uncomfortable.

More distressing, it was beginning to look as if Greg 
had been right when he’d told her that his working defini-
tion of crowdsourcing was “a billion amateurs want your 
job.” It was easy to see that if Off the Hook adopted crowd-
sourcing, she would be handing out pink slips to most of 
her design people, longtime employees whose work she 
admired. “Sure, crowdsourcing costs the company less, but 
what about the human cost?” Greg asked.

What future course should Ai-Lan argue for at the 
meeting? And what personal decisions does she face if Off 
the Hook decides to put the crowd completely in charge 
when it comes to T-shirt design?

What Would You Do?

  1.	 Go to the meeting and argue for abandoning  
crowdsourcing for now in favor of maintaining the  
artistic integrity and values that Off the Hook has  
always stood for.

  2.	 Accept the reality that because Rob strongly favors 
crowdsourcing, it’s a fait accompli. Be a team player and 
help work out the details of the new design approach. 
Prepare to lay off graphic designers as needed.

  3.	 Accept the fact that converting Off the Hook to a 
crowdsourcing business model is inevitable, but because 
it violates your own personal values, start looking for a 
new job elsewhere.
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Ch11	 Apply Your Skills: Case for Critical Analysis
Cleaver’s Sausage House
Allison Elam, vice president of operations for Cleaver’s 
Sausage House, a maker of fine sausages in Minnesota, 
was stunned. She felt numb. Just 30 minutes ago, she had 
been happy and excited about the upcoming meeting, 
which would decide whether to launch the new material 
requirements planning (MRP) software system that her 
department had been planning. Now the meeting was 
over, and Cleaver’s executive committee had not agreed to 
launch the system. 

She thought the go/no-go decision would be just a 
formality. But David Martin, CFO, expressed a doubt 
about implementing the system, and things went downhill 
from there. “I so thought he was on board,” Elam hissed to 
herself. Other senior staff then pushed back hard. They 
warned that the change could be a costly disaster. The 
vice president of sales doubted whether the MRP system 
could provide the solid sales forecasts that Cleaver needed. 
He called MRP “just big corporate BS.” He also feared it 
would result in shortages of raw materials. The director of 
logistics, Susan Frisch, warned about problems that had 
erupted at one of her previous employers when a similar 
system was installed. She related a horror story about 
customers not getting orders and trucks leaving the plant 
half-full. Her final comment was, “We are successful. Why 
upset the apple cart?”

Cleaver CEO Jayden Anderson had hired Elam to take 
the position vacated by his ailing brother Stefan, who died in 
late 2009. Elam has been on the job for ten months, spend-
ing much of her time working alone on the MRP project. 
Stefan had purchased the MRP software prior to his illness, 
but it had sat unused since then. She sometimes wondered 
if Stefan would have had an easier time with implementa-
tion had he lived to see the project through. Elam was a 
veteran of big companies such as Heinz and Coca-Cola, 
and Anderson wanted an outsider like her to bring in new 
technology to help operations get to the next level. Elam had 
worked with successful MRP systems in the past, and she 
had assured Anderson that the new system would overhaul 
procurement, production, and shipping and would impose 

much-needed discipline on operations. She estimated that 
the system would increase annual cash flow by $600,000 
and save up to $200,000 annually by reducing waste. This 
was serious money for a company with only 350 employees.

Elam wondered if the real problem was that imple-
menting the MRP idea would require a radical overhaul 
of every facet of Cleaver’s operations. Making the system 
work would require at least 25 Cleaver managers and 
employees to change how they did their jobs. Still angry, 
Elam thought, “What are the VPs and department heads 
so scared of?”

Prior to the executive committee meeting, Elam had 
encountered plenty of obstacles. She was unable to get 
data from several people to create a mock-up of how the 
system would work. Some key managers or their direct 
reports came late to the first and second meetings or simply 
skipped them, and she had complained about the lack of 
cooperation to the CEO. It was obvious to Elam that the 
topic was not a priority for the other VPs and department 
heads. Anderson’s response was to suggest forming a cross-
departmental task force to help her. Elam told him, “I be-
lieve in this technology, and I will get it done. A task force 
will just slow me down.”

Allison Elam was a pleasant, reserved individual who 
did not like conflict. She had been mentally unprepared for 
the executive committee’s no-go decision, and she shuddered 
at the thought that the MRP system might not be adopted 
at all. She decided to sleep on it for a night or two and then 
plan a course of action to get this system implemented, both 
for Cleaver’s benefit and for her own conscience. 

Questions

  1.	 What do you think are the reasons for people’s 
resistance to the MRP implementation? Explain.

  2.	 What is the value of the task force idea suggested 
by the CEO as a way to facilitate implementation? 
Explain.

  3.	 Which implementation tactics do you think Elam 
should follow? Why? 

Ch11	 On the Job Video Cases
On the Job: Honest Tea: Managing Change and Innovation
Questions

  1.	 Part of Honest Tea’s mission is to convince consumers 
to make healthier choices by offering innovative 
products. Based on what you saw in the video, describe 
at least two “disruptive innovations” this company has 
made to support this goal. 

  2.	 When Honest Tea decided to become a division of 
Coca-Cola, many employees and customers expressed 

resistance to that change. Based on what you know 
about the two companies, why do you think people 
might have resisted this change?

  3.	 Of the implementation tactics described in the text, 
which tactics did Honest Tea’s leaders most likely use 
to overcome that resistance?
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After studying this chapter, you should be able to:

	 1.	 Explain the strategic role of human resource management.

	 2.	 Describe federal legislation and societal trends that influence human 
resource management.

	 3.	 Explain what the changing social contract between organizations and 
employees means for workers and human resource managers.

	 4.	 Show how organizations determine their future staffing needs 
through human resource planning.

	 5.	 Describe the tools that managers use to recruit and select 
employees.

	 6.	 Describe how organizations develop an effective workforce through 
training and performance appraisal.

	 7.	 Explain how organizations maintain a workforce through the adminis-
tration of wages and salaries, benefits, and terminations.
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Hot
Topic

Mostly True Mostly False

  1.	 I will readily fire someone who isn’t working out for the interests of the 
organization.

__________ __________

  2.	 Selecting the right people for a winning business team is as important to me as 
it is to a winning sports team.

__________ __________

  3.	 I expect to spend 40 percent to 60 percent of my management time on issues 
such as recruiting, developing, and placing people.

__________ __________

  4.	 I will paint a realistic picture of negative job aspects that will help scare off the 
wrong people for the job.

__________ __________

  5.	 My priority as a manager is first to hire the right people, second to put people 
in the right positions, and third to decide strategy and vision.

__________ __________

  6.	 With the right people on my team, problems of motivation and supervision will 
largely go away.

__________ __________

  7.	 I expect that hiring the right people is a lengthy and arduous process. __________ __________

  8.	 I view firing people as helping them find the place where they belong so that 
they can find fulfillment. 

__________ __________

Getting the Right People on the Bus1

Instructions:  As a new manager, how much emphasis will you give to getting the right people on your team? Find 
out by answering the following questions based on your expectations and beliefs for handling the people 
part of your management job. Please answer whether each item is mostly true or mostly false for you.

Germany is one of Amazon’s largest markets outside the United States, and the  
company has a big human resource (HR) responsibility there, with 8,000 perma-
nent workers at eight distribution centers, along with more than 10,000 temporary  

workers for seasonal jobs. But the giant online retailer has become the latest symbol of 
everything that many Germans resent about American-style human resource management 
(HRM). A series of protests by ver.di, one of the largest labor unions in Germany, has 
raised the question of whether Amazon will become the latest company to run afoul of 
German labor laws, which are much tougher than those in the United States. Walmart 
abandoned Germany in 2006 after a number of setbacks, including a struggle with ver.di. 
The triggering event for Amazon was a documentary about third-party contractors hired 
to manage thousands of temporary immigrant workers, as described in Chapter 4. The 
documentary interviewed workers who said that security guards intimidate them, and even 

Scoring and Interpretation:  Most new managers are shocked at the large amount of time, effort, and 
skill required to recruit, place, and retain the right people. In recent years, the importance of “getting 
the right people on the bus” has been described in popular business books such as Good to Great, by 
Jim Collins, and Execution: The Discipline of Getting Things Done, by Larry Bossidy and Ram Charan. 
The right people can make an organization great; the wrong people can be catastrophic.

Give yourself 1 point for each item you marked as Mostly True. If you scored 4 or less, you may 
be in for a shock as a new manager. People issues will take up most of your time, and if you don’t 
handle people correctly, your effectiveness will suffer. You should learn how to get the right people on 
the bus and how to get the wrong people off the bus. The faster you learn these lessons, the better 
a new manager you will be. A score of 5 or more suggests that you have the right understanding and 
expectations for becoming a manager and dealing with people on the bus.
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went so far as to imply that Amazon uses neo-Nazi thugs to keep workers in line. Amazon 
immediately stopped doing business with that security company. Amazon already pays 
above union wages, but ver.di has other complaints. Union officials say that a “Big Brother” 
atmosphere prevails at the company. “Everything is measured, everything is calculated,  
everything is geared toward efficiency,” said Heiner Reimann, a spokesman for ver.di. “People 
want to be treated with respect.”2

As this example shows, managers have to worry not only about finding and developing 
the right people, but also meeting the legal requirements and managing public relations in 
the various countries in which they do business. As business becomes increasingly interna-
tional, this adds to the complexity of the HR manager’s job.

This chapter explores the topic of human resource management in detail. The term 
human resource management (HRM) refers to the design and application of formal 
systems in an organization to ensure the effective and efficient use of human talent to 
accomplish organizational goals.3 This includes activities undertaken to attract, develop, 
and maintain an effective workforce. Managers have to find the right people, place them 
in positions where they can be most effective, and develop them so that they contribute to 
company success.

HRM has shed its old “personnel” image and gained recognition as a vital player in 
corporate strategy.4 “Many organizations are looking for their HR leader to be able to 
understand in great detail the business and the challenges of the business,” says Fran Luisi 
of Charleston Partners, a search firm that specializes in HR managers.5 The growing 
clout of the HR function is reflected in the fact that current and former HR managers are 
increasingly being sought to fill board seats as outside directors at other companies. Hot-
button issues such as executive compensation, changing government regulations, and the 
frequency of mergers and acquisitions make HRM a critical skill for both business and 
nonprofit organizations.6 All managers need to be skilled in the basics of HRM.

The Strategic Role of HRM Is to Drive 
Organizational Performance
A survey of more than 1,700 CEOs around the world found that human capital was cited 
as the top factor in maintaining competitive success, which reflects the critical role of 
managing talent. Smart managers know that employees are the company—if they don’t 
perform well, the company doesn’t stand a chance of succeeding. Human capital refers 
to the economic value of the combined knowledge, experience, skills, and capabilities of 
employees.7 Exhibit 12.1 shows the top three factors cited by CEOs in the survey. Human 
capital ranked far higher than assets such as technology, physical resources, and access to 
raw materials.8

exhibit	      12.1      
Top Three Factors for  
Maintaining Competitive 
Success

Product and Service
Innovation

Human Capital

Percentage of CEOs reporting these factors as important for
competitive success:

Customer Relationships

71%

52%

66%

SOURCE: “Leading Through Connections: The IBM 2012 Chief Executive Officer Study,” reported in Eric Lesser and 
Carl Hoffman, “Workforce Analytics: Making the Most of a Critical Asset,” Ivey Business Journal, July–August 2012, www 
.iveybusinessjournal.com/topics/strategy/workforce-analytics-making-the-most-of-a-critical-asset (accessed August 27, 2012).
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The Strategic Approach

The best HR departments not only support strategic objectives, but also actively 
pursue an ongoing, integrated plan for furthering the organization’s performance.9 
Research has found that effective HRM and the alignment of HR strategies with the 
organization’s strategic direction have a positive impact on performance, including 
higher employee productivity and stronger financial results.10

When Anglo American PLC adopted a strategy to begin digging for iron ore in 
a remote area of Brazil, the HR department worked to create a pool of well-trained 
local employees to work the mines for years to come.

Go to the “Experiential 
Exercise” on  
pages 428–429, which 
pertains to your 
potential for strategic 
HRM.

Innovative  
Way
Anglo American PLC

“There are lots of people in this area who were simply unemployable,” said Pedro  
Borrego, director of HR at the Anglo American operation in Brazil. He was talking about the 
company’s Minas Gerais iron ore mine, located in a town where cows outnumber people 
almost two to one.

Anglo American (Anglo) is one of the world’s largest diversified mining companies, with 
copper, diamond, iron ore and other mines all over the world. The company was first drawn 
to Minas Gerais in 2007 by the region’s rich reserves of iron ore, which is one of the key 
ingredients for making steel. The problem was finding people to work the mines. Managers 
knew that hiring locally was the key to getting a loyal, stable workforce. In some areas, com-
panies can partner with local colleges to fund a training program, but that wasn’t an option 
here. So Anglo renovated a crumbling grade school and set up its own classes to teach local 
people everything from welding parts and changing lightbulbs to repairing diesel engines and 
operating conveyor belts. More than 20 percent of the workers being trained are women, 
compared to fewer than 10 percent at mining firms globally, thanks in part to incentives that 
Anglo is offering to mothers.

The first class of 151 trainees graduated in January 2013, with some hired by Anglo and 
others hired by contractors. The company plans to train 500 more local people over the next 
three years. “My parents are farmers, and I wanted to be a teacher,” said 22-year-old Vanessa 
Carvalho Reis. Now she is training to be an operator at a plant where Anglo American will 
pump iron ore through a series of mixers and crushers to enrich the metal.11

Hiring and keeping high-quality employees with the right set 
of skills is one of the most urgent concerns for today’s organiza-
tions.12 By training young people who otherwise would have few 
options for employment, Anglo is ensuring that it will have a 
stable, well-trained workforce for years to come.

The strategic approach to HRM recognizes three key 
elements. First, all managers are involved in managing HR. 
Second, employees are viewed as assets. No strategy can be  
implemented effectively without the right people to put it into  
action. Employees, not buildings and machinery, give a company  
its competitive edge. Third, HRM is a matching process, integrating  
the organization’s strategy and goals with the correct approach 
to managing human capital.13 Some current strategic issues of 
particular concern to managers include the following:

●● Hiring the right people to become more competitive on a global 
basis 

●● Hiring the right people for improving quality, innovation, and 
customer service

“If each of us hires people 
who are smaller than we 
are, we shall become a 
company of dwarfs. But 
if each of us hires people 
who are bigger than we 
are, we shall become a 
company of giants.”
—David Ogilvy (1911–1999), founder of the 

Ogilvy & Mather advertising agency

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Part 4  Organizing402

●● Knowing the right people to retain after mergers, acquisitions, or downsizing
●● Hiring the right people to apply new information technology (IT) for e-business

All of these strategic decisions determine a company’s need for skills and employees.
This chapter examines the three primary goals of HRM, as illustrated in Exhibit 12.2. 

HRM activities and goals do not take place inside a vacuum, but within the context of  
issues and factors affecting the entire organization, such as globalization, changing tech-

nology, the need for rapid innovation, quick shifts in markets 
and the external environment, societal trends, government 
regulations, and changes in the organization’s culture,  
structure, strategy, and goals.

The three broad HRM activities outlined in Exhibit 12.2 
are to find the right people, manage talent so that people achieve 
their potential, and maintain the workforce over the long term.14

Building Human Capital  
to Drive Performance

In many companies, especially those that rely more on  
employee information, creativity, knowledge, and service 
rather than on production machinery, success depends on 
the ability to manage human capital, as described earlier.15 To 
build human capital, HRM develops strategies for finding the 
best people, enhancing their skills and knowledge with train-
ing programs and opportunities for personal and professional 
development, and providing compensation and benefits that 
support the sharing of knowledge and appropriately reward 
people for their contributions to the organization.16

The importance of human capital for business results 
is illustrated in Exhibit 12.3, which shows a portion of a 

Company
Strategy

Find the Right
People

• HRM planning
• Job analysis
• Forecasting
• Recruiting
• Selecting

Maintain an
Effective Workforce

• Wages and salary
• Bene�ts
• Labor relations
• Terminations

y
y

Manage Talent
• Training
• Development
• Appraisal

exhibit	      12.2      
Strategic Human  
Resource Management

Lowe’s 260,000 employees help customers with remodeling, 
building, and gardening ideas at its 1,830 stores. They cut lumber, 
blinds, pipe, and chains; thread pipes; assemble items; provide 
computer project design and landscape garden design; match 
paint colors; teach how-to clinics; and offer many other services. 
Managers know that providing superior customer service 
depends on human capital, so they invest in finding the best 
people and helping them develop and apply their combined 
knowledge, skills, experience, and talent.
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framework developed by Accenture and used by software and services company SAP. SAP 
needed a way to evaluate and revise its human capital processes to shift to a new strategy 
that called for stronger customer focus and greater individual employee accountability. The 
idea is to show how investments in human capital contribute to stronger organizational 

Green Power
The “You” in Sustainability

“You are our sustainability edge!” is the new slogan 
to bring employees on board for sustainability. HSBC 
carried employee involvement to a new level by pro-
moting individual projects and action plans through 
its Climate Champions Program. HSBC paved the way 
by partnering with powerful environmental organi-
zations, including the Smithsonian Institution, Earth-
watch, and the Climate Group. Participants must 
go through an application process for a 12-month 
residential program. Working alongside Earthwatch 

scientists, HSBC employees complete climate-related 
business projects, gaining skills and developing 
methods that can be transferred to the workplace. 
HSBC’s Climate Champions program has ignited  
employee curiosity and excitement. The program tells 
participants, “You have a voice in sustainability. You 
own this project. You are our sustainability edge.”

Source: Matthew Gitsham, “Experiential Learning for Leadership and 
Sustainability at IBM and HSBC,” Journal of Management Development 31,  
no. 3 (2012): 298–307.

Business Results

Level 1

Revenue
Growth ROIC or ROE

Total Return to
Shareholders

Career
Development

Rewards and
Recognition

Human Capital
Strategy

Performance
Appraisal

Workforce
Planning

Recruiting

Level 3

Human Capital Processes

Key Performance Drivers

Level 2

Productivity Quality Innovation Customer
Service

exhibit	     12.3      The Role and Value of Human Capital Investments

SOURCE: Adapted from Susan Cantrell et al., “Measuring the Value of Human Capital Investments:  The SAP Case,” Strategy & Leadership 34, no. 2 (2006): 43–52. 
Copyright 2006 by Emerald Group Publishing Limited. Reproduced with permission.
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performance and better financial results. The framework begins at the bottom (level 3) by 
assessing internal processes such as workforce planning, career development, performance 
appraisal, and so forth. Managers use these activities to increase human capital capabilities 
that drive higher performance in key areas such as innovation or customer service (level 2). 
Improvements in key performance areas, in turn, lead to improved business results (level 1).17 

•	 Human resource management (HRM) refers to the 
design and application of formal systems to ensure the 
effective and efficient use of human talent to accomplish 
organizational goals.

•	 HRM includes activities undertaken to attract, select, 
develop, and maintain an effective workforce.

•	 HR managers are vital players in corporate strategy 
because no strategy can be effective without the right 
people to put it into action.

•	 Human capital refers to the economic value of the com-
bined knowledge, experience, skills, and capabilities of 
employees.

•	 Mining giant Anglo American PLC created its own 
training facility to develop a pool of skilled, dedicated 
employees for its Minas Gerais iron ore mine in Brazil.

Remember This

The Impact of Federal Legislation on HRM
Managing HR effectively is a complex challenge for managers. For one thing, the legal and 
regulatory environment is constantly changing, and HR managers have to stay on top of 
issues that might have legal consequences. It is critically important that managers know 
and apply a variety of federal laws that have been passed to ensure equal employment  
opportunity (EEO). Some of the most significant legislation and executive orders are 
summarized in Exhibit 12.4. The point of the laws is to stop discriminatory practices that 
are unfair to specific groups and to define enforcement agencies for these laws. EEO legis-
lation attempts to balance the pay given to men and women; provide employment oppor-
tunities without regard to race, religion, national origin, and gender; ensure fair treatment 

for employees of all ages; and avoid discrimination against disabled individuals.
The Equal Employment Opportunity Commission (EEOC) created by the Civil 

Rights Act of 1964 initiates investigations in response to complaints concerning 
discrimination. Discrimination occurs when hiring and promotion decisions are 
made based on criteria that are not job-relevant; for example, refusing to hire a black  
applicant for a job that he is qualified to fill and paying a woman a lower wage than 
a man for the same work are discriminatory acts. When discrimination is found, 
remedies include providing back pay and taking affirmative action. Affirmative  
action requires that an employer take positive steps to guarantee equal employment 
opportunities for people within protected groups.

Failure to comply with EEO legislation can result in substantial fines and pen-
alties for employers. Suits for discriminatory practices can cover a broad range of  
employee complaints. One issue of growing concern is sexual harassment, which is 
also a violation of Title VII of the Civil Rights Act. The EEOC guidelines specify 
that behavior such as unwelcome advances, requests for sexual favors, and other ver-
bal and physical conduct of a sexual nature becomes sexual harassment when sub-
mission to the conduct is tied to continued employment or advancement or when the 
behavior creates an intimidating, hostile, or offensive work environment.18 Changes 
in the workplace have brought about shifts in the types of complaints being seen.  

Are you suited to work 
as an HR manager, 
which often requires 
following routine 
procedures and keeping 
detailed records to 
document compliance 
with federal laws and 
regulations? Complete 
the “New Manager 
Self-Test” on page 407 
to get an idea of your 
natural orientation 
toward systematic 
recordkeeping.
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Federal Law Year Provisions

Equal Opportunity/ 
Discrimination 
Laws

Civil Rights Act 1991 Provides for possible compensatory and punitive damages, plus traditional back 
pay, for cases of intentional discrimination brought under Title VII of the 1964 
Civil Rights Act. Shifts the burden of proof to the employer.

Americans with 
Disabilities Act

1990 Prohibits discrimination against qualified individuals by employers on the basis of 
disability and demands that “reasonable accommodations” be provided for the 
disabled to allow performance of duties.

Vocational  
Rehabilitation Act

1973 Prohibits discrimination based on physical or mental disability and requires that 
employees be informed about affirmative action plans.

Age Discrimination 
in Employment Act 
(ADEA) 

1967 
(amended 
in 1978 
and 1986)

Prohibits age discrimination and restricts mandatory retirement.

Civil Rights Act, Title VII 1964 Prohibits discrimination in employment on the basis of race, religion, color, sex, or 
national origin.

Compensation/ 
Benefits Laws

Health Insurance  
Portability Accountability 
Act (HIPPA)

1996 Allows employees to switch health insurance plans when changing jobs and get 
the new coverage regardless of preexisting health conditions; prohibits group 
plans from dropping a sick employee.

Family and Medical 
Leave Act

1993 Requires employers to provide up to 12 weeks unpaid leave for childbirth, 
adoption, or family emergencies.

Equal Pay Act 1963 Prohibits sex differences in pay for substantially equal work.

Health/Safety Laws

Patient Protection and 
Affordable Care Act 
(PPACA)

2010 Imposes a fee on firms with 50 or more employees if the government subsidizes 
their employees’ health care coverage; prevents insurers from denying coverage 
based on preexisting conditions or charging women more than men.

Consolidated Omnibus 
Budget Reconciliation 
Act (COBRA)

1985 Requires continued health insurance coverage (paid by employee) following 
termination.

Occupational Safety 
and Health Act 
(OSHA)

1970 Establishes mandatory safety and health standards in organizations.

exhibit	     12.4      Major Federal Laws Related to Human Resource Management

Complaints of sexual harassment by men against both male and female bosses, for  
example, increased about 5 percent between 1997 and 2010. In addition, there are fewer 
complaints related to blatant harassment and more related to bosses who make sexually 
charged comments and send inappropriate e-mail or text messages.19 Sexual harassment 
will be discussed in more detail in Chapter 13.

Exhibit 12.4 also lists major federal laws related to compensation and benefits and 
health and safety issues. This is only a sampling of the federal laws that HR managers 
must know and understand. In addition, many states and municipalities have their own 
laws that relate to HR issues. California, for example, requires that companies with 50 or 
more employees provide sexual harassment training for all employees every two years.20 
The scope of HR legislation is increasing at federal, state, and municipal levels. In addition, 
social and technological changes bring new legal challenges. The National Labor Relations 
Board (NLRB) recently filed suit on behalf of Dawnmarie Souza, who was fired because of 
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a comment she made on Facebook—the NLRB’s first (but likely not last) case involving a 
firing related to social media.21 As illustrated by the example about Amazon in the chapter 
opener, companies operating internationally also have to be aware of laws related to HRM 
in the various countries in which they do business. 

•	 HR managers have to understand and apply a variety of 
federal laws that prohibit discrimination, establish safety 
standards, or require organizations to provide certain 
benefits.

•	 Discrimination means making hiring and promotion 
decisions based on criteria that are not job-relevant.

•	 Affirmative action requires that employers take positive 
steps to guarantee equal employment opportunities for 
people within protected groups.

•	 The National Labor Relations Board (NLRB) recently 
filed suit on behalf of an employee who was fired because 
of a comment that she made on a social networking site.

Remember This

The Changing Nature of Careers
Another current issue is the changing nature of careers and a shift in the relationship 
between employers and employees.

The Changing Social Contract

In the old social contract between organization and employee, the employee could con-
tribute ability, education, loyalty, and commitment and expect in return that the company  
would provide wages and benefits, work, advancement, and training throughout the  
employee’s working life. Then along came globalization, outsourcing, hyper-competition, 
and other volatile changes in the environment. Consider the following list found on a bulletin  
board at a company undergoing major restructuring:

●● We can’t promise you how long we’ll be in business. 
●● We can’t promise you that we won’t be acquired. 
●● We can’t promise that there’ll be room for promotion. 
●● We can’t promise that your job will exist when you reach retirement age. 
●● We can’t promise that the money will be available for your pension.
●● We can’t expect your undying loyalty, and we aren’t even sure we want it.22

The recent economic downturn has accelerated the erosion of the old social contract. 
Employer-subsidized retirement benefits are in serious decline, for example, with only 
about 20  percent of employees covered by traditional pension plans today. During the  
recent recession, many companies suspended their contributions to employee 401(k) plans. 
Moreover, many organizations that cut benefits say that they don’t intend to restore them.23

These changes and the bulleted list items reflect a primarily negative view of the new 
employer-employee relationship, but there are positive aspects as well. In a sense, compa-
nies and employees become allies helping one another grow stronger. Employees help the 
company become more adaptable, while the company helps the employee become more 
employable.24 Many young people don’t have any desire to stay with one company through-
out their careers. They like the expectations of responsibility, learning, growth, and mobility 
embedded in the new social contract. CEO Reed Hastings of Netflix says of his company: 
“We’re a team; not a family.”25 Workplace expert Lynda Gratton says that building trust is 
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New Manager     Self-Test
What Is Your Focus?

Instructions: Think about your underlying motivations 
when doing tasks on a typical day at school or work. Respond 
to each statement below based on whether it is mostly true 
or mostly false for you. There are no right or wrong answers, 
so answer honestly to receive accurate feedback. 

   1.	 �I feel a sense of relief when I do  
well on a project or exam.	

   2.	 �I focus on getting the details of  
my work done correctly.	

   3.	 �I feel it is very important to  
carry out obligations placed on me. 	

   4.	 �I always try to make my work as  
accurate and error-free as possible.	

   5.	 �For me, it is important not to do  
things wrong.	

   6.	 �I think about and focus mostly on  
achieving positive outcomes in my life.	

   7.	 �I like to finish a lot of work in a  
short amount of time.	

   8.	 �I frequently imagine how I will  
achieve my hopes and aspirations.	

   9.	 �I feel a sense of joy when I do well  
on a project or exam.	

10.	 �I am typically oriented toward  
accomplishing things mostly for  
my growth and satisfaction.	

Scoring and Interpretation: These questions repre-
sent two types of mental regulatory focus during your work 
and school life, called promotion and prevention. Give yourself 
one point for each Mostly True answer.

�Prevention Focus: Sum the points for  
questions 1–5: ______

�Promotion Focus: Sum the points for  
questions 6–10: ______

�Regulatory Focus Score (subtract the  
Promotion Focus score from the Prevention  
Focus score) 5 _____

Regulatory focus differentiates between internal motiva-
tion for promotion versus prevention. Promotion means a men-
tal focus on winning desired outcomes and success, whereas 
prevention is a focus on avoiding difficulties and failure. If your 
regulatory focus score is negative, you are likely a promotion-
oriented person who is motivated toward positive 
outcomes and winning and who pursues goals to satisfy 
your hopes and wishes. If your score is positive, you are 
likely a prevention-oriented person more focused on 
preventing losing rather than on winning, and seeking 
to avoid failure and mistakes and meeting obligations 
and commitments. A positive score (prevention) may 
be associated with success in an HR department, which 
involves routine procedures and legal recordkeeping. A 
negative score (promotion) would more likely be associ-
ated with work in sales and marketing departments.

Sources: Based on J. Craig Wallace, Paul D. Johnson, and M. Lance Frazier, 
“An Examination of the Factorial, Construct, and Predictive Validity and 
Utility of the Regulatory Focus at Work Scale,” Journal of Organizational 
Behavior 30 (2009): 805–831; Bernhard Fellner, Marianne Holler, and Erich 
Kirchler, “Regulatory Focus Scale (RFS): Development of a Scale to Record 
Dispositional Regulatory Focus,” Swiss Journal of Psychology 66, no. 2 (2007): 
109–116; and Penelope Lockwood, “Motivation by Positive or Negative Role 
Models: Regulatory Focus Determines Who Will Best Inspire Us,” Journal of 
Personal and Social Psychology 83, no. 4 (2002): 854–864. 

	  Mostly	   Mostly
	  True	   False
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more important than loyalty today, when “serial career monogamy” is the order for many 
young employees, who are continually evaluating whether their work is meaningful and 
challenging and fits with their lives.26

Exhibit 12.5 lists some elements of the new social contract. The new contract is based on 
the concept of employability rather than lifetime employment. Individuals are responsible 
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New Contract Old Contract

Employee •  Employability; personal responsibility
•  Partner in business improvement
•  Learning; skill development

•  Job security
•  A cog in the machine
•  Knowing

Employer •  Creative development opportunities
•  �Lateral career moves; incentive 

compensation
•  Challenging assignments
•  �Information and resources; decision-making 

authority

•  �Standard training programs
•  �Traditional compensation 

package
•  Routine jobs
•  �Limited information and 

authority

SOURCES: Based on Louisa Wah, “The New Workplace Paradox,” Management Review (January 1998): 7; and Douglas T. Hall and 
Jonathan E. Moss, “The New Protean Career Contract: Helping Organizations and Employees Adapt,” Organizational Dynamics 
(Winter 1998): 22–37.

exhibit	     12.5      
The Changing Social Contract

for developing their own skills and abilities and demonstrating their value to the organi-
zation. The employer, in turn, invests in creative training and development opportunities 
so that people will be more employable when the company no longer needs their services. 
This means offering challenging work assignments, opportunities to participate in deci-
sion making, and access to information and resources. In addition, an important challenge 
for HRM is revising performance evaluation, compensation, and other practices to be 
compatible with the new social contract. For example, with the tough economy in recent 
years, companies have had to lay off thousands of experienced employees. Many organiza-
tions, including KPMG International, IBM, Microsoft, and Lockheed Martin, have set 
up “alumni social networks” so that people who have to be let go can keep in touch with 
colleagues and the industry.27 McKinsey & Company has operated an alumni network 
since the 1960s.28

Innovations in HRM
The field of HRM is constantly changing. Some important HRM issues today are 
branding the company as an employer of choice, acquiring companies to obtain talent, 
and addressing the needs of temporary employees and part-time workers.

Branding the Company as an Employer of Choice 
You might think with the high unemployment rate currently, companies wouldn’t be 
worried about recruiting good people. But managers are finding that the most skilled 
and knowledgeable employees are in short supply and great demand.29 Both small and 
large companies in a variety of industries are using employer branding to attract desir-
able job candidates. An employer brand is similar to a product brand, except that 
rather than promoting a specific product, its aim is to make the organization seem 
like a highly desirable place to work. Employer-branding campaigns are like marketing 
campaigns to “sell” the company and attract the best job candidates. At Risk Manage-
ment Solutions (RMS), HR executive Amelia Merrill used employer branding after 
she discovered that few people in Silicon Valley where the firm is based had a clue 
what RMS was. To attract the kind of high-quality technology professionals that RMS 
needed, Merrill’s team began selling the company in the same way that its salespeople 
sold its services. One step was to rent San Francisco’s popular “Bacon Bacon” food truck 
for a day and set up at a local cloud-computing exposition. Merrill says that branding is 
having a slow but sure effect on recruiting efforts, as people in the IT industry become 
more familiar with the company name.30 However, many large, well-known companies, 
including PepsiCo, General Electric (GE), Nokia, AT&T, and Credit Suisse Group, are 
also using employer branding as companies fight for talent.31
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Using Temporary and Part-Time Employees
Contingent workers are becoming a larger part of the workforce in both the United States 
and Europe. Contingent workers are people who work for an organization, but not on a 
permanent or full-time basis. Data from the U.S. Bureau of Labor Statistics suggest that 
a third, and perhaps up to 40 percent, of American workers are in part-time, contract, or 
other types of nonstandard positions. “There’s been a really fundamental shift in the nature 
of employment [over the past 20 years]—it’s a sea change,” said Katherine Stone, a law pro-
fessor at the University of California, Los Angeles, and a labor specialist.32 Although many 
of these people are “involuntary” temporary or part-time workers who lost jobs during the 
recession, others like the option of working for different companies for short periods of 
time. For organizations, the primary goal is to access specialized skills for specific projects, 
enabling the company to maintain flexibility and keep costs low.33

In the past, most temporary workers were in clerical and manufacturing positions, but 
in recent years, demand has grown for contingent professionals, such as accountants and 
financial analysts, interim managers, IT specialists, product managers, lawyers, and even 
CEOs. Sometimes called supertemps, these are people who are highly skilled and choose 
to pursue independent careers. Supertemps often do mission-critical work. Ed Trevasani, 
who loves the freedom and flexibility of contingent work, has served as interim CEO for an 
international firm, developed a mergers and acquisitions strategy for a global manufacturer, 
and led the IT selection process for a major insurance company.34

Acquiring Start-Ups to Get the Talent
Andrea Vaccari created Glancee as a mobile app to help people find others with similar 
interests. But just as the company was taking off, he and his co-founders faced a tough 
decision—accept an acquisition bid from Facebook or go for broke? The problem was that 
Vaccari was already almost broke, living in a closet at a friend’s apartment. The co-founders 
decided to accept Facebook’s offer, even though they knew that it was made primarily to 
recruit them to work at the larger company.35 So-called acqui-hiring has become com-
mon in the tech world. Established companies such as Facebook, Google, Yahoo, LinkedIn, 
and Salesforce.com buy early-stage start-ups, often shutting them down, simply to acquire 
their engineering talent. These deals, ranging from about $3 million to $6 million, have 
increased amid soaring demand for talented software engineers. The strategy makes sense 
for the larger companies because they get teams of engineers who are accustomed to work-
ing together. For entrepreneurs, it’s a trade-off. Thinkfuse Inc. co-founder Aydin Ghajar 
says that being acquired by Salesforce.com was a good outcome for his team. At the time, 
Ghajar and his four engineers were making below-market salaries and working in a busi-
ness incubator with about 30 other start-ups. Now they work in a high-rise building with a 
gym. The Glancee engineers working for Facebook are also doing all right, but Vaccari says 
that it was agonizing to have to decide whether the company could be “the next big thing” 
by going it alone. “You will never know if it will be better to continue,” he says.

•	 The new social contract between employers and employees 
is based on the notion of employability and personal respon-
sibility rather than lifelong employment by an organization.

•	 An employer brand is similar to a product brand except 
that it promotes the organization as a great place to 
work, rather than promoting a specific product or service.

•	 Contingent workers are people who work for an  
organization, but not on a permanent or full-time basis, 

including temporary placements, independent contractors, 
freelancers, and part-time employees. 

•	 It is estimated that up to 40 percent of Americans are in 
part-time, contract, or other types of nonstandard jobs.

•	 Acqui-hiring means buying an early-stage start-up 
(and usually shutting it down) in order to obtain the 
creative talent.

Remember This
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Finding the Right People
Now let’s turn to the three broad goals of HRM: finding, developing, and maintaining an 
effective workforce. The first step in finding the right people is human resource planning, 
in which managers or HRM professionals predict the need for new employees based on 
the types of vacancies that exist, as illustrated in Exhibit 12.6. The second step is to use 
recruiting procedures to communicate with potential applicants. The third step is to select 
from the applicants those persons believed to be the best potential contributors to the  
organization. Finally, the new employees are welcomed into the organization. 

Underlying the organization’s effort to attract employees is a matching model. With 
the matching model, the organization and the individual attempt to match the needs, 
interests, and values that they offer each other.36 For example, a small software developer 
might require long hours from creative, technically skilled employees. In return, it can offer 
freedom from bureaucracy, tolerance of idiosyncrasies, and potentially high pay. A large 
manufacturer can offer employment security and stability, but it might have more rules 
and regulations and require a greater ability to “get approval from the higher-ups.” The 
individual who would thrive working for the software developer might feel stymied and 
unhappy working for a large manufacturer. Both the company and the employee are inter-
ested in finding a good match.

Human Resource Planning

Human resource planning is the forecasting of HR needs and the projected matching 
of individuals with expected vacancies. Human resource planning begins with several 
big-picture questions:

●● What new technologies are emerging, and how will these affect the work system? 
●● What is the volume of the business likely to be in the next five to ten years? 
●● What is the turnover rate, and how much, if any, is avoidable?

HR Planning
Retirements
Growth
Resignations

Company Inducements
Pay and bene�ts
Meaningful work
Advancement
Training
Challenge

Employee’s Needs
Stage of career
Personal values
Promotion aspirations
Outside interests
Family concerns

Choose Recruiting
Sources
Want ads
Headhunters
Internet

Select the 
Candidate
Application
Interview
Tests

Welcome
the New
Employee

Match with

Company’s Needs
Strategic goals
Current and future competencies
Market changes
Employee turnover
Corporate culture

Employee Contributions
Ability
Education and experience
Creativity
Commitment
Expertise and knowledge

Match with

Matching Model

exhibit	     12.6      Attracting an Effective Workforce
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The responses to these questions are used to formulate specific questions pertaining to 
HR activities, such as the following:

●● What types of engineers will we need, and how many? 
●● How many administrative personnel will we need to support the additional engineers?
●● Can we use temporary, part-time, or virtual workers to handle some tasks?37

By anticipating future HR needs, the organization can prepare itself to meet competitive 
challenges more effectively than organizations that react to problems only as they arise. 

Recruiting

Recruiting is defined as “activities or practices that define the characteristics of applicants to 
whom selection procedures are ultimately applied.”38 Today, recruiting is sometimes referred to 
as talent acquisition to reflect the importance of the human factor in the organization’s success.39

Although we frequently think of campus recruiting as a typical recruiting activity, many 
organizations use internal recruiting, or promote-from-within policies, to fill their high-level 
positions.40 Internal recruiting has two major advantages: It is less costly than an external 
search, and it generates higher employee commitment, development, and satisfaction because 
it offers opportunities for career advancement to employees rather than outsiders. Frequently, 
however, external recruiting—recruiting newcomers from outside the organization—is  
advantageous. Applicants are provided by a variety of outside sources, including adver-
tising, state employment services, online recruiting services, private employment agencies 
(headhunters), job fairs, and employee referrals.

Assessing Jobs 
Basic building blocks of HRM include job analysis, job descriptions, and job specifica-
tions. Job analysis is a systematic process of gathering and interpreting information  
about the essential duties, tasks, and  
responsibilities of a job, as well as about 
the context within which the job is 
performed.41 To perform job analysis, 
managers or specialists ask about work 
activities and work flow, the degree of 
supervision given and received in the 
job, knowledge and skills needed, per-
formance standards, working conditions, 
and so forth. The manager then prepares 
a written job description, which is a 
clear and concise summary of the spe-
cific tasks, duties, and responsibilities, 
and job specification, which outlines 
the knowledge, skills, education, physical 
abilities, and other characteristics needed 
to perform the job adequately.

Job analysis helps organizations  
recruit the right kind of people and match 
them to appropriate jobs. For example, 
to enhance internal recruiting, Sara Lee 
Corporation identified six functional  
areas and 24 significant skills that it 
wants its finance executives to develop, 
as illustrated in Exhibit 12.7. Managers 

Concept Connection

For people just entering the medical field, working in a hospital’s emergency 
room (ER) where you can save lives every day may sound exciting and 
meaningful, but not everyone is cut out to deal with the hectic pace of a 
typical ER. That’s why this hospital asks job applicants to work a shift or two 
as part of a realistic job preview (RJP). The trial run allows both the 
applicant and the hospital’s staff to determine whether the job candidate is a 
good fit for this challenging work environment.
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are tracked on their development and moved into other positions to help them acquire 
the needed skills.42

Realistic Job Previews 
Job analysis also enhances recruiting effectiveness by enabling the creation of realistic job 
previews (RJPs), which give applicants all pertinent and realistic information—positive 
and negative—about the job and the organization.43 RJPs contribute to greater employee 
satisfaction and lower turnover because they facilitate matching individuals, jobs, and  
organizations. Individuals have a better basis on which to determine their suitability to the 
organization and “self-select” into or out of positions based on full information.

Social Media 
Smart managers do much of their recruiting today via the Internet, including social 
media sites such as LinkedIn, Facebook, and Twitter. Interestingly, a survey by staffing 
services firm Spherion found that high-achieving young professionals deem a company’s 
social media reputation as important as the job offer when considering which company 
they want to work for.44 The British army launched a social media campaign in 2013 
to recruit 10,000 new soldiers. Companies in China have become particularly adept at 
using this approach because traditional online recruiting boards in China attract far too 
many unqualified candidates to make them valuable. Therefore, managers turn to social 
media such as Weibo, a Twitter-like messaging service, to build a community of poten-
tial candidates.45 China’s Lenovo Group reports finding 70 good candidates during a 
three-month recruiting surge via social media, including LinkedIn, Weibo, and Tianji, a 
Chinese professional social networking site.46

LinkedIn’s 2013 Global Recruiting Trends Report surveyed 3,300 talent acquisition 
managers around the globe and found that HR recruiters are becoming more social, 
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exhibit	      12.7      
Sara Lee’s Required Skills for 
Finance Executives

SOURCE: Reprinted with permission from CFO, October 1, 1998. Visit our Web site at www.cfo.com. © CFO Publishing LLC. 
All Rights Reserved. Foster Printing Service: 866-879-9144, www.marketingreprints.com. License #13921.
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mobile, and data-driven. Recruiters have historically had little data on external candi-
dates, but professional social media can provide recruiters with an immense amount 
of data, such as work experience, skills, certifications, achievements, connections, and 
education. For companies that pay for its profile-searching system, for example, LinkedIn  
has added a service called “People You May Want to Hire.” LinkedIn has created  
algorithms that search through its massive amounts of data and identify candidates 
with the exact combination of skills, background, expertise, and passion a company 
might be looking for. LinkedIn’s report indicates that 39 percent of recruiters list social  
and professional networks as their number-one long-lasting recruiting trend. The 
number who named big data analytics as a long-lasting trend increased 8 percentage 
points since 2012.47

Internships 
Another popular use of social media is to find people to serve as either paid or un-
paid interns at the organization. An internship is an arrangement whereby an intern 
(usually a high school or college student) exchanges free or low-cost labor for the  
opportunity to explore whether a particular career is appealing or to gain valuable work 
experience in a particular field.48 Companies are increasingly viewing internships as a 
valuable recruiting tool because they provide a way to “test-drive” a potential employee, 
as well as allow the intern to evaluate whether the job and the company make a good fit. 
The old image of the intern as the “gopher” who makes coffee and photocopies has given 
way to the budding professional who performs meaningful tasks and learns valuable 
skills. Interns aren’t always offered a job with the company, but one career development 
expert says that internships are more closely tied to permanent hiring today than ever 
before.49 Media and online entertainment company IGN takes an innovative approach 
to recruiting via internships.

Innovative  
Way
IGN’s Code Foo

“Flipping burgers to scrape together enough cash to buy Portal 2? Blow our minds while 
you’re here and we’ll hire you.” That was the recruitment ad for IGN’s first Code Foo 
challenge—a no-résumés-allowed program designed to find exceptional “hackers,” the term 
that IGN’s director of engineering prefers when referring to computer programmers and 
coders. “For serious engineers who really care about their craft, it’s a good thing to be a 
hacker,” Tony Ford says.

Applicants to the Code Foo challenge complete an online form in which they submit 
a statement of passion for IGN and answer questions that test their coding ability. For the 
2011 challenge, 75,000 people viewed the application, 104 applied, and 30 were selected 
to participate. Only half of those had college degrees in a technical field, and some didn’t 
have degrees at all. The 2012 challenge selected 18 participants. Once they were accepted, 
the Code Fooers spent six weeks working at IGN, getting paid a small amount while learn-
ing coding languages and working on real engineering projects. According to IGN president 
Roy Bahat, the six weeks was for “teaching them something to see if we could get them 
to a level where we might actually want to hire them.” Adam Passey, for example, spent 
his summer coding unique features for a hub for mobile games. IGN’s engineers were 
impressed, and Passey was offered a job. He has since been involved in leading the Code 
Foo challenge.

Although Bahat hoped that the Code Foo experiment would lead to one or two good 
hires, the company actually extended job offers to eight people the first time around. It 
was so successful that the company held the challenge again in 2013. As the market for 
programmers and coders grows more competitive, it’s a “guerilla recruitment strategy” that 
is paying off.50
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Selecting

In the selection process, employers assess applicants’ characteristics in an attempt to 
determine the “fit” between the job and applicant characteristics. The most frequently 
used selection devices are the application form, interview, and employment test. In 
general, the greater the skill requirements and work demands of an open position, 
the greater the number and variety of selection tools the organization will use.51

Application Form 
The application form is used to collect information about the applicant’s education, 
previous job experience, and other background characteristics. Research shows that 
biographical information inventories can validly predict future job success.52

One pitfall to be avoided is the inclusion of questions that are irrelevant to job 
success. In line with EEO guidelines, the application form should not ask questions 

that will create an adverse impact on protected groups unless the questions are clearly 
related to the job.53 For example, employers should not ask whether the applicant rents or 
owns his or her own home because (1) an applicant’s response might adversely affect his 
or her chances at the job, (2) minorities and women may be less likely to own a home, and  
(3) home ownership is probably unrelated to job performance. By contrast, passing the 
CPA exam is relevant to job performance in a CPA firm; thus, it is appropriate to ask 
whether an applicant for employment has passed the CPA exam, even if only one-half of 
all female or minority applicants have done so, versus nine-tenths of white male applicants.

Interview 
Some type of interview is used as a selection technique in almost every job category in 
nearly every organization. This is another area where the organization can get into legal 
trouble if the interviewer asks questions that violate EEO guidelines. Exhibit 12.8 lists 
some examples of appropriate and inappropriate interview questions. 

There is some evidence that the typical interview is not generally a good predictor of 
job performance. Many companies are bringing in coaches or using training programs to 
boost managers’ interviewing skills because bad hires are costly. Researchers at Harvard 

•	 Finding the right people starts with human resource 
planning, which refers to the forecasting of HR needs 
and the projected matching of individuals with antici-
pated job vacancies.

•	 The matching model is an HR approach in which the 
organization and the individual attempt to match each 
other’s needs, interests, and values.

•	 Recruiting refers to activities or practices that  
define the desired characteristics of applicants for  
specific jobs.

•	 Many of today’s organizations use social media, including  
Twitter, Weibo, LinkedIn, Tianji, and Facebook, for 
recruiting.

•	 Job analysis is the systematic process of gathering and 
interpreting information about the essential duties, 
tasks, and responsibilities of a job.

•	 Managers prepare a job description for each open posi-
tion, which is a concise summary of the specific tasks 
and responsibilities of that job.

•	 A job specification outlines the knowledge, skills, 
education, physical abilities, and other characteristics 
needed to perform a specific job adequately.

•	 Managers use realistic job previews (RJPs) in recruiting to 
give applicants all pertinent and realistic information—both 
positive and negative—about a job and the organization.

•	 Internships are an increasingly popular approach to 
recruiting because they provide a way to “test-drive” a 
potential employee.

•	 An internship is an arrangement whereby an intern 
(usually a high school or college student) exchanges his 
or her services for the opportunity to gain work experi-
ence and see whether a particular career is appealing.

Remember This

Refer to the opening 
questionnaire to test 
your own preparation 
as a new manager for 
recruiting and selecting 
the right people for 
your team. Do you 
have what it takes?
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Business School found that interviewers who let their own insecurities or biases subcon-
sciously drive the interviewing process can have a worse effect on hiring decisions than if a 
candidate were simply chosen at random!54 Managers can improve their interviewing skills, 
and candidates can improve their chances of having a successful interview, by understand-
ing some dos and don’ts related to the interview, as outlined in the “Manager’s Shoptalk.” 

Managers use a variety of interview approaches to get a more reliable picture of a can-
didate’s suitability for the job. Structured interviews use a set of standardized questions 
that are asked of every applicant so that comparisons can easily be made. These may include 
biographical interviews, which ask about the person’s previous life and work experiences; 
behavioral interviews, which ask people to describe how they have performed a certain task 
or handled a particular problem; and situational interviews, which require people to describe  
how they might handle a hypothetical situation. With a nondirective interview, the inter-
viewer asks broad, open-ended questions and permits the applicant to talk freely, with minimal  
interruption. Nondirective interviews may bring to light information, attitudes, and behavioral 
characteristics that might be concealed when answering structured questions.

Some organizations put candidates through a series of interviews, each one conducted 
by a different person and each one probing a different aspect of the candidate. Others 
use panel interviews, in which the candidate meets with several interviewers who take 
turns asking questions.55 In addition, some firms are using offbeat approaches, sometimes 
referred to as extreme interviewing, to test job candidates’ ability to handle problems, cope 
with change, think on their feet, and work well with others. Danielle Bemoras found her-
self in a joint interview with a rival candidate when she applied for a job with SceneTap, a 
digital nightlife guide. Rather than trying to upstage her competitor, Bemoras was respect-
ful and helpful, an approach that won her an internship, followed by a full-time job offer.56

Category Okay to Ask Inappropriate or Illegal to Ask

National 
origin

• The applicant’s name
•  If the applicant has ever worked under a different name

• The origin of the applicant’s name
• The applicant’s ancestry/ethnicity

Race •  Nothing •  Race or color of skin

Disabilities •   �Whether the applicant has any disabilities that might 
inhibit performance on the job

•  �If the applicant has any physical or mental 
defects

•  �If the applicant has ever filed a workers’ 
compensation claim

Age •  If the applicant is over 18 •  Applicant’s specific age
•   �When the applicant graduated from high 

school

Religion •  Nothing • The applicant’s religious affiliation
•  �What religious holidays the applicant observes

Criminal 
record

•  If applicant has ever been convicted of a crime •  If the applicant has ever been arrested

Marital/family 
status

•  Nothing •  �Marital status; number of children or planned 
children

•  Childcare arrangements

Education  and 
experience

• Where the applicant went to school
•  Prior work experience

• When the applicant graduated
•  Hobbies

Citizenship •  If the applicant has a legal right to work in the United States •  If the applicant is a citizen of another country

SOURCES: Based on “Appropriate and Inappropriate Interview Questions,” in George Bohlander, Scott Snell, and Arthur Sherman, Managing Human Resources, 12th ed. 
(Cincinnati, OH: South-Western, 2001), p. 207; and “Guidelines to Lawful and Unlawful Preemployment Inquiries,” Appendix E, in Robert L. Mathis and John H. Jackson,  
Human Resource Management, 2nd ed. (Cincinnati, OH: South-Western, 2002), pp. 189–190.

exhibit	     12.8      Employment Applications and Interviews: What Can You Ask?
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Manager’s    Shoptalk
Ace the Interview

M
any of us have experienced job interviews where 
everything seems to be going well, but then, 
things take a drastic turn for the worse. Here 
are some thoughts that can help you ace your 

next interview—and improve your interviewing skills 
as a manager. 

The Big Three Questions

No matter what questions you are asked in an inter-
view, you can be more effective if you remember that 
there are really only three essential things that the hir-
ing manager and company want to know:

•	 Can you do the job? The company wants to know 
your strengths, not just in terms of technical 
ability, but also your leadership, teamwork, and 
interpersonal skills. Can you not only handle the 
tasks and activities of the job exceptionally well, 
but also interact effectively with your colleagues 
and contribute to a positive organizational 
atmosphere?

•	 Will you love the job? Organizations want people 
who bring enthusiasm and positive energy with 
them into the workplace every day. The hiring 
manager wants to be convinced that you’re ex-
cited about the particular position you’re inter-
viewing for, as well as the overall industry, and 
that you’ll thrive on embracing the challenges as-
sociated with the job.

•	 Can we tolerate working with you? Believing that 
you’ll be a good fit with the culture is a huge part 
of the equation when most managers are deciding 
among job candidates. At LivingSocial, every job 
candidate is interviewed by a member of the “cul-
ture police,” a team of people who have a knack 
for spotting what works and doesn’t work with 
the company’s culture. No one gets hired unless 
the culture police give the okay.

Killer Interview Strategies

•	 Do your research. To answer the Big Three Ques-
tions, you have to understand the job you’re apply-
ing for, know something about the overall industry 
the company operates in, and have some feeling 
for the organizational culture. Learn all you can. 
Find out how the company is structured and man-
aged by looking at its Web site. Tap into your so-
cial networking connections, see if there are videos 
on YouTube, read stories in blogs, and so forth.

•	 Turn questions into conversations. If you’ve done 
your research, you’ll be able to converse with the 
interviewer on a peer-to-peer level. If asked, for 
example, how you would restructure a division, 
you might politely say something like: “Do you 
mind if I ask you a couple of questions first? I know 
there’s a plant in Greece. Has the business been af-
fected by the country’s economic troubles?” Also, 
think of a few stories and examples ahead of time 
that illustrate your skills and strengths, show off 
your commitment and motivation, and demon-
strate how you will fit with the organization. Use 
them judiciously when you get the chance. 

•	 Think the way they do. Again, if you’ve done your 
research, you should have some idea of the issues 
and problems the company faces and the type of 
questions you might be asked. A company such 
as Zappos.com will interview in a different way 
from a company like GE. Imagine that you were a 
manager with the company, and think up 10 or so 
questions that you would ask a candidate.

Sources: George Brandt, “Top Executive Recruiters Agree There Are Only Three 
True Job Interview Questions,” Forbes, April 27, 2011, www.forbes.com/sites 
/georgebradt/2011/04/27/top-executive-recruiters-agree-there-are-only-three 
-key-job-interview-questions/ (accessed August 29, 2012); Jennifer Alsever, “How 
to Get a Job: Show, Don’t Tell,” Fortune (March 19, 2012): 29–31; and LivingSocial 
example from Darren Dahl, “Hiring: You Get a Job, and You, and You . . . How to 
Staff Up in a Hurry,” Inc. (November 2010): 128–129.

Employment Test 
Employment tests may include cognitive ability tests, physical ability tests, personality invento-
ries, and other assessments. Cognitive ability tests measure an applicant’s thinking, reasoning, ver-
bal, and mathematical abilities. IQ tests, for example, have been found to be the most consistent 
predictor of good performance across a variety of jobs because a high IQ shows a candidate’s abil-
ity to learn.57 Physical ability tests that measure qualities such as strength, energy, and endurance 
may be used for jobs such as delivery drivers who must lift heavy packages, electric line workers 
who must climb ladders and carry equipment, and other positions that involve physical tasks.  
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It is essential that these tests assess only cog-
nitive and physical skills that are job related 
to avoid violating laws against discrimination.

Many companies also use various types 
of personality tests to assess such characteris-
tics as openness to learning, agreeableness, 
conscientiousness, creativity, and emotional 
stability. In addition, companies look for 
personality characteristics that match the 
needs of the particular job so that there is 
a good fit. One company found that people 
who score well in traits such as assertive-
ness and extroversion typically make good 
salespeople, so they looked for those traits 
in testing candidates for new positions.58  
Interestingly, numerous studies show that 
personality tests are better predictors of 
future career success than job interviews, 
letters of recommendation, and educational 
credentials.59 Many companies, such as 
Xerox, are also turning to big data analytics, 
using computers and software to select the 
right candidates based on their responses to 
personality tests and other criteria. After a 
half-year trial letting big data software pick 
call center workers, Xerox cut attrition by 
one-fifth.60 Another unusual type of test, 
called a brain teaser, is being used by companies that put a premium on innovativeness and 
problem solving. The answers aren’t as important as how the applicant goes about solving the 
problem. See how you do answering the brain teasers in Exhibit 12.9.

Concept Connection

Employment tests range from personality profiles to proficiency testing in 
specific skills required for a position. For a 911 operator position, an applicant 
should expect to take tests such as data entry for speed and accuracy, 
911 address checking, 911 grid map reading and direction accuracy, 911 
memorization, customer service assessment, and a personal characteristics 
profile. Here, Rick Bias, 911 communications director for Morgan County, 
Missouri, oversees operations in the Public Service Answer Point Area.
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How would you answer the following questions in a job interview?

1.  How would you fit a stack of pennies as high as the Empire State Building in one room?
2. Why are manhole covers round?
3.  How much should you charge to wash all the windows in Seattle?
4. You’re shrunk and trapped in a blender that will turn on in 60 seconds. What do you do?
5.  A man pushed his car to a hotel and lost his fortune. What happened?

Answers:  There might be many solutions to these questions. Here are 
some that interviewers consider good answers:

1. �The Empire State Building has about 110 floors. To fit the stack into one room, break it into  
one hundred shorter, floor-to-ceiling stacks.

2. � A square cover might fall into its hole. If you hold a square manhole cover vertically and turn it 
a little, it will fall easily into the hole. In contrast, a round cover with a slight recess in the center 
can never fall in, no matter how it is held.

3. � Assuming 10,000 city blocks, 600 windows per block, five minutes per window, and a rate of 
$20 per hour, about $10 million.

4.  Use the measurement marks on the side of the container to climb out.
5. �This is an oddball question more than a brain teaser, but one good answer would be:  The man 

was playing Monopoly.

SOURCES: Similar questions are used at companies such as Microsoft, Google, and eBay. Reported in William Poundstone, “The Google 
Cheat Sheet,” Bloomberg BusinessWeek (January 9–January 15, 2012): 79; Michael Kaplan, “Job Interview Brainteasers,” Business 2.0 
(September 2007): 35–37; and William Poundstone, “Impossible Questions,” Across the Board (September–October 2003): 44–48.

exhibit	     12.9      Try Your Hand at Some Interview Brain Teasers
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Online Checks 
The Internet gives recruiters and hiring managers a new way to search for a candidate’s 
criminal record, credit history, and other indications of honesty, integrity, and stability. 
Moreover, many companies want to see what a candidate has to say about him or herself on 
blogs and social networking sites to gauge whether the person would be a good fit with the 
organization. A survey by Microsoft in 2011 found that 75 percent of U.S. recruiters and 
HR professionals said that their bosses required them to research job candidates online, 
and another survey found that 37 percent specifically investigated candidates’ social media 
profiles. 61 In a survey by Adecco Staffing, inappropriate content on their social media sites 
was the number-two reason hiring managers gave for why applicants ages 18 to 32 didn’t 
get jobs (wearing inappropriate attire to job interviews was the top reason).62 Miranda 
Shaw, a manager at a leading consulting firm, rejected a candidate whom she had previ-
ously been impressed with after she discovered photographs of him drinking and “smokin’ 
blunts” with fraternity brothers on the Facebook page of one of his “friends” who hadn’t  
enabled privacy settings.63 Other recent college graduates looking for jobs have found doors 
closed to them because of risqué or teasing photos or vivid comments about drinking, drug 
use, or sexual exploits.

Online checks are an increasingly murky area for companies. “Social media back-
ground checks are a hot item,” says attorney Kevin McCormick, “but I’m not a fan.” 
Maryland, Illinois, and California have passed or are considering laws to make it illegal 
for employers to ask job candidates for their social media passwords, and ten other 
states are considering similar legislation.64 Using social networking as a background 
check without disclosing the investigation to the candidate can also open organizations 
to lawsuits. Moreover, because an online search often reveals information such as race, 
gender, sexual orientation, and so forth, HR managers have to be sure that this informa-
tion isn’t used in a way that could be construed as discriminatory. Because of increasing  
regulations and closer scrutiny by the courts, 69 percent of companies surveyed by the 
Society for Human Resource Management in 2013 said that they do not use social 
media for screening. However, experts say that while HR departments might not be 
doing it, hiring managers more than likely still are.65

•	 Selection is the process of assessing the skills, abili-
ties, and other attributes of applicants in an attempt to 
determine the fit between the job and each applicant’s 
characteristics.

•	 The application form is a selection device that collects 
information about the applicant’s education, previous 
work experience, and other background characteristics.

•	 A structured interview uses a set of standardized 
questions that are asked of every applicant so that 
comparisons can be made easily.

•	 In a nondirective interview, the interviewer asks 
broad, open-ended questions and permits the applicant 
to talk freely with minimal interruption in an attempt 
to bring to light information, attitudes, and behavioral 
characteristics that might be concealed when answering 
structured questions. 

•	 A panel interview is an interview in which the candidate 
meets with several interviewers who take turns asking 
questions.

•	 Some companies are using offbeat approaches, called  
extreme interviewing, to test job candidates’ ability to handle 
problems, cope with change, and work well with others.

•	 Employment tests assess candidates on various factors 
considered important for the job to be performed; they 
include cognitive ability tests, physical ability tests, and 
personality tests.

•	 One way in which HR managers gauge an applicant’s 
suitability for an open position is by checking what the 
applicant says on social media sites.

•	 Maryland was the first state to pass a law making it illegal to 
ask job applicants for their social networking passwords, and 
other states have either also done so or are considering it.

Remember This

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Chapter 12  Managing Human Resources 419

O
r

g
a

n
iz

in
g

4

Developing Talent
Following selection, the next goal of HRM is to develop employees into an effective 
workforce. Key development activities include training and performance appraisal.

Training and Development

Training and development programs represent a planned effort by an organiza-
tion to facilitate employees’ learning of job-related skills and behaviors.66 Training 
magazine’s most recent “Industry Report” shows that organizations spent some 
$55.8 billion on formal training programs in 2012, with spending on training 
payroll increasing and spending on outside products and services decreasing.67 
Exhibit 12.10 shows some frequently used types and methods of training. Train-
ing conducted by a “stand-and-deliver” instructor in a classroom remains the most 
popular method of training. Interestingly, this method of training, representing 

Type of Product or Service

Online Learning Tools and Systems

Percentage Intending to Purchase in 2013

0 5 10 15 20 25 30 35 40 45 50

38

Classroom Tools and Systems 28

Authoring Tools and Systems 35

Learning Management Systems 29

Content Development 25

Consulting Services 19

Presentation Software and Tools 25

Audio and Web Conferencing Products 24

Certi�cation 25

Business Skills 18

Games and Simulations 20

Courseware Design 22

Mobile Learning 20

2012 Instructional Methods and Media

Classroom with instructor

Blended (combination of live instructor, virtual
classroom, social networking, etc.)

Online and computer-based

Social networking and mobile

45.2

27.0

24.7

1.1

Type of Delivery Percent of Training Hours

exhibit	     12.10      Methods of Training and Intended Training Expenditures

SOURCE:  “2012 Training Industry Report,” Training (November–December 2012): 20–33.

Go to the “Small 
Group Breakout” 
on page 429, which 
pertains to the desired 
manager competencies 
at IBM.
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45.2 percent of training hours reported, increased from the 41.2 percent reported in 
2011. Online training methods increased only slightly, and delivering training via social 
media and mobile devices has declined slightly.

To understand the importance of training, consider the following extreme example. 
When the Taj Mahal Palace in Mumbai was attacked by terrorists, employees risked their 
lives to protect guests. 

Innovative  
Way

Taj Mahal Palace 
Mumbai

Imagine enjoying yourself at a corporate dinner to welcome the new CEO when terror-
ists storm the hotel. That’s what happened at the Taj Mahal Palace hotel in Mumbai (Taj 
Mumbai) at the end of a dinner hosted by Hindustan Lever. The Taj Mumbai banquet staff, 
led by 24-year-old Mallika Jagad, quickly recognized that something was wrong and swung 
into action, locking the doors and turning off the lights. As the group huddled in the banquet 
room overnight, staff constantly went around offering water and calming the guests. The next 
morning, a fire broke out, forcing the group to climb out the windows. Again, the staff calmly 
evacuated all the guests first. “It was my responsibility,” said Jagad. “I may have been the young-
est person in the room, but I was still doing my job.” Elsewhere in the hotel, similar acts of 
heroism were going on. At least 11 Taj Mumbai employees died while helping guests escape.

The Taj Mumbai staff gave the term customer service a whole new meaning that night. 
There were no policy manuals or procedures specifying how employees should behave in 
such a crisis situation. The actions of the staff were a result of unique hiring, training, and 
incentive systems that create a culture in which employees always put guests first, even if it 
means risking their own lives.

At the Taj Mumbai, all employees go through 18 months of training, which includes both 
classroom and on-the-job training. Classes are taught by incumbent managers, not consul-
tants. Training is designed to impart three kinds of skills: technical skills, so that people can 
do their specific jobs; grooming, personality, and language skills; and customer-service skills, 
so that employees learn to listen, empathize, and improvise. People are taught to think and 
be creative rather than rely on strict rules and procedures, and they learn to be customer 
ambassadors who place guests’ interests ahead of the company’s interests.68

The Taj Group expect managers to lead by example, and every manager goes 
through 18 months of training similar to lower-level employees. In addition, managers 
must develop three sets of leadership competencies, and the company hires an external 
coach to support each manager’s development.

Development is sometimes distinguished from training. The general term training is 
typically used to refer to teaching people how to perform tasks related to their present 
jobs, while development means teaching people broader skills that are not only useful in 
their present jobs but also prepare them for greater responsibilities in future jobs. At farm-
ing equipment manufacturer Deere, rising managers get coaching from influential board 
members, for example, to develop their leadership skills.69 GE has adopted a new approach 
to developing managers due to changes in the global competitive environment. Instead of 
moving its executives around to different divisions every few years so that they gain a broad 
understanding of the company and develop general management skills, GE is leaving them 
where they are so that they can gain a deeper understanding of the products and customers 
of a specific unit. “The world is so complex,” says Susan Peters, leader of executive develop-
ment at GE. “We need people who are pretty deep.” 70

On-the-Job Training (OJT)
The most common type of training is on-the-job training (OJT), where an experienced 
employee is asked to take a new employee “under his or her wing” and show the newcomer 
how to perform job duties. OJT has many advantages, such as few out-of-pocket costs 
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for training facilities, materials, or instructor fees and easy transfer of learning back to the 
job. When implemented well, OJT is considered the fastest and most effective means of 
facilitating learning in the workplace.71 One type of OJT involves moving people to vari-
ous types of jobs within the organization, where they work with experienced employees 
to learn different tasks. This cross-training may place an employee in a new position for as 
short a time as a few hours or for as long as a year, enabling the individual to develop new 
skills and giving the organization greater flexibility. 

Social Learning 
As shown in Exhibit 12.10, many companies report plans to purchase products and ser-
vices for online and mobile learning in 2013. This reflects an awareness of the importance 
of social learning, particularly for younger employees. Social learning basically means 
learning informally from others by using social media tools, including mobile technologies, 
social networking, wikis and blogs, virtual games, and so forth.72 A simple example might 
be an employee who asks a question on a blog or in a tweet, seeking advice from colleagues 
about a process or task. The majority of organizational learning occurs through informal 
rather than formal channels, so managers are supporting the use of social media technol-
ogy for learning in day-to-day work. These tools allow people to share information, access 
knowledge, find resources, and collaborate in a natural way. An IBM survey found that 
high-performing organizations are 57 percent more likely than other companies to provide 
employees with collaborative and social media tools.73

Corporate Universities 
Another popular approach to training and development is the corporate university, an 
in-house training and education facility that offers broad-based learning opportunities 
for employees—and frequently for customers, suppliers, and strategic partners as well—
throughout their careers.74 One well-known corporate university is Hamburger University, 
McDonald’s worldwide training center. This institution is so well respected that its cur-
riculum is recognized by the American Council on Education, so employees can actually 
earn college credits. Whereas all management training used to be held in the United States, 
there are now seven locations of Hamburger University around the world, including in São 
Paulo, Shanghai, Munich, and Mumbai.75 Numerous other companies, including FedEx, 
GE, Intel, Harley-Davidson, Procter & Gamble (P&G), and Capital One, use corporate 
universities to build human capital.

Nuclear energy company Westinghouse Electric recently invested “tens of millions” of 
dollars into a corporate university, according to director of talent management Jim Ice, to train 
current and new employees. Because there hasn’t been much nuclear plant construction in the 
United States since the 1979 Three Mile Island disaster, the company has had to hire people 
with little or no experience in the nuclear industry and recognized a need for better training.76

Promotion from Within 
Another way to further employee development is through promotion from within, which 
helps companies retain and develop valuable people. Promotions provide more challenging 
assignments, prescribe new responsibilities, and help employees grow by expanding and 
developing their abilities. The Peebles Hydro hotel in Scotland is passionate about pro-
moting from within as a way to retain good people and give them opportunities for growth. 
A maid has been promoted to head housekeeper, a wine waitress to restaurant head, and 
a student worker to deputy manager. The hotel also provides ongoing training in all areas. 
These techniques, combined with a commitment to job flexibility, helped the hotel retain 
high-quality workers at a time when others in the tourism and hospitality industry were 
suffering from a shortage of skilled labor. Staff members with 10, 15, or even 20 years of 
service aren’t uncommon at Hydro.77
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Performance Appraisal 
Performance appraisal refers to observing and assessing employee performance, recording 
the assessment, and providing feedback to the employee. During performance appraisal, skill-
ful managers give feedback and praise concerning the acceptable elements of the employee’s 
performance. They also describe performance areas that need improvement. One of the big-
gest corporate talent management mistakes, according to management expert Ram Charan, 
is the failure to provide candid performance assessments that focus on development needs.78 
When employees get this feedback, they can use it to improve their performance. Unfortu-
nately, only three in ten employees surveyed believe that their companies’ performance review 
system actually helps to improve performance, indicating a need for improved methods of 
appraisal and feedback.79

The performance appraisal process is widely disliked in organizations, but good perfor-
mance appraisals are an important part of an overall performance management system that 
helps retain valued employees by helping them develop their skills, obtain rewards, and 
advance in the organization.80 Generally, HRM professionals concentrate on two things to 
make performance appraisal a positive force in their organizations: (1) the accurate eval-
uation of performance through the development and application of assessment systems 
such as rating scales and (2) training managers to use the performance appraisal interview 
effectively so that managers can provide feedback that will reinforce good performance and 
motivate employee development. Current thinking is that performance appraisal should be 
ongoing, not something that is done only once a year as part of a consideration of raises.

Assessing Performance Accurately 
Jobs are multidimensional, and therefore performance may be multidimensional as well. A 
recent trend in performance appraisal is called 360-degree feedback, a process that uses 
multiple raters, including self-rating, as a way to increase awareness of strengths and weak-
nesses and guide employee development. Members of the appraisal group may include 
supervisors, coworkers, and customers, as well as the individual, thus providing a holistic 
view of the employee’s performance.81 Some companies use social networking style systems 
to make 360-degree performance feedback a dynamic, ongoing process. One software pro-
gram from Rypple, for example, lets people post short, Twitter-style questions about their 
performance of a particular task and get feedback from managers, peers, or anyone else the 
user selects. Another system from Accenture has employees post photos, status updates, 
and two or three weekly goals that can be viewed, followed, and assessed by colleagues.82

Another alternative performance-evaluation method is the performance review rank-
ing system.83 This method is increasingly controversial because it essentially evaluates 
employees by pitting them against one another. As most commonly used, these systems 
rank employees according to their relative performance: 20 percent would be placed in 
the top group of performers; 70 percent have to be ranked in the middle; and 10 percent 
are ranked at the bottom. The bottom tier are given a set period of time to improve their 
performance, and if they don’t improve, they are fired. The idea behind the forced rank-
ing of employees is that everyone will be motivated to improve performance. 

The advantages of a performance-ranking system are that it (1) forces reluctant managers 
to make difficult decisions and identify the best and worst performers; and (2) creates and sus-
tains a high-performance culture in which people continuously improve. The disadvantages are 
that the system (1) may increase cutthroat competition among employees; (2) discourages col-
laboration and teamwork; and (3) potentially harms morale. Many companies have dropped 
the ranking system or modified it so that it doesn’t insist on quotas for underperformers.84

Performance Evaluation Errors 
Although we would like to believe that every manager assesses employees’ performance in a 
careful and bias-free manner, researchers have identified several rating problems.85 One of 
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the most dangerous is stereotyping, which occurs when a rater places an employee into a 
class or category based on one or a few traits or characteristics—for example, stereotyping 
an older worker as slower and more difficult to train. Another rating error is the halo effect, 
in which a manager gives an employee the same rating on all dimensions, even if his or her 
performance is good on some dimensions and poor on others.

One approach to overcome performance evaluation errors is to use a behavior-based 
rating technique, such as the behaviorally anchored rating scale. The behaviorally  
anchored rating scale (BARS) is developed from critical incidents pertaining to job per-
formance. Each job performance scale is anchored with specific behavioral statements that 
describe varying degrees of performance. By relating employee performance to specific  
incidents, raters can more accurately evaluate an employee’s performance.86

Exhibit 12.11 illustrates the BARS method for evaluating a production line supervi-
sor. The production supervisor’s job can be broken down into several dimensions, such 
as equipment maintenance, employee training, and work scheduling. A BARS should be  
developed for each dimension. The dimension in Exhibit 12.11 is work scheduling. Good 
performance is represented by a 4 or 5 on the scale, and unacceptable performance by a 1 or 2.  
If a production supervisor’s job has eight dimensions, the total performance evaluation will 
be the sum of the scores for each of eight scales.

Have no plan or schedule
of work and no concept of 
realistic due dates.

1 2 3 4 5

Make a list of due dates
and revise them but get
frequently surprised by
unforeseen events.

Job: Production Line Supervisor
Work Dimension: Work Scheduling

Develop a comprehensive
schedule, observe target
dates, and update the
status of operations
relative to plans, making
schedule modi�cations as
quickly as necessary.

Usually satisfy time
constraints, with time and
cost overruns coming up
infrequently.

Have a sound plan but
neglect to keep track of
target dates or to report
schedule slippages or other
problems as they occur.

exhibit	     12.11      Example of a Behaviorally Anchored Rating Scale

SOURCES: Based on J. P. Campbell et al., “The Development and Evaluation of Behaviorally Based Rating Scales,” Journal of  Applied Psychology 57 (1973): 15–22; and 
Francine Alexander, “Performance Appraisals,” Small Business Reports (March 1989): 20–29.

•	 Training typically refers to teaching people skills needed 
in their current job, whereas development refers to 
teaching people broader career skills.

•	 The most common method of training is on-the-job-
training (OJT), in which an experienced employee is 
asked to teach a new employee how to perform job duties.

•	 Social learning refers to using social media tools to 
network and learn informally.

•	 A corporate university is an in-house training and 
development facility that offers broad-based learning 
opportunities for employees.

Remember This
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Maintaining an Effective Workforce
Now we turn to the topic of how managers and HRM professionals maintain a workforce 
that has been recruited and developed. Maintenance of the current workforce involves 
compensation, wage and salary systems, benefits, and (occasionally) termination.

Compensation

The term compensation refers to (1) all monetary payments and (2) all goods or com-
modities used in lieu of money to reward employees.87 An organization’s compensation 
structure includes wages and salaries and benefits such as health insurance, paid vacations, 
or employee fitness centers. Developing an effective compensation system is an important 
part of HRM because it helps to attract and retain talented workers. In addition, a compa-
ny’s compensation system has an impact on strategic performance.88 HR managers design 
the pay and benefits systems to fit company strategy and to provide compensation equity.

Wage and Salary Systems 
Ideally, management’s strategy for the organization should be a critical determinant of 
the features and operations of the pay system.89 For example, managers may have the 
goal of maintaining or improving profitability or market share by stimulating employee 
performance. Thus, they should design and use a merit pay system rather than a system 
based on other criteria such as seniority. At retailer Macy’s, for example, the board in-
creased the sales component of bonuses for senior executives to encourage sales growth. 
In addition, if Macy’s sales increase above the company plan, top executives can earn 
higher bonuses.90

The most common approach to employee compensation is job-based pay, which means 
linking compensation to the specific tasks an employee performs. However, these systems 
present several problems. For one thing, job-based pay may fail to reward the type of learn-
ing behavior needed for the organization to adapt and survive in a turbulent environment. 
In addition, these systems reinforce an emphasis on organizational hierarchy and central-
ized decision making and control, which are inconsistent with the growing emphasis on 
employee participation and increased responsibility.91

Skill-based pay systems are increasingly popular in both large and small companies.  
Employees with higher skill levels receive higher pay than those with lower skill levels.92 
Also called competency-based pay, skill-based pay systems encourage people to develop 

•	 McDonald’s Hamburger University has seven manage-
ment training centers around the world, including one in 
Shanghai and one in São Paulo.

•	 Performance appraisal is the process of observing and 
evaluating an employee’s performance, recording the 
assessment, and providing feedback.

•	 A recent trend is 360-degree feedback, which uses 
multiple raters, including self-rating, to appraise  
employee performance and guide development.

•	 Performance-review ranking systems are increasingly being 
criticized because they tend to pit employees against one 
another rather than promoting cooperation and teamwork.

•	 Stereotyping is a performance-evaluation error that 
occurs when a manager places an employee into 
a class or category based on one or a few traits or 
characteristics.

•	 The halo effect occurs when a manager gives an  
employee the same rating on all dimensions of the job, even 
though performance may be good on some dimensions and 
poor on others. 

•	 One way to overcome evaluation errors is to use a  
behaviorally anchored rating scale (BARS), which is  
a performance evaluation technique that relates an  
employee’s performance to specific job-related incidents.
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their skills and competencies, thus making them more valuable to the organization, as well 
as more employable if they leave their current jobs.

As with other aspects of management, big data analytics programs are now being used 
to make compensation decisions. A company wondering how to cut attrition can gather 
data on turnover, promotions, job changes, benefits, work-life balance, and other factors 
for hundreds of thousands of workers and use predictive analytics to see what truly makes 
a difference. Does increasing pay keep people from leaving, or do other factors play a 
larger role? A large regional bank, for example, found that increasing pay shaved only half 
a point off the turnover rate for customer service representatives. People felt dissatisfied, 
not underpaid.93

Compensation Equity 
Whether the organization uses job-based pay or skill-based pay, good managers strive 
to maintain a sense of fairness and equity within the pay structure and thereby fortify 
employee morale. Job evaluation refers to the process of determining the value or worth 
of jobs within an organization through an examination of job content. Job evaluation 
techniques enable managers to compare similar and dissimilar jobs and to determine  
internally equitable pay rates—that is, pay rates that employees believe are fair compared 
to those for other jobs in the organization.

Organizations also want to make sure that their pay rates are fair compared to other 
companies. HR managers may obtain wage and salary surveys that show what other 
organizations pay incumbents in jobs that match a sample of “key” jobs selected by the 
organization. These surveys are available from a number of sources, including the U.S. 
Bureau of Labor Statistics National Compensation Survey.

Pay-for-Performance
Many of today’s organizations develop compensation plans based on a pay-for-performance 
standard to raise productivity and cut labor costs in a competitive global environment.  
Pay-for-performance, also called incentive pay, means tying at least part of compensation 
to employee effort and performance, whether it be through merit-based pay, bonuses, team 
incentives, or various gain-sharing or profit-sharing plans. With pay-for-performance,  
incentives are aligned with the behaviors needed to help the organization achieve its strategic  
goals. Employees have an incentive to make the company more efficient and profitable  
because if goals are not met, no bonuses are paid. 

However, recent years have shown the potential dangers of misdirected pay- 
for-performance plans. Alan Blinder, Princeton professor of economics and public 
affairs, points out that a fundamental cause of the 2008–2009 financial crisis in the 
United States was the “perverse go-for-broke incentives” that rewarded people for taking  
excessive risks with other people’s money.94 During the financial meltdown, it became 
clear that people at every level of the financial system were getting rewarded for short-
term performance—if things went wrong down the line, it was someone else’s problem. 
Then it all came crashing down. Managers can take care to create pay-for-performance 
plans that align with the long-term interests of the organization, shareholders, and the 
broader society.

Benefits

An effective compensation package requires more than money. Although salary is an 
important component, benefits are equally important.

Organizations are required by law to provide some benefits, such as Social Security, 
unemployment compensation, and workers’ compensation. Other types of benefits, such 
as vacations and things such as onsite daycare or educational reimbursements, are not 
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required by law but are provided by organizations to attract and maintain an effective 
workforce. The benefits packages provided by large companies attempt to meet the needs 
of all employees. Some companies, particularly in the technology industry where skilled 
employees are hard to find, offer extremely generous benefit packages. SAS Institute, for 
example, provides (among other benefits) 90 percent coverage of health insurance pre-
miums, free health care at an onsite medical clinic, an onsite fitness center, unlimited 
sick days, three weeks annual vacation for entry-level employees, onsite child care, and a 
work-life center offering services ranging from parenting classes to elder care. Other tech 
firms such as Google, Yahoo, and Facebook are also using innovative benefits to recruit 
and retain top talent.95

During the recent recession, many employers have cut benefits not required by law, 
and most say that they don’t plan to restore them to prerecession levels.96 One company, 
however, is going in the opposite direction. The Cumberland Gulf Group, based in 
Framingham, Massachusetts, which owns Cumberland Farms convenience stores and 
the Gulf Oil brand, reclassified an additional 1,500 workers as full time so they would 
be eligible for company-sponsored health insurance in advance of the Affordable Care 
Act deadline. “The company has decided to make employee satisfaction and retention a 
corporate priority,” said president and COO Ari Haseotes. The change will cost the com-
pany “several million dollars,” he says, but managers believe that this will be compensated 
for by a greater level of employee loyalty and customer satisfaction.97

Rightsizing the Organization

In some cases, organizations have more people than they need and have to let some 
employees go. Rightsizing refers to reducing the company’s workforce intentionally to 
the point where the number of employees is deemed to be right for the company’s cur-
rent situation. Also called downsizing, planned reductions in the size of the workforce 
are a reality for many of today’s companies. Although many companies have begun hir-
ing workers again after major layoffs in 2009 and 2010, the unemployment rate in the 
United States was still hovering at around 7.3 percent in August 2013.98

As the term rightsizing implies, the goal is to make the 
company stronger and more competitive by aligning the size 
of the workforce with the company’s current needs. However, 
some researchers have found that massive cuts often fail to 
achieve the intended benefits, and in some cases, they signifi-
cantly harm the organization.99 Unless HRM departments 
effectively and humanely manage the rightsizing process, lay-
offs can lead to decreased morale and performance. Manag-
ers can smooth the process by regularly communicating with 
employees and providing them with as much information as 
possible, providing assistance to workers who will lose their 
jobs, and using training and development to help address the 
emotional needs of remaining employees and enable them to 
cope with new or additional responsibilities.100

Termination

Despite the best efforts of line managers and HRM profes-
sionals, the organization will lose employees. Some will retire, 
others will depart voluntarily for other jobs, and still others 
will be forced out through mergers and cutbacks or for poor 
performance.

Carefully reviewing market needs, new technologies, and 
future goals helps leaders strategically plan for and proactively 
assess rightsizing of an organization. This rightsizing 
activity should be a constant part of the management of any 
organization. Nucor Corporation has taken a very strategic 
approach to the manufacturing sector since the Great 
Recession of 2008 that has resulted in 4 percent growth over 
the past five years.

Concept Connection

Jo
e 

S
on

ge
r/

B
ir

m
in

gh
am

 N
ew

s/
La

nd
ov

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Chapter 12  Managing Human Resources 427

The value of termination for maintaining an effective 
workforce is twofold. First, employees who are poor perform-
ers can be dismissed. Productive employees often resent dis-
ruptive, low-performing employees who are allowed to stay 
with the company and receive pay and benefits comparable 
to theirs. Second, managers can use exit interviews as a valuable 
HR tool, regardless of whether the employee leaves voluntarily 
or is forced out. An exit interview is an interview conducted 
with departing employees to determine why they are leaving the  
company. The value of the exit interview is to provide an inex-
pensive way to learn about pockets of dissatisfaction within the 
organization and hence find ways to reduce future turnover.101 As 
John Donahoe, president and CEO of eBay, put it, “when people 
are leaving, they’re often in a very reflective state and . . . they’re 
also just stunningly direct, because it’s like they have nothing to 
lose.” One thing that Donahoe learned from conducting exit  
interviews at eBay was that mid-level executives were unclear about 
their responsibility and authority, so he reorganized to clarify lines of decision-
making responsibility and authority.102 The oil services giant Schlumberger includes 
an exit interview as part of a full-scale investigation of every departure, with the 
results posted online so that managers all around the company can get insight into 
problems.103

However, in some cases, employees who leave voluntarily are reluctant to air 
uncomfortable complaints or discuss their real reasons for leaving. Companies 
such as T-Mobile, Campbell Soup, and Conair found that having people complete 
an online exit questionnaire yields more open and honest information. When 
people have negative things to say about managers or the company, the online 
format is a chance to speak their mind without having to do it in a face-to-face 
meeting.104

“I have a hard time looking 
myself in the mirror if I 
keep someone around who 
can’t do the job. It is not 
fair to the other employees, 
and it certainly is not fair 
to my customers.”

—Jay Goltz, entrepreneur  

and business speaker

Go to the “Ethical 
Dilemma” on  
pages 429–430, which 
pertains to termination 
of employees for poor 
performance.

•	 Compensation refers to all monetary payments and 
all nonmonetary goods or benefits used to reward 
employees.

•	 Managers strive to maintain fairness and equity in the 
pay system.

•	 Job evaluation is the process of determining the value 
of jobs within an organization through an examination 
of job content.

•	 Wage and salary surveys show what other organiza-
tions pay incumbents in jobs that match a sample of key 
jobs selected by the organization.

•	 Pay-for-performance, also called incentive pay, means 
tying at least a portion of compensation to employee ef-
fort and performance.

•	 Benefits make up a large portion of labor costs in the 
United States. 

•	 During the recession, many organizations have cut 
benefits that are not required by law.

•	 Rightsizing, also called downsizing, refers to reduc-
ing the company’s workforce intentionally to the point 
where the number of employees is deemed right for the 
company’s current situation. 

•	 If not managed effectively and humanely, rightsizing can 
lead to decreased morale and performance.

•	 An exit interview is an interview conducted with 
departing employees to determine reasons for their 
departure and learn about potential problems in the 
organization.

•	 Campbell Soup Company and some other organizations 
let people complete an online exit questionnaire so they 
can express their complaints or ideas freely, without hav-
ing to talk face to face with a manager.
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Ch12	 Discussion Questions

  1.	 Does it seem like a good idea to let a big data computer 
program make hiring decisions, as some companies like 
Xerox are doing, as described in this chapter? What 
types of positions do you think this might be suitable 
for? What might be some drawbacks to this approach?

  2.	 Assume that it is the year 2027. In your company, cen-
tral planning has given way to frontline decision making, 
and bureaucracy has given way to teamwork. Shop floor 
workers use handheld devices and robots. A labor short-
age currently affects many job openings, and the few ap-
plicants that you do attract lack skills to work in teams, 
make their own production decisions, or use sophisti-
cated technology. As vice president of HRM since 2013, 
what should you have done to prepare for this situation?

  3.	 Is it wise for managers to evaluate a promising candi-
date’s tweets or postings on social networking sites as 
grounds for rejection before even interviewing him or 
her? What might be some ethical and legal issues that 
managers should consider? Discuss.

  4.	 What does it mean to say that HRM plays a strategic 
role in driving organizational performance? Consider 
recruiting, training, performance appraisal, and com-
pensation strategies as part of your answer.

  5.	 If you were asked to advise a private company about its 
EEO responsibilities, what two points would you em-
phasize as most important? 

  6.	 As HR manager for a small company that makes com-
puter games and software, what are some steps that you 
might take to create an employer brand? 

  7.	 One HR manager recently got a thank-you note on her 
iPhone that said “Thx 4 the Iview! Wud ♥ to wrk 4 u!!!” 
The manager had liked the candidate in the interview, 
but after getting this note, she put him in the reject pile. 
Do you think it was fair for the manager to reject the 
candidate so automatically? Should “textspeak” be con-
sidered acceptable workplace communication? Discuss.

  8.	 If you are in charge of training and development, which 
training option or options—such as OJT, cross- 
training, and classroom—would you be likely to choose 
for your company’s production line manager? A cus-
tomer service representative? An entry-level accountant?

  9.	 What might be some disadvantages of acqui-hiring? 
As a manager, how would you draw up a contract 
with a new employee who was an acqui-hire? Include 
considerations such as compensation and benefits, 
performance measures, training, and a noncompete 
agreement. 

10.	  How would you go about deciding whether to use a 
job-based, skills-based, or pay-for-performance com-
pensation plan for employees in a textile manufacturing 
plant? For waitstaff in a restaurant? For salespeople in 
an insurance company?

Ch12	 Apply Your Skills: Experiential Exercise
Do You Want to Be an HR Manager?105

The following questions are based on a Human Resources 
Capability Model developed by the Australian Public 
Service (APS) Commission for HR managers who work 
in government agencies. People who work with HR man-
agers complete a 72-item questionnaire assessing a range 
of expectations for each manager. The results are given to 
the person, who then works to improve a low score. These 
questions give a glimpse of the expectations for APS HR 
managers. Please think about how strongly you are  
attracted to the requirement below.
  1	 —Not attracted at all
  2	 —Not very attracted
  3	 —Moderately attracted
  4	 —Very attracted
  5	 —Extremely attracted

Bringing HR to the Business

  1.	 Has a detailed knowledge of current HR approaches, 
tools, and technology. 

	 1	 2	 3	 4	 5

  2.	 Understands the human behavior triggers that affect or 
improve organizational performance. 

	 1	 2	 3	 4	 5

Connecting HR with the Business

  3.	 Maintains knowledge of the business through frequent 
interaction with people in the workplace. 

	 1	 2	 3	 4	 5
  4.	 Presents strong business cases for HR initiatives. 
	 1	 2	 3	 4	 5

Partnering with the Business

  5.	 Establishes and maintains good relationships across the 
organization. 

	 1	 2	 3	 4	 5
  6.	 Guides the top executive and line managers in actively 

managing people issues. 
	 1	 2	 3	 4	 5

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Chapter 12  Managing Human Resources 429

O
r

g
a

n
iz

in
g

4

Achieving High-Quality Business Results

  7.	 Applies business acumen to HR decisions. 
	 1	 2	 3	 4	 5
  8.	Monitors HR initiatives continuously to maintain 

consistency with business outcomes. 
	 1	 2	 3	 4	 5

Bringing Ideas to the Business

  9.	 Looks continually for ways to enhance or create new 
HR methods to achieve business outcomes. 

	 1	 2	 3	 4	 5
10.	 Critically evaluates and explores alternatives to the way 

things are done. 
	 1	 2	 3	 4	 5

Scoring and Interpretation
Correct answers are not the point of the preceding ques-
tions. The five subscales (Bringing HR to the Business, 
Partnering with Business, etc.) represent elements of the 
Human Resources Capability Model that APS HR man-
agers are expected to master. Any questions for which you 
receive a 4 or 5 would be strong areas for you. If you aver-
aged 4 or higher for most of the five capabilities, you may 
want to consider a career in HR. If you aspire to become 
an HR manager, it would be good to study the entire 
model at the Web site www.apsc.gov.au/publications01 
/hrmodel.htm.

Ch12	 Apply Your Skills: Small Group Breakout
Management Competencies106

Step 1.  An important responsibility of the HR depart-
ment at many companies is to develop a list of managerial 
competencies and then to provide training to help manag-
ers improve on those competencies. The list below includes 
desired manager competencies from IBM. Make notes to 
the right of each competency describing the management 
behaviors that you think would be covered.
●	 Collaborative influence �
	 �
●	 Developing IBM people and communities �
	 �
●	 Earning trust �
	 �
●	 Embracing challenge �
	 �
●	 Enabling growth �
	 �
●	 Passion for IBM’s future �
	 �

●	 Strategic risk taking �
	 �
●	 Thinking horizontal �
	 �
Step 2.  In groups of three to five students, compare, 
discuss, and agree upon the expected behaviors for each 
competency. One student should be the recorder and be 
prepared to report the behaviors to the class.
Step 3.  After agreeing upon competency behaviors, each 
student should take a turn stating the competencies they 
believe will be easiest and hardest for them to master.
Step 4.  Why do you think IBM arrived at this set of com-
petencies? How do you think it might differ from manage-
ment or leadership competencies for other companies?
Step 5.  Outside of class, go online and look up informa-
tion on IBM’s competencies. (Search for “IBM Leadership 
Competencies.”) Are the competencies defined as you 
expected? Look up competencies for another company as 
well. Why do you think HR departments in these compa-
nies put so much energy into developing a list of desired 
manager competencies?

Ch12	 Apply Your Skills: Ethical Dilemma
A Conflict of Responsibilities
As director of HR, Tess Danville was asked to negotiate  
a severance deal with Terry Winston, the Midwest  
regional sales manager for Cyn-Com Systems. Winston’s 
problems with drugs and alcohol had become severe 
enough to require his dismissal. His customers were 
devoted to him, but top management was reluctant to 
continue gambling on his reliability. Lives depended on 
his work as the salesperson and installer of Cyn-Com’s 

respiratory diagnostic technology. Winston had been 
warned twice to clean up his act but had never succeeded. 
Only his unique blend of technical knowledge and high-
powered sales ability had saved him before.

Now the vice president of sales asked Danville to offer 
Winston the option of resigning rather than being fired if 
he would sign a noncompete agreement and agree to go into 
rehabilitation. Cyn-Com would also extend a guarantee of 
confidentiality on the abuse issue and a good work reference 
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as thanks for the millions of dollars of business that Win-
ston had brought to Cyn-Com. Winston agreed to take the 
deal. After his departure, several near-disasters that were the 
result of Winston’s mismanagement were uncovered. Some 
of his maneuvers to cover up his mistakes bordered on fraud.

Today, Danville received a message to call the HR direc-
tor at a cardiopulmonary technology company to give a per-
sonal reference for Winston. From the area code, Danville 
could see that he was not in violation of the noncompete 
agreement. She had also heard that Winston had completed 
a 30-day treatment program as promised. Danville knew 
that she was expected to honor the confidentiality agree-
ment, but she also knew that if his shady dealings had been 
discovered before his departure, he would have been fired 
without any agreement. Now she was being asked to give 
Winston a reference for another medical sales position.

What Would You Do?

1.	 Honor the agreement, trusting that Winston’s reha-
bilitation is complete on all levels and that he is now 
ready for a responsible position. Give him a good 
recommendation.

2.	 Contact the vice president of sales and ask him to  
release you from the agreement or to give the reference 
himself. After all, he’s the one who made the agreement. 
You don’t want to lie.

3.	 Without mentioning specifics, give Winston such an 
unenthusiastic reference that you hope the other HR 
director can read between the lines and believe that 
Winston will be a poor choice.

Ch12	 Apply Your Skills: Case for Critical Analysis
The Right Way with Employees?
As a senior manager for a global player in automobile 
production and sales, Kirby Ellis had joined thousands of 
fellow employees in the excitement surrounding production 
of the company’s new hybrid vehicles.

But barely two years into production, embarrassing 
component shortages, delivery delays, and a recall of the 
first models had a ripple effect, presenting the company with 
mounting concerns. In the confusion, many customers can-
celed orders and turned to competitors for purchase of the 
eco-friendly vehicles. Ellis’s company was facing a financial 
downturn.

With three decades of service to the company, Kirby led 
a contingent of managers intent upon keeping together as 
much of the company and as many employees as possible.

“We know there will be some necessary cuts,” Kirby 
admitted. “But this company has a long history of sticking 
by its people. Our first priority should be internal stream-
lining of how we do things and making sure we have the 
right people on board.”

Many managers liked what they heard from Kirby. 
He was well respected and had an unequaled reputation 
for his leadership and collaborative skills and his ability to 
work with managers, as well as line workers on the factory 
floors. People marveled at the number of individuals he 
knew on a personal level throughout the company.

Drew Cunningham influenced a second contingent 
within the management group. A brash go-getter with 
a reputation for fixing companies in crisis, he proposed 
across-the-board cuts in employees in order to implement a 

solution as quickly as possible. He proposed the immediate 
creation of a forced ranking system in order to identify and 
get rid of lower-ranking employees.

Kirby raised his hand and rose to his feet in objection. 
“So we’re going to create a system to fire . . .”

“I didn’t say fire . . .”
“OK, cut our own hard-working people? It sounds like 

some lame government commission,” Kirby said. “We’ve got 
bright people. This thing simply got worse faster than we 
thought. We can work with the people we have in setting 
up more efficient workflow, establishing reasonable dead-
lines to increase output and . . .”

“Kirby, these are not the days of knowing everyone 
in the plant,” Drew said. “You’re not throwing out your 
wife’s uncle Harry. We are taking a serious look at what we 
do, how we do it, and streamlining everything by keeping 
the right people in the organization and cutting the rest.”

Questions

1.	 What kind of employee social contract is assumed by 
Kirby and by Drew? Explain.

2.	 If you were an HR manager at the company, which 
view would you support? Why?

3.	 HR departments hire and develop human capital to 
serve the organization’s strategy and drive perfor-
mance. Which approach—Kirby’s or Drew’s—is more 
likely to have a greater positive impact on perfor-
mance? Discuss.
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Ch12	 On the Job Video Cases

On the Job: Barcelona Restaurant Group: Managing Human Resources
Questions

1.	 List the three main activities of HRM and identify 
which activity is examined at length in the video.

2.	 Of the various steps in Barcelona’s employee selection 
process, the job interview is the briefest. Do you agree 

with the company’s approach to interviewing? Why or 
why not?

3.	 Identify Barcelona’s three-stage process for matching 
job applicants with its organizational objectives, and 
explain how each stage reveals the fit between job  
applicants and the needs of the restaurant.
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e After studying this chapter, you should be able to:

	 1.	 Describe the pervasive demographic changes occurring in the  
domestic and global workforces and how corporations are 
responding. 

	 2.	 Explain how the definition of diversity has grown to recognize a 
broad spectrum of differences among employees, the importance 
of fostering a sense of inclusion, and the dividends of a diverse 
workforce.

	 3.	 Identify the complex attitudes, opinions, and issues that people bring 
to the workplace, including prejudice, discrimination, stereotypes, and 
ethnocentrism.

	 4.	 Summarize the factors that affect women’s opportunities, including 
the glass ceiling, the opt-out trend, and the female advantage.

	 5.	 Describe how diversity initiatives, mentor relationships, and training 
programs help create a climate that values diversity.

	 6.	 Explain how employee affinity groups help organizations respond to 
the rapidly changing and complex workplace.

Do You Have a Gender and Authority 
Bias?

Diversity in the Workplace
Diversity in Corporate America 
Diversity on a Global Scale 

Managing Diversity
Diversity and Inclusion
Diversity of Perspective
Dividends of Workplace Diversity

Factors Shaping Personal Bias
Workplace Prejudice, Discrimination, 

and Stereotypes

New Manager Self-Test: Valuing 
Workplace Diversity

Ethnocentrism 

Factors Affecting Women’s Careers
The Glass Ceiling 
Opt-Out Trend
The Female Advantage

Diversity Initiatives and Programs
Enhancing Structures and Policies 
Expanding Recruitment Efforts 
Establishing Mentor Relationships 
Increasing Awareness of Sexual Harassment 
Encouraging Employee Affinity Groups
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Mostly True Mostly False

  1.	 I would feel more comfortable if the pilot of an airplane I was traveling on 
were male.

__________ __________

  2.	 In general, I would rather work for a man than for a woman. __________ __________

  3.	 If I were being sentenced in court, I would prefer that the judge be a woman. __________ __________

  4.	 The people I look up to most are women. __________ __________

  5.	 I probably prefer that the U.S. president is a man rather than a woman. __________ __________

  6.	 When it comes to politics, I would rather vote for women than for men. __________ __________

  7.	 For most college courses, I prefer a male professor to a female professor. __________ __________

  8.	 In general, I think women make better leaders than men do. __________ __________

  9.	 In most areas, I would rather take advice from a man than from a woman. __________ __________

10.	 In general, I feel more comfortable when a man is in charge, as opposed to  
a woman.

__________ __________

Do You Have a Gender and Authority Bias?1

Instructions:  Indicate below whether each of the following statements is Mostly True or Mostly False for you.

When Jürgen Fitschen took over as head of Deutsche Bank AG in 2012, he 
promised to name a woman to the German bank’s executive committee 
during his tenure. But although Fitschen and his co-CEO named a dozen 

members to the expanded committee, which ranks one rung below the top-level man-
agement board, all were men. “This has to change,” Fitschen said. “We want to change 
this. We’re making a big effort internally to create a level playing field for women to 
make it to the top. But so far, we haven’t achieved the desired success.” The lack of 
women at senior positions stretches across the global financial industry, but Germany’s 
Deutsche Bank has become a particular target for criticism. Germany overall has one 
of the worst records in Europe in terms of females in senior management positions. 
“It’s not that there aren’t enough women, but rather that the management boards aren’t 
looking closely enough,” said Angela Hornberg, who runs Advance Human Capital, a 
Frankfurt headhunting firm. “If they really did their homework, they’d find a wonderful 
talent pool of women.”2

Scoring and Interpretation:  Give yourself 1 point for each Mostly True answer to items 1, 2, 5, 7, 9, 
10. Reverse-score items 3, 4, 6, 8 by giving yourself 1 point for each Mostly False answer. Research 
indicates that women often are considered to have better leadership skills than men, yet implicit 
attitudes may link men to high-authority roles and women to low-authority roles. Your score indicates 
your attitude toward men and women in authority. A perfectly balanced attitude toward gender and 
authority would be a score of 5, the average score is about 7, with the average score for men about 
½ point higher than the average score for women. The closer your score to 10 means a stronger 
preference for men in authority roles. The closer your score to 0 means a stronger preference for 
women. How do you explain your score? What experiences have led to your attitude toward men and 
women in authority roles? How will your attitude fit your chosen career?
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Other companies, in the United States as well as other countries, also struggle with 
diversity issues. Nationwide retailer Wet Seal, which caters to a core customer group 
of 13- to 23-year-olds, has been accused of firing and denying promotions to African 
Americans because they don’t fit the company’s brand image. In a discrimination lawsuit, 
one of the plaintiffs says that after she was fired, she heard a senior vice president tell 
the district manager that she wanted someone with blond hair and blue eyes.3 Wet Seal 
is being accused of being a company where discrimination is “not only tolerated, but  
required.” If true, it is almost stunning that this kind of blatant discrimination still occurs.

Leaders at most companies strive to avoid discriminatory policies and practices that lead 
to lawsuits. In addition, many companies have learned that valuing and supporting diverse 
employees pays off. Valuing and supporting diversity is not only the right thing to do ethi-
cally and culturally, but it also creates new business opportunities. To capitalize on those 
opportunities, organizations recognize that workplaces need to reflect the diversity in the 
marketplace. “Our country’s consumer base is so varied,” says Shelley Willingham-Hinton, 
president of the National Organization for Diversity in Sales and Marketing. “I can’t think 
of how a company can succeed without having that kind of diversity with their employ-
ees.”4 Forward-thinking managers agree and take steps to attract and retain a workforce that  
reflects the cultural diversity of the population. They take seriously the fact that there is a link 
between the diversity of the workforce and financial success in the marketplace. Exhibit 13.1 
lists some corporations that are considered leaders in diversity. They make diversity a top 

Company U.S. Employees % Minority Employees

Baptist Health South Florida   13,302 72

Methodist Hospital System   12,152 66

Intercontinental Hotels Group   14,508 65

Four Seasons Hotels & Resorts   12,439 62

Marriott International 108,939 62

Kimpton Hotels & Restaurants     6,996 62

Scripps Health   12,006 53

Qualcomm   13,353 53

Men’s Wearhouse   14,784 52

Cisco   34,847 49

Camden Property Trust     1,678 48

Capital One   27,912 45

Navy Federal Credit Union     7,745 45

Genentech   11,592 45

Children’s Healthcare of Atlanta     6,618 44

Whole Foods Market   60,213 43

USAA   23,211 43

Darden Restaurants 169,516 42

Nordstrom   52,431 42

Atlantic Health     7,255 41

Intel   44,209 41

exhibit	     13.1      
Examples of Leaders in  
Corporate Diversity

SOURCE: “100 Best Companies to Work For, 2012; Top Companies: Most Diverse,” http://archive.fortune.com/magazines 
/fortune/best-companies/2012/minorities/ (accessed October 14, 2013).
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priority and actively pursue a corporate culture that values equality 
and reflects today’s multicultural consumer base.

This chapter describes how the domestic and global work-
force is becoming increasingly diverse and how corporations are 
responding to the challenges and opportunities this presents. We 
look at the myriad complex issues that managers and employees 
face in a diverse workplace, including prejudice, stereotypes, dis-
crimination, and ethnocentrism. Factors that specifically affect 
women—the glass ceiling, the opt-out trend, and the female 
advantage—are also considered. The chapter concludes by pre-
senting an overview of initiatives taken by corporations to create 
an environment that welcomes and values a broad spectrum of 
diversity among its employees.

Diversity in the Workplace
When Brenda Thompson, the director of diversity and leadership education at MGM 
Resorts International, steps into one of the company’s hotel lobbies, she closes her eyes and 
listens. “It’s amazing all the different languages I can hear just standing in the lobbies of 
any of our hotels,” she says. “Our guests come from all over the world, and it really makes us 
realize the importance of reflecting that diversity in our workplace.”5 The diversity Thompson 
notices in the lobbies of the MGM Mirage hotels is a small reflection of the cultural diversity 
in the larger domestic and global workplaces. 

Diversity in Corporate America

Faced with fewer resources, a slow economy, and increased domestic and global competi-
tion, managers are searching for ways to set their organizations apart from the competition 
and create breakthrough innovations. Managers who cultivate a diversified workforce have 
been shown to improve their organization’s chances of success. Diverse teams that perform 
efficiently add value by combining individuals’ strengths, making the whole greater than 
the sum of its parts.6

In the past, when managers thought of diversity, they focused on the “problems” asso-
ciated with diversity, such as discrimination, bias, affirmative action, and tokenism.7 Now 
managers recognize that the differences that people bring to the workplace are valuable.8 
Rather than expecting all employees to adopt similar attitudes and values, managers are 
learning that these differences enable their companies to compete globally and tap into 
rich sources of new talent. Although diversity in North America has been a reality for 
some time, genuine efforts to accept and manage diverse people began only in recent 
years. Exhibit 13.2 lists some interesting milestones in the history of corporate diversity. 

Diversity in corporate America has become a key topic in part because of the vast 
changes occurring in today’s workplace. The following statistics illustrate how the work-
place is changing and challenging frontline managers who are trying to build cohesive teams:

●● Unprecedented generational diversity. Today’s workforce is in a state of flux as a 
blend of four generations presents new management challenges, with people stay-
ing healthy and working longer not only in the United States, but in China, Brazil, 
Russia, and elsewhere.9 Although most people from the World War II generation have 
retired, there are still a few members in their late 80s and even 90s in the workplace. 
According to the Bureau of Labor Statistics, for example, this generation represented 
about 5 percent of the labor force in the United States, and nearly 7 percent in Canada  
in 2011. These employees, and the rapidly aging baby boomers, share a “corporate 

“If we don’t reflect the 
global nature of our 
business in our employees, 
how can we possibly 
hope to understand our 
customers?”

—Mark Palmer-Edgecumbe, Google’s 

head of diversity and inclusion
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exhibit	      13.2      
Milestones in the History 
of Corporate Diversity

SOURCES: “Spotlight on Diversity,” special advertising section, MBA Jungle (March–April 2003): 58–61; and Xerox corporate 
Web site, www.news.xerox.com.

2009

Xerox appoints Ursula M. Burns as chairman
and CEO, the �rst African American woman to
head a Fortune 500 company.

1964

The University of Chicago Graduate School
of Business becomes the �rst top business
school to set up a scholarship program for 
African Americans.

1986

Pepsi runs the �rst Spanish-language TV  
commercial on a major network.

1992

Levi Strauss & Co. makes history by being the
�rst Fortune 500 company to offer full medical
bene�ts to domestic partners.

2014

General Motors (GM) names Mary Barra the
�rst woman CEO of a major auto company.
Janet Yellen becomes the �rst woman con�rmed
as chair of the Federal Reserve System in its
100-year history.

2004

Wales-born American Howard Stringer is
named Sony’s �rst non-Japanese CEO. 
Nancy McKinstry becomes the �rst American
to head Dutch publisher Wolters Kluwer.

1951

Secretary and single mother Bette Nesmith 
Graham invents and patents Liquid Paper. She
markets it herself after IBM refuses to buy it.

1970

Joseph L. Searles is the �rst African American
member of the New York Stock Exchange.

1987

Clifton R. Wharton becomes the �rst African 
American to head a Fortune 100 company 
when he takes the helm of  TIAA-CREF.

1994

Rajat Kumar Gupta becomes the �rst
Indian-born head of a U.S. transglobal 
corporation, McKinsey & Company.

2002

Stanley O’Neal is named CEO of Merrill
Lynch, the �rst African American to head a
major investment bank.

2006

PepsiCo appoints India-born Indra K. Nooyi 
as its �rst female CEO.

2011

IBM names Virginia Rometty as the �rst female
CEO in the company’s 110-year history.
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memory” that is invaluable to organizations, but as they stay in the workforce longer, 
there is little room for Generation X managers wanting to move up the hierarchy. As 
Gen-X workers move into middle age, they are struggling with reduced guarantees 
about their financial futures and job security. Meanwhile, Gen-Yers, sometimes called 
Millennials, are characterized as ambitious, lacking loyalty to one organization, and 
eager for quick success. Unlike different generations working together in the past, there 
are strong value differences among employees from different eras today.10

●● Aging workers. Baby boomers continue to affect the workplace as this massive group 
of workers progresses through its life stages. Baby boomers are continuously bump-
ing up the average age of the workforce. While the number of workers between 25 
and 45 years old is expected to decline from 66.9 percent to 63.7 percent by 2020, the 
number of workers age 55 years and older will leap from 19.5 percent to 25.2 percent 
in the same period.11

●● Increased diversity. Today’s workplace is becoming more diverse as the number of 
foreign-born workers increases. Foreign-born workers make up 16 percent of the U.S. 
workforce and are most likely employed in service industries, such as food preparation, 
cleaning, and maintenance. Of the total number of foreign-born workers, nearly half are 
Hispanic and 23 percent are Asian.12 Looking ahead, the number of Hispanic employees 
will grow the most, increasing 18.6 percent by 2020.13 Exhibit 13.3 shows the projected 
changes in employment among different racial and ethnic groups in the United States.

●● More women workers. Today, women outnumber men in the workplace, and their 
numbers are projected to grow slightly faster, at 7.4 percent compared to 6.3 percent 
for men. The good news is that nearly 73 percent of Fortune 500 companies now have 
at least one female executive officer, but women comprise just 14 percent of executive 
officers, according to Catalyst, a leading advocacy group for women.14 To accelerate 
their progress, many corporations have initiated coaching and training programs that 
prepare women for senior-level positions. 
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exhibit	     13.3      
Projected Changes in U.S. 
Labor Force, 2012–2022

SOURCE: Employment Projections: Civilian Labor Force by Age, Sex, Race, and Ethnicity, Bureau of Labor Statistics, U.S. 
Department of Labor, Table 3.1, Civilian Labor Force by Age, Sex, Race, and Ethnicity, 1992, 2002, 2012, and Projected 2022, 
http://www.bls.gov/emp/ep_table_301.htm (accessed May 22, 2014).
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These trends underscore the complex nature of today’s workforce and the potential 
pitfalls managers face as they lead diverse teams toward common goals. While many 
managers recognize the value of multicultural diversity, some simply haven’t kept pace 
with these demographic trends. In fact, as diversity has increased, so have the number 
of discrimination complaints with the Equal Employment Opportunity Commission 
(EEOC), which investigates employee claims and sometimes brings lawsuits on behalf of 
workers. One recent complaint is against Bass Pro Shops, accused of repeatedly refusing  
to hire non-white workers as clerks, cashiers, or managers, and using discriminatory 
language to explain their reasons. Among other charges in the lawsuit is the allegation 
that a senior worker in Indiana was seen discarding employment applications, explaining 
that he could tell by the job seekers’ names that they were black. The suit also alleges that 
the general manager of a Houston store regularly referred to those of Hispanic origin as 
“Pedro” or “Mexican.”15 

Diversity on a Global Scale 
Managers across the globe wrestle with many of the same diversity challenges as U.S. manag-
ers, especially concerning the progression of women into upper management positions. Con-
sider, for example, that in Italy, only 6 percent of the total number of corporate board members 
are women, 14 percent in Britain, and 2 percent in Germany and India. As mentioned before, 
14 percent of all board members in the United States are women.16 To boost the percentage of 
women on the corporate boards of European countries, the European Commission is studying 
whether to introduce quotas across the continent, similar to a recent law in Italy that requires 
Italian-listed and state-owned companies to ensure that by 2015, one-third of their board 
members are women. “We needed a shock to the system,” said Alessia Mosca, a member of 
Parliament for the center-left Democratic Party, who coauthored Italy’s new “pink quota” law. 
“The hope is that this will set off cultural change.”17

Japanese companies have an even greater struggle to bridge the gender gap on corpo-
rate boards, where women make up just 1.2 percent of senior executives.18 In fact, only 
65 percent of college-educated Japanese women are employed, many of them in low-paid 
temp jobs, compared with 80 percent of women in the United States. The reasons for the 
dearth of women in the Japanese workforce are complex. Part of it relates to tepid eco-
nomic growth. But over two-thirds of Japanese women leave work after their first child is 
born, compared to just one-third of U.S. women, often because of insufficient child care 
and societal expectations.19

Cultural norms, such as those that restrict the progression of women in Japan, are in-
tangible, pervasive, and difficult to comprehend. However, it is imperative that managers 
learn to understand local cultures and deal with them effectively.20 

•	 A workforce that displays characteristics of today’s  
diversified marketplace is an important tool for managers  
who are striving for success in a highly competitive 
business environment.

•	 The U.S. workforce is being transformed by a four-
generation workforce, aging baby boomers, an increase in 
Hispanic and Asian workers, and an increasing number 
of women employees.

•	 The progression of women into executive positions 
continues to be slow in both U.S. and global corpora-
tions, but innovative companies are initiating programs 
to boost women’s advancement into higher levels of 
responsibility.

•	 To succeed in the global marketplace, managers need to 
understand other cultures and deal with them effectively.

Remember This
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Managing Diversity
Managers who want to boost performance and jumpstart innovation agree that diverse 
teams produce the best results. In one survey of 32 department heads and executives, 
84 percent stated that they prefer heterogeneous teams because they lead to multiple view-
points and more prolific ideas.21 The following sections describe the characteristics of a 
diverse workforce and the dividends of cultivating one.

Diversity and Inclusion

Diversity is defined as all the ways in 
which people differ.22 Diversity wasn’t  
always defined this broadly. Decades ago, 
many companies defined diversity in terms 
of race, gender, age, lifestyle, and disability. 
That focus helped create awareness, change 
mindsets, and create new opportunities for 
many. Today, companies are embracing a 
more inclusive definition of diversity that 
recognizes a spectrum of differences that 
influence how employees approach work, 
interact with each other, derive satisfaction 
from their work, and define who they are 
as people in the workplace.23

Exhibit 13.4 illustrates the difference 
between the traditional model and the 
inclusive model of diversity. The dimen-
sions of diversity shown in the traditional 
model include inborn differences that 

Green Power
Diversity and Biodiversity

When we were children running up against dif-
fering opinions, our grandmothers reminded us, 
“It takes all kinds to make a world.” The preser-
vation of diverse plant and animal life forms also 
echoes Grandma’s words. To promote biodiversity 
preservation, managers at beverage maker Bean 
and Body use proceeds from the sale of its healthy 
coffees to sponsor The Bean and Body Protected 
Grounds Initiative, which works in collaboration 
with the World Land Trust to buy, protect, and 
preserve the most threatened areas of the world’s 
rain forests, wetlands, and coastlines. The award-
winning effort meets corporate goals to promote 

a healthy lifestyle while taking intentional steps 
to promote ecological, economic, and social pres-
ervation. The Bean and Body initiative works to 
solve biodiversity problems by helping the farm-
ers whose cultivation of coffee beans affects the 
environment through groundwater runoff and 
incursions into rain forests.

Sources: Andrew J. Hoffman, “Climate Change as a Cultural and Behavioral 
Issue: Addressing Barriers and Implementing Solutions,” Organizational 
Dynamics 39 (2010): 295–305; and Erin Legg, “Coffee Re-imagined: Bean 
and Body Emerge as Global Leaders,” Healthy New Age Web site, July 2010, 
www.healthynewage.com/blog/bean-and-body-wins-award/ (accessed 
August 1, 2012).

Concept Connection

Successful organizations seek a diverse and inclusive workforce. Indra 
Nooyi was named CEO of PepsiCo in 2006 after 12 years with the food and 
beverage giant, spending most of those years leading its global strategy. Both 
Fortune and Forbes magazines named the Indian-born executive one of the 
most powerful women in the United States. “I am not your normal, nondiverse 
CEO. I am everything that this company took forth in diversity and inclusion, 
and it has all come together with me,” says Nooyi.
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are immediately observable and include race, gender, age, and physical ability. However, the  
inclusive model of diversity includes all the ways in which employees differ, including aspects of  
diversity that can be acquired or changed throughout one’s lifetime. These dimensions may 
have less impact than those included only in the traditional model, but they nevertheless affect 
a person’s self-definition and worldview and the way the person is viewed by others. Many 
organizational leaders embrace this more inclusive definition of diversity. “Diversity has to 
be looked at in its broadest sense,” said Wally Parker, former CEO of KeySpan Energy (now  
National Grid).  “To me, it’s all about recognizing, respecting, and supporting individuals regard-
less of what makes up that individuality. So, yes, that’s race, gender, and sexual orientation. But 
it’s also introverted and extroverted, ethnic backgrounds, cultural upbringing, all those things.”24

One of the challenges of managing a diverse workforce is creating an environment where 
all employees feel accepted as members of the team and where their unique talents are  
appreciated. When managers create a feeling of inclusiveness, employees display more loy-

alty, cooperation, and trustworthiness. Inclusion is the degree to which an employee 
feels like an esteemed member of a group in which his or her uniqueness is highly  
appreciated. Inclusion creates a strong sense of belonging where all people can have 
their voices heard and appreciated.25 Consider how a manager of a retail store embraced 
an employee’s unique perspective with positive results. Hal, the manager, supervised  
an employee, Olivia, who was quiet and seemed to have few innovative ideas. But 
as Hal discussed marketing strategies for the store with Olivia, he was surprised to 
learn that she was a highly creative thinker, consistently interjecting novel ideas into 
the discussion. Over time, Hal realized that this seemingly quiet employee was one 
of the most creative marketing thinkers he had ever met, and together they created 
a very successful line of children’s outerwear. Hal has become a strong supporter of 
inclusion and a champion for individuals who operate differently from the norm.26

In creating a culture of inclusion, managers may experience times of tension and 
discord as people with different backgrounds bring different opinions and ideas. 
Conflicts, anxiety, and misunderstandings may increase. Embracing these differences 
and using them to improve company performance can be challenging. Managing  
diversity, a key management skill in today’s global economy, means creating a climate 
in which the potential advantages of diversity for organizational or group performance 
are maximized, while the potential disadvantages are minimized.27

Diversity of Perspective

You may have heard the expression, “Great minds think alike.” But when it comes to achieving 
breakthrough levels of innovation and performance, the best minds are those that don’t think 
alike. Over a 10-year-period, for example, DiversityInc.’s top 50 companies for any given year 

Traditional Age Race Gender Pay level Disability Lifestyle

Inclusive

Race Gender

Parent Language

Lifestyle Pay level

Work style Military
experience

Function Competency Income

Position Nationality Personality

exhibit	      13.4      Traditional vs. Inclusive Models of Diversity

SOURCE: Based on Anthony Oshiotse and Richard O’Leary, “Corning Creates an Inclusive Culture to Drive Technology Innovation and Performance,” Global Business and 
Organizational Excellence 26, no. 3 (March/April 2007): 7–21.

In what ways do you 
feel unique from others 
you work or attend 
class with? Do these 
perceived differences 
affect your interpersonal 
relationships? Complete 
the “Small Group 
Breakout” on  
pages 461– 462 to assess 
your personal diversity 
and gain insights about 
the factors that you 
believe set you apart 
from others.
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outperformed the Dow Jones Industrial Average by 22 percent and NASDAQ by 28 percent, 
according to Catalyst. Other studies by McKinsey & Company of executive board diversity 
in the United States, France, Germany, and the United Kingdom show that companies that 
rank in the top quartile for diversity had returns on equity that were 53 percent higher, on 
average, than those for the least diverse companies.28

Heterogeneous teams and organizations, made up of individuals with different 
backgrounds and skill sets, increase the chances of getting a diversity of perspective, 
which provides a broader and deeper base of ideas, opinions, and experiences for prob-
lem solving, creativity, and innovation. Managers who cultivate a diversity of perspective  
significantly increase the chance of creating hard-to-replicate competitive advantage. 
By tapping into the strengths of diversity, teams are more likely to experience higher  
efficiency, better quality, less duplication of effort among team members, and increased 
innovation and creativity.29

According to the results of one study, companies that rate high on creativity and 
innovation have a higher percentage of women and nonwhite male employees than less 
innovative companies. Another recent study showed that a team’s collective intelligence 
increases when there are more women members on the team.30 Moreover, companies 
with more diverse top leadership teams outperform their peers financially. Researchers  
analyzed return on equity (ROE) and margins for earnings before interest and 
taxes (EBIT) for 180 corporations in the United States, France, Germany, and the  
United Kingdom and found that those with a higher percentage of women and foreign 
nationals performed significantly better than their peers with less-diverse top teams.31

At Reckitt Benckiser, a U.K.-based producer of home, health, and personal care products, 
no nationality dominates the top leadership team. Two executives are Dutch, one is German, 
two are British, one is South African, two are Italian, and one is from India. Leaders believe 
the diversity of the company’s workforce is one reason that income increased 17 percent annu-
ally, on average, from 1999 to 2010. Recently retired CEO Bart Becht said, “It doesn’t matter 
whether I have a Pakistani, a Chinese person, a Brit, or a Turk, man or woman, sitting in the 
same room, or whether I have people from sales or something else, so long as I have people with 
different experiences—because the chance 
for new ideas is much greater when you 
have people with different backgrounds.”32

Dividends of 
Workplace Diversity

Managers who build strong, diverse orga-
nizations reap numerous dividends, as de-
scribed here and shown in Exhibit 13.5.33 
The dividends of diversity include the 
following:

●● Better use of employee talent. Compa-
nies with the best talent are the ones 
with the best competitive advantage. 
Attracting a diverse workforce is not 
enough; companies must also provide 
career opportunities and advance-
ment for minorities and women to 
retain them. 

●● Increased understanding of the mar-
ketplace. A diverse workforce is bet-
ter able to anticipate and respond to 

Concept Connection

As part of its award-winning supplier diversity program, San Francisco–based 
Pacific Gas & Electric (PG&E) spent a record $2.1 billion in 2012, or 38.8 
percent of its total procurement funds, on products and services from 
businesses owned by minorities, women, and service-disabled veterans. Because 
many of these suppliers are also PG&E customers, the utility’s managers don’t 
have to look far to find the diversity dividend PG&E reaps from this program.
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changing consumer needs. Ford Motor Company realized it could reach its business 
objectives only if it created a workforce that reflected the multicultural face of the 
country. So it assembled a workforce made up of 25 percent minorities (18.4 percent  
are African American) to foster a culture of inclusion, winning it a spot on Black  
Enterprise’s “40 Best Companies for Diversity.”34

●● Enhanced breadth of understanding in leadership positions. Homogeneous top 
management teams tend to be myopic in their perspectives. According to Niall 
FitzGerald of Unilever, “It is important for any business operating in an increasingly 
complex and rapidly changing environment to deploy a broad range of talents. That 
provides a breadth of understanding of the world and environment and a fusion of 
the very best values and different perspectives which make up that world.”35

●● Increased quality of team problem solving.  Teams with diverse backgrounds bring dif-
ferent perspectives to a discussion that result in more creative ideas and solutions.36 
Although a large percent of Ernst & Young’s senior leadership is still male, the company 
is taking steps to create a more diverse leadership team because it’s better for business. 
“We know you get better solutions when you put a diverse team at the table. People 
come from different backgrounds and they have different frames of reference. When 
you put these people together, you get the best solution for our clients,” says Billie  
Williamson, director of flexibility and gender equity strategy at Ernst & Young.37

●● Reduced costs associated with high turnover, absenteeism, and lawsuits.  Companies that 
foster a diverse workforce reduce turnover, absenteeism, and the risk of lawsuits. Because 
family responsibilities contribute to turnover and absenteeism, many companies now 
offer child-care and elder-care benefits, flexible work arrangements, telecommuting, and 
part-time employment to accommodate employee responsibilities at home. Discrimina-
tion lawsuits are also a costly side effect of a discriminatory work environment. A racial 
harassment suit against Lockheed Martin Corporation cost the company $2.5 million, 
the largest individual racial-discrimination payment obtained by the EEOC.38

The most successful organizations appreciate the importance of diversity and know that 
their biggest asset is their people. Organizations with diverse workforces are better prepared 
to anticipate strategic surprises, as the Central Intelligence Agency (CIA) discovered.

•  Better use of employee talent
•  Increased understanding of the marketplace
•  Enhanced breadth of understanding in leadership positions
•  Increased quality of team problem solving
•  Reduced costs associated with high turnover, absenteeism, and lawsuits

exhibit	      13.5      
Dividends of  
Workplace Diversity

SOURCE: Gail Robinson and Kathleen Dechant, “Building a Business Case for Diversity,” Academy of Management Executive 11, 
no. 3 (1997): 21–31.

Innovative  
Way

Central Intelligence 
Agency (CIA)

Surprises always catch us off guard. When they happen, we ask ourselves, “Who would 
have seen that coming?” The surprise attacks in the United States by Islamic terrorists on 
September 11, 2001, left the nation stunned, especially the CIA officers who were respon-
sible for gathering intelligence about terrorist activities and warning of possible threats. 
Why didn’t the CIA, one of the most influential institutions of the last 60 years, predict 
these attacks? Why did they have such a hard time getting inside the heads of the Islamic 
terrorists who crafted a devastating attack on U.S. soil?

When an organization such as the CIA experiences a “strategic surprise”—an unex-
pected, game-changing event that throws it off course—the results can be devastating. To 
better anticipate strategic surprises, organizations need a diverse workforce, one that re-
flects the diversity in the communities they serve. The CIA’s workforce has long been largely 
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Factors Shaping Personal Bias
To reap the benefits of diversity, organizations are seeking managers who will serve 
as catalysts in the workplace to reduce barriers and eliminate obstacles for women 
and minorities. To successfully manage a diverse workgroup and create a positive, 
productive environment for all employees, managers need to start with an under-
standing of the complex attitudes, opinions, and issues that already exist in the 
workplace or that employees bring into the workplace. These include several factors 
that shape personal bias: prejudice, discrimination, stereotypes, and ethnocentrism.

Workplace Prejudice, Discrimination, 
and Stereotypes

Prejudice is the tendency to view people who are different as being deficient. If 
someone acts out their prejudicial attitudes toward people who are the targets of 
their prejudice, discrimination has occurred.41 Paying a woman less than a man 
for the same work is gender discrimination. Mistreating people because they  
have a different ethnicity is ethnic discrimination. Although blatant discrimination 

•	 Diversity is defined as all the ways in which employees 
differ. 

•	 Inclusion is the degree to which an employee feels like 
an esteemed member of a group in which his or her 
uniqueness is highly appreciated.

•	 Diversity of perspective is achieved when a manager 
creates a heterogeneous team made up of individuals 
with diverse backgrounds and skill sets.

•	 Managing diversity, which means creating a climate 
in which the potential advantages of diversity for 

organizational performance are maximized while the 
potential disadvantages are minimized, is a key manage-
ment skill today.

•	 Corporations that recruit and retain a diverse work-
force reap numerous benefits, including improved team 
problem solving and increased understanding of the 
marketplace.

•	 Reckitt Benckiser attributes an increase in sales and 
income to the diversity of its top management team 
and workforce.

Remember This

homogeneous in terms of race, gender, ethnicity, class, and culture. The majority of its agents 
and analysts have been a tight group of Caucasian, Protestant, liberal-arts-educated American 
males. Few have traveled abroad or learned to speak a foreign language. The results of this 
homogeneity are intelligence failures. Consider the Cuban missile crisis of the early 1960s, 
where CIA analysts dismissed key intelligence about the Cuban missile buildup because of 
racist attitudes about Cuban informants. Even up through September 11, 2001, Robert Gates, 
former CIA director and U.S. secretary of defense, claimed that the CIA was less and less 
willing to employ “people that are a little different, people who are eccentric, people who 
don’t look good in a suit and tie, people who don’t play well in the sandbox with others.”39

Today’s CIA, however, seems to be recognizing the value of a heterogeneous workforce. 
According to retired general David H. Petraeus, who resigned as CIA director in 2012, “Our 
key challenge now is to ensure that the CIA’s extraordinarily gifted and dedicated workforce 
is contributing to its full potential. That means we must, at every level, be as inclusive as 
possible in our composition and in how we make decisions. Intelligence work is teamwork, 
and we have a duty, in our own teams, to reinforce each day the values of diversity, fairness, 
respect, and inclusion.”40
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What judgmental beliefs 
or attitudes do you 
have that influence your 
feelings about diversity 
in the workplace? 
Complete the “New 
Manager Self-Test” on 
page 448 to see how 
prepared you are to 
put stereotypes aside 
so you can manage 
effectively.
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New Manager     Self-Test
Valuing Workplace Diversity

Instructions: Circle all the words below that you associate with your personal response to the idea of workplace diversity. 

Abnormal

Accommodate

Aggravation

Appreciative

Assist

Baseless

Belittle

Beneficial

Biased

Committed

Comprehend

Corrupt

Criticize

Dislike

Dispute

Dissatisfaction

Dread

Eager

Gratified

Hostile

Impractical

Irritation

Join

Just

Listen

Necessary

Noble

Obstinate

Oppose

Optimistic

Partake

Perplexed

Please

Reasonable

Retreat

Right

Suitable

Sympathetic

Uneasy

Unfounded

Valueless

Welcoming

Total Score A _____. Add 1 point for each of the following 
words circled: Beneficial, Just, Necessary, Noble, Reasonable, 
Right, Suitable. Subtract 1 point for each of the following 
words circled: Abnormal, Baseless, Biased, Corrupt, Impractical, 
Unfounded,  Valueless.

Total Score B _____. Add 1 point for each of the following 
words circled: Appreciative, Committed, Eager, Gratified,  
Optimistic, Pleased, Sympathetic. Subtract 1 point for each of 
the following words circled: Aggravation, Dislike, Dissatisfaction, 
Dread, Irritation, Perplexed, Uneasy.

Total Score C _____. Add 1 point for each of the following 
words circled: Accommodate, Assist, Comprehend, Join, Listen, 
Partake, Welcoming. Subtract 1 point for each of the following 
words circled: Belittle, Criticize, Dispute, Hostile, Obstinate, 
Oppose, Retreat. 

Scoring and Interpretation: Your scores on this 
questionnaire pertain to your attitudes toward workplace 

diversity, which are reflected in your personal diversity values. 
Your score for Part A pertains to your intellectual judgments 
toward workplace diversity, Part B pertains to your affective 
(emotional) reaction, and Part C to your behavioral response 
to diversity. If your scores are near zero, then your attitudes 
and values toward workplace diversity are neutral. Higher 
positive scores mean that you hold positive values toward 
diversity and will likely deal sympathetically with bias in the 
workplace. Higher negative scores mean you hold negative 
values toward diversity and may be ill prepared to deal with 
diversity issues that arise in your role as manager. What 
experiences have led to your diversity values? How do you 
think your values will contribute to a career in management 
for you?

Sources: Based on Kenneth P.  De Meuse and Todd J. Hostager, “Developing 
an Instrument for Measuring Attitudes Toward and Perceptions of Workplace 
Diversity: An Initial Report,” Human Resource Development Quarterly (Spring 
2001): 33–51; and Alfred B. Heilbrun, “Measurement of Masculine and Feminine 
Sex Role Identities as Independent Dimensions,” Journal of Consulting and Clinical 
Psychology 44 (1976): 183–190.
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is not as widespread as in the past, bias in the work-
place often shows up in subtle ways. “I could go to a 
meeting and offer an opinion, and it was like I didn’t 
even say a word,” said Christine Dale. “A guy can offer 
the same opinion and it’s like, ‘Oh, that’s brilliant.’ ”42 
A survey by Korn Ferry International found that  
59 percent of minority managers surveyed had 
observed a racially motivated double standard in the 
delegation of assignments.43 One interesting recent 
study found that while talkative men tend to be 
seen as powerful and competent, talkative women 
tend to be perceived as less competent and pushy.44

A major component of prejudice is stereotypes, 
rigid, exaggerated, irrational beliefs associated with a 
particular group of people.45 To be successful man-
aging diversity, managers need to eliminate harmful 
stereotypes from their thinking, shedding any biases 
that negatively affect the workplace. For example, old 
stereotypes often bubble up and block women’s rise to 
higher-level positions. These silent but potent beliefs 
include the perception that women pose a greater 
risk in senior positions or that working mothers are 
unable to hold positions requiring extensive travel 
and stress. Stereotypes also may block the honest 
feedback women need for improving their performance. If a man makes a bad presenta-
tion, his male superiors might slap him on the back and say, “Buddy, what happened? You 
screwed up, man!” If a woman gives a bad presentation, she may never hear candid feedback. 
Instead, it may be spoken behind her back: “Wow! She really screwed up.”46

Managers can learn to value differences, which means that they recognize individ-
ual differences and see these differences with an appreciative attitude. To facilitate this 
attitude, managers can learn about cultural patterns and typical beliefs of groups to help 
understand why people act the way they do. It helps to understand the difference between 
these two ways of thinking—most notably that stereotyping is a barrier to diversity, but 
valuing cultural differences facilitates diversity. These two different ways of thinking are 
listed in Exhibit 13.6 and described here.47

●● Stereotypes are often based on folklore, media portrayals, and other unreliable sources 
of information. For example, studies have shown that the traditional stereotype of 
a “good” manager is masculine, adopting characteristics such as assertiveness and 

Stereotyping Valuing Cultural Differences

Is based on false assumptions, anecdotal 
evidence, or impressions without any direct 
experience with a group

Is based on cultural differences verified by 
scientific research methods 

Assigns negative traits to members of a group Views cultural differences as positive or 
neutral

Assumes that all members of a group have 
the same characteristics

Does not assume that all individuals within a 
group have the same characteristics

Example: Suzuko Akoi is Asian and is therefore 
not aggressive by white, male standards.

Example: As a group, Asians tend to be less 
aggressive than white, male Americans.

SOURCE: Adapted from Taylor Cox, Jr., and Ruby L. Beale, Developing Competency to Manage Diversity: Readings, Cases and 
Activities (San Francisco: Berrett-Koehler Publishers, Inc., 1997).

exhibit	     13.6      
Difference Between  
Stereotyping and Valuing  
Cultural Differences
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Age discrimination has made a difficult situation even more 
trying for older workers looking for jobs in this economy. In May 
2013, for instance, the average duration of unemployment for job 
seekers over age 55, such as Larry Visakowitz (pictured at a job 
fair for veterans), hovered around 54 weeks—over one full year. 
That’s 17 weeks longer than the national average. Stereotypes 
that plague older job seekers include the beliefs that they are 
more expensive, harder to train, more likely to leave, and less 
productive, adaptable, and technologically adept.
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competitiveness. Interestingly, however, for people who have worked in organizations 
with a high percentage of female managers, that stereotype no longer exists. Those 
employees often show a stronger preference for feminine characteristics such as caring 
and compassion.48 Legitimate cultural differences are backed up by systematic research 
of real differences, not folklore and supposition.

●● Stereotypes contain negative connotations. On the other hand, managers who value  
diversity view differences as potentially positive or neutral. For example, the observation  
that Asian males are typically less aggressive does not imply they are inferior or superior 
to white males—it simply means that there is a difference. 

●● Stereotypes assume that all members of a group have the same characteristics. Managers 
who value diversity recognize that individuals within a group of people may or may not 
share the same characteristics.49

Not only should managers rid themselves of stereotypical thinking, they should also 
recognize the stereotype threat that may jeopardize the performance of at-risk employees. 
Stereotype threat describes the psychological experience of a person who, when engaged 
in a task, is aware of a stereotype about his or her identity group suggesting that he or she 
will not perform well on that task.50 Suppose that you are a member of a minority group 
presenting complicated market research results to your management team and are anxious 
about making a good impression. Assume that some members of your audience have a 
negative stereotype about your identity group. As you ponder this, your anxiety skyrockets 
and your confidence is shaken. Understandably, your presentation suffers because you are 
distracted by worries and self-doubt as you invest energy in overcoming the stereotype. 
The feelings you are experiencing are called stereotype threat.

People most affected by stereotype threat are those we consider as disadvantaged in 
the workplace due to negative stereotypes—racial and ethnic minorities, members of 
lower socioeconomic classes, women, older people, gay and lesbian individuals, and people 
with disabilities. Although anxiety about performing a task may be normal, people with 
stereotype threat feel an extra scrutiny and worry that their failure will reflect not only 
on themselves as individuals, but on the larger group to which they belong. As Beyoncé 
Knowles said, “It’s like you have something to prove, and you don’t want to mess it up and 
be a negative reflection on black women.”51

Ethnocentrism

Ethnocentrism is one roadblock for managers trying to recognize, welcome, and encourage  
differences among people so that they can develop their unique talents and be effective 
organizational members. Ethnocentrism is the belief that one’s own group and culture 
are inherently superior to other groups and cultures. Ethnocentrism makes it difficult to 
value diversity. Viewing one’s own culture as the best culture is a natural tendency among 
most people. Moreover, the business world still tends to reflect the values, behaviors, and 
assumptions based on the experiences of a rather homogeneous, white, middle-class, male 
workforce. Indeed, most theories of management presume that workers share similar 
values, beliefs, motivations, and attitudes about work and life in general. These theories 
presume that one set of behaviors best helps an organization to be productive and effec-
tive and therefore should be adopted by all employees.52

Ethnocentric viewpoints and a standard set of cultural practices produce a monoculture,  
a culture that accepts only one way of doing things and one set of values and beliefs, which 
can cause problems for minority employees. People of color, women, gay people, the dis-
abled, the elderly, and other diverse employees may feel undue pressure to conform, may be 
victims of stereotyping attitudes, and may be presumed deficient because they are different. 
White, heterosexual men, many of whom do not fit the notion of the “ideal” employee, may 
also feel uncomfortable with the monoculture and resent stereotypes that label white males 
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as racists and sexists. Valuing diversity means ensuring that all people are given equal  
opportunities in the workplace.53

The goal for organizations seeking cultural diversity is pluralism rather than a 
monoculture and ethnorelativism rather than ethnocentrism. Ethnorelativism is the 
belief that groups and subcultures are inherently equal. Pluralism means that an  
organization accommodates several subcultures. Movement toward pluralism seeks 
to integrate fully into the organization the employees who otherwise would feel isolated 
and ignored. To promote pluralism in its Mountain View corporate headquarters, chefs 
at Google’s corporate cafeteria ensure that its menu accommodates the different tastes 
of its ethnically diverse workforce.

How tolerant are 
you of people who 
are different from 
you? Complete the 
“Experiential Exercise” 
on pages 460–461 to 
assess your tolerance 
for diversity.

Innovative  
Way
Google

Employees in Google’s corporate headquarters come from all corners of the world, but they 
feel a little closer to home when they see familiar foods from their homeland on the cafeteria 
menu. With a goal of satisfying a diverse, ethnically varied palate, Google’s first food guru and 
chef Charlie Ayers designed menus that reflected his eclectic tastes yet also met the needs 
of an increasingly diverse workforce. He created his own dishes, searched all types of restau-
rants for new recipes, and often got some of his best ideas from foreign-born employees. For  
example, a Filipino accountant offered a recipe for chicken adobo, a popular dish from her native  
country. Scattered around the Googleplex are cafés specializing in Southwestern, Italian, 
California-Mediterranean, and vegetarian cuisines. And because more and more Googlers 
originally hail from Asia, employees can find sushi at the Japanese-themed Pacific Café and 
Thai red curry beef at the East Meets West Café.

Google believes that food can be a tool for supporting an inclusive workplace. The array of 
menu options gives people a chance to try new things and learn more about their coworkers. 
And the company knows that when people need a little comfort and familiarity, nothing takes 
the edge off of working in a foreign country like eating food that reminds you of home.54

•	 The tendency to view people who are different as being 
deficient is called prejudice.

•	 Discrimination occurs when someone acts out their 
negative attitudes toward people who are the targets of 
their prejudice.

•	 A rigid, exaggerated, irrational belief associated with a 
particular group of people is called a stereotype.

•	 One stereotype is that talkative women are less capable 
and pushy, whereas talkative men are viewed as competent 
and powerful.

•	 Stereotype threat occurs when a person who, when 
engaged in a task, is aware of a stereotype about his or 

her identity group suggesting that he or she will not 
perform well on that task.

•	 Ethnocentrism is the belief that one’s own group is 
inherently superior to other groups.

•	 A culture that accepts only one way of doing things and 
one set of values and beliefs is called a monoculture.

•	 Ethnorelativism is the belief that groups and subcultures 
are inherently equal.

•	 Pluralism describes an environment in which the  
organization accommodates several subcultures,  
including employees who would otherwise feel isolated 
and ignored.

Remember This

Factors Affecting Women’s Careers
Research shows that companies with several senior-level women outperform those with-
out senior-level women both financially and organizationally. One survey of 58,000 em-
ployees in over 100 global companies revealed that companies with three or more women 
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in top management are perceived to be more 
capable, have stronger leadership, and inspire 
higher employee motivation, among other im-
portant organizational characteristics.55 How-
ever, there is evidence that women are stalling 
at the middle-management level. Women hold 
53 percent of entry-level professional posi-
tions, but they hold only 37 percent of middle- 
management positions, 28 percent of vice-
president and senior managerial roles, and  
14 percent of executive positions.56 In addition, 
men as a group still have the benefit of higher 
wages and faster promotions.

Both the glass ceiling and the decision to 
“opt out” of a high-pressure career have an im-
pact on women’s advancement opportunities 
and pay. Yet women are sometimes favored 
in leadership roles for demonstrating behav-
iors and attitudes that help them succeed 
in the workplace, a factor called “the female 
advantage.”

The Glass Ceiling

For the first time in U.S. history, women hold a majority of the nation’s jobs.57 As they 
move up the career ladder, the numbers of men and women are comparable, with women 
holding 51 percent of all lower- and mid-level managerial and professional jobs.58 But very 
few women break through the glass ceiling to reach senior management positions. In fact, 
only 3.6 percent of Fortune 500 companies have a woman CEO.59 The glass ceiling is an 
invisible barrier that exists for women and minorities that limits their upward mobility  
in organizations. They can look up through the ceiling and see top management, but 
prevailing attitudes and stereotypes are invisible obstacles to their own advancement. As 

described in the “Manager’s Shoptalk,” in addition to societal and  
institutional barriers, some women believe that mistakes women 
make in their patterns of communication and power relationships 
have held them back from achieving higher-level positions. 

The glass ceiling also impedes the career progress of minorities. In 
particular, Asian managers bump up against the bamboo ceiling, a com-
bination of cultural and organizational barriers that impede Asians’  
career progress. Today, while Asians are the most educated and make up 
a good share of the entry-level workforce in certain industries, they make 
up only 1.5 percent of corporate board members in the United States.60

To break through the glass ceiling into senior management roles, 
top executives suggest female and minority managers follow this 
advice:

●● Be assertive and ask for what you want. Many Asian managers 
have found themselves stereotyped as “not top manager material” 
because they are too quiet and unassertive. Women in general 
are also uncomfortable asking for what they want, for fear of 
being perceived as too aggressive or too selfish. Sheryl Sandberg,  
Facebook’s chief operating officer, says that 57 percent of men  
entering the workforce negotiate their salaries, but only 7 percent 

A number of studies 
conducted around the world 
in recent years confirm that 
weight discrimination adds to 
the glass ceiling effect for 
women. While overweight 
males are disproportionately 
represented among CEOs, 
overweight and obese women 
are underrepresented. Several 
years ago, ABC News sent 
a woman out to interview 
twice—once appearing to 
be an individual of normal 
weight and the second time 
in padded clothing to appear 
overweight. She received 
more job offers as a thin 
person despite the fact that 
she handed prospective 
employers a stronger résumé 
in her overweight incarnation.

Concept Connection
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“The most important factor 
in determining whether 
you will succeed isn’t 
your gender, it’s you. Be 
open to opportunity and 
take risks. In fact, take 
the worst, the messiest, 
the most challenging 
assignment you can find, 
and then take control.”

—Angela Braly, FORMER WellPoint CEO
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Manager’s    Shoptalk
How Women Hold Themselves Back 

S
heryl Sandberg, chief operating officer of Facebook, 
wrote the recent book Lean In to acknowledge that 
women face tremendous barriers in the workplace, 
but also to argue that women need to break down 

the barriers within themselves. She recounts workplace 
and social science research proving that bias exists, as 
well as some showing that women hold themselves 
back. Gender stereotypes, Sandberg says, are so power-
fully ingrained in women that they continue to perpet-
uate them subconsciously. Sandberg is not alone in her 
belief that women are partly to blame for the fact that 
“men still run the world.” Here are a few of the career 
sins that some people say women commit:

•	 They don’t take responsibility for their success. 
Societal norms and stereotypes of how women 
“should” act in the workplace have been around 
for decades, but they will change only if women 
take responsibility for redefining expectations. 
Too many women, Sandberg says, get caught in 
the “tiara syndrome,” expecting to be rewarded 
for good work rather than seizing opportunities 
and asking for what they deserve. Women have 
to actively “sit at the table” rather than being 
observers in their own careers.

•	 They don’t display credibility and confidence in 
their body language. Consultant Carol Kinsey 
Goman says women tend to physically condense 
themselves, whereas high-status men expand and 
take up more space, claiming their turf. Goman 
also advises against other nonverbal messages 
that reduce women’s authority: (1) tilting the head 
when listening; (2) waiting your turn; (3) excessive 
smiling; (4) nodding too much; (5) delicate hand-
shakes; and (6) flirting.

•	 They seek mentors. Having a mentor can be a 
powerful benefit to anyone’s career, but people 
should get mentors when they do great work and 
attract the attention of higher executives who 
want to help them. “Searching for a mentor has 
become the professional equivalent of waiting 
for Prince Charming,” Sandberg says. Rather than 
expecting to get a mentor in order to excel, the 
logic women should use is, “excel and you will get 
a mentor.”

•	 They leave before they leave. Women tend to 
make incremental decisions based on future plans 
that chip away at their career options. “A law 
associate might decide not to shoot for partner 
because someday she hopes to have a family,” 
Sandberg writes. “A sales representative might 
take a smaller territory or not apply for a man-
agement role. Often without even realizing it, 
the woman stops reaching for new opportunities” 
because of the long-term future impact. Sandberg 
pays tribute to women who sideline careers 
for children, but she emphasizes: “The time 
to scale back is when a break is needed or a 
child arrives—not before, and certainly not 
years in advance.”

Things will get better for women when there 
are more women in high-level positions who can 
change organizational cultures from within. For 
that to happen, women have to overcome the 
inner barriers that are holding them back.

Sources: Sheryl Sandberg, Lean In: Women, Work, and the Will to Lead 
(New York: Alfred A. Knopf, 2013); and Carol Kinsey Goman, “Body Language,” 
Leadership Excellence (August, 2010): 9.

of women do likewise.61 In addition, women and minorities need to build their case around 
things that matter most to their employer—principally, the impact on the bottom line.62

●● Highlight your achievements. Women tend to downplay their accomplishments and 
insights to avoid being judged as unfeminine. Maggie Wilderotter, CEO of Frontier 
Communications, recalls making points in boardrooms, then watching the group  
actively take notes when a man later said the same thing. “When that happened, I’d 
stop the conversation and say, ‘Do you realize I said that 10 minutes ago?’”63 In addi-
tion, modest women and minorities from group-oriented cultures often will not ask 
for rewards for themselves, but they may ask for rewards for others. White males, 
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Hot
Topic

on the other hand, typically self-promote their successes. To achieve recognition 
and credit for their successes, female and minority managers should highlight their 
achievements and promote their own accomplishments.64 

Opt-Out Trend

Some women never hit the glass ceiling because they choose to get off the fast track long 
before it comes into view. In recent years, an ongoing discussion concerns something  
referred to as the opt-out trend. In a survey of nearly 2,500 women and 653 men, 37 percent 
of highly qualified women report that they voluntarily left the workforce at some point in 
their careers, compared to only 24 percent of similarly qualified men.65

Quite a debate rages over the reasons for the larger number of women who drop out of 
mainstream careers. Opt-out proponents say that women are deciding that corporate success 
isn’t worth the price in terms of reduced family and personal time, greater stress, and negative 
health effects.66 Anne-Marie Slaughter, a Princeton professor and former top aide to Hillary 
Clinton, left her prestigious position to spend more time at home with a rebellious teen-
ager. Unable to balance work and family with success, Slaughter challenged the concept that 
women can “have it all” in a controversial 2012 article in The Atlantic. In the piece, Slaughter 
said that today’s workplace needs to adapt, and women who opt out have no need to apolo-
gize. “Women of my generation have clung to the feminist credo we were raised with . . . be-
cause we are determined not to drop the flag for the next generation,” Ms. Slaughter wrote. 
“But when many members of the younger generation have stopped listening, on the grounds 
that glibly repeating ‘you can have it all’ is simply airbrushing reality, it is time to talk.”67

One school of thought says that women don’t want corporate power and status in 
the same way that men do, and clawing one’s way up the corporate ladder has become 
less appealing. Yet critics argue that this view is just another way to blame women 
themselves for the dearth of female managers at higher levels.68 Vanessa Castagna, for 
example, says that she left J. C. Penney after decades with the company not because she  
wanted more family or personal time, but because she kept getting passed over for top 

jobs.69 Although some women are voluntarily leaving the fast track, many more 
genuinely want to move up the corporate ladder but find their paths blocked. In 
a survey by Catalyst of executive women, 55 percent said they aspire to senior 
leadership levels.70 In addition, a survey of 103 women voluntarily leaving execu-
tive jobs in Fortune 1000 companies found that corporate culture was cited as the 
number-one reason for leaving.71 The greatest disadvantages of women leaders stem 
largely from prejudicial attitudes and a heavily male-oriented corporate culture.72

Another troublesome issue that could contribute to the opt-out trend is the queen 
bee syndrome, a term that refers to a female boss who not only has no interest in fos-
tering the careers of other women but might even actively undermine them. In a 2011 
survey by the American Management Association, 95 percent of 1,000 working women 
said that they believed they had been undermined by another woman at some point in 
their careers. A study by the Workplace Bullying Institute reported that female bullies 
direct their hostilities toward other women 80 percent of the time. However, queen 
bees may be creatures of circumstances and ingrained corporate cultures. Women are 
expected to be softer and gentler, yet their hard, more assertive qualities get them re-
warded and promoted (and perhaps labeled as queen bees for their lack of sympathy).73

The Female Advantage

Some people think that women might actually be better managers, partly because of a more 
collaborative, less hierarchical, relationship-oriented approach that is in tune with today’s 
global and multicultural environment.74 As attitudes and values change with changing 

Are you guilty of 
gender bias when 
it comes to your 
attitudes toward 
authority? Check 
your results on the 
questionnaire at the 
beginning of this 
chapter to see if your 
biases are creating 
a stumbling block in 
your ability to embrace 
diversity.
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generations, the qualities that women seem to possess naturally may lead to a gradual role 
reversal in organizations. For example, a stunning gender reversal is taking place in U.S. 
education, with girls taking over almost every leadership role from kindergarten to gradu-
ate school. In addition, women of all races and ethnic groups are outpacing men in earn-
ing bachelor’s and master’s degrees. In higher-education institutions in the United States, 
women make up 58 percent of enrolled students overall.75 Among 25- to 29-year-olds,  
32 percent of women have college degrees, compared to 27 percent of men. Women are 
rapidly closing the M.D. and Ph.D. gap, and they make up about half of all U.S. law stu-
dents, half of all undergraduate business majors, and about 30 percent of MBA candidates. 
Overall, women’s participation in both the labor force and civic affairs has steadily increased 
since the mid-1950s, while men’s participation has slowly but steadily declined.76

According to James Gabarino, an author and professor of human development at 
Cornell University, women are “better able to deliver in terms of what modern society re-
quires of people—paying attention, abiding by rules, being verbally competent, and deal-
ing with interpersonal relationships in offices.”77 His observation is supported by the fact 
that female managers are typically rated higher by subordinates on interpersonal skills, 
as well as on factors such as task behavior, communication, ability to motivate others, 
and goal accomplishment.78 Recent research found a correlation between balanced gender 
composition in companies (that is, roughly equal male and female representation) and 
higher organizational performance. Moreover, a study by Catalyst indicates that organi-
zations with the highest percentage of women in top management financially outperform, 
by about 35 percent, those with the lowest percentage of women in higher-level jobs.79

•	 Companies that promote women to senior-level positions 
outperform those without women in these positions, 
both financially and organizationally.

•	 The glass ceiling is an invisible barrier that separates 
women and minorities from senior management 
positions. 

•	 Proponents of the opt-out trend say that some women 
choose to leave the workforce because they decide success 
isn’t worth it in terms of reduced family and personal time, 
greater stress, and negative health effects.

•	 Critics say that opinion is just a way to blame women 
for the scarcity of female top managers and argue 
that organizations must change.

•	 The queen bee syndrome refers to a female boss who 
not only has no interest in fostering the careers of 
other women but might even actively undermine them.

•	 Women are likely to be more collaborative, less hier-
archical, and more relationship-oriented than men, 
qualities that prepare them to succeed in today’s 
multicultural work environment.

Remember This
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Diversity Initiatives and Programs
In responding to a survey by the Society for Human Resource Management,  
91 percent of companies said they believe that diversity initiatives and programs help 
maintain a competitive advantage. Some specific benefits they cited include improv-
ing employee morale, decreasing interpersonal conflict, facilitating progress in new 
markets, and increasing the organization’s creativity.80

Enhancing Structures and Policies

Many policies within organizations originally were designed to fit the stereotypical 
male employee. Now leading companies are changing structures and policies to facili-
tate and support diversity. Most large organizations have formal policies against racial 

Read the “Ethical 
Dilemma” on page 462, 
which pertains to 
accommodating the 
religious practices 
of employees. Think 
about how you would 
handle this challenging 
management situation.
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and gender discrimination, as well as structured grievance procedures and complaint review 
processes. Companies are also developing policies to support the recruitment and career 
advancement of diverse employees. Many have added a new senior management position 
called chief diversity officer, whose role is to create working environments where women and 
minorities can flourish. About 60 percent of Fortune 500 companies have chief diversity of-
ficers. Among them, 65 percent are women and 37 percent are African American.81 Increas-
ingly, organizations such as Proctor & Gamble (P&G), Ernst & Young, and Allstate 
Insurance are tying managers’ bonuses and promotions to how well they diversify the 
workforce. Exhibit 13.7 illustrates some of the most common diversity initiatives.

MetLife has implemented one program specifically to support gender diversity.

Community
Outreach

Training
and

Education

Diversity-Focused
Recruiting

75%
66%

61%

exhibit	      13.7      
The Most Common Diversity 
Initiatives: Percentage of  
Fortune 1000 Respondents

SOURCE: Adapted from data in “Impact of Diversity Initiatives on the Bottom Line: A SHRM Survey of the Fortune 1000,” pp.  
S12–S14, in Fortune, special advertising section, “Keeping Your Edge: Managing a Diverse Corporate Culture,” produced in 
association with the Society for Human Resource Management, www.fortune.com/sections.

Innovative  
Way
MetLife

MetLife considers women to be an integral part of the company’s global vision and strategy, 
but managers realize that women are underrepresented at the top of the organization. They 
created a development program called Leadership Circles specifically to advance and sup-
port women with high potential.

The program teaches women to apply leadership concepts such as creating an inspiring 
vision, setting goals, aligning action plans, and developing a team to their own personal devel-
opment. Participants belong to a number of “circles,” which are groups of 10 to 15 members 
that support their learning and growth in various ways. Each group has a dedicated coach 
that also works with each member individually. MetLife knows that one-on-one coaching is 
essential for moving people from passive to active leadership development.

By gaining clarity about what they want and how they plan to achieve it, participants 
enhance their performance in their current jobs and gain skills for moving into senior man-
agement roles in the future. One financial advisor increased production by 45 percent as 
a result of the program and became a part of the MetLife Leaders’ Conference, which is 
reserved for top-performing advisors. An operations manager improved efficiency in a key 
area from 48 percent to 74 percent, and a marketing manager increased the return on 
investment for the money she manages, resulting in an additional $829,000 in revenue for 
the firm. Moreover, several of the program participants have gone on to assume broader 
roles within the company and serve as mentors for new program participants. The goal is to 
have a self-sustaining model of women helping women to move into and succeed in senior 
management roles.82
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Concept Connection

A counselor for CAMBA, a social services group in New York City, directs 
a role-playing session during a course to help immigrants apply for jobs at 
Whole Foods Market. The grocer helped CAMBA develop the course to 
support its diversity recruiting goals. The classes include instruction on 
organic foods, customer service, and tours of Whole Foods Markets.
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Partly because of the Leadership Circles 
program, Working Mother magazine named 
MetLife one of its 100 best companies for 
women to work. “Companies need to sup-
port these women, or they may go some-
where else,” said one program participant.83 

Expanding Recruitment 
Efforts

For many organizations, a new approach 
to recruitment means making better use 
of formal recruiting strategies, offer-
ing internship programs to give people 
opportunities, and developing creative 
ways to draw on previously unused labor 
markets. Nationwide’s Scholars Program 
brings in Hispanic and African American 
college students for a three-year program 
that includes summer internships and 
yearlong mentoring.84 Marathon Petro-
leum created a six-point recruiting strat-
egy to increase diversity, including (1) recruiting corporatewide and cross-functionally, 
(2) building relationships with first- and second-tiered schools to recruit minority stu-
dents, (3) offering internships for racial and ethnic minorities, (4) offering minority 
scholarships, (5) establishing informal mentoring programs, and (6) forming affiliations 
with minority organizations.85

Establishing Mentor Relationships

The successful advancement of diverse employees means that organizations must find ways 
to eliminate the glass ceiling. One of the most successful structures to accomplish this goal 
is the mentoring relationship. A mentor is a higher-ranking organizational member who 
is committed to providing upward mobility and support to a protégé’s professional career.86 
Mentoring provides minorities and women with direct training and inside information on 
the norms and expectations of the organization. A mentor also acts as a friend or counselor, 
enabling the employee to feel more confident and capable.

One researcher who studied the career progress of high-potential minorities found that 
those who advance the most all share one characteristic—a strong mentor or network of 
mentors who nurtured their professional development.87 However, research also indicates 
that minorities, as well as women, are much less likely than white men to develop mentor-
ing relationships.88 Women and minorities might not seek mentors because they feel that 
job competency should be enough to succeed, or they might feel uncomfortable seeking out 
a mentor when most of the senior executives are white males. Women might fear that ini-
tiating a mentoring relationship could be misunderstood as a romantic overture, whereas 
male mentors may think of women as mothers, wives, or sisters rather than as potential 
executives. Cross-race mentoring relationships sometimes leave both parties uncomfort-
able, but the mentoring of minority employees must often be across race because of the low 
number of minorities in upper-level positions. The few minorities and women who have 
reached the upper ranks often are overwhelmed with mentoring requests from people like 
themselves, and they may feel uncomfortable in highly visible minority-minority or female-
female mentoring relationships, which isolate them from the white male status quo. 
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Hot
Topic

The solution is for organizations to overcome some of the barriers to mentoring rela-
tionships between white males and minorities. When organizations can institutionalize 
the value of white males actively seeking women and minority protégés, the benefits will 
mean that women and minorities will be steered into pivotal jobs and positions critical to 
advancement. Mentoring programs also are consistent with the Civil Rights Act of 1991, 
which requires the diversification of middle and upper management.

Increasing Awareness of Sexual Harassment

Although psychological closeness between men and women in the workplace may be a pos-
itive experience, sexual harassment is not. It is illegal. As a form of sexual discrimination, 
sexual harassment in the workplace is a violation of Title VII of the 1964 Civil Rights Act. 
Sexual harassment in the classroom is a violation of Title VIII of the Education Amend-
ment of 1972. Many companies offer sexual harassment awareness programs that create 
awareness of what defines sexual harassment and the legal ramifications of violations. The 
following list categorizes various forms of sexual harassment as defined by one university:

●● Generalized. This form involves sexual remarks and actions that are not intended to 
lead to sexual activity but that are directed toward a coworker based solely on gender 
and reflect on the entire group. 

●● Inappropriate/offensive. Though not sexually threatening, the behavior causes discomfort 
in a coworker, whose reaction in avoiding the harasser may limit his or her freedom and 
ability to function in the workplace. 

●● Solicitation with promise of reward. This action treads a fine line as an attempt to 
“purchase” sex, with the potential for criminal prosecution. 

●● Coercion with threat of punishment.  The harasser coerces a coworker into sexual activity 
by using the threat of power (through recommendations, grades, promotions, and so on) 
to jeopardize the victim’s career. 

●● Sexual crimes and misdemeanors. The highest level of sexual harassment, these acts 
would, if reported to the police, be considered felonies or misdemeanors.89

A recent example comes from the city of San Diego, where more than a dozen 
women accused former mayor Bob Filner of making unwanted sexual advances, includ-
ing groping, kissing, and making lewd comments. One woman says that Filner asked 
her to work without panties, told her he wanted to see her naked, and dragged her in a 
headlock while whispering in her ear. Filner continued to proclaim his innocence and 
refused for months to resign, agreeing to step down only after the city agreed to pick up 
some of his legal costs in order to avoid the time and expense of a recall. The scandal 
left the city in turmoil.90

Encouraging Employee Affinity Groups

Employee affinity groups are based on social identity, such as gender or race, and are 
organized to focus on concerns of employees from that group.91 Affinity groups pursue 
a variety of activities, such as meetings to educate top managers, mentoring programs, 
networking events, training sessions and skills seminars, minority intern programs, and 
community volunteer activities. These activities give people a chance to meet, interact 
with, and develop social and professional ties to others throughout the organization, 
which may include key decision makers. Affinity groups are a powerful way to reduce 
social isolation for women and minorities, help these employees be more effective, and 
enable members to achieve greater career advancement. A recent study confirms that 
affinity groups can be important tools for helping organizations retain managerial-level 
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Concept Connection

Caterpillar’s commitment to diversity and to the development of leaders 
from diverse backgrounds is supported by the number of affinity groups 
within the company. Employees are invited to participate in support 
networks and affinity groups for African Americans, Chinese, Asian 
Indians, Koreans, and Latinos, as well as young professionals, women, armed 
forces veterans, experienced professionals, and gay, lesbian, bisexual, and 
transgendered employees.
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minority employees.92 For example, when 
she was a senior vice president at Best Buy, 
Julie Gilbert launched a women’s leader-
ship forum, known as WOLF, to get more 
women involved in solving core business 
problems and to pull frontline employees 
into the top ranks. As a result of these 
“WOLF packs,” recruitment of female 
regional sales managers increased 100 per-
cent over the previous year, and turnover 
among women managers dropped almost 
10 percentage points.93

Affinity groups for minorities who 
have faced barriers to advancement in  
organizations,  including African Americans,  
Hispanics, Native Americans, Asian 
Americans, women, gays and lesbians, and 
disabled employees, are growing in number. 
Even managers who once thought of these 
as “gripe groups” are now seeing them as 
essential to organizational success because 
they help to retain minority employees,  
enhance diversity efforts, and spark new 
ideas that can benefit the organization.94 
When people feel that they are making 
genuine contributions and have a chance 
to advance in their careers because of 
it, engagement soars. “At some of our events, the buzz in the room is magnificent,” said 
Shakrat Alli, chairwoman of Britain’s Crown Prosecution Service’s affinity group for  
African Americans (the National Black Crown Prosecution Association). “People return 
to the workplace with the sense that everything is possible.”95 In general, female and  
minority employees who participate in an affinity group feel more pride about their 
work and are more optimistic about their careers than those who do not have the  
support of a group.96

•	 Many organizations have added a new senior man-
agement position called chief diversity officer, whose 
role is to spearhead diversity efforts and cultivate 
working environments that help women and minorities 
flourish.

•	 A mentor is a higher-ranking senior member of the 
organization who is committed to providing upward 
mobility and support to a protégé’s professional 
career. 

•	 To eliminate sexual harassment, companies may offer 
sexual harassment awareness programs that define ha-
rassment and the legal ramifications of harassment.

•	 Employee affinity groups are based on social identity, 
such as gender or race, and are organized by employees 
to focus on the concerns of employees from that group. 

•	 The National Black Crown Prosecution Association 
is an employee affinity group for African Americans at 
Britain’s Crown Prosecution Service.

Remember This
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Ch13	 Discussion Questions

  1.	Have you ever experienced or witnessed the queen 
bee syndrome? What specific strategies might top 
executives use to avoid the queen bee syndrome 
among female managers? Do you think that men 
might employ some of the same tactics as “queen 
bees” and are simply not scrutinized as women are?

  2.	 Evaluate your own personal experiences with people 
from other cultural backgrounds. How well do you think 
those experiences have prepared you to understand the 
unique needs and dilemmas of a diverse workforce?

  3.	 Until Sheryl Sandberg was promoted to chief operating 
officer of Facebook in 2012, its board was composed 
of only men. Yet a majority of Facebook’s 845 million 
users are women. Given this demographic, explain how 
Facebook might benefit from increasing the presence of 
women on its corporate board.

  4.	Describe employees who are most vulnerable to 
stereotype threat. Why is it important for managers 
to understand that some employees may experience 
stereotype threat?

  5.	 How might employee affinity groups contribute to the 
advancement of women and minorities to higher-level 
positions in an organization?

  6.	 If talkative men are viewed as powerful and competent, 
why do you think talkative women are seen as less capable 
and pushy? Do you think this perception would be  
different in an organization with a large percentage of 
female managers at top levels? 

  7.	 What are the glass ceiling and bamboo ceiling, and why 
do you think they have proved to be such barriers to 
women and minorities?

  8.	 Why do you think a large number of women are opting 
out of corporate management? Discuss whether this 
trend is likely to continue over the next ten years.

  9.	Describe how a diversity of perspective boosts  
creativity and innovation in the workplace. Why do 
managers consider a diversity of perspective a  
competitive advantage?

10.	 How might organizations strike a balance between  
respecting and meeting the needs of a diverse work-
force and shaping a high-performance corporate culture 
where shared values contribute to the accomplishment 
of strategic goals?

Ch13	 Apply Your Skills: Experiential Exercise
How Tolerant Are You?97

For each of the following questions, circle the answer that 
best describes you.
  1.	Most of your friends:

a.	 Are very similar to you
b.	 Are very different from you and from each other
c.	 Are like you in some respects but different in others

  2.	 When someone does something you disapprove of, you:
a.	 Break off the relationship
b.	 Tell how you feel but keep in touch
c.	 Tell yourself that it doesn’t really matters and behave 

as you always have
  3.	Which virtue is most important to you?

a.	 Kindness
b.	 Objectivity
c.	 Obedience

  4.	When it comes to beliefs, you:
a.	 Do all you can to make others see things the same 

way you do
b.	 Advance your point of view actively, but stop short 

of argument
c.	 Keep your feelings to yourself

  5.	Would you hire a person who has had emotional 
problems?
a.	 No
b.	 Yes, provided that the person shows evidence of 

complete recovery
c.	 Yes, if the person is suitable for the job

  6.	Do you voluntarily read material that supports views 
different from your own?
a.	 Never
b.	 Sometimes
c.	 Often

  7.	You react to old people with:
a.	 Patience
b.	 Annoyance
c.	 Sometimes a, sometimes b

  8.	Do you agree with the statement, “What is right 
and wrong depends upon the time, place, and 
circumstance”?
a.	 Strongly agree
b.	 Agree to a point
c.	 Strongly disagree

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Chapter 13  Managing Diversity 461

O
r

g
a

n
iz

in
g

4

  9.	Would you marry someone from a different race?
a.	 Yes
b.	 No
c.	 Probably not

10.	 If someone in your family were homosexual, you would:
a.	 View this as a problem and try to change the person 

to a heterosexual orientation
b.	 Accept the person as a homosexual with no change 

in feelings or treatment
c.	 Avoid or reject the person

11.	 You react to little children with:
a.	 Patience
b.	 Annoyance
c.	 Sometimes a, sometimes b

12.	 Other people’s personal habits annoy you:
a.	 Often
b.	 Not at all
c.	 Only if extreme

13.	 If you stay in a household run differently from yours 
(in terms of cleanliness, manners, meals, and other 
customs), you:
a.	 Adapt readily
b.	 Quickly become uncomfortable and irritated
c.	 Adjust for a while, but not for long

14.	 Which statement do you agree with most?
a.	 We should avoid judging others because no one 

can fully understand the motives of another 
person.

b.	 People are responsible for their actions and have to 
accept the consequences.

c.	 Both motives and actions are important when 
considering questions of right and wrong.

Scoring and Interpretation
Circle your score for each of the answers and total the scores: 
  1.	 a = 4; b = 0; c = 2
  2.	 a = 4; b = 2; c = 0
  3.	 a = 0; b = 2; c = 4
  4.	 a = 4; b = 2; c = 0
  5.	 a = 4; b = 2; c = 0
  6.	 a = 4; b = 2; c = 0
  7.	 a = 0; b = 4; c = 2
  8.	 a = 0; b = 2; c = 4
  9.	 a = 0; b = 4; c = 2 
10.	 a = 2; b = 0; c = 4 
11.	 a = 0; b = 4; c = 2 
12.	 a = 4; b = 0; c = 2 
13.	 a = 0; b = 4; c = 2 
14.	 a = 0; b = 4; c = 2

Total Score
0–14: If you score 14 or below, you are a very tolerant 

person, and dealing with diversity comes easily to you. 
15–28: You are basically a tolerant person, and others 

think of you that way. In general, diversity presents few 
problems for you; you may be broad-minded in some areas 
and have less-tolerant ideas in other areas of life, such as 
attitudes toward older people or male-female social roles. 

29–42: You are less tolerant than most people and 
should work on developing greater tolerance of people 
different from you. Your low tolerance level could affect 
your business or personal relationships. 

43–56: You have a very low tolerance for diversity. The 
only people that you are likely to respect are those with 
beliefs similar to your own. You reflect a level of intolerance 
that could cause difficulties in today’s multicultural business 
environment. 

Ch13	 Apply Your Skills: Small Group Breakout
Personal Diversity
Each of us feels different in many ways from the average 
behavior or expectations that other people seem to value. 
This reflects our own feelings of diversity. The differences 
you feel compared to others could be about your physical 
characteristics (height, age, skin color), or they could reflect 
a difference in your thinking style, feelings, personality, 
or behavior, especially when you feel different from what 
other people expect or what you perceive are the social 
norms. Make a list of six ways that you feel different from 
others: 
1.	 �
2.	 �
3.	 �
4.	 �

5.	 �
6.	 �
Now answer the following questions with respect to your 
perceived diversity. 
What are your feelings about being different?
�
�
�
�
Which elements of diversity are you proud of? Why?
�
�
�
�
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What element would you like to change so you would be 
less different? Why?
�
�
�
�
How do your differences contribute to a student team or 
work organization?
�
�
�
�

In a group of three to five students sitting in a circle, each 
person takes a turn describing the answers to these ques-
tions. Then other students take turns providing feedback 
to the person about what perceived differences mean to 
them. Each student takes a turn reporting answers to the 
previous questions and then receiving feedback from other 
group members on the perceptions and impacts of those 
differences. 

Here are additional questions to discuss in the group: 
What did you learn about perceived diversity and interper-
sonal relations? What does it mean when our differences 
appear larger to ourselves than they appear to others? How 
does personal diversity affect team or organizational per-
formance? (Answers can be written on the board.)

Ch13	 Apply Your Skills: Ethical Dilemma
Sunset Prayers98

Frank Piechowski, plant manager for a Minnesota 
North Woods Appliance Corporation refrigerator plant, 
just received his instructions from the vice president 
for manufacturing. He was to hire 40 more temporary 
workers through Twin Cities Staffing, the local labor 
agency that North Woods used. Frank already knew 
from past experience that most, if not all, of the new 
hires available to work the assembly line would be  
Muslim Somali refugees, people who had immigrated to 
Minnesota from their war-torn native country en masse 
over the past 15 years.

North Woods, like all appliance manufacturers, was 
trying to survive in a highly competitive, mature industry. 
Appliance companies were competing mainly on price. 
The entrance of large chains such as Best Buy and Home 
Depot only intensified the price wars, not to mention that 
consumers could easily do comparison shopping before 
leaving home by logging on to the Internet. The pressure to 
keep production costs low was considerable.

That’s where the Somali workers came in. In an effort 
to keep labor costs low, North Woods was relying more 
and more on temporary workers rather than increasing  
the ranks of permanent employees. Frank was quite 
pleased with the Somalis already at work on the assembly  
line. Although few in number, they were responsible, 
hardworking, and willing to work for the wages that he 
could afford to pay.

It was the first time this son of Polish immigrants 
had ever come into contact with Muslims, but so far, it 
had gone well. Frank had established a good working  
relationship with the Somalis’ spokesperson, Halima 
Adan, who explained that unlike most Western faiths, 
Islamic religious practices were inextricably woven into 
everyday life. As a result of the good rapport they had, 
together they had worked out ways to accommodate 
Muslim customs. Frank authorized changes in the plant’s 
cafeteria menu so that the Somali workers had more 

options that conformed to their dietary restrictions, and 
he allowed women to wear traditional clothing, so long as 
they weren’t violating safety standards.

After learning that the Somalis would need to 
perform at least some of the ceremonial washing and 
prayers they were required to do five times a day during 
work hours, the plant manager set aside a quiet, clean 
room where they could observe their 15-minute rituals 
during their breaks and at sunset. The Maghrib sunset 
prayers that second-shift workers had to perform were 
disruptive to a smooth workflow. Compared to their 
midday and afternoon rituals, the Muslim faithful had 
considerably less leeway as to when they said the sunset 
prayers, and of course, the sun set at a slightly different 
time each day. But so far, they’d all coped.

But what was he going to do about the sunset prayers 
with an influx of 40 Somali workers that would dramatically  
increase the number of people who would need to leave the 
line to pray? Was it time to modify his policy? He knew 
that Title VII of the Civil Right Act required that he make 
“reasonable” accommodations to his employees’ religious 
practices unless doing so would impose an “undue hardship” 
on the employer. Had he reached the point where the  
accommodations that Halima Adan would probably request 
crossed the line from reasonable to unreasonable? But if he 
changed his policy, did he risk alienating his workforce? 

What Would You Do?

1.	 Continue the current policy that leaves it up to the 
Muslim workers as to when they leave the assembly 
line to perform their sunset rituals.

2.	 Try to hire the fewest possible Muslim workers so the 
work line will be efficient on second shift.

3.	 Ask the Muslim workers to delay their sunset prayers 
until a regularly scheduled break occurs, pointing out 
that North Woods is primarily a place of business, not 
a house of worship. 
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Ch13	 Apply Your Skills: Case for Critical Analysis
True To Myself
Ethney Gentry was thrilled to have infiltrated the ultimate 
“good old boy” network, landing a job with a mid-size, Tulsa-
based oil company. Armed with solid credentials and what 
she considered the strengths of female leadership—listening, 
collaboration, consensus building, and organization—she 
looked forward to her first meeting with the company’s first 
female manager, Alexis Bale, who was about to retire. 

Alexis offered a firm, almost painful, handshake and a 
cup of coffee.

“I’ve been looking forward to meeting you, Alexis,” 
Ethney said.

“It’s Alex.”
“Oh, I didn’t know.” Ethney took a sip of piping hot 

coffee with a sudden vague feeling of discomfort. The first 
moments of this much-anticipated meeting seemed awkward 
and somewhat strained.

“I’ll be honest with you,” Alex said as she walked around 
and sat in the oversized chair behind her desk. “You’re here 
for the same reason I was here. When our founder, Champ 
Luman, died 12 years ago, his three middle-aged daughters, 
referred to throughout the company as the girls, became 
major shareholders. They pushed hard for the inclusion of a 
woman in management. That was me. Now it’s you.”

Ethney tried to show no reaction as she set her cup on 
the desk. “Are you implying that I was selected over more 
qualified male candidates?”

“No. I was not on the selection team. I’ve seen your  
résumé and you are an excellent addition to the organiza-
tion. But qualifications aside, you and I fulfill, shall we say—
the ‘diversity’ requirements for an otherwise all-male club.”

Ethney could not believe the undisguised cynicism of the 
woman across the desk. She was torn between a desire to get 
up and march out of the office and a desire to stay and hear the 
entire lecture. She decided to take the high road. “My under-
standing was that you have been very successful here,” she said.

“I suppose so.” Alex gazed up at the numerous pho-
tographs showing oil rigs scattered across the Oklahoma 
plains. “I learned to play the game,” she said somewhat wist-
fully. Then she suddenly turned and looked at Ethney. “I’m 
not trying to intimidate you. But I think that coming in, 
you should understand some things.”

“Such as?”
“Such as . . . don’t be too eager with your ideas or 

opinions. When I started, I intended to jump right in and 
contribute. The men resented it. I was considered a ‘pushy 
broad,’ as one gentleman told me to my face. The reaction 
to me was harsh. They may have been stuck with me, but 
these guys could marginalize me; make sure I didn’t count, 
and make sure I knew it.”

“What did you do?”
“I stewed awhile and finally tried the opposite tactic. I 

jumped up to get coffee for everyone. I sought the wise coun-
sel of their opinions before daring to make a suggestion in 
meetings. I played the female image that was in their minds. I 
felt like an idiot. I kowtowed ’til I thought I would throw up.”

“How did they react?”
“I was no longer marginalized. But I wasn’t respected 

either. I had quietly stepped back and accepted my place.”
“Why didn’t you just quit?”
“Because I knew that’s exactly what they wanted me to 

do. And I’m just mean enough and stubborn enough not to 
give them what they wanted.”

Ethney took a deep breath and shook her head. “This 
sounds like Mad Men in the 1950s. I can’t believe men in 
management act like this.”

“Uh-huh. It may be a little better now, but they are still 
throwbacks to Mad Men.”

“So how did you develop this reputation for success if 
you went from being ignored to being a doormat?”

“Have you met Bill Ledson?”
Ethney nodded, took a sip of coffee and leaned forward, 

waiting to hear the secret of success.
“At an industry meeting in Houston, his wife, Margaret, 

got drunk, cornered me, and drawled, ‘Listen, Honey. I’ve 
been around oil men all my life. My daddy and his daddy 
were oil men. You’re going to have to wise up and take the 
plunge—become one of the boys. It’s the only way you’ll 
ever be accepted.’ She reminded me that I’m on their turf. 
Margaret told me, ‘Honey, as a wife and hostess for this 
crowd, I’ve talked more football than you can imagine. I hate 
football. I hang on for the commercials. But they don’t know 
that. Bill doesn’t know that. Me and God—we’re the only 
ones who know that. Trust me,’ she said. ‘These guys do get 
down to some serious business, but not until they grouse 
about how Oklahoma State was robbed of its chance to play 
LSU for the national championship.’”

“Isn’t that trivializing the men in this company?”  
Ethney asked.

Alex shrugged. “It worked. I became Alex, and I became 
one of the guys. And, over time, I came to be treated with 
grudging respect, and promotions followed. I held the room 
spellbound for 15 minutes at the last board meeting with 
my theory that Texas A&M joined the Southeastern  
Conference in order to up their chances for better bowls 
because the BCS favors the SEC. Later, when I submitted 
my ideas for improving the coordination of teams in the oil 
fields, they thought it was brilliant! I’m one of them!”

Etheny nodded, somewhat impressed.
“Take my advice. Change your name. Ethney is too 

girly. What’s your middle name?”
“Madison.”
“Be Madison.” Alex walked Ethney to the door and 

shook her hand. The meeting was over.
As the door closed behind her, Ethney’s feelings about 

what she had just heard ranged from bewilderment to 
anger to depression.

“She sold out. All of these women sold out. They can’t 
even be who they are. I am an experienced, educated, quali-
fied, capable woman. I don’t want to be Madison,” Ethney 
thought confidently and pushed the elevator button.

The elevator opened and she stepped inside. What have 
I gotten myself into? 
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Questions

1.	 If you were Ethney, how would you try to conduct your-
self at the oil company? Would you act differently from 
your normal personality? Do you think your approach 
would be successful? Why?

2.	 What other strategies might Ethney adopt to work 
with the oil company men as an active member of the 
team? What are the pros and cons of each strategy?

3.	 What does it mean to be “true to yourself ”? Is being 
true to yourself more important than achieving per-
sonal career success in a male-dominated company? 
Is it okay to enable the continuation of an “unhealthy” 
work environment for women? Why do you think the 
way you do about this?

Ch13	 On the Job Video Cases

On the Job: JetBlue: Managing Diversity
Questions

1.	 How does JetBlue’s commitment to diversity influence 
the way it treats its employees? How does it influence 
the way it treats its customers? 

2.	 JetPride and VetConnect are two of JetBlue’s diversity 
initiatives. What are some of the benefits JetBlue and 
its employees have gained from these initiatives? 

3.	 These employees’ comments provide a rich picture  
of the true meaning of prejudice, stereotyping,  
and diversity. After hearing their comments,  
how has your understanding of these terms changed? 
Include at least two examples from the video in your 
answer.
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Westport Innovations: A Look 
Under the Hood of the Clean 
Auto Revolution

Despite transportation’s many benefits, the idea of a 
clean-burning automobile has been largely unimaginable 
due to the car engine’s link to petroleum-based gas. But 
with the recent introduction of natural-gas engines, the 
car has begun one of the biggest evolutions in its history. 
Not since Ford introduced the Model T has an innova-
tion promised to transform so thoroughly the automotive 
industry and the carbon footprint that it leaves behind.

The greening of modern transportation can be traced 
in part to Dr. Philip Hill, a mechanical engineering  
professor at the University of British Columbia (UBC). 
In the 1980s, Hill became interested in clean energy 
and began a quest to improve the internal combustion 
engine. With an eye toward clean technology, Hill and 
a group of graduate students conducted experiments 
to see if diesel engines could run on natural gas, a 
clean-burning fuel that produces fewer emissions than 
petroleum-based gas. Hill wanted to preserve the die-
sel engine’s astounding torque, but he envisioned a fu-
ture where high-powered engines didn’t leave behind 
smog or dirty exhaust. “Though the diesel engine was 
a wonderful machine, it really needed cleaning up as 
far as emissions goes,” Hill says, thinking back on his 
early research. Hill’s breakthrough came in the form 
of High-Pressure Direct Injection (HPDI), a new 
fuel injector system in which a tiny amount of diesel 
fuel sprays through one injector needle to ignite natu-
ral gas in another, which leads to combustion. Hill’s 
patented duel-injector system was so ingenious that 
virtually any diesel engine could be converted to run 
on natural gas—with no loss of horsepower.

Hill’s invention might have stalled there if it hadn’t 
found a use in the marketplace. But in 1995, UBC 
tapped businessman David R. Demers to commercialize  
Hill’s HPDI system, and Westport Innovations Inc. 
was born. Since that time, HPDI technology has found 
its way under the hoods of trucking fleets, heavy ma-
chinery, and consumer vehicles around the world. 
From Kenworth and Peterbilt to Volvo and Ford, top 
automotive brands are adopting Westport natural-gas  
engines for cars, trucks, and industrial vehicles. Accord-
ing to founder and CEO Demers, Westport’s emergence 

as the global leader in natural gas engines is owed to 
Hill’s system. “The initial research conducted by Hill 
and his team at UBC was the genesis of our company’s 
leadership in developing and commercializing low-
emissions, environmentally friendly engine systems,” 
Demers says. “Westporters continue to draw inspira-
tion from Dr. Hill’s design and technical brilliance.”

How did Westport Innovations grow from a start-up  
to a global leader of the green automotive revolution? 
With Hill’s HPDI technology as a principal strategic  
asset, Demers resolved to bring natural-gas engines to 
various gasoline-based automotive sectors. In 2001, 
Westport and diesel engine giant Cummins Inc. 
formed a joint venture to introduce HPDI technol-
ogy to the trucking market. With Hill’s injector system 
and Cummins’s heavy-duty engine blocks, Cummins 
Westport Inc. succeeded in manufacturing over 34,000 
natural gas engines for high-powered buses and semi-
trailer trucks. The success of the venture led Demers 
to establish Westport’s first business unit, Westport 
HD, which specializes in liquefied natural gas (LNG) 
systems for heavy-duty Class 8 trucks—eighteen-
wheel road warriors manufactured by companies like 
Kenworth and Peterbilt. In 2007, Demers launched a 
joint venture with Italy’s OMVL SpA and began pro-
ducing light-duty engines for consumer vehicles, in-
cluding the Volvo V70 station wagon and Ford F-250 
pickup. Westport acquired OMVL in 2010, and a new 
light-duty division was established—Westport LD. 
The creation of Westport LD opened the door for 
Westport to build natural-gas engines for General Mo-
tors. In 2012, Westport and equipment manufacturer 
Caterpillar formed a partnership to make natural-gas 
engines for mining vehicles, locomotives, and off-road 
machines. These changes to Westport’s structure have 
positioned the company to provide natural-gas engines 
to multiple markets for years to come.

Why are automakers and equipment manufactur-
ers suddenly snatching up natural-gas engines? Hill 
says that market forces are at work. “For a decade, 
emissions was a primary driving motive for alternative 
fuels for diesels,” states the professor. “But economic 
factors are a huge driving force right now, particularly 
with the abundance of shale gas reserves being dis-
covered, and the economic advantages of domestically 
produced fuels.” As Hill notes, shale gas discoveries in 
the United States have boosted domestic supply, driv-
ing down methane prices to approximately half the 
cost of diesel. The change is leading businesses and 
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industries to switch to natural gas. If the trend contin-
ues, the Westport brand could become as recognizable 
as Navistar, Ford, or Mopar.

As for Hill, the UBC professor and Manning  
Innovation Award recipient says that helping transpor-
tation go green has been humbling. “I feel grateful for 
being able to play a small part in the beginning of what’s 
turned out to be a fascinating venture,” he says. “It has 
been an eye-opener to me how people of wonderful 
talents can come together, trust each other, and work 
cooperatively, not worrying about who gets the credit, 
but just being focused on the job and getting it done.”

Questions

1.	 What type of change and innovation is taking 
place at Westport Innovations Inc.? Which inno-
vation strategies helped turn Hill’s research ideas 
into successful new products?

2.	 Which structural design approach are managers using 
to organize and grow Westport Innovations Inc.?

3.	 In what way has Westport’s organization structure 
followed its business strategy? 

Sources: Based on University-Industry Liaison Office, “Dr. Phil Hill Wins 
Manning Award for Innovation,” the University of British Columbia,  
November 2, 2011, www.uilo.ubc.ca/uilo/dr-phil-hill-wins-manning 
-award-innovation (accessed July 2, 2012); “2011 Encana Principal Award 
Winner Dr. Philip G. Hill: High-Pressure Direct Injection (HPDI) of 
Natural Gas into Diesel Engines,” Ernest C. Manning Awards Foundation, 
Online Video, www.manningawards.ca/awards/winners/2011-principal 
-award-hill.shtml (accessed July 2, 2012); Daniel Ferry, “Westport & 
Caterpillar: Natural Gas Is Taking Over the World,” Motley Fool, June 5,  
2012, http://beta.fool.com/catominor/2012/06/05/westport-caterpillar 
-natural-gas-taking-over-world/5399/ (accessed July 1, 2012); Westport 
corporate Web site, “Westport History,” www.westport.com/company 
/about/history (accessed July 1, 2012); “Could BC [British Columbia]  
Become the Next Cleantech Mecca?” Cantech Letter, August 2, 2011, 
www.cantechletter.com/2011/08/tech-sparks-could-bc-become-the 
-next-cleantech-mecca (accessed July 1, 2012); and Glenn Rogers, “Boone 
Pickens Is Right: Natural Gas Is the Future,” Seeking Alpha, June 21, 2012, 
http://seekingalpha.com/article/675311-boone-pickens-is-right-natural 
-gas-is-the-future-at-least-for-now-buy-westport-innovations (accessed July 1, 
2012).
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Chapter 14 5Part
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Understanding Individual 
Behavior

After studying this chapter, you should be able to:

	 1.	 Explain why understanding yourself is essential for being a good 
manager, and describe two methods for enhancing self-awareness.

	 2.	 Discuss the importance of job satisfaction and trust for effective 
employee performance.

	 3.	 Describe the perception process and explain internal and external 
attributions.

	 4.	 Define major personality traits and describe how personality can 
influence workplace behaviors.

	 5.	 Identify positive and negative emotions and describe how emotions 
affect behavior.

	 6.	 Define the four components of emotional intelligence and explain 
why they are important for today’s managers.

	 7.	 Outline a step-by-step system for managing yourself and your time.

	 8.	 Explain the difference between challenge stress and threat stress.

	 9.	 Identify ways individuals and organizations can manage stress to 
improve employee health, satisfaction, and productivity.

Are You Self-Confident?
Understanding Yourself and Others

The Value and Difficulty of Knowing Yourself
Enhancing Your Self-Awareness

Job Satisfaction and Trust 
Job Satisfaction	 Trust

Perception and Attributions
Perception and Perceptual Distortions
Attributions: A Special Case of Perception

Personality and Behavior
Personality Traits 
Attitudes and Behaviors Influenced 

by Personality
Problem-Solving Styles and the Myers-

Briggs Type Indicator

Emotions
Positive and Negative Emotions
Emotional Intelligence

New Manager Self-Test:  
Expressed Emotions
Managing Yourself

Basic Principles for Self-Management
A Step-by-Step Guide for Managing Your Time 

Stress and Stress Management 
Challenge Stress and Threat Stress
Type A and Type B Behavior
Causes of Work Stress 
Innovative Responses to Stress
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Mostly True Mostly False

  1.	 I have lots of confidence in my decisions. __________ __________

  2.	 I would like to change some things about myself. __________ __________

  3.	 I am satisfied with my appearance and personality. __________ __________

  4.	 I would be nervous about meeting important people. __________ __________

  5.	 I come across as a positive person. __________ __________

  6.	 I sometimes think of myself as a failure. __________ __________

  7.	 I am able to do things as well as most people. __________ __________

  8.	 I find it difficult to believe nice things someone says about me. __________ __________

Are You Self-Confident?
Instructions:  Self-confidence is the foundation for many important behaviors of a new manager. To learn 

something about your level of self-confidence, answer the following questions. Please answer 
whether each item is Mostly True or Mostly False for you.

IBM’s first female CEO, Virginia M. Rometty, says she learned an important lesson 
early in her career. Rometty was offered a big job, but she felt that she didn’t have 
enough experience. So she told the recruiter that she needed time to think it over. 

Later, Rometty’s husband asked her, “Do you think a man would have ever answered that 
question that way?” The lesson that Rometty learned, she says, was that “you have to be 
very confident, even though you’re so self-critical inside about what it is you may or may 
not know.” Managers can accomplish significant results—and advance in their careers—
only when they have the self-confidence to take risks and push beyond their comfort zones. 
Rometty spent 30 years at IBM, rising through the ranks until being named CEO in 2011.1

Naturally, when people take risks, they sometimes fail, but many people who have 
accomplished great outcomes give credit to their previous failures for driving them to 
succeed. Consider billionaire author J. K. Rowling, whose first Harry Potter book was 
rejected by 12 publishers before Bloomsbury bought it for the equivalent of $4,000. In 
her 2008 commencement speech to the graduating class at Harvard University, Rowling  
recounted how setbacks and rejection had not discouraged her, but simply made her 
stronger.2 Unlike J. K. Rowling and Virginia Rometty, there are many talented individuals 
who experience one defeat or discouragement and never try again.3

Scoring and Interpretation:  Many good things come from self-confidence. How self-confident are you? 
Give yourself one point for each odd-numbered item above marked as Mostly True and one point 
for each even-numbered item marked Mostly False. If you scored 3 or less, your self-confidence may 
not be very high. You might want to practice new behavior in problematic areas to develop greater 
confidence. A score of 6 or above suggests a high level of self-confidence and a solid foundation on 
which to begin your career as a new manager.

If a new manager lacks self-confidence, he or she is more likely to avoid difficult decisions and 
confrontations and may tend to overcontrol subordinates, which is called micromanaging. A lack of 
self-confidence also leads to less sharing of information and less time hiring and developing capable 
people. Self-confident managers, by contrast, can more easily delegate responsibility, take risks, give 
credit to others, confront problems, and assert themselves for the good of their team.
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What makes the difference? Psychologists suggest it comes down to a characteristic called 
self-efficacy. It is one of the many ways in which individuals differ, along with their personality 
traits, attitudes, emotions, and values. Self-efficacy is an individual’s strong belief that he or 
she can accomplish a specific task or outcome successfully.4 Self-efficacy is one dimension of 
self-confidence, which refers to general assurance in one’s own ideas, judgment, and capabil-
ities. Personality traits, emotions, and characteristics such as self-confidence and self-efficacy 
influence how people behave, including how they handle work situations and relate to others. 

Understanding Yourself and Others
Having insight into why people behave the way they do is a part of good management. 
People bring their individual differences to work each day, and these differences influence 
how they interpret assignments, whether they like to be told what to do, how they handle 
challenges, and how they interact with others. By increasing their understanding of indi-
vidual differences, as described throughout this chapter, managers can learn how to get 
the best out of each employee and more effectively lead people through workplace chal-
lenges. However, the first requirement for being a good manager is understanding oneself. 
Managers’ characteristics and behavior can profoundly affect the workplace and influence 
employee motivation, morale, and job performance.

The Value and Difficulty of Knowing Yourself

A survey of 75 members of the Stanford Graduate School of Business’s Advisory Council 
revealed the nearly unanimous answer to a question about the most important capability 
for leaders to develop: self-awareness.5 Self-awareness means being aware of the internal 
aspects of one’s nature, such as personality traits, beliefs, emotions, and perceptions, and 
appreciating how your patterns affect other people. Most management experts agree that 
a primary characteristic of effective leaders is that they know who they are and what they 
stand for.6 When managers deeply understand themselves, they remain grounded and con-
stant. People know what to expect from them. As one employee put it, “. . . it’s like they have 
a stick down through the center of them that’s rooted in the ground.”7

Yet developing self-awareness is easier said than done. Consider Charlotte Beers, former 
chairwoman and CEO of Ogilvy & Mather Worldwide, who now conducts seminars for 
women leaders. When Beers first became a management supervisor, she considered herself 
to be a friendly, approachable, easygoing leader. She was shocked when a friend told her that 
one of her colleagues described her management style as “menacing.” That comment was 
devastating to Beers because it was the exact opposite of the way she thought of herself.8 
Many of us, like Beers, might be surprised to find out what others honestly think about us. 
Most of us don’t take the time to think about who we really are or the effect our patterns of 
thought and behavior have on others. To be a good manager, such self-reflection is essential.

Enhancing Your Self-Awareness

There are a number of ways that people can increase their understanding of themselves. 
Two important approaches to enhancing self-awareness, as shown in Exhibit 14.1, are 
soliciting feedback from others and using self-assessments.

Soliciting Feedback 
Just as we use a mirror in the mornings to shave or fix our hair, we can use other people 
as a mirror to see ourselves more clearly.9 A manager might consider himself to be patient 
and understanding, but his employees may see that he is easily irritated and unsympathetic. 
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Francisco D’Souza, CEO of Cognizant Technology Solutions Corporation, worked with 
a coach who talked to people who worked with and for him. “It was difficult feedback,” 
D’Souza says, “but very enlightening. That helped me identify a couple of my blind spots.” 
Many people have blind spots—attributes about themselves that they are not aware of or 
don’t recognize as problems—which limit their effectiveness and hinder their career suc-
cess.10 D’Souza learned that people had confidence in his ability but felt that he was harsh 
in his criticism. “It made me understand that the weight of my words was a lot heavier than 
I gave myself credit for, and it led me to be much more thoughtful and measured in how  
I give feedback,” he said.11 When we go through life without feedback, we’re like the balding 
man who sweeps thin strands of hair across his scalp and thinks no one notices. Seeking 
feedback to enhance self-awareness can improve performance and job satisfaction for both 
managers and employees.12 We all have illusions about ourselves, so we need help from 
others to get a clear picture of who we are. 

Self-Assessment
Another highly valuable way to increase self-awareness is self-assessment, which uses self- 
inquiry and reflection to gain insights into oneself from the results of scores on self-assessment 
instruments such as those throughout this text. By completing these assessments as honestly 
as possible, you can analyze your scores and increase your understanding of various aspects of 
yourself. Some managers, including Stuart McClure, who left a job as chief technology officer 
at McAfee to start information security company Cylance, go through assessment exercises 
administered by Development Dimensions International (DDI) and other consulting firms 
to learn about aspects of themselves. McClure learned that he has great strengths in getting 
things done, but that he tends to take on too much and be impatient when interrupted with 
people or ideas outside his immediate interest. “I have to slow myself down,” he says.13

Self-assessment also means regularly reflecting on our thoughts and feelings.  
Introspection—reflecting on our experiences, examining the effects of our actions and  
behavior, looking at the consequences for ourselves and others, and asking, “What can I learn?”  

Soliciting
Feedback

Using
Self-Assessment

Greater
Self-Awareness

exhibit	     14.1      
Two Keys to Self-Awareness
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is a valuable use of time that too many managers overlook. Some people keep a journal, 
meditate, or just sit quietly and think through their day.14 Major League Soccer star Landon 
Donovan used both feedback and introspection to increase his understanding of himself 
and improve his life and relationships, as described in the following example. 

Innovative  
Way

Landon Donovan,  
U.S. Soccer Player

At the height of his career, Landon Donovan walked away from the sport he loved. Donovan 
holds the all-time record for both U.S. goals scored and assists and is just two shy of the MLS 
career scoring record. When his contract with the Los Angeles Galaxy expired at the end of 
the 2013 season, Donovan said that he needed a break. “I didn’t have a specific explanation 
as to why I needed to get away. But I did have a gut feeling that said, ‘You need some time,’” 
he said. “I was very aware when I left, it could have been the end of my career. But at the end 
of the day, it was very important for me to do that.” 

Interestingly, after coming back from his three months off, Donovan began playing the 
best soccer of his life. Going AWOL might not sound like the best way to improve your 
career, but “one thing about Landon is he knows what he needs,” says Galaxy president 
Chris Klein, who is also a former teammate. “He’s in a place, personally, that I’ve never seen 
him in before.” He got there by looking inside himself. While others studied the competi-
tion, Donovan studied himself. “I play best when I’m happy inside. And that comes from me 
working on myself,” Donovan said. Despite the work he did, Donovan was cut from the U.S. 
national team for the 2014 World Cup in Brazil, and he later made comments about the 
team’s loss that many interpreted as bitterness and sour grapes. Others thought it was just a 
reflection of Donovan’s natural tendency to speak his mind.

Spending time in meditation and therapy is nothing new for Donavan. He revealed sev-
eral years ago that he had been attending therapy sessions and spending long hours in 
introspective conversations with family and friends after his poor performance at the 2006 
World Cup. Referring to himself at the time of the 2006 competition, Donovan said he was 
“someone completely unfamiliar.” He went on to explain: “Most people don’t want to spend 
time digging deep and finding out why you are the way you are. But I do want to, and I want 
to embrace it.”15

Not everyone wants to engage in therapy, as Landon Donovan did, but forms of intro-
spection and feedback can help each of us benefit by learning more about ourselves. When 
a manager understands himself or herself, the manager is better able to understand and 
interact effectively with others.

•	 Individual differences among people, including person-
ality traits, emotions, and characteristics such as self-
confidence and self-efficacy influence how people relate 
to others and behave at work. 

•	 Self-efficacy is an individual’s strong belief that he 
or she can successfully accomplish a specific task or 
outcome.

•	 J. K. Rowling demonstrated self-efficacy with her belief 
that she could publish her first book about Harry Potter 
despite repeated rejections.

•	 Self-efficacy is related to self-confidence, which means 
general assurance in one’s own ideas, judgment, and 
capabilities.

•	 Understanding oneself is essential for being a good 
manager, but self-awareness is not easy to achieve. 
Self-awareness means being conscious of the internal 
aspects of one’s nature, such as personality traits,  
beliefs, emotions, attitudes, and perceptions, and  
appreciating how your patterns affect other people.

•	 Two valuable ways to enhance self-awareness are 
soliciting feedback and self-assessment, including 
introspection.

•	 Soccer player Landon Donovan spent many hours in 
meditation, therapy, and introspective conversations 
with family and friends to increase his understanding of 
himself.

Remember This
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Job Satisfaction  
and Trust
Most managers strive to develop and  
reinforce positive attitudes among all  
employees, because people are healthier 
and more effective when they have positive 
feelings about their jobs, their coworkers, 
the company, and the work environment.16 
Two important elements of happy and 
productive employees are job satisfaction 
and trust. 

Job Satisfaction

Job satisfaction reflects the degree to 
which a person finds fulfillment in his 
or her job. In general, people experience 
job satisfaction when their work matches 
their needs and interests, when working 
conditions and rewards (such as pay) are 
satisfactory, when they like their cowork-
ers, and when they have positive relation-
ships with supervisors. Take the quiz in 
Exhibit 14.2 to better understand some of 
the factors that contribute to job satisfaction. 

Many managers believe that job satisfaction is important because they think satisfied 
employees will do better work. In fact, research shows that the link between satisfaction 
and performance is generally small and is influenced by other factors.17 For example, the 
importance of satisfaction varies according to the amount of control the employee has; an 

Concept Connection

Just how has the recession affected job satisfaction? Polls conducted in the 
United States, such as the Gallup-Healthways Well-Being Index, have shown 
minor fluctuations in job satisfaction, but the degree of satisfaction generally 
ranges between 85 and 90 percent. Some economic pundits say that many 
U.S. employees, like this automobile assembly plant worker, are reluctant to 
complain and remain thankful for their jobs, given that the unemployment rate 
reached a peak of 10 percent in 2010 and has remained fairly high ever since.
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Instructions: Think of a job—either a current or previous job—that was important to you, and then answer the following 
questions with respect to how satisfied you were with that job. Please answer the six questions with a number (1–5) that  
reflects the extent of your satisfaction.
1 = Very dissatisfied	 3 = Neutral 	 5 = Very satisfied
2 = Dissatisfied 	 4 = Satisfied

1.  Overall, how satisfied are you with your job? 	 1     2     3     4     5
2.  How satisfied are you with the opportunities to learn new things? 	 1     2     3     4     5
3.  How satisfied are you with your boss? 	 1     2     3     4     5
4.  How satisfied are you with the people in your work group? 	 1     2     3     4     5
5.  How satisfied are you with the amount of pay you receive? 	 1     2     3     4     5
6. � How satisfied are you with the advancement that you are making 	 1     2     3     4     5 

in the organization?

Scoring and Interpretation: Add up your responses to the six questions to obtain your total score: ______. The questions 
represent various aspects of satisfaction that an employee may experience on a job. If your score is 24 or above, you probably 
feel satisfied with the job. If your score is 12 or below, you probably do not feel satisfied.  What is your level of performance in 
your job, and is your performance related to your level of satisfaction?

SOURCES: These questions were adapted from Daniel R. Denison, Corporate Culture and Organizational Effectiveness (New York: John Wiley, 1990); and John  
D. Cook et al., The Experience of Work: A Compendium and Review of 249 Measures and Their Use (San Diego, CA: Academic Press, 1981).

exhibit	     14.2       Rate Your Job Satisfaction
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employee doing routine tasks may produce about the same output, no matter how he or 
she feels about the job. Managers of today’s knowledge workers, however, often rely on job 
satisfaction to keep motivation and enthusiasm high. They can’t afford to lose talented, 
highly skilled employees. Regrettably, a recent survey by the Conference Board found that 
only 45 percent of U.S. employees say they are satisfied at work, the lowest satisfaction 
level in the survey’s history.18

Managers create the environment that determines whether employees have positive or 
negative feelings toward their jobs.19

Trust

Considering how important trust is in any relationship, it is surprising how little atten-
tion many managers devote to building and maintaining trust in the workplace. Trust 
can make all the difference between an employee who is emotionally committed to the 
organization and one who is not. Organizational commitment refers to an employee’s 
loyalty to and engagement with the organization. An employee with a high degree of 
organizational commitment is likely to say we when talking about the company. Such a 
person likes being a part of the organization and tries to contribute to its success. Sadly, 
the most recent Gallup workforce survey places the number of disengaged employees in 

the United States at 70 percent.20 Another recent survey suggests 
that commitment and engagement levels around the world are also 
relatively low.21 

These results reflect a low level of trust in management, which 
is an essential component for success in today’s chaotic environ-
ment. Companies cannot prevent major catastrophes or crises, but 
by building organizations based on trust, they can be “battle-ready” 
when crises and catastrophes hit. When Irene Rosenfeld, CEO of 
Mondelez International, talked about the restructuring of Kraft (the 
predecessor of Mondelez) at the World Business Forum, she empha-
sized the effort that managers had made to be “straightforward, open, 

Green Power
Make It Meaningful

The success of a sustainability program often  
depends on the ability of managers to engage 
employees. Canada’s LoyaltyOne management 
team believes the secret to employee satisfaction 
lies in doing small things that transform employee 
thinking and behavior over time. LoyaltyOne’s 
sustainability efforts, including regular town hall 
meetings, annual environmental fairs, contests, and 
giveaways, create a participatory culture of fun as 
the organization moves to fulfill its sustainability 
goals. Employees are encouraged to build initia-
tives based on their own concerns. LoyaltyOne pro-
vided people with take-home meters to measure 
their personal power usage, which had greater 

impact on individual social responsibility than any 
lecture or position paper. Recognized in 2014 by 
global consulting firm Aon Hewitt as one of the 
Best Employers in Canada, LoyaltyOne successfully 
injects challenge, empowerment, creativity, fun, 
and “making a difference” into the workplace sus-
tainability experience of each employee.

Sources: “Environmental Sustainability and Top Talents,” Cool Choices,  
August 4, 2011, www.coolchoicesnetwork.org/2011/08/04/environmental 
-sustainability-and-top-talents/ (accessed August 1, 2012); and Derek Wong, 
“Top Talents Attracted to Socially Responsible Companies,” Environmental 
Leaders: Environmental and Energy Management News, July 11, 2011, http://
www.environmentalleader.com/2011/07/11/top-talents-attracted-to-socially 
-responsible-companies (accessed August 1, 2012).

“Organizations are no 
longer built on force. 
They are increasingly 
built on trust.”

—Peter Drucker, management scholar 

and author of Management Challenges 

for the 21st Century
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and honest,” even in the midst of plant closings and job cuts. The trust that this fostered, 
Rosenfeld said, was “a critical part” of the company’s ability to move forward.22

Various polls in recent years have found that a majority of people don’t trust what 
senior management is telling them. Most people think that managers try to hide things or 
“spin” them.23 Only 20 percent of people surveyed by Leadership IQ, a leadership training 
organization, said that they strongly trust their top management, with 36 percent report-
ing a moderate trust level, and 44 percent saying that they either distrust or strongly 
distrust their bosses.24 In addition, the survey confirms that trust relates to organizational 
commitment. According to the study, about 32 percent of an employee’s desire to stay with 
a company or leave depends on trust in management. Most of us don’t need a poll to tell 
us that the level of trust in business and government leaders is dismal. From the Enron 
debacle early in the century, to the scads of Wall Street managers and traders rewarded 
for unethical behavior with large bonuses during the more recent financial crisis, there are 
numerous reasons why people mistrust organizational leadership.

Once trust is undermined, everything else tends to unravel. Managers promote trust 
by being open and honest in their business dealings, keeping employees informed, giving 
them a say in decisions, providing the necessary training and other resources that enable 
them to succeed, treating them fairly, and offering rewards that they value. “People in lead-
ership positions simply have not done a good job of earning trust,” says Doug Harward, 
president of Training Industry, Inc. “Employees have a right to expect that their managers 
are trustworthy and that they will create stable organizations. Too many of our leaders 
have violated that trust.”25

•	 A positive feeling about one’s job is called job satisfaction.
•	 Surveys suggest that job satisfaction levels are at an 

all-time low.
•	 Organizational commitment refers to loyalty to 

and engagement with one’s work organization.

•	 Trust is an important component of organizational 
commitment.

•	 A survey found that 32 percent of an employee’s desire to 
stay with a company or leave depends on the employee’s 
trust in management.

Remember This

Perception and Attributions 
Other critical aspects of understanding behavior are perception and attributions, which are 
a special kind of perception. 

Perception and Perceptual Distortions

Perception is the cognitive process that people use to make sense out of the environment 
by selecting, organizing, and interpreting information from the environment. Because of 
individual differences in personality, values, interests, and so forth, people often “see” the 
same thing in different ways. A class that is boring to one student might be fascinating 
to another. One student might perceive an assignment to be challenging and stimulating, 
whereas another might find it a silly waste of time.

We can think of perception as a step-by-step process, as shown in Exhibit 14.3. First, 
we observe information (sensory data) from the environment through our senses: taste, 
smell, hearing, sight, and touch. Next, our mind screens the data and will select only the 
items that we will process further. Third, we organize the selected data into meaningful 
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patterns for interpretation and response. Most differences in perception among people at 
work are related to how they select and organize sensory data. You can experience differ-
ences in perceptual organization by looking at the visuals in Exhibit 14.4. What do you see 
in part a of Exhibit 14.4? Most people see this image as a dog, but others see only a series 
of unrelated ink blots. Some people will see the figure in part b as a beautiful young woman, 
while others will see an old one. Now look at part c. How many blocks do you see—six or 
seven? Some people have to turn the figure upside down before they can see seven blocks. 
These visuals illustrate how complex perception is.

Of particular concern in the work environment are perceptual distortions, errors in 
perceptual judgment that arise from inaccuracies in any part of the perception process. 
One common perceptual error is stereotyping, the tendency to assign an individual to 
a group or broad category (e.g., female, black, elderly; or male, white, disabled) and then 
to attribute widely held generalizations about the group to the individual. Recall our dis-
cussion from Chapter 13 of the inaccurate stereotype that talkative female managers are 
incompetent. As another example, someone meets a new colleague, sees that he is in a 
wheelchair, assigns him to the category “physically disabled,” and attributes to this colleague 
generalizations that she believes about people with disabilities, which may include a belief 
that he is less able than other coworkers. However, the person’s inability to walk should not 
be seen as indicative of lesser abilities in other areas. Stereotyping prevents people from 
truly knowing those whom they classify in this way. In addition, negative stereotypes pre-
vent talented people from advancing in an organization and fully contributing their talents 
to the organization’s success.

The halo effect occurs when the perceiver develops an overall impression of a person 
or situation based on one characteristic, either favorable or unfavorable. In other words, 
a halo blinds the perceiver to other characteristics that should be used in generating a 
more complete assessment. The halo effect can play a significant role in performance 
appraisal, as we discussed in Chapter 12. For example, a person with an outstanding 
attendance record may be assessed as responsible, industrious, and highly productive; 
another person with less-than-average attendance may be assessed as a poor performer. 

Observing
information
via the senses

Screening the
information and
selecting what
to process

Organizing the
selected data
into patterns
for interpretation
and response

OrganizeScreenObserveexhibit	     14.3      
The Perception Process

a. Do you see the dog? b. Old woman or young woman? c. How many blocks?

exhibit	     14.4       Perception—What Do You See?
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Either assessment may be true, but it is the manager’s job to be sure that the assess-
ment is based on complete information about all job-related characteristics, not just the 
employee’s preference for good attendance. How accurate is your perception? Answer-
ing the questions in Exhibit 14.5 will give you an idea of whether you allow perceptual 
distortions to cloud your judgment.

Attributions: A Special Case of Perception

Among the assessments that people make as part of the perception process are attributions.26 
Attributions are judgments about what caused a person’s behavior—something about the 
person or something about the situation. People make attributions as an attempt to under-
stand why others behave as they do. An internal attribution says that characteristics of the 
person led to the behavior. (“Susan missed the deadline because she’s careless and lazy.”) 
An external attribution says that something about the situation caused the person’s behavior. 
(“Susan missed the deadline because she couldn’t get the information she needed in a timely 
manner.”) Understanding attributions is important because attributions influence how a 
manager will handle a situation. In the case of the missed deadline, a manager who blames 
it on the employee’s personality will view Susan as the problem and might give her unfavor-
able performance reviews and less attention and support. In contrast, a manager who blames 
the behavior on the situation might try to prevent such situations in the future, such as by 
improving horizontal communication mechanisms so people get the information that they 
need in a timely way.

People often have biases that they apply when making attributions. When evaluating 
others, we tend to underestimate the influence of external factors and overestimate the 
influence of internal factors. This tendency is called the fundamental attribution error. 
Consider the case of someone being promoted to CEO. Employees, outsiders, and the 
media generally focus on the characteristics of the person that allowed him or her to achieve 
the promotion. In reality, however, the selection of that person might have been heavily  
influenced by external factors, such as business conditions creating a need for someone with 
a strong financial or marketing background at that particular time.

Another bias that distorts attributions involves attributions that we make about our own 
behavior. People tend to overestimate the contribution of internal factors to their successes 
and overestimate the contribution of external factors to their failures. This tendency, called 

Instructions: Think about a job that you have held or a project that you have worked on in class or a volunteer organization. With 
respect to data or information coming to you, rate whether each statement below is Mostly True or Mostly False for you.

1.  I look for inconsistencies and seek explanations for them. 
2.  I generate multiple explanations for available information. 
3.  I check for omissions, distortions, or exaggerations in available information. 
4.  I make it a point to distinguish facts from opinions. 
5. � I stay conscious of my own style of approaching problems and how this might affect 

the way that I process information. 
6.  I am well aware of my own biases and values that influence the way I see people. 

Mostly True

 

Mostly False

 

Scoring and Interpretation: Your total score is the number of Mostly True answers to all six questions. A score of 5 or 6  
suggests that you are conscious of and make attempts to remove distortions from your perception. A score of 3 or 4 indicates 
that you make a solid effort, and a score of 1 or 2 suggests that you take perception for granted. Look at any individual items 
where you have marked Mostly False to get an idea of where you might have perceptual weaknesses. What can you do to  
improve your perception?

SOURCE: Adapted from Patricia M. Fandt, Management Skills: Practice and Experience (Minneapolis: West Publishing, 1994), pp. 210–211.

exhibit	     14.5       How Accurate Is Your Perception?
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the self-serving bias, means that people give themselves too much credit for what they do 
well and give external forces too much blame when they fail. Thus, if your manager says that 
you don’t communicate well enough, and you think that your manager doesn’t listen well 
enough, the truth may actually lie somewhere in between.

•	 Perception is the cognitive process that people use 
to make sense out of the environment by selecting, 
organizing, and interpreting information.

•	 People often see the same thing in different ways.
•	 Perceptual distortions are errors in perceptual 

judgment that result from inaccuracies in any part of the 
perception process.

•	 Stereotyping refers to the tendency to assign an 
individual to a group or broad category and then 
attribute generalizations about the group to the 
individual.

•	 The halo effect occurs when a perceiver develops an 
overall impression of a person or situation based on one 
characteristic, either favorable or unfavorable.

•	 Attributions are judgments about what caused a 
person’s behavior—either characteristics of the person 
or of the situation.

•	 An internal attribution says that characteristics of the 
individual caused the person to behave in a certain way, 
whereas an external attribution places the cause on 
aspects of the situation.

•	 The fundamental attribution error is a tendency 
to underestimate the influence of external factors on 
another person’s behavior and to overestimate the 
influence of internal factors.

•	 The self-serving bias is the tendency to overestimate the 
contribution of internal factors to one’s successes and 
the contribution of external factors to one’s failures.

Remember This

Personality and Behavior
In recent years, many employers have shown a heightened 
interest in matching people’s personalities to the needs of the 
job and the organization. An individual’s personality is the 
set of characteristics that underlie a relatively stable pattern 
of behavior in response to ideas, objects, or people in the 
environment. Interestingly, although 71 percent of human 
resource (HR) professionals surveyed say that personality 
tests can be useful for predicting job-related behavior and or-
ganizational fit, the use of such tests has actually declined in 
recent years. Only 18 percent reported that their companies 
use personality tests in hiring and promotion decisions. Part 
of the reason is that more companies are relying on social 
media to assess candidates based on what they have to say 
and show about themselves.27

Personality Traits

In common use, people think of personality in terms of traits, 
the fairly consistent characteristics that a person exhibits. Re-
searchers investigated whether any traits stand up to scientific 
scrutiny. Although investigators examined thousands of traits 
over the years, their findings fit into five general dimensions 
that describe personality. These dimensions, often called the 
“Big Five” personality factors, are illustrated in Exhibit 14.6.28  

Marriott carefully screens candidates for critical customer 
service positions, such as this housekeeper at a Marriott 
Residence Inn in Cleveland, Ohio. One important way that 
managers determine whether people have the “right stuff ” 
is through personality testing. During the application 
process, candidates answer a series of questions about their 
beliefs, attitudes, work habits, and how they might handle 
situations, enabling Marriott to identify people with interests 
and motivations that are compatible with company values. 
As managers reevaluate Marriott’s mission and goals, the 
test evolves. Some fear that personality tests have too much 
influence, determining not just who gets hired, but who gets an 
interview in the first place.
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Each factor may contain a wide range of specific traits. The Big Five personality factors 
describe an individual’s extroversion, agreeableness, conscientiousness, emotional stability, 
and openness to experience:

1.	 Extroversion. The degree to which a person is outgoing, sociable, assertive, and 
comfortable with interpersonal relationships.

2.	 Agreeableness. The degree to which a person is able to get along with others by being 
good-natured, likable, cooperative, forgiving, understanding, and trusting. 

3.	 Conscientiousness. The degree to which a person is focused on a few goals, thus behaving 
in ways that are responsible, dependable, persistent, and achievement-oriented.

4.	 Emotional stability. The degree to which a person is calm, enthusiastic, and self-confident, 
rather than tense, depressed, moody, or insecure.

5.	 Openness to experience. The degree to which a person has a broad range of interests 
and is imaginative, creative, artistically sensitive, and willing to consider new ideas.

As illustrated in the exhibit, these factors represent a continuum. That is, a person may 
have a low, moderate, or high degree of each quality. Answer the questions in Exhibit 14.6 
to see where you fall on the Big Five scale for each of the factors. Having a moderate-to-
high degree of each of the Big Five personality factors is considered desirable for a wide 
range of employees, but this isn’t always a key to success. For example, having an outgoing, 
sociable personality (extroversion) is considered desirable for managers, but many success-
ful leaders, including Bill Gates, Hillary Clinton, Charles Schwab, and Steven Spielberg, 
are introverts, people who may become drained by social encounters and need time alone 
to reflect and recharge their batteries. One study found that 4 in 10 top executives test out 
to be introverts.29 Two other introverts who have found success in high-profile positions 
are Marisa Mayer and Richard Branson. 

Instructions: Each individual’s collection of personality traits is different; it is what makes us unique. But although each collection of 
traits varies, we all share many common traits. The following phrases describe various traits and behaviors. Rate how accurately each 
statement describes you on a scale of 1 to 5, with 1 being very inaccurate and 5 very accurate. Describe yourself as you are now, not 
as you wish to be. There are no right or wrong answers.

    1  2  3  4  5
	 Very Inaccurate	 Very Accurate

	
I am usually the life of the party.	 1	 2	 3	 4	 5
I feel comfortable around people.	 1	 2	 3	 4	 5
I am talkative.	 1	 2	 3	 4	 5

I often feel critical of myself.	 1	 2	 3	 4	 5
I often envy others.	 1	 2	 3	 4	 5
I am temperamental.	 1	 2	 3	 4	 5

	

I am kind and sympathetic.	 1	 2	 3	 4	 5
I have a good word for everyone.	 1	 2	 3	 4	 5
I never insult people.	 1	 2	 3	 4	 5

I am imaginative.	 1	 2	 3	 4	 5
I prefer to vote for liberal 
political candidates.	 1	 2	 3	 4	 5
I really like art.	 1	 2	 3	 4	 5

I am systematic and efficient.	 1	 2	 3	 4	 5
I pay attention to details.	 1	 2	 3	 4	 5
I am always prepared for class.	 1	 2	 3	 4	 5

Which are your most prominent traits? For fun and discussion, compare your responses with those of classmates.

exhibit	     14.6       The Big Five Personality Factors

Extroversion

Agreeableness

Conscientiousness

Neuroticism (Low Emotional Stability)

Openness to New Experiences
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In recent years, there has been a growing awareness that introverted people have 
some qualities that actually might make them better leaders.31 At Stanford University, 
for example, Marissa Mayer stood out because of her deep understanding of people and 
her ability to really listen to them.32 This chapter’s “Manager’s Shoptalk” describes some 
benefits of the introverted personality for managers and offers some tips for introverted 
managers on how to shine despite their lack of natural gregariousness. Introversion or 
extroversion is simply one aspect of an individual’s personality, and each style has both 
strengths and weaknesses. 

Although the quality of extroversion is not as significant as is often presumed, traits 
of agreeableness seem to be particularly important in today’s collaborative organizations. 
Studies show that people who score high on agreeableness are more likely to get jobs and 
keep them than are less agreeable people.33 Although there is also some evidence that people 
who are overly agreeable tend to be promoted less often, the days are over when a hard-
driving manager can run roughshod over others to earn a promotion. Executive search firm 
Korn Ferry International examined data from millions of manager profiles and found that 
the most successful executives today are team-oriented leaders who gather information and 
work collaboratively with many different people.34 Recent research also suggests that traits 
of conscientiousness are more important than those of extroversion for effective leadership. 
A study at the Stanford Graduate School of Business found a link between how guilty 
people feel when they make serious mistakes and how well they perform as leaders. Guilt 
can be a positive emotion for a leader because it is associated with a heightened sense of 
responsibility to others, something that certainly could have benefited leaders involved in 
the recent mortgage and financial crisis!35

Attitudes and Behaviors Influenced by Personality

An individual’s personality influences his or her work-related attitudes and behaviors. As a 
new manager, you will have to manage people with a wide variety of personality character-
istics. Four areas related to personality that are of particular interest to managers are locus 
of control, authoritarianism, Machiavellianism, and problem-solving styles.

Innovative  
Way

Marissa Mayer, 
Yahoo, and Richard 

Branson, Virgin Group

If you ever watched the YouTube video of Marissa Mayer interviewing Lady Gaga, or saw 
Vogue’s take on her 2009 wedding to Zack Bogue, you probably wouldn’t think of her as an 
introvert, but Mayer describes herself as a very shy person by nature. She says that in high 
school, she was the student who knew all the answers but waited to be called on. Like many 
introverts, Mayer can overcome her natural tendencies to do things that are important to her. 

Another leader who understands that is Richard Branson, who dresses up in silly costumes 
to publicize the Virgin Group. Branson says that his flamboyant public persona bears little 
resemblance to his innate personality. “I was a shy and retiring individual who couldn’t make 
speeches and get out there,” Branson says of himself prior to founding Virgin. “I had to train 
myself into becoming more of an extrovert” in order to promote the new company.

Nancy Ancowitz wrote a book called Self-Promotion for Introverts because she knew 
from experience that it is easy for introverted people to get overlooked in the corporate 
world. Ancowitz worked for years on Wall Street, but she found the days filled with meet-
ings, constant jockeying for attention, and the lack of quiet time to reflect and recharge so 
draining that she eventually left. However, she learned some valuable lessons before doing 
so, such as the importance of speaking up more at meetings, making sure her accomplish-
ments were noticed, and building a strong professional network. Ancowitz says that she 
could have thrived on Wall Street, even as an introvert, if she had wanted it badly enough, 
but today she works as a consultant helping other introverts learn to raise their visibility to 
succeed in the business world.30
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Manager’s    Shoptalk
The Rise of the Introverted Manager

I
n today’s world of open offices and collaborative 
work arrangements, being an introverted manager is 
a challenge, especially in the United States and other 
cultures that reward people for being outgoing and 

sociable. Yet experts are beginning to tout the virtues 
of the introverted manager, as well as offer tips for how 
introverts can make sure that they don’t get lost amid 
the gregarious leaders around them.

The Upside of Being an Introvert
Some benefits of an introverted personality include 
the following:

•	 They are more cautious and deliberate. Introverts 
tend to make more thoughtful decisions. They can 
become excited by opportunities and potential 
rewards, but they seem to have a keener aware-
ness of risks than do extroverts, which can help to 
prevent train wrecks such as those that felled Bear 
Stearns and Lehmann Brothers. 

•	 They have a greater ability to listen and take  
suggestions. We’ve all been charmed by char-
ismatic, talkative people who are “working the 
room” while the introverts are huddled in a 
corner. Yet new research confirms what many of 
us suspect: Extroverts tend to be poor listeners! 
Adam M. Grant, who studies this subject, says that 
introverted managers can be better bosses in  
dynamic and unpredictable environments because 
of their ability to listen, empathize with others, 
and empower employees to think for themselves.

•	 They are more creative. The most stunningly inno-
vative people in many fields are introverts. Why? 
Because creativity thrives on solitude. “Without 
great solitude, no serious work is possible,” Picasso 
said. Steve Jobs was the extrovert behind Apple, 
but the company would never have come into 
being without the hard work put in by introverted 
co-founder Steve Wozniak, who spent long hours 
working alone to create the company’s first com-
puter. “Most inventors and engineers I’ve met are 
like me . . . they live in their heads,” Wozniak said.

Succeeding as an Introverted Manager
Introverted managers can get overlooked, particu-
larly in large organizations. In addition, introverts are 

often, although not always, shy, which makes it harder 
for them to feel comfortable in the role of a manager. 
Here are some tips that can help introverts succeed as 
managers:

•	 Stretch your personality. If you want something 
badly enough, you can stretch the limits of a natu-
rally introverted personality. Like Richard Branson, 
who had to train himself to be more extroverted 
to promote Virgin, managers can stretch beyond 
their natural tendency toward introversion to 
achieve an important goal. 

•	 Let people know who you are. Introverts like 
Branson may be able to act more extroverted 
when they need to, but they will always need 
quiet time to reflect, process, and recharge their 
energies. This tendency to need time alone can 
be misinterpreted. Douglas Conant, who headed 
Campbell Soup Company for years as a shy, intro-
verted leader, says that he’d give a little talk to 
new employees and colleagues right off the bat so 
they didn’t think that he was aloof and uninter-
ested in them. “The more transparent I became, 
the more engaged people became,” he says.

•	 Mix with people, speak up, and get out there. 
If you want to be a manager, and particularly if 
you want to advance to higher levels, there is no 
denying that you need to push yourself to get out 
there and connect with people both within and 
outside the organization. You will have to speak 
up at meetings, make presentations, and be 
more sociable and outgoing at conferences 
and other professional events. You can be-
have in more extroverted ways when you 
need to. Just remember to find alone time to 
recharge your batteries. 

Sources: Based on Adam M. Grant, Francesca Gino, and David 
A. Hoffmann, “The Hidden Advantages of Quiet Bosses,” Harvard 
Business Review (December 2010): 28; Susan Cain, “The Rise of the 
New Groupthink,” The New York Times, January 15, 2012, SR-1; Bryan 
Walsh, “The Upside of Being an Introvert (and Why Extroverts Are 
Overrated),” Time (February 6, 2012): 40–45; “How Introverts Can 
Be Leaders—The Expert: Doug Conant,” Fortune (May 21, 2012): 56; Joann 
S. Lublin, “Introverted Execs Find Ways to Shine,” The Wall Street Journal Asia, 
April 18, 2011, 31; Jack and Suzy Welch, “The Welchway: Release Your Inner 
Extrovert,” BusinessWeek (December 8, 2008): 92; Richard Branson example 
from Ginka Toegel and Jean-Louis Barsoux, “How to Become a Better Leader,” 
MIT Sloan Management Review (Spring 2012): 51–60.
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Locus of Control
Individuals differ in terms of what they tend to accredit as the 
cause of their success or failure. Locus of control refers to how 
people perceive the cause of life events—whether they place the 
primary responsibility within themselves or on outside forces.36 
Some people believe that their own actions strongly influence 
what happens to them. They feel in control of their own fate. 
These individuals have a high internal locus of control. Other 
people believe that events in their lives occur because of chance, 
luck, or outside people and events. They feel more like pawns of 
their fate. These individuals have a high external locus of control.

Research on locus of control shows real differences in  
behavior across a wide range of settings. People with an internal 
locus of control are easier to motivate because they believe that 
rewards are the result of their behavior. They are better able 
to handle complex information and problem solving, are more 
achievement-oriented, but are also more independent and 
therefore more difficult to manage. By contrast, people with an 
external locus of control are harder to motivate, less involved in 
their jobs, and more likely to blame others when faced with a 
poor performance evaluation, but they are also more compliant 
and conforming and, therefore, easier to manage.37

Do you believe luck plays an important role in your life, or do you feel that you control 
your own fate? To find out more about your locus of control, read the instructions and 
complete the questionnaire in Exhibit 14.7. 

Teach for America sends recent college graduates to teach for two 
years in low-income schools throughout the United States. What 
does Teach for America look for when reviewing approximately 
45,000 applications for only about 5,000 positions? Founder and 
CEO Wendy Kopp says a high internal locus of control is at 
the top of her list. Those are the candidates who, when faced with 
a challenge, respond with optimism and resolve. Says Kopp, “They 
have the instinct to figure out what they can control and to own it, 
rather than to blame everyone else in the system.”
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Your Locus of Control
Instructions: For each of these 10 questions, indicate the extent to which you agree or disagree using the following scale:

1 = Strongly disagree 	 4 = Neither disagree nor agree 	 7 = Strongly agree 
2 = Disagree 	 5 = Slightly agree  
3 = Slightly disagree 	 6 = Agree 	

  1. When I get what I want, it is usually because I worked hard for it. 			   1	 2	 3	 4	 5	 6	 7
  2. When I make plans, I am almost certain to make them work. 			   1	 2	 3	 4	 5	 6	 7
  3.  I prefer games involving some luck over games requiring pure skill. 			   1	 2	 3	 4	 5	 6	 7
  4.  I can learn almost anything if I set my mind to it. 			   1	 2	 3	 4	 5	 6	 7
  5.  My major accomplishments are entirely due to my hard work and ability. 			   1	 2	 3	 4	 5	 6	 7
  6.  I usually don’t set goals because I have a hard time following through on them. 			   1	 2	 3	 4	 5	 6	 7
  7.  Competition discourages excellence. 			   1	 2	 3	 4	 5	 6	 7
  8.  Often people get ahead just by being lucky. 			   1	 2	 3	 4	 5	 6	 7
  9.  On any sort of exam or competition, I like to know how well I do relative to everyone else. 	 1	 2	 3	 4	 5	 6	 7
10.  It’s pointless to keep working on something that’s too difficult for me.			   1	 2	 3	 4	 5	 6	 7

Scoring and Interpretation: To determine your score, reverse the values that you selected for questions 3, 6, 7, 8, and 10 (1 = 7,  
2 = 6, 3 = 5, 4 = 4, 5 = 3, 6 = 2, 7 = 1). For example, if you strongly disagree with the statement in question 3, you would have given it 
a value of 1. Change this value to a 7. Reverse the scores in a similar manner for questions 6, 7, 8, and 10. Now add the point values for 
all ten questions together. 
Your score ________

Researchers using this questionnaire in a study of college students found a mean of 51.8 for men and 52.2 for women, with a standard 
deviation of 6 for each. The higher your score on this questionnaire, the more you tend to believe that you are generally responsible for 
what happens to you; in other words, higher scores are associated with internal locus of control. Low scores are associated with external 
locus of control. Scoring low indicates that you tend to believe that forces beyond your control, such as powerful people, fate, or chance, 
are responsible for what happens to you.

SOURCES: Adapted from J. M. Burger, Personality: Theory and Research (Belmont, CA: Wadsworth, 1986), pp. 400–401, cited in D. Hellriegel, J. W. Slocum, Jr., and R. W. 
Woodman, Organizational Behavior, 6th ed. (St. Paul, MN: West, 1992), pp. 97–100. Original source: D. L. Paulhus, “Sphere-Specific Measures of Perceived Control,” Journal 
of Personality and Social Psychology, 44, no. 6 (1983): 1253–1265.

exhibit	     14.7       Measuring Locus of Control
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Instructions: Managers differ in how they view human nature and the tactics that they use to get things done through 
others. Answer the questions below based on how you view others. Think carefully about each question and be honest 
about what you feel inside. Please answer whether each item below is Mostly True or Mostly False for you.

	 Mostly	 Mostly
	 True	   False
  1.  Overall, it is better to be humble and honest than to be successful and dishonest.	 __________  __________
  2.  If you trust someone completely, you are asking for trouble.	 __________  __________
  3.  A leader should take action only when it is morally right.	 __________  __________
  4.  A good way to handle people is to tell them what they like to hear.	 __________  __________
  5. There is no excuse for telling a white lie to someone.	 __________  __________
  6.  It makes sense to flatter important people.	 __________  __________
  7.  Most people who get ahead as leaders have led very moral lives.	 __________  __________
  8. � It is better not to tell people the real reason that you did something unless it benefits  

you to do so.	 __________  __________
  9. The vast majority of people are brave, good, and kind.	 __________  __________
10.  It is hard to get to the top without sometimes cutting corners.	 __________  __________

Scoring and Interpretation: To compute your Mach score, give yourself one point for each Mostly False answer to 
items 1, 3, 5, 7, and 9, and one point for each Mostly True answer to items 2, 4, 6, 8, and 10. These items were drawn from 
the works of Machiavelli. Successful management intrigue at the time of Machiavelli was believed to require behaviors that 
today would be considered ego-centered and manipulative, which is almost the opposite of more enlightened management. 
A score of 8–10 points suggests that you have a high Mach score;  4–7 points indicate a moderate score, and 0–3 points 
indicate a low Mach score. Having a high Mach score does not mean that the individual is a sinister or vicious person, but it 
probably means that he or she has a cool detachment, sees life as a game, and is not personally engaged with other people. 
Discuss your results with other students, and talk about whether you think politicians and top executives would have a high 
or a low Mach score.

SOURCE: Adapted from R. Christie and F. L. Geis, Studies in Machiavellianism (New York: Academic Press, 1970).

exhibit	     14.8       What’s Your Mach?

Authoritarianism
Authoritarianism is the belief that power and status differences should exist within the 
organization.38 Individuals high in authoritarianism tend to be concerned with power and 
toughness, obey recognized authority above them, stick to conventional values, critically 
judge others, and oppose the use of subjective feelings. The degree to which managers pos-
sess authoritarianism will influence how they wield and share power. The degree to which 
employees possess authoritarianism will influence how they react to their managers. If a 
manager and employees differ in their degree of authoritarianism, the manager may have 
difficulty leading effectively. The trend toward empowerment and shifts in expectations 
among younger employees for more equitable relationships contribute to a decline in strict 
authoritarianism in many organizations.

Machiavellianism
Another personality dimension that is helpful in understanding work behavior is  
Machiavellianism, which is characterized by the acquisition of power and the manipu-
lation of other people for purely personal gain. Machiavellianism is named after Niccolò 
Machiavelli, a sixteenth-century Italian political philosopher who wrote The Prince, a 
book for noblemen of the day on how to acquire and use power, in 1513.39 Psychologists 
developed instruments to measure a person’s Machiavellianism (Mach) orientation.40 
The short quiz in Exhibit 14.8 will give you an idea of how you rate on Machiavellian 
tendencies. Research shows that high Machs are predisposed to being pragmatic, capable 
of lying to achieve personal goals, more likely to win in win-lose situations, and more 
likely to persuade than be persuaded.41

Different situations may require people who demonstrate one or the other type of 
behavior. In loosely structured situations, high Machs actively take control, while low 
Machs accept the direction given by others. Low Machs thrive in highly structured 
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situations, while high Machs perform in a detached, disinterested way. High Machs are 
particularly good in jobs that require bargaining skills or that involve substantial rewards 
for winning.42

•	 Personality is the set of characteristics that underlie a 
relatively stable pattern of behavior in response to ideas, 
objects, or people in the environment.

•	 The Big Five personality factors are dimensions that 
describe an individual’s extroversion, agreeableness, 
conscientiousness, emotional stability, and openness to 
experience.

•	 Marissa Mayer is an example of a leader with an 
introverted personality who succeeds in a high-profile 
position.

•	 Locus of control defines whether an individual places 
the primary responsibility for his successes and failures 
within himself or on outside forces.

•	 Authoritarianism is the belief that power and status 
differences should exist within an organization.

•	 A person high in authoritarianism is typically concerned 
with power and status, obeys established authority, and 
sticks to conventional values.

•	 Machiavellianism refers to a tendency to direct one’s 
behavior toward the acquisition of power and the 
manipulation of other people for personal gain.

Remember This

Problem-Solving Styles and the Myers-Briggs 
Type Indicator

Managers also need to realize that individuals solve problems and make decisions in dif-
ferent ways. One approach to understanding problem-solving styles grew out of the work 
of psychologist Carl Jung. Jung believed differences resulted from our preferences in how 

we go about gathering and evaluating information.43 According to 
Jung, gathering information and evaluating information are separate 
activities. People gather information either by sensation or intuition, 
but not by both simultaneously. Sensation-type people would rather 
work with known facts and hard data and prefer routine and order 
in gathering information. Intuitive-type people would rather look for 
possibilities than work with facts and prefer solving new problems 
and using abstract concepts.

Evaluating information involves making judgments about the  
information that a person has gathered. People evaluate information 
by thinking or feeling. These represent the extremes in orientation. 
Thinking-type individuals base their judgments on impersonal anal-
ysis, using reason and logic rather than personal values or emotional 
aspects of the situation. Feeling-type individuals base their judg-

ments more on personal feelings such as harmony and tend to make decisions that result 
in approval from others.

According to Jung, only one of the four functions—sensation, intuition, thinking, or 
feeling—is dominant in an individual. However, the dominant function usually is 
backed up by one of the functions from the other set of paired opposites. Exhibit 14.9 
shows the four problem-solving styles that result from these matchups, as well as  
occupations that people with each style tend to prefer. 

Two additional sets of paired opposites not directly related to problem solving 
are introversion-extroversion and judging-perceiving. Introverts gain energy by focusing  
on personal thoughts and feelings, whereas extroverts gain energy from being around 
others and interacting with others. On the judging versus perceiving dimension, peo-
ple with a judging preference favor certainty and closure and tend to make decisions 

“Each of us is meant to 
have a character all 
our own, to be what no 
other can exactly be, and 
do what no other can 
exactly do.”

—William Ellery Channing (1780–1842), 

American writer and clergyman

Go to the “Experiential 
Exercise” on  
pages 500–502,  
which pertains to 
evaluating your 
personality type.
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quickly based on available data. Perceiving people, on the other hand, enjoy ambiguity, dis-
like deadlines, and may change their minds several times as they gather large amounts of 
data and information to make decisions.

A widely used test that measures how people differ on all four of Jung’s sets of paired 
opposites is the Myers-Briggs Type Indicator (MBTI) assessment. The MBTITM assess-
ment measures a person’s preferences for introversion versus extroversion, sensation versus 
intuition, thinking versus feeling, and judging versus perceiving. The various combinations 
of these four preferences result in 16 unique personality types.

Each of these types can have positive and negative consequences for behavior. Based 
on the limited research that has been done, the two preferences that seem to be most 
strongly associated with effective management in a variety of organizations and indus-
tries are thinking and judging.44 However, people with other preferences can also be good 
managers. One advantage of understanding your natural preferences is to maximize your 
innate strengths and abilities and minimize your weaknesses.

Nearly 200 agencies of the U.S. government, including the Environmental Protection 
Agency (EPA), the Central Intelligence Agency (CIA), and the Department of Veterans 
Affairs (VA), have been reported to use the MBTI™ instrument as part of their training 
programs. Brian Twillman of the EPA says that at least a quarter of the agency’s 17,000 
federal employees have taken the test, and that without it, “there would be a lot of blind 
spots within the agency.”45 Many corporations, including Hallmark Cards, have also used 
the MBTI™ to help people better understand themselves and improve their interactions. 

Personal Style Action Tendencies Likely Occupations

Sensation-Thinking •  Emphasizes details, facts, certainty 
•  Is a decisive, applied thinker
•  Focuses on short-term, realistic goals
•  Develops rules and regulations for judging performance

•  Accounting 
•  Production 
•  Software engineers 
•  Market research 
•  Engineering 

Intuitive-Thinking •  Prefers dealing with theoretical or technical problems 
•  Is a creative, progressive, perceptive thinker
•  Focuses on possibilities using impersonal analysis
•  �Is able to consider a number of options and problems 

simultaneously

•  Systems design 
•  Internet security 
•  Law 
•  Middle/top management 
• Teaching business, economics 

Sensation-Feeling •  Shows concern for current, real-life human problems 
•  Is pragmatic, analytical, methodical, and conscientious
•  Emphasizes detailed facts about people rather than tasks
•  Focuses on structuring organizations for the benefit of people

•  Directing supervisor 
•  Counseling
•  Negotiating 
•  Selling 
•  Interviewing 

Intuitive-Feeling •  Avoids specifics 
•  Is charismatic, participative, people oriented, and helpful
•  Focuses on general views, broad themes, and feelings
•  �Decentralizes decision making, develops few rules and 

regulations

•  Public relations 
•  Advertising 
•  Human Resources 
•  Politics 
•  Customer service 

exhibit	     14.9       Four Problem-Solving Styles

The value of people understanding and seeing the best in one another is a core part of 
Hallmark’s mission. That’s part of what helps the company produce greeting cards that splen-
didly and succinctly tap into positive human emotions. The mission and core philosophy have 
remained constant, but the market, workforce, and business environment have changed dra-
matically in recent years, becoming more global, diverse, and mobile.

To meet the challenges of this new reality, Hallmark executives wanted to develop lead-
ers who can see things from different perspectives, work together for everyone’s success, 

Innovative  
Way
Hallmark Cards
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By understanding different MBTI™ types, Hallmark leaders can flex their communica-
tion style as needed and connect more meaningfully with employees. In addition, being 
aware of their own MBTI™ type enables leaders to maximize their strengths and minimize 
their weaknesses. Leaders should remember that each type can have positive and negative 
consequences for behavior.

Some organizations also use the MBTI™ assessment to help put people in the right 
jobs, where they will be happiest and make their best contribution to the organization. In 
one survey, 89 of the Fortune 100 companies reported that they have used the test in hiring 
and promotion decisions.47 

and fully engage and inspire both employees and customers. One approach to creating that 
new culture was using the MBTI™ to give managers greater self-awareness and insight into 
how their patterns of thought and behavior affect others. “We tend to place people into ‘files’ 
according to our perceptions of them, which are often skewed,” said Mary Beth Ebmeyer, HR 
manager for corporate development.

The MBTI™ has helped leaders understand how easily misunderstandings can occur 
between people with different preferences. For example, a leader might receive an e-mail 
message that he considers to be confrontational, whereas the person who sent it might 
simply be expressing a well-intentioned concern in a way typical of her personality type. 
Understanding different MBTI™ types has enabled leaders to test their perceptions against 
reality, as well as helped them better communicate with different types. Moreover, decisions 
are being made faster because there are fewer misunderstandings among managers.46

•	 Four problem-solving styles are sensation-thinking, 
intuitive-thinking, sensation-feeling, and intuitive-feeling.

•	 The Myers-Briggs Type Indicator (MBTI™) assessment 
measures a person’s preferences for introversion versus 

extroversion, sensation versus intuition, thinking versus 
feeling, and judging versus perceiving.

•	 Hallmark Cards used the MBTI™ assessment to increase 
managers’ self-awareness and enable them to understand 
how their patterns of behavior affect others.

Remember This

Emotions
Managers might like to think that people come to work and conduct their jobs in a logical and 
rational manner, leaving their emotions at home or tucked safely in the car until it’s time to 
go home for the day. Yet people cannot be separated from their emotions, and organizations 
suffer when managers fail to pay attention to how employees’ emotions affect productivity and 
the work environment.48 Managers can increase their effectiveness by understanding positive 
and negative emotions and developing emotional intelligence. 

Positive and Negative Emotions

Although the term is somewhat difficult to define in a precise way, an emotion can be 
thought of as a mental state that arises spontaneously within a person based on interac-
tion with the environment rather than through conscious effort and is often accompanied 
by physiological changes or sensations. People can experience a wide range of emotions at 
work, such as happiness, anger, fear, or relief, and these affect their workplace attitudes and 
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behaviors. Researchers have been attempting to understand emotions for thousands of 
years, and scientific debate continues about how to categorize emotions.49 One model that 
is useful for managers, shown in Exhibit 14.10, distinguishes the major positive and nega-
tive emotions. Negative emotions are sparked when a person becomes frustrated in trying 
to achieve his or her goals, while positive emotions are triggered when people are on track 
toward achieving goals. 

Thus, emotions can be understood as being determined by whether people are getting 
their needs and goals met. An employee who fails to get a pay raise or is reprimanded by 
a supervisor would likely experience negative emotions such as sadness, anger, or anxiety, 
whereas a person who gets a promotion would experience feelings of pride and happi-
ness. Managers can influence whether people experience primarily positive or negative 
emotions at work. For one thing, the emotional state of the manager influences the en-
tire team or department. Most of us realize that we can “catch” emotions from others. If 
we’re around someone who is happy and enthusiastic, the positive emotions rub off on 
us. On the other hand, someone who is sad and angry can bring us down. This emotional 
contagion50 means that managers who express positive emotions such as happiness, enthu-
siasm, and appreciation trigger positive emotions in employees. Research suggests that 
nearly all human beings are subject to emotional contagion and will automatically and 
unconsciously start feeling and displaying the same emotions as those around them.51 The 
energy level of the entire organization increases when leaders are optimistic and hope-
ful rather than angry or depressed. Interesting new research by organization behavior 
scientists suggests that negative emotions might spread more easily than positive ones. 
Psychologists have also found that negative people and events have a disproportionately 
large effect on our emotions and moods.52

Good managers pay attention to people’s emotions because positive emotions are typi-
cally linked to higher productivity and greater effectiveness. A Gallup Management Journal 
survey found that managers, especially front-line supervisors, have a lot to do with whether 
employees have positive or negative emotions associated with their work lives.53

Negative Emotions Positive Emotions

Happiness/Joy

Pride

Love/Affection

ReliefDisgust

Envy/Jealousy

Sadness

Guilt/Shame

Fright/Anxiety

Anger

exhibit	     14.10      
Positive and Negative 
Emotions
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Hot
Topic

Emotional Intelligence

In recent years, research in the area of emotional intelligence has shown that managers who 
are in touch with their own feelings and the feelings of others can enhance employee and 
organizational performance. Emotional intelligence includes four basic components:54 

●● Self-awareness. Being aware of what you are feeling; the basis for all the other components. 
People who are in touch with their feelings are better able to guide their own lives and  
actions. A high degree of self-awareness means you can accurately assess your own 
strengths and limitations and have a healthy sense of self-confidence.

●	� Self-management. The ability to control disruptive or harmful emotions and bal-
ance one’s moods so that worry, anxiety, fear, and anger do not cloud thinking and 
get in the way of what needs to be done. People who are skilled at self-management 
remain optimistic and hopeful despite setbacks and obstacles. This ability is crucial 
for pursuing long-term goals. MetLife found that applicants who failed the regular 
sales aptitude test but scored high on optimism made 21 percent more sales in their 
first year and 57 percent more in their second year than those who passed the sales 
test but scored high on pessimism.55

●	� Social awareness. The ability to understand others and practice empathy, which 
means being able to put yourself in someone else’s shoes, to recognize what oth-
ers are feeling without them needing to tell you. People with social awareness are 
capable of understanding divergent points of view and interacting effectively with 
many different types of people.

●	� Relationship management. The ability to connect to others, build positive rela-
tionships, respond to the emotions of others, and influence others. People with 
relationship management skills know how to listen and communicate clearly, and 
they treat others with compassion and respect.

Studies show a positive relationship between job performance and a high emotional in-
telligence quotient (EQ) in a variety of jobs. Numerous organizations, including the U.S. 
Air Force and Canada Life, use EQ tests to measure things such as self-awareness, ability to 
empathize, and capacity to build positive relationships.56 A high EQ seems to be particularly 
important for jobs such as sales, which require a high degree of social interaction. It is also 
critical for managers, who are responsible for influencing others and building positive atti-
tudes and relationships in the organization.

Managers with low EQs can undermine employee morale and harm the organization. 
Tim Armstrong, CEO of AOL, issued a rare apology after he fired Abel Lenz during a 
conference call with more than 1,000 employees of Patch, the local news service that AOL 
runs for hundreds of towns. Armstrong had called the meeting to emphasize the dire-
ness of the company’s circumstances and prepare for a turnaround, but the brutal way he 
handled the firing left people reeling. One business writer called Armstrong’s “tantrum” one 
of “the most bizarre sequences in AOL history.”57 

Also, consider that 44 percent of people surveyed by the Employment Law Alliance say 
that they have worked for a manager that they considered an abusive bully.58 “It’s usually 
the manager or senior executive who’s just a complete out-of-control jerk,” said Margaret 
Fiester, operations manager at the Society for Human Resource Management, where she 
often fields questions about the growing problem of workplace bullying. In Massachusetts, 
the National Association of Government Executives Local 282 became one of the first 
unions in the country to include in collective bargaining agreements an antibullying clause 
calling for “mutual respect.” A recent survey found that 56 percent of companies have some 
kind of antibullying policy, usually as part of an employee handbook or code of conduct.59 
Growing concerns over workplace bullying have prompted enlightened companies to take 
action that helps managers develop greater emotional intelligence, such as by honing their 
self-awareness and empathy and enhancing their self-management skills.

Complete the “New 
Manager Self-Test” 
to assess your level 
of positive emotional 
expression. You 
might also want to 
refer back to the 
questionnaire related 
to self-confidence at 
the beginning of this 
chapter. Self-confidence 
strongly influences a 
manager’s emotional 
intelligence.
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•	 An emotion is a mental state that arises spontaneously, 
rather than through conscious effort, and is often ac-
companied by physiological changes.

•	 People experience both positive emotions of happiness, 
pride, love, and relief, as well as negative emotions of 
anger, anxiety, sadness, envy, and disgust.

•	 The concept of emotional contagion suggests that people 
can “catch” emotions from those around them, so good 
managers try to express positive emotions at work.

•	 Recent research suggests that negative emotions 
might spread more quickly than positive ones.

•	 Emotional intelligence includes the components of 
self-awareness, self-management, social awareness, and 
relationship management.

•	 The National Association of Government Executives 
Local 282 became one of the first unions in the country 
to include an antibullying clause in collective bargaining 
agreements.

Remember This

New Manager     Self-Test
Expressed Emotions

Instructions: Think about the feelings that you express to others during your interactions with people during a typical week 
of school or work activities. Rate each item below based on whether you typically express that emotion often, sometimes, or 
rarely during a typical week. There are no right or wrong answers, so answer honestly to receive accurate feedback.

Scoring and Interpretation: Sum items 1–10, giving 
3 points for each Often, 2 points for each Sometimes, and 
1 point for each Rarely. Total  = ______. In fulfilling their 
roles, managers are often required to display positive emo-
tions in their relationships with employees and customers. 
Sometimes a manager may display an emotion without really 
feeling it, which is called surface acting. Deep acting is when 
managers generate the actual emotion that needs to be 
displayed as part of the job. If you have a high score, it prob-
ably means that you display authentic positive emotion. If you 
have a lower score, can you display positive emotions when 
needed by pretending to feel the emotion or by generat-
ing the appropriate emotion from within? Frequent surface 

acting is related to stress, and frequent deep acting is related 
to the perceived quality of emotion expression and with job 
satisfaction. Compare your score with others in your class. 
Can you express emotions on demand? Do you think emo-
tional expression is related to the self-management aspect of 
emotional intelligence?
Sources: Based on David Watson, Lee Anna Clark, and Auke Tellegen, 
“Development and Validation of Brief Measures of Positive and Negative 
Affect: The PANAS Scales,” Journal of Personality and Social Psychology 54, no. 6 
(1988): 1063–1070; Celeste M. Brotheridge and Raymond T. Lee, “Development 
and Validation of the Emotional Labour Scale,” Journal of Occupational and 
Organizational Psychology 76 (2003): 365–379; and Alicia A. Grandey, 
“When ‘The Show Must Go On’: Surface Acting and Deep Acting as 
Determinants of Emotional Exhaustion and Peer-Rated Service Delivery,” 
Academy of Management Journal 46, no. 1 (2003): 86–96.
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Often Sometimes Rarely

  1.  Enthusiastic

  2.  Interested

  3.  Inspired

  4.  Energetic

  5.  Proud

  6.  Attentive

  7.  Grateful

  8.  Amused

  9.  Hopeful

10.  Caring
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Managing Yourself
Now let’s turn to another topic that every manager needs to know about—time manage-
ment. We introduced the topic of time-management in Chapter 1, and that chapter’s  
“Manager’s Shoptalk” outlined some specific time-management tips. In this chapter, 
we talk about a broader self-management system that people can apply to gain control 
over their hectic schedules. Self-management is the ability to engage in self-regulating 
thoughts and behavior to accomplish all your tasks and handle difficult or challenging 
situations. Yet all of us have patterns of habit and behavior that may make it hard to 
manage ourselves toward more efficient behavior. Even the best managers can sometimes 
find themselves feeling overwhelmed. Many people get stuck and can’t take action when 
they have too much on their minds or too many competing demands on their time. One 
approach for “getting a grip” when you have too much to do and can’t seem to get any of it 
done is to apply a bottom-up strategy that starts by analyzing the details of what you are 
actually doing right now, and then building a system to manage all your activities. 

Basic Principles for Self-Management

Three basic principles define how to manage your many big and small commitments  
effectively so that you can get them accomplished:60

1.	 Clarity of mind. The first principle is that, if you’re carrying too much around in your 
head, your mind can’t be clear. If your mind isn’t clear, you can’t focus. If you can’t focus, 
you can’t get anything done. Thus, anything you consider unfinished needs to be placed 
in some kind of trusted system outside your head.

2.	 Clarity of objectives. Next, you have to be clear about exactly what you need to do and 
decide the steps to take toward accomplishing it.

3.	 An organized system. Finally, once you’ve decided the actions that you need to take, you 
need to keep reminders in a well-organized system.

By building a self-management approach based on these three principles—clarity of 
mind, clarity of objectives, and a system of organized reminders—you can get unstuck and 
make measurable progress toward achieving all the things that you need to do.

A Step-by-Step Guide for Managing Your Time

Many people don’t realize that they waste at least an hour of a typical workday simply 
because they are disorganized.61 You can gain better control of your life and the many 
things that you have to do by mastering some simple but powerful steps.62 Exhibit 14.11 
summarizes these five steps, and each is described next.

1.	 Empty your head. In order to clear your mind, you first have to see all the many things 
weighing on it. The first step, therefore, is to write down on separate scraps of paper all 
the activities, duties, tasks, or commitments that are demanding part of your attention. 
The idea is to get everything out of your head and down on paper. 

To organize all this “stuff,” combine similar items into various “buckets.” There are 
numerous tools that can serve as your buckets, including computer and wireless devices 
for electronic note-taking; physical in-baskets for holding mail, memos, and phone 
slips; notebooks or legal pads for writing down things to do; or digital recorders for 
recording things you need to remember. Keep a notepad or handheld device with you 
so that you can add new projects or commitments at any time and get them out of your 
head. Remember to keep the number of buckets to a minimum; otherwise, you’ll still 
feel scattered and overwhelmed. 

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Chapter 14  Understanding Individual Behavior 493

L
e

a
d

in
g

5

Collect all 
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you need or 
want to do
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and context,
energy level,

and task
priority

Do it, 
delegate it,
or defer it

Update
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action lists;
process new

items 
Schedule

appointments,
tasks; set up
calendars,
action lists

Empty
Your Head 

Decide the
Next Action

Get
Organized 

Perform a
Weekly Review 

Do It

2.	 Decide the next action. For each item in your buckets, decide the real, specific, physical 
action that you need to take next. If you have a team meeting on Friday to discuss a class 
project, your next action might be to draft thoughts and ideas that you want to share 
with the team. Then, you have three options:
●	� Do it. Follow the two-minute rule: If something can be done in less than two 

minutes, do it now. In some cases, you’ll find items in your bucket that require no 
action and are of no importance. These should be trashed immediately. For items 
that are of potential use in the future, file in a system for reference material.

●	� Delegate it. Ask yourself if you’re the right person to handle a task. If something 
can be done as well by someone else, delegate it.

●	� Defer it. If something will take longer than two minutes but cannot be delegated to 
someone else, you’ll have to defer it. These things go into an incubation or tickler 
file, such as an organized “To Do” list, which you will review regularly and perhaps 
schedule a specific time for their completion.

3.	 Get organized. The third step is to organize all the items that you’ve deferred. At this 
stage, schedule any appointments that you identified as “next actions” and record them 
on whatever calendar you check daily. Also record on your calendar any items that have 
to be done on a specific day or at a specific time. You can assign yourself a definite date 
in the future to perform certain tasks that are in your incubation or tickler file.

For all other items, keep a list of  “Next Actions,” either on paper on in a portable 
device that you will have with you at all times so that you can take action when and 
where you have the time to do so. This can be either on a single list or in categories.

exhibit	     14.11       
Follow These Steps to  
Get Organized

SOURCE: Based on David Allen, Getting Things Done: The Art of Stress-Free Productivity (New York: Viking, 2001).
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Hot
Topic

4.	 Perform a weekly review. Once a week, review your complete Next Actions list and 
your calendar for the coming week. Scan the entire list of outstanding projects and  
actions needed so that you can make efficient choices about using your time. This 
weekly review is critical because it keeps your mind from taking back the job of trying 
to hold and remember everything. The weekly review is also the time to “put your house 
in order” by collecting, processing, and organizing new items. Thus, during the weekly 
review, you’ll take four actions: (1) collect and process all the new stuff; (2) review your 
entire system; (3) revise your lists; and (4) get clear, up to date, and complete about 
what needs to be done next.

5.	 Now do it. Once you have collected, processed, organized, and reviewed your current 
commitments, you’ll have a better sense of what needs to be done, enabling you to 
make better choices about how to use your time. Your intuition and your understand-
ing of yourself can help you in deciding what to do when.

This approach to self-management can help you get a handle on all the various things 
that you have to do and approach them in a systematic way with a clear mind. If you follow 
it, you’ll find yourself getting more accomplished with less stress—and with fewer things 
falling between the cracks. Refer to the time management tips in the “Manager’s Shoptalk” 
in Chapter 1. You can pick and choose the techniques that work for you and combine them 
with this overall self-management approach.

•	 Self-management is the ability to engage in self-
regulating thoughts and behavior to accomplish all your 
tasks and handle difficult or challenging situations.

•	 Three basic principles for self-management are clarity of 
mind, clarity of objectives, and an organized system.

•	 One self-management system is based on five steps: 
Empty your head; decide the next action; get  
organized; perform a weekly review; then do what 
needs to be done.

Remember This

Stress and Stress Management
No matter how organized you are, as a manager, you will likely experience stress—your 
own and that of others—at some time in your career. Formally defined, stress is an 
individual’s physiological and emotional response to external stimuli that place physical 
or psychological demands on the individual and create uncertainty and lack of personal 
control when important outcomes are at stake.63 These stimuli, called stressors, produce 
some combination of frustration (the inability to achieve a goal, such as the inability to 
meet a deadline because of inadequate resources) and anxiety (such as the fear of being 
disciplined for not meeting deadlines).

Stress levels have gone up in many organizations in recent years, as managers have 
found themselves dealing with a workforce that is frightened, nervous, and unsure about 
the future.64 The number of employees who are irritable, insulting, or discourteous has 
grown, as people are coping with the stress of job uncertainty, overwhelming debt, tighter 
access to credit, and increased workloads due to downsizing. In a recent survey, nearly half 
of U.S. workers reported experiencing yelling and verbal abuse on the job, and another 
study found that 2 to 3 percent of people admit to pushing, slapping, or hitting someone at 
work.65 “People are trapped; they don’t have the same alternative jobs to jump to,” said Gary 
Namie, a social psychologist who co-founded the Workplace Bullying Institute. People “are 
staying longer in these pressured, stress-filled toxic work environments.”66
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Challenge Stress and Threat Stress

Stress isn’t always negative. Without a certain amount of stress, we would be complacent and 
accomplish little. Psychologists have long noted this “dual face of stress,” and make a distinction  
between challenge stress and threat stress. Challenge stress fires you up, whereas threat stress 
burns you out.67 As originally proposed by two Harvard researchers, Robert Yerkes and 
John Dodson, and illustrated in Exhibit 14.12, a certain level of stress challenges you and  
increases your focus, alertness, efficiency, and productivity.68 After that point, however, things 
go downhill quickly, and stress compromises your job performance, your relationships, and 
even your health. Another interesting finding is that too much stress inhibits learning and 
flexibility.69

The point at which things tip over from challenge stress (good) to threat stress (bad) 
may vary with each individual. Most of us can easily tell when we’ve gone over the top of the 
stress curve. We stop feeling productive; experience emotions of anxiety, fear, depression, 
anger, or a combination; are easily irritated; and may have trouble making decisions. Many 
people also have physical symptoms, such as headaches, insomnia, or stomach problems. In 
the United States, an estimated 1 million people each day don’t show up for work because 
of stress.70 Similarly, a survey in the United Kingdom found that 68 percent of nonmanual 
workers and 42 percent of manual workers reported missing work because of stress-related 
illness.71 Just as big a problem for organizations as absenteeism is presenteeism, which refers 
to people who go to work but are too stressed and distracted to be productive.72

Type A and Type B Behavior

Researchers observed that some people seem to be more vulnerable than others to the ill ef-
fects of stress. From studies of stress-related heart disease, they categorized people as having 
behavior patterns called Type A and Type B.73 The Type A behavior pattern includes extreme 
competitiveness, impatience, aggressiveness, and devotion to work. David Sacks, founder and 
CEO of Yammer, for example, says he is “in a perpetual state of frustration over the product. I 
want it to be perfect and it’s not.” He adds, “I think about work constantly, I wish I had an On/
Off switch.”74 In contrast, people with a Type B behavior pattern exhibit fewer of these behav-
iors. They consequently experience less conflict with other people and a more balanced, relaxed 
lifestyle. Type A people tend to experience more stress-related illness than Type B people.
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exhibit	     14.12        
The Yerkes-Dodson  
Stress Curve

SOURCE: Based on an exhibit by Emeran A. Mayer, M.D., UCLA Center for Neurobiology of Stress.
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Most Type A individuals, like David Sacks, are high-energy people and may seek  
positions of power and responsibility. By pacing themselves and learning the control and 
intelligent use of their natural high-energy tendencies, Type A individuals can be powerful  
forces for innovation and leadership within their organizations. However, many Type A  
personalities cause stress-related problems for themselves, and sometimes for those 
around them as well. At Yammer, Sacks has consciously changed some of his behaviors 
so that his impatience doesn’t cause stress for others. Type B individuals typically live 
with less stress unless they are in high-stress situations. A number of factors can cause 
stress in the workplace, even for people who are not naturally prone to high stress.

Causes of Work Stress

Workplace stress has been skyrocketing worldwide for some years. The number of people in 
the United States who reported that work is a significant source of stress soared to 69 percent  
in 2009, and 41 percent say that they typically feel stressed or tense during their workday.75 

Surveys in Canada consistently cite work as the top source of stress for people in that 
country. In India, growing numbers of young software professionals and call-center 
workers are falling prey to depression, anxiety, and other mental illnesses because of 
increasing workplace stress.76 And the long hours and stressful conditions that have led 
to suicides among contract manufacturing workers in China have prompted managers at 
technology firms such as Apple, IBM, Hewlett-Packard, and Toshiba to do some serious 
soul-searching.77 “Work conditions can cause mental illness,” says psychologist Rodney 
L. Lowman. “If we put healthy, well-adjusted people in the right foxhole with guns blar-
ing at them, the likelihood of them experiencing depression and anxiety is very high.”78

Managers can better cope with their own stress and establish ways for the organiza-
tion to help employees cope if they understand the conditions that tend to produce work 
stress. Unethical environments and unsafe working conditions, such as those at some con-
tract manufacturers, are major stressors, of course. In terms of more typical everyday work 
stressors, one approach is to think about the stress caused by the demands of job tasks and 
stress caused by interpersonal pressures and conflicts:

●● Task demands are stressors arising from the tasks required of a person holding a par-
ticular job. Some kinds of decisions are inherently stressful: those made under time 
pressure, those that have serious consequences, and those that must be made with  
incomplete information. For example, emergency room doctors are under tremendous 
stress as a result of the task demands of their jobs. They regularly have to make quick 
decisions based on limited information that may determine whether a patient lives or 
dies. Jobs in which people have to deal with irate customers can also be highly stressful.  
Turnover among customer service employees can be as high as 300 percent a year in 
some industries.79Almost all jobs, especially those of managers, have some level of stress 
associated with task demands. Task demands also sometimes cause stress because of role 
ambiguity, which means that people are unclear about what task behaviors are expected 
of them. In a 2012 survey by the American Psychological Association (APA), 35 percent 
of respondents cited unclear job expectations as a cause of their workplace stress.80

●● Interpersonal demands are stressors associated with relationships in the organization. 
Although interpersonal relationships can alleviate stress in some cases, they also can 
be a source of stress when the group puts pressure on an individual or when conflicts 
arise between individuals. Managers can resolve many conflicts using techniques that 
will be discussed in Chapter 18. Role conflict occurs when an individual perceives 
incompatible demands from others. Managers often feel role conflict because the  
demands of their superiors conflict with those of the employees in their department. 
They may be expected to support employees and provide them with opportunities 
to experiment and be creative, while at the same time, top executives are demanding 
a consistent level of output that leaves little time for creativity and experimentation.

Go to the “Ethical 
Dilemma” on pages 502–
503, which pertains to 
organizational sources 
of stress.
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Innovative Responses  
to Stress 
Organizations that want to challenge their 
employees and stay competitive will never 
be stress-free, but healthy workplaces 
promote the physical and emotional well-
being of their employees. Even simple 
things can change how people feel about 
their work. John Weaver, a psychologist at 
Psychology for Business, a management 
consultancy firm, advised managers at a 
long-term care facility in Wisconsin that 
had been flooded. Because of the water 
damage, the residents and employees had 
to move into an already occupied facility, 
and everyone was feeling cramped and an-
noyed. Pettiness was getting out of hand. 
Weaver and managers began asking each 
employee a simple question: Why do you 
do this work? “As they thought about the 
question,” Weaver says, “you could see 
their attitude change. They could see the 
reasons why they needed to work together 
to put aside difficulties and compromise, 
and residents were treated better.”81

What You Can Do to Combat Stress 
Scientist and stress researcher Hans Selye said, “It’s not stress that kills us, it is our reaction 
to it.” Exhibit 14.13 lists 10 ways to stress-proof your day. A variety of techniques can help 
individuals avoid or manage the harmful effects of stress. 

Concept Connection

Many companies help employees manage stress by offering discounts to 
local gyms, although a fairly recent workplace trend enables employees to 
work out while they work. Treadmill desks have shelves where employees 
can park their laptops and plug in their mobile phones so they can review 
documents, do online research, and hold meetings as they rack up the miles. 
Employees who’ve made use of these multitasking opportunities report that 
they have more energy, feel less stressed, and have lost weight thanks to these 
treadmill desks.
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Most people can find plenty of ways at work to get stressed out. Here are 10 steps 
that can help you de-pressurize:

  1. � Reframe a negative experience. If you left your laptop for a meeting in the car, for example, 
interpret it as a chance to compose your thoughts on the walk to retrieve it.

  2.  Attend a meeting in another department, just out of interest, to see what they’re doing.
  3.  Notice at least one good thing about someone you don’t like very well.
  4. � Find a quiet place where you can sit undisturbed and be alone with yourself, even if it’s just for 

a few minutes.
  5.  Do something nice for someone—studies show that it can make you happier and calmer.
  6. � If you encounter a problem in your work or personal life, think of it as a challenge and an  

opportunity to learn.
  7.  Notice at least one good thing that you experience each day.
  8.  Make a list of achievable goals for the week and aim to mark one off your list each day.
  9. � Every day when you wake up, express gratitude for the new day and another chance to make 

a difference in the world.
10.  Get enough sleep each night. If you don’t, take a nap!

SOURCES: Based on “8 Steps to Stress-Proof Your Day,” sidebar in Thea Singer, “The Perfect Amount of Stress,” Psychology 
Today (March–April 2012): 78–85; “A New Kind of ‘To Do’ List,” sidebar in Betty Shotton, “Awe: A Doorway to Breakthroughs, 
Insight, and Innovation,” Leader to Leader (Spring 2013): 7–12; and Ruth Mantell, “How to Lower Your Workplace Stress,” The 
Wall Street Journal, January 15, 2012, http://online.wsj.com/news/articles/SB10001424052970204257504577152502470874464 
(accessed October 18, 2013).

exhibit	      14.13       Ten Ways to Stress-Proof Your Day
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●● Seek and destroy key sources of stress. A recent study found that the most beneficial 
stress management competency is prevention.82 None of us can eliminate all the poten-
tial sources of stress from our lives, but we can avoid some of them and manage others. 
Take some time each day to identify stressors in your life and find ways to eliminate 
or reduce them. Being well organized, planning ahead, and using the various time-
management techniques we’ve discussed in this chapter, such as emptying your head of 
all the pressures weighing on you, are highly effective ways to manage and prevent stress.

●● Find meaning and support. You are much more likely to experience ill effects from 
stress if you’re working in a job that has no meaning for you and if you feel alone in life. 
The buffering hypothesis says that a perceived high degree of social support from family 
and friends protects one from the potentially adverse effects of stressful events.83 That 
is, if you feel like you have a lot of support, you’re less susceptible to the negative effects 
of bad stress.

●● Meditate and manage your energy. Meditation is a way to both prevent and alleviate 
harmful stress responses. Some people meditate every morning or evening as a routine 
practice. Others find that short breaks to meditate for a few minutes several times a day 
are just as effective.84 Any time during the day when you’re feeling overwhelmed, you can 
close your eyes, focus on an image or a phrase that you find calming, and breathe deeply. 
Meditation can be an important part of an overall healthy lifestyle, such as eating right, 
getting enough rest, and exercising regularly, that helps you better cope with stress.

●● Find work-life balance. A lack of work-life balance was the No. 1 predictor of high 
levels of unhealthy stress, according to a 2012 report by the Kenexa High Perfor-
mance Institute.85 Innovative organizations offer options to help people lead more  
balanced lives. But you, as an individual, are also responsible for finding work-life bal-
ance. A survey by the Society for Human Resource Management found that 70 percent 
of employees said that they work beyond scheduled time and on weekends, but more 
than half of those admitted that it is because of self-imposed pressure. People who live 
balanced lives typically accomplish more than those who push themselves. For example, 
when 37signals goes to a 32-hour workweek from May through October, managers say 
better work often gets done in four days than in five.86

What Managers and Organizations Can Do 
Helping employees manage stress can sometimes be as simple as encouraging people to 
take regular breaks and vacations. Consider that more than a third of U.S. employees sur-
veyed by the Families and Work Institute don’t take their full allotment of vacation time.87 
Here are some proactive approaches that managers can take to combat the growing stress 
level in today’s workplace:

●● Create a psychologically healthy workplace. The number-one way to lessen employee 
stress is to create a healthy corporate culture that makes people feel valued.88 This 
includes making sure that people don’t have unreasonable workloads, providing oppor-
tunities for growth and advancement, and offering suitable salaries and benefits. It also 
means setting an example for employees to live balanced lives. Paul English, co-founder 
and chief technology officer of the travel search engine Kayak, says that the company’s 
philosophy is to “work really hard for 40 to 45 hours a week, but we believe in people 
having strong personal lives.”89 English sometimes takes his children on business trips 
so that they can have new experiences together. At night, he reads murder mysteries or 
books about global health rather than reading about business or technology.

●● Make sure that people have some fun at work. Particularly for jobs that have a high 
degree of task-related stress, allowing people to blow off steam by having fun can make 
all the difference in the stress level. At one Tampa-based software company help desk, 
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Zane Bond is the “go-to guy for angry callers,” but the stress doesn’t get to him. One 
reason is that he loves solving problems. Another is that he has fun with his team mem-
bers, breaking out the foam-dart guns and launching into battle with the soundtrack 
from Top Gun playing in the background.90

Managers should always remember that employees are human resources, with human 
needs. By acknowledging the personal aspects of employees’ lives, these various initiatives 
communicate that managers and the organization care about employees. In addition, man-
agers’ attitudes make a tremendous difference in whether employees are stressed out and 
unhappy or relaxed, energetic, and productive.

•	 Stress is a physiological and emotional response to 
stimuli that place physical or psychological demands 
on an individual and create uncertainty and lack of 
personal control when important outcomes are at 
stake.

•	 Stress can sometimes be a positive force, but too much 
stress is harmful to individuals and the organizations 
where they work.

•	 The behavior pattern referred to as Type A behavior is 
characterized by extreme competitiveness, impatience, 
aggressiveness, and devotion to work.

•	 Type B behavior is a behavior pattern that reflects 
few of the Type A characteristics and includes a more 
balanced, relaxed approach to life.

•	 Type A managers can be powerful forces for innovation  
and change, but they can also create great stress for 
themselves and others.

•	 Work stress can be caused by both task demands and 
interpersonal demands.

•	 Role ambiguity refers to uncertainty about what behaviors 
are expected of a person in a particular role.

•	 Role conflict refers to incompatible demands of different 
roles, such as the demands of a manager’s superiors  
conflicting with those of the manager’s subordinates. 

•	 Individuals can apply a variety of techniques to alleviate the 
ill effects of stress, and managers can implement initiatives 
in the workplace to help solve the problem of skyrocketing 
workplace stress.

Remember This

Ch14	 Discussion Questions

  1.	Why is self-awareness important for being a good 
manager? Can you think of some specific negative 
consequences that might result from a manager with 
low self-awareness?

  2.	 As a manager, how might you deal with an employee 
who is always displaying negative emotions that affect the 
rest of the team? How might you use an understanding 
of attributions and emotional contagion to help you  
decide what to do?

  3.	 What are some specific tips that you would give a new 
manager for building trust with subordinates? With 
other managers?

  4.	The chapter suggests that optimism is an important 
characteristic for a manager, yet some employees 
complain that optimistic managers cause them  
significant stress because they expect their subor-
dinates to meet unreasonable goals or expectations. 
How might an employee deal with a perpetually  
optimistic manager?

  5.	 Studies have suggested that extroverts contribute less 
to teams and are poor listeners, yet other studies sug-
gest that they are more likely to earn six-figure incomes, 
even in today’s collaborative, team-oriented workplaces. 
Discuss why you think this might be the case.

  6.	 Surveys by the Conference Board show that job 
satisfaction has declined from 61 percent of people 
surveyed in 1987 to 45 percent in 2009, and one work-
place analyst has said a high level of dissatisfaction is 
“the new normal.” What are some factors that might 
explain this decline in satisfaction levels? Do you think 
it is possible for managers to reverse the trend? Discuss.

  7.	 Which of the four components of emotional intelligence 
do you consider most important to an effective manager 
in today’s world? Why?

  8.	How might understanding whether an employee 
has an internal or an external locus of control help a 
manager better communicate with, motivate, and lead 
the employee?
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  9.	 How do you think a system for self-management such 
as the five-step system described in this chapter could 
benefit you as a student? What parts of the system 
seem particularly useful to you? Explain.

10.	 Why do you think workplace stress is skyrocketing? 
Do you think it is a trend that will continue? Explain 
the reasons for your answer. Do you think it is the 
responsibility of managers and organizations to help 
employees manage stress? Why or why not? 

Ch14	 Apply Your Skills: Experiential Exercise
Personality Assessment: Jung’s Typology91

For each of the following items, circle either a or b. In some 
cases, both a and b may apply to you. You should decide 
which is more like you, even if it is only slightly more true.
  1.	 I would rather:

a.  Solve a new and complicated problem
b.  Work on something that I have done before

  2.	 I like to:
a.  Work alone in a quiet place
b.  Be where “the action” is

  3.	 I want a boss who:
a.  Establishes and applies criteria in decisions
b.  Considers individual needs and makes exceptions

  4.	 When I work on a project, I:
a.  Like to finish it and get some closure
b.  Often leave it open for possible change

  5.	 When making a decision, the most important consider-
ations are:
a.  Rational thoughts, ideas, and data
b.  People’s feelings and values

  6.	 On a project, I tend to:
a.  Think it over and over before deciding how to proceed
b.  Start working on it right away, thinking about it as 

I go along
  7.	 When working on a project, I prefer to:

a.  Maintain as much control as possible
b.  Explore various options

  8.	 In my work, I prefer to:
a.  Work on several projects at a time, and learn as 

much as possible about each one
b.  Have one project that is challenging and keeps  

me busy 
  9.	 I often:

a.  Make lists and plans whenever I start something 
and may hate to alter my plans significantly

b.  Avoid plans and just let things progress as I work on 
them 

10.	 When discussing a problem with colleagues, it is easy 
for me:
a.  To see “the big picture”
b.  To grasp the specifics of the situation 

11.	 When the phone rings in my office or at home, I 
usually:
a.  Consider it an interruption
b.  Don’t mind answering it 

12.	 The word that describes me better is:
a.  Analytical
b.  Empathetic 

13.	 When I am working on an assignment, I tend to:
a.  Work steadily and consistently
b.  Work in bursts of energy with “down time” in 

between 
14.	 When I listen to someone talk on a subject, I usually 

try to:
a.  Relate it to my own experience and see whether it fits
b.  Assess and analyze the message 

15.	 When I come up with new ideas, I generally:
a.  “Go for it”
b.  Like to contemplate the ideas some more 

16.	 When working on a project, I prefer to:
a.  Narrow the scope so it is clearly defined
b.  Broaden the scope to include related aspects 

17.	 When I read something, I usually:
a.  Confine my thoughts to what is written there
b.  Read between the lines and relate the words to 

other ideas 
18.	 When I have to make a decision in a hurry, I often:

a.  Feel uncomfortable and wish I had more information
b.  Am able to do so with available data 

19.	 In a meeting, I tend to:
a.  Continue formulating my ideas as I talk about them
b.  Speak out only after I have carefully thought the 

issue through 
20.	 In work, I prefer spending a great deal of time on 

issues of:
a.  Ideas
b.  People 

21.	 In meetings, I am most often annoyed with people who:
a.  Come up with many sketchy ideas
b.  Lengthen the meeting with many practical details 

22.	 I tend to be:
a.  A morning person
b.  A night owl 

23.	 My style in preparing for a meeting is:
a.  To be willing to go in and be responsive
b.  To be fully prepared and sketch an outline of the 

meeting 
24.	 In meetings, I would prefer for people to:

a.  Display a fuller range of emotions
b.  Be more task-oriented 
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25.	 I would rather work for an organization where:
a.  My job was intellectually stimulating
b.  I was committed to its goals and mission 

26.	 On weekends, I tend to:
a.  Plan what I will do
b.  Just see what happens and decide as I go along

27.	 I am more:
a.  Outgoing
b.  Contemplative 

28.	 I would rather work for a boss who is:
a.  Full of new ideas
b.  Practical

In the following, choose the word in each pair that appeals 
to you more:
29.	 a.  Social	 b.  Theoretical 
30.	 a.  Ingenuity	 b.  Practicality
31.	 a.  Organized	 b.  Adaptable 
32.	 a.  Active 	 b.  Concentration

Characteristics Frequently Associated 
with Each Type
The scores above measure variables similar to the MBTI TM 
assessment, based on the work of psychologist Carl Jung.  
The MBTI TM assessment, which was described in the 
chapter text, identifies four dimensions and 16 different 
“types.” The dominant characteristics associated with each 
type are shown in the chart on the following page. Remem-
ber that no one is a pure type; however, each individual has 
preferences for introversion versus extroversion, sensing 

versus intuition, thinking versus feeling, and judging versus 
perceiving. Read the description of your type as determined 
by your scores in the survey. Do you believe the description 
fits your personality?

Characteristics for Each Type
ISTJ: Organizer, trustworthy, responsible; good trustee or 
inspector
ISFJ: Quiet, conscientious, devoted, handles detail; good 
conservator

Scoring and Interpretation
Count one point for each of the following items that you circled in the inventory.

Circle the one with more points: 	 Circle the one with more points:
T or F		   J or P
(If tied on T/F, don’t count #24)	 (If tied on J/P, don’t count #23)
Your score is: I or E ______ S or N ______ T or F ______ J or P ______
Your type is ________ (example: INTJ, ESFP, etc.)

	 Score for I	 Score for E	 Score for S	 Score for N
	(Introversion)	 (Extroversion)	 (Sensing)	 (Intuition)
	 2a	 2b	 1b	 1a
	 6a	 6b	 10b	 10a
	 11a	 11b	 13a	 13b
	 15b	 15a	 16a	 16b
	 19b	 19a	 17a	 17b 
	 22a	 22b	 21a	 21b 
	 27b	 27a	 28b	 28a 
	 32b	 32a	 30b	 30a 

Circle the one with more points: 	 Circle the one with more points: 
I or E		  S or N
(If tied on I/E, don’t count #11)	 (If tied on S/N, don’t count #16)

	 Score for T	 Score for F	 Score for J	 Score for P
	 (Thinking)	 (Feeling)	 ( Judging) 	 (Perceiving)
	 3a	 3b	 4a	 4b
	 5a	 5b	 7a	 7b
	 12a	 12b	 8b	 8a
	 14b	 14a	 9a	 9b
	 20a	 20b	 18b	 18a
	 24b	 24a	 23b	 23a
	 25a	 25b	 26a	 26b
	 29b	 29a	 31a	 31b

Totals	 ____	 ____	 ____	 ____

Totals	 ____	 ____	 ____	 ____

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Part 5  Leading502

INFJ: Perseveres, inspirational, quiet, caring for others; 
good counselor
INTJ: Independent thinker, skeptical, theory, competence; 
good scientist
ISTP: Cool, observant, easygoing; good craftsperson
ISFP: Warm, sensitive, team player, avoids conflict; good 
artist
INFP: Idealistic, strong values, likes learning; good at 
noble service
INTP: Designer, logical, conceptual, likes challenges; good 
architect
ESTP: Spontaneous, gregarious; good at problem solving 
and promoting

ESFP: Sociable, generous, makes things fun; good 
entertainer
ENFP: Imaginative, enthusiastic, starts projects; good 
champion
ENTP: Resourceful, stimulating, dislikes routine, tests 
limits; good inventor
ESTJ: Order, structure, practical; good administrator or 
supervisor
ESFJ: People skills, harmonizer, popular, does things for 
people; good host
ENFJ: Charismatic, persuasive, fluent presenter, sociable, 
active; good teacher
ENTJ: Visionary planner, takes charge, hearty speaker; 
natural leader

Ch14	 Apply Your Skills: Small Group Breakout
Personality Role Play92

Step 1. Read the following background information: You 
are the new distribution manager for French Grains Bakery. 
Five drivers who deliver French Grains baked goods to 
grocery stores in the metropolitan area report to you. The 
drivers are expected to complete a Delivery Report to keep 
track of actual deliveries and any changes that occur. The 
Delivery Report is a key element in inventory control and 
provides the data for the company’s invoicing of grocery 
stores. Errors become excessive when drivers fail to complete 
the report each day, especially when store managers request 
additional or different breads and baked goods when the 
driver arrives. As a result, French Grains may not be paid for 
several loaves of bread a day for each mistake in the Delivery 
Report. The result is lost revenue and poor inventory control.

One of the drivers accounts for about 60 percent of the 
errors in the Delivery Reports. This driver is a nice person 
and is generally reliable, but he is sometimes late for work. 
His major problem is that he falls behind in his paperwork. A 
second driver accounts for about 30 percent of the errors, and 
a third driver for about 10 percent of the errors. The other 
two drivers turn in virtually error-free Delivery Reports.
Step 2. Divide into groups of four to six students. As a 
group, discuss why you think one driver makes so many 
mistakes. Then, one person volunteer to play the role of the 
new distribution manager and another person play the role 
of the driver who accounts for 60 percent of the errors in 
the delivery reports. 

Step 3. The new distribution manager should act the role 
as if his or her personality is high on “thinking” and low on 
“feeling,” or as if he or she is high on “authoritarianism.” You 
have called the driver into your office to talk to him about 
doing a more complete and accurate job with the Delivery 
Report. Make some notes about how you will go about cor-
recting this problem as a thinking-oriented or authoritarian 
leader. Exactly what will you say, and how will you get the 
driver to listen and change his behavior?
Step 4. Now, start the role play between the distribution 
manager and the driver. Other group members should act 
as observers.
Step 5. After the role play is completed, the observers 
should give feedback on what worked and did not work 
with respect to the thinking or authoritarian personality 
style of giving feedback. How effective was it?
Step 6. Repeat steps 3 through 5, with other students vol-
unteering to be the distribution manager and driver. This 
time, the manager should act as if his or her personality is 
strongly “feeling” or nonauthoritarian. Was this personality 
style more or less effective for correcting the problem?
Step 7. The instructor can ask students to volunteer to play 
the role of the distribution manager and the driver in front of 
the class. Different students might take turns playing the role 
of distribution manager, emphasizing a different personality 
trait each time. The instructor can ask other students for feed-
back on the leader’s effectiveness and about which approach 
seems more effective for correcting this situation and why.

Ch14	 Apply Your Skills: Ethical Dilemma
Should I Fudge the Numbers?93

Sara MacIntosh recently joined MicroPhone, a large tele-
communications company, to take over the implementation 
of a massive customer service training project. The program 

was created by Kristin Cole, head of HR and Sara’s new 
boss. According to the grapevine, Kristin is hoping this 
project alone will give her the “star quality” that she needs 
to earn a coveted promotion. Industry competition is 

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Chapter 14  Understanding Individual Behavior 503

L
e

a
d

in
g

5

heating up, and MicroPhone’s strategy calls for being the 
best at customer service, which means having the most 
highly trained people in the industry, especially those 
who work directly with customers. Kristin’s new training 
program includes an average of one full week of intense 
customer service training for each of 3,000 people and has 
a price tag of about $40 million.

Kristin put together a team of overworked staffers to 
develop the training program, but she needed someone 
well qualified and dedicated to manage and implement the 
project. Sara, with eight years of experience, a long list of 
accomplishments, and advanced degrees in finance and  
organizational behavior, seemed perfect for the job. 

During a thorough review of the proposal, Sara discov-
ered some assumptions built into the formulas that raised 
red flags. She approached Dan Sotal, the team’s coordina-
tor, about her concerns, but the more Dan tried to explain 
how the financial projections were derived, the more Sara 
realized that Kristin’s proposal was seriously flawed. No 
matter how she tried to work them out, the most that could 
be squeezed out of the $40 million budget was 20 hours of 
training per person, not the 40 hours everyone expected for 
such a high price tag.

Sara knew that although the proposal had been largely 
developed before she came on board, it would bear her 
signature. As she carefully described the problems with the 
proposal to Kristin and outlined the potentially devastating 
consequences, Kristin impatiently tapped her pencil. Finally, 
she stood up, leaned forward, and interrupted Sara, quietly 

saying, “Sara, make the numbers work so that it adds up to 
40 hours and stays within the $40 million budget.” 

Sara glanced up and replied, “I don’t think it can be 
done unless we either change the number of employees 
who are to be trained or the cost figure. . . .” 

Kristin’s smile froze on her face as she again interrupted. 
“I don’t think you understand what I’m saying. We have 
too much at stake here. Make the previous numbers work.” 
Stunned, Sara belatedly began to realize that Kristin was or-
dering her to fudge the numbers. She felt an anxiety attack 
coming on as she wondered what she should do.

What Would You Do?

1.	 Make the previous numbers work. Kristin and the 
entire team have put massive amounts of time into the 
project, and they all expect you to be a team player. You 
don’t want to let them down. Besides, this project is a 
great opportunity for you in a highly visible position.

2.	 Stick to your principles and refuse to fudge the num-
bers. Tell Kristin that you will work overtime to help 
develop an alternative proposal that stays within the 
budget by providing more training to employees who 
work directly with customers and fewer training hours 
for those who don’t have direct customer contact.

3.	 Go to the team and tell them what you’ve been asked to 
do. If they refuse to support you, threaten to reveal the 
true numbers to the CEO and board members.

Ch14	 Apply Your Skills: Case for Critical Analysis
A Nice Manager
The management promotion process at Chisum Industries 
was a benchmark for providing lateral moves, as well as 
promotion to the next level within the company. With  
offices, plants, and warehouses located in seven Texas cities, 
opportunities for the best and brightest at Chisum were 
extensive for middle management employees. The process 
invited candidates to explore their goals, strengths, and 
weaknesses, and to recount real-life scenarios and accom-
plishments. The selection team also visited the work sites 
of candidates for on-the-job observations and talks with 
fellow workers before bringing the final candidates to  
Dallas for interviews. The process offered personal insight and 
growth opportunities to all candidates for promotion. In 
March 2011, top management, including Marcus Chisum, Karl 
Jacobson, Mitch Ivey, Wayne Hughes, and Barbara Kennedy,  
were midway through a meeting to consider which of four 
middle management candidates to promote to the top posi-
tion in the San Antonio office. 

Marcus: “Who do we have next?”
Barbara: “Harry Creighton.” 
Scanning the group, Marcus saw a few nods and a shrug.
Marcus: “Feedback?”
Karl and Wayne, simultaneously: “Great guy.” 

Karl: “We all know that Harry came into a situation in 
which that particular location was suffering a drop in per-
formance. Morale was low, and there were rumors of lay-
offs. He came in and calmed employee fears and has done a 
good job of raising performance levels.”

Wayne: “He has a great relationship with employees. 
As we went around and talked to people, it was obvious 
that he has developed a level of trust and a vision that 
workers buy into.”

Barbara: “The word that kept coming up among the 
workers was ‘nice.’”

As was his habit during meetings, Mitch leaned back in 
his chair, tapping his pencil on the table. Initially annoyed by 
the habit, the team had gotten used to the sound over time.

Marcus: “Mitch, your initial reaction to his name was a 
shrug. What are you thinking?”

Mitch: “Just wondering if nice is what we’re looking 
for here.”

The remark was met with laughter. 
Mitch: “Tell me, how does a manager achieve an 

across-the-board reputation as a nice guy? I’ve worked for 
and with a number of managers during my life. I respected 
them, thought many of them were fair and up-front in 
their treatment of us, thought some were jerks who should 
be canned . . .” 
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Marcus: “I hope I don’t fall into that last category.” 
(Laughter)

Mitch: “I don’t recall any consensus about a manager 
being nice.”

Karl: “Several people mentioned that Harry always has 
their back.”

Barbara: “I got the impression that Harry covers for 
them.” 

Marcus: “Meaning what?”
Wayne: “Meaning, giving them some slack when it 

comes to things like overlooking their weaknesses, a little 
sloppiness with deadlines or taking time off.”

Barbara: “Several mentioned that he’s always willing to . . .  
let me look at my notes . . . ‘Always willing to step in and help 
out.’ The phrase came up more than a few times and when  
I pressed them, they didn’t elaborate. But I wondered . . .”

Karl: “. . . Is he managing or taking on some of their 
responsibilities?”

Barbara: “Exactly.”
Mitch: “It’s bothering me that he comes across as the 

parent who does his kid’s project for the science fair.” 
Wayne: “I don’t think it’s that bad, but when you look at 

him in comparison with the other candidates, it makes me 
question whether he can take on the tough part of top man-
agement. There is nothing distinctive about him or his style.”

Karl: “There’s no edge here. No sense of boundaries. 
Does he want to manage employees or be popular with 
them? Can he say ‘No’ and mean it?”

Barbara: “Does Harry have the capability to walk that 
fine line that separates leaders; that distinguishes respect 
versus popularity or encouragement and support over step-
ping in and helping out?”

Marcus: “So, we see some good things about Harry. 
He has a lot of potential. But we also see that he has not 
yet reached a level where we can entrust him with this top 
management position. Our task here then, is to move on 
with the selection process, but over the next weeks, I would 
like for us to consider ways to help Harry reach that poten-
tial for future opportunities.”

Questions

1.	 What does nice mean to you? Is being considered nice a 
good trait for managers to have or the kiss of death?

2.	 Is nice related to any concepts in the chapter, such as 
agreeableness, conscientiousness, or emotional intel-
ligence? Discuss.

3.	 If Harry is passed over for promotion, what feedback 
and advice should he be given about how to improve 
his management skills for possible future promotion?

Ch14	 On the Job Video Cases

On the Job: Mike Boyle Strength & Conditioning: Understanding  
Individual Behavior
Questions

1.	 Does Mike Boyle appear to be self-aware? How does 
his level of self-awareness affect the way he runs his 
business? 

2.	 As you watch the video, focus on Marco’s comments 
about himself and Mike’s comments on Marco. Then 
use the four components of emotional intelligence to 

evaluate Marco as an employee and explain whether 
you think he is or is not emotionally intelligent. 

3.	 Listen to Mike Boyle describe some of the character-
istics and behaviors he requires of his employees, and 
then compare these to the Big Five personality traits. 
Pretend you are Mike Boyle and write out how valuable 
you think each of these traits is in the workplace. Rank 
them in order of importance, according to Boyle. 
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Leadership
After studying this chapter, you should be able to:

	   1.	 Define leadership and explain its importance for organizations.

	   2.	 Describe the leadership trends emerging in today’s organizations, 
including Level 5 leadership, servant leadership, and authentic leadership.

	   3.	 Discuss how women’s style of leading is typically different from men’s.

	   4.	 Identify personal characteristics associated with effective leaders.

	   5.	 Define task-oriented behavior and people-oriented behavior and 
explain how these categories are used to evaluate and adapt 
leadership style.

	   6.	 Describe the situational model of leadership and its application to 
subordinate participation.

	   7.	 Discuss how leadership fits the organizational situation and how 
organizational characteristics can substitute for leadership behaviors.

	   8.	 Describe transformational leadership and when it should be used.

	   9.	 Explain how followership is related to effective leadership.

	10.	 Identify sources of leader power and the tactics that leaders use to 
influence others.

Task Versus People Orientation
The Nature of Leadership
Contemporary Leadership

Level 5 Leadership	 Servant Leadership
Authentic Leadership	 Gender Differences

From Management to Leadership
Leadership Traits
Behavioral Approaches

Task Versus People
The Leadership Grid

Contingency Approaches
The Situational Model of Leadership 
Fiedler’s Contingency Theory 
Situational Substitutes for Leadership

Charismatic and  
Transformational Leadership

Charismatic Leadership 
Transformational Versus  

Transactional Leadership

Followership
New Manager Self-Test: What Is Your 
Follower Style?
Power and Influence

Hard Position Power     Personal Soft Power
Other Sources of Power
Interpersonal Influence Tactics
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Mostly  True Mostly False

  1.	 I intentionally try to make people’s work on the job more pleasant. __________ __________

  2.	 I focus more on execution than on being pleasant with people. __________ __________

  3.	 I go out of my way to help others. __________ __________

  4.	 I personally hold people accountable for their performance. __________ __________

  5.	 I work hard to maintain a friendly atmosphere on the team. __________ __________

  6.	 I clearly tell people what I expect of them. __________ __________

  7.	 I think a lot about people’s personal welfare. __________ __________

  8.	 I check up on people to know how they are doing. __________ __________

  9.	 I am concerned more with relationships than with results. __________ __________

10.	 I assign people to specific roles and tasks. __________ __________

11.	 I focus more on being pleasant with people than on execution of tasks. __________ __________

12.	 I am concerned more with results than with people’s feelings. __________ __________

Task Versus People Orientation
Instructions:  Responding to the statements below can help you diagnose your approach to dealing with others 

when you are in a leadership role. If you have been a leader at work with people reporting to you, 
think back to that experience. Or you can think about how you usually behave as a formal or informal 
leader in a group to get an assignment completed. Please answer honestly about how frequently you 
display each behavior. 

An interesting thing happened when Daniel Snyder, owner of the Washington  
Redskins, stopped meddling in the decisions of his football coaches—the team 
started winning. For many of Snyder’s 14 years as owner of the team, he had a 

reputation as a meddlesome, overbearing boss who got in the way of people doing their  
jobs. The problem was that Snyder wanted to be involved in every detail of the team, even 
making big decisions on player acquisition himself. Snyder has a natural “telling” style that 
didn’t go over well with highly skilled, well-trained coaches and players who wanted to get 

Scoring and Interpretation:  Give yourself 2 points for each Mostly True and 1 point for each Mostly False.

People Orientation: Sum your points for the odd-numbered questions: _________.
Task Orientation: Sum your points for the even-numbered questions: _________.

Your People Orientation score reveals your orientation toward people and relationships, 
which will be described in the chapter. A score of 10 or higher suggests that you may be “high” 
on people behavior. A score of 9 or below suggests that you may be “low” on people orientation. 
Your Task Orientation score reveals your orientation toward tasks and outcomes. A score of 10 
or higher suggests that you may be “high” on task-oriented behavior. A score of 9 or below 
suggests that you may be “low” on task orientation.

What is your primary leadership orientation? Which of the following best represents your 
leadership style (check one)? Look at Exhibit 15.7 on page 525 to see the quadrant in which you fit.

______Low Task, Low People = Delegating style
______Low Task, High People = Participating style
______High Task, Low People = Telling style
______High Task, High People = Selling style

Does your quadrant seem correct based on your experience? Compare your scores to the 
scores of other students.
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on with doing their work. But Snyder has proven that leaders 
can change. “He’s stepped back from it,” one insider says. “And 
he’s having more fun because of it.” In 2012, the Redskins 
won their first NFC East division title since 1999, Snyder’s 
first season as owner. “I think he deserves a lot of credit,” said 
former general manager Charley Casserly, whom Snyder fired 
in 1999. “He’s allowed them to do their jobs. They’ve turned 
the franchise around and made it a winner again.”1

In the previous chapter, we explored differences in per-
sonality, perception, and emotions that affect behavior. 
Some of the most important personality differences for the 
organization’s success are those of its leaders because leader  
behaviors play a critical role in shaping employee perfor-
mance. Some leaders take a heavily task-oriented approach, as 
Daniel Snyder did with the Washington Redskins, whereas 
others use a more people-oriented style. Yet as the opening 
example shows, many leaders can also change their style. In 
this chapter, we define leadership and explore how manag-
ers develop leadership qualities. We look at some important 
leadership approaches for contemporary organizations, as 
well as examine trait, behavioral, and contingency theories 
of leadership effectiveness, discuss charismatic and trans-
formational leadership, explore the role of followership, and  

consider how leaders use power and influence to get things done. Chapters 16 through  
18 will look in detail at many of the functions of leadership, including employee motivation,  
communication, and encouraging teamwork.

The Nature of Leadership
In most situations, a team, military unit, department, or volunteer group is only as good 
as its leader. Yet there are as many variations among leaders as there are among other indi-
viduals, and many different styles of leadership can be effective.

So, what does it mean to be a leader? Among all the ideas and writings about leader-
ship, three aspects stand out—people, influence, and goals. Leadership occurs among people,  
involves the use of influence, and is used to attain goals.2 Influence means that the relationship 
among people is not passive. Moreover, influence is designed to achieve some end or goal. Thus, 
leadership, as defined here, is the ability to influence people toward the attainment of goals. 
This definition captures the idea that leaders are involved with other people in the achieve-
ment of goals. Leadership is reciprocal, occurring among people.3 Leadership is a “people”  
activity, distinct from administrative paperwork or problem-solving activities. Throughout 
this text, we have looked at various organizations that are experimenting with bosslessness. 
But every team and organization needs leadership. As described in the “Manager’s Shoptalk,” 
being a “leader” can be more powerful than being a “boss.”

Chris Zane, founder and owner of Zane’s Cycles in Branford, 
Connecticut, is an expert at turning first-time customers into 
lifetime customers. In fact, he wrote the book on it—Reinventing 
the Wheel. The book is a reflection of his enduring goal, which 
is to provide the ultimate shopping experience that makes 
customers feel great about his products and services. Zane 
actually started his business at age 16 with a $23,000 loan from 
his grandfather. Under his leadership, Zane’s Cycles now posts 
about $21 million in annual sales.

Concept Connection
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•	 The attitudes and behaviors of leaders shape the condi-
tions that determine how well employees can do their 
jobs; thus, leaders play a tremendous role in the organi-
zation’s success.

•	 Leadership is the ability to influence people toward the 
attainment of organizational goals.

•	 Many different styles of leadership can be effective.

Remember This
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Manager’s    Shoptalk
Bossless Does Not Mean Leaderless

C
onventional management states that when man-
aging a company, it needs to be highly ordered, 
with well-defined roles, rules, and regulations, 
and led by a strong boss. This has always been the 

standard in the U.S. military. But what if bosslessness 
and self-organization give rise to an effective order 
far more powerful than what traditional management 
might carry out?

The story of Captain Michael Abrashoff and his 
command of the USS Benfold is legendary inside and 
outside the Navy. Within months, he transformed 
a crew of demoralized sailors into confident and  
inspired problem solvers eager to take the initiative.  
To do this, Captain Abrashoff had to change his 
traditional management style to a more “bossless” 
leadership style. Some of Captain Abrashoff’s meth-
ods for becoming less of a boss and more of a leader 
include:

•	 Lead by example. Real leadership is done by  
example. Whenever he could not get the results 
he wanted, Captain Abrashoff asked himself three 
questions: Did I clearly articulate the goals? Did I 
give people enough time and resources to accom-
plish the task? Did I give them enough training? 
He discovered that many times, he was as much a 
part of the problem as his people were.

•	 Communicate purpose and meaning. Give  
employees a compelling vision of their work and 
a good reason to believe that it is important. Tell 
people personally what’s in it for them. Abrashoff 
found that the more people knew what the goals 
were, the better buy-in he got—and the better 
results they achieved together.

•	 Create a climate of trust. The best way to get a 
ship—or any organization—to improve dramatically 
is to give the troops all the responsibility they can 
handle and then stand back. 

•	 Look for results, not salutes. You need to have  
people in your organization who can tap you on 
your shoulder and say, “Is this the best way?” 
or “Slow down,” or “Think about this.” When 
managers announce decisions after little or no 
consultation, and when they make it clear that 
their orders aren’t to be questioned, then condi-
tions are ripe for disaster. 

•	 Take calculated risks. An organization that aims to 
stay alive and strong should make sure to praise 
and promote risk takers, even when they fail once 
in a while. Show me someone who has never 
made a mistake, and I will show you someone 
who is not doing anything to improve your  
organization. If all you give are orders, then all 
you will get are order takers.

•	 Generate unity. Abrashoff states that organizations 
can always hire smart people, but he found what 
works better are staff members who work together 
and support one another. Treating people with  
dignity and respect is not only morally right, but 
also highly practical and productive. 

Sources: D. Michael Abrashoff, “Retention Through Redemption,” Harvard 
Business Review (February 2001): 136–141; D. Michael Abrashoff, It’s Your Ship: 
Management Techniques from the Best Damn Ship in the Navy (New York: Business 
Plus, 2002); and Mike Abrashoff, “The Bossless, Not Leaderless Office,” 
Leadership Blog, GLS Worldwide, June 25, 2013, http://www.glsworld.com 
/thought-leadership/leadership-blog/2013/06/the-bossless-not-leaderless 
-office/ (accessed November 23, 2013).

Contemporary Leadership
The concept of leadership evolves as the needs of organizations change. That is, the envi-
ronmental context in which leadership is practiced influences which approach might be 
most effective, as well as what kinds of leaders are most admired by society. The technology,  
economic conditions, labor conditions, and social and cultural mores of the times all play 
a role. A significant influence on leadership styles in recent years is the turbulence and 
uncertainty of the environment. Ethical and economic difficulties, corporate governance 
concerns, globalization, changes in technology, new ways of working, shifting employee 
expectations, and significant social transitions have contributed to a shift in how we think 
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about and practice leadership. Four approaches that are in tune with leadership for today’s 
turbulent times are Level 5 leadership, servant leadership, authentic leadership, and inter-
active leadership, which has been associated with women’s style of leading.

Level 5 Leadership

A study conducted by Jim Collins and his research associates identified the critical  
importance of what Collins calls Level 5 leadership in transforming companies from merely 
good to truly great organizations.4 As described in his book Good to Great: Why Some 
Companies Make the Leap . . . and Others Don’t, Level 5 leadership refers to the highest  
level in a hierarchy of manager capabilities, as illustrated in Exhibit 15.1.

As reflected in the exhibit, a key characteristic of Level 5 leaders is an almost complete 
lack of ego (humility) coupled with a fierce resolve to do what is best for the organization 
(will). Humility means being unpretentious and modest rather than arrogant and prideful.  
In contrast to the view of great leaders as larger-than-life personalities with strong 
egos and big ambitions, Level 5 leaders often seem shy and self-effacing. Although they  
accept full responsibility for mistakes, poor results, or failures, Level 5 leaders give credit for  
successes to other people. Level 5 leaders build organizations based on solid values that 
go far beyond just making money, with an unwavering resolve to do whatever is needed to 
make the company successful over the long term.5

An example of a leader who demonstrates Level 5 leadership qualities is Sir Terry 
Leahy, who recently retired after more than a decade leading Britain’s Tesco chain of  
supermarkets. That’s a long and successful tenure for a leader that most people know little 
about. Leahy didn’t court personal publicity, much to the chagrin of journalists, and he 
put his energies into promoting Tesco and its employees rather than himself.6 Or consider 
Qi Lu of Microsoft, who grew up in a rural village in China with no electricity or running 
water. Today, he is executive vice president of Microsoft’s Applications and Services Group. 
How did he get there? Not from personal ambition, say former colleagues at Yahoo. “He 
shunned the limelight,” said Tim Cadogan, now CEO of OpenX, “but he was considered 
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exhibit	     15.1      
Level 5 Hierarchy

SOURCE: Based on Jim Collins, Good to Great: Why Some Companies Make the Leap . . . and Others Don’t (New York: 
HarperCollins, 2001), p. 20.
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one of the stars.” Lu rose through the ranks at Yahoo, and he got the job at Microsoft based 
not on aggressiveness and pursuit of personal advancement, but rather because of his sheer 
intellectual abilities and his commitment to go above and beyond the call of duty to accom-
plish organizational goals. Lu feels a strong sense of duty and loyalty, pouring his heart and 
soul into the mission rather than spending his energies promoting himself.7 

Level 5 leaders like Sir Terry Leahy and Qi Lu are extremely ambitious for their 
companies rather than for themselves. This attitude becomes highly evident in the area 
of succession planning. Level 5 leaders develop a solid corps of leaders throughout the 
organization so that when they leave, the company can continue to thrive and grow even 
stronger. Egocentric leaders, by contrast, often set their successors up for failure because 
it will be a testament to their own greatness if the company doesn’t perform well without 
them. Rather than building an organization around “a genius with a thousand helpers,” 
Level 5 leaders want everyone to develop to their fullest potential.

Servant Leadership

When Jack Welch, longtime CEO of General Electric (GE), speaks to MBA students, 
he reminds them that “any time you are managing people, your job is not about you, it’s 
about them. It starts out about you as . . . an individual in a company,” Welch says. “But 
once you get a leadership job, it moves very quickly to being about them.”8 Some leaders  
operate from the assumption that work exists for the development of the worker as much 
as the worker exists to do the work.9 The concept of servant leadership, first described 
by Robert Greenleaf in 1970, has gained renewed interest in recent years as companies 
recover from ethical scandals and compete to attract and retain the best human talent.10

A servant leader transcends self-interest to serve others, the organization, and  
society.11 Marilyn Carlson Nelson, former chairman and CEO of the Carlson Compa-
nies (Radisson Hotels, TGI Fridays, Regent Seven Seas Cruises), says being a true leader 
means that you “have to subordinate your own emotions, your own desires, even make  
decisions on behalf of the whole that might conflict with what you would do on an individual  
basis.”12 A stunning example of this occurred in the spring of 2009, when a U.S.-flagged 
cargo ship, the Maersk Alabama, was seized and raided by Somali pirates. Captain Richard 
Phillips ordered crew members of the unarmed ship not to fight and gave himself up as 
a hostage to free the ship and crew. The story of the captain’s dilemma and rescue is told 
in a 2013 movie, Captain Phillips, starring Tom Hanks. Contrast his behavior with that 
of Captain Francesco Schettino, who allegedly abandoned his ship while passengers were 
still aboard after the luxury cruise liner Costa Concordia hit a rock and sank off the coast 
of Italy in 2012, killing at least 30 people. Schettino has been charged with manslaughter, 
shipwreck, and abandoning ship.13 

In organizations, servant leaders operate on two levels: for the fulfillment of their sub-
ordinates’ goals and needs and for the realization of the larger purpose or mission of their 
organization. Servant leaders give things away—power, ideas, information, recognition, 
credit for accomplishments, even money. Servant leaders often work in the nonprofit world 
because it offers a natural way to apply their leadership drive and skills to serve others. But 
servant leaders also succeed in business. In 2013, for the second year in a row, Lenovo CEO 
Yang Yuanqing shared $3.25 million of his $4.23 million bonus with hourly manu-
facturing workers to recognize their role in the company’s success.14 Fred Keller has 
built a $250 million plastics manufacturing company, Cascade Engineering, by con-
tinuously asking one question: What good can we do? Keller started the business 40 
years ago with six employees. Today, it has 1,000 employees in 15 business divisions. 
Keller has made social responsibility a cornerstone of the business. The company 
offers jobs to welfare recipients. Keller has also donated large amounts to various 
philanthropic causes, both as an individual and through Cascade.15 

Go to the “Ethical 
Dilemma” on  
page 542, which pertains 
to leadership for 
turbulent times.
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Authentic Leadership

Another popular concept in leadership today is the idea of authentic leadership, which 
refers to individuals who know and understand themselves, who espouse and act consistent 
with higher-order ethical values, and who empower and inspire others with their openness 
and authenticity.16 To be authentic means being real, staying true to one’s values and beliefs, 
and acting based on one’s true self rather than emulating what others do. Authentic leaders 
inspire trust and commitment because they respect diverse viewpoints, encourage collabo-
ration, and help others learn, grow, and develop as leaders.

Exhibit 15.2 outlines the key characteristics of authentic leaders, and each is discussed 
below.17

●● Authentic leaders pursue their purpose with passion. Leaders who lead without a pur-
pose can fall prey to greed and the desires of the ego. When leaders demonstrate a high 
level of passion and commitment to a purpose, they inspire commitment from followers.

●● Authentic leaders practice solid values. Authentic leaders have values that are shaped by 
their personal beliefs, and they stay true to them even under pressure. People come to 
know what the leader stands for, which inspires trust.

●● Authentic leaders lead with their hearts as well as their heads. All leaders sometimes 
have to make tough choices, but authentic leaders maintain a compassion for others as 
well as the courage to make difficult decisions.

●● Authentic leaders establish connected relationships. Authentic leaders build positive 
and enduring relationships, which makes followers want to do their best. In addition, 
authentic leaders surround themselves with good people and work to help others 
grow and develop.

●● Authentic leaders demonstrate self-discipline. A high degree of self-control and self-
discipline keeps leaders from taking excessive or unethical risks that could harm 
others and the organization. When authentic leaders make mistakes, they openly 
admit them.

Pursues purpose
with passion

Practices solid
values

Leads with the
heart as well as

the head

Demonstrates
self-discipline

Connects with 
others

The 
Authentic

Leader

exhibit	     15.2      Components of Authentic Leadership

SOURCE: Based on Bill George, Authentic Leadership: Rediscovering the Secrets to Lasting Value (San Francisco: Jossey-Bass, 2003).
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An authentic leader like Vernon Clark places high value on 
personal relationships, supporting followers, being courageous, 
and standing up for what one believes. Thus, this type of leader 
is much more likely to make decisions that may not always be 
popular, but that he believes are right. Clark also engaged peo-
ple by emphasizing each individual’s personal role. “What we 
do matters,” he told them. “We do it because it’s important and 
we are people of service. We are committed to something larger 
than ourselves: the protection of America’s interests around 
the world and democracy.”19

Gender Differences

Some of the general characteristics associated with Level 5 lead-
ers and authentic leaders are also hallmarks of interactive leader-
ship, which has been found to be associated with female leaders. 
Interactive leadership means that the leader favors a consensual 
and collaborative process, and influence derives from relation-
ships rather than position power and formal authority.20 

Although both men and women can practice interactive leadership, research 
indicates that women’s style of leadership is typically different from that of most men 
and is particularly suited to today’s organizations.21 When leadership development 
firm Zenger Folkman surveyed more than 7,200 businesspeople in 2011 about leaders 
in their organizations, women were rated as better overall leaders.22 Using data from 
actual performance evaluations, one study found that when rated by peers, subordinates, 
and bosses, female managers scored significantly higher than men on abilities such as 
motivating others, fostering communication, and listening.23 Another study of leaders 
and their followers in businesses, universities, and government agencies found that 

“True leadership is a fire 
in the mind. . . . It is a 
strength of purpose and 
belief in a cause that 
reaches out to others, 
touches their hearts, and 
makes them eager to 
follow.”

—Robert M. Gates, former  

U.S. secretary of defense

One leader who demonstrates many of the characteristics of authentic leadership is 
Vernon Clark, who served as U.S. Chief of Naval Operations (CNO) from 2000 until 
his retirement in 2005.

Innovative  
Way
Admiral Vernon  
E. Clark, U.S. Chief 
of Naval Operations, 
2000–2005

Admiral Vernon E. Clark, who retired in July 2005 after a 37-year career in the U.S. Navy, was 
the second-longest-serving U.S. Chief of Naval Operations (CNO). The job of the CNO is to 
advise the president on the conduct of war.

When Clark was named CNO in July 2000, the Navy was losing too many good sailors 
who didn’t want to reenlist. For Clark, getting and keeping good sailors who could protect 
the national security was a top priority, and all his decisions were based on connecting with 
and valuing the people on the front lines. When Navy officials proposed budget cuts in 
training and development, Clark rebelled. Instead he increased the training budget, strongly 
supported an increase in pay for sailors, and established the Naval Education and Training 
Command to increase training. Clark also revised the performance appraisal system to pro-
vide constructive feedback for people at all levels. Clark made it a priority to blur the lines 
between enlisted sailors and officers and revised the job assignment process so that people 
didn’t get forced into jobs and locations they didn’t want. Always more concerned about 
doing things right than being right, Clark encouraged everyone to challenge assumptions, ask 
questions, and express conflicting views.

Thanks to Admiral Clark’s emphasis on treating sailors right, first term reenlistment 
soared from 38 percent to 56.7 percent within his first 18 months as CNO. Moreover, as 
the Navy retained more sailors, its ability to respond more quickly to protect the nation 
increased.18
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women were rated higher on social and 
emotional skills, which are crucial for 
interactive leadership.24 Indeed, a review of 
more than 7,000 360-degree performance 
evaluations discovered that women outshone 
men in almost every leadership dimension 
measured, even some considered typically 
masculine qualities, such as driving for 
results. The exception was that women 
were typically rated lower on developing a 
strategic perspective, which some researchers 
believe hinders female managers’ career 
advancement despite their exceptional 
ratings in other leadership dimensions.25 
Exhibit 15.3 shows results for 6 of the 16 
dimensions measured by the study.

One good example of an interactive 
leader is Cindy Szadokierski, who started 
as a reservations agent for United Airlines 
and today is vice president in charge of op-
erations for United’s largest hub at O’Hare 
International Airport. As she oversees 4,000 

employees and 600 flights a day, her favorite times are her weekly afternoon walkabouts 
on the O’Hare ramp and weekly morning strolls through the terminal, where she can 
connect with employees and customers. Pete McDonald, chief operating officer of 
United’s parent, UAL Corporation, says that there were serious operations problems 

Leadership Ability Who Does It Best?

Develops Others

 

(Women rated higher)

Drives for Results

 

(Women rated higher)

Inspires and Motivates 
Others 

 

(Women rated higher)

Innovates

   

(Women and men rated about equally)

Builds Relationships

 

(Women rated higher)

Technical or Professional 
Expertise

   

(Women and men rated about equally)

exhibit	     15.3      
Gender Differences in 
Leadership Behaviors

SOURCE: Data from Zenger Folkman, Inc., reported in Jack Zenger and Joseph Folkman, “Are Women Better Leaders than 
Men?” HBR Blog Network, Harvard Business Review, March 15, 2012, http://blogs.hbr.org/cs/2012/03/a_study_in_leadership 
_women_do.html (accessed September 12, 2012).

The 2008 financial collapse 
put Debra Cafaro’s leadership 
skills to the test. The CEO of 
Ventas Inc. saw the housing 
crisis approaching and insisted 
the Louisville-based health 
care real estate investment 
trust build cash reserves. 
Although she wanted to 
project calmness and certainty 
when the economic downturn 
hit, Cafaro says that “in order 
to be authentic, I also had to 
acknowledge, ‘I’m scared, too.’” 
Throughout the crisis, Cafaro 
operated as an interactive 
leader, one who, in her words, 
makes sure “we’re working 
together, collaborating—
marching in the same 
direction.” She succeeded. 
Ventas not only survived the 
recession but is flourishing.
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at O’Hare, so they put “the most communicative person” in the job. Szadokierski’s ap-
proach to leadership is more about collaboration than command and control.26

Men can be interactive leaders as well, as illustrated by the example of Pat McGovern, 
founder and chairman of IDG, a technology publishing and research firm that owns maga-
zines such as CIO, PC World, and Computerworld. McGovern believes that having per-
sonal contact with employees and letting them know that they’re appreciated is a primary 
responsibility of leaders.27 The characteristics associated with interactive leadership are 
emerging as valuable qualities for both male and female leaders in today’s workplace. John 
Gerzema, author of The Athena Doctrine and executive chairman of Young & Rubicam’s 
BAV Consulting division, asked 32,000 people to classify 125 traits as masculine, femi-
nine, or neutral, and another 125 to rate the importance of the traits to effective leadership. 
The results showed that traits considered feminine and often associated with interactive 
leadership, such as empathy, personal humility, inclusiveness, vulnerability, generosity, pa-
tience, and flexibility, topped the list of qualities most desirable for leaders. 28

•	 A significant influence on leadership styles in re-
cent years is the turbulence and uncertainty of the 
environment.

•	 One effective approach in today’s environment is Level 5 
leadership, which is characterized by an almost complete 
lack of ego (humility), coupled with a fierce resolve to do 
what is best for the organization (will).

•	 Humility means being unpretentious and modest rather 
than arrogant and prideful.

•	 A servant leader is a leader who serves others by work-
ing to fulfill followers’ needs and goals, as well as to 
achieve the organization’s larger mission.

•	 Authentic leadership refers to leadership by individuals 
who know and understand themselves, who espouse and 

act consistent with higher-order ethical values, and who 
empower and inspire others with their openness and 
authenticity.

•	 Women leaders typically score significantly higher than 
men on abilities such as motivating others, building re-
lationships, and developing others—skills that are based 
on humility and authenticity and are particularly suited 
to today’s organizations.

•	 Interactive leadership is a leadership style characterized 
by values such as inclusion, collaboration, relationship 
building, and caring.

•	 Although interactive leadership is associated with 
women’s style of leading, both men and women can be 
effective interactive leaders.

Remember This

From Management to Leadership
Hundreds of books and articles have been written in recent years about the differences 
between management and leadership. Good management is essential in organizations, yet 
managers have to be leaders too, because distinctive qualities are associated with manage-
ment and leadership that provide different strengths for the organization. A good way to 
think of the distinction between management and leadership is that management orga-
nizes the production and supply of fish to people, whereas leadership teaches and moti-
vates people to fish. Organizations need both types of skills.29

As shown in Exhibit 15.4, management and leadership reflect two different sets of 
qualities and skills that frequently overlap within a single individual. A person might have 
more of one set of qualities than the other, but ideally, a manager develops a balance of both 
manager and leader qualities.30 A primary distinction between management and leadership 
is that management promotes stability and order within the existing organizational struc-
ture and systems. This ensures that suppliers are paid, customers invoiced, products and 
services produced on time, and so forth. Leadership, on the other hand, promotes vision 
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and change. Leadership means questioning the status quo and being willing to take reason-
able risks so that outdated, unproductive, or socially irresponsible norms can be replaced 
to meet new challenges. 

For example, when Google’s founders needed more structured management at their 
growing company, they hired Eric Schmidt as CEO in 2001 to provide operational 
expertise and oversight. Schmidt was not a heavy take-charge manager, which suited 
the founders just fine, but coming from a corporate background, Schmidt knew how 
to plan and organize and keep things focused. More important, it turned out that 
Schmidt also had leadership qualities that fit well with Google’s need for innovation 
and change to keep the company thriving. His leadership principles can be summarized 
in the following five precepts: 

1.	 Get to know your employees.
2.	 Create new ways to reward and promote high performers.
3.	 Let employees own the problems that you want them to solve.
4.	 Allow people to function outside the hierarchy. 
5.	 Have employees’ performance reviewed by someone whom they respect for their 

objectivity.31

When he was CEO, Schmidt used to make a list of his best employees so that 
he could interact with them personally and encourage them to implement their  
innovative ideas and to protect them from unwanted interference by other managers. 
He made employees the owners of their work by allowing them a great deal of latitude 
in how they accomplished goals. He believed in structure, but he also allowed people to 
work outside the company hierarchy when necessary to solve problems and be creative.32  
Schmidt used a combination of skillful management and good leadership to take 
Google to the next stage of growth. 

Leadership cannot replace management; it should be in addition to management. Good 
management is needed to help the organization meet current commitments, while good 
leadership is needed to move the organization into the future. Leadership’s power comes 
from being built on the foundation of a well-managed organization.

Focus on the 
Organization
Rational
Maintains stability
Assigns tasks
Organizes
Analyzes
Position power

Focus on People

Visionary
Promotes change
De�nes purpose
Nurtures
Innovates
Personal power

Leader QualitiesManager Qualities

SOURCES: Based on “What Is the Difference Between Management and Leadership?” The Wall Street Journal Online, http://
guides.wsj.com/management/developing-a-leadership-style/what-is-the-difference-between-management-and-leadership 
(accessed June 28, 2009); and Genevieve Capowski, “Anatomy of a Leader: Where Are the Leaders of Tomorrow?” 
Management Review (March 1994): 12.

exhibit	     15.4      
Leader and Manager Qualities
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Physical Characteristics
Energy
Physical stamina

Personality
Self-confidence
Honesty and integrity
Optimism
Desire to lead
Independence

Work-Related Characteristics
Achievement drive, desire to excel
Conscientiousness in pursuit of goals
Persistence against obstacles, tenacity

Intelligence and Ability
Intelligence, cognitive ability
Knowledge
Judgment, decisiveness

Social Characteristics
Sociability, interpersonal skills
Cooperativeness
Ability to enlist cooperation
Tact, diplomacy

Social Background
Education
Mobility

Exhibit	     15.5       Personal Characteristics of Leaders

SOURCES: Based on Bernard M. Bass, Bass & Stogdill’s Handbook of Leadership: Theory, Research, and Managerial Applications, 3d ed. (New York: Free Press, 1990), 
pp. 80–81; and S. A. Kirkpatrick and E. A. Locke, “Leadership: Do Traits Matter?” Academy of Management Executive 5, no. 2 (1991): 48–60.

Leadership Traits
Early efforts to understand leadership success focused on the leader’s 
traits. Traits are the distinguishing personal characteristics of a leader, 
such as intelligence, honesty, self-confidence, and even appearance. The 
early research looked at leaders who had achieved a level of greatness, 
and hence was referred to as the “Great Man” approach. The idea was 
relatively simple: Find out what made these people great, and select 
future leaders who already exhibited the same traits or could learn to 
develop them. Generally, early research found only a weak relationship 
between personal traits and leader success.33

In recent years, interest in examining leadership traits has reemerged. 
In addition to personality traits, physical, social, and work-related char-
acteristics of leaders have been studied.34 Exhibit 15.5 summarizes the 
physical, social, and personal leadership characteristics that have received 
the greatest research support. However, these characteristics do not stand 
alone. The appropriateness of a trait or set of traits depends on the lead-
ership situation.

Effective leaders typically possess varied traits, and no single leader 
can have a complete set of characteristics that is appropriate for handling 
any problem, challenge, or opportunity that comes along. In addition, 
traits that are typically considered positive can sometimes have negative 

•	 Leadership and management reflect two different sets of 
qualities and skills that provide different benefits for the 
organization.

•	 Management promotes stability and efficient organizing 
to meet current commitments, whereas leadership often 
inspires engagement and organizational change to meet 
new conditions.

•	 Both leadership and management are important to  
organizations, and people can learn to be good leaders 
as well as good managers.

•	 When he was hired as CEO of Google, Eric Schmidt 
applied both skilled management and good leadership to 
take the startup to the next stage of growth.

Remember This

“The good news: these 
[leadership] traits are not 
genetic. It’s not as if you 
have to be tall or left-
handed. These qualities 
are developed through 
attitude, habit, and 
discipline—factors that 
are within your control.”

—Adam Bryant, senior editor for 

features at The New York Times, in the 

“Corner Office” column
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consequences, and traits sometimes considered negative can have positive consequences.  
For example, optimism is a highly desirable trait for a leader. Studies have shown that 
optimism is the single characteristic most common to top executives.35 Leaders need to 
be able to see possibilities where others see problems and to instill in others a sense of 
hope for a better future. However, optimism can also lull leaders into laziness and over-
confidence, causing them to miss danger signals and underestimate risks. The 2007–2008 
crisis in the financial services industry can be blamed partly on leaders who grew overconfi-
dent and led their organizations astray. Optimism has to be paired with “reality testing” and 
conscientiousness, another trait common to successful leaders, as shown in Exhibit 15.5.36

Therefore, rather than just understanding their traits, the best leaders recognize and 
hone their strengths.37 Strengths are natural talents and abilities that have been supported 
and reinforced with learned knowledge and skills and provide each individual with his or 
her best tools for accomplishment and satisfaction.38 Every manager has a limited capac-
ity; those who become good leaders are the ones who tap into their key strengths that can 
make a difference. Effective leadership isn’t about having the “right” traits, but rather about 
finding the strengths that one can best exemplify and apply as a leader.

•	 Traits are distinguishing personal characteristics, 
such as intelligence, self-confidence, energy, and 
independence.

•	 Strengths are natural talents and abilities that have 
been supported and reinforced with learned knowledge 
and skills.

Remember This

Behavioral Approaches
The inability to define effective leadership based solely on traits led to an interest in looking 
at the behavior of leaders and how it might contribute to leadership success or failure. Two 
basic leadership behaviors identified as important for leadership are attention to tasks and 
attention to people.

Task Versus People

Two types of behavior that have been identified as applicable to effective leadership in 
a variety of situations and time periods are task-oriented behavior and people-oriented 
behavior.39 Although they are not the only important leadership behaviors, concern 
for tasks and concern for people must be shown at some reasonable level. Thus, many 
approaches to understanding leadership use these metacategories, or broadly defined 
behavior categories, as a basis for study and comparison.

Important early research programs on leadership were conducted at The 
Ohio State University and the University of Michigan.40 Ohio State researchers 
identified two major behaviors they called consideration and initiating structure. 
Consideration falls in the category of people-oriented behavior and is the extent 
to which the leader is mindful of subordinates, respects their ideas and feelings, 
and establishes mutual trust. Initiating structure is the degree of task behavior; 
that is, the extent to which the leader is task-oriented and directs subordinate 
work activities toward goal attainment. Studies suggest that effective leaders may 
be high on consideration and low on initiating structure or low on consideration 
and high on initiating structure, depending on the situation.41

Research at the University of Michigan at about the same time also considered task- 
and people-oriented behaviors by comparing the behavior of effective and ineffective 

As a new manager, 
realize that both task-
oriented behavior 
and people-oriented 
behavior are important, 
although some 
situations call for a 
greater degree of one 
over the other. Review 
your responses to the 
opening questionnaire 
to measure your degree 
of task orientation and 
people orientation.
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supervisors.42 The most effective supervi-
sors were those who established high per-
formance goals and displayed supportive 
behavior toward subordinates. These were 
referred to as employee-centered leaders. The 
less effective leaders were called job-centered 
leaders; they tended to be less concerned 
with goal achievement and human needs in 
favor of meeting schedules, keeping costs 
low, and achieving production efficiency.

The Leadership Grid

Building on the work of the Ohio 
State and Michigan studies, Robert 
R. Blake and Jane S. Mouton of the 
University of Texas proposed a two-
dimensional theory called the Mana-
gerial Grid®, which was later restated 
by Robert R. Blake and Anne Adams 
McCanse as the Leadership Grid®.43 
The model and five of its major manage-
ment styles are depicted in Exhibit 15.6. 
Each axis on the grid is a nine-point 
scale, with 1 meaning low concern and  
9 meaning high concern.

1

1

2

3

4

5

6

7

8

9

Low

Concern for Production HighLow

High

C
on

ce
rn

 f
or

 P
eo

pl
e

2 3 4 5 6 7 8 9
®

1,9
Country Club Management
Thoughtful attention to the 
needs of people for satisfying
relationships leads to a
comfortable, friendly organization
atmosphere and work tempo.

  9,9
Team Management
Work accomplishment is
from committed people;
interdependence through
a common stake in
organization purpose
leads to relationships of
trust and respect.

             5,5
Middle-of-the-Road Management
Adequate organization performance is
possible through balancing the necessity
to get out work with maintaining morale of
people at a satisfactory level.

Authority-Compliance
Efficiency in operations
results from arranging
conditions of work in
such a way that human
elements interfere to a
minimum degree.               9,1

Impoverished Management
Exertion of minimum effort
to get required work done
is appropriate to sustain
organization membership.
1,1

EXHIBIT	     15.6      
The Leadership Grid Figure

SOURCE: The Leadership Grid figure, Paternalism figure, and Opportunism figure from Robert R. Blake and Anne Adams 
McCanse, Leadership Dilemmas–Grid Solutions (formerly The Managerial Grid by Robert R. Blake and Jane S. Mouton), (Houston: 
Gulf Publishing Company, 1991), Grid figure, p. 29; Paternalism figure, p. 30; Opportunism figure, p. 31. Copyright © 1991 by 
Blake and Mouton, and Scientific Methods, Inc. Reproduced by permission of the owners.

Concept Connection

How has Clarence Otis, Jr.’s leadership style changed since he became CEO of 
Darden Restaurants? His experience has driven home the importance of team 
management. Otis has found that “it’s less and less about getting the work 
done, and more and more about building the team.” His team includes 180,000 
employees working in the largest full-service restaurant operation in the 
United States. Darden’s new headquarters was designed to facilitate teamwork 
among its brands—especially Olive Garden, Red Lobster, and Longhorn 
Steakhouse—by bringing approximately 1,500 executives and support staff 
previously scattered in separate buildings under one roof for the first time.
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Team management (9, 9) often is considered the most effective style and is recommended 
for leaders because organization members work together to accomplish tasks. Country club 
management (1, 9) occurs when the primary emphasis is given to people rather than to work 
outputs. Authority-compliance management (9, 1) occurs when efficiency in operations is the 
dominant orientation. Middle-of-the-road management (5, 5) reflects a moderate amount of 
concern for both people and production. Impoverished management (1, 1) means the absence 
of a management philosophy; managers exert little effort toward interpersonal relationships 
or work accomplishment.

•	 Two basic leadership behaviors identified as important 
for leadership are attention to tasks and attention to 
people.

•	 Consideration is the term used by researchers at The 
Ohio State University to describe the extent to which 
a leader is sensitive to subordinates, respects their ideas 
and feelings, and establishes mutual trust.

•	 Initiating structure is the term that describes 
the extent to which a leader is task-oriented and 

directs subordinates’ work activities toward goal 
accomplishment.

•	 Researchers at the University of Michigan used the 
terms employee-centered leaders and job-centered leaders  
to describe the same two basic leadership behaviors.

•	 The Leadership Grid® is a two-dimensional leadership 
model that measures the leader’s concern for people and 
concern for production to categorize the leader in one of 
five different leadership styles.

Remember This

Contingency Approaches
Denise Morrison, CEO of Campbell Soup Company, is a strong proponent of empow-
erment and employee engagement. She has been referred to as “tough on the issues but 
tender on people.” Morrison is known to be patient and supportive, even though she can 
make difficult operational decisions. On the other hand, Pamela Forbes Lieberman, former 
president and CEO of TruServ Corporation (now known as True Value Company), was 
once called “the dragon lady” by employees at a former job. She embraced the name and 
even hung a watercolor of a fire-breathing dragon on her office wall to let people know 
that she didn’t mind being known as a hard-nosed manager. No laid-back approach for 
Lieberman.44 

How can two people with widely different styles both be effective leaders? The answer 
lies in understanding contingency approaches to leadership, which explore how the 
organizational situation influences leader effectiveness. Contingency approaches include 
the situational model based on the work of Paul Hersey and Kenneth Blanchard, the 
leadership model developed by Fred Fiedler and his associates, and the substitutes-for-
leadership concept.

The Situational Model of Leadership 
The situational model of leadership, which originated with Hersey and Blanchard, is 
an interesting extension of the behavioral theories summarized in the leadership grid 
(see Exhibit 15.6). This approach focuses a great deal of attention on the characteristics  
of followers in determining appropriate leadership behavior. The point of the situational 
model is that subordinates vary in readiness, which is determined by the degree of  
willingness and ability that a subordinate demonstrates while performing a specific task. 
Willingness refers to a combination of confidence, commitment, and motivation, and a 
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follower may be high or low on any of the three variables. Ability refers to the amount 
of knowledge, experience, and demonstrated skill that a subordinate brings to the task.  
Effective leaders adapt their style according to the readiness level of the people they are 
managing. People low in readiness—because of little ability or training or insecurity—
need a different leadership style than those who are high in readiness and have good ability,  
skills, confidence, and willingness to work.45

According to the situational model, a leader can adopt one of four leadership styles, as 
shown in Exhibit 15.7. The telling style (S1) is a highly dictating style and involves giving 
explicit directions about how tasks should be accomplished. The selling style (S2) is one 
where the leader explains decisions and gives subordinates a chance to ask questions and 
gain clarity and understanding about work tasks. The participating style (S3) is one where 
the leader shares ideas with subordinates, gives them a chance to participate, and facilitates 
decision making. The fourth style, the delegating style (S4), provides little direction and 
little support because the leader turns over responsibility for decisions and their imple-
mentation to subordinates.

Exhibit 15.7 summarizes the situational relationship between leader style and follower 
readiness. The S1 telling style has the highest probability of successfully influencing low-
readiness followers who are unable or unwilling—because of poor ability and skills, lack 
of experience, or insecurity—to take responsibility for their own task behavior. The leader 
is specific, telling people exactly what to do, how to do it, and when. The S2 selling and  
S3 participating styles work for followers at moderate-to-high readiness levels. For example, 
followers might lack some education and experience for the job but have high confidence, 
interest, and willingness to learn. As shown in the exhibit, the S2 selling style is effective 
in this situation because it involves giving direction, but it also includes seeking input from 
others and clarifying tasks rather than simply instructing that they be performed. When 

SOURCE: Based on Gary Yukl, Angela Gordon, and Tom Taber, “A Hierarchical Taxonomy of Leadership Behavior : Integrating 
a Half Century of Behavior Research,” Journal of Leadership and Organizational Studies 9, no. 1 (2002): 15–32; and Paul Hersey, 
Kenneth Blanchard, and Dewey Johnson, Management of Organizational Behavior : Utilizing Human Resources, 7th ed. (Upper 
Saddle River, NJ: Prentice Hall, 1996).
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Follower: Use this style when followers
have high readiness but lack con	dence
and need personal support.

Participating Style for High
Readiness Followers

Leader: Participating leader encourages
participation, supports, consults with, and
develops followers' skills and con	dence.

S3

Follower: Use this style when followers have
moderate readiness because of con	dence to
proceed but lack ability.

Leader: Selling leader provides both task
instruction and personal support, clari	es
tasks, and explains decisions as needed.

Selling Style for Moderate
Readiness Followers

S2

Follower: Use this style when followers
have very high readiness because of ability
and con	dence to perform tasks
themselves.

Leader: Delegating leader turns over
complete responsibility, with little focus
on either task or people needs.

Delegating Style for Very High
Readiness Followers

S4

Follower: Use this style when followers
have low readiness, low ability, and lack
con	dence.

Leader: Telling leader provides detailed goals
and instructions, closely monitors operations
and performance.

Telling Style for Low
Readiness Followers

S1

exhibit	     15.7      
Hersey and Blanchard’s  
Situational Model of 
Leadership
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followers have the necessary skills and experience but are somewhat insecure in their abili-
ties or lack high willingness, the S3 participating style enables the leader to guide followers’ 
development and act as a resource for advice and assistance. When followers demonstrate 
very high readiness (that is, they have high levels of education, experience, and readiness to 
accept responsibility for their own task behavior), the S4 delegating style can effectively be 
used. Because of the high readiness level of followers, the leader can delegate responsibil-
ity for decisions and their implementation to subordinates who have the skills, abilities, 
and positive attitudes to follow through. The leader provides a general goal and sufficient 
authority to do the task as followers see fit.

To apply the situational model, the leader diagnoses the readiness level of followers 
and adopts the appropriate style—telling, selling, participating, or delegating. For example,  
Jo Newton, an impulse import category leadership manager at Mars Incorporated’s Slough 
office near London, uses primarily a participating style. Most members of Newton’s team 
are at moderate to high readiness levels, so Newton advises them of the results that the 
company wants and then steps back, providing guidance and support as needed. “I like 
people to come up with their own way of doing things.…,” she says. “I like to support 
people, as opposed to directing them to do things.”46 A leader taking over a new team of 
inexperienced or uncertain members would likely have to provide more direction with ei-
ther a telling or selling style. On the other hand, Warren Buffett uses a primarily delegating 
style. The 80-year-old CEO of Berkshire Hathaway is considered one of the world’s best 
managers, but he isn’t closely involved in the day-to-day management of all the businesses 
that Berkshire owns. He trusts the managers of the various units, who are highly skilled 
professionals able and willing to take responsibility for their own task behavior.47 A del-
egating leader style is not always appropriate, but all managers need to be able to delegate 
some tasks and decisions for the organization to work smoothly. 

Fiedler’s Contingency Theory

Whereas the situational model focused on the characteristics of followers, Fiedler and his as-
sociates looked at some other elements of the organizational situation to assess when one lead-
ership style is more effective than another.48 The starting point for Fiedler’s theory is the extent 
to which the leader’s style is task-oriented or relationship-(people) oriented. Fiedler consid-
ered a person’s leadership style to be relatively fixed and difficult to change; therefore, the basic 
idea is to match the leader’s style with the situation most favorable for his or her effectiveness. 
By diagnosing leadership style and the organizational situation, the correct fit can be arranged.

Situation: Favorable or Unfavorable? 
The suitability of a person’s leadership style is determined by whether the situation is 
favorable or unfavorable to the leader. The favorability of a leadership situation can be 
analyzed in terms of three elements: the quality of relationships between leader and 
followers, the degree of task structure, and the extent to which the leader has formal 
authority over followers.49

As illustrated in the lower portion of Exhibit 15.8, a situation would be considered 
highly favorable to the leader when leader-member relationships are positive, tasks are 
highly structured, and the leader has formal authority over followers. In this situation, 
followers trust, respect, and have confidence in the leader. The group’s tasks are clearly 
defined, involve specific procedures, and have clear, explicit goals. In addition, the leader 
has formal authority to direct and evaluate followers, along with the power to reward or 
punish. In a highly unfavorable situation, followers have little respect for or confidence 
and trust in the leader. Tasks are vague and ill-defined and lack clear-cut procedures and 
guidelines. The leader has little formal authority to direct subordinates and does not have 
the power to issue rewards or punishments.
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Matching Leader Style to the Situation  
When Fiedler examined the relationships among leadership style and situational favor-
ability, he found the pattern shown in the upper portion of Exhibit 15.8. Task-oriented 
leaders are more effective when the situation is either highly favorable or highly unfavor-
able. Relationship-oriented leaders are more effective in situations of moderate favorability.

The task-oriented leader excels in the favorable situation because everyone gets along, 
the task is clear, and the leader has power; all that is needed is for someone to lead the charge 
and provide direction. Similarly, if the situation is highly unfavorable to the leader, a great 
deal of structure and task direction is needed. A strong leader will define task structure and 
establish strong authority. Because leader-member relations are poor anyway, a strong task 
orientation will make no difference in the leader’s popularity. Sergio Marchionne has used 
strong task-oriented leadership in an unfavorable situation at Chrysler. 

SOURCE: Based on Fred E. Fiedler, “The Effects of Leadership Training and Experience: A Contingency Model Interpretation,” Administrative Science Quarterly 
17 (1972): 455.

exhibit	     15.8       How Leader Style Fits the Situation
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Sergio Marchionne, 
Chrysler Group LLC

The fate of the smallest of the Big Three U.S. automakers rests in the hands of Italian-born 
Sergio Marchionne, who rescued Fiat from the brink of collapse a few years ago with his close 
attention to detail. Marchionne is a strong, task-oriented leader. Rather than settling into the 
top-floor executive suite at Chrysler’s headquarters in Auburn Hills, Michigan, Marchionne 
chose an office in the fourth-floor engineering center. He carries six smartphones and keeps 
tabs on the smallest details, down to a faulty door handle on the new Dodge Charger. “If you 
really want to run the business,” he says, “you need to get involved at this level.” 

Marchionne came into a highly unfavorable situation at Chrysler. Like General Motors 
(GM), Chyrsler had to be rescued by a federal bailout several years ago, and Marchionne took 
charge just after the company emerged from bankruptcy and Fiat assumed part-ownership. 
Sales were slumping, Chrysler’s image was tarnished, morale and motivation were low, costs 
were high, and operational problems plagued the company. Marchionne became known at 
Fiat for working long hours seven days a week, and he told his top executives at Chrysler to 
plan on doing the same for the foreseeable future. He meets with managers regularly and 
gives them specific orders for what he wants to see accomplished. Managers who were com-
mitted to staying stuck in the old way of doing things were fired.

Marchionne’s task-oriented leadership is having a positive effect. Chrysler’s auto sales 
are improving, and operational problems have been brought under control. In addition,  
Marchionne’s hard-hitting approach has brought a refreshing energy into the organization, 
giving employees a greater sense of hope and motivation.50
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Marchionne’s tough, task-oriented approach is suitable for the difficult situation at 
Chrysler. On the other hand, Ohio Republican John Boehner has not done so well as House 
Speaker during several recent political struggles, including the partial U.S. government  
shutdown over Obamacare. Part of the reason, some say, is that Boehner just isn’t  
“intimidating” enough. Republicans are more divided than ever, and one observer said that 
Boehner’s future success would depend on his ability to “lead more and listen less.” Boehner 
typically uses a relatively laid-back, people-oriented style. “I can’t think of any time he’s 
been heavy-handed with me,” said Representative Charlie Dent of Pennsylvania. Many 
both inside and outside the Republican Party believe that a strong, task-oriented leader is 
needed to keep the unruly House from turning into “an ungovernable quagmire.”51

Researchers at the University of Chicago who looked at CEOs in turnaround situations—
where companies typically have high debt loads and a need to improve results in a hurry—
found that tough-minded, task-focused characteristics such as analytical skills, a focus on 
efficiency, and setting high standards were more valuable leader qualities than were relation-
ship skills such as good communication, listening, and teamwork.52 

The relationship-oriented leader performs better in situations of intermediate favorability 
because human relations skills are important in achieving high group performance. In these 
situations, the leader may be moderately well liked, have some power, and supervise jobs that 
contain some ambiguity. A leader with good interpersonal skills can create a positive group  
atmosphere that will improve relationships, clarify task structure, and establish position power.

A leader, then, needs to know two things to use Fiedler’s contingency theory. First, the 
leader should know whether he or she has a relationship- or task-oriented style. Second, 
the leader should diagnose the situation and determine whether leader-member relations, 
task structure, and position power are favorable or unfavorable.

Fiedler believed fitting leader style to the situation can yield big dividends in profits and 
efficiency.53 On the other hand, the model has also been criticized.54 For one thing, some 
researchers have challenged the idea that leaders cannot adjust their styles as situational 
characteristics change. Despite criticisms, Fiedler’s model has continued to influence lead-
ership studies. Fiedler’s research called attention to the importance of finding the correct 
fit between leadership style and situation.

Situational Substitutes for Leadership

The contingency leadership approaches considered so far focus on the leader’s style, the 
subordinates’ nature, and the situation’s characteristics. The final contingency approach 
suggests that situational variables can be so powerful that they actually substitute for or 
neutralize the need for leadership.55 This approach outlines those organizational settings 
in which a leadership style is unimportant or unnecessary.

Exhibit 15.9 shows the situational variables that tend to substitute for or neutralize 
leadership characteristics. A substitute for leadership makes the leadership style unneces-
sary or redundant. For example, highly professional subordinates who know how to do their 
tasks do not need a leader who initiates structure for them and tells them what to do. A 
neutralizer counteracts the leadership style and prevents the leader from displaying certain 
behaviors. For example, if a leader has absolutely no position power or is physically removed 
from subordinates, the leader’s ability to give directions to subordinates is greatly reduced.

Situational variables in Exhibit 15.9 include characteristics of the group, the task, and 
the organization itself. When followers are highly professional and experienced, both lead-
ership styles are less important. People do not need much direction or consideration. With 
respect to task characteristics, highly structured tasks substitute for a task-oriented style 
and a satisfying task substitutes for a people-oriented style. With respect to the organi-
zation itself, group cohesiveness substitutes for both leader styles. Formalized rules and 
procedures substitute for leader task orientation. Physical separation of leader and subor-
dinate neutralizes both leadership styles.
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•	 A contingency approach is a model of leadership  
that describes the relationship between leadership styles 
and specific situations.

•	 One contingency approach is the situational model, 
which links the leader’s behavioral style with the readi-
ness level of followers.

•	 In general, a task-oriented leader style fits a low-
readiness follower, and a relationship leader style fits a 
higher-readiness follower.

•	 In Fiedler’s contingency theory, the suitability of a 
leader’s style is determined by whether the situation is 
considered favorable or unfavorable to the leader.

•	 Task-oriented leaders are considered to perform bet-
ter in either highly favorable or highly unfavorable 
situations.

•	 Relationship-oriented leaders are considered to perform 
better in situations of intermediate favorability.

•	 A substitute for leadership is a situational  
variable that makes a leadership style redundant or 
unnecessary.

•	 A neutralizer is a situational variable that counteracts  
a leadership style and prevents the leader from  
displaying certain behaviors.

Remember This
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The value of the situations described in Exhibit 15.9 is that they help leaders 
avoid leadership overkill. Leaders should adopt a style with which to complement the 
organizational situation. Consider the work situation for bank tellers. A bank teller 
performs highly structured tasks, follows clearly written rules and procedures, and has 
little flexibility in terms of how to do the work. The head teller should not adopt a task-
oriented style because the organization already provides structure and direction. The 
head teller should concentrate on a people-oriented style to provide a more pleasant work 
environment. In other organizations, if group cohesiveness or intrinsic satisfaction meets 
employees’ social needs, the leader is free to concentrate on task-oriented behaviors. The 
leader can adopt a style complementary to the organizational situation to ensure that both 
the task needs and people needs of the work group will be met.

Variable
Task-Oriented 
Leadership

People-Oriented 
Leadership

Organizational variables Group cohesiveness
Formalization 
Inflexibility 
Low position power 
Physical separation

Substitutes for
Substitutes for 
Neutralizes 
Neutralizes 
Neutralizes

Substitutes for
No effect on 
No effect on 
Neutralizes 
Neutralizes

Task characteristics Highly structured task
Automatic feedback
Intrinsic satisfaction

Substitutes for 
Substitutes for 
No effect on

No effect on 
No effect on 
Substitutes for

Group characteristics Professionalism
Training/experience

Substitutes for 
Substitutes for 

Substitutes for 
No effect on

Exhibit	     15.9      Substitutes and Neutralizers for Leadership

Charismatic and Transformational Leadership
Research has also looked at how leadership can inspire and motivate people beyond their 
normal levels of performance. Some leadership approaches are more effective than others 
for bringing about high levels of commitment and enthusiasm. Two types with a substan-
tial impact are charismatic and transformational.

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Part 5  Leading530

Charismatic Leadership

Charisma has been referred to as “a fire that ignites followers’ energy and commitment, 
producing results above and beyond the call of duty.”56 The charismatic leader has the 
ability to inspire and motivate people to do more than they would normally do, despite  
obstacles and personal sacrifice. Followers are willing to put aside their own interests for the 
sake of the team, department, or organization. The impact of charismatic leaders normally 
comes from (1) stating a lofty vision of an imagined future that employees identify with,  
(2) displaying an ability to understand and empathize with followers, and (3) empowering  
and trusting subordinates to accomplish results.57 Charismatic leaders tend to be less 
predictable because they create an atmosphere of change, and they may be obsessed by 
visionary ideas that excite, stimulate, and drive other people to work hard. 

One of the best-known charismatic leaders in the business world in recent years was 
Apple’s late co-founder and CEO, Steve Jobs. Jobs commanded a rock-star–like following. 
The tale of how he dropped out of college, co-founded Apple, got fired from his own com-
pany, returned years later to save it, and then transformed it by creating a whole new busi-
ness with the iPod and iPhone is the stuff of legend. Yet Jobs could be immature, impatient, 
and downright cruel at times. His demanding leadership could undermine performance 
as well as inspire it. Despite this, many people—even some he mistreated—admired and 
respected (some have even said worshiped) Steve Jobs. They tell their “Steve-Jobs-yelled-
in-my-face” stories with pride. His energizing personality and his refusal to “sell out” made 
people want to be around him and want to be like him.58 

As the example of Steve Jobs illustrates, there can be both positive and negative as-
pects of charisma. Other charismatic leaders include Mother Teresa, David Koresh, Sam 
Walton, Alexander the Great, Oprah Winfrey, Martin Luther King, Jr., and Osama bin 
Laden. Charisma can be used for positive outcomes that benefit the group, but it can 
also be used for self-serving purposes that lead to the deception, manipulation, and ex-
ploitation (and even deaths) of others. When charismatic leaders respond to organiza-
tional problems in terms of the needs of the entire group rather than their own emotional 
needs, they can have a powerful, positive influence on organizational performance.59 As 
with the Level 5 and authentic leadership approaches that we discussed earlier in the 
chapter, humility typically plays an important part in distinguishing whether a charis-
matic leader will work to benefit primarily the larger organization or use his or her gifts 
for ego-building and personal gain.60

Charismatic leaders are skilled in the art of visionary leadership. A vision is an attrac-
tive, ideal future that is credible yet not readily attainable. Vision is an important compo-
nent of both charismatic and transformational leadership. Visionary leaders speak to the 
hearts of employees, letting them be part of something bigger than themselves. Where 
others see obstacles or failures, they see possibility and hope. 

Charismatic leaders typically have a strong vision for the future, almost an obsession, 
and they can motivate others to help realize it.61 These leaders have an emotional impact on 
subordinates because they strongly believe in the vision and can communicate it to others 
in a way that makes the vision real, personal, and meaningful.

Transformational Versus Transactional Leadership

Transformational leaders are similar to charismatic leaders, but they are distinguished 
by their special ability to bring about innovation and change by recognizing followers’ 
needs and concerns, providing meaning, challenging people to look at old problems in new 
ways, and acting as role models for the new values and behaviors. Transformational leaders 
inspire followers not just to believe in the leader personally, but to believe in their own po-
tential to imagine and create a better future for the organization. Transformational leaders 
create significant change in both followers and the organization.62

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Chapter 15  Leadership 531

L
e

a
d

in
g

5

Transformational leadership can be better understood in comparison to transactional 
leadership.63 Transactional leaders clarify the role and task requirements of subordinates, 
initiate structure, provide appropriate rewards, and try to be considerate and meet the 
social needs of subordinates. The transactional leader’s ability to satisfy subordinates may 
improve productivity. Transactional leaders excel at management functions. They are hard-
working, tolerant, and fair-minded. They take pride in keeping things running smoothly 
and efficiently. Transactional leaders often stress the impersonal aspects of performance, 
such as plans, schedules, and budgets. They have a sense of commitment to the organiza-
tion and conform to organizational norms and values. Transactional leadership is impor-
tant to all organizations, but leading change requires a different approach.

Transformational leaders have the ability to lead changes in the organization’s  
mission, strategy, structure, and culture, as well as to promote innovation in products and 
technologies. Transformational leaders do not rely solely on tangible rules and incentives 
to control specific transactions with followers. They focus on intangible qualities, such 
as vision, shared values, and ideas, to build relationships, give larger meaning to diverse  
activities, and find common ground to enlist followers in the change process.64 For example, 
Michelle Rhee, former chancellor of the District of Columbia public schools, acted as a 
transformational leader to revamp one of the most expensive, worst-performing school 
systems in the country. 

Green Power
In the Hands of a Matador

It was, by any standard, a bold move. Taking the 
leadership reins in 2004 as CEO and president of 
Spain-based Acciona, one of Europe’s most profit-
able real estate and construction businesses, José 
Manuel Entrecanales envisioned a future in which 
businesses would balance economic gain with en-
vironmental standards. Entrecanales convinced 
his board to address climate change and promote 
renewable energy development. The company 
wasted no time making a public announcement of 
its long-term sustainability plans and undertaking 
new strategies led by a Sustainability Committee. 
Over the next six years, Acciona managers made 

investments in sustainability, including wind genera-
tors. By 2009, Acciona had risen to third in the world 
in wind energy production. In less than a decade,  
Acciona has established a green reputation, and it 
was the leadership of Entrecanales, with the precise 
timing and calculated moves of a great matador, 
that envisioned the new spheres of action.

Sources: Daniel Arenas, Jeremie Fosse, and Matthew Murphy, “Acciona: A 
Process of Transformation Towards Sustainability,” Journal of Management 
Development 30, no. 10 (2011): 1027–1048; and Patricia McCormick, “A 
Brave Matador Explains the Bullfight,” Sports Illustrated, March 11, 1963, http://
sportsillustrated.cnn.com/vault/article/magazine/MAG1074594/2/index.htm 
(accessed August 4, 2012).

Innovative  
Way
Michelle Rhee, 
StudentsFirst

Michelle Rhee, former chancellor of Washington, D.C., public schools and founder of  
StudentsFirst, is one of the most controversial figures in U.S. education—but love her or hate 
her, you can’t say that she’s afraid of change. A daughter of Korean immigrants, Rhee wanted 
to quit halfway through her first year in Teach for America, an organization that sends new 
college graduates into some of the toughest schools in the United States, but her father made 
her go back and finish the job. That’s where she first embarked on a personal mission to 
change the system for the country’s poorest students. Rhee noticed that students responded 
to teachers who pushed them hard and kept them interested.

A couple of decades later, Rhee had the chance to put some of her ideas into action on 
a large scale as she tried to revamp one of the most expensive, worst-performing school  
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•	 A charismatic leader is a leader who has the abil-
ity to inspire and motivate people to transcend their 
expected performance, even to the point of personal 
sacrifice.

•	 Both charismatic and transformational leaders provide 
followers with an inspiring vision, an attractive, ideal 
future that is credible, yet not readily attainable.

•	 A transformational leader is distinguished by a  
special ability to bring about innovation and change by 
creating an inspiring vision, shaping values, building rela-
tionships, and providing meaning for followers.

•	 A transactional leader clarifies subordinates’ roles and 
task requirements, initiates structure, provides rewards, 
and displays consideration for followers.

Remember This

Rhee has continued to act as a transformational leader after leaving D.C. Her cur-
rent organization, StudentsFirst, has a mission “to ensure great teachers, access to great 
schools, and effective use of public dollars” across the United States. “Some people 
think she is a transformative leader, and some people think she is a controversial figure, 
but everyone agrees she gets people talking,” said one organizer of a recent conference 
in Michigan.66

Studies show that transformational leadership has a positive impact on follower de-
velopment and follower performance.67 Moreover, transformational leadership skills can 
be learned and are not ingrained personality characteristics. However, some personality 
traits may make it easier for a leader to display transformational leadership behaviors. For 
example, studies of transformational leadership have found that the trait of agreeableness, 
as discussed in the previous chapter, is often associated with transformational leaders.68 In 
addition, transformational leaders are typically emotionally stable and positively engaged 
with the world around them, and they have a strong ability to recognize and understand 
others’ emotions.69 These characteristics are not surprising, considering that these leaders 
accomplish change by building networks of positive relationships.

systems in the country. As chancellor of the D.C. public schools, Rhee attacked the dysfunc-
tional culture that rewarded teachers for seniority rather than performance, revised systems 
and structures to slash bureaucracy, held school principals accountable for improving student 
performance, and focused people on a mission of putting the best interests of students first.

Her vision of making D.C. schools “the highest-performing urban school district in the na-
tion” brought new energy and movement to a long-stagnant system. “We have a system that 
does wrong by poor kids of color,” Rhee said. “If we’re going to live up to our promise as a 
country . . . that has got to stop.” Rhee becomes angry when people say that “teachers cannot 
make up for what parents and students will not do,” emphasizing that each teacher can make 
a difference. She didn’t hesitate to cut administrative positions that weren’t contributing value, 
fire teachers and principals who didn’t meet performance standards, and close underperform-
ing schools. She instituted new procedures to handsomely reward high-performing teachers 
and give principals more control over hiring, promoting, and firing. New evaluation procedures 
put people on alert that low performance and complacency would not be tolerated.65

Followership 
No discussion of leadership is complete without a consideration of followership. Indeed, 
despite the focus on leadership, everybody in an organization is both a follower and a 
leader.70 Leadership matters, but without effective followers, no organization can survive. 
People have different expectations of what constitutes a good follower versus a good leader, 
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as illustrated by the results of studies asking people to rank the desired characteristics of 
leaders and followers. The top five qualities desired in each are as follows:71 

Leader Follower
Honest Honest

Competent Competent

Forward-looking Dependable

Inspiring Cooperative

Intelligent Loyal

There may be some differences, but overall, many of the qualities that define a good follower are 
the same qualities as those possessed by a good leader. Leaders can develop an understanding 
of their followers and create the conditions that help them be most effective.72

One model of followership is illustrated in Exhibit 15.10. Robert E. Kelley conducted 
extensive interviews with managers and their subordinates and came up with five follower 
styles, which are categorized according to two dimensions, as shown in the exhibit.73

The first dimension is the quality of independent, critical thinking versus dependent, 
uncritical thinking. Independent, critical thinkers are mindful of the effects of their own 
and others’ behavior on achieving organizational goals. They can weigh the impact of their 
boss’s and their own decisions and offer constructive criticism, creativity, and innovation. 
Conversely, a dependent, uncritical thinker does not consider possibilities beyond what he 
or she is told, does not contribute to the cultivation of the organization, and accepts the 
supervisor’s ideas without thinking.

The second dimension of follower style is active versus passive behavior. An active 
follower participates fully in the organization, engages in behavior that is beyond the 
limits of the job, demonstrates a sense of ownership, and initiates problem solving and 
decision making. A passive follower, by contrast, is characterized by a need for constant 
supervision and prodding by superiors. Passivity is often regarded as laziness; a passive 
person does nothing that is not required and avoids added responsibility.

The extent to which an individual is active or passive and is an independent, critical 
thinker or a dependent, uncritical thinker determines whether the person will be an 

PassiveActive

Dependent, uncritical thinking

Independent, critical thinking

Passive

AlienatedEffective

Pragmatic
Survivor

Conformist

exhibit	    15.10      
Styles of Followership

SOURCE: Based on Robert E. Kelley, The Power of Followership (New York: Doubleday, 1992).
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alienated follower, a passive follower, a conformist, a pragmatic survivor, or an effective 
follower, as illustrated in Exhibit 15.10:

●● The alienated follower is a passive, yet independent, critical thinker. Alienated em-
ployees are often effective followers who have experienced setbacks and obstacles—
perhaps promises broken by their superiors. Thus, they are capable, but they focus 
exclusively on the shortcomings of their bosses. Often cynical, alienated followers are 
able to think independently, but they do not participate in developing solutions to the 
problems or deficiencies that they see. These people waste valuable time complaining 
about their boss without offering constructive feedback.

●● The conformist participates actively in a relationship with the boss but doesn’t use 
critical-thinking skills. In other words, a conformist participates willingly, but without 
considering the consequences of what he or she is being asked to do—even at the risk 
of contributing to a harmful endeavor. In his book The Foreclosure of America, former 
Countrywide executive Adam Michaelson writes of the groupthink and blind conformity 
that squelched resistance and led people to go along with company actions even if they 
thought they were wrong.74 A conformist is concerned only with avoiding conflict. This 
follower style might reflect an individual’s overdependent attitude toward authority, yet 
it can also result from rigid rules and authoritarian environments that create a culture of 
conformity.

●● The pragmatic survivor has qualities of all four extremes—depending on which style 
fits with the prevalent situation. This type of person uses whatever style best benefits 
his or her own position and minimizes risk. Pragmatic survivors often emerge when an 

organization is going through desperate times, and individuals find themselves doing 
whatever is needed to get through the difficulty. Within any given company, some  
25 to 35 percent of people tend to be pragmatic survivors, avoiding risks and foster-
ing the status quo.75

●● The passive follower exhibits neither critical, independent thinking nor active 
participation. Being passive and uncritical, these people show neither initiative nor a 
sense of responsibility. Their activity is limited to what they are told to do, and they 
accomplish things only with a great deal of supervision. Passive followers leave the 
thinking to the boss. Often, this style is the result of a micromanaging boss who en-
courages passive behavior. People learn that to show initiative, accept responsibility, 
or think creatively is not rewarded, and may even be punished by the boss, so they 
grow increasingly passive.

●● The effective follower is both a critical, independent thinker and active in the organi-
zation. Effective followers behave the same toward everyone, regardless of their posi-
tion in the organization. They develop an equitable relationship with their leaders and 
do not try to avoid risk or conflict. These people are capable of self-management, they 
discern strengths and weaknesses in themselves and their bosses, they are committed 
to something bigger than themselves, and they work toward competency, solutions, and 
positive impact.

One example of an effective follower is Laurie Stein, general counsel of Clorox. 
When a company brings in an outside CEO, one expert estimates that managers have a  
30 to 40 percent chance of being fired. But not effective followers like Laurie Stein.  Before 
Donald Knauss even took the CEO job, Stein did extensive research on him to help her 
figure out how to work with him most effectively. She began looking for how she could best 
serve Knauss and the organization as it embarked on a new path. Even if she disagreed with 
any strategic changes that he wanted to make, Stein believed that it was her job to support 
them. Since Stein had previously worked in China, she volunteered to informally advise 
colleagues about revamping the company’s strategy in that country. Knauss appreciated 
Stein’s proactive approach. “She will help anyone who asks for help,” he says. Within months 
of taking the CEO job, Knauss had broadened Stein’s duties and power.76

Are you an effective 
follower, or do you 
tend to be alienated, 
passive, conforming, 
or a pragmatic 
survivor? Answer 
the questions in the 
“New Manager  
Self-Test” to find out.

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Chapter 15  Leadership 535

New Manager     Self-Test
What Is Your Follower Style? 

Instructions: For each of the following statements, think 
of a specific situation in which you worked for a boss in 
an organization. Then answer whether each item below is 
Mostly True or Mostly False for you.

  1.	� I often commented to my manager  
on the broader importance of data  
or events.	

  2.	� I thought carefully and then expressed  
my opinion about critical issues.	

  3.	� I frequently suggested ways of  
improving my and others’ ways  
of doing things.	

  4.	� I challenged my manager to  
think about an old problem  
in a new way. 	

  5.	� Rather than wait to be told, I would  
figure out the critical activities for  
achieving my unit’s goals.	

  6.	� I independently thought up and  
championed new ideas to my boss.	

  7.	� I tried to solve the tough  
problems rather than expect my  
manager to do it.	

  8.	� I played devil’s advocate if needed  
to demonstrate the upside and  
downside of initiatives.	

  9.	� My work fulfilled a higher personal  
goal for me.	

10.	� I was enthusiastic about my job.	

11.	� I understood my manager’s goals  
and worked hard to meet them.	

12.	� The work that I did was significant  
to me.	

13.	� I felt emotionally engaged throughout  
a typical day.	

14.	� I had the opportunity to do what I  
do best each day.	

15.	� I understood how my role  
contributed to the company’s success.	

16.	� I was willing to put in a great deal  
of effort beyond what is  
normally expected.	

Scoring and Interpretation: Sum 1 point for each 
Mostly True answer for questions 1–8 for your score on 
Critical Thinking: ____.  Sum 1 point for each Mostly True 
answer for questions 9–16 for your Active Engagement 
Score: ____. Based on whether your scores are high (6–8), 
medium (4–5), or low (0–3), identify your followership 
style below. 

Followership	 Critical	 Active Engagement
Style	 Thinking Score	 Score

Effective	 High	 High

Alienated	 High	 Low

Conformist	 Low	 High

Pragmatist	 Middle	 Middle

Passive	 Low	 Low

Read the descriptions of follower styles in the text. How 
do you feel about your followership style? What might you 
do to be more effective as a follower?

Source: Based on Douglas R. May, Richard L. Gilson, and Lynn M. Harter, 
“The Psychological Conditions of Meaningfulness, Safety, and Availability and 
the Engagement of the Human Spirit at Work,” Journal of Occupational and 
Organizational Psychology 77 (March 2004): 11–38; Robert E. Kelley, The Power  
of Followership: How to Create Leaders People Want to Follow and Followers  
Who Lead Themselves (New York: Doubleday, 1992); and Towers Perrin HR 
Services, “Working Today: Understanding What Drives Employee Engagement: 
The 2003 Towers Perrin Talent Report,” http://www.towersperrin.com/tp 
/getwebcachedoc?webc=hrs/usa/2003/200309/talent_2003.pdf (accessed 
February 20, 2012).

	 Mostly	 Mostly
	 True	 False
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Power and Influence
Both followers and leaders use power and influence to get things done in organizations. 
Sometimes the terms power and influence are used synonymously, but there are distinc-
tions between the two. Power is the potential ability to influence the behavior of others.77 
Influence is the effect that a person’s actions have on the attitudes, values, beliefs, or 
behavior of others. Whereas power is the capacity to cause a change in a person, influence 
may be thought of as the degree of actual change.

Most discussions of power include five types that are available to leaders,78 and these 
can be categorized as either hard power or soft power. Hard power is power that stems 
largely from a person’s position of authority and includes legitimate, reward, and coercive 
power. Soft power includes expert power and referent power, which are based on personal 
characteristics and interpersonal relationships more than on a position of authority. 

Hard Position Power

The traditional manager’s power comes from the organization (hard power). The manager’s 
position gives him or her the ability to reward or punish subordinates to influence their  
behavior. Legitimate power, reward power, and coercive power are all forms of position 
power used by managers to change employee behavior.

Legitimate Power 
Power coming from a formal management position in an organization and the authority 
granted to it is called legitimate power. Once a person has been selected as a supervisor, most 
employees understand that they are obligated to follow his or her direction with respect to work 
activities. Subordinates accept this source of power as legitimate, which is why they comply.

Reward Power 
Another kind of power, reward power, stems from the authority to bestow rewards on other 
people. Managers may have access to formal rewards, such as pay increases or promotions. 
They also have at their disposal rewards such as praise, attention, and recognition. Managers 
can use rewards to influence subordinates’ behavior.

•	 Leaders can accomplish nothing without effective followers.
•	 Critical thinking means thinking independently and 

being mindful of the effect of one’s behavior on achieving 
goals.

•	 Uncritical thinking means failing to consider the  
possibilities beyond what one is told and accepting others’  
ideas without thinking.

•	 An effective follower is a critical, independent  
thinker who actively participates in the organization.

•	 An alienated follower is a person who is an independent, 
critical thinker but is passive in the organization.

•	 A conformist is a follower who participates actively in  
the organization but does not use critical thinking skills.

•	 A passive follower is one who exhibits neither critical 
independent thinking nor active participation.

•	 A follower who has qualities of all four follower styles, 
depending on which fits the prevalent situation, is called 
a pragmatic survivor.

Remember This

Effective followers recognize that they have power in their relationships with superiors; 
thus, they have the courage to manage upward, to initiate change, and even to put themselves 
at risk or in conflict with the boss if they believe that it serves the best interest of the team 
or organization.
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Coercive Power 
The opposite of reward power is coercive power. 
It refers to the authority to punish or recommend 
punishment. Managers have coercive power when 
they have the right to fire or demote employees, 
criticize them, or withhold pay increases. If an em-
ployee does not perform as expected, the manager 
has the coercive power to reprimand him, put a 
negative letter in his file, deny him a raise, and hurt 
his chances for a promotion.

Personal Soft Power

Effective leaders don’t rely solely on the hard 
power of their formal position to influence 
others. Jeffrey Immelt, CEO of GE, consid-
ers himself a failure if he exercises his formal  
authority more than seven or eight times a year. The 
rest of the time, he is using softer means to persuade 
and influence others and to resolve conflicting ideas 
and opinions.79 In contrast to the external sources 
of position power, personal power most often comes 
from internal sources, such as an individual’s special knowledge or personal characteristics. 
Personal power is the primary tool of the leader, and it is becoming increasingly important 
as more businesses are run by teams of workers who are less tolerant of authoritarian 
management.80 Michelle Davis, who works as a middle manager at Fair Isaac Corporation 
(FICO), says that relying on soft power can be frustrating, but it is a crucial part of the 
job.81 Two types of personal power are expert power and referent power.

Expert Power 
Power resulting from a person’s special knowledge or skill regarding the tasks being per-
formed is referred to as expert power. When someone is a true expert, others go along 
with recommendations because of his or her superior knowledge. Both followers and 
leaders can possess expert power. For example, some managers lead teams in which mem-
bers have expertise that the leader lacks. Some leaders at top management levels may lack 
expert power because subordinates know more about technical details than they do.

Referent Power
Referent power comes from an individual’s personal characteristics that command  
others’ identification, respect, and admiration so that they wish to emulate that individual. 
Referent power does not depend on a formal title or position. When employees admire a 
supervisor because of the way that she deals with them, the influence is based on referent 
power. Referent power is most visible in the area of charismatic leadership. In social and 
religious movements, we often see charismatic leaders who emerge and gain a tremendous 
following based solely on their personal power.

Other Sources of Power

There are additional sources of power that are not linked to a particular person or 
position, but rather to the role that an individual plays in the overall functioning of 
the organization. These important sources include personal effort, relationships with 
others, and information.
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At Google, Inc., managers encourage employees to take advantage 
of the many rewards that the company offers, including on-site 
dry cleaning, haircutting, and massage therapy services. These may 
sound like overly generous rewards, but they are actually smart 
management. The less time that employees spend on taking care 
of common personal tasks, the more time and energy they can 
devote to keeping this technology giant on top.
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Personal Effort 
People who show initiative, work beyond what is expected of them, take on undesirable 
but important projects, and show interest in learning about the organization and industry 
often gain power as a result. Stephen Holmes says that he began his journey toward the 
CEO’s office at Wyndham Worldwide because of personal effort. As a young internal audi-
tor at a private-equity firm in the early 1980s, Holmes was spending his evenings trying to 
learn a new spreadsheet program. Noted investor Henry Silverman noticed him night after 
night and, intrigued by the young auditor’s efforts, stopped by to see what he was doing. 
Silverman asked Holmes to move with him to future companies, including Blackstone, 
HMS, and eventually Wyndham. “I was a kid,” Holmes says, “[but he] put me into posi-
tions that no one else my age was getting to do.”82

Network of Relationships 
People who are enmeshed in a network of relationships have greater power. A leader or 
employee with many relationships knows what’s going on in the organization and industry, 
whereas one who has few interpersonal connections is often in the dark about important 
activities or changes. Networks of relationships are crucial in the political arena for in-
stance. Abraham Lincoln is considered by historians to be one of the greatest U.S. presi-
dents partly because he built relationships and listened carefully to a broad range of people 
both inside and outside of his immediate circle when the nation was so bitterly divided over 
the Civil War. He included people who didn’t agree with him and were critical of his goals 
and plans.83 As for President Barack Obama, the jury is still out on how his presidency will 
be evaluated. However, Obama has been criticized for failing to develop relationships with 
even his biggest donors and leaving the relationship-building with Democrats on Capitol 
Hill and others to Vice President Joe Biden. Obama is widely viewed as a loner who prefers 
policy to people and consults primarily with a close circle of advisers.84

Information 
Information is a primary business resource, and people who have access to information 
and control over how and to whom it is distributed are typically powerful. To some  
extent, access to information is determined by a person’s position in the organization. Top 
managers typically have access to more information than middle managers, who in turn 
have access to more information than lower-level supervisors or front-line employees.

Both leaders and followers can tap into these additional sources of power. Leaders suc-
ceed when they take the time to build relationships both inside and outside the organiza-
tion and to talk informally about important projects and priorities. Jack Griffin was forced 
out as CEO of Time Inc. after less than six months on the job, largely because he failed to 
develop positive relationships. Griffin tried to use the hard power of his position to make 
needed changes at Time without building the soft-power connections needed to imple-
ment the changes. Board members began to realize that Griffin had become so unpopular 
that the company was likely to lose valuable employees if he stayed on as CEO.85

Interpersonal Influence Tactics

Leaders often use a combination of influence strategies, and people who are perceived as 
having greater power and influence typically are those who use a wider variety of tactics. 
One survey of a few hundred leaders identified more than 4,000 different techniques that 
these people used to influence others.86

However, these tactics fall into basic categories that rely on understanding the principles 
that cause people to change their behavior and attitudes. Exhibit 15.11 lists six principles for 
asserting influence. Notice that most of these involve the use of personal power rather than 
relying solely on position power or the use of rewards and punishments.87 
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1.	 Use rational persuasion. The most frequently used influence strategy is to apply facts, 
data, and logical argument to persuade others that a proposed idea, request, or decision 
is appropriate. Using rational persuasion can often be highly effective because most 
people have faith in facts and analysis.88 Rational persuasion is most successful when 
a leader has technical knowledge and expertise related to the issue at hand (expert 
power), although referent power is also used. That is, in addition to facts and figures, 
people have to believe in the leader’s credibility.

2.	 Help people to like you. People would rather say yes to someone they like than to some-
one they don’t. Effective leaders strive to create goodwill and favorable impressions. 
When a leader shows consideration and respect, treats people fairly, and demonstrates 
trust in others, people are more likely to want to help and support this person by doing 
what he or she asks. In addition, most people like a leader who makes them feel good 
about themselves, so leaders should never underestimate the power of praise.

3.	 Rely on the rule of reciprocity. Leaders can influence others through the exchange of 
benefits and favors. Leaders share what they have—whether it is time, resources, ser-
vices, or emotional support. The feeling among people is nearly universal that others 
should be paid back for what they do, in one form or another. This unwritten “rule of 
reciprocity” means that leaders who do favors for others can expect that others will do 
favors for them in return.89

4.	 Develop allies. Effective leaders develop networks of allies—people who can help the 
leader accomplish his or her goals. Leaders talk with followers and others outside for-
mal meetings to understand their needs and concerns, as well as to explain problems 
and describe the leader’s point of view. They strive to reach a meeting of minds with 
others about the best approach to a problem or decision.90

5.	 Ask for what you want. Another way to influence others is to make a direct and per-
sonal request. Leaders have to be explicit about what they want or they aren’t likely to 
get it. An explicit proposal is sometimes accepted simply because others have no better  
alternative. Also, a clear proposal or alternative will often receive support if other  
options are less well defined.

6.	 Appeal to higher authority. Sometimes, to get things done, leaders have to use their 
formal authority, as well as gain the support of people at higher levels to back them up. 
However, research has found that the key to successful use of formal authority is to be 
knowledgeable, credible, and trustworthy—that is, to demonstrate expert and referent 
power as well as legitimate power. Managers who become known for their expertise, 
who are honest and straightforward with others, and who inspire trust can exert greater 
influence than those who simply issue orders.91

Use rational
persuasion

Appeal to
higher authority

Help people
to like you

Assert Your
Influence

Rely on the rule
of reciprocityDevelop allies

Ask for what
you want

exhibit	    15.11      
Six Interpersonal Influence 
Tactics for Leaders
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Research indicates that people rate leaders as “more effective” when they are perceived 
to use a variety of influence tactics. But not all managers use influence in the same way. 
Studies have found that leaders in human resources, for example, tend to use softer, more 
subtle approaches, such as building goodwill, using favors, and developing allies, whereas 
those in finance are inclined to use harder, more direct tactics, such as formal authority and 
assertiveness.92

•	 Power is the potential ability to influence the behavior 
of others.

•	 All leaders use power to influence people and accom-
plish organizational goals.

•	 Influence is the effect that a person’s actions have on  
the attitudes, values, beliefs, or behavior of others.

•	 Legitimate power is power that stems from a manager’s  
formal position in an organization and the authority 
granted by that position.

•	 Reward power results from the authority to bestow 
rewards.

•	 Coercive power stems from the authority to punish or 
recommend punishment.

•	 Expert power is power that results from a leader’s 
special knowledge or skill in the tasks performed by 
subordinates.

•	 Referent power results from characteristics that  
command subordinates’ identification with, respect and 
admiration for, and desire to emulate the leader.

•	 Both leaders and followers can tap into other sources 
of power, including personal effort, networks of relation-
ships, and access to or control over information.

•	 Leaders use a wide range of interpersonal influence 
tactics, and people who use a wider variety of tactics are 
typically perceived as having greater power.

Remember This

Ch15	 Discussion Questions

  1.	 Suggest some personal traits that you believe would be 
useful to a business leader today. Are these traits more 
valuable in some situations than in others? How do you 
think traits differ from strengths?

  2.	 In a study asking what people wanted from leaders 
versus followers, people ranked maturity number 8 for 
followers, but number 15 for leaders. What might ac-
count for people wanting a higher maturity level from 
followers?

  3.	 If a male manager changes his behaviors to incorporate 
elements of interactive leadership more common to 
female managers, can he still be an “authentic” leader? 
Discuss.

  4.	 Studies of women leaders suggest that many of them 
view power differently than men do and prefer a collab-
orative, relationship-oriented use of power. If this is the 
case, what does it suggest about women leaders’ abili-
ties to accomplish goals? What does it suggest about 
women’s ability to rise to higher organizational levels? 
Discuss.

  5.	 What skills and abilities does a manager need to lead 
effectively in a virtual environment? Do you believe a 

leader with a consideration style or an initiating-structure  
style would be more successful as a virtual leader?  
Explain your answer.

  6.	 What is transformational leadership? Give examples of 
organizational situations that would call for transfor-
mational, transactional, or charismatic leadership.

  7.	 How does Level 5 leadership differ from the concept of 
servant leadership? Do you believe that anyone has the 
potential to become a Level 5 leader? Discuss.

  8.	 Why do you think that so little attention is given to 
followership compared to leadership in organizations? 
Discuss how the role of an effective follower is similar 
to the role of a leader. 

  9.	 Do you think leadership is more important or less 
important in today’s flatter, team-based organizations? 
Are some leadership styles better suited to such organi-
zations as opposed to traditional hierarchical organiza-
tions? Explain.

10.	 Consider the leadership position of a senior partner in 
a law firm. What task, subordinate, and organizational 
factors might serve as substitutes for leadership in this 
situation? 
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Ch15	 Apply Your Skills: Experiential Exercise
What Is the Impact of Leadership?93

What are your beliefs and understandings about how top 
leaders influence organizational performance? To learn 

about your beliefs, please answer whether each item below 
is Mostly True or Mostly False based on your personal 
beliefs.

	 Mostly	 Mostly 
	 True	 False
  1.	 The quality of leadership is the most important influence on the performance  

of an organization.	 ________	 ________
  2.	 People in top-level leadership positions have the power to make or break  

an organization.	 ________	 ________
  3.	 Most activities in an organization have little to do with the decisions or activities  

of the top leaders.	 ________	 ________
  4.	 Even in a bad economy, a good leader can prevent a company from doing poorly.	 ________	 ________
  5.	 A company cannot do well unless it has high-quality leadership at the top.	 ________	 ________
  6.	 High-quality versus low-quality leadership has a bigger impact on a firm’s performance  

than does the business environment.	 ________	 ________
  7.	 Poor organizational performance is often due to factors beyond the control of even  

the best leaders.	 ________	 ________
  8.	 Eventually, bad leadership at the top will trigger poor organizational performance.	 ________	 ________
  9.	 Leaders typically should not be held responsible for a firm’s poor performance.	 ________	 ________

Interpretation: This scale is about the “romance” of leader-
ship, which is the romantic view that leaders are very respon-
sible for organizational performance as opposed to other 
factors such as economic conditions. Company performance 
is difficult to control and is an outcome of complex forces. 
Attributing too much responsibility to leaders is a simplifica-
tion shaped more by our own mental construction than by 
the reality and complexity of organizational performance. 
Top leaders are not heroes, but they are important as one of 
several key factors that can shape organizational performance.
Scoring: Give yourself 1 point for each item 1, 2, 4, 5, 6, 
and 8 marked as Mostly True and each item 3, 7, and 9 
marked as Mostly False. A score of 7 or higher suggests 
a belief in the romance of leadership—that leaders have 

more control over performance outcomes than is actually 
the case. If you scored 3 or less, you may underestimate the 
impact of top leaders—a somewhat skeptical view. A score 
of 4 to 6 suggests a balanced view of leadership.
In class: Sit with a student partner and explain your scores to 
each other. What are your beliefs about leadership? What is 
the basis for your beliefs? The instructor can ask for a show 
of hands concerning the number of high, medium, and low 
scores on the questionnaire. Discuss the following questions: 
Do you believe that presidents, top executives, and heads 
of nonprofit organizations act alone and hence are largely 
responsible for performance? What is the evidence for this 
belief? What other forces will affect an organization? What is 
a realistic view of top leader influence in a large organization? 

Ch15	 Apply Your Skills: Small Group Breakout
Which Leadership Styles Are More Effective?
Step 1. Think about one situation in which a formal or 
informal leader was effective at motivating people, and 
another situation in which a leader was ineffective, perhaps 
demotivating people. When you have these situations 
firmly in mind, answer the following questions:
●	 What source or type of power was used by the effective 

leader? The ineffective leader?
●	 Did the effective leader emphasize a task-oriented or 

relationship-oriented style? Explain your rating. What 
about the ineffective leader?

●	 Did the effective leader come across as a humble  
person serving others or something larger than himself 

or herself, or did the leader seem ego-centered and  
self-serving? What about the ineffective leader?

Step 2. Divide into groups of three to five students. 
Compare your answers and look for patterns that distin-
guish effective from ineffective leaders across your group 
members’ experiences. What patterns do you find?
Step 3. Each group member should describe the  
leadership situation, with respect to its “favorability” or 
“readiness of followers.” What relationship do you observe 
between the leadership situations and the style that the 
leader used?
Step 4. Prepare to present your findings to the class and to 
participate in a discussion led by your instructor.
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Ch15	 Apply Your Skills: Ethical Dilemma
Too Much of a Good Thing?
Not long ago, Jessica Armstrong, vice president of  
administration for Delaware Valley Chemical Inc., a  
New Jersey–based multinational company, made a point of  
stopping by department head Darius Harris’s office and 
lavishly praising him for his volunteer work with an after-
school program for disadvantaged children in a nearby 
urban neighborhood. Now she was about to summon him 
to her office so she could take him to task for his dedication 
to the same volunteer work.

It was Carolyn Clark, Harris’s secretary, who’d alerted 
her to the problem. “Darius told the community center he’d 
take responsibility for a fund-raising mass mailing. And 
then he asked me to edit the letter he’d drafted, make all the 
copies, stuff the envelopes, and get it into the mail—most of 
this on my own time,” she reported, still obviously indignant. 
“When I told him, ‘I’m sorry, but that’s not my job,’ he looked 
me straight in the eye and asked when I’d like to schedule my 
upcoming performance appraisal.”

Several of Harris’s subordinates also volunteered 
with the program. After chatting with them, Armstrong 
concluded most were volunteering out of a desire to stay 
on the boss’s good side. It was time to talk to Harris.

“Oh, come on,” responded Harris impatiently when 
Armstrong confronted him. “Yes, I asked for her help as a 
personal favor to me. But I only brought up the appraisal 
because I was going out of town, and we needed to set 
some time aside to do the evaluation.” Harris went on to 
talk about how important working for the after-school 
program was to him personally. “I grew up in that neigh-
borhood, and if it hadn’t been for the people at the center, 
I wouldn’t be here today,” he said. Besides, even if he had 
pressured employees to help out—and he wasn’t saying he 
had—didn’t all the emphasis the company was putting on 
employee volunteerism make it okay to use employees’ time 
and company resources?

After Harris left, Armstrong thought about the conver-
sation. There was no question that Delaware Valley actively 

encouraged employee volunteerism—and not just because 
it was the right thing to do. The chemical company had suf-
fered a couple of unfortunate accidental spills in its recent 
past that caused environmental damage and sparked com-
munity anger.

Volunteering had the potential to help employees ac-
quire new skills, create a sense of camaraderie, and play a 
role in recruiting and retaining talented people. But most 
of all, it gave a badly needed boost to the company’s public 
image. Recently, Delaware Valley took every opportunity 
to publicize its employees’ extracurricular community work 
on its Web site and in company publications. And the 
company created the annual Delaware Prize, which granted 
cash awards ranging from $1,000 to $5,000 to outstanding 
volunteers.

So now that Armstrong had talked with everyone 
concerned, just what was she going to do about the dispute 
between Darius Harris and Carolyn Clark?

What Would You Do?

1.	 Tell Carolyn Clark that employee volunteerism is 
important to the company and that while her perfor-
mance evaluation will not be affected by her decision, 
she should consider helping Harris because it is an  
opportunity to help a worthy community project.

2.	 Tell Darius Harris that the employee volunteer pro-
gram is just that: a volunteer program. Even though the 
company sees volunteerism as an important piece of its 
campaign to repair its tarnished image, employees must 
be free to choose whether to volunteer. He should not 
ask for the help of his direct employees with the after-
school program.

3.	 Discipline Darius Harris for coercing his subordinates 
to spend their own time on his volunteer work at the 
community after-school program. This action will send 
a signal that coercing employees is a clear violation of 
leadership authority. 

Ch15	 Apply Your Skills: Case for Critical Analysis
“What’s Wrong With the Team?”
What’s wrong with the team? What’s wrong with the team? 
Nichole Dyer’s words repeated over and over in Henry 
Rankin’s head as he boarded the plane from Los Angeles to 
Chicago.

Rankin is responsible for the technical implementation 
of the new customer relationship management (CRM) soft-
ware being installed for the sales offices in both cities. The 
software is badly needed to improve follow-up sales for his 
company, Reflex Systems. Reflex sells exercise equipment to 
high schools and colleges, as well as to small to mid-sized 
businesses for recreation centers, through a national force 

of 310 salespeople. The company’s low prices have won a lot 
of sales; however, follow-up service is uneven, and the new 
CRM system promises to resolve those problems with  
historical data, inquiries, reminders, and updates going to 
sales reps daily. The CEO of Reflex has ordered the CRM 
system installed with all possible haste.

Rankin pulled a yellow pad and pen from the side 
pocket of his carry-on bag and tossed them on the seat 
beside the window, stashed the bag in the overhead com-
partment, and sat down as other passengers filed past. In an 
effort to shut out his thoughts, he closed his eyes and con-
centrated on the muffled voices and low whooshing sound 
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of the air vents. He wrote “What’s wrong with the team?” 
three times and began drawing arrows to circles bearing 
the names of his team members: Barry Livingston and Max 
Wojohowski in L.A., and Bob Finley, Lynne Johnston, and 
Sally Phillips in Chicago.

He marked through Sally’s name. She had jumped ship 
recently, taking her less-than-stellar but still-much-needed 
talents with her to another company. It was on a previous  
LA-to-Chicago flight that Sally had pumped him for 
feedback on her future with Reflex. She had informed him 
that she had another job offer. She admitted it was for less 
money, but she was feeling under pressure as a member 
of the team and she wanted more “quality of life.” Rankin 
told Sally bluntly that her technical expertise, on which he 
placed top importance, was slightly below her peers, so  
future promotion was less likely despite her impressive 
people and team skills. 

He wrote “quality of life,” circled it, and then crossed it 
out and wrote “what the hell?” “Why should she get quality 
of life?” he mused. “I’ve barely seen my wife and kids since 
this project started.” Rankin’s team was under a great deal 
of pressure, and he had needed Sally to stick it out. He told 
her so, but the plane had barely touched down when she 
went directly to the office and quit, leaving the team short-
handed and too close to deadline to add another body.

What’s wrong with the team? Rankin furiously scribbled 
as his thoughts raced: 
(1)	 The deadline is ridiculously short. Dyer had scheduled a 

ten-week completion deadline for the new CRM soft-
ware, including installation and training for both cities. 
He suddenly stopped writing and drew a rider and 

horse, then returned to his list. 
(2)	 I feel like some frazzled pony-express rider running back 

and forth across the country, trying to develop, build,  
set-up and work the kinks out of a new system that everyone  
at Reflex is eager to see NOW.
He was interrupted by the flight attendant. “Would you 

care for a drink, sir?”
“Yes. Make it a scotch and water. And be light on the 

water.”
Rankin took his drink and continued to write. 

(3)	 Thank God for LA. From the outset, Barry and Max 
had worked feverishly while avoiding the whining and 
complaining that seemed to overwhelm members of the 
Chicago team. The atmosphere was different. Although 
the project moved forward, meeting deadlines, there 

appeared to be less stress. The LA guys focused tire-
lessly on work, with no families to consider, alternating 
intense work with joking around. Those are my kind of 
people, he thought. 

(4)	 But there is Chicago, he wrote. Earlier in the day, Sam 
Matheny from sales had e-mailed, and then called, 
Rankin to tell him that the two remaining members of 
the Chicago team appeared to be alternating between 
bickering and avoiding one another. Apparently, this 
had been going on for some time. “What’s with that?” 
Rankin wondered. “And why did Sam know and I 
didn’t?” So that morning, before his flight, Rankin had 
to make time to call and text both Finley and Johnston. 
Finley admitted that he had overreacted to Johnston.
“Look, man. I’m tired and stressed out,” Finley said. 

We’ve been working nonstop. My wife is not happy.” 
“Just get along until this project is completed,” Rankin 

ordered.
“When will that be?” Finley asked before hanging up.

Rankin thought about Nichole Dyer’s persistent com-
plaints to him that the team appeared to have a lack of 
passion, and she admonished him to “get your people to 
understand the urgency of this project.” Her complaints 
only added to his own stress level. He had long considered 
himself the front-runner for Dyer’s job when she retired 
in two years. But had his team ruined that opportunity? 
The sense of urgency could be measured now in the level 
of stress and the long hours that they had all endured. He 
admitted his team members were unenthusiastic, but they 
seemed committed. 

Rankin wondered, “Is it too late to turn around and 
restore the level of teamwork?” He tore off the sheet 
from the pad, crumpled it in his hand, and stared out the 
window.

Questions

1.	 How would you characterize Rankin’s leadership style? 
What approach do you think is correct for this situa-
tion? Why? 

2.	 What would you do now if you were Rankin? How 
might you awaken more enthusiasm in your team for 
completing this project on time? Suggest specific steps.

3.	 How would you suggest that Rankin modify his leader-
ship style if he wants to succeed Dyer in two years? Be 
specific. 

Ch15	 On the Job Video Cases

On the Job: Camp Bow Wow: Leadership
Questions

1.	 Does Camp Bow Wow CEO Heidi Ganahl  
possess qualities associated with contemporary 
leadership?

2.	 In what way is Ganahl’s leadership charismatic and  
visionary? Give examples.

3.	 Where does Ganahl’s leadership fall on the Leadership 
Grid discussed in this chapter and illustrated in  
Exhibit 15.6? Explain.
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Motivating Employees
After studying this chapter, you should be able to:

	 1.	 Define motivation and explain the difference between intrinsic and 
extrinsic rewards.

	 2.	 Identify and describe content theories of motivation based on  
employee needs.

	 3.	 Identify and explain process theories of motivation.

	 4.	 Describe the reinforcement perspective and social learning theory 
and how they can be used to motivate employees.

	 5.	 Discuss major approaches to job design and how job design  
influences motivation.

	 6.	 Explain how empowerment heightens employee motivation.

	 7.	 Identify three elements of employee engagement and describe some 
ways that managers can create a work environment that promotes 
engagement.

	 8.	 Describe how managers give people a sense of making progress 
toward meaningful goals to build a thriving workforce and create a 
high-performing organization.

What Motivates You?
Individual Needs and Motivation
Intrinsic and Extrinsic Rewards
Content Perspectives on Motivation

The Hierarchy of Needs
ERG Theory
A Two-Factor Approach to Motivation
Acquired Needs

New Manager Self-Test: Need for 
Achievement,  Affiliation, and Power
Process Perspectives on Motivation

Goal Setting	         Equity Theory
Expectancy Theory

Reinforcement Perspective on 
Motivation

Direct Reinforcement
Social Learning Theory

Job Design for Motivation
Job Enrichment 
Job Characteristics Model

Innovative Ideas for Motivating
Empowering People to Meet Higher Needs
Giving Meaning to Work Through 

Engagement
The Making Progress Principle

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



551

Or
ga

ni
zi

ng
In

t
r

o
d

u
c

t
io

n

1

E
n

v
ir

o
n

m
e

n
t

2

P
l

a
n

n
in

g

3

O
r

g
a

n
iz

in
g

4

L
e

a
d

in
g

5

C
o

n
t

r
o

ll


in
g

6

Mostly True Mostly False

  1.	 I received a reward for doing it. __________ __________

  2.	 I was supposed to do the activity. __________ __________

  3.	 It was something I felt that I had to do. __________ __________

  4.	 I avoided the negative consequences that would happen if I didn’t do it. __________ __________

  5.	 I think the task was interesting. __________ __________

  6.	 I enjoyed doing the task. __________ __________

  7.	 I acquired new knowledge or skill. __________ __________

  8.	 I became fully immersed in the task. __________ __________

What Motivates You?
Instructions:  Think of a specific, recent work or study task on which you worked alone. How important were 

each of the following as a reason for doing that activity?

When people get a job at Mars Incorporated, the third-largest private company in 
the United States, they rarely leave. An interview by Fortune magazine after the 
company was named to its “The 100 Best Companies to Work For” list for the 

first time in 2013 revealed some interesting tidbits that might explain why. Compensation 
at Mars, maker of candy such as M&Ms and Snickers and pet food such as Pedigree and 
Whiskas, is very good compared to similar companies. Many employees get bonuses from 
10 percent to 100 percent of their salaries if their team performs well. Vending machines 
dispense free candy all day long, and employees in the pet food division can take their dogs 
to work. Employees have to punch a time clock and their pay gets docked if they are late—
but the policy applies just as much to top executives as it does to the lowest-level worker. 
Many people at Mars get a mentor to learn a new skill. Executives often get mentored by 
younger employees who introduce them to using social media. Development doesn’t stop at 
the factory gates, either. People can take paid time off to volunteer for community activities 
such as cleaning parks, planting gardens, or assisting at medical clinics. A highly competi-
tive program selects 80 or so people each year to spend up to six weeks working with Mars-
related partners (such as growers of cocoa beans) in remote areas of other countries.1

Managers in other companies are discovering that creating an environment where peo-
ple feel valued and feel that they have opportunities for growth and development is one key 
to high employee motivation, which is an essential ingredient for organizational success. 
Most people begin a new job with energy and enthusiasm, but employees can lose their 
drive if managers fail in their role as motivators. Yet motivation is a challenge for many 

Scoring and Interpretation:  Give yourself 1 point for each Mostly True answer for questions 1–4 and 
write your score here: E = ____. Then give yourself 1 point for each Mostly True answer for questions 
5–8 and write your score here: I = ____. Your “E” score represents your extrinsic motivation for that 
task, and your “I” score indicates your intrinsic motivation for that task. Each type of motivation 
is described in the next few pages of this chapter. Managers and organizations often use extrinsic 
motivation techniques, but intrinsic motivation is more satisfying for most people. Which score was 
higher for you? Do you think you would prefer intrinsic or extrinsic rewards in your career?
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managers because motivation arises from within employees and may differ for each person. 
Some people are motivated primarily by money, others are motivated to perform well be-
cause managers make them feel appreciated for doing a good job, and still others find their 
primary motivation in the challenge of solving complex problems or making a contribution 
to society. With such diverse motivations among individuals, how do managers find the 
right way to motivate people toward common organizational goals?

This chapter reviews several approaches to employee motivation. First, we define motiva-
tion and the types of rewards that managers use. Then, we examine several models that de-
scribe the employee needs and processes associated with motivation. We also look at the use 
of reinforcement for motivation, explain social learning theory, and examine how job design—
changing the structure of the work itself—can affect employee satisfaction and productivity. 
We discuss how managers build a thriving workplace by giving people a sense of making 
progress toward meaningful goals and helping people feel engaged and empowered at work.

Individual Needs and Motivation 
Most of us get up in the morning, go to school or work, and behave in ways that are predict-
ably our own. All these behaviors are motivated by something, but most of us don’t think 
of why we do the things we do. Motivation refers to the forces either within or external to 
a person that arouse enthusiasm and persistence to pursue a certain course of action. Em-
ployee motivation affects productivity, and part of a manager’s job is to channel motivation 
toward the accomplishment of organizational goals.2 Studies have found that high employee 
motivation goes hand in hand with high organizational performance and profits.3 It is the 
responsibility of managers to find the right combination of motivational techniques and re-
wards to satisfy employees’ needs and simultaneously encourage great work performance. A 
simple model of human motivation is illustrated in Exhibit 16.1. People have needs—such 
as for recognition, achievement, or monetary gain—that translate into an internal tension 
that motivates specific behaviors with which to fulfill various needs. To the extent that the 
behavior is successful, the person is rewarded because the need is satisfied. The reward also 
informs the person that the behavior was appropriate and can be used again in the future. 

Intrinsic and Extrinsic Rewards
Managers who understand the motives that compel people to initiate, alter, or continue a 
desired behavior are more successful as motivators. Exhibit 16.2 illustrates four categories 
of motives based on two criteria. The vertical dimension contrasts intrinsic versus extrinsic 
rewards. The horizontal dimension contrasts behaviors that are driven by fear or pain ver-
sus those driven by growth or pleasure.

Intrinsic rewards are the satisfactions that a person receives in the process of perform-
ing a particular action. The completion of a complex task may bestow a pleasant feeling of 

exhibit	     16.1      A Simple Model of Motivation

REWARDS   Satisfy needs;
intrinsic or extrinsic rewards

BEHAVIOR   Results in
actions to ful�ll needs
B
a

NEED  Creates desire to ful�ll needs (money,
friendship, recognition, achievement)
NEED Creates desire to fu
friendship, recognition, ach

FEEDBACK   Reward informs person whether behavior was appropriate and should be used again
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The Container Store has the motto that one great person equals three good 
people. Here, a storage system designer works with a couple to design an 
Elfa custom storage plan. Getting hired is quite competitive at this retailer, 
which has been on Fortune magazine’s list of 100 Best Companies to Work 
for in America year after year since 2000. Employees get intrinsic rewards 
from knowing that they were selected to work for this winning company. 
The Container Store also puts its money where its motto is—providing the 
extrinsic rewards of higher-than-average retail pay and other benefits. 
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Concept Connectionaccomplishment, or solving a problem that 
benefits others may fulfill a personal mis-
sion. For example, employees at Salesforce 
.com, which provides cloud computing 
services to organizations such as Bank of 
America, Cisco, Google, and the Japanese 
government, are motivated by being on the 
“cutting edge” of reinventing how companies 
handle ordinary but critical tasks like sales, 
customer relations, and internal commu-
nications.4 Extrinsic rewards are given by 
another person, typically a manager, and in-
clude promotions, praise, and pay increases. 
They originate externally, as a result of pleas-
ing others. At the Alta Gracia factory in the 
Dominican Republic, owned by Knights 
Apparel, employees are motivated by the ex-
trinsic reward of high pay because they need 
money to support their families and can’t 
make nearly as much anywhere else.5

Effective managers want people to re-
ceive both extrinsic and intrinsic rewards 
to meet their needs. Google, for example, 
which is built on the philosophy of creating 
the “happiest, most productive workplace in 
the world,” provides some of the most amaz-
ing extrinsic rewards in corporate America—free breakfast, lunch, and dinner; subsidized mas-
sages; free yoga and Pilates classes; fitness centers; free snacks, beverages, and candy all day. 
The headquarters includes play areas, cafes, coffee bars, and cozy conversation areas, as well as 
conference rooms and offices, many with desks that engineers were allowed to design for them-
selves. Yet the strongest employee motivation seems to come from the sense of community and 
support that these lavish perks create rather than from the perks themselves. Google analyzes 
data on everything to see how people are interacting because creativity requires “serendipitous 
interaction. For this to happen, you need to shape a community,” says Ben Waber, the author 
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Negative Approach

Threats and
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3.
Positive Approach

Rewards such
as pay raises,

bonuses, praise 

4.
Positive Approach

Help people enjoy
their work,

get a sense of
accomplishment 

Pleasure/Growth 

exhibit	     16.2      Four Categories of Motives Managers Can Use

SOURCE: Based on Bruce H. Jackson, “Influence Behavior ; Become a Master Motivator,” Leadership Excellence (April 2010): 14.
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•	 Motivation is the arousal of enthusiasm and persistence 
to pursue a certain course of action.

•	 All behaviors are motivated by something, such as the 
desire to fulfill needs for money, recognition, friendship, 
or a sense of accomplishment.

•	 Intrinsic rewards are the satisfactions that a person re-
ceives in the process of performing a particular action.

•	 Extrinsic rewards are given by another person, such as a 
manager, and include pay increases, promotions, and praise.

•	 People can be driven to act by fear, but good managers 
avoid the use of fear tactics to motivate people because 
this approach damages employee commitment and per-
formance in the long run.

•	 In addition to providing appropriate extrinsic rewards, 
effective managers try to help people achieve intrinsic 
rewards from their work.

Remember This

of People Analytics. “It’s the antithesis of the old factory model, where people were just cogs in 
a machine.”6 The perks help keep people happy, but the sense of meaning and engagement that 
people get from their work keeps them motivated day in and day out.

The four quadrants represent four differing approaches for motivating people.7 Quad-
rants 1 and 2 are both negative approaches to motivating. Quadrant 1 uses negative, extrinsic 
methods, such as threats or punishments, to get people to perform as desired. For example, 
some companies have found that penalizing employees for smoking or being overweight by 
charging extra for health insurance is an effective way to change behaviors and lower com-
pany health care costs. The practice is growing, with leaders citing behavioral science research 
showing that people typically respond more strongly to a potential loss (such as a financial 
penalty for not losing weight), referred to as loss aversion, than to an expected gain (such as a 
financial reward for losing weight). At Michelin North America, overweight employees will 
pay up to $1,000 more for health care coverage starting in 2014. Participation in the health-
risk assessment program at Mohawk Industries increased 97 percent after leaders began pe-
nalizing employees $100 if they didn’t participate. Previously, the company offered rewards 
for participation, but enrollment rates remained low, which sparked the shift to penalties.8 
Quadrant 2 methods attempt to motivate people by tapping into their self-doubts or anxiet-
ies. For example, a manager might motivate people to work hard by emphasizing the weak 
economy and high unemployment rate. Quadrant 1 and 2 methods can indeed be effective, as 
fear is a powerful motivator.9 However, using fear to motivate people in organizations almost 
always has negative consequences for employee development and long-term performance.

Quadrants 3 and 4 are positive motivational approaches. Quadrant 3 methods attempt 
to influence behavior by using extrinsic rewards that create pleasure. At Hilcorp Energy, for 
example, managers offered employees the chance to earn a bonus of $50,000 each if they help 
the organization meet its growth goal.10 Many managers are finding that small, unexpected 
rewards, such as gift cards, water bottles, or pizza vouchers, are highly effective extrinsic mo-
tivators. When people aren’t expecting a reward, it can have a disproportionate psychologi-
cal impact.11 This positive motivational approach is useful but limited. External rewards are 
important, but they can lose their power as motivational tools over time. The most effective 
managers also emphasize Quadrant 4 techniques that tap into deep-seated employee energy 
and commitment by helping people get intrinsic rewards from their work. For example, in a 
bossless workplace where no one is telling people what to do and keeping tabs on whether 
they do it, managers need people who can act based on their own motivation. The “Manager’s 
Shoptalk” describes motivation techniques managers use in a bossless environment.

At Morrison Management Specialists, which provides food, nutrition, and dining 
services to the health care and senior living industries, managers provide training sessions 
under the title of “Our Great Partnership” and strive to help people see how their jobs make 
a difference in the lives of elderly or ill people. A “People First” recognition program gives 
employees a chance to recognize one another for exceptional service.12 
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Manager’s    Shoptalk
Motivating in a Bossless Environment

A
s companies flatten their hierarchies and elimi-
nate managers, motivated employees become 
especially important. In a truly bossless orga-
nization, no one is taking attendance or moni-

toring work. People and teams act on their own. An 
organization that wants to go bossless should consider 
the following motivation methods:

•	 Don’t hide information. At Menlo Innovations, 
information concerning motivational factors is 
so open that a new employee is likely to feel 
exposed. A chart displays the names, titles, and 
pay grades of all employees. In response to a  
question about what it felt like to have his salary 
visible to colleagues, an employee responded, “It’s 
liberating.”

•	 Rely on intrinsic rewards. People at the Web de-
sign firm DreamHost understand that the way em-
ployees are motivated is changing. “Twenty years 
ago, it was about higher pay. Now it’s more about 
finding your work meaningful and interesting,” 
said CEO Simon Anderson. Chris Rufer, founder 
of tomato-processor Morning Star, describes his 
company as deeply humane, something that buoys 
the spirits of workers because relationships among 
members are deep and substantive.

•	 Let people own the goal. At Morning Star, goals, 
not supervisors, are used for motivation. A tomato 
sorter pledges to sort a predetermined amount of 
tomatoes a day, for example. A person responsible 
for helping evaporate the water out of tomato 
pulp signs an agreement to evaporate a specific 
number of gallons of water every week. With a 
clear goal, people are left alone to do their work.

•	 Reward the team. In a bossless environment, 
achievement is usually tied to the team, so in-
dividual work means nothing until it fits into 

a larger project that requires the assistance of 
peers. Individual rewards are replaced by shared 
achievement. Friendliness and helpfulness matter 
more than personal ladder-climbing and reward-
seeking. At Menlo Innovations and other bossless 
companies, peer teams make hiring decisions as 
well as deciding promotions, layoffs, and firings. 

•	 Hire attitude over aptitude. Hiring workers who 
are self-starters and team players can be vital 
to making a boss-free system work. Technical 
wizards who are jerks will poison the culture. 
Cissy Pau of Clear HR Consulting says employees 
“need to know what to do, how to do it, when 
to do it.”

•	 Reinvent management. Thomas Davenport, co-
author of Manager Redefined, says that managers 
have to learn to motivate in a different way. “No-
body comes to work in the 21st century world and 
says, ‘Please manage me.’ They say, ‘Create an en-
vironment where I can be successful.’” Managers 
must learn to see themselves as working among 
equals rather than being above others. Their new 
job is to support the people around them, remove 
obstacles, and encourage better work, which is 
similar to “servant leadership,” as described in 
Chapter 15.

Sources: Matthew Shaer, “The Boss Stops Here,” New York Magazine  
(June 24–July 1, 2013): 25–34; Knowledge@Wharton, “Going Boss-Free: Utopia or 
‘Lord of the Flies’?” August 1, 2012, http://www.theglobeandmail.com/report 
-on-business/small-business/sb-managing/human-resources/the-bossless 
-office-motivational-experience-or-invitation-to-anarchy/article4601671/;  
Shelley White, “The Bossless Office: Motivational Experience or Invitation 
to Anarchy?” October 11, 2012, http://www.theglobeandmail.com 
/report-on-business/small-business/sb-managing/human-resources 
/the-bossless-office-motivational-experience-or-invitation-to-anarchy 
/article4601671/; and Ilya Pozin, “Want Happier Employees? Get Rid of the 
Bosses,” Inc., June 18, 2012, http://www.inc.com/ilya-pozin/want-happier 
-employees-get-rid-of-the-bosses.html.

Content Perspectives on Motivation
Content theories emphasize the needs that motivate people. At any point in time, people 
have a variety of needs. These needs translate into an internal drive that motivates specific 
behaviors in an attempt to fulfill the needs. In other words, our needs are like a hidden 
catalog of the things that we want and will work to get. To the extent that managers under-
stand employees’ needs, they can design reward systems to meet them and direct employees’ 
energies and priorities toward attaining organizational goals.
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Higher Needs
Needs Hierarchy Fulfillment on the Job

Lower Needs

Self-Actualization Needs

Esteem Needs

Belongingness
Needs

Safety Needs

Physiological
Needs

Opportunities for advancement, autonomy, growth, creativity

Recognition, approval, high status, increased responsibilities

Work groups, clients, coworkers, supervisors

Safe work, fringe bene�ts, job security

Heat, air, base salary

exhibit	     16.3      Maslow’s Hierarchy of Needs

Hot
Topic

The Hierarchy of Needs

Probably the most famous content theory was developed by Abraham Maslow.13 Maslow’s 
hierarchy of needs theory proposes that people are motivated by multiple needs and that 
these needs exist in a hierarchical order, as illustrated in Exhibit 16.3.

Maslow identified five general types of motivating needs, listed in order of ascendance:

1.	 Physiological needs. These most basic human physical needs include food, water, and 
oxygen. In the organizational setting, they are reflected in the needs for adequate heat, 
air, and base salary to ensure survival.

2.	 Safety needs. These needs include a safe and secure physical and emotional envi-
ronment and freedom from threats—that is, for freedom from violence and for an 
orderly society. In the workplace, safety needs reflect the needs for safe jobs, fringe 
benefits, and job security. Because of the weak economy and high unemployment 
in recent years, safety needs have taken priority for many people. A recent job sat-
isfaction survey indicated that job security was the most important element of job 
satisfaction, with good benefits being second most important.14 When managers 
at Burgerville, a regional restaurant chain based in Vancouver, Washington, began 
paying at least 90 percent of health insurance premiums for hourly employees who 
worked at least 20 hours a week, turnover plunged, employees began working harder 
to get more hours (which are assigned based on performance), service improved, and 
sales increased. 15

3.	 Belongingness needs. These needs reflect the desire to be accepted by one’s peers, have 
friendships, be part of a group, and be loved. In the organization, these needs influence 
the desire for good relationships with coworkers, participation in a work group, and 
a positive relationship with supervisors. In some Chinese factories, leaders have gone 
beyond financial incentives to try to meet belongingness and esteem needs of employ-
ees with work contests, American Idol–type singing contests, karaoke rooms, dinners 
with managers, and more communications about the greater purpose of employees’ 
contributions.16

4.	 Esteem needs. These needs relate to the desire for a positive self-image and to receive 
attention, recognition, and appreciation from others. Within organizations, esteem 
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needs reflect a motivation for recognition, an increase in responsibility, high 
status, and credit for contributions to the organization. One example comes from 
Intuit, where Jennifer Lepird spent weeks working long, grueling hours on a big 
acquisition deal. After the deal closed, Lepird was delighted to get a thank-you 
note from her manager, along with a small gift certificate, because it met her need 
to feel appreciated. “The fact that somebody took the time to recognize the effort 
made the long hours just melt away,” she says.17

5.	 Self-actualization needs. These needs include the need for self-fulfillment, 
which is the highest need category. They concern developing one’s full potential, 
increasing one’s competence, and becoming a better person. Self-actualization 
needs can be met in the organization by providing people with opportunities 
to grow, be creative, and acquire training for challenging assignments and 
advancement.

According to Maslow’s theory, low-order needs take priority—they must be 
satisfied before higher-order needs are activated. The needs are satisfied in sequence: 
Physiological needs come before safety needs, safety needs before belongingness 
needs, and so on. A person desiring physical safety will devote his or her efforts 
to securing a safer environment and will not be concerned with esteem needs or self-
actualization needs. Once a need is satisfied, it declines in importance, and the next 
higher need is activated.

A study of employees in the manufacturing department of a major health care company 
in the United Kingdom provides some support for Maslow’s theory. Most line workers 
said that they worked at the company primarily because of the good pay, benefits, and 
job security. Thus, employees’ lower-level physiological and safety needs were being met. 
When questioned about their motivation, employees indicated the importance of positive 
social relationships with both peers and supervisors (belongingness needs) and a desire for 
greater respect and recognition from management 
(esteem needs).18

ERG Theory

Clayton Alderfer proposed a modification of 
Maslow’s theory in an effort to simplify it and re-
spond to criticisms of its lack of empirical verifica-
tion.19 His ERG theory identified three categories 
of needs:

1.	 Existence needs. The needs for physical well- 
being

2.	 Relatedness needs. The needs for satisfactory 
relationships with others

3.	 Growth needs. The needs that focus on the 
development of human potential and the 
desire for personal growth and increased 
competence

The ERG model and Maslow’s needs hierar-
chy are similar because both are in hierarchical 
form and presume that individuals move up the 
hierarchy one step at a time. However, Alderfer 
reduced the number of need categories to three 
and proposed that movement up the hierarchy is 

As a new manager, 
recognize that some 
people are motivated 
primarily to satisfy 
lower-level physiological 
and safety needs, while 
others want to satisfy 
higher-level needs. Learn 
which lower- and higher-
level needs motivate 
you by completing the 
“Experiential Exercise” on 
page 578.

Concept Connection
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Gen-Yers, who according to their managers report for work with 
self-esteem to spare, often proceed directly from existence 
needs to growth needs. Once they’re satisfied that they’re 
receiving fair pay, what younger employees want most is training. 
In fact, recent studies found that respondents chose training 
from a list of benefits three times more often than a cash bonus. 
There’s a practical reason for this interest in personal growth. 
Gen-Yers know they need to acquire skills that will make them 
attractive job candidates. Unlike many of their elders, they don’t 
expect to work for a single employer throughout their careers.
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more complex, reflecting a frustration-regression principle: namely, that failure to 
meet a high-order need may trigger a regression to an already fulfilled lower-order need. 
Thus, a worker who cannot fulfill a need for personal growth may revert to a lower-
order need and redirect his or her efforts toward making a lot of money. The ERG 
model therefore is less rigid than Maslow’s needs hierarchy, suggesting that individuals 
may move down as well as up the hierarchy, depending on their ability to satisfy needs. 
Needs hierarchy theories explain why organizations find ways to recognize employees, 
encourage their participation in decision making, and give them opportunities to make 
significant contributions to the organization and society. 

Many companies are finding that creating a humane work environment that allows 
people to achieve a balance between work and personal life is also a great high-level 
motivator.

Some companies go even further with job flexibility. At J. A. Coulter & Associates, 
an insurance and investment advisory firm in New Richmond, Wisconsin, employees 
can come and go as they please, without telling anyone where they are going or why, 
so long as they get their jobs done. Shannon Mehls, who works as an assistant to one 
of Coulter’s senior investment advisors, says employees now feel like “mini-entrepre-
neurs,” managing their own schedules and focusing on results instead of just putting 
in 40 hours and getting a paycheck.21 Although not all managers would be comfort-
able working in an environment where employees come and go as they please, there 
is some evidence that people who have greater control over their work schedules are 
significantly less likely to suffer job burnout and are more highly committed to their 
employers.22

In the recent economic downturn, some companies found flexible options a great way 
to cut payroll costs while retaining and motivating valued employees. Accounting firm 
KPMG tried a program called Flexible Futures, which offered employees in its British 
operations several options: (1) go to a four-day workweek and take a 20 percent pay cut; 
(2) choose a mini-sabbatical at 30 percent base pay; (3) opt for a combination of these; or 
(4) stay with their current employment arrangement. Over 80 percent of employees chose 
one of the flexible options. Other companies have implemented similar programs with 
great success.23

Innovative  
Way

Johnson Storage & 
Moving

Employees in low-wage hourly jobs don’t often get white-collar perks, but some managers 
are trying a fresh and unlikely approach—letting hourly workers do some jobs at home, set 
their own schedules, or otherwise have more control over their work lives.

At Johnson Storage & Moving, based in Centennial, Colorado, and operating in five 
states, administrative workers, call center staff, and dispatchers have been able to work 
remotely or to work hours of their own choosing for more than 16 years. Among the 
employees taking advantage of the flexible policy, there has been almost no turnover in 
that time span. Movers and warehouse employees, of course, can’t work from home, but 
company president Jim Johnson gives them as much control as possible over their start 
and end times, which has significantly reduced no-shows, tardiness, and turnover.

Managers in other companies are also giving manual workers more flexibility. Turck Inc., 
a manufacturer of automation equipment in Plymouth, Minnesota, is evaluating a plan to let 
people do some jobs from home. “We have a lot of products where literally you just need 
to sit there and put a label on,” says production supervisor Dee Comeau. “Honestly, it can be 
done anywhere.”20 
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Area of Satisfaction
Highly
Satis�ed

Neither
Satis�ed nor
Dissatis�ed

Highly
Dissatis�ed

Motivators
in�uence level
of satisfaction.

Motivators

Achievement
Recognition
Responsibility
Work itself
Personal growth

Hygiene factors
in�uence level of
dissatisfaction.

Hygiene
Factors

Working conditions
Pay and security
Company policies
Supervisors
Interpersonal
    relationships

Area of Dissatisfaction

exhibit	     16.4      
Herzberg’s Two-Factor Theory

A Two-Factor Approach to Motivation

Frederick Herzberg developed another popular theory of motivation called the two-factor 
theory.24 Herzberg interviewed hundreds of workers about times when they were highly 
motivated to work and other times when they were dissatisfied and unmotivated. His find-
ings suggested that the work characteristics associated with dissatisfaction were quite dif-
ferent from those pertaining to satisfaction, which prompted the notion that two factors 
influence work motivation.

The two-factor theory is illustrated in Exhibit 16.4. The center of the scale is neutral, 
meaning that workers are neither satisfied nor dissatisfied. Herzberg believed that two 
entirely separate dimensions contribute to an employee’s behavior at work. The first, called 
hygiene factors, involves the presence or absence of job dissatisfiers, such as working con-
ditions, pay, company policies, and interpersonal relationships. When hygiene factors are 
poor, work is dissatisfying. However, good hygiene factors simply remove the dissatisfac-
tion; they do not in themselves cause people to become highly satisfied and motivated in 
their work.

The second set of factors does influence job satisfaction. Motivators focus on high-
level needs and include achievement, recognition, responsibility, and opportunity for 
growth. Herzberg believed that when motivators are absent, workers are neutral toward 
work, but when motivators are present, workers are highly motivated and satisfied. Thus, 
hygiene factors and motivators represent two distinct factors that influence motivation. 
Hygiene factors work only in the area of dissatisfaction. Unsafe working conditions or a 
noisy work environment will cause people to be dissatisfied, but their correction will not 
lead to a high level of motivation and satisfaction. Motivators such as challenge, responsi-
bility, and recognition must be in place before employees will be highly motivated to excel 
at their work. 

There is a growing realization among managers of the importance of employee recogni-
tion, perhaps because tough economic conditions have made it more difficult for them to 
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reward people with large pay increases. The most recent Globoforce MoodTracker Survey 
report indicates that 82 percent of employees surveyed say that being recognized for their 
efforts increased their motivation. “It made me work harder, want to come to work every day,  
and I was proud to work for my boss,” said one respondent. A lack of recognition was the 
number-two reason cited for leaving a job among job seekers. 25

The implication of the two-factor theory for managers is clear. On one hand, provid-
ing hygiene factors will eliminate employee dissatisfaction but will not motivate workers 
to high achievement levels. On the other hand, recognition, challenge, and opportunities 
for personal growth are powerful motivators and will promote high satisfaction and per-
formance. The manager’s role is to remove dissatisfiers—that is, to provide hygiene factors 
sufficient to meet basic needs—and then to use motivators to meet higher-level needs and 
propel employees toward greater achievement and satisfaction.

Acquired Needs

The acquired needs theory, developed by David McClelland, proposes that certain types 
of needs are acquired during the individual’s lifetime. In other words, people are not born 
with these needs but may learn them through their life experiences.26 The three needs most 
frequently studied are these:

●● Need for achievement.  The desire to accomplish something difficult, attain a high stan-
dard of success, master complex tasks, and surpass others

●● Need for affiliation.  The desire to form close personal relationships, avoid conflict, and 
establish warm friendships

●● Need for power.  The desire to influence or control others, be responsible for others, and 
have authority over others

Early life experiences typically determine whether people acquire these needs. If children 
are encouraged to do things for themselves and receive reinforcement, they will acquire a 
need to achieve. If they are reinforced for forming warm human relationships, they will de-
velop a need for affiliation. If they get satisfaction from controlling others, they will acquire 
a need for power.

For more than 20 years, McClelland studied human needs and their implications 
for management. People with a high need for achievement are frequently entrepre-
neurs. People who have a high need for affiliation are successful integrators, whose job 
is to coordinate the work of several departments in an organization. Integrators in-
clude brand managers and project managers who must have excellent people skills. A 
high need for power often is associated with successful attainment of top levels in the  
organizational hierarchy.27 For  example, McClelland studied managers at AT&T for  
16 years and found that those with a high need for power were more likely to follow a 

path of continued promotion over time. More than half of the employees at the 
top levels had a high need for power. In contrast, managers with a high need for 
achievement but a low need for power tended to peak earlier in their careers and 
at a lower level. The reason is that achievement needs can be met through the task 
itself, but power needs can be met only by ascending to a level at which a person 
has power over others.

In summary, content theories focus on people’s underlying needs and label those 
particular needs that motivate behavior. The hierarchy of needs theory, the ERG 
theory, the two-factor theory, and the acquired needs theory all help managers under-
stand what motivates people. In this way, managers can design work to meet needs 
and hence elicit appropriate and successful work behaviors.

Do you have a greater 
need for achievement, 
affiliation, or power? 
Complete the “New 
Manager Self-Test” on 
page 561 to learn more 
about which needs 
motivate you.
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New Manager     Self-Test
Need for Achievement, Affiliation, and Power

Instructions: This questionnaire asks you to describe 
situations that you like. For each item below, give the  
number “3” to the phrase that best describes you, “2” to  
the item that is next best, and “1” for the item that is least 
like you.

1.	 ______a. I like to do my best in whatever I undertake.

	 ______b. I like to form new friendships.

	 ______c. I like to tell other people how to do their jobs.

2.	 ______�a. �I like to be able to say that I have done a dif-
ficult job well.

	 ______b. I like to have strong attachments with my friends.

	 ______c. I like to take on responsibilities and obligations.

3.	 ______�a. �I like to accomplish tasks that require skill and 
effort.

	 ______b. I like to share things with my friends.

	 ______�c. �I like to be called upon to settle arguments and 
disputes between others.

4.	 ______a. I like to be successful in things I undertake. 

	 ______b. I like to do things for my friends.

	 ______�c. �I like to be able to persuade others to do what 
I want to do.

5.	 ______�a. �I like to seek satisfaction from accomplishing a 
difficult task.

	 ______b.  I like to meet new people.

	 ______c. I like to be regarded by others as a leader.

6.	 ______�a. �I would like to be a recognized authority in my 
career field.

	 ______�b. �I like to participate in groups in which the mem-
bers have warm and friendly feelings toward 
one another.

	 ______�c. �When in a group, I like to make the decisions 
about what we are going to do.

7.	 ______a. �I like to confront the difficult challenges of the job.

	 ______b. I like to make as many friends as I can.

	 ______�c. �I would like to be a powerful executive or 
politician.

Scoring and Interpretation: Compute your scores as 
follows:

Need for achievement = 1a + 2a + 3a + 4a + 5a + 6a + 7a =  
__________

Need for affiliation = 1b + 2b + 3b + 4b + 5b + 6b + 7b = 
__________

Need for power = 1c + 2c + 3c + 4c + 5c + 6c + 7c = 
__________

David McClelland’s research found that some human needs 
are learned during early life experiences, and the three  
that he studied are personal need for achievement, affili-
ation, and power. Achievement means the need to excel. 
Affiliation means the need for harmonious relationships. 
Power means the need to direct and influence others. One 
of the three needs is typically stronger than the others in 
most people. The higher your score on a need, the 
stronger it is and the more it will guide your behavior. 
What do the relative strengths of the three needs 
mean to you? If you can align your career to use and 
satisfy your stronger needs, you are more likely to be 
successful.

Sources: Based on Joel B. Bennett, “Power and Influence as Distinct 
Personality Traits: Development and Validation of a Psychometric 
Measure,” Journal of Research in Personality 22 (1988): 361–394; and 
Yongmei Liu, Jun Liu, and Longzeng Wu, “Are You Willing and Able? 
Roles of Motivation, Power, and Politics in Career Growth,” Journal of 
Management 36, no. 6 (2010): 1432–1460.
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Process Perspectives on Motivation
Process theories explain how people select behavioral actions to meet their needs and de-
termine whether their choices were successful. Important perspectives in this area include 
goal-setting, equity theory, and expectancy theory.

Goal Setting

Recall from Chapter 7 our discussion of the importance and purposes of goals. Numerous 
studies have shown that specific, challenging targets significantly enhance people’s moti-
vation and performance levels.28 You have probably noticed in your own life that you are 
more motivated when you have a specific goal, such as making an A on a final exam, losing 
10 pounds before spring break, or earning enough money during the summer to buy a 
used car.

Goal-setting theory, described by Edwin Locke and Gary Latham, proposes that 
managers can increase motivation and enhance performance by setting specific, chal-
lenging goals, and then helping people track their progress toward goal achievement 
by providing timely feedback. Exhibit 16.5 illustrates key components of goal-setting 
theory.29 

●● Goal specificity refers to the degree to which goals are concrete and unambiguous. Spe-
cific goals, such as “Visit one new customer each day” or “Sell $1,000 worth of mer-
chandise a week,” are more motivating than vague goals, such as “Keep in touch with 
new customers” or “Increase merchandise sales.” A lack of clear, specific goals is cited as 
a major cause of the failure of pay-for-performance incentive plans in many organiza-
tions.30 Vague goals can be frustrating for employees.

•	 Content theories emphasize the needs that motivate 
people.

•	 The most well-known content theory is Maslow’s hierar-
chy of needs theory, which proposes that people are mo-
tivated by five categories of needs—physiological, safety, 
belongingness, esteem, and self-actualization—that exist 
in a hierarchical order.

•	 ERG theory is a modification of the needs hierarchy and 
proposes three categories of needs: existence, relatedness, 
and growth.

•	 The frustration-regression principle is the idea that 
failure to meet a high-order need may cause a regression 
to an already satisfied lower-order need; thus, people 
may move down as well as up the needs hierarchy.

•	 Giving people more control over their work schedules 
and opportunities to contribute ideas are two ways that 
managers meet people’s higher-level needs.

•	 Johnson Storage & Moving lets hourly administrative 
personnel work remotely or work hours of their own 
choosing and gives movers and warehouse workers con-
trol over their start and end times.

•	 One element of Herzberg’s two-factor theory, hygiene 
factors, focuses on lower-level needs and involves the 
presence or absence of job dissatisfiers, including work-
ing conditions, pay, and company policies.

•	 Herzberg’s second factor, motivators, influences job 
satisfaction based on fulfilling higher-level needs such as 
achievement, recognition, responsibility, and opportuni-
ties for personal growth.

•	 The acquired needs theory proposes that certain types 
of needs, including the need for achievement, need for 
affiliation, and need for power, are acquired during an 
individual’s lifetime of experiences.

Remember This
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Higher Motivation

Accepted

Challenging Specific

Provide
feedback

exhibit	     16.5      
Criteria for Motivational Goals

“If you look at the modern 
workplace, I would say 
it’s one of the most 
feedback-deprived places 
in American civilization.”

—Daniel Pink, journalist and author  

of Drive: The Surprising Truth About  

What Motivates Us

●● In terms of goal difficulty, hard goals are more motivating than easy ones. Easy goals 
provide little challenge for employees and don’t require them to increase their output. 
Highly ambitious but achievable goals ask people to stretch their abilities and provide 
a basis for greater feelings of accomplishment and personal effectiveness. A study in 
Germany found that, over a three-year period, only employees who perceived their 
goals as difficult reported increases in positive emotions and feelings of job satisfaction 
and success.31

●● Goal acceptance means that employees have to “buy into” the goals and be committed to 
them. Having people participate in setting goals is a good way to increase acceptance 
and commitment. 

●● Finally, the component of feedback means that people get information about how well 
they are doing in progressing toward goal achievement. It is important for managers to 
provide performance feedback on a regular, ongoing basis. 
However, self-feedback, where people are able to monitor 
their own progress toward a goal, has been found to be an 
even stronger motivator than external feedback.32

Why does goal setting increase motivation? For one thing, 
it enables people to focus their energies in the right direction. 
People know what to work toward, so they can direct their 
efforts toward the most important activities to accomplish 
the goals. Goals also energize behavior because people feel 
compelled to develop plans and strategies that keep them 
focused on achieving the targets. Specific, difficult goals 
provide a challenge and encourage people to put forth high 
levels of effort. In addition, when goals are achieved, pride 
and satisfaction increase, contributing to higher motivation 
and morale.33 The following example illustrates the motiva-
tional power of goal setting.
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Innovative  
Way

Advanced Circuits

When Advanced Circuits of Aurora, Colorado, was having trouble with frequent stops and 
restarts on its production line, costing the company about $50,000 a month, former CEO 
Ron Huston came up with a plan. He bought a junk car, placed it in the parking lot, and told 
employees they could take a sledgehammer to the car every day the production line didn’t 
have a restart. Employees set a goal of flattening the car in 90 days. 

Everybody had fun, and they met the 90-day goal by solving production-line problems, 
which was the whole point of the exercise for Huston. Huston realized how motivating it 
could be for people to have a clear, specific goal, especially if achieving it was fun. He began 
setting goals for other aspects of the business and rewarding people when the goals were 
met. Just as important, he steered performance toward goals and kept people energized by 
giving everyone ongoing numerical feedback about their progress. People began checking the 
data throughout the day to see how well they were doing. “The more goals we get, the better 
it is for us,” said employee Barb Frevert.34 
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Many of today’s top 
companies are using sales 
software and apps to 
significantly improve their 
salespeople’s job performance. 
Products like Salesforce 
and NetSuite give sales 
managers and salespeople a 
means of working together 
to set specific, measurable 
sales targets, or goals, that 
everyone can agree upon and 
accept. And because these 
online tools allow salespeople 
to track their progress online, 
they get instantaneous 
feedback on their efforts, 
which is often extremely 
motivating.

Concept Connection

Equity Theory

Equity theory focuses on individuals’ perceptions of how fairly they are treated compared 
with others. Developed by J. Stacy Adams, equity theory proposes that people are moti-
vated to seek social equity in the rewards that they receive for performance.35

According to equity theory, if people perceive their compensation as equal to what others 
receive for similar contributions, they will believe that their treatment is fair and equitable. 
People evaluate equity by a ratio of inputs to outcomes. Inputs to a job include education, 
experience, effort, and ability. Outcomes from a job include pay, recognition, benefits, and 
promotions. The input-to-outcome ratio may be compared to that of another person in the 
work group or to a perceived group average. A state of equity exists whenever the ratio of 
one person’s outcomes to inputs equals the ratio of another’s outcomes to inputs.

Inequity occurs when the input-to-outcome ratios are out of balance, such as when a new, 
inexperienced employee receives the same salary as a person with a high level of education 
or experience. Interestingly, perceived inequity also occurs in the other direction. Thus, if an 
employee discovers that he or she is making more money than other people who contribute 
the same inputs to the company, the employee may feel the need to correct the inequity by 

working harder or getting more education. Sci-
entific studies indicate that the human brain 
seems programmed to dislike inequity, even 
when we benefit from it. Moreover, people get 
less satisfaction from money they receive with-
out having to earn it than they do from money 
they work to receive.36 Perceived inequity cre-
ates tensions within individuals that motivate 
them to bring equity into balance.37

The most common methods for reducing 
a perceived inequity are these:

●   �  Change work effort. A person may choose 
to increase or decrease his or her inputs to 
the organization. Individuals who believe 
that they are underpaid may reduce their 
level of effort or increase their absentee-
ism. Overpaid people may increase their 
effort on the job.

●   �  Change outcomes. A person may change his 
or her outcomes. An underpaid person may 
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Innovative  
Way
SumAll

“There’s a culture of transparency in my generation,” says 25-year-old Dustin Zick. When 
Zick was ready to leave his job as a social media specialist at BuySeasons Inc., he asked a few 
coworkers about their salaries so that he would have some idea of how to negotiate pay at 
his next job. The taboo against comparing salaries is fading among young employees who are 
accustomed to documenting their private lives on social media. Some don’t understand why 
companies don’t just tell everybody what everyone else is making anyway.

Dane Atkinson of SumAll agrees. Atkinson and his co-founders started the data-analytics 
company as an open enterprise. Hiring and promotion decisions, performance appraisal data, 
pay scales, and individual employees’ pay rates are shared with everyone in the company. The 
owners say that it creates trust and keeps people from worrying about inequity. Peer Insight, 
a Washington, D.C.–based innovation-consulting company, also shares salaries, bonuses, and 
performance appraisals among the firm’s dozen or so employees. Others, though, say too 
much openness creates more problems. Slava Akhmechet, CEO and co-founder of database 
firm RethinkDB, experimented with open pay, but he ran into problems when he needed to 
hire new technical employees in a tight labor market. Akhmechet found that he needed to 
offer the newcomers higher salaries than current employees were making. Longtime employ-
ees began demanding more pay, and in some cases, motivation, performance, and commit-
ment declined significantly if the demands were not met because people felt treated unfairly. 
Akhmechet eventually shelved the open salary model.41

Employees and managers who support transparency argue that it ensures that everyone 
is paid fairly and reduces discrimination. Others say that perceived inequity will always be a 
problem in organizations, and that keeping some things under wraps is better for all concerned.

Expectancy Theory

Expectancy theory suggests that motivation depends on individuals’ expectations about their 
ability to perform tasks and receive desired rewards. Expectancy theory is associated with the 
work of Victor Vroom, although a number of scholars have made contributions in this area.42

	 request a salary increase or a bigger office. A union may try to improve wages and working 
conditions to be consistent with a comparable union whose members make more money.

●● Change perceptions.  Research suggests that people may change perceptions of equity 
if they are unable to change inputs or outcomes. They may increase the status attached 
to their jobs artificially or distort others’ perceived rewards to bring equity into balance.

●● Leave the job.  People who feel inequitably treated may decide to leave their jobs rather 
than suffer the inequity of being underpaid or overpaid. In their new jobs, they expect 
to find a more favorable balance of rewards. For example, Brian Bader left his technical 
support job at Apple when he learned that he was twice as productive as the lowest-
performing members of the team but earned only 20 percent more.38

The implication of equity theory for managers is that employees indeed evaluate the 
perceived equity of their rewards compared to others’. Many big law firms are reducing the 
compensation of 10 to 30 percent of their partners each year in order to free up money to 
hire and reward “star performers,” rejecting the traditional practice of paying partners rela-
tively similar amounts. The change fits with the strategy of rewarding people who generate 
more business, but it is having a damaging effect on the morale and motivation of other 
partners, who perceive the new compensation scheme as inequitable.39 Inequitable pay puts 
pressure on employees that is sometimes almost too great to bear. They attempt to change 
their work habits, try to change the system, or leave the job.40

Interesting changes are occurring in some workplaces as a result of changing attitudes 
of younger employees, as described in the following example.
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Effort Performance
Outcomes

(Pay, recognition,
other rewards)

Valance
(value of outcomes)

E      P expectancy
Probability that effort will

lead to desired performance 

P      O expectancy
Probability that performance
will produce desired outcome

exhibit	      16.6      Major Elements of Expectancy Theory

Expectancy theory is concerned not with 
identifying types of needs, but with the thinking 
process that individuals use to achieve rewards. 
For example, one interesting study of expectancy 
theory looked at patrol officer drug arrests in the 
midwestern United States. The research found 
that officers who produced the most drug arrests 
were more likely to have perceived that such ar-
rests were a management priority and were re-
warded by their organization, received specialized 
training to hone their skills related to drug inter-
diction, and perceived that they had sufficient 
time and resources to investigate suspected drug 
activity properly.43 Walmart is using expectancy 
theory by tying some senior executive compensa-
tion to an overhaul of its corporate compliance 
program (executives’ compliance with antibribery 
laws and other policies for international behav-
ior). By tying rewards directly to achieving specific 
compliance goals, top leaders are demonstrating 
that the compliance overhaul is a priority.44

Expectancy theory is based on the relation-
ship among the individual’s effort, the individual’s 
performance, and the desirability of outcomes as-
sociated with high performance. These elements 

and the relationships among them are illustrated in Exhibit 16.6. The keys to expectancy 
theory are the expectancies for the relationships among effort, performance, and the value 
of the outcomes to the individual.

E → P expectancy involves determining whether putting effort into a task will lead to 
high performance. For this expectancy to be high, the individual must have the ability, previ-
ous experience, and necessary equipment, tools, and opportunity to perform. Let’s consider 
a simple sales example. If Paloma, a salesperson at the Diamond Gift Shop, believes that in-
creased selling effort will  lead to higher personal sales, we can say that she has a high E → P  
expectancy. However, if Paloma believes that she has neither the ability nor the op-
portunity to achieve high performance, the expectancy will be low, and so will be her 
motivation.

According to expectancy theory, a reward that effectively motivates one 
individual doesn’t necessarily work for another. So how can employers create 
attractive rewards that motivate all their employees, especially when economic 
conditions necessitate cuts in salary and benefits budgets? Many managers are 
turning to gift cards. One advantage is that they can be issued in virtually any 
denomination. But even more important, many gift cards allow the recipient 
to tailor a reward to his or her individual preference. A person can choose to 
splurge on some small luxury or use the card for essentials such as groceries.

Concept Connection
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Reinforcement Perspective on Motivation
The reinforcement approach to employee motivation sidesteps the issues of emp
loyee needs and thinking processes described in the content and process theories. 
Reinforcement theory simply looks at the relationship between behavior and its 

•	 Process theories, including goal-setting theory, equity 
theory, and expectancy theory, explain how people select 
behaviors with which to meet their needs and determine 
whether their choices were successful.

•	 Goal-setting theory proposes that specific, challenging 
goals increase motivation and performance when the goals 
are accepted by subordinates and these subordinates receive 
feedback to indicate their progress toward goal achievement.

•	 Equity theory focuses on individuals’ perceptions of how 
fairly they are treated relative to others.

•	 Managers at SumAll use an open-pay model so that 
people know what everyone else makes, arguing that it 
reduces stress over potential inequity.

•	 A situation of equity exists when the ratio of one per-
son’s outcomes to inputs equals that of another’s.

•	 Expectancy theory proposes that motivation depends 
on individuals’ expectations about their ability to per-
form tasks and receive desired rewards.

•	 A person’s E → P expectancy is the expectancy 
that putting effort into a given task will lead to high 
performance. 

•	 P → O expectancy is the expectancy that high perfor-
mance of a task will lead to the desired outcome.

•	 Valence is the value of outcomes (rewards) to the 
individual. 

Remember This

P → O expectancy involves determining whether successful performance will lead to 
the desired outcome or reward. If the P → O expectancy is high, the individual will be more 
highly motivated. If the expectancy is that high performance will not produce the desired 
outcome, motivation will be lower. If Paloma believes that higher personal sales will lead to a 
pay increase, we can say that she has a high P → O expectancy. She might be aware that raises 
are coming up for consideration and talk with her supervisor or other employees to see if 
increased sales will help her earn a better raise. If not, she will be less motivated to work hard.

Valence is the value of outcomes, or attraction to outcomes, for the individual. If the 
outcomes that are available from great effort and good performance are not valued by em-
ployees, motivation will be low. Likewise, if outcomes have a high value, motivation will be 
higher. If Paloma places a high value on the pay raise, valence is high, and she will have a 
high motivational force. On the other hand, if the money has low valence for Paloma, the 
overall motivational force will be low. For an employee to be highly motivated, all three fac-
tors in the expectancy model must be high.45

Expectancy theory attempts not to define specific types of needs or rewards, but only 
to establish that they exist and may be different for every individual. One employee might 
want to be promoted to a position of increased responsibility, and another might have high 
valence for good relationships with peers. Consequently, the first person will be motivated to 
work hard for a promotion and the second for the opportunity of a team position that will 
keep him or her associated with a group. Studies substantiate the idea that rewards need to 
be individualized to be motivating. A recent finding from the U.S. Department of Labor 
shows that the top reason for people leaving their jobs is that they “don’t feel appreciated.” 
Yet Gallup’s analysis of 10,000 workgroups in 30 industries found that making people feel 
appreciated depends on finding the right kind of reward for each individual. Some people 
prefer tangible rewards such as bonuses, gifts, or luxury trips, while others place high value 
on words of appreciation and recognition. In addition, some want public recognition, while 
others prefer to be quietly praised by someone they admire and respect.46
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Positive Reinforcement
Increases likehood that
behavior will be repeated

Avoidance Learning
Increases likehood that
behavior will be repeated

Punishment
Reduces likelihood that
behavior will be repeated

Extinction
Reduces likelihood that
behavior will be repeated

Withhold raises, merit
pay, praise

Reprimand employee
Make negative statements

Avoid reprimands,
negative statements

Praise employee
Recommend pay raise

Employee increases work rate

Slow work rate
Supervisor requests faster work

Employee continues slow work

exhibit	      16.7      Changing Behavior with Reinforcement

SOURCE: Based on Richard L. Daft and Richard M. Steers, Organizations: A Micro/Macro Approach (Glenview, IL: Scott, Foresman, 1986), p. 109.

consequences. It focuses on changing or modifying employees’ on-the-job behavior through 
the appropriate use of immediate rewards and punishments.

Direct Reinforcement

Behavior modification is the name given to the set of techniques by which reinforce
ment theory is used to modify human behavior.47 The basic assumption underlying 
behavior modification is the law of effect, which states that behavior that is positively re-
inforced tends to be repeated, and behavior that is not reinforced tends not to be repeated.  
Reinforcement is defined as anything that causes a certain behavior to be repeated 
or inhibited. For example, Whole Foods gives employees a 30 percent discount on 
store purchases if they meet certain criteria for healthy habits, such as maintaining 
low cholesterol and blood pressure or quitting smoking. With health insurance costs 
on the rise, many companies are searching for ways to reinforce behaviors that cre-
ate healthier employees.48 The four reinforcement tools are positive reinforcement, 
avoidance learning, punishment, and extinction, as summarized in Exhibit 16.7 and 
described next:

●● Positive reinforcement is the administration of a pleasant and rewarding conse-
quence following a desired behavior. Research shows that positive reinforcement does 
help motivate desired behaviors. Moreover, nonfinancial reinforcements such as posi-
tive feedback, social recognition, and attention are just as effective as financial incen-
tives.49 Studies of children indicate that those praised for trying hard and taking risks 
tend to enjoy challenges and find greater success over the long term. A recent study 
of employees at a fine-dining restaurant found that when leaders provided clear task 
guidelines and clear feedback on how well people were performing the tasks, moti-
vation and performance improved. Cleaning and sanitizing of tables, chairs, floors, 
and restrooms increased by 63 percent, and restocking of side stations increased by  
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48 percent.50 Supervisor attention and feedback provide a psychological boost to moti-
vation that has nothing to do with financial rewards.

●● Avoidance learning is the removal of an unpleasant consequence once a behavior 
is improved, thereby encouraging and strengthening the desired behavior. Avoidance 
learning is sometimes called negative reinforcement. The idea is that people will change a 
specific behavior to avoid the undesired result that the behavior provokes. As a simple 
example, a supervisor who constantly reminds or nags an employee who is goofing off 
on the factory floor and stops the nagging when the employee stops goofing off is ap-
plying avoidance learning.

●● Punishment is the imposition of unpleasant outcomes on an employee. Punish-
ment typically occurs following undesirable behavior. An example of punishment 
was when the board of J. C. Penney cut former CEO Ron Johnson’s pay almost  
97 percent (to $1.9 million) after the retailer lost more than $4 billion in sales. Unfor-
tunately, the punishment didn’t help Johnson turn things around, and he was ousted 
after only 17 months on the job.51 The use of punishment in organizations is con-
troversial and often criticized because it fails to indicate the correct behavior. How-
ever, almost all managers report that they find it necessary to occasionally impose 
forms of punishment ranging from verbal reprimands to employee suspensions or  
firings.52

●● Extinction is the withholding of a positive reward. Whereas with punishment, the 
supervisor imposes an unpleasant outcome such as a reprimand, extinction involves 
withholding praise or other positive outcomes. With extinction, undesirable behav-
ior is essentially ignored. The idea is that behavior that is not positively reinforced 
will gradually disappear. A New York Times reporter wrote a humorous article about 
how she learned to stop nagging and instead use reinforcement theory to shape her 
husband’s behavior after studying how professionals train animals.53 When her hus-
band did something she liked, such as throw a dirty shirt in the hamper, she would use  
positive reinforcement, thanking him or giving him a hug and a kiss. Undesirable be-
haviors, such as throwing dirty clothes on the floor, on the other hand, were simply 
ignored, applying the principle of extinction.

Social Learning Theory 
Social learning theory is related to the reinforcement perspective, but it proposes that an 
individual’s motivation can result not just from direct experience of rewards and punish-
ments, but also from the person’s observations of other people’s behavior.54

Vicarious learning, or observational learning, occurs when an individual sees others 
perform certain behaviors and get rewarded for them. Young children often learn to be-
have well in school because they see that well-behaved children get more positive atten-
tion from the teacher, for example. Managers can enhance an individual’s motivation to 
perform desired behaviors by ensuring that the individual (1) has a chance to observe 
the desirable behaviors, (2) accurately perceives the behaviors, (3) remembers the behav-
iors, (4) has the necessary skills to perform the behaviors, and (5) sees that the behaviors 
are rewarded by the organization.55 Recall the discussion from Chapter 12 of on-the-job 
training. Managers typically pair a new employee with someone who models the type of 
behavior that the organization wants. Managers also promote social learning by highlight-
ing top performers’ strengths and grooming them as examples for others.56 A key to vicari-
ous motivation, though, is to make sure that the learner knows that the desired behaviors 
are rewarded.
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•	 Reinforcement theory is based on the relationship be-
tween a given behavior and its consequences.

•	 Behavior modification refers to the set of techniques 
by which reinforcement theory is used to modify human 
behavior.

•	 The law of effect asserts that positively reinforced behav-
ior tends to be repeated, and unreinforced or negatively 
reinforced behavior tends to be inhibited.

•	 Reinforcement is anything that causes a certain behavior 
to be repeated or inhibited.

•	 Positive reinforcement is the administration of a pleas-
ant and rewarding consequence following a desired 
behavior.

•	 Managers apply avoidance learning, called negative rein-
forcement, when they remove an unpleasant consequence 
once a behavior is improved.

•	 Punishment refers to the imposition of an unpleasant 
outcome following an undesirable behavior.

•	 Extinction refers to withholding positive rewards and 
essentially ignoring undesirable behavior.

•	 Social learning theory proposes that an individual’s mo-
tivation can result not just from direct experience of re-
wards and punishments, but also from thoughts, beliefs, 
and observations of other people’s behavior.

•	 Vicarious learning occurs when an individual sees oth-
ers perform certain behaviors and get rewarded for them.

Remember This

Job Design for Motivation
A job in an organization is a unit of work that a single employee is responsible for per-
forming. A job could include writing tickets for parking violators in New York City, per-
forming magnetic resonance imaging (MRI) at Salt Lake Regional Medical Center, or 
doing long-range planning for Netflix. Jobs are an important consideration for motiva-
tion because performing their components may provide rewards that meet employees’ 
needs. Managers need to know what aspects of a job provide motivation as well as how 
to compensate for routine tasks that have little inherent satisfaction. Job design is the 
application of motivational theories to the structure of work for improving productivity 
and satisfaction.

Job Enrichment

Recall from Chapter 2 the principles of scientific management, in which tasks are de-
signed to be simple, repetitive, and standardized. This contributes to efficiency, but sim-
plified jobs aren’t typically effective as a motivational technique because they can be 
boring and routine. Thus, managers in many companies are redesigning simplified jobs 
into jobs that provide greater variety and satisfaction. One technique, called job rota-
tion, is to move employees systematically from one job to another to provide variety 
and stimulation. Another approach is to combine a series of small tasks into one new, 
broader job so that people perform a variety of activities, which is referred to as job 
enlargement.

Overall, the trend is toward job enrichment, which means incorporating high-level 
motivators into the work, including responsibility, recognition, and opportunities for 
growth, learning, and achievement. In an enriched job, employees have control over the re-
sources necessary for performing tasks, make decisions on how to do the work, experience 
personal growth, and set their own work pace. Research shows that when jobs are designed 
to be controlled more by employees than by managers, people typically feel a greater sense 
of involvement, commitment, and motivation, which in turn contributes to higher morale, 
lower turnover, and stronger organizational performance.57
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Concept Connection

In the past, an employee might have been assigned to complete just one 
step in the overall assembly of a new vehicle, car after car after car. A second 
worker would do the next step, and so forth. In manufacturing plants where 
job enrichment is practiced, however, one employee might be asked to 
complete a whole series of steps in the assembly process. Not only does 
the variety make the work more interesting and engaging, it also helps the 
employee feel more responsible and invested in his or her work. 
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Job Characteristics 
Model

One significant approach to job design 
is the job characteristics model deve
loped by Richard Hackman and Greg 
Oldham.58 Hackman and Oldham’s 
research concerned work redesign, 
which is defined as altering jobs to in-
crease both the quality of employees’ 
work experience and their productivity. 
Hackman and Oldham’s research into 
the design of hundreds of jobs yielded 
the job characteristics model, which 
is illustrated in Exhibit 16.8. The model 
consists of three major parts: core job 
dimensions, critical psychological states, 
and employee growth-need strength.

Core Job Dimensions 
Hackman and Oldham identified five 
dimensions that determine a job’s moti-
vational potential:

●● Skill variety. This is the number of di-
verse activities that compose a job and 
the number of skills used to perform it. A routine, repetitious assembly-line job is low 
in variety, whereas an applied research position that involves working on new problems 
every day is high in variety.

●● Task identity. This is the degree to which an employee performs a total job with a 
recognizable beginning and ending. A chef who prepares an entire meal has more task 
identity than a worker on a cafeteria line who ladles mashed potatoes.

●● Task significance. This is the degree to which the job is perceived as important and 
having an impact on the company or consumers. People who distribute penicillin and 
other medical supplies during times of emergencies would feel that they have signifi-
cant jobs.

●● Autonomy. This is the degree to which the worker has freedom, discretion, and self-
determination in planning and carrying out tasks. A house painter can determine how 
to paint the house; a paint sprayer on an assembly line has little autonomy.

●● Feedback.  This is the extent to which doing the job provides feedback to the employee 
about his or her performance. Jobs vary in their ability to let workers see the outcomes of 
their efforts. A football coach knows whether the team won or lost, but a basic research 
scientist may have to wait years to learn whether her research project was successful.

The job characteristics model says that the more these five core characteristics can be 
designed into the job, the more the employees will be motivated and the higher will be the 
employees’ performance, quality of work, and satisfaction.

Critical Psychological States 
The model posits that core job dimensions are more rewarding when individuals expe-
rience three psychological states in response to job design. In Exhibit 16.8, skill variety, 
task identity, and task significance tend to influence the employee’s psychological state of 
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experienced meaningfulness of work. The work itself is satisfying and provides intrinsic re-
wards for the worker. The job characteristic of autonomy influences the worker’s experi-
enced responsibility. The job characteristic of feedback provides the worker with knowledge 
of actual results. The employee thus knows how he or she is doing and can change work 
performance to increase desired outcomes.

Personal and Work Outcomes 
The impact of the five job characteristics on the psychological states of experienced mean-
ingfulness, responsibility, and knowledge of actual results leads to the personal and work 
outcomes of high work motivation, high work performance, high satisfaction, and low ab-
senteeism and turnover.

Employee Growth-Need Strength 
The final component of the job characteristics model is called employee growth-need 
strength, which means that people have different needs for growth and development. If 
a person wants to satisfy low-level needs, such as safety and belongingness, the job char-
acteristics model has less effect. When a person has a high need for growth and devel-
opment, including the desire for personal challenge, achievement, and challenging work, 
the model is especially effective. People with a high need to grow and expand their abili-
ties respond favorably to the application of the model and to improvements in core job 
dimensions.

One interesting finding concerns the cross-cultural differences in the impact of job 
characteristics. Intrinsic factors such as autonomy, challenge, achievement, and recogni-
tion can be highly motivating in countries such as the United States. However, they may 
contribute little to motivation and satisfaction in a country such as Nigeria and might 
even lead to demotivation. A recent study indicates that the link between intrinsic char-
acteristics and job motivation and satisfaction is weaker in economically disadvantaged 
countries with poor governmental social welfare systems, as well as in countries that value 
high power distance, as defined in Chapter 4.59 Thus, the job characteristics model would 
be expected to be less effective in these countries.

Core Job Dimensions Critical Psychological States Personal and Work Outcomes

Skill variety
Task identity
Task signi�cance

Experienced meaningfulness
of the work

High internal work motivation

High-quality work performance

High satisfaction with the work

Low absenteeism and turnover

Employee Growth-Need Strength

Experienced responsibility
for outcomes of the work

Knowledge of the actual
results of the work activities

Autonomy

Feedback

exhibit	      16.8      The Job Characteristics Model

SOURCE: Adapted from J. Richard Hackman and G. R. Oldham, “Motivation Through the Design of Work: Test of a Theory,” Organizational Behavior and Human 
Performance 16 (1976): 256.
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•	 Jobs are an important consideration for motivation be-
cause performing their components may provide intrin-
sic rewards that meet employees’ needs.

•	 Job design refers to applying motivational theories to the 
structure of work to improve motivation, productivity, 
and satisfaction.

•	 Most companies are moving away from simplified jobs 
and are using job rotation, job enlargement, and job 
enrichment to provide employees with greater variety, 
stimulation, and satisfaction.

•	 Job enrichment refers to incorporating high-level moti-
vators, such as achievement, recognition, and opportuni-
ties for growth, into the work.

•	 Work redesign means altering jobs to increase both 
the quality of employees’ work experience and their 
productivity.

•	 The job characteristics model is a model of job design 
that considers core job dimensions, individuals’ critical 
psychological states, and employee growth-need strength.

Remember This

Go to the “Ethical 
Dilemma” on pages  
579–580, which pertains 
to the use of incentive 
compensation as a 
motivational tool.

Hot
Topic

Innovative Ideas for Motivating
Organizations are increasingly using various types of incentive compensation as a 
way to motivate employees to higher levels of performance. For example, when Elise 
Lelon, owner of the leadership consulting firm The You Business, couldn’t give pay 
raises because of budget pressures, she created a generous lump-sum bonus program 
tied to the amount of revenue that employees generated for the firm. “It gets their 
juices flowing and it helps the business grow,” Lelon says.60 Exhibit 16.9 summarizes 
several popular methods of incentive pay.

Variable compensation and forms of “at risk” pay such as bonus plans are key  
motivational tools that are becoming more common than fixed salaries at many com-
panies. However, unless they are carefully designed, incentive plans can backfire, as evi-
denced by problems in the mortgage and finance industries, where some people resorted to 
overly aggressive and even unethical behavior to earn huge bonuses. Numerous companies, 
including financial firms such as Morgan Stanley, Credit Suisse, and Goldman Sachs, as 
well as other organizations such as Home Depot, Verizon, and Aflac, are revising their com-
pensation plans to make sure that incentives reward the desired behaviors.61 Unfortunately, 
many managers are still encouraging the wrong kinds of behavior by rewarding people who 
behave unethically to get more business, signaling to employees that profits are more im-
portant than integrity. The most recent National Business Ethics Survey from the Ethics 
Resource Center indicates that 45 percent of people have witnessed ethical misconduct at 
work, and 13 percent say that they have felt pressure to bend the rules or even break the 
law to earn rewards—an increase of 5 percentage points from the previous survey in 2010.62 

Incentive programs can be effective if they are used appropriately and combined with 
motivational ideas that also provide people with intrinsic rewards and meet higher-level 
needs. The most effective motivational programs typically involve much more than money 
or other external rewards in order to create an environment in which people thrive. Three 
important approaches are empowerment, engagement, and making progress, as described 
in the following sections.

Empowering People to Meet Higher Needs

One significant way that managers can meet higher motivational needs is to shift power 
down from the top of the organization and share it with employees to enable them to 
achieve goals. Empowerment is power sharing, the delegation of power and authority to 
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subordinates in an organization.63 Increasing employee power heightens motivation for task 
accomplishment because people improve their own effectiveness, choosing how to do a task 
and using their creativity.64 At Ritz-Carlton hotels, employees have up to $1,000 to use at 
their discretion to create a great customer experience. When homes in the area near the Ritz 
in Laguna Niguel, California, were evacuated due to risk of fires, the hotel made an exception 
to its “no pets” rule. One employee anticipated the need for pet food and drove to the nearest 
grocery for dog and cat food, making life a little easier for harried guests who were temporar-
ily homeless.65 Empowering employees involves giving them four elements that enable them 
to act more freely to accomplish their jobs: information, knowledge, power, and rewards.66

1.	� Employees receive information about company performance. In companies where employees 
are fully empowered, all employees have access to all financial and operational information.

2.	� Employees have knowledge and skills to contribute to company 
goals. Companies use training programs and other development 
tools to help people acquire the knowledge and skills that they 
need to contribute to organizational performance.

3.	� Employees have the power to make substantive decisions.  
Empowered employees have the authority to influence work 
procedures and organizational performance directly, such as 
through quality circles or self-directed work teams.

4.	� Employees are rewarded based on company performance. 
Organizations that empower workers often reward them 
based on the results shown in the company’s bottom line. 
Organizations may also use other motivational compensation 
programs described in Exhibit 16.9 to tie employee efforts to 
company performance.

The following example from Hilcorp Energy illustrates the four 
elements of empowerment.

Program Purpose

Pay for performance Rewards individual employees in proportion to their perfor-
mance contributions. Also called merit pay.

Gain sharing Rewards all employees and managers within a business unit 
when predetermined performance targets are met. Encourages 
teamwork.

Employee stock ownership 
plan (ESOP)

Gives employees part ownership of the organization, enabling 
them to share in improved profit performance.

Lump-sum bonuses Rewards employees with a one-time cash payment based on 
performance.

Pay for knowledge Links employee salary with the number of task skills acquired. 
Workers are motivated to learn the skills for many jobs, thus 
increasing company flexibility and efficiency.

Flexible work schedule and 
arrangements

Flextime allows workers to set their own hours. Job sharing al-
lows two or more part-time workers to jointly cover one job. 
Telecommuting, sometimes called flex-place, allows employees to 
work from home or an alternative workplace.

Team-based compensation Rewards employees for behavior and activities that benefit the 
team, such as cooperation, listening, and empowering others.

Lifestyle awards Rewards employees for meeting ambitious goals with luxury 
items, such as tickets to big-name sporting events or exotic 
travel.

exhibit	     16.9      
New Motivational  
Compensation Programs

“I think a lot of times it’s 
not money that’s the 
primary motivation factor; 
it’s the passion for your job 
and the professional and 
personal satisfaction that 
you get out of doing what 
you do that motivates you.”

—Martin Yan, Chinese chef, author,  

and host of cooking shows, including 

Yan Can Cook and Martin Yan’s China
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Innovative  
Way
Hilcorp Energy

Hilcorp Energy, based in Houston, Texas, is the nation’s fourth-largest private producer of on-
shore crude oil and natural gas. But Hilcorp is different from most energy companies. Hilcorp 
takes over holes abandoned by the big energy companies—and produces about 25 million 
barrels of oil and gas a year from them. 

Hilcorp is different from most other energy companies in its approach to managing 
people, too. Managers attribute the company’s success to the people on the front lines. 
All associates have access to all financial and operating information. Because managers put 
decision-making power in the hands of people on the front lines, those people need to have 
full information to make good choices. “You want to know how we’re doing? How your slice 
of the pie is performing? We share the good news and the bad,” said a senior financial analyst. 
“We owe that to every employee whose work generates the numbers we report.”

Associates at Hilcorp are always interested in how well the company is doing because 
they are rewarded based on company performance. Associates can earn bonuses of up to  
60 percent of their annual salaries based on meeting performance goals. At Hilcorp, employ-
ees truly do feel like owners. “Since we pull together, not competing against each other, and we 
all have skin in the game, it’s amazing what we can accomplish,” said founder Jeff Hildebrand.67 

At companies such as Hilcorp Energy empowerment means giving employees almost 
complete freedom and power to make decisions and exercise initiative and imagination. 
However, organizations empower workers to varying degrees, from a situation where 
managers encourage employee ideas but retain final authority for decisions to a condi-
tion of full empowerment such as that at Hilcorp. Research shows that empowerment 
typically increases employee satisfaction, motivation, and productivity.68

Giving Meaning to Work Through Engagement

Employee engagement means that people enjoy their jobs and are  satisfied with their 
work conditions, contribute enthusiastically to meeting team and organizational goals, and 
feel a sense of belonging and commitment to the organization. Alarmingly, recent surveys 
show that only 30 percent of employees in the United States are engaged and inspired at 
work, and 18 percent are actively disengaged.69 Fully engaged employees care deeply about 
the organization and actively seek ways to serve the mission.70 Active disengagement means 
that people are actively undermining their organization’s success.

How do managers engage employees? Exhibit 16.10 illustrates the three elements that 
create employee engagement: a sense of meaningfulness, a sense of connection, and a sense of 

Meaningfulness

Connectedness

Learning/Growth

Engagement

High Performance

Increased employee
performance

Less turnover

Higher profits

Greater employee and
customer loyalty

∙

∙
∙
∙

exhibit	     16.10      Employee Engagement Model

SOURCE: Based on Fig. 1, “Integrative Model of Employee Engagement,” in J. Lee Whittington and Timothy J. Galpin, “The 
Engagement Factor: Building a High-Commitment Organization in a Low-Commitment World,” Journal of Business Strategy 32, 
no. 5 (2010): 14–24.

L
e

a
d

in
g

5

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Part 5  Leading576

growth.71 When managers organize the workplace in such a way as to create these feelings, em-
ployee engagement grows, leading to high motivation and high organizational performance.

●● People feel that they are working toward something important. When employees have a 
chance to accomplish something that provides real value, they feel a sense of meaningfulness. 
Good managers help people understand the purpose of their work, which contributes to 
feelings of pride and dignity. Kenexa, the leading human resources (HR) services company 
in the United States (recently purchased by IBM), uses psychologists and other scientists to 
study what motivates employees. One finding is that turnover is significantly lower among 
people who feel pride in their company and its mission than among those who don’t.72

●● People feel connected to the company, to one another, and to their managers. In a survey 
asking people what factors contribute to their engagement, 79 percent of people said 
“good relationships with coworkers” drove engagement to a high or very high extent. 
Even more (91 percent) pointed to good relationships with their immediate supervi-
sor as highly important.73 The behavior of managers makes the biggest difference in 
whether or not people feel engaged at work.74 Managers promote engagement when 
they listen to employees, genuinely care about their concerns, and help them develop 
positive relationships with colleagues.

●● People have the chance to learn, grow, and advance. To be fully engaged, people need not 
only to feel that they are competent to handle what is asked of them, but also that they 
have the chance to learn and expand their potential. Good managers help employees un-
derstand their own unique set of talents, skills, interests, attitudes, and needs; put people 
in jobs where they can make their best contribution and receive intrinsic rewards every 
day; and make sure that people have what they need to perform well. In addition, they 
give people the chance to work on challenging projects, offer high-quality training and 
learning programs, and provide opportunities for advancement within the organization.

Studies have identified a correlation between employee engagement and company 
performance, including less turnover, greater profitability, and stronger employee and cus-
tomer loyalty, as illustrated in Exhibit 16.10.75 

Managers can use strategies to facilitate engagement and improve performance. Con-
sider the following example from Prudential UK and Europe, which provides life insur-
ance and pensions for around 7 million customers.

Innovative  
Way

Prudential UK and 
Europe 

Like other companies in the financial services industry, Prudential UK and Europe (Pru UK) 
is operating in a highly turbulent environment that has been wracked further by the global 
economic crisis and scandals in the financial industry.

Cathy Lewis, Pru UK’s director of HR, CEO Rob Devey, and other top executives decided 
to focus on improving employee engagement. The first step was a survey to gather data from 
employees about what they thought would make a difference. One of the findings was that 
line managers were not living up to the ideal of empowerment. Top executives redefined 
roles for line managers and had to reassign some who couldn’t make the shift. “It was quite 
painful,” said customer services director Tracy Harris, but it allowed top executives to let man-
agers run their own departments as if they were their own small businesses. Senior managers 
have begun writing weekly blogs, including notes about people who have made significant 
contributions or received awards. “It’s a little thing, but our people love it,” Lewis says. One 
reason is that it encourages and enables close connections among employees. “These ac-
tions,” says Devey, “are about showing you care and giving permission for people to take the 
lead with their own initiatives.” 

When another engagement survey was conducted a year later, it showed that both en-
gagement (whether people felt enough a part of the organization to “go the extra mile”) and 
enablement (whether they felt that they had the resources and autonomy to do their jobs 
well) had strongly increased.76
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•	 Variable compensation and “at risk” pay have become key 
motivational tools, although these practices have been 
criticized in recent years for rewarding the wrong types 
of behavior.

•	 Employee empowerment and engagement are recent mo-
tivational trends that focus less on extrinsic rewards and 
more on creating a work environment that enables people 
to achieve intrinsic rewards and meet higher-level needs. 

•	 Empowerment is the delegation of power and authority 
to subordinates in an organization.

•	 Empowering employees involves giving them informa-
tion, knowledge, power, and rewards. 

•	 Engagement is an emotional and mental state in which 
employees enjoy their work, contribute enthusiastically 

to meeting goals, and feel a sense of belonging and com-
mitment to the organization.

•	 Managers create an environment that promotes engage-
ment by providing employees with a sense of meaning, 
a sense of connection, and a sense of competence and 
growth.

•	 The behavior of managers is the biggest factor in 
determining whether people feel motivated and engaged 
at work.

•	 The making progress principle is the idea that the single 
most important factor that can boost motivation, posi-
tive emotions, and perceptions during a workday is mak-
ing progress toward meaningful goals.

Remember This

Although the results of the follow-up survey at Pru UK were overwhelmingly positive 
and “a source of pride,” leaders say that doesn’t mean their job is done. “Keep asking, keep 
talking,” says Lewis. It is “the people in the organization who know what will make the 
difference.”77

The Making Progress Principle

Sometimes what makes the biggest difference is a relatively “small” thing. Recent research 
points to the importance of making progress toward goals as a key to high motivation. The 
making progress principle is the idea that the single most important factor that can 
boost motivation, positive emotions, and perceptions during a workday is making progress 
toward meaningful goals.78 People are most motivated when they have the opportunity 
to experience achievement. Providing feedback on how well people are progressing and 
giving them a way to track their progress toward goals provides a renewable energy that 
fuels motivation. Knowing that they are making everyday progress, even in small steps, 
can make all the difference in how motivated people feel to continue pursuing a course  
of action.

Ch16	 Discussion Questions

  1.	Why do you think that making progress ranks as the 
most important factor contributing to motivation, ac-
cording to recent studies? How can managers provide a 
sense of progress for employees working on long-range 
projects that might not show results for months or  
even years? 

  2.	Psychologists have identified three pathways to happi-
ness: pleasure, engagement, and meaning. Do you think 
that it is the manager’s responsibility to help people 
find these elements in their work? Discuss.
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  3.	Assume that you are a front-line manager at a call cen-
ter. Try to come up with a specific motivational idea 
that fits into each of the four quadrants in Exhibit 16.2: 
Positive Extrinsic; Positive Intrinsic; Negative Extrin-
sic; Negative Intrinsic.

  4.	 In response to security threats in today’s world, the U.S. 
government has federalized airport security workers. 
Many argued that simply making screeners federal work-
ers would not solve the root problem: bored, low-paid, 
and poorly trained security workers have little motivation 
to be vigilant. How might these employees be motivated 
to provide the security that travel threats now demand?

  5.	Using Hackman and Oldham’s core job dimensions, 
compare and contrast the jobs of these two state 
employees: (1) Jared, who spends much of his time 
researching and debating energy policy to make recom-
mendations that will eventually be presented to the 
state legislature and (2) Anise, who spends her days 
planting and caring for the flower gardens and grounds 
surrounding the state capitol building.

  6.	 If an experienced executive assistant discovered that she 
made the same amount of money as a newly hired jani-
tor, how do you think she would react? What inputs and 
outcomes might she evaluate to make this comparison?

  7.	A survey of teachers found that two of the most im-
portant rewards were the belief that their work was 
important and a feeling of accomplishment. According 
to Maslow’s theory, what needs do these rewards meet?

  8.	 Use Herzberg’s two-factor theory to explain why motiva-
tion seems to be high and turnover low at Mars, based on 
the information provided in the chapter opening example.

  9.	Why do you think empowerment increases motivation? 
Do you see any ways in which a manager’s empower-
ment efforts might contribute to demotivation among 
employees? Discuss.

10.	A recent Gallup survey shows that highly educated 
workers are significantly less likely to be engaged than 
are those with a high school diploma or less. What 
might be some reasons for this lower level of engage-
ment among more-educated employees? 

Ch16	 Apply Your Skills: Experiential Exercise
What Motivates You?79 
Indicate how important each characteristic is to you. 
Answer according to your feelings about the most recent 
job you had or about the job you currently hold. Circle 
the number on the scale that represents your feeling—
ranging from 1 (very unimportant) to 7 (very important).
  1.	 The feeling of self-esteem that a person gets from being 

in that job
1      2      3      4      5      6      7

  2.	 The opportunity for personal growth and development 
in that job
1      2      3      4      5      6      7

  3.	 The prestige of the job inside the company (i.e., regard 
received from others in the company)
1      2      3      4      5      6      7

  4.	 The opportunity for independent thought and action in 
that job
1      2      3      4      5      6      7

  5.	 The feeling of security in that job
1      2      3      4      5      6      7

  6.	 The feeling of self-fulfillment a person gets from 
being in that position (i.e., the feeling of being able 
to use one’s own unique capabilities, realizing one’s 
potential)
1      2      3      4      5      6      7

  7.	 The prestige of the job outside the company (i.e., the 
regard received from others not in the company)
1      2      3      4      5      6      7

  8.	 The feeling of worthwhile accomplishment in that job
1      2      3      4      5      6      7

  9.	 The opportunity in that job to give help to other people
1      2      3      4      5      6      7

10.	 The opportunity in that job for participation in the  
setting of goals
1      2      3      4      5      6      7

11.	 The opportunity in that job for participation in the  
determination of methods and procedures
1      2      3      4      5      6      7

12.	 The authority connected with the job
1      2      3      4      5      6      7

13.	 The opportunity to develop close friendships in the job
1      2      3      4      5      6      7

Scoring and Interpretation 
Score the exercise as follows to determine what motivates you: 
Rating for question 5 = ______.
Divide by 1 = ______ security.

Rating for questions 9 and 13 = ______.
Divide by 2 = ______ social.

Rating for questions 1, 3, and 7 = ______.
Divide by 3 = ______ esteem.

Rating for questions 4, 10, 11, and 12 = ______.
Divide by 4 = ______ autonomy.

Rating for questions 2, 6, and 8 = ______.
Divide by 3 = ______ self-actualization.

Your instructor has national norm scores for presidents, 
vice presidents, and upper-middle-level, lower-middle-level, 
and lower-level managers with which you can compare your 
mean importance scores. How do your scores compare with 
the scores of managers working in organizations?
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Ch16	 Apply Your Skills: Small Group Breakout
Should, Need, Like, Love
Step 1. Divide into groups of three to five students. Indi-
vidually, write down your responses to the following four 
instructions.

  1.	Think of a school or work task that you felt an obli-
gation to complete, but that you did not want to do. 
Write the task here:

      _ ____________________________________

      _ ____________________________________

  2.	Think of a school or work task that you did only be-
cause you needed an extrinsic benefit, such as money or 
course credit. Write the task here:

      _ ____________________________________

      _ ____________________________________

  3.	Think of a school or work task that you do because  
you like it—it is enjoyable for you. Write that task 
here:

      _ ____________________________________

      _ ____________________________________

  4.	Think of a school or work task that you love to do—
one in which you become completely absorbed and 
from which you feel deep satisfaction when finished. 
Write the task here:

      _____________________________________

      _____________________________________

Step 2. Reflect on those four tasks and what they mean 
to you. Rate how highly motivated (high, medium, low) 
you were to perform each of the four tasks. Then rate how 
much mental effort (high, medium, low) was required for 
you to complete each of the four tasks.
Step 3. Compare your ratings with other members of your 
team. What is the correlation between doing a task because 
you Should-Need-Like-Love, your level of motivation, and 
the amount of mental effort required to complete the task? 
Develop conclusions from your analysis to present to the class.
Step 4. Discuss in your group: Are you more highly mo-
tivated when engaged in tasks that you like or love versus 
tasks you should do or need to do? Why? Does this cor-
roborate any motivation theory in the chapter? How can 
you increase the number of “like” and “love” tasks in your 
life? How might you reduce the number of “should” and 
“need” tasks? When you become a manager, will you want 
to increase the number of “like” and “love” tasks for your 
employees? How might you do so?

Ch16	 Apply Your Skills: Ethical Dilemma
To Renege or Not to Renege?80 
Federico Garcia, vice president of sales for Puget Sound 
Building Materials, a company based in Tacoma, 
Washington, wasn’t all that surprised by what company 
president Michael Otto and CFO James Wilson had to say 
during their meeting that morning.

Last year, launching a major expansion made sense to 
everyone at Puget, a well-established company that provided 
building materials, as well as manufacturing and installa-
tion services, to residential builders in the Washington and 
Oregon markets. Puget looked at the record new housing 
starts and decided that it was time to move into the Califor-
nia and Arizona markets, especially concentrating on San 
Diego and Phoenix, two of the hottest housing markets in the 
country. Federico carefully hired promising new sales repre-
sentatives and offered them hefty bonuses if they reached the 
goals set for the new territory over the following 12 months. 
All the representatives had performed well, and three of them 
had exceeded Puget’s goal—and then some. The incentive 
system he’d put in place had worked well. The sales reps were 
expecting handsome bonuses for their hard work.

Early on, however, it became all too clear that 
Puget had seriously underestimated the time that it would 

take them to build new business relationships and the costs 
associated with the expansion, a mistake that was already 
eating into profit margins. Even more distressing were the 
most recent figures for new housing starts, which were 
heading in the wrong direction. As Michael said, “Granted, 
it’s too early to tell if this is just a pause or the start of a real 
long-term downturn. But I’m worried. If things get worse, 
Puget could be in real trouble.”

James looked at Federico and said, “Our lawyers built 
enough contingency clauses into the sales reps’ contracts 
that we’re not really obligated to pay those bonuses you 
promised. What would you think about not paying them?” 
Federico turned to the president, who said, “Why don’t you 
think about it, and get back to us with a recommendation?”

Federico felt torn. On the one hand, he knew that the 
CFO was correct. Puget wasn’t, strictly speaking, under any 
legal obligation to pay out the bonuses, and the eroding 
profit margins were a genuine cause for concern. The presi-
dent clearly did not want to pay the bonuses. But Federico 
had created a first-rate sales force that had done exactly 
what he’d asked them to do. He prided himself on being a 
man of his word—someone others could trust. Could he 
go back on his promises?
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What Would You Do? 

1.	 Recommend to the president that a meeting be arranged 
with the sales representatives entitled to a bonus and tell 
them that their checks were going to be delayed until 
Puget’s financial picture clarified. The sales reps would 
be told that the company had a legal right to delay pay-
ment and that it may not be able to pay the bonuses if 
its financial situation continues to deteriorate.

2.	 Recommend a meeting with the sales representatives 
entitled to a bonus and tell them that the company’s 

deteriorating financial situation triggers one of the 
contingency clauses in their contract, so the company 
won’t be issuing their bonus checks. Puget will just 
have to deal with the negative impact on sales rep 
motivation.

3.	 Recommend strongly to the president that Puget pay 
the bonuses as promised. The legal contracts and finan-
cial situation don’t matter. Be prepared to resign if the 
bonuses are not paid as you promised. Your word and a 
motivated sales team mean everything to you. 

Ch16	 Apply Your Skills: Case for Critical Analysis
Lauren’s Balancing Act
DeMarco’s Department Store manager Lauren Brewster’s 
“Wow” moment came when she observed a Chicago restau-
rant staff ’s gushing treatment of an international celebrity.

“Everyone dreams of that kind of star treatment,”  
Lauren told her assistant, Jack Klein. “Think about it. Peo-
ple brag about their bank or the local bar where ‘everybody 
knows your name,’ or enjoy showing off a favorite restaurant 
where the hostess always remembers their favorite table.”

DeMarco’s, like other upscale department stores, suf-
fered the double whammy of a slumping economy and 
increased competition from discount retailers and online 
shopping. How could the store, the “box,” compete, retain 
its old customers, and build a strong future customer base?

“We’ve always known that it’s all about customer 
service,” Lauren said. “But what’s so great about grabbing 
a giant plastic shopping cart and slogging through some 
giant warehouse in your shorts and flip-flops, and then 
joining the herd at the checkout? That is not a shopping 
experience.”

“And what isn’t great about being treated like Oprah 
from the moment you hit the door until the sales associate 
swipes your card and hands over something lovely that you 
just purchased?” Jack asked.

Lauren’s idea was that store customers receive that 
personal, upscale, “you’re somebody special here” treatment 
at DeMarco’s. Sales associates would raise their own pro-
fessional level, regard customers as worthy of personalized 
service, and build their own clientele. As added incentive, 
the entire DeMarco’s sales team was changed over from 
hourly pay to straight commission. “Your pay is built 
through your own initiative and individualized service that 
makes customers return to you again and again,” Lauren 
instructed the sales force at the outset of the experiment. 
The idea intrigued Corporate, which approved a two-year 
experiment.

As expected, the new plan created a minor exodus 
among those who wanted the assurance of a “regular pay-
check.” But as the program moved through its first year, 
both store and corporate management was pleased with 
the overall results. Marketing pushed the new image of 
elite, personalized customer service, and statements such 

as “Katherine at DeMarco’s helped me select this outfit,” or 
“Damien always lets me know when something new arrives 
at DeMarco’s that he thinks is perfect for me” became the 
typical boast of savvy shoppers. 

Now, two years into the experiment, Corporate urged 
Lauren to submit a full assessment of the program as a po-
tential model for implementation throughout the depart-
ment store chain. Sales numbers vouched for the overall 
success, particularly over the last two quarters of the second 
year. Certain associates, including Katherine Knowles in 
designer dresses and Damien Fotopolous in women’s shoes, 
showed significant gains as a result of straight commissions, 
and sales associates and customers responded favorably 
overall, urging a continuation of the program. Reliance on 
commissions inspired these and other sales associates to 
treat their individual department as if it were their own 
small business, becoming experts on nuances of merchan-
dise, exploring designs and trends, finding ways to promote 
their expertise, and building an impressive number of loyal 
customers.

The satisfaction level of customers was apparent in the 
numbers—not only sales numbers, but in repeat business, 
customer referrals to friends, and customer comment cards, 
all of which had been tracked since the beginning of the 
program. 

The downside of the experiment was that while some 
associates soared, others either veered toward an aggressive, 
pushy sales style or became intimidated by coworkers and 
teetered, monthly, on the verge of being replaced because 
they weren’t making sales. The once-proud tradition of 
cooperation among sales staff was, in many instances, being 
eaten away by relentless competition. Work assignments 
away from the sales floor were resented. In addition, the 
managers and sales associates of certain departments, such 
as women’s accessories, complained of lower wages because, 
as one sales associate pointed out, “My commission on a 
$50 belt is nothing compared to Katherine’s commission on 
a $2,800 designer dress.” Resentment was mounting among 
those who witnessed the extravagant wages of a few. 

“If we change this program, if we keep straight com-
mission for some and return to hourly pay for others, how 
does that fit with our new image?” Lauren said to Jack. 
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“How does it deal with the difference in pay scale? How 
does it assure us that the attitudes of our sales team and 
the culture of this store will not return to what we were 
before—just another store?”

Questions

1.	 What do you see as the advantages and disadvantages 
of the incentive system that DeMarco’s is using for sales 
associates? What impact do you think it’s having on the 
DeMarco’s culture? Explain.

2.	 Do you think the complaints of lower-paid sales as-
sociates are legitimate? Why? How do you suggest that 
Lauren respond to these complaints, such as the gripe 
that the system offers few opportunities for large com-
missions in some departments?

3.	 Have the successes of sales associates such as Kather-
ine or Damien created a situation in which customers’ 
loyalty to particular salespeople is stronger than their 
loyalty to the store? For example, if a successful associ-
ate leaves DeMarco’s, might the customer leave also? 

Ch16	 On the Job Video Cases

On the Job: Mike Boyle Strength & Conditioning: Motivating Employees
Questions

1.	 In the video, Mike Boyle talks about establishing a 
work environment that motivates employees to do great 
work. List two or three specific ways Boyle has created 
this type of environment in his gyms, and explain how 
these actions empower the employees. 

2.	 Co-founder Bob Hanson says that education is an 
important part of their approach to management. How 
does education relate to employee motivation and job 
enrichment?

3.	 The two trainers featured in the video seem very satis-
fied with their jobs. Use Maslow’s hierarchy of needs to 
explain why you think they feel the way they do. 
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Managing Communication
After studying this chapter, you should be able to:

	 1.	 Explain why communication is essential for effective management.

	 2.	 Describe the model of communication.

	 3.	 Explain how an open communication climate and the choice of 
a communication channel influence the quality of communication.

	 4.	 Clarify how communicating with candor, asking questions, listening, 
and nonverbal communication affect communication between a  
manager and an employee.

	 5.	 Describe the manager’s role in using social media to improve organi-
zational communication.

	 6.	 Explain the role of personal communication channels, including net-
works and the grapevine, in enhancing organizational communication.

	 7.	 Compare and contrast formal and informal organizational 
communications.

	 8.	 Summarize strategies for managing communication during a crisis. 

Do You Focus on What Others Say?

Communication Is the Manager’s Job
What Is Communication?
A Model of Communication 

Communicating Among People
Open Communication Climate
Communication Channels
Communicating to Persuade and Influence 

Others
Communicating with Candor
Asking Questions
Listening
Nonverbal Communication

Workplace Communication
Social Media
Personal Communication Channels

New Manager Self-Test: Are You  
Building a Personal Network?

Formal Communication Channels
Crisis Communication
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Mostly True Mostly False

  1.	 I am extremely attentive to what others say. __________ __________

  2.	 I deliberately show people that I am listening to them. __________ __________

  3.	 I really enjoy listening very carefully to people. __________ __________

  4.	 My mind does not wander when someone is talking. __________ __________

  5.	 I often restate what the person said and ask if I got it right. __________ __________

  6.	 I usually think about a response while a person is still talking. __________ __________

  7.	 I often ask people to clarify what they mean. __________ __________

  8.	 I ask questions in every conversation. __________ __________

  9.	 I am genuinely curious in conversations about what other people think. __________ __________

10.	 During a conversation, I frequently probe for deeper information. __________ __________

11.	 I inquire about others’ points of view on topics. __________ __________

Do You Focus on What Others Say? 1

Instructions:  Think about how you communicate with other people during a typical day at work or school. 
Answer the statements below based on whether they are Mostly True or Mostly False for you. There 
are no right or wrong answers, so answer honestly. 

In her 20 years with Metro Guide Publishing in Halifax, Nova Scotia, Patty Baxter 
had never known the phones to be so quiet. A leading publisher of glossy magazines 
in tourism, arts and culture, entertainment, business, lifestyle, and several other cat-

egories, Metro’s offices were usually humming with sales calls. Advertising sales were way 
down, and fortunately, Baxter discovered the reason before they fell off the cliff. It turned 
out that the young sales staff members were e-mailing clients and potential clients with 
their sales pitches rather than telephoning them. For these young people, who grew up 
texting and chatting online, calling someone without e-mailing first was strange, if not 
downright rude, suggesting as it did in their minds that they were prioritizing their needs 
over the client’s. Time for a lesson in business sales communications, Baxter decided.  
E-mail, texting, and online chatting is fine for some purposes, she pointed out, but it won’t  
cut it in professions like sales, where personal rapport is crucial. Establishing a personal 
relationship is a key part of making a sale, and that requires the warmth of a voice, if not a 
handshake. Baxter also hired Mary Jane Copps, a phone-use consultant, who was at first 

Scoring and Interpretation:  Focusing on what others say is comprised of two aspects—listening and 
asking questions. For your Listening score, sum 1 point for each Mostly True answer to items 1–5,  
plus 1 point for a Mostly False answer to question 6. Listening score = ____. For your Asking Questions 
score, sum 1 point for each Mostly True answer to items 7–11. Asking Questions score = ____. 
Managers face many distractions, which makes it hard to pay attention when someone is speaking. 
Listening attentiveness prevents many communication mistakes. In addition, effective managers learn 
the habit of inquiry, which means to ask questions to learn more about something or to confirm 
their understanding. A score of 4 or more on either scale suggests that you are pretty good on that 
aspect of communication. A combined score of 8 or higher on the two scales suggests that you have 
excellent focus on what others are saying.
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skeptical that she could actually make a living doing such a thing. Now Copps is in high 
demand because many young employees have “phone aversion.” At Metro Guide, training 
includes role playing that simulates sales calls to build confidence so the sales reps feel that 
they will be able to “say the right words, in the right order, in the right amount of time,” and 
that they will be able to listen with empathy and ask the right kinds of questions. Employ-
ees now keep track of how they contact clients and how they follow up with them to make 
sure that they are building the personal connections that will keep those advertising sales 
growing.2

Knowing how to communicate effectively is a vital part of every manager’s job. Good 
managers know which channels of communication to use for different types of messages, as 
well as why aspects of communication such as listening, asking questions, and giving can-
did feedback are so important to organizational success. The most successful organizations 
are the ones whose managers keep the lines of communication open. They have the courage 
to talk about what employees want to hear and explain difficult decisions, especially during 
tough economic times. In fact, one study shows that companies with highly effective com-
munication had 47 percent higher total returns to shareholders between 2004 and 2009, 
compared to companies with less effective communication practices.3

Not only does effective communication lead to better bottom-line results, but much  
of a manager’s time is spent communicating as well. Managers spend at least 80 percent of  
every working day in direct communication with others. In other words, 48 minutes of 
every hour is spent in meetings, on the telephone, communicating online, or talking in-
formally while walking around. The other 20 percent of a typical manager’s time is spent 
doing desk work, most of which is also communication in the form of reading and writing.4

This chapter explains why managers should make effective communication a prior-
ity. First, we examine communication as a crucial part of the manager’s job and describe 
a model of the communication process. Next, we consider how the interpersonal aspects 
of communication, including open communication climates, communication channels, 
persuasion, communicating with candor, asking questions, and listening, affect managers’ 
ability to communicate. Then we look at the workplace as a whole and consider the role of 
social media, personal communication networks, formal communications, and the impor-
tance of crisis communication. 

Communication Is the Manager’s Job 
Exhibit 17.1 illustrates the crucial role of managers as communication champions. Manag-
ers gather important information from both inside and outside the organization and then 
distribute appropriate information to others who need it. Managers’ communication is  
purpose-directed, in that it directs everyone’s attention toward the vision, values, and desired goals 
of the team or organization and influences people to act in a way to achieve the goals. Managers 
facilitate strategic conversations by using open communication, actively listening to others, 
asking questions, and using feedback for learning and change. Strategic conversation 
refers to people talking across boundaries and hierarchical levels about the team or organi-
zation’s vision, critical strategic themes, and the values that help achieve important goals.5 

At Procter & Gamble (P&G), for instance, CEO A. G. Lafley created a process that opened 
a strategic conversation between top management and leaders in the business units to discuss 
five themes: What is your vision? Where will you play? How will you win? What capabilities 
must be in place? What management systems are needed? Rather than formal presentations 
by top leaders, strategy meetings became informal dialogues among small teams of people 
from all levels. The goal was to create strategic thinkers throughout the organization.6

Managers use different methods to communicate, depending on the purpose of the 
communication and the audience. After disappointing sales results, Virginia Rometty, 
CEO of IBM, posted a video on the company’s internal Web site to get the word out to 
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hundreds of thousands of employees in 170 coun-
tries that IBM must move faster and do better at 
letting clients know the value that IBM can bring 
to them. Her “think fast, move faster” speech was 
part reprimand and part pep talk. “Our funda-
mentals are strong and our future is in our own 
hands,” Rometty said. “I know we will confront 
this honestly and with urgency, and moments 
like this are when IBMers rise to the occasion.”7 

 Online communication, including social media, 
which will be discussed later in this chapter, is 
growing in popularity. In fact, 65 percent of manag-
ers surveyed say that they expect to use social media 
more next year to communicate with employees.8

What Is Communication?
Most of us think of spoken or written language 
when we think about communication, but words 
are only a small part of human communication. 
Managers are observed carefully by employees, 
so it’s important to remember that everything a 

Manager as
Communication Champion

External
Information

Internal
Information

Strategic Conversations

Methods
Direct attention to
vision, values,
desired outcomes
Influence employee
behavior

Purpose-Directed

Open communication
climate
Asking questions
Listening
Feedback

Rich channels
Social media
Upward, downward,
and horizontal
channels
Personal networks

exhibit	     17.1      
The Manager as  
Communication Champion

SOURCES: Adapted from Henry Mintzberg, The Nature of Managerial Work (New York: Harper and Row, 1973); and Richard L. Daft,  
The Leadership Experience, 3d ed. (Mason, OH: South-Western, 2005), p. 346.
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Michael Newcombe has climbed the corporate ladder of 
the prestigious Four Seasons Hotel chain successfully due 
to his exceptional management capabilities, including his 
communication skills. Newcombe firmly believes in routinely 
talking with all his workers at all levels in order to understand 
their changing needs and to prevent problems before they occur. 
His personal interest in every employee also makes people feel 
valued and invested in the organization. 

L
e

a
d

in
g

5

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Part 5  Leading590

manager does and says will communicate something. In addition, communication is a two-
way street that includes asking questions, seeking feedback, paying attention to nonverbal 
communication of others, and listening actively. Communication is the process by which 
information is exchanged and understood by two or more people, usually with the intent 
to influence or motivate behavior.

Surveys of managers show that they consider communication their most critical skill 
and one of their top responsibilities.9 Most managers realize, however, that they need 
to improve their communication effectiveness. Fewer than half of responding managers 
bother to tailor their messages to employees, customers, or suppliers. Even fewer seek feed-
back from employees or customers because they fear hearing bad news. Without feedback, 
though, managers can’t respond adequately to problems or opportunities, and their plans 
and decisions may be out of alignment with employee perceptions and interests.10 In an-
other recent survey by AMA Enterprise, nearly 40 percent of employees said that they 
feel out of the loop and don’t know what is going on at their companies. Only a measly  
9 percent reported knowing what is going on most of the time.11

A Model of Communication

Being a good communicator starts with appreciating how complex communication is 
and  understanding the key elements of the communication process, as illustrated in  
Exhibit 17.2 and described in the following text.

Many people think communication is simple and natural. After all, we communicate 
every day without even thinking about it. In reality, though, human communication is quite 
complex and fraught with opportunities for misunderstanding. Communication is not just 
sending information, but sharing information in a planned way. A manager who has the 
ability to deliver rousing speeches or write brilliant commentary, but who doesn’t know 
how to listen, is not an effective communicator. Honoring this distinction between sharing 
and proclaiming is crucial for successful management.

Knowing what communication entails helps you appreciate the complexity of it. As 
shown in Exhibit 17.2, a manager who wants to communicate with an employee encodes  
a thought or idea by selecting symbols (such as words) with which to compose a message. 
The message is the tangible formulation of the thought or idea sent to the employee, and 
the channel is the medium by which the message is sent. The channel might be a telephone 

Interpret
message

Channel Message
Verbal and 
nonverbal
symbols

Channel

Message
Verbal and 
nonverbal
symbols

Ch
an

ne
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nn
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Receiver
Formulate
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Interpret
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Potential
for error or

misunderstanding Formulate
message

exhibit	     17.2      
A Model of Communication
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call, an e-mail message, a formal report, or a face-to-face conversation. The employee  
decodes the symbols to interpret the meaning of the message. Feedback occurs when the 
employee responds to a manager’s communication with a return message. As illustrated in 
the exhibit, the nature of effective communication is cyclical, in that a sender and receiver 
may exchange messages several times to achieve a mutual understanding.

Encoding and decoding sometimes can cause communication errors. Have you heard 
someone say, “But that’s not what I meant!” or wasted time and energy on misunderstood 
instructions? Individual differences, knowledge, values, attitudes, and background act as 
filters and may create “noise” when translating from symbols to meanings. We’ve all likely 
experienced communication breakdowns because people can misinterpret a message easily. 
Feedback enables a manager to determine whether the employee correctly interpreted the 
message. The potential for communication errors is why feedback is so important. Without 
feedback, the communication cycle is incomplete. Effective communication involves both 
the transference and the mutual understanding of information.12

•	 The manager’s role as communication champion means 
to engage in purpose-driven strategic conversations via 
multiple channels.

•	 Social media is a method of communication that is 
growing in popularity as an effective way to communi-
cate information within an organization.

•	 Strategic conversation refers to dialogue across bound-
aries and hierarchical levels about the team or organiza-
tion’s vision, critical strategic themes, and the values that 
help achieve important goals.

•	 Communication is the process by which information is 
exchanged and understood by two or more people. 

•	 The sender encodes the idea by selecting symbols with 
which to compose a message and selecting a communica-
tion channel; the receiver decodes the symbols to inter-
pret the meaning of the message.

•	 The message is the tangible formulation of an idea to be 
sent to the employee.

•	 The term channel refers to the medium by which 
a message is sent, such as a phone call, blog, or text 
message.

•	 Feedback occurs when the receiver responds to the 
sender’s communication with a return message.

Remember This

Communicating Among People 
Quicken Loans CEO Bill Emerson holds two-hour lunch meetings with groups of 15 em-
ployees at a time to fill them in on what is happening with the company and the mortgage 
industry, ask about their problems and concerns, and solicit ideas and opinions about how 
the company operates. Emerson depended heavily on middle- and lower-level managers for 
maintaining a strong communication climate while he wrestled with business problems dur-
ing the worst of the recent financial crisis, but he knows that his visible commitment is essen-
tial to keep effective organizational conversations going.13 Even in 1928, when Paul Galvin 
founded Motorola, he recognized the importance of being a communication champion. His 
son Bob said that his father did much of his important work in the company cafeteria. “He 
would always make a point of eating with employees at lunchtime,” Bob Galvin said. “He’d 
ask them lots of questions about operations, customers, and how to improve quality.”14

To act as communication champions and achieve the best possible outcomes, managers 
must understand how factors such as open communication climates, communication chan-
nels, the ability to persuade, communicating with candor, asking questions, listening, and 
nonverbal behavior all work to enhance or detract from communication. Managers should 
also consider how gender affects communication. The “Manager’s Shoptalk” explores how 
gender differences influence the effectiveness of communication between men and women. 
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Manager’s    Shoptalk
Gender Differences in Communication

T
o improve the effectiveness of workplace commu-
nication, managers should be aware of various fac-
tors that influence how people communicate. For 
example, according to Marianne Legato, founder 

of the Partnership for Gender-Specific Medicine at New 
York’s Columbia University, there is evidence that men’s 
and women’s brains process language differently, which 
leads to real differences in communication. In addition, 
learned behaviors associated with being male or fe-
male influence communication patterns. Deborah Tan-
nen, author of You Just Don’t Understand: Women and 
Men in Conversation, has spent three decades studying 
gender differences in communication. Grasping the 
following different communication styles of men and 
women can help managers maximize every employee’s 
talents and encourage both men and women to con-
tribute more fully to the organization.

•	 Purposes of conversations. Men’s conversations 
tend to focus on hierarchy—competition for rela-
tive power. To men, talk is primarily a means to 
preserve independence and negotiate and main-
tain status in a hierarchy. Men tend to use verbal 
language to exhibit knowledge and skill, such as 
by telling stories, joking, or passing on informa-
tion. For most women, although certainly not all, 
conversation is primarily a language of rapport, 
a way to establish connections and negotiate 
relationships. Women use their unique conversa-
tional style to show involvement, connection, and 
participation, such as by seeking similarities and 
matching experiences with others. 

•	 Decision-making styles. When women make deci-
sions, they tend to process and think of options 
out loud. Men process internally until they come 
up with a solution. Men can sometimes misunder-
stand women’s verbal brainstorming and assume 
that a woman is seeking approval rather than just 
thinking aloud.

•	 Success in collaborative environments. A report 
from McKinsey & Company, “Leadership Through 
the Crisis and After,” notes that the kinds of be-
haviors that executives say will help their compa-
nies through the economic crisis are most often 
practiced by female managers. Women typically 
score higher than men on abilities such as motivat-
ing others, fostering communication, and listening, 
abilities that are more important than ever when 
organizations are going through tough times.

•	 Interpretation of nonverbal messages. About 
70 percent of communication occurs nonverbally, 
but men and women interpret nonverbal com-
munication differently. Women believe that good 
listening skills involve making eye contact and 
demonstrating understanding by nodding. To 
men, listening can take place with minimum eye 
contact and almost no nonverbal feedback. Fur-
ther, when a man nods, it means that he agrees. 
When a woman nods, it means that she is listen-
ing. Women tend to be better at interpreting 
nonverbal communication. They are able to assess 
coalitions and alliances just by noting who is mak-
ing eye contact during critical points in a meeting.

Interestingly, some male managers may be shifting 
to a more female-oriented communication style in to-
day’s challenging economic environment because wom-
en’s approach to leadership and communication may be 
more suited to inspiring employees and helping people 
pull together toward goals during difficult times. 

Sources: Based on Deborah Tannen, “He Said, She Said,” Scientific American Mind 
(May–June 2010): 55–59; Carol Kinsey Goman, “Men and Women and Workplace 
Communication,” Business Analyst Times, May 26, 2009, www.batimes.com/articles 
/men-and-women-and-workplace-communication.html (accessed September 20, 
2012); and Elizabeth Bernstein, “She Talks a Lot, He Listens a Little,” The Wall Street 
Journal, November 16, 2010, http://online.wsj.com/news/articles/SB100014240527
48704658204575610921238173714 (accessed October 30, 2013).

Open Communication Climate

A survey of U.S. employees reveals that people genuinely want open and honest com-
munication from their managers, including the bad news as well as the good.15 This cre-
ated a dilemma for Tom Szaky, CEO of TerraCycle, a waste-recycling business, because 
he was hesitant to share bad news with his employees. He didn’t want them worrying 
about something that didn’t affect their jobs and becoming distracted and unproductive 
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as a result. “The problem with hiding information,” 
Szaky said, “was that when challenges came up,  
I felt pretty much alone on them, and the staff was 
left guessing what was happening. Predictably, the 
lack of information fueled rumors and damaged 
morale.” Today, Szaky encourages transparency and 
promotes open, honest communication. Employees 
see everything in great detail, even the bad news. 
This new climate has fostered a feeling of ownership 
and trust. It also brings issues to the forefront faster 
than ever before.16

Open communication means sharing all types 
of information throughout the organization, across 
functional and hierarchical boundaries. People 
throughout the organization need to see the big pic-
ture, understand the decisions that managers make, 
and know how their work contributes to the success 
of the company. Particularly in times of change, if 
people don’t hear what’s happening from manag-
ers, they rely on rumors and will often assume the 
worst.17 In an open communication environment, 
people know where they stand and what rules they 
need to play by. Open communication helps people accept, understand, and commit to 
goals. People can see how their actions interact with and affect others in the organization. 
When people have access to complete information, they are more likely to come up with 
creative solutions to problems and make decisions that are good for the company.

Unfortunately, when the employees in the survey mentioned here were asked to evalu-
ate how well their managers were doing in providing open and honest communication, the 
average score, on a scale of zero to 100, was 69.18 Managers can build an open communica-
tion climate by breaking down conventional hierarchical and department boundaries that 
may be barriers to communication. They can take care to communicate honestly with sub-
ordinates, keep people posted when things change in either a positive or negative direction, 
and help people see the financial impact of their decisions and actions.19

To achieve the advantages of open communication, managers should use the type 
of communication network that maximizes employee performance and job satisfaction. 
Research into employee communication has focused on two characteristics of effective 
communication: the extent to which team communications are centralized and the na-
ture of the team’s task.20 The relationship between these characteristics is illustrated in 
Exhibit 17.3. In a centralized network, team members must communicate through one 
individual to solve problems or make decisions. Centralized communication can be effec-
tive for large teams because it limits the number of people involved in decision making. The 
result is a faster decision that involves fewer people.21 In a decentralized network, indi-
viduals can communicate freely with other team members. Members process information 
equally among themselves until all agree on a decision.22 Decentralized communication is 
best for complex, difficult work environments where teams need a free flow of communica-
tion in all directions.23 

Communication Channels

Managers have a choice of many channels through which to communicate. A manager 
may discuss a problem face to face, make a telephone call, use text messaging, send an 
e-mail, write a memo or letter, or use social media, depending on the nature of the mes-
sage. Research has attempted to explain how managers select communication channels to 
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Research has shown that a culture of open communication 
offers many benefits to an organization and its employees, 
including higher productivity, better decision making, and lower 
turnover rates. Experts say that, even in the largest organizations, 
face-to-face communication is still the best means of being open 
and honest. Staff meetings or larger “town hall” meetings like this 
one emphasize the importance of the information being shared 
more so than any form of written communication, such as e-mail.
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enhance communication effectiveness.24 One approach to selecting an effective communi-
cation channel is to interpret the emotions of the person who will be receiving the message 
and then select the channel that will result in the best outcome. Scientists have shown 
that managers can understand how a person is feeling by studying important clues: facial 
expressions, gestures, body posture, and tone of voice. A smirk, a furrowed brow, or sagging 
body posture are strong indicators of a person’s emotions.25

Another factor that shapes a manager’s selection of a communication channel is the 
type and amount of information to be communicated. Research has shown that channels 
differ in their capacity to convey data. Just as a pipeline’s physical characteristics limit the 
kind and amount of liquid that can be pumped through it, a communication channel’s 
physical characteristics limit the kind and amount of information that can be conveyed 
through it. The channels available to managers can be classified into a hierarchy based on 
information richness.

The Hierarchy of Channel Richness 
Channel richness is the amount of information that can be transmitted during a com-
munication episode. The hierarchy of channel richness is illustrated in Exhibit 17.4. 
The capacity of an information channel is influenced by three characteristics: (1) the 
ability to handle multiple cues simultaneously; (2) the ability to facilitate rapid, two-way 
feedback; and (3) the ability to establish a personal focus for the communication. Face-
to-face discussion is the richest medium because it permits direct experience, multiple 

Centralized Network Decentralized Network

exhibit	     17.3      
Communication Networks

SOURCE: Joel Spolsky,  “A Little Less Conversation,” Inc. (February 2010): 28–29. From Mansueto Ventures LLC, 2010.

High
Channel Richness

Low
Channel Richness

Face-to-face
Communication

Reports/Bulletins

Letters and Memos

Advantages
Personal
Two-way
Fast feedback

Advantages
Permanent record
Premeditated
Easy to
   disseminate

Disadvantages
No permanent record
Spontaneous
Dif cult to
   disseminate

Disadvantages
Impersonal
One-way
Slow feedback

Telephone

Electronic Messages
(e-mail, Twitter, IM, blogs)

exhibit	      17.4      A Continuum of Channel Richness
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information cues, immediate feedback, and personal focus. Because of its richness, it is 
the best channel when communicating to people who are exhibiting strong emotions, 
such as anxiety, fear, or defensiveness. Face-to-face discussions facilitate the assimilation 
of broad cues and deep, emotional understanding of the situation. Telephone conversa-
tions are next in the richness hierarchy. Although eye contact, posture, and other body 
language cues are missing, the human voice still can carry a tremendous amount of emo-
tional information. 

Electronic communication, such e-mail, instant messaging, and text messaging, is in-
creasingly being used for messages that were once handled face to face or by telephone. 
However, in a survey by researchers at The Ohio State University, most respondents said 
that they preferred the telephone or face-to-face conversation for communicating difficult 
news, giving advice, or expressing affection.26 Because e-mail messages lack both visual and 
verbal cues and don’t allow for interaction and feedback, messages can sometimes be mis-
understood. Using e-mail to discuss disputes, for example, can lead to escalation rather 
than resolution of conflict.27 Too often, managers use e-mail or text messaging to avoid 
the emotional discomfort of a real-time conversation, hiding behind their computers to 
send rebukes or criticisms that they would never deliver in person. “Because we can’t see 
their hurt, it doesn’t matter as much,” says business consultant Margie Warrell. She advises 
managers to never use e-mail in the following circumstances:

●● When you are angry. As our anger increases, so does our inability to communicate  
effectively. Wait at least two hours to cool off before sending an e-mail message. Then you 
will be more able to choose the most constructive way to convey that you are upset.

●● When your message may be misunderstood. Meet in person with someone who may 
be defensive about certain issues. A face-to-face conversation ensures that the other 
person hears your message in the most positive way.

●● When you are cancelling or apologizing. To cancel an engagement, pick up the phone 
and call instead of e-mailing, to demonstrate that you care about the relationship. 
When an apology is called for, meet in person so that you can ask and receive forgive-
ness, which goes a long way toward restoring a damaged relationship.

●● When you are rebuking or criticizing. While it is never easy to deliver negative 
feedback, it is better to communicate rebukes or criticisms in person so that you can 
read visual cues and address any issues that the other person might raise.28 

Still lower on the hierarchy of channel richness are written letters and memos. Written 
communication can be personally focused, but it conveys only the cues written on paper 
and is slower to provide feedback. Impersonal written media, including flyers, bulletins, 
and standard computer reports, are the lowest in richness. These 
channels are not focused on a single receiver, use limited informa-
tion cues, and do not permit feedback.

Selecting the Appropriate Channel 
It is important for managers to understand that each communi-
cation channel has advantages and disadvantages and that each 
can be an effective means of communication in the appropriate 
circumstances.29 Channel selection depends on whether the mes-
sage is routine or nonroutine. Nonroutine messages typically are 
ambiguous, concern novel events, and involve great potential for 
misunderstanding. They often are characterized by time pressure 
and surprise. Managers can communicate nonroutine messages 
effectively by selecting rich channels. Routine messages are sim-
ple and straightforward. They convey data or statistics or simply 
put into words what managers already agree on and understand. 

“Electric communication 
will never be a substitute 
for the face of someone 
who with their soul 
encourages another 
person to be brave 
and true.”

—Charles Dickens (1812–1870),  

English novelist
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Routine messages can be efficiently communicated through a channel lower in richness, 
such as a memo, e-mail, text message, or Twitter. Written communications should be used 
when the communication is official and a permanent record is required.30

The key is to select a channel to fit the message. During a major acquisition, one firm 
decided to send top executives to all major work sites of the acquired company, where most 
of the workers met the managers in person, heard about their plans for the company, and 
had a chance to ask questions. The results were well worth the time and expense of the 
personal, face-to-face meetings because the acquired workforce saw their new managers 
as understanding, open, and willing to listen.31 Communicating their nonroutine message 
about the acquisition in person prevented damaging rumors and misunderstandings. The 
choice of a communication channel can also convey a symbolic meaning to the receiver; 
in a sense, the medium becomes the message. The firm’s decision to communicate face to 
face with the acquired workforce signaled to employees that managers cared about them 
as individuals.

Communicating to Persuade and Influence Others

Communication is not just for conveying information, but also for persuading and influ-
encing people. Although communication skills have always been important to managers, 
the ability to persuade and influence others is even more critical today. The command-and-
control mind-set of managers telling workers what to do and how to do it is gone. Key 
points for practicing the art of persuasion include the following:32

●● Establish credibility.  A manager’s credibility is based on knowledge, expertise, and 
interpersonal skills. By demonstrating a consistent ability to make well-informed, 
sound decisions, managers inspire employees to have more confidence in the manager’s 
leadership abilities.

●● Build goals on common ground. To be persuasive, managers should describe the benefits 
that employees will experience by embracing a new policy or fulfilling a request. An 
example is the manager who wanted to persuade fast food franchisees to support 
new pricing discounts desired by headquarters. The manager didn’t just explain that 
headquarters wanted the policies implemented; he cited research showing that the 
revised pricing would increase franchisees’ profits.33 When the franchisees saw how 
they would benefit personally, they were eager to adopt the new policies. If a manager 
can’t find common advantages, this is typically a signal that goals and plans need to be 
adjusted.

●● Connect emotionally. The most effective persuaders are good listeners who establish an 
emotional connection with others and balance their competence and credibility with 
warmth and understanding.34 They learn to understand others’ emotions and needs 
and adjust their approach to match the audience’s ability to receive their message. In 
addition, by looking at how people have interpreted and responded to past events, a 
manager can get a better grasp on how they might react to new ideas and proposals that 
the manager wants them to adopt.

●	 Use multiple media to send important messages. When a message is highly important, 
leaders often use redundant communications, sending the same message using different 
channels. For example, one leader explained a request to an employee in person, then 
immediately composed a follow-up e-mail to the same employee that summarized the 
request in writing. For companywide changes, leaders might hold small group sessions 
to talk with employees about a new policy, post an article in the newsletter, and use 
social media to make sure that everyone gets the information. By saying the same thing 
more than once via multiple channels, leaders add weight to the message and keep the 
issue at the top of employees’ minds.35
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To persuade and influence, managers have to communicate frequently and easily 
with others. Yet some people find interpersonal communication experiences unre-
warding or difficult and thus tend to avoid situations where communication is re-
quired. The term communication apprehension describes this avoidance behavior 
and is defined as “an individual’s level of fear or anxiety associated with either real 
or anticipated communication.” With training and practice, managers can overcome 
their communication apprehension and become more effective communicators.

Communicating with Candor

To influence and persuade, managers also have to be frank and straightforward about 
what they want and need from others. Communicating with candor means being 
direct, honest, and clear about what employees need to do to meet objectives, while 
also expressing respect for others and not making people feel slighted, controlled, or 
exploited. Unfortunately, communicating with candor is a problem for many manag-
ers. Jack Welch, speaker, author, and former CEO of General Electric (GE), says that 
when he asks groups of managers how many of them have received candid perfor-
mance appraisals, only about 10 percent of people raise their hands. When he asks 
how many have given candid appraisals to their employees, the results aren’t much 
better.36

Communicating with candor is a confident, positive approach that lets others know 
exactly where you stand and what you’re asking of them. The appropriate use of candid 
communication acknowledges the other person’s perspective and opinion, yet is very spe-
cific about what the manager wants and why. Some valuable techniques for communicating 
with candor include:37

●● Use “I statements.” To communicate with candor, you should keep the focus on the 
specific perception that you have, how it makes you feel, and the effect that it is having 
on you, rather than accusing or blaming the other person. Suppose that you share office 
space with a sloppy colleague. Rather than saying, “You drive me crazy by leaving food 
wrappers scattered all over the place,” you might say, “I’m finding it really hard to get our 
work done with all this clutter on the work table.”

●● Stick to facts rather than judgments. Don’t tell your colleague that she’s a disgusting 
slob; just let her know that the clutter she’s leaving on the table is interfering with your 
ability to do your work.

●● Be clear, specific, and direct in your requests. Say “I’d like for you to keep the worktable 
clean because we both have to use it to get our work done,” rather than “Why don’t you 
clean up the mess you leave around here?”

Communicating with candor is an important part of creating an open communica-
tion climate. When managers communicate with candor, they encourage others to do the 
same. Sheryl Sandberg, COO of Facebook and author of the controversial book Lean In, is 
known as a straight talker who believes in soliciting candid feedback broadly. Several years 
ago, after an interview with Tom Brokaw, Sandberg felt that she had stumbled through 
some of her answers. After the interview, she asked Brokaw how she could have done bet-
ter. He seemed surprised by the question and said that in his entire career, she was only 
the second person to have asked him for feedback.38 In an organization where candid com-
munication is the norm, everything works faster and better. When everyone feels free to 
open up and speak frankly, more people get involved in organizational conversations, which 
leads to more ideas and faster learning. In addition, candor means that ideas get debated, 
adapted, and acted upon more quickly. Candid communication leads to genuine ongoing 
conversations and limits common problems such as meaningless meetings, workplace inci-
vility, or rancorous silence.

Becoming an effective 
communicator 
may require you to 
overcome your fears 
and anxiety when 
communicating. Go 
to the “Experiential 
Exercise” on pages 
612–613 to assess 
your communication 
apprehension 
in a variety of 
communication 
settings.
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At Taunton Press, a special-interest publishing company, the lack of candor led to 
endless meetings and decreased productivity. In a small, close-knit company like Taunton, 
people naturally don’t want to offend one another. Yet over time, the culture of “terminal 
niceness” that evolved sabotaged teamwork. Executives hired consultants from Fierce 
Inc. to help Taunton leaders and employees see that healthy relationships include both 
confrontation and appreciation. Over time, Taunton transformed to a culture of candor, 
collaboration, and accountability.39

Asking Questions

The traditional top-down, command-and-control approach to organizational commu-
nication is no longer viable in today’s global, technologically sophisticated workplace. 
This traditional model is giving way to a more dynamic form of communication that is 
characterized by organizational conversations, which involve a give-and-take exchange of 
information.40 To have successful organizational conversations, managers need to learn 
to ask questions. Most managers do 80 percent telling and 20 percent asking, while it 
should be the other way around. Glenn Kelman, CEO of online real estate site Redfin, 
says “the most important thing you can do as an executive is to just ask the most basic 
question, which is, ‘What should Redfin be doing better?’” Kelman says people will 
automatically respond that everything is great, but if you keep asking and show that 
you’re sincere, they’ll eventually come forward with thoughts and ideas for how to make 
things better.41 Asking questions can benefit both managers and employees in numer-
ous ways: 42

●● Asking questions builds trust and openness between managers and employees. Managers 
who ask questions encourage their employees to share ideas and offer feedback. Duke 
Energy’s president and CEO, James E. Rogers, holds listening sessions with groups of 
90–100 employees, where he asks questions and offers responses. By engaging with 
employees in a format that resembles ordinary person-to-person conversation, Rogers 
is developing a culture built on trust and authenticity.43

●● Asking questions builds critical thinking skills. In one survey, 99 percent of top manag-
ers said critical thinking skills at all levels are crucial to the success of their organiza-
tions.44 Asking questions stimulates critical, independent thinking, encourages people 
to use their creativity, and leads to deeper, more lasting learning. 

●● Questions stimulate the mind and give people a chance to make a difference. When a 
manager asks a question of someone, it puts the individual on alert in a way that making 
a statement does not. If a plant foreman says, “We have to increase production to fill 
this order,” workers can listen to him and try to speed things up, or continue working 
as they have been. If, instead, the foreman asks employees, “What can we do to make 
sure we fill this order on time?” people can’t ignore him; they have to start looking for 
solutions. Thus, asking questions gets people to accept responsibility for solving their 
own problems.

Asking questions is an important dimension of the organizational conversation. Just as 
important is listening to the answers.

Listening

Of all the competencies critical to successful managerial communication, listening is at 
the top of the list. Yet listening seems to be a rare skill among managers, and the inability 
to listen is one of the key reasons that managers fail. In fact, a startling 67 percent of new 
managers fail within 18 months, and it’s because they don’t listen.45
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Listening involves the skill of grasping both facts and feelings to interpret a message’s 
genuine meaning. Only then can the manager provide the appropriate response. Listening 
requires attention, energy, and skill. Although about 75 percent of effective communication 
is listening, most people spend only 30 to 40 percent of their time listening, which leads to 
many communication errors.46 One of the secrets of highly successful salespeople is that 
they spend 60 to 70 percent of a sales call letting the customer talk.47 However, listening in-
volves much more than just not talking. Many people do not know how to listen effectively. 
They concentrate on formulating what they are going to say next rather than on what is 
being said to them. Harvard Business Review on Effective Communication cites research in-
dicating that within 48 hours, most people retain only 25 percent of what they’ve heard.48 

Most managers now recognize that important information flows from the bottom up, 
not the top down, and managers had better be tuned in.49 Some organizations use innova-
tive techniques for finding out what’s on employees’ and customers’ minds. Done correctly, 
listening is a vital link in the communication process, shown in the model of communi-
cation in Exhibit 17.2. Kevin Sharer, recently retired CEO of Amgen, calls it “strategic 
listening.”

Innovative  
Way
Amgen Inc.

Kevin Sharer admits that he was a terrible listener for much of his career. He didn’t mean to 
be; he just wanted to get ahead in life and believed to do so meant that he had to convince 
others of his point of view. Then, one day, he heard Sam Palmisano, who guided IBM to record 
growth and profits before he turned over the CEO position to Virginia Rometty in 2012, talk 
about why his work in Japan was so important to his leadership development. “Because I 
learned to listen,” Palmisano said. “I learned to listen by having only one objective: comprehen-
sion. . . . I wasn’t listening to critique or object or convince.”

It was an epiphany for Sharer, who realized that being a good leader is less about con-
vincing others of your point of view and more about respecting and getting the best out 
of people—and that requires really listening to them. A leader operates in a complex eco-
system, Sharer says, and has to employ strategic listening to get all the signals that give a full 
picture of what is going on. “You’ve got to seek out these signals actively and use every pos-
sible means to receive them,” he says. Sharer began regularly visiting and genuinely listening 
to people throughout the company. He admits that it wasn’t easy. “You have to change,” he 
says, “and you have to want to change. . . . There has to be a certain humility to listen well.” 50

Listening, Sharer believes, is the greatest sign of respect that you can give someone. 
“Eventually, executives who don’t listen lose the support of their teams and colleagues. And 
once you’ve lost that support, it’s almost impossible to get it back.”51

Managers at many companies are also tapping into the interactive nature of blogs and 
social media to stay in touch with employees and customers. Blogs, running Web logs 
that allow people to post opinions, ideas, and information, provide a low-cost, always-
fresh, real-time link between organizations and customers, employees, the media, and 
investors.52 One estimate is that 28 percent of Fortune 500 companies have a public blog 
to keep in touch with stakeholders.53 Blogs give managers another way to get valuable 
feedback. 

What constitutes good listening? Exhibit 17.5 gives ten keys to effective listening and 
illustrates a number of ways to distinguish a bad listener from a good listener. A good lis-
tener finds areas of interest, is flexible, works hard at listening, and uses thought speed to 
mentally summarize, weigh, and anticipate what the speaker says. Good listening means 
shifting from thinking about self to empathizing with the other person, which requires a 
high degree of emotional intelligence, as described in Chapter 14.
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exhibit	      17.5      Ten Keys to Effective Listening

Key Poor Listener Good Listener

  1.  Listen actively Minimally involved; unfocused Shows interest; nods; asks questions; paraphrases what is said

  2.  Keep an open mind Pays attention only to ideas that 
conform to own opinions

Looks for opportunities and new learning

  3.  Resist distractions Is easily distracted Fights distractions; tolerates bad habits; knows how to 
concentrate

  4. � Capitalize on the 
fact that thought is 
faster than speech

Tends to daydream with slow 
speakers

Challenges assumptions, anticipates; summarizes; listens be-
tween lines to tone of voice

  5.  Seek understanding Feigns agreement to bring the 
conversation to an end

Searches for common ground and new understanding

  6. � Judge content, not 
delivery

Tunes out if delivery is poor Judges content; skips over delivery errors

  7.  Hold one’s fire Spouts solutions before under-
standing the problem or question

Does not judge or respond until comprehension is complete

  8.  Listen for ideas Listens for facts Listens to central themes

  9. Work at listening No energy output; passive and 
laid back 

Works hard; exhibits active body state, eye contact

10.  Show respect Interrupts; talks over the other 
person when trying to get a point 
across 

Learns to keep quiet and let the other person do most of the 
talking

SOURCES: Based on “A Field Guide to Identifying Bad Listeners,” McKinsey Quarterly, Issue 2 (2012): 112; Bernard T. Ferrari, “The Executive’s Guide to Better Listening,” 
McKinsey Quarterly, Issue 2 (2012): 50–60; John Keyser, “Active Listening Leads to Business Success,” T+D (July 2013): 26–28; Diann Daniel, “Seven Deadly Sins of (Not) 
Listening,” CIO, September 7, 2004, www.cio.com/article/134801/Seven_Deadly_Sins_of_Not_Listening_ (accessed December 7, 2012); Philip Morgan and Kent Baker, 
“Building a Professional Image: Improving Listening Behavior,” Supervisory Management (November 1985): 34–38; and Sherman K. Okun, “How to Be a Better Listener,” 
Nation’s Business (August 1975): 62. 

Nonverbal Communication

Managers should be aware that their body language—facial  
expressions, gestures, touch, and use of space—can communicate 
a range of messages, from enthusiasm, warmth, and confidence 
to arrogance, indifference, displeasure, and condescension.54 For 
example, a manager who consistently delivers his or her verbal 
messages with a scowling expression or a sarcastic look will likely 
not develop positive interpersonal relationships, no matter how 
positive the verbal messages are.55 Nonverbal communication 
refers to messages sent through human actions and behavior 
rather than through words.56 Managers should take care to 
align their facial expressions and body language to support an 
intended message. When nonverbal signals contradict a man-
ager’s words, people become confused and may discount what is 
being said and believe the body language instead. Managers are 
watched, and their behavior, appearance, actions, and attitudes 
are symbolic of what they value and expect of others.

Most of us have heard the saying “Actions speak louder than 
words.” Indeed, we communicate without words all the time, 
whether we realize it or not. Interesting new research shows 

Messages are conveyed not only by what is said, 
but by how it is said and the facial expressions and 
body language of the people involved. Face-to-face 
communication is the richest communication 
channel because it facilitates these nonverbal cues 
and allows for immediate feedback. Important issues 
should be discussed face to face.

Concept Connection
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that posture and body position has a tremendous impact both on how people are perceived 
as well as how they actually perform.57 Katy Keim, chief marketing officer of Lithium, used 
to step back from listeners during presentations or conversations, resting her weight on 
her back foot with her hands clasped in front of her. She was often surprised when people 
asked if she was nervous. After working with a coach and watching herself on video, she 
realized that her posture “was slightly standoffish” and didn’t project the strength that she 
wanted to show to clients.58 Research from Harvard Business School and Columbia Busi-
ness School shows that merely holding your body in a “high-power pose” for a few minutes 
in private—such as standing tall with shoulders pulled back, widening your stance, or lean-
ing forward over a desk with hands planted firmly on the surface—leads to higher levels of 
testosterone and lower levels of stress. That is, these powerful body poses seem to boost as 
well as project confidence and assertiveness. Most people are totally unaware of the signals 
that they send through their body language, and breaking old habits that project defensive-
ness, nervousness, or a lack of confidence, such as slumping, folding one’s arms across the 
chest, and waving the hands when talking, can take concentrated effort and practice. 

Most managers are astonished to learn that words themselves often carry little mean-
ing. A significant portion of the shared understanding from communication comes from 
the nonverbal messages of facial expression, voice, mannerisms, posture, and dress. One 
researcher found three sources of communication cues during face-to-face communi
cation: the verbal, which are the actual spoken words; the vocal, which include the pitch, 
tone, and timbre of a person’s voice; and facial expressions. According to this study, the rela-
tive weights of these three factors in message interpretation are as follows: verbal impact, 
7 percent; vocal impact, 38 percent; and facial impact, 55 percent.59 To some extent, we 
are all natural face readers, but at the same time, facial expressions can be misinterpreted, 
suggesting that managers need to ask questions to make sure that they’re getting the right 
message. Managers can hone their skills at reading facial expressions and improve their 
ability to connect with and influence followers. Studies indicate that managers who seem 
responsive to the unspoken emotions of employees are more effective and successful in 
the workplace.60

•	 Open communication means sharing all types of infor-
mation throughout the organization and across func-
tional and hierarchical boundaries.

•	 A centralized network is a communication structure 
in which team members communicate through a single 
individual to solve problems or make decisions.

•	 A decentralized network is a communication structure 
in which team members freely communicate with one 
another and arrive at decisions together.

•	 Channel richness is the amount of information that can 
be transmitted during a communication episode.

•	 Although communication skills have always been impor-
tant to managers, the ability to persuade and influence 
others is even more critical today.

•	 Communication apprehension is an individual’s 
level of fear or anxiety associated with interpersonal 
communication.

•	 Communicating with candor means being direct, hon-
est, and clear about what employees need to do to 
meet objectives, while also expressing respect for oth-
ers and not making people feel slighted, controlled, or 
exploited.

•	 To encourage a give-and-take exchange of information 
between managers and employees, managers need to 
learn to ask questions.

•	 Listening involves the skill of grasping both facts and 
feelings to interpret a message’s genuine meaning.

•	 Nonverbal communication means communicating 
through actions, gestures, facial expressions, and behav-
ior rather than through words.

•	 Practicing powerful body poses seem to boost as well as 
project confidence and assertiveness. 

Remember This
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Workplace Communication 
Another aspect of management communication concerns the organization as a whole. 
Four elements of workplace communication for managers to master are (1) using social 
media to improve internal and external communication; (2) using informal, personal com-
munication channels; (3) establishing formal communication channels; and (4) developing 
strategies for crisis communication.

Social Media

Social media refers to a group of Internet-based applications that allow the creation and ex-
change of user-generated content. The term social media covers a broad range of applications, 
including wikis, blogs, microblogs (e.g., Twitter and China’s Sina Weibo), content communi-
ties (e.g., YouTube), social networking sites (e.g., Facebook), and virtual social worlds (e.g., 
Second Life).61 Various forms of social media are reinventing how people in organizations 
communicate among themselves and with customers and other stakeholders. Dallas-based 
7-Eleven Inc. has about 2,000 field consultants who use Yammer to share knowledge and 
learn best practices for how to help franchise owners improve their businesses.62 Starbucks 
asks customers for ideas on a social media portion of its Web site and then lets people vote 
on them, turning criticism into better products. Managers at Aquasana, a home water filtra-
tion company, mine the social media interactions of its competitors’ customers to find out 
what people like and don’t like and create marketing campaigns that win business.63 

Companies are embracing social media in a big way. 
Forrester Research says that sales of software to run 
corporate social networks will grow 61 percent a year 
and be a $6.4-billion business by 2016.64 So far, social 
media hasn’t boosted U.S. productivity significantly, 
but economists such as MIT’s Erik Brynjolfsson say 
that it takes about five years for a new technology to 
show its full impact on companies that use it. Social 
media has been used for only two or three years in 
most companies, largely for communicating with cus-
tomers and enhancing employee collaboration.65 

Listening to Customers 
Managers in companies from small entrepreneurial 
firms and nonprofit agencies to huge corporations are 
using social media to listen to customers. Dr. Pepper, 
for example, uses social media to listen to customers 
by building an 8.5-million-strong fan base on Face-
book. These loyal followers who “like” the soft drink 
help the brand hone its marketing message. The com-
pany sends out two messages daily on its Facebook 
fan page and then monitors the fans’ reactions. Using 
tools from Facebook, Dr. Pepper measures how many 
times a message is viewed, how many times it is shared 
with other Facebook users, and what responses it gets. 
These data help managers adjust their brand messag-
ing. “We mine data to understand what is appreciated, 
and what is not,” says Robert Stone, director of interac-
tive media services for Dr. Pepper Snapple Group Inc. 
“It helps us shape what we are.”66 The huge health care 
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Home decor retailer Pottery Barn has been acknowledged as a 
leader in the use of social media for listening to and communicating 
with customers. The organization has representatives dedicated 
to monitoring the company Facebook page, for example, so that 
customer questions and complaints are addressed right away—often 
within minutes of the initial posting. Pottery Barn also follows the 
current etiquette for social media by focusing on sharing information 
rather than seizing the opportunity to “hard-sell” its products.
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provider Kaiser Permanente has used social media tools so effectively to listen to custom-
ers and improve service that positive media mentions of the organization have increased 
close to 500 percent over the past five years.67

Communicating to Customers 
Managers also use social media to communicate corporate news quickly to customers. 
Domino’s relied on the popularity of online communities to calm jittery customers after 
a damaging prank video showing two employees defacing pizzas and sandwiches was up-
loaded to YouTube. Domino’s managers chose to respond with a viral video of their own. 
The company president apologized and thanked the online community for bringing the 
issue to his attention. He announced that the wrongdoers would be prosecuted and out-
lined the steps that Domino’s was taking to ensure that the episode would never happen 
again. By engaging in an online conversation about the crisis, Domino’s demonstrated con-
cern for its customers and squelched further rumors and fears.68

Engaging Employees 
Using social media can enable people to connect with one another easily 
across organizational and geographical boundaries based on professional 
relationships, shared interests, problems, or other criteria. Interacting 
through public sites and corporate networks gives employees opportuni-
ties to participate in an online community, sharing personal and profes-
sional information and photos, producing and sharing all sorts of ideas 
and opinions. By 2013, social media had become not just a means for con-
nection and collaboration, but also an effective employee engagement tool 
for companies such as GE.69 GE introduced an internal social network 
called GE Colab in January 2012, and it has been an astounding success, 
thanks partly to the efforts of Ron Utterbeck, CIO for GE Corporate, 
who first introduced it to GE’s “power users” to encourage high levels of 
activity. “Our social media metrics focus largely on engagement [of both 
employees and customers] because that’s where we connect with people 
and build the bond of emotional equity,” said Linda Boff, GE’s executive 
director of global digital marketing.70 Another company that effectively 
uses social media for engagement is the Northern European branch of 
Tupperware, Tupperware Nordic.

“Don’t think of social 
media as just another 
check box on your list 
of things to do. . . . It’s 
not just about putting 
information out there, but 
listening and engaging in 
conversation.”

—Lasandra Brill, senior manager of 

global social media, Cisco

Innovative  
Way
Tupperware Nordic

Tupperware may seem “old school,” but it is cutting-edge when it comes to using social 
media to engage people and build community. Steve Ove Fenne, former managing director 
at Tupperware Nordic, used social media to create a high level of employee engagement by 
building a connected community based on authenticity, pride, attachment, and fun.

To support authenticity, Fenne began building positive connections with distributors and 
consultants in the real world and then made sure that messages delivered through social 
media were consistent with actions in the real world. Previously, individuals operating distri-
bution warehouses and sales consultants were almost never invited to headquarters. Fenne 
didn’t just invite them—he literally rolled out a long red carpet as a symbolic gesture. He 
began regularly visiting all major centers of activity to establish personal relationships. He fol-
lowed up with blogs, e-mails, podcasts, and other messages on social media. He also person-
ally read every message sent to him by consultants, rather than assigning the job to others, 
and would respond with one-liners such as “WOW! We are so proud of you” (adding the 
person’s first name). When his time was limited, he posted messages on his social media page 
explaining the situation and reaffirming his support of and pride in each and every consultant. 

By using social media to build a community, Fenne helped people who were often work-
ing in isolation feel more attached to one another and to the company as a whole.71 
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Personal Communication Channels

Personal communication channels coexist with formal channels within an organiza-
tion but may skip hierarchical levels, cutting across vertical chains of command to connect 
virtually anyone in the organization. In most organizations, these informal channels are 
the primary way that information spreads and work gets accomplished. Three important 
types of personal communication channels are personal networks, the grapevine, and written 
communication.

Developing Personal Communication Networks 
Personal networking refers to the acquisition and cultivation of personal relationships 
that cross departmental, hierarchical, and even organizational boundaries.72 Successful 
managers consciously develop personal communication networks and encourage oth-
ers to do so. Consider Nick Chen, who loved his job as a software engineer designing 
programs for mobile phones. The work was rewarding, the pay was good, and the work-
ing conditions were excellent. “The best part of being a software engineer,” said Nick, 
“is working with a team of professionals who are excited about finding the next break-
through in mobile technology.” Nick’s team had recently designed a chipset that would 
revolutionize the way that people communicate with their mobile phones. Nick’s manag-
ers recognized his contributions with a year-end bonus, so he was feeling confident about 
his future with the company. However, Nick had become eager for more responsibility, 
so he began looking for a management position. During his one-hour commute to work 
every morning, he used LinkedIn to strengthen his professional network and explore job 
openings in the mobile technology industry. His efforts paid off. One morning, while 
updating his profile, Nick got a message from a former colleague who had recently taken 
a position at Qualcomm in San Diego. She recommended that Nick apply for a new 
position as product manager for the Android smartphone. Eager to learn more, Nick be-

came one of the company’s LinkedIn followers, and 
he found out that Qualcomm had earned a strong 
reputation as a great place to work and had been 
named to Fortune magazine’s list of “100 Best Com-
panies to Work For” 14 years in a row. Nick quickly 
updated his résumé and applied for the position.73

Personal networking, enhanced through social 
and professional networking sites like LinkedIn, is an 
important skill for managers because it enables them 
to get things done more smoothly and rapidly than 
they could do in isolation. People who have more 
contacts have greater influence in the organization 
and get more accomplished. Exhibit 17.6 illustrates 
a communication network within an organization. 
Some people are central to the network while oth-
ers play only a peripheral role. The key is that rela-
tionships are built across functional and hierarchical 
boundaries. For example, in Exhibit 17.6, Sharon 
has a well-developed personal communication net-
work, sharing information and assistance with many 
people across the marketing, manufacturing, and en-
gineering departments. Contrast Sharon’s contacts 
with those of Mike or Jasmine, who are on the pe-
riphery of the network. Who do you think is more 
likely to have greater access to resources and more 
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Concept Connection

There are many opportunities for personal networking, both in 
the real world and online. Professional and trade associations, for 
example, often host after-work events where professionals from 
the same industry can meet and get to know one another. A city’s 
chamber of commerce may also sponsor networking events that 
span industries and business types. And of course, Web sites like 
LinkedIn provide excellent networking opportunities online. A savvy 
businessperson will pursue many of these options simultaneously in 
an ongoing manner.
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As a new manager, 
it is essential to 
nurture a personal 
communication 
network. Complete the 
“New Manager Self-
Test” on page 606 to 
see if you have the skills 
for effective networking. 

influence in the organization? Here are a few tips from one expert networker for building a 
personal communication network:74

●   �  Build it before you need it. Smart managers don’t wait until they need something 
to start building a network of personal relationships—by then, it’s too late. In-
stead, they show genuine interest in others and develop honest connections.

●● Never eat lunch alone. Master networkers make an effort to connect with as many 
people as possible, and they keep their social as well as business conference and 
event calendars full. Tim Gutwald created a service called Network Shuffle that 
randomly assigns members a new connection once a month to make sure that 
people’s networks are constantly expanding.75

●● Make it win-win. Successful networking isn’t just about getting what you want; 
it’s also about making sure that other people in the network get what they want.

●● Focus on diversity. The broader your base of contacts, the broader your range of 
influence. Build connections with people from as many different areas of interest 
as possible (both within and outside the organization).

Most of us know from personal experience that “who you know” sometimes counts 
for more than what you know. More than 200 years ago, Joseph Priestly, a young amateur 
scientist and minister, was performing experiments in isolation in a makeshift laboratory 
in the English countryside. Priestly was very intelligent, but he was isolated from other 
scientists until he traveled to London to attend a meeting of the Club of Honest Whigs, 
where a wide range of thinkers convened to talk about science, theology, politics, and other 
topics. The brainchild of Benjamin Franklin, the club was an early networking group that 
gave Priestly the chance to build a network of relationships and collaborations. He went 
on to have an illustrious scientific and writing career, famously discovering the existence 
of oxygen.76 Like Priestly, by cultivating a broad network of contacts, managers can extend 
their influence significantly and accomplish greater results.

The Grapevine 
Because 90 percent of employees engage in gossip, every manager eventually will have 
to contend with its effects in the workplace.77 Although the word gossip has a negative 
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Marketing Manufacturing Engineering

Jasmine

David

Ann

Sharon

Mike

exhibit	      17.6      An Organizational Communication Network
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connotation, it may actually be good for a company, especially during times of significant 
organizational change, such as layoffs or downsizing. In fact, gossip can be an invaluable 
tool for managers. Gossip provides an efficient channel to communicate information be-
cause it will move more rapidly than through a formal channel. Another advantage of gos-
sip is that managers who tap into the gossip network may find it a useful “early warning 
system” that helps them learn about internal situations or events that might need their at-
tention. Plus, gossip is one way employees relieve feelings of tension and anxiety, especially 
during periods of change. Another benefit is that gossip may give marginalized employees 
an opportunity to have a voice within the organization.78

Gossip typically travels along the grapevine, an informal, person-to-person communi-
cation network that is not officially sanctioned by the organization.79 The grapevine links 
employees in all directions, ranging from the CEO through middle management, support 
staff, and line employees. The grapevine will always exist in an organization, but it can 
become a dominant force when formal channels are closed. In such cases, the grapevine is 
actually a service because the information that it provides helps makes sense of an unclear 
or uncertain situation. Employees use grapevine rumors to fill in information gaps and 
clarify management decisions. One estimate is that as much as 70 percent of all commu-
nication in a firm is carried through its grapevine.80 The grapevine tends to be more active 
during periods of change, excitement, anxiety, and sagging economic conditions. Managers 

New Manager     Self-Test
Are You Building a Personal Network?

Instructions: How much effort do you put into develop-
ing connections with other people? Personal networks may 
help a new manager in the workplace. To learn something 
about your networking skills, answer the questions below. 
Please indicate whether each item is Mostly True or Mostly 
False for you in school or at work.

1.	 I learn early on about changes going  
on in the organization and how they  
might affect me or my position.	

2.	 I network as much to help other   
people solve problems as to help  
myself. 	

3.	 I am fascinated by other   
people and what they do. 	

4.	 I frequently use lunches to meet  
and network with new people. 	

5.	 I regularly participate in 
charitable causes. 	

6.	 I maintain a list of friends and   
colleagues to whom I send holiday  
greeting cards. 	

7.	 I maintain contact with people from 
previous organizations and school  
groups.  	

8.	 I actively give information to 
subordinates, peers, and my boss. 	

Scoring and Interpretation: Give yourself one point 
for each item marked as Mostly True. A score of 6 or higher 
suggests that you engage in active networking and have a 
solid foundation on which to begin your career as a new 
manager. When you create a personal network, you become 
well connected so that you can get things done through a 
variety of relationships. Having sources of information and 
support helps a new manager gain career traction. If you 
scored 3 or less, you may want to focus more on building 
relationships if you are serious about a career as a manager. 
People with active networks tend to be more effective man-
agers and have broader impact on the organization.

	 Mostly	 Mostly
	 True	 False
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often keep silent during times of change because they don’t want to mislead employees by 
giving out incomplete information.81 However, when people don’t hear about what is going 
on from managers, the grapevine goes into overdrive. A survey by professional employment 
services firm Randstad found that about half of all employees reported first hearing of 
major company changes through the grapevine.82

Surprising aspects of the grapevine are its accuracy and its relevance to the organiza-
tion. About 80 percent of grapevine communications pertain to business-related topics 
rather than personal gossip. Moreover, from 70 to 90 percent of the details passed through 
a grapevine are accurate.83 Managers should be aware that almost five of every six impor-
tant messages are carried to some extent by the grapevine rather than through official chan-
nels. In a survey of 22,000 shift workers in varied industries, 55 percent said that they get 
most of their information via the grapevine.84 Smart managers understand the company’s 
grapevine. “If a leader has his ear to the ground, gossip can be a way for him to get a sense of 
what his employees are thinking or feeling,” says Mitch Kusy, an organizational consultant, 
psychologist, and professor at Antioch University.85 In all cases, but particularly in times of 
crisis, executives need to manage communications effectively so that the grapevine is not 
the only source of information.86

Written Communication 
“With the fast pace of today’s electronic communications, one might think that the value 
of fundamental writing skills has diminished in the workplace,” said Joseph M. Tucci, presi-
dent and CEO of EMC Corporation. “Actually, the need to write clearly and quickly has 
never been more important than in today’s highly competitive, technology-driven global 
economy.”87

Managers who are unable to communicate in writing will limit their opportunities for 
advancement. “Writing is both a ‘marker’ of high-skill, high-wage, professional work and a 
‘gatekeeper’ with clear equity implications,” says Bob Kerrey, president of The New School 
in New York and chair of the National Commission on Writing. Managers can improve 
their writing skills by following these guidelines:88

●● Respect the reader. The reader’s time is valuable; don’t waste it with a rambling, con-
fusing memo or e-mail that has to be read several times to make sense of it. Pay at-
tention to your grammar and spelling. Sloppy writing indicates that you think your 
time is more important than that of your readers. You’ll lose their interest—and their 
respect.

●● Know your point and get to it. What is the key piece of information that you want the 
reader to remember? Many people just sit and write, without clarifying in their own 
mind what it is they’re trying to say. To write effectively, know what your central point 
is and write to support it.

●● Write clearly rather than impressively. Don’t use pretentious or inflated language, and 
avoid jargon. The goal of good writing for business is to be understood the first time 
through. State your message as simply and as clearly as possible.

●● Get a second opinion. When the communication is very important, such as a formal 
memo to the department or organization, ask someone you consider to be a good 
writer to read it before you send it. Don’t be too proud to take their advice. In all cases, 
read and revise the memo or e-mail a second and third time before you hit the Send 
button.

A former manager of communication services at consulting firm Arthur D. Little 
Inc. has estimated that around 30 percent of all business memos and e-mails are writ-
ten simply to get clarification about an earlier written communication that didn’t make 
sense to the reader.89 By following these guidelines, you can get your message across the 
first time.
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Formal Communication Channels

Formal communication channels are those that flow within the chain of command or 
task responsibility defined by the organization. The three formal channels and the types 
of information conveyed in each are illustrated in Exhibit 17.7.90 Downward and upward 
communications are the primary forms of communication used in most traditional, verti-
cally organized companies. However, many of today’s organizations emphasize horizontal 
communication, with people continuously sharing information across departments and 
levels. Electronic communication methods such as e-mail and social media, as described 
previously, have made it easier than ever for information to flow in all directions.

The most familiar and obvious flow of formal communication, downward 
communication, consists of the messages and information sent from top management 
to subordinates in a downward direction. Managers can communicate downward to em-
ployees in many ways. Some of the most common are through speeches, videos, blogs, 
social media, and company intranets. When Red Robin Gourmet Burgers introduced its 
new line of Tavern Burgers, top executives decided to use an internal social network to 
communicate the recipe and cooking methods to company managers. Instead of mailing 

•	 Four elements of workplace communication are using 
social media, using personal communication channels, 
establishing formal communication channels, and devel-
oping strategies for crisis communication.

•	 The term social media refers to a group of Internet-
based applications that allow the creation and sharing of 
user-generated content.

•	 Companies are using social media for enabling employ-
ees to communicate among themselves and with manag-
ers, communicating with customers and other outsiders, 
and building employee engagement.

•	 Personal communication channels exist outside 
formally authorized workplace channels and include 

personal networks, the grapevine, and written 
communication.

•	 Personal networking refers to acquiring and cultivating 
personal relationships that cross departmental, hierar-
chical, and even organizational boundaries.

•	 Benjamin Franklin established the Club of Honest 
Whigs in London more than 200 years ago as a net-
working group where a wide range of thinkers from vari-
ous walks of life could establish relationships with others 
and advance their professional and personal interests.

•	 The grapevine carries workplace gossip, a dominant 
force in workplace communication when official chan-
nels are not functioning effectively.

Remember This

Upward Communication
    Problems and exceptions
    Suggestions for improvement
    Performance reports
    Grievances and disputes
    Financial and accounting
    information

Downward Communication
    Implementation of goals,
    strategies
    Job instructions and rationale
    Procedures and practices
    Performance feedback
    Indoctrination

Horizontal Communication
    Intradepartmental problem solving
    Interdepartmental coordination
    Change initiatives and improvements

Coordinate

Interpret In
uence

exhibit	     17.7      
Downward, Upward, and 
Horizontal Communication in 
Organizations
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out spiral-bound books, Red Robin suc-
cessfully used social media as a method to 
train managers and encourage freewheel-
ing discussions and feedback.91

It is impossible for managers to com-
municate with employees about every-
thing that goes on in the organization, so 
they have to make choices about the im-
portant information to communicate.92 
Typical topics encompassed by down-
ward communication include goals and 
strategies, job instructions and rationale, 
procedures, policies and practices, per-
formance feedback, and motivation and 
indoctrination. For example, some man-
agers use Twitter as a preferred channel 
of downward communication for time-
sensitive job instructions. With a limit of 
140 characters, reading and replying to a 
tweet is a lot faster than other forms of 
communication.93

Many U.S. managers could do a better 
job of effective downward communication. 
As we reported earlier in this chapter, the 
results of one survey show that employees 
want open and honest communication 
about both the good and the bad aspects 
of the organization’s performance. But 
when asked to rate their company’s communication effectiveness on a scale of 0 to 100, the 
survey respondents’ average score was 69. In addition, a study of 1,500 managers, mostly at 
first and second management levels, found that 84 percent of these leaders perceive com-
munication as one of their most important tasks, yet only 38 percent believe that they have 
adequate communication skills.94

Formal upward communication includes messages that flow from the lower to the 
higher levels of the organization’s hierarchy. Most organizations take pains to build in 
healthy channels for upward communication. Employees need to air grievances, report 
progress, and provide feedback on management initiatives. Coupling a healthy flow of 
upward and downward communication ensures that the communication circuit between 
managers and employees is complete.95 Smart managers make a serious effort to facilitate 
upward communication. For example, Mike Hall, CEO of Borrego Solar Systems, found 
an effective way to encourage his introverted engineers to speak up and submit ideas for 
improving the business. To get his staff to offer feedback and suggestions, Hall organized 
an internal contest that he called the Innovation Challenge. All employees were encouraged 
to submit ideas about improving the business using the company intranet. Once all of the 
ideas were submitted, employees voted for their favorite idea, and the winner won $500 
in cash. Nearly all of Borrego’s employees participated in the contest. “We’ve been 
able to generate a lot of great ideas by tapping everyone’s brains,” Hall says.96 Typical 
areas of information communicated upward include problems and exceptions that 
need management’s attention, ideas and suggestions for improvement, performance 
reports, grievances and disputes, and financial and accounting information.

Horizontal communication is the lateral or diagonal exchange of messages 
among peers or coworkers. It may occur within or across departments. The purpose 
of horizontal communication is not only to inform, but also to request support and 
coordinate activities. 

Concept Connection

When the Mayo Clinic formulated a strategic plan for the world-famous 
medical center in 2007, the communications department experimented with 
a new way to facilitate upward and downward communications. They 
created “Let’s Talk,” an internal blog that allowed managers to use videos 
and blog posts to explain the plan. The clinic’s employees found the blog 
to be so useful that it continues to be used years later as an ongoing, open 
communication channel. The Mayo Clinic has since added numerous external 
blogs to facilitate greater horizontal communication with customers and 
other stakeholders as well. 
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You can polish your 
professional listening 
skills by completing the 
“Small Group Breakout” 
on page 613.
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Hot
Topic

Hot
Topic

Recall from Chapter 10 that many organizations build in horizontal communi-
cation in the form of task forces, committees, or even a matrix or horizontal struc-
ture to encourage coordination. At Chicago’s Northwestern Memorial Hospital, two  
doctors created a horizontal task force to reduce the incidence of hospital-borne infec-
tions. The infection epidemic that kills nearly 100,000 people a year is growing worse 
worldwide, but Northwestern reversed the trend by breaking down communication 
barriers. Infectious-disease specialists Lance Peterson and Gary Noskin launched a 
regular Monday-morning meeting involving doctors and nurses, lab technicians, phar-
macists, computer technicians, admissions representatives, and even the maintenance 
staff. The enhanced communication paid off. Over a three-year period, Northwestern’s 
rate of hospital-borne infections plunged 22 percent and was roughly half the national 
average.97

Crisis Communication

A manager’s skill at communicating becomes even more crucial during times of rapid 
change, uncertainty, or crisis. Over the past few years, the sheer number and scope of 
crises have made communication a more demanding job for managers. Unfortunately, 
many managers have shown themselves to be not up to the challenge. At the Long Island 
Power Authority (LIPA), for example, Superstorm Sandy revealed a lack of attention 
to crisis communication. The deadly 2012 storm was massive, and utilities across the 
Northeast came under criticism for delays in restoring power, but recovery seemed slow-
est on Long Island. After the storm, phones went unanswered at authority offices, and 
even if someone answered, that person had little information to provide distressed cus-
tomers. There seemed to be no crisis communication plan in place. “The upper manage-
ment couldn’t communicate with the middle management,” said Frank Petrone, the chief 
executive of the Town of Huntington and a former official with the Federal Emergency 
Management Agency (FEMA). “The middle management couldn’t communicate with 
the crews.”98

As a manager, your ability to communicate effectively during a crisis will determine 
how effectively the organization survives the upheaval. Consider the mistakes made by 
the captain of the Costa Concordia, who ran his ship aground in January 2012, causing 
a disaster that claimed 32 lives. The ship capsized off the coast of the Tuscan island of 
Giglio after Captain Francesco Schettino allegedly took it off course as part of a stunt, 
accidentally running it aground. Schettino is accused of manslaughter and abandoning 
ship before all the passengers had been evacuated. Schettino is said to have contributed 
to the crisis by failing to respond for 45 minutes after the crew told him that the ship was 
flooding and its motors were dead. He issued the “abandon ship order” nearly an hour 
after the ship had run aground—too late to save many lives. Schettino also failed to step 
forward, accept responsibility, and explain what happened during the days following the 
disaster.99

Four primary skills for managers to follow when communicating in a crisis are outlined 
next. As you read them, consider how (in)effective Captain Schettino was in communicat-
ing during and after the cruise ship crisis.100

●● Stay calm, listen hard. Good crisis communicators don’t allow themselves to be over-
whelmed by the situation. Calmness and listening become more important than ever. 
Managers also learn to tailor their communications to reflect hope and optimism as 
they acknowledge current difficulties.

●● Be visible. Many managers underestimate just how important their presence is dur-
ing a crisis.101 A manager’s job is to step out immediately, both to reassure employ-
ees and respond to public concerns. Face-to-face communication with employees is 
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crucial for letting people know that managers care about them and what they’re going 
through.

●● Get the awful truth out.102 Effective managers gather as much information as they 
can, do their best to determine the facts, and tell the truth to employees and the pub-
lic as soon as possible. Getting the truth out quickly prevents harmful rumors and 
misunderstandings.

●● Communicate a vision for the future. People need to feel that they have something 
to work for and look forward to. Moments of crisis present opportunities for man-
agers to communicate a vision of a better future and unite people toward common 
goals.

•	 A communication channel that flows within the chain of 
command is called a formal communication channel.

•	 Downward communication refers to messages sent 
from top management down to subordinates; upward 
communication includes messages that flow from the 
lower to the higher levels in the organization’s hierarchy.

•	 Horizontal communication is the lateral or diagonal 
exchange of messages among peers or coworkers and 
includes team communication.

•	 During a communication crisis, a manager should stay 
calm and listen carefully, reassure employees and the pub-
lic, tell the truth, and communicate a vision for the future.

Remember This

Ch17	 Discussion Questions

  1.	What are the characteristics of an open communication 
climate? Describe the organizational benefits of manag-
ers cultivating an open communication climate.

  2.	Describe the elements of the communication model 
in Exhibit 17.2. Give an example of each part of the 
model as it exists in the classroom during communica-
tion between teacher and students.

  3.	 Lana Lowery, a regional manager for a 100-person 
inside-sales team, notices that its best performer is strug-
gling. Her sales are down 20 percent from a year ago, and 
she frequently arrives late for work, looking upset. Low-
ery needs to find out why her performance is suffering. 
What advice would you give Lowery for communicating 
with this employee? Which communication channel 
should she use? What would be the relative importance 
of candor, listening, and asking questions? Explain.

  4.	One small business owner said that he had to teach his 
young employees what a “dial tone” was. Do you have 
phone aversion? Do you think it is possible to build a 
solid business relationship with customers using only 
text messaging, e-mail, and social media?

  5.	Some senior managers believe they should rely on writ-
ten information and computer reports because these 
yield more accurate data than do face-to-face commu-
nications. Do you agree? Why or why not?

  6.	During times of significant organizational change, such 
as downsizing and layoffs, the grapevine becomes more 

active as anxious employees share organizational news 
and rumors. As a manager, what communication strate-
gies would you employ during a time of uncertainty in 
the workplace? What are the advantages and disadvan-
tages of gossip during a time of uncertainty? 

  7.	Assume that you manage a small online business 
that sells herbal supplements. Without your knowl-
edge, a disgruntled employee has posted damaging 
information about your company to the company’s 
public blog, including false information about danger-
ous ingredients in your best-selling supplement. What 
specific steps would you take to minimize the impact 
of this crisis?

  8.	If you were asked to design a training program to help 
managers become better communicators, what would 
you include in the program?

  9.	Suppose that you manage an employee who is spending 
too much time using social media at work. The result 
is that he has missed three important deadlines in one 
week. You are planning a face-to-face conversation to 
address this performance problem, and your goal is 
to communicate with candor. Using “I” statements as 
described in this chapter, how would you begin this 
conversation?

10.	Describe specific ways that you might incorporate 
Twitter into an organization’s crisis communication 
plan for customers. How about for employees? 
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Ch17	 Apply Your Skills: Experiential Exercise
Personal Assessment of Communication 
Apprehension103

The following questions are about your feelings toward 
communication with other people. Indicate the degree to 
which each statement applies to you by marking (5) Agree 
Strongly, (4) Agree, (3) Undecided, (2) Disagree, or  
(1) Disagree Strongly. There are no right or wrong answers. 
Many of the statements are similar to other statements. Do 
not be concerned about their similarities. Work quickly, 
recording just your first impressions.

Disagree Strongly   1   2   3   4   5   Agree Strongly
  1.	 When talking in a small group of acquaintances, I am 

tense and nervous.
	 1    2    3    4    5
  2.	 When presenting a talk to a group of strangers, I am 

tense and nervous.
	 1    2    3    4    5
  3.	 When conversing with a friend or colleague, I am calm 

and relaxed.
	 1    2    3    4    5
  4.	 When talking in a large meeting of acquaintances, I am 

calm and relaxed.
	 1    2    3    4    5
  5.	 When presenting a talk to a group of friends or col-

leagues, I am tense and nervous.
	 1    2    3    4    5
  6.	 When conversing with an acquaintance or colleague, 

I am calm and relaxed.
	 1    2    3    4    5
  7.	 When talking in a large meeting of strangers, I am 

tense and nervous.
	 1    2    3    4    5
  8.	 When talking in a small group of strangers, I am tense 

and nervous.
	 1    2    3    4    5
  9.	 When talking in a small group of friends and col-

leagues, I am calm and relaxed.
	 1    2    3    4    5
10.	 When presenting a talk to a group of acquaintances, 

I am calm and relaxed.
	 1    2    3    4    5
11.	 When I am conversing with a stranger, I am calm and 

relaxed.
	 1    2    3    4    5
12.	 When talking in a large meeting of friends, I am tense 

and nervous.
	 1    2    3    4    5
13.	 When presenting a talk to a group of strangers, I am 

calm and relaxed.
	 1    2    3    4    5
14.	 When conversing with a friend or colleague, I am tense 

and nervous.
	 1    2    3    4    5

15.	 When talking in a large meeting of acquaintances, I am 
tense and nervous.

	 1    2    3    4    5
16.	 When talking in a small group of acquaintances, I am 

calm and relaxed.
	 1    2    3    4    5
17.	 When talking in a small group of strangers, I am calm 

and relaxed.
	 1    2    3    4    5
18.	 When presenting a talk to a group of friends, I am calm 

and relaxed.
	 1    2    3    4    5
19.	 When conversing with an acquaintance or colleague, 

I am tense and nervous.
	 1    2    3    4    5
20.	 When talking in a large meeting of strangers, I am calm 

and relaxed.
	 1    2    3    4    5
21.	 When presenting a talk to a group of acquaintances, I 

am tense and nervous.
	 1    2    3    4    5
22.	 When conversing with a stranger, I am tense and 

nervous.
	 1    2    3    4    5
23.	 When talking in a large meeting of friends or col-

leagues, I am calm and relaxed.
	 1    2    3    4    5
24.	 When talking in a small group of friends or colleagues, 

I am tense and nervous.
	 1    2    3    4    5

Scoring and Interpretation
This questionnaire includes the computation of four sub-
scores and one total score. Subscores relate to communi-
cation apprehension in four common situations—public 
speaking, meetings, group discussions, and interpersonal 
conversations. To compute your scores, add or subtract 
your scores for each item as indicated next.

Subscore/Scoring Formula 
For each subscore, start with 18 points, and then add the 
scores for the plus (+) items and subtract the scores for the 
minus (–) items.

Public Speaking  
18 + scores for items 2, 5, and 21; – scores for items 10, 13, 
and 18. Score = ______

Meetings 
18 + scores for items 7, 12, and 15; – scores for items 4, 20, 
and 23. Score = ______
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Group Discussions 
18 + scores for items 1, 8, and 24; – scores for items 9, 16, 
and 17. Score = ______

Interpersonal Conversations  
18 + scores for items 14, 19, and 22; – scores for items 3, 6, 
and 11. Score = ______

Total Score 
Sum the four subscores to get the Total Score ______

This personal assessment provides an indication of how 
much apprehension (fear or anxiety) you feel in a variety 
of communication settings. Total scores may range from 
24 to 120. Scores above 72 indicate that you are more ap-
prehensive about communication than the average person. 
Scores above 85 indicate a high level of communication 

apprehension. Scores below 59 indicate a low level of ap-
prehension. These extreme scores (below 59 and above 
85) are generally outside the norm. They suggest that the 
degree of apprehension that you may experience in any 
given communication situation may not be associated with 
a realistic response to that situation.

Scores on the subscales can range from a low of 6 to 
a high of 30. Any score above 18 indicates some degree of 
apprehension. If you score above 18 for the public speaking 
context, you are like the overwhelming majority of people.

To be an effective communication champion, you 
should work to overcome your communication anxiety. 
Interpersonal conversations create the least apprehension 
for most people, followed by group discussions, larger meet-
ings, and finally public speaking. Compare your scores with 
another student’s. What aspect of communication creates 
the most apprehension for you? How do you plan to im-
prove it?

Ch17	 Apply Your Skills: Small Group Breakout
Listen Like A Pro
The fastest way to become a great listener is to act like a 
professional listener, such as a clinical psychologist. Thera-
pists abandon the need to interrupt or to express their own 
point of view in order to concentrate on the client’s point of 
view. The therapist focuses intently and listens totally, draw-
ing out information rather than thinking about a response.
Step 1.  Divide into groups of four students. Within this 
group, each student selects one partner. Sit face to face with 
your partner, at a comfortable distance, and hold a steady 
gaze into your partner’s left eye (not the nose or face, but 
the left eye)—use a soft gaze, not a hard stare.
Step 2.  After you are comfortable with the eye contact, 
one partner should tell of an annoying experience over the 
last few days. The listener should maintain eye contact and 
can use facial expression, but should say nothing—just gaze 
into the pupil of the left eye. When the talker has finished, 
the partners should trade roles, with the previous listener 
now telling about an annoying experience and the new 
listener maintaining eye contact but not speaking.
Step 3.  Discuss in your group how it felt to maintain eye 
contact and to not make any verbal response to what your 
partner was saying.

Step 4.  Select a new partner in your group, and follow the 
same procedure, with the speaker talking about the same 
annoyance. The only change is that the listener is to para-
phrase what the speaker said after the speaker is finished. 
If the paraphrase is incorrect, the speaker can repeat the 
statement, and the listener can paraphrase a second time to 
be more accurate.
Step 5.  Discuss in your group how it felt to maintain 
eye contact and to paraphrase what was said. How did 
paraphrasing affect your ability to concentrate on what the 
speaker was saying?
Step 6.  Select another partner in your group, and follow the 
same procedure; only this time, instead of paraphrasing at the 
end, the listener is to ask five questions during the speaker’s 
story. Each partner takes a turn as speaker and listener.
Step 7.  Discuss in your group how it felt to ask questions. 
How did the questions affect your concentration on what 
the speaker was saying? In addition, discuss in your group 
the relative importance of each technique (eye contact, 
paraphrasing, and asking questions) for helping you 
maintain focus and listen like a professional. Your instruc-
tor may facilitate a class discussion about which listening 
techniques are more effective in various listening situations.

Ch17	 Apply Your Skills: Ethical Dilemma
On Trial104

When Werner and Thompson, a Los Angeles business 
and financial management firm, offered Iranian-born Firoz 
Bahmania a position as an accountant assistant one spring 
day in 2007, Bahmani felt a sense of genuine relief, but his 
relief was short-lived.

With his degree in accounting from a top-notch 
American university, he knew he was more than a little 
overqualified for the job. But time after time, he’d been re-
jected for suitable positions. His language difficulties were 
the reason most often given for his unsuccessful candidacy. 
Although the young man had grown up speaking both 
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Farsi and French in his native land, he’d begun to pick up 
English only shortly before his arrival in the United States 
a few years ago. Impressed by his educational credentials 
and his quiet, courtly manner, managing partner Beatrice 
Werner overlooked his heavy accent and actively recruited 
him for the position, the only one available at the time. 
During his interview, she assured him that he would ad-
vance in time.

It was clear to Beatrice that Firoz was committed to 
succeeding at all costs. But it soon also became apparent 
that Firoz and his immediate supervisor, Cathy Putnam, 
were at odds. Cathy was a seasoned account manager who 
had just transferred to Los Angeles from the New York of-
fice. Saddled with an enormous workload, she had let Firoz 
know right from the start, speaking in her rapid-fire Brook-
lyn accent, that he’d need to get up to speed as quickly as 
possible.

Shortly before Cathy was to give Firoz his three-month 
probationary review, she came to Beatrice, expressed her 
frustration with Firoz’s performance, and suggested that he 
be let go. “His bank reconciliations and financial report prep-
arations are first-rate,” Cathy admitted, “but his communica-
tion skills leave a lot to be desired. In the first place, I simply 
don’t have the time to keep repeating the same directions 
over and over again when I’m trying to teach him his respon-
sibilities. Then there’s the fact that public contact is part of 
his written job description. Typically, he puts off making 
phone calls to dispute credit card charges or ask a client’s 
staff for the information he needs. When he does finally pick 
up the phone . . . well, let’s just say I’ve had more than one 
client mention how hard it is to understand what he’s trying 
to say. Some of them are getting pretty exasperated.”

“You know, some firms feel it’s their corporate respon-
sibility to help foreign-born employees learn English,” Bea-
trice began. “Maybe we should help him find an  
English-as-a-second-language course and pay for it.”

“With all due respect, I don’t think that’s our job,” 
Cathy replied, with barely concealed irritation. “If you 
come to the United States, you should learn our language. 
That’s what my mom’s parents did when they came over 
from Italy. They certainly didn’t expect anyone to hold their 
hands. Besides,” she added, almost inaudibly, “Firoz’s lucky 
we let him into this country.”

Beatrice had mixed feelings. On one hand, she rec-
ognized that Werner and Thompson had every right 
to expect someone in Firoz’s position to be capable of car-
rying out his public contact duties. Perhaps she had made 
a mistake in hiring him. But as the daughter of German 
immigrants herself, she knew firsthand both how daunt-
ing language and cultural barriers can be and that they 
can be overcome in time. Perhaps in part because of her 
family background, she had a passionate commitment 
to the firm’s stated goals of creating a diverse workforce 
and a caring, supportive culture. Besides, she felt a per-
sonal sense of obligation to help a hard-working, promis-
ing employee realize his potential. What will she advise 
Cathy to do now that Firoz’s probationary period is draw-
ing to a close?

What Would You Do?

1.	 Agree with Cathy Putnam. Despite your personal 
feelings, accept that Firoz Bahmani is not capable 
of carrying out the accountant assistant’s responsi-
bilities. Make the break now, and give him his no-
tice on the grounds that he cannot carry out one 
of the key stated job requirements. Advise him 
that a position that primarily involves paperwork 
would be a better fit for him if he doesn’t improve 
his speaking skills.

2.	 Place Firoz with a more sympathetic account 
manager who is open to finding ways to help him 
improve his English and has the time to help him 
develop his assertiveness and telephone skills. Send 
Cathy Putnam to diversity awareness training.

3.	 Create a new position at the firm that will allow 
Firoz to do the reports and reconciliations for 
several account managers, freeing the account 
assistants to concentrate on public contact work. 
Make it clear that he will have little chance of 
future promotion unless his English improves 
markedly. 

Ch17	 Apply Your Skills: Case for Critical Analysis
E-mail Adventure
The toy industry is highly competitive and can be as cutthroat 
as any pirate adventure. Yo-ho-ho! Snooping, corporate espio-
nage, and efforts to keep emerging ideas under wraps are all 
part of life in the toy industry. A certain level of managerial 
paranoia is expected. But when the private e-mail of an indus-
try CEO was discovered and began making the rounds, it un-
leashed a firestorm and brought disastrous results on company 
morale, unwanted media attention, and public embarrassment. 

Howard Tannenbaum is the longtime CEO of a major 
toy company. Over the past few years, his company worked 

to develop a new product line, called Brainchild, that all 
concerned believed would be a blockbuster. The passion of 
Tannenbaum, this new line of toys was so top secret that 
portions of the line were created and produced piecemeal 
among the various divisions. In the beginning, it was all 
very hush-hush. But as the line moved closer to comple-
tion, with the expected Christmas season launch date 
more than a year away, press and industry rumors gained 
momentum.

At 8:00 a.m. on a June morning, Barry Paine, Tannen-
baum’s attorney and longtime friend and confidante, arrived 
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at his office, opened his e-mail, and saw a flagged message 
from Howard:

Barry:

�We have a disaster in the making here. Looks like I’m 
going to have to come down hard on all of my managers. 
Somebody will go—perhaps several people—before this 
situation is over. They’re obviously getting EXTREMELY 
slack on design security. I won’t say now how I discov-
ered the breach or what was stolen with regard to the 
new product designs, but suffice it to say that at this 
point, EVERYONE is suspect. Needless to say, I am  
FURIOUS! When I find out who it is—and it could be 
anyone—believe me, heads will roll!!! I’ll call you later this 
morning. WE NEED TO MEET. Thanks for letting me vent. 
Now, I can compose the REAL e-mail to managers.

Howard

Later that same morning, managers throughout 
the company received the following:

TO ALL MANAGERS: 
�We have a situation here in which product design infor-
mation on the new line, information that should have been 
under the HIGHEST SECURITY, has been breached. Let 
me make it clear that each of you is responsible for inves-
tigating your division and finding the source of the leak. 
Please be thorough in your investigation and be TOTALLY 
HONEST with me in presenting your findings in this mat-
ter. Someone will pay for this. THIS IS TOP PRIORITY!

Howard Tannenbaum, CEO

Many recipients of the e-mail felt personally attacked 
and threatened. Before day’s end, e-mail, phone calls, and 
rumors were flying. By the following day, Tannenbaum 
felt pressured into trying to defuse the anger by issuing a 

second, apologetic e-mail. However, events were already 
spiraling out of hand, as somehow the contents of the 
original e-mail to Barry Paine began circulating throughout 
management and beyond—to employees and at least one 
member of the press, who dubbed the debacle “Toy-Gate.” 
The perception of a CEO and a company out of control 
increased, and the stock price took a minor hit. 

“The first e-mail left me stunned,” one longtime man-
ager said. “But when I saw the e-mail to Paine about how 
Howard really felt and the level of contempt he showed 
for all of us, making us all appear incompetent and 
dishonest—that, for me, is the last straw. Even if I stay, it 
has destroyed my relationship with Howard forever.”

Now Tannenbaum sat, head in hands, in Paine’s office. 
“Barry, I was simply trying to find the truth.”

Paine walked over to a bookshelf and pulled an old, 
well-used volume. “Do you remember your Sophocles from 
school, Howard? In one Greek tragedy, Oedipus the King 
and his persistent search for truth in the murder of his pre-
decessor, King Laius, followed a path that abandoned reason 
and led to his own undoing. My friend, in your case, it’s not 
the search for truth, but it’s the path you take—what you say, 
how you say it, and to whom you say it—that is important.”

“OK—what do you think I should do next?”

Questions

1.	 What is the underlying communication mistake in this 
case? Why do you think Howard Tannenbaum sent 
those e-mails? 

2.	 How do you think Tannenbaum should have commu-
nicated his concerns about the information link? Why? 

3.	 What should Tannenbaum do now to try to recover from 
the negative impact of his e-mails? Suggest specific steps. 

Ch17	 On the Job Video Cases
On the Job: Intermountain Healthcare: Managing Communication
Questions

1.	 Intermountain Healthcare is a very large organiza-
tion with thousands of employees. List at least four 
methods it uses to communicate with employees. Why 
do you think this organization feels the need to use so 
many different methods to communicate?  

2.	 In the video, Fritz Grohn says that communicating 
with patients as they are being released from the hos-
pital is not always successful at first. Use this situation 

(a nurse discharging a patient from the hospital after 
a surgery or illness) to describe the communication 
model, and explain where the communication breaks 
down and why. How do Intermountain’s employees 
overcome this problem to successfully complete the 
communication process with patients? 

3.	 How is Intermountain using technology to improve 
internal communication? Include at least two examples 
described in the video in your answer. 
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Leading Teams
After studying this chapter, you should be able to:

	 1.	 Explain contributions that teams make and how managers can make 
teams more effective.

	 2.	 Identify the types of teams in organizations. 

	 3.	 Summarize some of the problems and challenges of teamwork.

	 4.	 Identify ways in which team size and diversity of membership affect 
team performance.

	 5.	 Identify roles within teams and the type of role that you could play to 
help a team be effective.

	 6.	 Explain the general stages of team development.

	 7.	 Explain the concepts of team cohesiveness and team norms and their 
relationship to team performance.

	 8.	 Identify the causes of conflict within and among teams and explain 
how to reduce conflict.

	 9.	 Describe the different characteristics and consequences of task 
conflict versus relationship conflict.

How Do You Like to Work?

The Value of  Teams
What Is a Team?
Contributions of Teams
Types of Teams

The Personal Dilemma of  Teamwork
Model of  Team Effectiveness
Virtual Teams
Team Characteristics

Size
Diversity
Member Roles

New Manager Self-Test:  What Team 
Role Do You Play?

Team Processes
Stages of  Team Development
Building a Cohesive Team
Establishing Team Norms

Managing Team Conflict
Types of Conflict
Balancing Conflict and Cooperation
Causes of Conflict
Styles to Handle Conflict
Negotiation
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How Do You Like to Work?1

Instructions:  Your approach to your job or schoolwork may indicate whether you thrive on a team. Answer the 
questions below about your work preferences. Please answer whether each item below is Mostly True 
or Mostly False for you.

What went wrong aboard Asiana Flight 214? The Boeing 777 crashed at 
San Francisco International Airport on July 6, 2013, killing three passengers 
and injuring many more. The pilots and the airline have said that a key device 

that controlled the aircraft’s speed might have malfunctioned. Others suggest that it might 
have been pilot error. National Transportation Safety Board (NTSB) investigators are 
still sorting out what happened. Nevertheless, it remains true that airline accidents are 
far fewer and far less deadly today than they were decades ago. Part of that comes from 
better engineering, but part of it also comes from better teamwork, says Patrick Smith, a 
commercial pilot who writes a blog called “Ask the Pilot” and recently wrote a book titled 
Cockpit Confidential: Everything You Need to Know About Air Travel: Questions, Answers, 
and Reflections. “You no longer have that strict hierarchical culture in the cockpit, where the 
captain was king and everyone blindly followed his orders,” Smith says. Crew training today 
for most airlines is team-oriented, with everyone working together to ensure safety. Pilots 
don’t rely just on their own instincts and abilities; instead, they draw knowledge from the 
cabin crew, people on the ground, dispatchers, meteorologists, and others.2 Perhaps the 
most awe-inspiring example of flawless teamwork in the airline industry was the landing of 
U.S. Airways Flight 1549 on the Hudson River in January 2009. Captain Chesley “Sully” 
Sullenberger says that he knew he wanted to be a pilot at the age of five, and he spent the 
rest of his life in the pursuit of excellence in his chosen field. After 40 years of pursuing ex-
cellence, there couldn’t have been anyone better prepared to be in control. Yet Sullenberger’s 
passion for learning also meant that he was a proponent of continuous training for every 
member of a flight crew, and he instilled in his crew members a commitment to teamwork 

Scoring and Interpretation:  Give yourself one point for each odd-numbered item that you marked 
Mostly True and one point for each even-numbered item that you marked Mostly False. As a new 
manager, you will both be part of a team and work alone. These items measure your preference 
for group work. Teamwork can be both frustrating and motivating. If you scored 2 or fewer, you 
definitely prefer individual work. A score of 7 or above suggests that you prefer working in teams. 
A score of 3–6 indicates comfort working alone and in a team. A new manager needs to do both.

Mostly True Mostly False

  1.	 I prefer to work on a team rather than do individual tasks. __________ __________

  2.	 Given a choice, I try to work by myself rather than face the hassles of group work. __________ __________

  3.	 I enjoy the personal interaction when working with others. __________ __________

  4.	 I prefer to do my own work and let others do theirs. __________ __________

  5.	 I get more satisfaction from a group victory than an individual victory. __________ __________

  6.	  Teamwork is not worthwhile when people do not do their share. __________ __________

  7.	  I feel good when I work with others, even when we disagree. __________ __________

  8.	 I prefer to rely on myself rather than others to do an assignment. __________ __________
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and safety. Sullenberger gave credit to every member of the team for the safe landing of 
Flight 1549.3

Many people get their first management experience in a team setting, and you probably 
will have to work on a team sometimes as a new manager. Many companies have discovered 
that teams have real advantages, but it can be tough to work in a team. You may have already 
experienced the challenges of teamwork as a student, where you’ve had to give up some of 
your independence and rely on a team to perform well in order to earn a good grade.

Good teams can produce amazing results, but teams aren’t always successful. In a sur-
vey of manufacturing organizations, about 80 percent of respondents reported using some 
kind of team, but only 14 percent of those companies rated their teaming efforts as highly 
effective. Just over half of the respondents said their efforts were only “somewhat effective,” 
and 15 percent considered their efforts not effective at all.4

This chapter focuses on teams and their applications within organizations. We define 
what a team is, look at the contributions that teams can make, and define various types 
of teams. Then we discuss the dilemma of teamwork and present a model of work team 
effectiveness, explore the stages of team development, and examine how characteristics 
such as size, cohesiveness, diversity, and norms influence team effectiveness. The chapter 
also looks at the roles that individuals play on teams, discusses techniques for managing 
team conflict, and describes how negotiation can facilitate cooperation and teamwork. 
Teams are a central aspect of organizational life, and the ability to manage them is a vital 
component of manager and organization success.

The Value of Teams
Why aren’t organizations just collections of individuals going their own way and doing 
their own thing? Clearly, teamwork provides benefits or companies wouldn’t continue to 
use this structural mechanism. One illustration of the value of teamwork comes from the 
military, where forward surgical teams made up of U.S. Navy surgeons, nurses, anesthesi-
ologists, and technicians operated for the first time ever in combat during Operation Iraqi 
Freedom. These teams were scattered over Iraq and were able to move to new locations and 
be set up within an hour. With a goal of saving the lives of the 15–20 percent of wounded 
soldiers and civilians who would die unless they received critical care within 24 hours, 
members of these teams smoothly coordinated their activities to accomplish a vital shared 
mission.5 

Although their missions might not involve life or death, all organizations are made of 
various individuals and groups that have to work together and coordinate their activities 
to accomplish objectives. Much work in organizations is interdependent, which means that 
individuals and departments rely on other individuals and departments for information or 
resources to accomplish their work. When tasks are highly interdependent, a team can be 
the best approach to ensuring the level of coordination, information sharing, and exchange 
of materials necessary for successful task accomplishment.

What Is a Team?
A team is a unit of two or more people who interact and coordinate their work to accomplish 
a common goal to which they are committed and hold themselves mutually accountable.6 
The definition of a team has three components. First, two or more people are required. 
Second, people in a team interact regularly. People who do not interact (for example, people 
standing in line at a lunch counter or riding in an elevator) do not compose a team. Third, 
people in a team share a performance goal, whether it is to design a new tablet, build an 
engine, or complete a class project. 
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Putting together a team and building teamwork aren’t the 
same thing, as the coach of the Miami Heat basketball team 
learned. In the spring of 2010, LeBron James, Dwyane Wade, and 
Chris Bosh were the top scorers on their respective basketball 
teams. The next year, they were all playing for the Miami Heat. 
With that kind of talent, the team should have been tough for 
anyone to beat, but the Heat opened with a humiliating loss and 
stumbled through the early weeks of the season. Star players who 
were used to being in charge at crunch time found themselves 
working at cross purposes. Discussing the Heat’s loss to the New 
York Knicks, former Chicago Bulls player Steve Kerr said, “It 
was a total meltdown. It was, ‘I’m so talented, I’ll take over.’ They 
looked awful.”7

Individual stars don’t necessarily make a great team, in sports 
or in business. The Heat turned things around by incorporating 
the elements of effective teamwork, as shown in Exhibit 18.1.  
Teamwork requires bringing together the right set of personalities, specialties, and skills; 
clearly defining roles and responsibilities; focusing everyone on a well-defined mission; 
establishing clear channels of communication and information sharing so that team 
members communicate their objectives and needs in all directions; and getting every-
one to sublimate their individual egos and pull together in the same direction. Trust is 
a crucial aspect of teamwork. People have to be willing to collaborate and sometimes 
sacrifice their individual objectives for the sake of the larger goal, which requires that they 
believe that others are willing to do the same thing.

 David Novak, CEO of Yum Brands (including KFC, Pizza Hut, and Taco Bell), has 
built the world’s largest restaurant company based on teamwork. Since Yum was spun off 
from PepsiCo in 1997, its stock has returned 16.5 percent compounded annually, versus 
the S&P 500’s 3.9 percent over that same period. When he was first put in charge of run-
ning KFC, the U.S. division hadn’t met its profit target for ages. Headquarters blamed the 
franchisees; the franchisees blamed headquarters. Novak embarked on a team-building 
crusade that is still going on today. KFC resumed growing, and its profits nearly doubled in 

Green Power
The Team’s the Thing

Managers at Subaru Indiana Automotive (SIA) put 
the company’s desire to reduce, reuse, and recycle 
waste squarely on the line with television ads boast-
ing “zero-landfill.” SIA was not hedging, maintain-
ing that “zero means zero,” and managers placed 
confidence in every member of every team in 
every manufacturing process to hit the target. And 
the teams proved to be up to the challenge. For 
example, shop floor initiatives within the stamping 
unit led to partnering agreements with suppliers 
for more precise steel sheeting that reduced 100 
pounds of steel per vehicle. Teams initiated efforts 

to use plant water flow to drive mini-hydraulic elec-
tric generators, and the company’s Green Payback 
Curve recycled a variety of waste products. Assembly-
line lights were turned down during breaks and 
shift changes to decrease the company’s carbon 
footprint. Respect for and confidence in its teams 
has made SIA a recognized leader of sustainability 
in manufacturing.

Sources: Brad Kenney, “The Zero Effect: How to Green Your Facility,” Industry 
Week (July 2008): 36–41; and Dean M. Schroeder and Alan G. Robinson, 
“Green Is Free: Creating Sustainable Competitive Advantage Through Green 
Excellence,” Organizational Dynamics 39, no. 4 (2010): 345–352.

“Individual commitment 
to a group effort—
that is what makes a 
team work, a company 
work, a society work, a 
civilization work.”

—Vince Lombardi (1913–1970),  

NFL football coach 
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three years. “What really made the difference,” Novak says, “was the idea that if we trusted 
each other, we could work together to make something happen that was bigger than our 
individual capabilities.”8

Contributions of Teams

Effective teams can provide many advantages, as illustrated in Exhibit 18.2. These contri-
butions of teams lead to stronger competitive advantage and higher overall organizational 
performance.

●● Creativity and innovation: Because teams include people with diverse skills, strengths, 
experiences, and perspectives, they contribute to a higher level of creativity and innova-
tion in the organization.9 One factor that has been overlooked in the success of Apple, 
for instance, is that Steve Jobs built a top management team of superb technologists, 
marketers, designers, and others who kept the company’s innovative juices flowing. 
Most of Jobs’s top management team worked with him for a decade or more.10

Are willing to
sacrifice for the team

Team
Members

Communicate their
objectives and needs

Pull together in the
same direction

Focus on a
shared mission

Trust one another

Exhibit	     18.1      
Requirements of  Teamwork

SOURCES: Based on Rick Wartzman, “Microsoft’s New Mission: To Create Real Teamwork, Not Just Teams,” Time, July 17, 
2013, http://business.time.com/2013/07/17/microsofts-new-mission-to-create-real-teamwork-not-just-teams/ (accessed  
July 19, 2013); and Chuck Salter, “What LeBron James and the Miami Heat Teach Us About Teamwork,” Fast Company, April 
2011, http://www.fastcompany.com/magazine/155/the-worlds-greatest-chemistry-experiment.html (accessed April 25, 2011).

Creativity

Contributions
of teams

Quality

Speed

Productivity/
Lower costs

Employee
satisfaction

Competitive
advantage

Higher
organizational
performance

EXHIBIT	     18.2      
Five Contributions  
Teams Make
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●● Improved quality: One criterion for organizational effectiveness is whether prod-
ucts and services meet customer requirements for quality. Perhaps nowhere is this  
more essential than in health care. The days when a lone physician could master 
all the skills, keep all the information in his or her head, and manage everything 
required to treat a patient are long gone. Organizations that provide the highest 
quality of patient care are those in which teams of closely coordinated professionals 
provide an integrated system of care.11

●● Speed of response: Tightly integrated teams can maneuver incredibly fast. Apple again 
provides an example. Apple’s close-knit team has changed pricing as late as 48 hours 
before the launch of a new product, which would be inconceivable at most companies.12 
In addition, teams can speed product development (as we discussed in Chapter 10), 
respond more quickly to changing customer needs, and solve cross-departmental prob-
lems more quickly.

●● Higher productivity and lower costs: Effective teams can unleash enormous energy 
from employees. Social facilitation refers to the tendency for the presence of oth-
ers to enhance one’s performance. Simply being around others has an energizing 
effect.13 In addition, the blend of perspectives enables creative ideas to percolate. 
At Boeing, innovation teams made up of engineers, mechanics, and other workers 
have come up with time-saving ideas that have boosted production of the 737 jet 
to 35 a month (up from 31), and the goal is to be producing 42 a month by the end 
of 2014.14 

●● Enhanced motivation and satisfaction: As described in Chapter 16, people have  
needs for belongingness and affiliation. Working in teams can meet these needs and 
create greater camaraderie across the organization. Teams also reduce boredom, 
increase people’s feelings of dignity and self-worth, and give people a chance to de-
velop new skills. Individuals who work in an effective team cope better with stress, 
enjoy their jobs more, and have a higher level of motivation and commitment to the 
organization.

Types of Teams

Organizations use many types of teams to achieve the advantages discussed in the previous 
section. Two common types of teams in organizations are functional and cross-functional, 
as illustrated in Exhibit 18.3. Organizations also use self-managed teams to increase em-
ployee participation.

Functional Teams 
A functional team is composed of a manager and his or her subordinates in the formal 
chain of command. Sometimes called a command team, the functional team in some cases 
may include three or four levels of hierarchy within a functional department. Typically, the 
team includes a single department in an organization. A financial analysis department, a 
quality control department, an engineering department, and a human resource department 
are all functional teams. Each is created by the organization to attain specific goals through 
members’ joint activities and interactions.

Cross-Functional Teams 
A cross-functional team is composed of employees from about the same hierarchical 
level, but from different areas of expertise. One type of cross-functional team is a task force, 
which is a group of employees from different departments formed to deal with a specific 
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President

Project Control

Cross-functional team for
L21 modi�cation project
Functional engineering team

Finance Engineering Production Marketing

eXHIBIT	     18.3      Functional and Cross-Functional Teams in an Organization

Innovative  
Way

Southwestern 
Aerospace Inc.

Southwestern Aerospace Inc. (not the company’s real name) got some of the worst news 
that a manufacturer can get—one of the aluminum heat-treat suppliers had lost its lease and 
would soon be shutting down.  The loss of this specialized heat-treat capacity was devastat-
ing because there was no equivalent in the region.  The bottom line was that Southwestern 
would soon be faced with running out of the parts it needed to continue manufacturing 
aircraft.

Southwestern’s response was to form a cross-functional task force called the Critical 
Path Part Team, made up of 12 subject matter experts from across the company and its sup-
pliers.  The team identified 18 parts that would be affected by the closing of the aluminum 
heat-treat supplier and determined that 14 of them could be acquired from another local 
supplier.  The team’s challenge was to find manufacturing capacity for the remaining four 
parts—fuselage skins—that were crucial for aircraft assembly.

During creative brainstorming sessions, team members generated spontaneous ideas 
and eventually came up with six options for solving the problem, to be evaluated based on 
cost, time, and feasibility. Quick action was essential, as was maintaining the confidence of cus-
tomers, who were kept informed of progress throughout the team’s work.  The project was 
technically challenging, and the team members were geographically separated across three 
states.  The team overcame the geographic obstacle by establishing a comprehensive com-
munications plan. Management then approved a plan to test the feasibility of Option 6 (rede-
signing the existing process), which was one of the most technologically challenging but most 
economical options. In the end, thanks to superb cross-functional teamwork, Southwestern 
implemented a program that ensured that production was maintained and all financial and 
quality objectives were met.  The team responsible for meeting this massive challenge was 
honored with an International  Team Excellence silver-level award from the American Society 
for Quality in 2011.15

activity and existing only until the task is completed. For example, an aerospace company 
created a task force to solve the problem of an unexpected loss of key parts needed to keep 
aircraft assembly going.
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In recent years, hundreds of hospitals have been forming palliative 
care teams to address the unique needs of patients with terminal 
illnesses. These teams consist of doctors, nurses, social workers, and 
various types of spiritual advisors, who work together to treat each 
patient holistically—physically, mentally, emotionally, and spiritually. 
Dr. Diane Meier, a leader in the palliative care trend, notes, “Patients 
[typically] see a different person for every single part of their 
body or every problem. The patient as a whole person gets lost.” 
Hospitals are adopting these teams because they improve the 
quality of care provided to patients just when they need it most.

The Critical Path Part Team at Southwestern Aero-
space illustrates many of the advantages of teams dis-
cussed previously—particularly innovation and speed. 
Another type of cross-functional team, the special-
purpose team, is created outside the formal organization 
structure to undertake a project of special importance or 
creativity.16 Sometimes called a project team, a special-purpose 
team still is part of the formal organization structure, but 
members perceive themselves as a separate entity. Special-
purpose teams are often created for developing a new 
product or service. In 2008, Ford Motor Company cre-
ated a special-purpose team to solve a problem that could 
determine whether the organization survived the turmoil 
in the automotive industry. Managers knew that without 
parts, nothing else that they could do to save the company 
would matter. With many of the industry’s suppliers on 
the brink of bankruptcy, Tony Brown, Ford’s vice presi-
dent of global purchasing, suggested creating a special-
purpose team to monitor parts manufacturers, prevent 
supply chain disruptions, and speed up Ford’s plan to 
narrow its base of suppliers. CEO Alan Mulally quickly 
agreed, and Project Quark (named after the family dog 
in the movie Honey, I Shrunk the Kids) came into being. 
The team included people from all of Ford’s divisions 
and functional departments—manufacturing, human re-
sources (HR), engineering, finance, information technology (IT), legal, and others. The 
team created a risk profile for each supplier, and the team narrowed the list to 850 critical 
suppliers that Ford wanted to keep. Making sure that these companies survived was 
Project Quark’s top priority.17 This special-purpose team played a critical role in helping 
Ford prevent a supply breakdown—and ultimately in helping Alan Mulally and other 
managers revive the company.

Self-Managed Teams 
The third common type of team used in organizations is designed to increase the par-
ticipation of workers in decision making and the conduct of their jobs, with the goal of 
improving performance. Self-managed teams typically consist of 5 to 20 multiskilled 
workers who rotate jobs to produce an entire product or service or at least one complete 
aspect or portion of a product or service (e.g., engine assembly or insurance claim pro-
cessing). At the Chicago-based software firm 37signals, for example, customer service is 
run by a self-managed team that handles everything associated with providing service 
and support. Customer service, support, and satisfaction have improved since the com-
pany started using a self-managed team. “We’ve measured the difference, and we know 
it works,” says co-founder Jason Fried. Today, 37signals is run almost entirely by self-
managed teams.18

Self-managed teams are related to the trend toward the bossless organization. The cen-
tral idea is that the teams themselves, rather than managers or supervisors, take responsi-
bility for their work, make decisions, monitor their own performance, and alter their work 
behavior as needed to solve problems, meet goals, and adapt to changing conditions.19 At 
Ciplex, a Web design and marketing company, founder Ilya Pozin did away with all the 
bosses and reorganized the whole company into self-managed teams who have full free-
dom to accomplish their goals. Pozin says that employees are happier and more productive 
since he smashed the hierarchy.20 
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A self-managed team is a permanent team that typically includes the following elements:

●● The team includes employees with several skills and functions, and its combined skills 
are sufficient to perform a major organizational task. For example, in a manufacturing 
plant, a team may include members from the foundry, machining, grinding, fabrication, 
and sales departments, with members cross-trained to perform one another’s jobs. The 
team eliminates barriers among departments, enabling excellent coordination to pro-
duce a product or service.

●● The team is given access to the resources, such as information, equipment, machinery, 
and supplies, needed to perform the complete task.

●● The team is empowered with decision-making authority, which means that members 
have the freedom to select new members, solve problems, spend money, monitor results, 
and plan for the future. Self-managed teams can enable employees to feel challenged, find 
their work meaningful, and develop a stronger sense of identity with the organization.

•	 A team is a unit of two or more people who interact 
and coordinate their work to accomplish a goal to which 
they are committed and hold themselves mutually 
accountable.

•	 Organizations as diverse as Ford Motor Company, 
Apple, and the U.S. Navy use teams to perform tasks 
that are highly interdependent and require a high level of 
coordination.

•	 Teams provide distinct advantages in the areas of in-
novation, quality, speed, productivity, and employee 
satisfaction.

•	 Social facilitation is the tendency for the presence of 
other people to influence an individual’s motivation and 
performance.

•	 A functional team is composed of a manager and his or 
her subordinates in the formal chain of command.

•	 A cross-functional team is made up of employees from 
about the same hierarchical level, but from different 
areas of expertise.

•	 Cross-functional teams include task forces and special-
purpose teams.

•	 A task force is a group of employees from different 
departments who deal with a specific activity and exist 
as a team only until the task is completed.

•	 A special-purpose team is a team created outside the 
formal structure to undertake a project of special impor-
tance, such as developing a new product.

•	 A self-managed team consists of multiskilled employees 
who rotate jobs to produce an entire product or service, 
often led by an elected team member.

•	 Self-managed teams are related to the trend toward 
bosslessness because team members take responsibility 
for their work, make decisions, monitor their own 
performance, and alter their work behavior as needed 
to solve problems and meet goals.

Remember This

The Personal Dilemma of Teamwork 
When David Ferrucci was trying to recruit scientists to participate on a team at IBM 
to build a computer smart enough to beat grand champions at the game of Jeopardy!, he 
learned firsthand that teamwork presents a dilemma for many people. To be sure, build-
ing “Watson” was an unusual project, and its results would be put to the test in a televised 
“human versus machine” competition. If it failed, it would be a public fiasco that would 
hurt the credibility of everyone involved. And if it succeeded, the hero would be the team, 
not any individual team member. Many of the scientists that Ferrucci approached preferred 
to work on their individual projects, where the success would be theirs alone. Eventually, 
however, he pulled together a core team of people willing to take the risk. “It was a proud 
moment, frankly, just to have the courage as a team to move forward,” Ferrucci says.21 In 
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organizations all over the world, some people love the idea of teamwork, others hate it, and 
many people have both positive and negative emotions about being part of a team. There 
are three primary reasons that teams present a dilemma for many people:

●● We have to give up our independence. When people become part of a team, their suc-
cess depends on the team’s success; therefore, they must depend on how well other 
people perform, not just on their own individual initiative and actions. Most people are 
comfortable with the idea of making sacrifices to achieve their own individual success, 
yet teamwork demands that they make sacrifices for group success.22 The idea is that 
each person should put the team first, even if it hurts the individual at times. A recent 
study suggests that Americans have become increasingly focused on the individual over 
the group since 1960, reflecting “a sea change in American culture toward more indi-
vidualism.”23 Some cultures, such as Japan, have had greater success with teams because 
traditional Japanese culture values the group over the individual.

●● We have to put up with free riders. Teams are sometimes made up of people who have 
different work ethics. The term free rider refers to a team member who attains benefits 
from team membership but does not actively participate in and contribute to the team’s 
work. You might have experienced this frustration in a student project team, where one 
member put little effort into the group project but benefited from the hard work of oth-
ers when grades were handed out. Free riding is sometimes called social loafing because 
some members do not exert equal effort.24

●● Teams are sometimes dysfunctional. Some companies have had great success with 
teams, but there are also numerous examples of how teams in organizations fail 
spectacularly.25 “The best groups will be better than their individual members, 
and the worst groups will be worse than the worst individual,” says organizational 
psychologist Robert Sutton.26 A great deal of research and team experience over 
the past few decades has produced significant insights into what causes teams to 
succeed or fail. The evidence shows that the way teams are managed plays the 
most critical role in determining how well they function.27 Exhibit 18.4 lists five 
dysfunctions that are common in teams and describes the contrasting desirable 
characteristics that effective team leaders develop.

The “Small Group 
Breakout” on page 648 
gives you a chance to 
evaluate and discuss 
various team member 
behaviors.

Dysfunction Effective Team Characteristics

Lack of trust—People don’t feel safe to 
reveal mistakes, share concerns, or express 
ideas.

Trust—Members trust one another on a 
deep emotional level; feel comfortable being 
vulnerable with one another.

Fear of conflict—People go along with 
others for the sake of harmony; don’t express 
conflicting opinions.

Healthy conflict—Members feel comfort-
able disagreeing and challenging one another 
in the interest of finding the best solution.

Lack of commitment—If people are 
afraid to express their true opinions, it’s 
difficult to gain their true commitment to 
decisions.

Commitment—Because all ideas are put 
on the table, people can achieve genuine 
buy-in around important goals and decisions.

Avoidance of accountability—People 
don’t accept responsibility for outcomes; en-
gage in finger-pointing when things go wrong.

Accountability—Members hold one 
another accountable rather than relying on 
managers as the source of accountability.

Inattention to results—Members put 
personal ambition or the needs of their indi-
vidual departments ahead of collective results.

Results orientation—Individual members 
set aside personal agendas; focus on what’s 
best for the team. Collective results define 
success.

EXHIBIT	     18.4      
Five Common Dysfunctions 
of  Teams

SOURCES: Based on Patrick Lencioni, The Five Dysfunctions of a Team (New York: John Wiley & Sons, 2002); and P.  Lencioni, 
“Dissolve Dysfunction: Begin Building Your Dream Team,” Leadership Excellence (October 2009): 20.
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Model of Team Effectiveness
Smoothly functioning teams don’t just happen. Stanford sociologist Elizabeth Cohen 
studied group work among young schoolchildren and found that only when teachers took 
the time to define roles, establish norms, and set goals did the groups function effectively as 
a team.28 In organizations, effective teams are built by managers who take specific actions 
to help people come together and perform well as a team. 

Some of the factors associated with team effectiveness are illustrated in Exhibit 18.5. 
Work team effectiveness is based on three outcomes—productive output, personal satis-
faction, and the capacity to adapt and learn.29 Satisfaction pertains to the team’s ability to 
meet the personal needs of its members, and hence maintain their membership and com-
mitment. Productive output pertains to performance and the quality and quantity of task 
outputs as defined by team goals. Capacity to adapt and learn refers to the ability of teams to 
bring greater knowledge and skills to job tasks and enhance the potential of the organiza-
tion to respond to new threats or opportunities in the environment.

The model of team effectiveness in Exhibit 18.5 provides a structure for this chapter. 
The factors that influence team effectiveness begin with the organizational context.30 The 
organizational context in which the team operates is described throughout this book and 
includes such matters as overall leadership, strategy, environment, culture, and systems for 
controlling and rewarding employees. Within that context, managers define teams. Important 
team characteristics are the type of team and team composition. Managers must decide 
when to create permanent self-managed teams and when to use a temporary task force or 
special-purpose team. The diversity of the team in terms of task-related knowledge and 
skills can have a tremendous impact on team processes and effectiveness. In addition, 
diversity in terms of gender and race affects a team’s performance.31 Team size and roles 
also are important.

•	 Teams present a dilemma for most people because in-
dividual success depends on how well others perform, 
there are common dysfunctions that afflict teams, and 
there is a potential for free riders. 

•	 A free rider is a person who benefits from team mem-
bership but does not make a proportionate contribution 
to the team’s work.

•	 Five common dysfunctions of teams are lack of trust, 
fear of conflict, lack of commitment, avoidance of ac-
countability, and inattention to results.

Remember This

Team Processes
Stages of development
Cohesiveness
Norms
Conflict resolution

Work Team Effectiveness
Productive output
Personal satisfaction
Capacity to adapt and
learn

Organizational Context
Leadership
Environment
Culture
Strategy
Reward, control 
systems

Team Type
Formal
Self-managed
Virtual/global

Team Composition
Size
Diversity
Roles

EXHIBIT	     18.5      Work Team Effectiveness Model
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These team characteristics influence processes that are internal to the team, 
which, in turn, affect output, satisfaction, and the team’s contribution to organi-
zational adaptability. Good team leaders understand and manage stages of team 
development, cohesiveness, norms, and conflict to build an effective team. These 
processes are influenced by team and organizational characteristics and by the 
ability of members and leaders to direct these processes in a positive manner. An-
other requirement of the team leader is to know how to run a good meeting. The 
“Manager’s Shoptalk” gives some tips for running a dynamic, productive meeting. 

Virtual Teams
An exciting new approach to teamwork has resulted from advances in IT, shifting em-
ployee expectations, and the globalization of business. A virtual team is a group made up 
of geographically or organizationally dispersed members who are linked primarily through 
advanced information and telecommunications technologies.32 A virtual team can be local, 
national, or global, with members coming from one firm or many.

A survey of employees at multinational corporations found that 80 percent of respon-
dents belong to virtual teams.33 In a virtual team, members use groupware, e-mail, instant 
messaging, telephone and text messaging, wikis and blogs, videoconferencing, and other 
technology tools to collaborate and perform their work, although they also might meet face 
to face at times. Although some virtual teams are made up of only organizational members, 
virtual teams often include contingent workers, members of partner organizations, cus-
tomers, suppliers, consultants, or other outsiders. Many virtual teams are also global teams. 
A global team is a cross-border team made up of members of different nationalities whose 
activities span multiple countries.34

One of the primary advantages of virtual teams is the ability to assemble the most tal-
ented group of people to complete a complex project, solve a particular problem, or exploit a 
specific strategic opportunity. The diverse mix of people can fuel creativity and innovation. 
On a practical level, organizations can save employ-
ees time and cut travel expenses when people meet 
in virtual rather than physical space. IBM reported 
that it saved more than $50 million in travel-related 
expenses in one recent year by using virtual teams.35

However, virtual teams also present unique 
challenges, particularly in terms of building rapport 
and trust. Exhibit 18.6 lists some critical areas that 
managers should address when leading virtual 
teams. Each of these areas is discussed in more 
detail in the following list:36

●	 Use virtual technology to build trust and relation-
ships for effective teamwork. Leaders first select 
people who have the right mix of technical, in-
terpersonal, and communication skills to work in 
a virtual environment, and then make sure that 
they have opportunities to know one another 
and establish trusting relationships. Encourag-
ing online social networking, where people can 
share photos and personal biographies, is one key 
to virtual team success. One study suggests that 
higher levels of online communication increase 
team cohesiveness and trust.37 Leaders also build 

Go to the “Experiential 
Exercise” on pages 647–
648, which pertains 
to effective versus 
ineffective teams.

Concept Connection

M
ar

k 
Le

on
g/

R
ed

ux

To update Lotus Symphony, a package of PC software applications, 
IBM assigned the project to teams in Beijing, China; Austin, Texas; 
Raleigh, North Carolina; and Böblingen, Germany. Leading the 
project, the Beijing group—shown here with Michael Karasick 
(center), who runs the Beijing lab, and lead developer Yue Ma 
(right)—navigated the global team through the programming 
challenges. To help bridge the distance gap, IBM uses Beehive, a 
corporate social network similar to Facebook, where employees 
create profiles, list their interests, and post photos.
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Manager’s    Shoptalk
How to Run a Great Meeting

A 
survey in the United States and Britain found 
that people spend an average of 5.6 hours a 
week in meetings, yet 69 percent of respondents 
considered most of that time wasted. Meetings 

can be excellent avenues to solving problems, sharing 
information, and achieving shared goals, but good 
meetings don’t just happen. Here are some tips on how 
to make meetings worthwhile and productive.

Prepare in Advance
Advance preparation is the single most important tool 
for running an efficient, productive meeting:

•	 Define the purpose. Is the meeting’s purpose to 
share information, draw on participants’ expertise 
and skills, elicit their commitment to a project, or 
coordinate the efforts required to accomplish a 
specific task? The leader needs to be clear about 
what the purpose is. If a meeting isn’t essential, 
don’t have it.

•	 Invite the right people. Meetings fail when too 
many, too few, or the wrong people are involved. 
Don’t let the meeting get too big, but make sure 
everyone with a contribution to make or a stake 
in the topic is represented.

•	 Prepare an agenda and identify the expected 
outcome. Distributing a simple list of the topics to 
be discussed lets people know what to expect. If 
the meeting is for exploration only, say so. A lack 
of decision making can be frustrating if partici-
pants expect action to be taken.

Bring Out the Best During the Meeting
During the meeting, certain techniques will bring out 
the best in people and ensure a productive session:

•	 Start on time, state the purpose, and review the 
agenda. Starting on time has symbolic value: It 
tells people that the topic is important and that 
the leader values their time. Begin by stating the 
meeting’s explicit purpose and clarifying what 
should be accomplished by its conclusion.

•	 Establish ground rules. Banning the use of cell 
phones, tablets, and laptops in meetings can 
make sure that people aren’t distracted. Other 
rules concern how people should interact, such as 
emphasizing equal participation and respectful 
listening. 

•	 Create involvement. Good leaders draw out  
the silent and control the talkative so that the 
meeting isn’t dominated by one or two assertive 
people. In addition, they encourage a free flow  
of ideas, provoke discussion with open-ended 
questions, and make sure that everyone feels 
heard.

•	 Keep it moving. For virtual meetings, it can be a 
good idea to begin with a “warm-up” of infor-
mal, non-work-related conversation. Otherwise, 
allowing people to waste time by getting into 
discussions of issues not on the agenda is a pri-
mary reason that people hate meetings. Move 
the meeting along as needed to meet time 
constraints.

Attend to the End as Much as  
the Beginning
Review and follow-up is important to summarize and 
implement agreed-upon points:

•	 End with a call to action. Summarize the discus-
sion, review any decisions made, and make  
sure that each person understands his or her 
assignment.

•	 Follow up swiftly. Send a short e-mail or memo 
to summarize the meeting’s key accomplishments, 
outline agreed-upon activities, and suggest sched-
ules for implementation.

Sources: Based on Antony Jay, How to Run a Meeting (Boston: Harvard 
Business Review Classics, 2009); Beth Bratkovic, “Running an Effective Meeting,” 
Government Finance Review (April 2007): 58–60; Phred Dvorak, “Corporate 
Meetings Go Through a Makeover,” The Wall Street Journal, March 6, 2006; 
Richard Axelrod et al., “Creating Dynamic, Energy-Producing Meetings,” Leader 
to Leader (Spring 2005): 53–58; Howard M. Guttman, “Leading Meetings 101: 
Transform Them from Dull to Dynamic,” Leadership Excellence (July 2009): 18; 
and Darleen DeRosa, “Hello, Is Anybody Out There? Six Steps to High-Impact 
V-Meetings,” T+D (August 2011): 28–29.
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trust by making everyone’s roles, responsibilities, and authority clear from the beginning, 
by shaping norms of full disclosure and respectful interaction, and by providing a way for 
everyone to stay up to date. In a study of which technologies make virtual teams success-
ful, researchers found that round-the-clock virtual workspaces, where team members 
can access the latest versions of files, keep track of deadlines and timelines, monitor one 
another’s progress, and carry on discussions between formal meetings, got top marks.38

●● Shape culture through virtual technology to reinforce productive norms. This involves 
creating a virtual environment in which people feel safe to express concerns, admit mis-
takes, share ideas, acknowledge fears, or ask for help. Leaders reinforce a norm of shar-
ing all forms of knowledge, and they encourage people to express “off-the-wall” ideas 
and ask for help when it’s needed. Team leaders set the example by their own behavior. 
Leaders also make sure that they bring diversity issues into the open and educate mem-
bers early on regarding possible cultural differences that could cause communication 
problems or misunderstandings in a virtual environment. Leaders address conflicts 
immediately because virtual conflicts can escalate quickly.

●● Monitor progress and reward members to keep the team progressing toward its goals.  
Leaders stay on top of the project’s development and make sure that everyone knows 
how the team is progressing toward meeting its goals. Posting targets, measurements, 
and milestones in the virtual workspace can make progress explicit. Leaders also pro-
vide regular feedback, and they reward both individual and team accomplishments 
through avenues such as virtual award ceremonies and recognition at virtual meetings. 
They are liberal with praise and congratulations, but criticism or reprimands are han-
dled individually, rather than in the virtual “presence” of the team.

As the use of virtual teams grows, there is growing understanding of what makes them 
successful. At Spring Company, a large consumer goods company with a virtual team of en-
gineers working in the United States and India, leaders took care to help the team develop 
rapport at the beginning of the project.

EXHIBIT	     18.6      What Effective Virtual Team Leaders Do

Practice How It’s Done

Use virtual technology to 
build relationships

•  �Bring attention to and appreciate diverse skills and opinions.
•  �Use technology to enhance communication and trust.
•  �Ensure timely responses online.
•  �Manage online socialization.

Shape culture through 
virtual technology

•  �Create a psychologically safe virtual culture.
•  �Share members’ special experience and strengths.
•  �Engage members from cultures that may discourage people 

from sharing their ideas.

Monitor progress and 
rewards

•  �Scrutinize electronic communication patterns.
•  �Post targets and scorecards in virtual work space.
•  �Reward people through online ceremonies and recognition.

SOURCES: Based on Table 1, “Practices of Effective Virtual Team Leaders,” in Arvind Malhotra, Ann Majchrzak, and Benson Rosen, 
“Leading Virtual Teams,” Academy of Management Perspectives 21, no. 1 (February 2007): 60–69; and Table 2, “ ‘Best Practices’ 
Solutions for Overcoming Barriers to Knowledge Sharing in Virtual Teams,” in Benson Rosen, Stacie Furst, and Richard 
Blackburn, “Overcoming Barriers to Knowledge Sharing in Virtual Teams,” Organizational Dynamics 36, no. 3 (2007): 259–273.

When top executives at Spring Company decided to move some aspects of supply chain 
process development to one of the company’s Indian facilities, one of their key concerns was 
making sure that the engineers in the United States and the ones in India came together 
quickly around a shared mission and a focus on key performance goals, putting the success of 
the team ahead of individual interests.

Innovative 
Way
Spring Company
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The time spent building rapport and trust paid off in smooth team interactions for 
the Spring Company virtual team. Many experts suggest that leaders bring people to-
gether face to face at the beginning of a project so that people can begin building trusting 
relationships. Others also suggest that managers solicit volunteers as much as possible 
for virtual teams, and interviews with virtual team members and leaders support the 
idea that members who truly want to work as a virtual team are more effective.40 In 
a study of 52 virtual teams in 15 leading multinational companies, London Business 
School researchers found that Nokia’s teams were among the most effective, even though 
they were made up of people working in several different countries, across time zones 
and cultures. What makes Nokia’s teams so successful? One key is that many of Nokia’s 
virtual teams consist of people who volunteered for the task. The company also tries to 
make sure that some members of a team have worked together before, providing a base 
for trusting relationships.41 

Global teams, such as the ones at Nokia and Spring Company, present even greater 
challenges for team leaders, who have to bridge gaps of time, distance, and culture. Different 
cultural attitudes can affect work pacing, team communications, decision making, the 
perception of deadlines, and other issues, and provide rich soil for misunderstandings and 
conflict. No wonder when the executive council of CIO magazine asked global chief in-
formation officers (CIOs) to rank their greatest challenges, managing virtual global teams 
ranked as the most pressing issue.42

•	 A virtual team is a team made of members who are 
geographically or organizationally dispersed, rarely meet 
face to face, and interact to accomplish their work pri-
marily using advanced information and telecommunica-
tions technologies.

•	 A global team is a group made of employees who come 
from, and whose activities span, multiple countries.

•	 Virtual teams provide many advantages, but they also 
present new challenges for leaders, who must learn to 
build trusting relationships in a virtual environment.

Remember This

Team Characteristics
After deciding the type of team to use, the next issue of concern to managers is designing 
the team for greatest effectiveness. Team characteristics of particular concern are size, 
diversity, and member roles.

Company managers, team leaders, and consultants held a series of team-building activi-
ties, during which team members together created a shared vision, developed specific team 
norms and agreements, built virtual relationships, clarified roles and responsibilities, and estab-
lished expectations for the team’s work. Cultural education and exercises on virtual commu-
nication were also a part of the process. By the end of the team-building activities, members 
were laughing together and eager to get on with their work. A follow-up by Webinar and 
phone found that the team was on track toward meeting its goals; moreover, everyone was 
still having a good time working together.39
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Size

More than 30 years ago, psychologist Ivan Steiner examined what happened each time 
the size of a team increased, and he proposed that a team’s performance and productivity 
peaked when it had about five members—a quite small number. He found that adding 
members beyond five caused a decrease in motivation, an increase in coordination prob-
lems, and a general decline in performance.43 Since then, numerous studies have found that 
smaller teams perform better, although most researchers say that it’s impossible to specify 
an optimal team size. One investigation of team size based on data from 58 software de-
velopment teams found that the best-performing teams ranged in size from three to six 
members.44

Teams need to be large enough to incorporate the diverse skills needed to com-
plete a task, enable members to express good and bad feelings, and aggressively solve 
problems. However, they also should be small enough to permit members to feel an 
intimate part of the team and to communicate effectively and efficiently. The ability of 
people to identify with the team is an important determinant of high performance.45 
At Amazon.com, CEO Jeff Bezos established a “two-pizza rule.” If a team gets so large 
that members can’t be fed with two pizzas, it should be split into smaller teams.46 In 
general, as a team increases in size, it becomes harder for each member to interact with 
and influence the others. Subgroups often form in larger teams, and conflicts among 
them can occur. Turnover and absenteeism are higher because members feel less like 
an important part of the team.47 Although the Internet and advanced technologies are 
enabling larger groups of people to work more effectively in virtual teams, studies show 
that members of smaller virtual teams participate more actively, are more committed to 
the team, are more focused on team goals, and have higher levels of rapport than larger  
virtual teams.48

Diversity

Because teams require a variety of skills, 
knowledge, and experience, it seems 
likely that heterogeneous teams would 
be more effective than homogeneous 
ones. In general, research supports this 
idea, showing that diverse teams pro-
duce more innovative solutions to prob-
lems.49 Diversity in terms of functional 
area and skills, thinking styles, and per-
sonal characteristics is often a source 
of creativity. In addition, diversity may 
contribute to a healthy level of dis-
agreement that leads to better decision 
making.

Research studies have confirmed 
that both functional diversity and de-
mographic diversity can have a positive 
impact on work team performance.50 For 
example, recent research suggests that 
gender diversity, particularly with more 
women than men on a team, leads to bet-
ter performance.51 Ethnic, national, and 

Concept Connection

At 6-foot-9, professional hockey player Zdeno Chara is a commanding 
presence, but as the captain of the Boston Bruins, he is all about making 
team members feel like equals who all contribute to the group’s success. 
As the socioemotional leader, Chara has established certain boundaries 
that help harmonize the team. For example, team members cannot refer 
to new players as “rookies,” nor are they allowed to engage in any kind of 
harmful bullying behavior that can be common on sports teams.  And with this 
diverse team filled with players from a number of countries, Chara insists 
that all team meetings and conversations be conducted in English. Under his 
supportive leadership, the Bruins have advanced to the Stanley Cup finals 
several times in the last few seasons.
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Hot
Topic

racial diversity sometimes can hinder team interaction and performance in the short term, 
but with effective leadership, the problems fade over time.52

Member Roles

For a team to be successful over the long run, it must be structured in a way that both 
maintains its members’ social well-being and accomplishes its task. To understand the im-
portance of members fulfilling various roles on a team, consider the 33 miners who were 
trapped underground after a copper mine collapsed in San José, Chile, in August 2010. 
With little food, scant water, dusty conditions, and frayed nerves, the situation could 
have led to chaos. However, the miners organized into several teams in charge of critical 
activities such as communication with rescue workers, transport of supplies from above 
ground, rationing and distribution of food, managing health concerns, and securing the 
mine to prevent further collapses. Some team members were clearly focused on help-
ing the trapped miners meet their needs for physical survival; some focused on helping 
people coordinate their activities; and still others focused on the group’s psychological 
and social needs, helping people maintain hope and a sense of solidarity as the ordeal 
stretched to a harrowing 69 days. Experts agree that teamwork and leadership were key 
to the miners’ survival.53

With successful teams, the requirements for task performance and social satisfaction 
are met by the emergence of two types of roles: task specialist and socioemotional.54

People who play a task specialist role spend time and energy helping the team reach 
its goal. They often display the following behaviors:

●● Initiate ideas. Propose new solutions to team problems
●● Give opinions. Offer judgments on task solutions; give candid feedback on others’ 

suggestions
●● Seek information. Ask for task-relevant facts
●● Summarize. Relate various ideas to the problem at hand; pull ideas together into a brief 

overview
●● Energize. Stimulate the team into action when interest drops55

People who adopt a socioemotional role support team members’ emotional needs and 
help strengthen the social entity. They display the following behaviors:

●● Encourage. Are warm and receptive to others’ ideas; praise and encourage others to 
draw forth their contributions

●● Harmonize.  Reconcile group conflicts; help disagreeing parties reach agreement
●● Reduce tension.  Tell jokes or diffuse emotions in other ways when the group atmo-

sphere is tense
●● Follow.  Go along with the team; agree to other team members’ ideas
●● Compromise.  Shift own opinions to maintain team harmony56

Teams with mostly socioemotional roles can be satisfying, but they also can 
be unproductive. At the other extreme, a team made up primarily of task special-
ists will tend to have a singular focus on task accomplishment. This team will be 
effective for a short period of time but will not be satisfying for members over the 
long run. Effective teams have people in both task specialist and socioemotional 
roles. A well-balanced team will do best over the long term because it will be per-
sonally satisfying for team members, as well as permitting the accomplishment of 
team tasks.

Complete the “New 
Manager Self-Test” to 
see how you contribute 
as a team member.
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New Manager     Self-Test
What Team Role Do You Play?

Instructions: Think about how you communicate and 
contribute during teamwork sessions at school or work. 
Indicate whether the statements below are Mostly True or 
Mostly False for your behavior on a team. There are no right 
or wrong answers, so answer honestly.

  1.	I often speak out in the interest 
of getting the best solution.	

  2.	I typically try to help disagreeing  
members reach agreement.	

  3.	I typically push the team to 
get things done.	

  4.	I make comments that are 
sometimes playful or humorous.	

  5.	I tend to bring up or ask  
others for facts relevant  
to a solution.	

  6.	I am especially warm and  
complementary toward  
others’ ideas.	

  7.	I can sometimes upset people 
by pushing for the rational  
solution.	

  8.	I praise and encourage others 
for their work on the team.	

  9.	I make suggestions that are  
logical and rational.	

10.	I give team members appreciation 
and support for a job  
well done.	

Scoring and Interpretation:  Your behavior on a team 
may reflect either a task-specialist role or a socioemotional  
role. For your score as a task specialist, sum 1 point for each 
Mostly True answer to the odd-numbered items. Task Special-
ist score = ____. For your score as playing a socioemo-
tional role, sum 1 point for each Mostly True answer to the 
even-numbered items. Socioemotional score = ____. Both 
task-specialist and socioemotional roles are necessary for team 
success. Do you tend to naturally focus more on achieving 
the team’s task or on meeting the social needs of members? 
A score of 4 or more on either scale suggests you are pretty 
strong on that team member role. If one score is three points 
higher than the other, you likely specialize in the higher-scoring 
role during team sessions. 

	 Mostly	 Mostly
	 True	 False

•	 Issues of particular concern to managers for team effec-
tiveness are selecting the right type of team for the task, 
balancing the team’s size and diversity, and ensuring that 
both task and social needs are met.

•	 Small teams are typically more productive and more sat-
isfying to their members than are large teams.

•	 Jeff Bezos established a “two-pizza rule” at Amazon .com: 
If a team gets so large that members can’t be fed with two 
pizzas, it is split into smaller teams.

•	 The task specialist role is a team role in which an  
individual devotes personal time and energy to helping 
the team accomplish its activities and reach its goal.

•	 The socioemotional role is a team role in which an 
individual provides support for team members’  
emotional needs and helps strengthen social unity.

Remember This
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Team Processes
Now we turn our attention to internal team processes. Team processes pertain to those 
dynamics that change over time and can be influenced by team leaders. In this section, we 
discuss stages of development, cohesiveness, and norms. The fourth type of team process, 
conflict, will be covered in the next section.

Stages of Team Development

After a team has been created, it develops by passing through distinct stages. New teams 
are different from mature teams. Recall a time when you were a member of a new team, 
such as a fraternity or sorority pledge class, a committee, or a small team formed to do a 
class assignment. Over time, the team changed. In the beginning, team members had to 
get to know one another, establish roles and norms, divide the labor, and clarify the team’s 
task. In this way, each member became part of a smoothly operating team. The challenge 
for leaders is to understand the stages of development and take action that will lead to 
smooth functioning.

Research findings suggest that team development is not random, but evolves over de-
finitive stages. One useful model for describing these stages is shown in Exhibit 18.7. Each 
stage confronts team leaders and members with unique problems and challenges.57

EXHIBIT	     18.7      
Five Stages of  
Team Development

Orientation, 
breaking
the ice

Con�ict,
disagreement

Establishment
of order and
cohesion

Cooperation,
problem solving

Task
completion

Orientation, 
b ki

Con�ict,
disagreement

Establishment
of order and
cohesion

Cooperation,
problem solving

Task
completion

Performing

Adjourning

Norming

Storming

Forming

SOURCES: Based on the stages of small group development in Bruce W. Tuckman, “Developmental Sequence in Small 
Groups,” Psychological Bulletin 63 (1965): 384–399; and B. W. Tuckman and M. A. Jensen, “Stages of Small Group Development 
Revisited,” Group and Organizational Studies 2 (1977): 419–427.
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Forming 
The forming stage of development is a period of orientation and getting acquainted. Mem-
bers break the ice and test one another for friendship possibilities and task orientation. Un-
certainty is high during this stage, and members usually accept whatever power or authority is 
offered by either formal or informal leaders. During this initial stage, members are concerned 
about things such as “What is expected of me?” “What behavior is acceptable?” and “Will I 
fit in?” During the forming stage, the team leader should provide time for members to get 
acquainted with one another and encourage them to engage in informal social discussions.

Storming 
During the storming stage, individual personalities emerge. People become more asser-
tive in clarifying their roles and what is expected of them. This stage is marked by conflict 
and disagreement. People may disagree over their perceptions of the team’s goals or how to 
achieve them. Members may jockey for position, and coalitions or subgroups based on com-
mon interests may form. Unless teams can successfully move beyond this stage, they may get 
bogged down and never achieve high performance. A recent experiment with student teams 
confirms the idea that teams that get stuck in the storming stage perform significantly less 
well than teams that progress to future stages of development.58 During the storming stage, 
the team leader should encourage participation by each team member. Members should 
propose ideas, disagree with one another, and work through the uncertainties and conflict-
ing perceptions about team tasks and goals. The expression of emotions, even negative ones, 
helps to build camaraderie and a shared understanding of goals and tasks.59

Norming 
During the norming stage, conflict is resolved and team harmony and unity emerge. Con-
sensus develops on who has the power, who the leaders are, and what the various members’ 
roles are. Members come to accept and understand one another. Differences are resolved, 
and members develop a sense of team cohesion. During the norming stage, the team leader 
should emphasize unity within the team and help to clarify team norms and values.

Performing 
During the performing stage, the major emphasis is on problem solving and accomplish-
ing the assigned task. Members are committed to the team’s mission. They are coordinated 
with one another and handle disagreements in a mature way. They confront and resolve 
problems in the interest of task accomplishment. They interact frequently and direct their 
discussions and influence toward achieving team goals. During this stage, the leader should 
concentrate on managing high task performance. Both socioemotional and task specialist 
roles contribute to the team’s functioning.

Adjourning 
The adjourning stage occurs in committees and teams that have a limited task to perform 
and are disbanded afterward. During this stage, the emphasis is on wrapping up and gear-
ing down. Task performance is no longer a top priority. Members may feel heightened 
emotionality, strong cohesiveness, and depression or regret over the team’s disbanding. At 
this point, the leader may wish to signify the team’s disbanding with a ritual or ceremony, 
perhaps giving out plaques and awards to members to signify closure and completeness.

These five stages typically occur in sequence, but in teams that are under time pressure, 
they may occur quite rapidly. The stages may also be accelerated for virtual teams. For ex-
ample, at McDevitt Street Bovis, a large construction management firm, bringing people 
together for a couple of days of team building helps teams move rapidly through the form-
ing and storming stages. 
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Innovative 
Way

McDevitt Street Bovis

Rather than the typical construction project characterized by conflicts, frantic scheduling, and 
poor communication, McDevitt Street Bovis wants its collection of contractors, designers, 
suppliers, and other partners to function as a true team, putting the success of the project 
ahead of their own individual interests.

The team-building process at Bovis is designed to take teams to the performing stage 
as quickly as possible by giving everyone an opportunity to get to know one another, 
explore the ground rules, and clarify roles, responsibilities, and expectations.  The team is 
first divided into separate groups that may have competing objectives—such as the clients 
in one group, suppliers in another, engineers and architects in a third, and so forth—and 
asked to come up with a list of their goals for the project. Although interests sometimes 
vary widely in purely accounting terms, common themes almost always emerge. By talk-
ing about conflicting goals and interests, as well as what all the groups share, facilitators 
help the team gradually come together around a common purpose and begin to develop 
shared values that will guide the project.  After jointly writing a mission statement for the 
team, each party says what it expects from the others, so that roles and responsibilities can 
be clarified.  The intensive team-building session helps take members quickly through the 
forming and storming stages of development. “We prevent conflicts from happening,” says 
facilitator Monica Bennett. Leaders at McDevitt Street Bovis believe that building better 
teams builds better buildings.60

Building a Cohesive Team

Another important aspect of the team process is cohesiveness. Team cohesiveness is 
defined as the extent to which members are attracted to the team and motivated to remain 
in it.61 Members of highly cohesive teams are committed to team activities, attend meet-
ings, and are happy when the team succeeds. Members of less cohesive teams are less 
concerned about the team’s welfare. High cohesiveness is normally considered an attrac-
tive feature of teams.

Determinants of Team Cohesiveness 
Several characteristics of team structure and context influence cohesiveness. First is team 
interaction. When team members have frequent contact, they get to know one another, con-
sider themselves a unit, and become more committed to the team.62 Second is the concept 
of shared goals. If team members agree on purpose and direction, they will be more cohe-
sive. Third is personal attraction to the team, meaning that members have similar attitudes 
and values and enjoy being together.

Two factors in the team’s context also influence cohesiveness. The first is the presence 
of competition. When a team is in moderate competition with other teams, its cohesive-
ness increases as it strives to win. Finally, team success and the favorable evaluation of the 
team by outsiders add to cohesiveness. When a team succeeds in its task and others in the 
organization recognize the success, members feel good, and their commitment to the team 
will be high.

Consequences of Team Cohesiveness
The outcome of team cohesiveness can fall into two categories—morale and productivity. 
As a general rule, morale is higher in cohesive teams because of increased communication 
among members, a friendly team climate, maintenance of membership because of com-
mitment to the team, loyalty, and member participation in team decisions and activities. 
High cohesiveness has almost uniformly good effects on the satisfaction and morale of 
team members.63
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With respect to the productivity of the team as a whole, research findings suggest that 
teams in which members share strong feelings of connectedness and generally positive inter-
actions tend to perform better.64 Thus, a friendly, positive team environment contributes to 
productivity, as well as member satisfaction. Among call center teams at Bank of America, 
for example, productivity rose 10 percent when leaders scheduled more face-to-face inter-
action time outside of formal meetings. Simply interacting with others in a positive way 
has an energizing effect. Alex “Sandy” Pentland, a professor at the Massachusetts Institute 
of Technology (MIT), and his colleagues at MIT’s Human Dynamics Laboratory studied 
teams across diverse industries to identify what gives some teams the energy, creativity, 
and shared commitment that leads to high productivity. They found positive patterns of 
communication to be the most important predictor of a team’s success—as significant as 
individual intelligence, personality, skill, and the substance of discussions combined.65

Other research indicates that the degree of productivity in cohesive teams may depend 
on the relationship between management and the work team. One study surveyed more 
than 200 work teams and correlated job performance with their cohesiveness.66 Highly 
cohesive teams were more productive when team members felt management support and 
less productive when they sensed management hostility and negativism.

Establishing Team Norms

A team norm is an informal standard of conduct that is shared by team members and 
guides their behavior.67 Norms are valuable because they provide a frame of reference for 
what is expected and acceptable.

Norms begin to develop in the first interactions among members of a new team. 
Exhibit 18.8 illustrates four common ways in which norms develop.68 Sometimes the first 
behaviors that occur in a team set a precedent. For example, at one company, a team leader 
began his first meeting by raising an issue and then “leading” team members until he got the 
solution he wanted. The pattern became ingrained so quickly into an unproductive team 
norm that members dubbed meetings the “Guess What I Think” game.69 Other influences 
on team norms include critical events in the team’s history, as well as behaviors, attitudes, 
and norms that members bring with them from outside the team. 

Critical events
in team’s history

Primacy: �rst-
behavior precedents

Explicit statements
from leader
or members

Carryover from
other experiences

Team
Norms

EXHIBIT	     18.8      Four Ways Team Norms Develop
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Team leaders play an important role in shaping norms that will help the team be effec-
tive. For example, research shows that when leaders have high expectations for collaborative 
problem solving, teams develop strong collaborative norms.70 Making explicit statements 
about desired team behaviors is a powerful way that leaders influence norms. When he 
was CEO of Ameritech, Bill Weiss established a norm of cooperation and mutual support 
among his top leadership team by telling them bluntly that if he caught anyone trying to 
undermine the others, the guilty party would be fired.71

•	 The forming stage of team development is a period of 
orientation and getting acquainted.

•	 Storming is the stage of team development in which 
individual personalities and roles emerge, along with 
resulting conflicts.

•	 Norming refers to the stage of development in which 
conflicts are resolved and team harmony and unity 
emerge.

•	 The performing stage is the stage in which members 
focus on problem solving and accomplishing the team’s 
assigned task.

•	 Adjourning is the stage during which members of tem-
porary teams prepare for the team’s disbanding.

•	 Team cohesiveness refers to the extent to which team 
members are attracted to the team and motivated to re-
main a part of it.

•	 Morale is almost always higher in cohesive teams, and 
cohesiveness can also contribute to higher productivity.

•	 A team norm is an informal standard of conduct that is 
shared by team members and guides their behavior.

Remember This

Managing Team Conflict
The final characteristic of team process is conflict. Conflict can arise among members 
within a team or between one team and another. Conflict refers to an antagonistic interac-
tion in which one party attempts to block the intentions or goals of another.72 Whenever 

people work together in teams, some conflict is inevitable. Bring-
ing conflicts into the open and effectively resolving them is one 
of the team leader’s most challenging yet most important jobs. 
Effective conflict management has a positive impact on team 
cohesiveness and performance.73

Types of Conflict

Two basic types of conflict that occur in teams are task conflict 
and relationship conflict.74 Task conflict refers to disagreements 
among people about the goals to be achieved or the content of 
the tasks to be performed. Two shop foremen might disagree 
over whether to replace a valve, or let it run despite the unusual 
noise that it is making. Alternatively, two members of a top man-
agement team might disagree about whether to acquire a com-
pany or enter into a joint venture as a way to expand globally. 
Relationship conflict refers to interpersonal incompatibility 
that creates tension and personal animosity among people. For 
example, in one team at a company that manufactures and sells 

“In great teams, conflict 
becomes productive. The 
free flow of ideas and 
feelings is critical for 
creative thinking, for 
discovering new solutions 
no one individual would 
have come to on his own.”

—Peter Senge, author of The Fifth 

Discipline: The Art and Practice of the 

Learning Organization
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upscale children’s furniture, team members found their differing perspectives and work-
ing styles to be a significant source of conflict during crunch times. Members who needed 
peace and quiet were irked at those who wanted music playing in the background. Com-
pulsively neat members found it almost impossible to work with those who liked working 
among stacks of clutter.75

In general, research suggests that task conflict can be beneficial because it leads to better 
decision making and problem solving. On the other hand, relationship conflict is typically 
associated with negative consequences for team effectiveness.76 One study of top manage-
ment teams, for example, found that task conflict was associated with higher decision qual-
ity, greater commitment, and more decision acceptance, while the presence of relationship 
conflict significantly reduced those same outcomes.77

Balancing Conflict and Cooperation

There is evidence that mild conflict can be beneficial to teams.78 A healthy level of conflict 
helps to prevent groupthink (as discussed in Chapter 9), in which people are so committed 
to a cohesive team that they are reluctant to express contrary opinions. When people in 
work teams go along simply for the sake of harmony, problems typically result. Thus, a de-
gree of conflict leads to better decision making because multiple viewpoints are expressed. 

However, conflict that is too strong, that is focused on personal rather than work issues, 
or that is not managed appropriately can be damaging to the team’s morale and produc-
tivity. Too much conflict can be destructive, tear relationships apart, and interfere 
with the healthy exchange of ideas and information.79 Team leaders have to find the 
right balance between conflict and cooperation, as illustrated in Exhibit 18.9. Too 
little conflict can decrease team performance because the team doesn’t benefit from 
a mix of opinions and ideas—even disagreements—that might lead to better solu-
tions or prevent the team from making mistakes. At the other end of the spectrum, 
too much conflict outweighs the team’s cooperative efforts and leads to a decrease 
in employee satisfaction and commitment, hurting team performance. A moderate 
amount of conflict, when it is managed appropriately, typically results in the highest 
levels of team performance. 
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EXHIBIT	     18.9      Balancing Conflict and Cooperation

Go to the “Ethical 
Dilemma” on  
pages 648–649, which 
pertains to team 
cohesiveness and 
conflict.
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Causes of Conflict

Several factors can lead to conflict.80 One of the primary causes is competition over re-
sources, such as money, information, or supplies. When individuals or teams must compete 
for scarce or declining resources, conflict is almost inevitable. In addition, conflict often 
occurs simply because people are pursuing differing goals. Goal differences are natural 
in organizations. Individual salespeople’s targets may put them in conflict with one an-
other or with the sales manager. Moreover, the sales department’s goals might conflict with 
those of manufacturing, and so forth.

Conflict may also arise from communication breakdowns. Poor communication can 
occur in any team, but virtual and global teams are particularly prone to communication 
breakdowns. In one virtual team developing a custom polymer for a Japanese manufac-
turer, the marketing team member in the United States was frustrated by a Japanese 
team member’s failure to provide her with the manufacturer’s marketing strategy. The 
Japanese team member, in turn, thought that her teammate was overbearing and unsup-
portive. She knew that the manufacturer hadn’t yet developed a clear marketing strat-
egy, and that pushing for more information could damage the relationship by causing 
the customer to “lose face.”81 Trust issues can be a major source of conflict in virtual 
teams if members feel that they are being left out of important communication inter-
actions.82 In addition, the lack of nonverbal cues in virtual interactions leads to more 
misunderstandings.

Styles to Handle Conflict

Teams as well as individuals develop specific styles for dealing with conflict, based on the 
desire to satisfy their own concern versus the other party’s concern. A model that describes 
five styles of handling conflict is shown in Exhibit 18.10. The two major dimensions are 
the extent to which an individual is assertive versus unassertive and cooperative versus 
uncooperative in his or her approach to conflict:83

●● The dominating style (my way) reflects assertiveness to get one’s own way and should  
be used when quick, decisive action is vital on important issues or unpopular actions, 
such as during emergencies or urgent cost cutting requirements.

●● The compromising style (halfway) reflects a moderate amount of both assertiveness  
and cooperativeness. It is appropriate when the goals on both sides are equally 

Assertive 

Cooperativeness CooperativeUncooperative

Assertiveness 

Unassertive 

Dominating
(My Way)

Collaborating
(Our Way)

Avoiding
(No Way)

Accommodating
(Your Way)

Compromising
(Half Way)

EXHIBIT	    18.10      
A Model of Styles to  
Handle Conflict

SOURCES: Adapted from Kenneth Thomas, “Conflict and Conflict Management,” in Handbook of Industrial and Organizational 
Behavior, ed. M. D. Dunnette (New York: John Wiley, 1976), p. 900; and Nan Peck, “Conflict 101: Styles of Fighting,” North 
Virginia Community College Web site, September 20, 2005, www.nvcc.edu/home/npeck/conflicthome/conflict/Conflict101 
/conflictstyles.htm (accessed April 13, 2011).
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important, when opponents have 
equal power and both sides want 
to split the difference, or when 
people need to arrive at tempo-
rary or expedient solutions under 
time pressure.

●● The accommodating style (your 
way) reflects a high degree of co-
operativeness, which works best 
when people realize that they are 
wrong, when an issue is more im-
portant to others than to oneself, 
when building social credits for 
use in later discussions, and when 
maintaining harmony is espe-
cially important.

●● The collaborating style (our way) 
reflects a high degree of both as-
sertiveness and cooperativeness. 
The collaborating style enables 
both parties to win, although it 
may require substantial bargain-
ing and negotiation. The collabo-
rating style is important when 
both sets of concerns are too important to be compromised, when insights from dif-
ferent people need to be merged into an overall solution, and when the commitment of 
both sides is needed for a consensus.

●● The avoiding style (no way) reflects neither assertiveness nor cooperativeness. It is ap-
propriate when an issue is trivial, when there is no chance of winning, when a delay to 
gather more information is needed, or when a disruption would be costly.

An example of the collaborating style could be seen during the 2008 Summer Olym-
pics in Beijing. When building the Beijing National Aquatics Center (typically called the 
“Water Cube”), two architectural firms—one Chinese and the other Australian—devel-
oped designs that were totally different. Although this created some tension, instead of 
fighting for their own ideas, the two sides came up with a totally new concept that excited 
everyone. The resulting award-winning building is spectacular.84 Each of the five styles is 
appropriate in certain cases, and effective team members and leaders vary their styles to fit 
the specific situation.

Negotiation

One distinctive type of conflict management is negotiation, whereby people engage in 
give-and-take discussions and consider various alternatives to reach a joint decision that 
is acceptable to both parties. Negotiation is used when a conflict is formalized, such as 
between a union and management.

Types of Negotiation 
Conflicting parties may embark on negotiation from different perspectives and with differ-
ent intentions, reflecting either an integrative approach or a distributive approach.

Concept Connection
Just who’s running the Large 
Hadron Collider (LHC) project, 
an international, $6-billion particle 
accelerator designed to simulate 
the universe’s birth by producing 
high-energy proton collisions? 
The answer: everyone. Built at 
the European Organization of 
Nuclear Research (known for 
short as CERN), near Geneva, 
LHC involves 10,000 scientists 
and engineers working in 
hundreds of institutions. Because 
participants recognize that they 
need everyone’s cooperation 
to succeed, they’ve adopted 
a collaborative style of 
handling conflicts. Each 
research group is a democratic 
collective; those collectives 
appoint members to negotiate 
with other groups. “The top guy,” 
notes CERN’s “top guy,” Director-
General Rolf-Dieter Heuer, “can 
only convince the other guys to 
do what he wants them to do.” A
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Integrative negotiation is based on a win-win assumption, in that all parties want to 
come up with a creative solution that can benefit both sides. Rather than viewing the con-
flict as a win-lose situation, people look at the issues from multiple angles, consider trade-
offs, and try to “expand the pie” rather than divide it. With integrative negotiation, conflicts 
are managed through cooperation and compromise, which fosters trust and positive long-
term relationships. Distributive negotiation, on the other hand, assumes that the size of 
the “pie” is fixed, and each party attempts to get as much of it as they can. One side wants 
to win, which means the other side must lose. With this win-lose approach, distributive 
negotiation is competitive and adversarial, rather than collaborative, and does not typically 
lead to positive long-term relationships.85

Most experts emphasize the value of integrative negotiation for today’s collaborative 
business environment. That is, the key to effectiveness is to see negotiation not as a zero-
sum game, but as a process for reaching a creative solution that benefits everyone.86

Rules for Reaching a Win-Win Solution 
Achieving a win-win solution through integrative negotiation is based on four key strategies:87

●● Separate the people from the problem. For successful integrative negotiation, people 
stay focused on the problem and the source of conflict, rather than attacking or at-
tempting to discredit each other.

●● Focus on underlying interests, not current demands. Demands are what each person 
wants from the negotiation, whereas underlying interests represent the “why” behind 
the demands. Consider two sisters arguing over the last orange in the fruit bowl. Each 
insists that she should get the orange and refuses to give up (demands). If one sister 
had asked the other why she wanted the orange, the sisters would have discovered that 
one wanted to eat it, and the other wanted the peel to use for a project (interests). By 
focusing on interests, the sisters would have been able to arrive at a solution that gave 
each what she wanted.88 Demands create yes-or-no obstacles to effective negotiation, 
whereas interests present problems that can be solved creatively.

●● Listen and ask questions. A good strategy for most negotiations is to listen and ask ques-
tions. You can learn more about your opponent’s position, their constraints, and their needs 
by being quiet or asking questions. Smart negotiators want to learn the other side’s con-
straints so that they can help overcome them. Don’t dismiss the opposing party’s limitation 
as unreasonable or think “That’s your problem.” You can take it on as your own problem and 
try to come up with a solution for your opponent so that you can get closer to an agreement.

●● Insist that results be based on objective standards. Each party in a negotiation has its 
own interests and naturally would like to maximize its outcomes. Successful negotia-
tion requires focusing on objective criteria and maintaining standards of fairness rather 
than using subjective judgments about the best solution.

•	 Conflict refers to antagonistic interaction in which 
one party attempts to block the intentions or goals of 
another.

•	 Some conflict, particularly task conflict, can be beneficial 
to teams.

•	 Task conflict is conflict that results from disagreements 
about the goals to be achieved or the content of the tasks 
to be performed.

•	 Relationship conflict results from interpersonal incom-
patibility that creates tension and personal animosity 
among people.

Remember This
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•	 Causes of conflict include competition over resources, 
goal differences, and communication breakdowns.

•	 Teams and individuals use a variety of styles for dealing 
with conflict, including the dominating style, the avoid-
ing style, the compromising style, the accommodating 
style, and the collaborating style, and each can be effec-
tive under certain circumstances.

•	 Negotiation is a conflict management strategy whereby 
people engage in give-and-take discussions and 

consider various alternatives to reach a joint decision 
that is acceptable to both parties.

•	 Integrative negotiation is a collaborative approach 
that is based on a win-win assumption, whereby the 
parties want to come up with a creative solution that 
benefits both sides of the conflict.

•	 Distributive negotiation is a competitive and adversar-
ial approach in which each party strives to get as much 
as it can, usually at the expense of the other party.
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Ch18	 Discussion Questions

  1.	 One company had 40 percent of its workers and 20 per-
cent of its managers resign during the first year after it 
reorganized from a vertical hierarchy into teams. What 
might account for this dramatic turnover? How might 
managers ensure a smooth transition to teams?

  2.	 Have you experienced any of the five contributions of 
teams shown in Exhibit 18.2 with a team that you have 
participated in? Describe your experience and why 
you think that the team was able to make that specific 
contribution. 

  3.	 Suppose that you are the leader of a team that has just 
been created to develop a new registration process at 
your college or university. How can you use an under-
standing of the stages of team development to improve 
your team’s effectiveness?

  4.	 Research on team interactions described in the chap-
ter indicates that when people eat lunch at 12-person 
tables, they are more productive and collaborative than 
when they eat at 4-person tables, even if they aren’t eat-
ing with their own team members. What do you think 
would explain this finding?

  5.	 Imagine yourself as a potential member of a team re-
sponsible for designing a new package for a breakfast 
cereal. Do you think interpersonal skills would be 

equally important if the team is organized face to face 
versus a virtual team? Why or why not? Might differ-
ent types of interpersonal skills be required for the two 
types of teams? Be specific.

  6.	 If you were the leader of a special-purpose team devel-
oping a new computer game and conflicts arose related 
to power and status differences among team members, 
what would you do? Which of the styles to handle 
conflict described in the chapter do you think might be 
most effective? Explain your answer.

  7.	 Experts say that for teams to function well, members 
have to get to know one another in some depth. What 
specifically would you do to facilitate this in a co-
located team? What about in a global, virtual team?

  8.	 Some people argue that the presence of an outside 
threat correlates with a high degree of team cohesion. 
Would you agree or disagree? Explain your answer.

  9.	 Discuss how the dilemma of teamwork vs. individual 
work might be intensified in a virtual team. What di-
lemmas do you encounter when you have to do class 
assignments as part of a team? Discuss.

10.	 If you were the leader of a newly formed team, what 
might you do to make sure that the team developed 
norms of high performance? 

Ch18	 Apply Your Skills: Experiential Exercise
This and That: Best Team—Worst Team89

Think of two teams of which you were a member—the best 
and the worst in terms of personal satisfaction and team 
performance. These teams could come from any area in 
your experience—for example, athletic team, student club, 
class team, work team, project team, church committee, or 
volunteer organization. List here the specific behaviors of 
the teams that made them the best and worst for you.
Best team behaviors:  �
�

Worst team behaviors: �
�

In class: (1) Sit in a small group of three to five students. 
Each student should tell the brief story of his or her best 
and worst team experiences. (2) After all the stories are 
heard, one team member writes on a flipchart (or black-
board) two headings—“More of This” and “Less of That.” 
Under “This,” write team member suggestions for positive 
behaviors that make for effective teamwork. Under “That,” 
write team member suggestions for negative behaviors that 
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prevent effective teamwork. (3) After brainstorming items, 
each group condenses each list to five key behaviors that 
the group considers most important. (4) After the lists 
are finalized, students can walk around the classroom and 
review all lists. (5) Discuss answers to the following ques-
tions, either in your group or as a class.
1.	 What are the most important behaviors for This and 

for That?

2.	 What factors influence the presence of This or That 
behaviors on a team?

3.	 What personal changes would you need to make as a 
team member to demonstrate more of This?

4.	 What personal changes would you need to make as a 
team member to demonstrate less of That?

5.	 How might a team leader be able to attain more of This 
on a team and less of That?

Ch18	 Apply Your Skills: Small Group Breakout
Team Feedback Exercise
Step 1. Divide into groups of three to four students. Think 
back to recent experiences working in a team, either at 
work or school. Write down your answers to the following 
questions.
What behaviors by other team members did you most 
appreciate?
___________________________________________
___________________________________________
What behaviors of other team members did you least 
appreciate?
__________________________________________
__________________________________________
What do you think the team members appreciated 
about you?
__________________________________________
__________________________________________

What actions of yours might the team members have 
appreciated least?
__________________________________________
__________________________________________

Step 2. Take turns sharing your answers with other mem-
bers of your group. Make notes about common themes for 
answers to each of the above questions. What is the single 
most important theme for each of these answers?
Step 3. What are the implications of these answers for you 
as a member of a future team? How might you change your 
behavior to make a larger contribution to a team?

Ch18	 Apply Your Skills: Ethical Dilemma
One for All and All for One?90 
Melinda Asbel watched as three of her classmates filed out 
of the conference room. Then she turned back to the large 
wooden table and faced her fellow members (a student and 
three faculty members) of the university’s judiciary committee.

The three students—Joe Eastridge, Brad Hamil, and 
Lisa Baghetti—had just concluded their appeal against a 
plagiarism conviction stemming from a group project for 
an international marketing course. Melinda, who happened 
to be in the class with the students on trial, remembered 
the day that the professor, Hank Zierden, had asked Joe, 
Brad, and Lisa, along with the group’s leader, Paul Colgan, 
to stay after class. She happened to walk by the classroom 
a half hour later to see four glum students emerge. Even 
though Paul had a chagrined expression on his face, Joe  
was the one who looked completely shattered. It didn’t  
take long for word to spread along the ever-active grapevine 
that Paul had admitted to plagiarizing his part of the  
group paper.

At the hearing, the students recounted how they’d 
quickly and unanimously settled on Paul to lead the group. 
He was by far the most able student among them, someone 
who managed to maintain a stellar GPA even while handling 

a full course load and holding down a part-time job. After the 
group worked together for weeks analyzing the problem and 
devising a marketing plan, Paul assigned a section of the final 
paper to each member. With the pressure of all those end-of-
the-semester deadlines bearing down on them, everyone was 
delighted when Paul volunteered to write the company and 
industry background, the section that typically took the most 
time to produce. Paul gathered in everyone’s contributions, 
assembled them into a paper, and handed the final draft to 
the other members. They each gave it a quick read. They liked 
what they saw and thought they had a good chance for an A.

Unfortunately, as Paul readily admitted when Professor 
Zierden confronted them, he had pulled the section that 
he’d contributed directly off the Internet. Pointing out the 
written policy that he had distributed at the beginning of 
the semester, which stated that each group member was 
equally responsible for the final product, the professor gave 
all four students a zero for the project. The group project 
and presentation counted for 30 percent of the course grade.

Joe, Brad, and Lisa maintained that they were com-
pletely unaware that Paul had cheated. “It just never oc-
curred to us Paul would ever need to cheat,” Brad said. 
They were innocent bystanders, the students argued. 

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Chapter 18  Leading Teams 649

L
e

a
d

in
g

5

Why should they be penalized? Besides, the consequences 
weren’t going to fall on each of them equally. Although 
Paul was suffering the embarrassment of public exposure, 
the failing group project grade would only put a dent in 
his solid GPA. Joe, on the other hand, was already on aca-
demic probation. A zero probably meant that he wouldn’t 
make the 2.5 GPA that he needed to stay in the business 
program.

At least one of the faculty members of the judiciary 
committee supported Professor Zierden’s actions. “We’re 
assigning more and more group projects because increas-
ingly that’s the way these students are going to find them-
selves working when they get real jobs in the real world,” he 
said. “And the fact of the matter is that if someone obtains 
information illegally while on the job, it’s going to put the 
whole corporation at risk for being sued, or worse.”

Even though she could see merit to both sides, Melinda 
was going to have to choose. If you were Melinda, how 
would you vote?

What Would You Do? 

1.	 Vote to exonerate the three group project members 
who didn’t cheat. You’re convinced that they had no 
reason to suspect Paul Colgan of dishonesty. Exonerat-
ing them is the right thing to do.

2.	 Vote in support of Hank Zierden’s decision to hold 
each individual member accountable for the entire proj-
ect. The professor clearly stated his policy at the begin-
ning of the semester, and the students should have been 
more vigilant. The committee should not undercut a 
professor’s explicit policy.

3.	 Vote to reduce each of the three students’ penalties. In-
stead of a zero, each student will receive only half of the 
possible total points for the project, which would be an 
F. You’re still holding students responsible for the group 
project, but not imposing catastrophic punishment. 
This compromise both undercuts the professor’s policy 
and punishes “innocent” team members to some extent, 
but not as severely. 

Ch18	 Apply Your Skills: Case for Critical Analysis
Are We a Team?
Hi. My name is Jenny McConnell. I am the newly ap-
pointed CIO of a medium-sized technology company. Our 
company recruits top graduates from schools of business 
and engineering. Talent, intellect, creativity—it’s all there. 
If you lined up this crowd for a group photo, credentials in 
hand, the “wow” factor would be there.

Our company is spread over a dozen states, mostly 
in the Northwest. The talent pool is amazing across the 
board, both in IT and in the rest of the company. But when 
the CEO hired me, he said that we are performing nowhere 
near our potential. On the surface, the company is doing 
fine. But we should be a Fortune 500 organization. With 
this much talent, we should be growing at a much faster 
rate. The CEO also said that I was inheriting “a super team 
with disappointing performance.” His task for me was to 
pull the IT stars into a cohesive team that would meet 
company needs for new IT systems and services much 
faster and more effectively.

Without making our superstars feel that they were 
being critiqued and second-guessed, or indicating “there’s 
a real problem here,” I wanted to gather as much informa-
tion and feedback as possible from the 14 team members 
(regional CIOs and department heads) who report to me. 
I held one-on-one meetings in order to give a voice to each 
person, allowing each individual to provide an honest as-
sessment of the team as well as areas for improvement and 
a vision for the future of team efforts.

I was surprised by the consistency of remarks and 
opinions. For example, a picture emerged of the previ-
ous CIO, who was obviously awed by the talent level of 
team members. Comments such as “Bob pretty much let 
us do what we wanted” and “Bob would start the meeting 
and then just fade into the background, as if he found us 

intimidating” were typical. The most disturbing comment, 
“Bob always agreed with me,” was expressed by most of the 
team members at some point in our conversation. It was as 
if the regional heads believed that the CIO wanted them to 
succeed by doing as they thought best for themselves.

I queried members about the level of cooperation dur-
ing meetings and uncovered areas of concern, including the 
complaint that others at the table were constantly checking 
their iPads and smartphones during meetings. One depart-
ment head told me, “You could turn off the sound while 
watching one of our meetings, and just by the body lan-
guage and level of attention, tell who is aligned with whom 
and who wishes the speaker would just shut up. It would be 
comical if it weren’t so distressing.” 

Such remarks were indicative of a lack of trust and 
respect and a breakdown of genuine communication. One 
team member told me, “I recently encountered a problem 
that a department head from another region had success-
fully solved, but the information was never shared, so here 
I am reinventing the wheel and wasting valuable time.” It 
was apparent that these so-called high performers were ter-
ritorial, and that the “each division for itself ” attitude was 
becoming a cultural norm that, unchecked, was slowing our 
response to line departments and customers. 

I was also struck by the similarity of the regional IT 
leaders in their backgrounds, comments, and attitudes, 
which presented a whole new dilemma: How do we create 
diversity, jump-start ideas, and reignite passion? This looks 
like a group of individualists who don’t know how to play 
as a team. I don’t want to diminish the individual talent, 
but I am concerned by the lack of cohesion. I need to find 
a way to help people think less about themselves and more 
about sharing work and information and achieving collec-
tive results for the good of the company.
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Team building is an art, anchored by trust and commu-
nication, and committed to mutual success. What I’m seeing 
looks like team dysfunction to me. Now I have to determine 
the steps necessary to build a cohesive, visionary team.

Questions

1.	 What type of team does the new CIO have? What do 
you see as the key problem with the team? 

2.	 How do you think that the team evolved to this low 
level of cooperation and cohesiveness?

3.	 What suggestions do you have for the CIO to help 
her turn this collection of individual regional and 
department heads into a top-performing team? 
Explain. 

Ch18	 On the Job Video Cases
On the Job: Tough Mudder: Leading Teams
Questions

1.	 Alex Patterson notes that our educational system is 
often focused on individual achievement, but when we 
go out into the work world as adults, almost all of us 
are required to work in teams. In what ways does this 
early focus on individual work make it difficult for  
us to work in teams? What should an individual  
do to become a good team member, according 
to Patterson? 

2.	 These Tough Mudder employees appear to be members 
of a highly cohesive team. What are some of the quali-
ties described in the video that indicate strong cohe-
siveness? Include at least two specific examples in your 
answer. 

3.	 Patterson describes the benefits and challenges of 
working in an open-plan, collaborative workspace. Do 
you think you would enjoy working in this type of 
team-centric environment? Explain why or why not in 
your answer.
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part 5   Integrative Case
Part 5: Leading
Range Resources: Leading  
Ethically, Communicating Openly

“Natural gas has been a godsend to this area. It has helped 
farmers see a return on all the hard work they have put 
into their land just to keep it,” says Bev Romanetti, a 
Pennsylvania cattle farmer. “I have found that Range  
Resources wants to be responsible; they want to do the 
right things, they want to protect our environment, and 
they want to do right by us,” remarks Albie Rinehart, a  
retired schoolteacher from Greene County, Pennsylvania.  
“I personally know a lot of the people who work for 
Range Resources—it’s like dealing with your neighbors,” 
states Buzz Meddings, a firefighter from Washington 
County, Pennsylvania.

Citizens of rural Pennsylvania are the people most 
affected by natural gas exploration in the eastern  
region of the United States. They are farmers, fire-
fighters, teachers, single moms, restaurant owners, 
and volunteers. They are hardy. They are the salt 
of the earth. More important, they are the face of 
natural gas development in the Keystone State, and 
they provide the voices through which the Texas-
based energy company Range Resources communi-
cates its message of good corporate citizenship to 
the public. At the company’s public outreach site,  
MyRangeResources.com, everyday people offer video 
testimonials about the economic and social benefits 
that Range brings to local communities, whether in 
terms of jobs, new development, or concern for the 
natural environment. The site, which functions as 
part of Range’s communications strategy, is an infor-
mation clearinghouse for all things related to natural 
gas exploration. 

Since discovering the second-largest natural gas 
field in the world in 2004, Range has used open com-
munication to build trust among the stakeholders  
most affected by the development of natural gas  
resources. While natural gas is recognized as a clean 
energy solution to America’s energy needs, citizens 
still want to know that natural gas exploration is safe 
for communities and good for the environment. 

As explained at MyRangeResources.com, Range 
makes safety a central component of its natural gas pro-
duction. To extract methane from rock formations deep 
down in the Earth, engineers guide a 5-inch-diameter 

drill straight down more than a mile and then turn it 
horizontally to penetrate shale rock thousands of feet 
in all directions. This horizontal drilling method is a 
groundbreaking advancement that allows drillers to 
capture far more methane than the old vertical-only 
method, which requires many more wells to get a frac-
tion of the output. Once Range’s drill arrives at its des-
tination 6,500 feet below the Earth’s surface, electric 
charges produce cracks in the rock from which methane 
gas escapes. To enlarge these fractures for maximum 
gas recovery, millions of gallons of water and sand are 
pumped to the area under extreme pressure, expand-
ing the cracks and freeing even more gas to flow back 
up to the well head at the surface. For environmental 
safety, Range houses its drill in a 24-inch-diameter cas-
ing comprised of five layers of steel and concrete, iso-
lating the entire production process from contact with 
surrounding land and water.

In its desire to leave as small an environmental foot-
print as possible, Range has pioneered a way to recycle 
the millions of gallons of water used in the drilling 
process. “One thing we’ve done from an environmental 
point of view is we now recycle 100 percent of our water 
in our development areas in Pennsylvania. In fact, we’re 
recycling nearly all of our fluid, which is a real break-
through for the industry,” says Jeffrey Ventura, president 
and CEO of Range Resources. “Back when we began 
that process, a lot of people felt that it couldn’t be done, 
that it was physically impossible. Lo and behold, not 
only did we do it successfully, but now we’re doing it 
large-scale.” Ventura, the leader credited with Range’s 
decision to explore the Marcellus Shale gas formation in 
Pennsylvania, says water recycling is a major innovation 
in natural gas production. “Just like the Marcellus Shale  
was a breakthrough,” Ventura says, “on the environmental  
side, water recycling was a real breakthrough.”

To keep stakeholders informed about safety, 
Range has also led the industry in the disclosure of 
core production processes, especially the use of liquids 
for drilling and fracturing. “In the middle of 2010, 
there was a lot of concern nationwide about what’s in 
frack fluid, and Range was the first company in the  
industry to say exactly what’s in our frack fluid,” Ventura  
says. “We post it on our website and we supply it to 
the state for every Marcellus Shale well that we’re 
drilling. It’s 99.9 percent water, and the 0.1 percent 
are common everyday household chemicals.” Range’s 
open communication with the public has earned the 
respect of environmental groups as well as the U.S. 
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Environmental Protection Agency (EPA), which in 
2012 announced that natural gas production was safe 
for drinking water at its test site in Dimock Township, 
Pennsylvania. 

Consumers who want to keep informed on the lat-
est safety news can also visit RangeResponsibility.com, 
a new information hub for the company’s corporate 
social responsibility efforts. The site, which features 
an up-to-date Corporate Social Responsibility Report, 
is part of the company’s goal to “be good stewards 
for shareholders while doing the same thing for the 
environment and the communities where we live and 
work.” The online communications effort is bolstered 
by daily Twitter updates and monthly videos posted 
on YouTube.

Safety, open communication, and leadership—
these are the qualities that have made Range Resources 
a vanguard of America’s natural gas boom and a pioneer 
of sustainable energy development. “I’m proud of what 
our technical team has done on the environmental side 
and the communications side,” says Ventura of his com-
pany’s contribution to America’s clean energy future.

Questions

1.	 Range Resources CEO Jeffrey Ventura emphasizes 
public safety, environmental concern, and open 
communication with stakeholders. Which of the 
four contemporary leadership approaches do you 
think best describes Ventura? Explain.

2.	 Managers at Range Resources use communication 
to develop a climate of trust and openness. Why 
is this especially important for energy companies, 
and what specific actions can managers take to en-
hance this communication approach?

3.	 How might Range’s leadership, communication, 
and values affect employees’ organizational com-
mitment? Explain.

Sources: Based on My Range Resources Video Interview Series, Range Re-
sources, www.myrangeresources.com (accessed July 20, 2012); Jeffrey Ventura  
(president and chief executive officer of Range Resources), interview by  
Rodney Waller, “Range Up Close: Range’s Technical Team,” Range Resources 
corporate site, 2010, online video, www.rangeresources.com/Media-Center 
/Featured-Stories.aspx (accessed July 20, 2012); Jack Z. Smith, “New CEO 
Taking Helm as Range Continues Push into Marcellus,” Star-Telegram,  
December 17, 2011, www.star-telegram.com/2011/12/17/3601200/new-ceo 
-taking- helm-as-range-continues.html (accessed July 19, 2012); Jeffrey Ventura,  
“Letter from our CEO,” Range Resources corporate Web site, http:// 
rangeresponsibility.com/letter-from-our-ceo (accessed January 10, 2014); Rick 
Stouffer, “Range Resources Recycles All Waste Water from Washington 
Drilling,” Pittsburgh Tribune-Review, October 19, 2009, http://triblive.com/x 
/pittsburghtrib/business/s_648781.html (accessed July 20, 2012); Natural Gas 
Company Reveals Fracking Chemical Composition,” NewsWorks, July 16, 
2012, www.newsworks.org/index.php/local/healthscience/5361-natural 
-gas-company-reveals-fracking-chemical-composition (accessed July 19, 2012); 
Range Resources, “Hydraulic Fracturing: Marcellus,” Range Resources cor-
porate site, www.rangeresources.com/rangeresources/files/6f/6ff33c64-5acf 
-4270-95c7-9e991b963771.pdf (accessed July 19, 2012); Laura Legere, “EPA 
to Stop Dimock Water Deliveries,” Scranton Times-Tribune, July 26, 2012, 
http://thetimes-tribune.com/news/gas-drilling/epa-to-stop-dimock-water 
-deliveries-1.1348393 (accessed July 26, 2012); Timothy Gardner, “Dimock, 
PA Water Deemed Safe By EPA,” Reuters, May 11, 2012, www.huffingtonpost 
.com/2012/05/11/dimock-pa-water-safe-epa_n_1510035.html (accessed 
July 19, 2012).
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Chapter 19 6Part

Managing Quality  
and Performance

© CBCK/Shutterstock.com

After studying this chapter, you should be able to:

	 1.	 Define organizational control and explain why it is a key management 
function.

	 2.	 Explain the four steps in the control process.

	 3.	 Describe the benefits of using a balanced scorecard to track the 
performance and control of the organization.

	 4.	 Contrast the hierarchical and decentralized methods of control.

	 5.	 Explain the benefits of open-book management.

	 6.	 Describe the concept of total quality management (TQM) and major 
TQM techniques, including quality circles, benchmarking, Six Sigma 
principles, quality partnering, and continuous improvement.

	 7.	 Discuss the use of financial statements, financial analysis, and budget-
ing as management controls.

	 8.	 Identify current trends in quality and financial control, including  
ISO 9000 and corporate governance, and their impact on 
organizations.

Improvement Attitude
The Meaning of Control
Feedback Control Model

Four Steps of Feedback Control
The Balanced Scorecard

The Changing Philosophy of Control
Hierarchical  Versus Decentralized 

Approaches
Open-Book Management 

New Manager Self-Test: What Is 
Your Attitude Toward Organizational 
Regulation and Control?
Total Quality Management

TQM Techniques
TQM Success Factors

Budgetary Control
Expense Budget
Cash Budget

Revenue Budget
Capital Budget 

Zero-Based Budget 
Financial Control

Financial Statements
Financial Analysis: Interpreting the Numbers

Trends in Quality and Financial Control
International Quality Standards
Corporate Governance
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Improvement Attitude
Instructions:  Respond to each statement below based on how you think and act in a typical situation of work 

accomplishment at school or on the job. Mark whether each statement is Mostly True or Mostly False 
for you. There are no right or wrong answers, so answer honestly.

Scoring and Interpretation:   Score one point for each Mostly True answer to the odd-numbered items 
and one point for each Mostly False answer to the even-numbered items. Total score _____________

In organizations, continuous improvement in quality sometimes competes with managerial 
desires for production efficiency. Efficiency can be maximized by eliminating changes and quality 
improvements. Continuous improvement, however, is an attitude that productivity can always get 
better, and each employee can take responsibility to improve it. This attitude is appropriate for quality-
conscious managers. Introducing frequent small changes that may temporarily reduce efficiency is the 
best path to continuous improvement. A score of 7 or higher indicates that you may take personal 
responsibility for improving activities on which you work. A score of 3 or lower indicates that you may 
prefer stable and efficient work. A score of 4–6 suggests that you are balanced between efficiency 
and continuous improvement.

Mostly True Mostly False

  1.	 I spend time developing new ways of approaching old problems. __________ __________

  2.	 So long as things are done correctly and efficiently, I prefer not to take on the 
hassle of changing them.

__________ __________

  3.	 I believe the effort to improve something should be rewarded, even if the final 
outcome is disappointing.

__________ __________

  4.	 A single change that improves things 30 percent is much better than 30 im-
provements of 1 percent each. 

__________ __________

  5.	 I frequently compliment other people on changes that they have made. __________ __________

  6.	 I let people know in a variety of ways that I need to be on my own to do my 
job efficiently. 

__________ __________

  7.	 I am typically involved in several improvement projects at one time. __________ __________

  8.	 I try to be a good listener and to be patient with what people say, except when 
it is a stupid idea.

__________ __________

  9.	 I am frequently proposing unconventional techniques and ideas to improve 
things.

__________ __________

10.	 I usually do not take the risk of proposing an idea that might fail. __________ __________

Imagine taking a beloved family member to a hospital or clinic to receive an injection 
of pain medication, only to have the person contract fungal meningitis, a rare but po-
tentially deadly disease. That’s exactly what happened for many families during the 

fall of 2012, when tainted spinal steroid injections from the New England Compounding 
Center caused one of the worst public health drug disasters since the 1930s. As many as 
14,000 patients across 19 states were exposed to fungal meningitis, with 438 becoming ill 
and at least 32 dying. A federal inspection found mold and bacteria growing on surfaces, 
greenish-yellow residue on sterilization equipment, and air conditioning equipment that 

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Part 6  Controlling660

was shut off at night despite the importance of controlling temperature and humidity. Al-
though U.S. Food and Drug Administration (FDA) inspectors found numerous instances 
of violations of federal standards, they also noted that surfaces in the clean rooms were 
contaminated with levels of bacteria or mold exceeding levels at which the company’s own 
procedures called for remedial measures, yet there was no evidence that the company ever 
took such measures. Company managers, the Massachusetts Board of Pharmacy, and FDA 
officials all came under scrutiny in the wake of this breakdown of quality control.1

What a tragic illustration of the need for quality and behavioral control. Control is a 
serious responsibility for every manager. It might not always be a matter of life or death, 
but as a manager, you will use a variety of measures to monitor employee behavior and 
keep track of the organization’s performance and finances. Many of these measures will 
involve control issues, including controlling work processes, regulating employee behavior, 
maintaining quality standards, setting up basic systems for allocating financial resources, 
developing human resources, analyzing financial performance, and evaluating overall 
profitability.

This chapter introduces basic mechanisms for controlling an organization. We begin 
by defining organizational control and summarizing the four steps in the control process. 
Then we discuss the use of the balanced scorecard to measure performance and examine 
the changing philosophy of control. We discuss today’s approach to total quality manage-
ment (TQM) and consider methods for controlling financial performance, including the 
use of budgets and financial statements. The final sections look at trends such as Inter-
national Organization for Standardization (ISO) certification and corporate governance.

The Meaning of Control 
Before New York City buildings are demolished or renovated, licensed inspectors are re-
quired to inspect them for the presence of lead or asbestos. Both substances can cause 
severe, long-term health problems, including cancer. If either is found, it must be either re-

moved or contained using an expensive and time-consuming 
process. Given the serious health risks associated with these 
two substances, you could assume that the inspection pro-
cess would be carefully regulated and controlled. Yet many 
law enforcement officials and industry experts say that New 
York City’s inspection system is highly corrupt. As evidence, 
licensed safety inspector Saverio F. Todaro recently made 
a stunning confession in federal court. He revealed that al-
though he had submitted clean asbestos and lead test results 
for over 200 buildings and apartments, he had not performed 
a single one of the tests. Although shocking, the Department 
of Environmental Protection (DEP) claims that these crimes 
occur frequently and easily because of a lack of controls. The 
DEP audits only a tiny fraction of the roughly 28,400 proj-
ects that inspectors like Todaro certify each year as safe. “We 
can always look for new ways to improve our process,” said a 
spokesman for the mayor. “DEP is going to start increasing 
audits, which is the right step to ensure inspections are being 
completed properly.”2

Organizational control refers to the systematic process 
of regulating organizational activities to make them consis-
tent with the expectations established in plans, targets, and 
standards of performance. In a classic article on the control 

The state of California has deep concerns about paint solvents, 
concrete slurry, and other pollutants entering the water supply 
through work done at construction sites. Thus, the state 
government now offers training programs for contractors and 
others in the construction industry to learn how to improve 
organizational control. In addition to using filters that keep 
the water supply clean, effective control means ensuring that 
builders comply with new state regulations.

Concept Connection
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function, Douglas S. Sherwin summarizes the concept as follows: “The essence of control is 
action which adjusts operations to predetermined standards, and its basis is information in 
the hands of managers.”3 Thus, effectively controlling an organization requires information 
about performance standards and actual performance, as well as actions taken to correct 
any deviations from the standards.

Managers must decide what information is essential, how they will obtain that infor-
mation, and how they can and should respond to it. Having the correct data is essential. 
Managers decide which standards, measurements, and metrics are needed to moni-
tor and control the organization effectively and set up systems for obtaining that 
information. If a hospital, for example, carefully monitors and controls its health 
care services, patients should receive safe, high-quality health care. A pay-for-
performance system built into President Barack Obama’s health care overhaul for 
Medicare payments to hospitals has prompted some hospitals to initiate broader 
initiatives that tie doctors’ pay to patient outcomes and quality measures. New York 
City’s Health and Hospitals Corporation, which runs the city’s 11 public hospitals, 
for example, will monitor 13 performance indicators that are believed to be cor-
related with better quality care, including how quickly emergency room patients go 
from triage to beds, whether doctors get to the operating room on time, how well 
patients say their doctors communicate with them, and so forth. If the plan is ap-
proved, doctors’ raises would be tied to how well they perform on the benchmarks. 
One doctor warned that when a similar system was implemented in England, quality im-
proved on all the benchmarks, but many of the things that were not measured seemed to 
decline in quality.4 The “Manager’s Shoptalk” describes auto-analytics, an innovative re-
porting system for individuals that can provide information that may help people control 
their own personal and professional growth.

Chapter 19  Managing Quality and Performance

The “Small Group 
Breakout” on page 687 
will give you a chance 
to practice developing 
a control system that 
includes rules to guide 
behavior and statistics for 
measuring performance.

•	 Organizational control is the systematic process 
through which managers regulate organizational activi-
ties to meet planned goals and standards of performance. 

•	 Most organizations measure and control performance 
using quantitative financial measures.

Remember This

Feedback Control Model
Teams of researchers asked managers in thousands of organizations questions designed to 
determine how well they were implementing various management control practices, such 
as establishing standards and targets and measuring performance data, and they found 
that better control is strongly correlated with better organizational productivity and per-
formance.5 A feedback control model can help managers meet strategic goals by monitor-
ing and regulating the organization’s activities and using feedback to determine whether 
performance meets established standards. 

Four Steps of Feedback Control

Managers set up control systems that consist of the four key steps illustrated in Exhibit 19.1: 
establish standards, measure performance, compare performance to standards, and make 
corrections as necessary.
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Quantify Yourself

I
magine becoming better at your job and more 
satisfied with your life by tracking information 
that reveals exactly how you spend your day. For  
22 years, entrepreneur and scientist Stephen Wol-

fram did just that. He mapped data about his time 
spent in meetings, e-mail usage, and the number of 
keystrokes he logged so that he could analyze how he 
spent his time. Wolfram was able to identify work hab-
its that squelched his creativity and stymied his pro-
ductivity. So he started planning changes that would 
help him become more productive and happier.

New devices such as computer software and smart-
phone apps help people gather and analyze data 
about what they do at work so they can use it to do 
their jobs better. This interest in self-awareness is part 
of a growing discipline called auto-analytics, which 
is the practice of voluntarily collecting and analyzing 
data about oneself in order to improve. It consists of 
the following:

•	 Tracking screen time. While it may be unsettling 
to have our managers watching what’s on our 
computer screens, it’s much more acceptable 
when we do the watching. New technology called 
knowledge workload tracking records how you 
use your computer, such as measuring how long 
you have an open window, how often you switch 
between windows, and how long you’re idle. The 
software turns all the measurements into charts 
so that you can see where you’re spending your 
time and how you can improve your productivity. 
One computer programmer thought that his on-
line chats were eating into his programming time, 
so he analyzed how much time he spent chatting 
during certain periods, and then looked at how 
much code he wrote during those times. Surpris-
ingly, he found that talking online with colleagues 
actually improved his productivity.

•	 Measuring cognitive tasks. Another set of track-
ing tools can help you gather data as you per-
form cognitive tasks, such as client research on 
your smartphone or statistical analysis in Micro-
soft Excel. Although it is notoriously difficult 

to measure knowledge work, a tool such as 
MeetGrinder can measure the time and money 
spent doing any activity. Bob Evans, a Google en-
gineer, used it to explore the relationship between 
his attention and productivity. “As engineers, we 
load up our heads with all these variables, the 
intellectual pieces of the systems we are building. 
If we get distracted, we lose that thread in our 
heads,” he said. MeetGrinder revealed to him that 
he needs about four straight hours to get anything 
challenging done, so he tackles those projects 
when he has that kind of time, not on days that 
are interrupted with meetings and phone calls.

•	 Improving health. Exercise, amount of sleep, and 
the stress levels of knowledge workers have been 
shown to affect productivity, creativity, and job 
performance. Employees can choose from a va-
riety of mobile apps and wearable sensors that 
collect valuable data about their physical health. 
Sacha Chua wanted to better understand how her 
sleep schedule affected her professional priorities, 
so she monitored her bedtimes, wake-up times, 
and amount of sleep over several weeks using a 
tracker called Sleep On It. She changed her rou-
tine and started waking up at 5:40 a.m. instead 
of 8:30 a.m. She gave up late-night activities like 
browsing the Web and started going to bed ear-
lier. With these adjustments, she discovered that 
her work productivity soared. The data from Sleep 
On It gave Chua measurable information that al-
lowed her to establish priorities on what really 
mattered to her. 

Tools used for auto-analytics will continue to be-
come more sophisticated. The data that they reveal 
will provide the hard evidence we sometimes need to 
adjust the way we use our time and nurture our minds 
and bodies to have more success in work and life.

Sources: Based on H. James Wilson, “Employees, Measure Yourselves,” The 
Wall Street Journal, April 2, 2012, http://online.wsj.com/article/SB10001424052
970204520204577249691204802060.html#articleTabs%3Darticle (accessed 
September 28, 2012); and H. James Wilson, “You, by the Numbers,” Harvard 
Business Review (September, 2012): 2–5.

Establish Standards of Performance 
Within the organization’s overall strategic plan, managers define goals for organizational 
departments in specific, operational terms that include a standard of performance against 

Manager’s    Shoptalk
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which to compare organizational activities. At H&M retail stores, for example, sales floor 
employees are guided by the standard that clothes should always be “easy to find, easy 
to buy.” Pants, sweaters, and shirts are stacked neatly, with perfect folds; size stickers are 
placed with precision; and hangers are lined up uniformly. All that precision turns to chaos 
as soon as the doors open for business, of course, but employees are trained to restore 
order whenever they have moments to do so. “One thing to keep in mind,” said Edwin Mer-
cedes, a store visual manager who is responsible for the look of several stores in the eastern 
United States, “is standards. We want perfect folds.” Garments are replenished on the racks 
or shelves as soon as they are depleted, and they should never, ever be allowed to lie on the 
floor. Basic standards for customer service are also followed precisely.6 

Tracking such measures as customer service, product quality, or order accuracy is an 
important supplement to traditional financial and operational performance measurement, 
but many companies have a hard time identifying and defining nonfinancial measurements. 
To evaluate and reward employees effectively for the achievement of standards, managers 
need clear standards that reflect activities that contribute to the organization’s overall strat-
egy in a significant way. Standards should be defined clearly and precisely so that employ-
ees know what they need to do and can determine whether their activities are on target.7

Measure Actual Performance 
Most organizations prepare formal reports of quantitative performance measurements 
that managers review daily, weekly, or monthly. Managers should take care, however, that 
they are not generating reports just because they have data to do so.8 These measure-
ments should be related to the standards set in the first step of the control process, and the 
reports should be designed to help managers evaluate how well the organization is meeting  
its standards. For example, if sales growth is a target, the organization should have a means 
of gathering and reporting sales data. If the organization has identified appropriate mea-
surements, regular review of these reports helps managers stay aware of whether or not 
the organization is doing what it should. Grady Memorial Hospital in Atlanta measures 
patient satisfaction based in part on the results of a government-mandated patient sat-
isfaction survey that has been administered since 2006. Hospitals that receive Medicare 
payments must administer at least 100 patient surveys over a period of a year, and Grady’s 
administrators use the results combined with other metrics to evaluate overall patient care.9

Compare Performance to Standards 
The third step in the control process is comparing actual activities to performance standards. 
When managers read computer reports or walk through the plant, they identify whether ac-
tual performance meets, exceeds, or falls short of standards. Typically, performance reports 

Feedback

Feedback

Adjust Standards Adjust Performance

If
Inadequate

If Adequate

Establish
Strategic
Goals

1. Establish
    standards of
    performance.

2. Measure
    actual
    performance.

3. Compare
    performance
    to standards.

4. Do nothing
    or provide
    reinforcement.

4. Take
    corrective
    action.

exhibit	     19.1      Feedback Control Model
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simplify such comparisons by placing the performance 
standards for the reporting period alongside the actual 
performance for the same period and by computing the 
variance—that is, the difference between each actual 
amount and the associated standard. To correct the 
problems that most require attention, managers focus 
on variances.

When performance deviates from a standard, 
managers must interpret the deviation. They are ex-
pected to dig beneath the surface and find the cause 
of the problem. Assume that a grocer established a 
goal of increasing seafood sales by 10 percent dur-
ing the month of July, but sales increased by only 8 
percent. Managers must investigate the reasons be-
hind the shortfall. They may discover that recent 
price increases for shrimp and three late shipments 
of salmon from Canada caused weaker sales during 
July, for instance. Managers should take an inquiring 
approach to deviations to gain a broad understanding 
of factors that influence performance. Effective man-
agement control involves subjective judgment and 
employee discussions, as well as objective analysis of 
performance data.

Take Corrective Action 
The final step in the feedback control model is to determine what changes, if any, are 
needed. An example comes from FreshDirect, a premium online grocer in New York City, 
which used a feedback control model to improve the quality of its products and customer 
service.

Innovative  
Way

FreshDirect

With more than 45,000 deliveries per week, FreshDirect is known for its farm-fresh produce, 
custom-butchered meat, seafood, and bakery-fresh pastries and breads. It may be surprising 
that this successful organization stumbled through a series of missteps during its early days. 
Although FreshDirect was very successful attracting first-time customers with coupons and 
incentives, the majority of these customers dropped the service after placing one or two or-
ders because of poor customer service. “We broke too many eggs,” said Richard S. Braddock, 
who was CEO in 2008. “We showed up with thawed ice cream. We bruised produce. We 
delivered late. We missed boxes.”

Managers decided to create a system of continuous feedback, a real-time database 
that would follow every step—and misstep—of each business day, so that minor problems 
could be corrected before they erupted into big problems. FreshDirect developed perfor-
mance standards designed to strengthen customer service and build loyal customers. For 
example, managers introduced a rating system to measure the quality of its produce and 
seafood. Every morning, managers and buyers rank their products from one star (below 
average) to five (never better) and share that information with customers so that they can 
simulate the in-store shopping experience and decide what to purchase. Other standards 
of performance included tracking on-time deliveries and the number of errors per order. 
FreshDirect has a warehouse on Long Island where workers are responsible for butchering, 
baking, and food preparation. Warehouse managers analyze numerous reports that track 
plant operations, including inventory levels, quality assurance, and freshness. Managers also 
monitor real-time data that show the popularity of certain products in specific delivery 
zones and time slots.
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When it comes to pharmaceutical drugs, accuracy is essential—
human lives are at stake. Researchers like this one follow precise 
procedures to ensure that test results are both objective and 
accurate and that the testing processes meet research goals. 
Pharmaceutical firms establish standards of performance 
to measure research activities and results. For example, many 
companies set a standard for how many compounds should move 
forward at each stage of the drug development process.

Concept Connection
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Hot
Topic

The Balanced Scorecard

A current approach to organizational control is to take a balanced perspective on company 
performance, integrating various dimensions of control that focus on markets and custom-
ers, as well as employees and financials.11 Managers recognize that relying exclusively on 
financial measures can result in short-term, dysfunctional behavior. Nonfinancial measures 
provide a healthy supplement to the traditional financial measures, and companies are in-
vesting significant sums in developing more balanced measurement systems as a result.12 
The balanced scorecard is a comprehensive management control system that balances 
traditional financial measures with operational measures relating to a company’s critical 
success factors.13

A balanced scorecard contains four major perspectives, as 
illustrated in Exhibit 19.2: financial performance, customer service, 
internal business processes, and the organization’s capacity for learn-
ing and growth.14 Within these four areas, managers identify key per-
formance metrics the organization will track: 

●● Financial performance. The financial performance perspective re-
flects a concern that the organization’s activities contribute to im-
proving short- and long-term financial performance. It includes 
traditional measures such as net income and return on investment. 

●● Customer service. Customer service indicators measure informa-
tion such as how customers view the organization and customer 
retention and satisfaction. These data may be collected in many 
forms, including testimonials from customers describing superlative service or from 
customer surveys.15 The Internal Revenue Service (IRS) has been embroiled in a 
controversy that shows poor attention to customer service. As a part of the govern-
ment that many people already loathe, the IRS opened itself to scathing attack by 
selecting certain groups applying for tax-exempt status for extra scrutiny. The ini-
tial impression was that the IRS was targeting only conservative “tea party” organi-
zations, but subsequent investigation revealed they were looking at both left- and 
right-leaning groups. The scandal has particularly tarnished the image of the IRS’s 
tax-exempt unit, which has been described as “a bureaucratic mess, with some em-
ployees ignorant about tax laws, defiant of their supervisors, and blind to the appear-
ance of impropriety.”16

●● Internal business processes. Business process indicators focus on production and 
operating statistics. For an airline, business process indicators may include on-time 
arrivals and adherence to safety guidelines. An event at Reagan National Airport in 
Washington, D.C., reflected weak adherence to safety standards, for instance. When a 
lone air traffic controller at this airport fell asleep while on duty and failed to respond 
to repeated radio transmissions, two pilots waiting to land jets carrying a total of 160 
people decided to land without clearance, violating Federal Aviation Administration 
(FAA) safety regulations and damaging the reputations of both airlines involved, as 
well as the airport.17

Analyzing performance data also showed other problems: FreshDirect was falling 
short of its revenue goals, and customers were complaining about sold-out items, limited 
delivery options, and mistakes in orders. The CEO took corrective action by remaking the 
company with a stronger focus on customer service. He upgraded the company’s Web 
site to provide a customized online experience. Now, the Web site can analyze order 
patterns, remind customers of their favorite products, and suggest other items that they 
might like.10

“Not everything that 
counts can be counted, 
and not everything that 
can be counted counts.”

—Albert Einstein,  

theoretical physicist
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●● Potential for learning and growth. The final component of the balanced scorecard  
looks at the organization’s potential for learning and growth, focusing on how well re-
sources and human capital are being managed for the company’s future. Metrics may 
include things such as employee retention and the introduction of new products. The 
components of the scorecard are designed in an integrative manner, as illustrated in 
Exhibit 19.2.

Managers record, analyze, and discuss these various metrics to determine how well 
the organization is achieving its strategic goals. The balanced scorecard is an effective tool 
for managing and improving performance, but only if it is clearly linked to a well-defined 
organizational strategy and goals.18 At its best, use of the scorecard cascades down from 
the top levels of the organization so that everyone becomes involved in thinking about and 
discussing strategy. The scorecard has become the core management control system for 
many well-known organizations, such as Bell Emergis (a division of Bell Canada), Exxon 
Mobil Corporation, CIGNA (insurance), Hilton Hotels, and even some units of the U.S. 
federal government.19 As with all management systems, the balanced scorecard is not right 
for every organization in every situation. The simplicity of the system causes some manag-
ers to underestimate the time and commitment that is needed for the approach to become 
a truly useful management control system. If managers implement the balanced scorecard 
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exhibit	       19.2       The Balanced Scorecard

SOURCES: Based on Robert S. Kaplan and David P. Norton, “Using the Balanced Scorecard as a Strategic Management System,” Harvard Business Review  
(January–February 1996): 75–85; and Chee W. Chow, Kamal M. Haddad, and James E. Williamson, “Applying the Balanced Scorecard to Small Companies,” 
Management Accounting 79, no. 2 (August 1997): 21–27.
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using a performance measurement orientation rather than a performance management ap-
proach that links targets and measurements to corporate strategy, use of the scorecard can 
actually hinder or even decrease organizational performance.20

•	 The feedback control model involves using feedback 
to determine whether performance meets established 
standards. 

•	 Well-designed control systems include four key steps: es-
tablish standards, measure performance, compare perfor-
mance to standards, and make corrections as necessary.

•	 A balanced scorecard is a comprehensive manage-
ment control system that balances traditional financial 
measures with measures of customer service, internal 
business processes, and the organization’s capacity for 
learning and growth.

Remember This

The Changing Philosophy of Control
Managers’ approach to control is changing in many of today’s organizations. In connection 
with the shift to employee participation and empowerment, many companies are adopting 
a decentralized rather than a hierarchical control process. Hierarchical control and decen-
tralized control represent different philosophies of corporate culture, which was discussed 
in Chapter 3. Most organizations display some aspects of both hierarchical and decentral-
ized control, but managers generally emphasize one or the other, depending on the organi-
zational culture and their own beliefs about control.

Hierarchical Versus Decentralized Approaches

Hierarchical control involves monitoring and influencing employee behavior through 
extensive use of rules, policies, hierarchy of authority, written documentation, reward 
systems, and other formal mechanisms.21 In contrast, decentralized control relies on 
cultural values, traditions, shared beliefs, and trust to foster compliance with organi-
zational goals. Managers operate on the assumption that employees are trustworthy 
and willing to perform effectively without extensive rules and close supervision.

Exhibit 19.3 contrasts the use of hierarchical and decentralized methods of 
control. Hierarchical methods define explicit rules, policies, and procedures for 
employee behavior. Control relies on centralized authority, the formal hierarchy, 
and close personal supervision. Responsibility for quality control rests with qual-
ity control inspectors and supervisors rather than with employees. Job descriptions 
generally are specific and task-related, and managers define minimal standards for 
acceptable employee performance. In exchange for meeting the standards, indi-
vidual employees are given extrinsic rewards such as wages, benefits, and possibly 
promotions up the hierarchy. Employees rarely participate in the control process, with 
any participation being formalized through mechanisms such as grievance procedures. 
With hierarchical control, the organizational culture is somewhat rigid, and managers 
do not consider culture a useful means of controlling employees and the organization. 
Technology often is used to control the flow and pace of work or to monitor employees, 
such as by measuring the number of minutes that employees spend on phone calls or 
how many keystrokes they make at the computer.

Will you take a 
hierarchical or a 
decentralized approach 
to control as a new 
manager? Answering 
the questions in the 
“New Manager Self-
Test” on page 669  
will give you an idea of 
your attitude toward 
organizational control.
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The hierarchical approach to control is strongly evident in many Japanese companies. 
Japanese culture reflects an obsession with rules and a penchant for bureaucracy that can 
excel at turning chaos to order. For example, after the devastating 2011 earthquake and 
tsunami, the Japanese efficiently organized evacuation centers for families who lost homes 
during the disaster. Self-governing committees managed these temporary shelters and laid 
out, in painstaking detail, the daily responsibilities of the residents. People were assigned 
specific tasks, including sorting the garbage, washing the bathrooms, and cleaning fresh-
water tanks. “The Japanese people are the type to feel more reassured the more rules are in 
place,” said Shintara Goto, a tsunami survivor. This hierarchical method of managing the 
temporary evacuation centers helped survivors find routine and responsibility, which could 
play a big role in reducing the long-term psychological and physical toll of this natural 
disaster.22

Decentralized control is based on values and assumptions that are almost opposite to 
those of hierarchical control. Rules and procedures are used only when necessary. Manag-
ers rely instead on shared goals and values to control employee behavior. The organization 
places great emphasis on the selection and socialization of employees to ensure that work-
ers have the appropriate values needed to influence behavior toward meeting company 
goals. No organization can control employees 100 percent of the time, and self-discipline 
and self-control are what keep workers performing their jobs up to standard. Empower-
ment of employees, effective socialization, and training all can contribute to internal stan-
dards that provide self-control. Nick Sarillo, who owns two Nick’s Pizza & Pub shops in 
Illinois, says his management style is “trust and track,” which means giving people the tools 
and information they need, telling them the result they need to achieve, and then letting 
them get there in their own way. At the same time, Sarillo keeps track of results so that the 
company stays on solid ground. He uses open-book management, which will be described 
in the next section, so that everyone in the company has information about how the com-
pany is doing.23

Hierarchical Control Decentralized Control

Basic 
assumptions

•  �People are incapable of self-discipline and 
cannot be trusted. They need to be monitored 
and controlled closely. 

•  �People work best when they are fully committed to 
the organization.

Actions •  �Uses detailed rules and procedures; formal 
control systems.

•  �Uses top-down authority, formal hierarchy, 
position power, quality control inspectors.

•  �Relies on task-related job descriptions.

•  �Emphasizes extrinsic rewards (pay, benefits, 
status).

•  �Features rigid organizational culture; distrust of 
cultural norms as means of control.

•  �Features limited use of rules; relies on values, group and 
self-control, selection, and socialization.

•  �Relies on flexible authority, flat structure, expert 
power; everyone monitors quality.

•  �Relies on results-based job descriptions; emphasizes 
goals to be achieved.

•  �Emphasizes extrinsic and intrinsic rewards (meaningful 
work, opportunities for growth).

•  �Features adaptive culture; culture recognized as means 
for uniting individual, team, and organizational goals for 
overall control.

Consequences •  �Employees follow instructions and do just what 
they are told.

•  �Employees feel a sense of indifference toward 
work.

•  �Employee absenteeism and turnover is high.

•  �Employees take initiative and seek responsibility.

•  �Employees are actively engaged and committed to their 
work.

•  �Employee turnover is low.

exhibit	     19.3      Hierarchical and Decentralized Methods of Control 

SOURCES: Based on Naresh Khatri et al., “Medical Errors and Quality of Care: From Control to Commitment,” California Management Review 48, no. 3 (Spring 2006): 
118; Richard E. Walton, “From Control to Commitment in the Workplace,” Harvard Business Review (March–April 1985): 76–84; and Don Hellriegel, Susan E. Jackson, and 
John W. Slocum, Jr., Management, 8th ed. (Cincinnati, Ohio: South-Western, 1999), p. 663.
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With decentralized control, power is more dispersed and is based on knowledge and 
experience as much as position. The organizational structure is flat and horizontal, as 
discussed in Chapter 10, with flexible authority and teams of workers solving problems 
and making improvements. Everyone is involved in quality control on an ongoing basis. 
Job descriptions generally are results-based, with an emphasis more on the outcomes to 
be achieved than on the specific tasks to be performed. Managers use not only extrinsic 
rewards such as pay, but the intrinsic rewards of meaningful work and the opportunity to 
learn and grow. Technology is used to empower employees by giving them the informa-
tion they need to make effective decisions, work together, and solve problems. People are 
rewarded for team and organizational success as well as their individual performance, and 
the emphasis is on equity among employees. Employees participate in a wide range of 
areas, including setting goals, determining standards of performance, governing quality, 
and designing control systems.

With decentralized control, the culture is adaptive, and managers recognize the im-
portance of organizational culture for uniting individual, team, and organizational goals 
for greater overall control. Ideally, with decentralized control, employees will pool their 

New Manager     Self-Test
What Is Your Attitude Toward Organizational Regulation  
and Control?

Instructions: Managers have to control people for or-
ganizations to survive, yet this control should be the right 
amount and type. Companies are often less democratic than 
the society of which they are a part. Honestly consider your 
beliefs about the regulation of other people and indicate 
whether each item that follows is Mostly True or Mostly False 
for you.

1.	 I believe that people should be  
guided more by feelings and less  
by rules.	

2.	 I think employees should be  
on time to work and to  
meetings. 	

3.	 I believe efficiency and speed  
are not as important as letting  
everyone have his or her say  
when making a decision.	

4.	 I think employees should conform  
to company policies.	

5.	 I let my significant other make  
the decision and have his or her  
way most of the time. 	

6.	 I like to tell other people  
what to do. 	

7.	 I am more patient with the  
least capable people.	

8.	 I like to have things running “just so.”	

Scoring and Interpretation: Give yourself one point 
for each Mostly True answer to the odd-numbered questions 
and one point for each Mostly False answer to the even-
numbered questions. A score of 6 or above suggests that you 
prefer decentralized control for other people in an organiza-
tion. A score of 3 or less suggests a preference for more con-
trol and bureaucracy in a company. Enthusiastic new managers 
may exercise too much of their new control and get a nega-
tive backlash. However, too little control may mean less ac-
countability and productivity. The challenge for new managers 
is to strike the right balance for the job and people involved.

Sources: Adapted from J. J. Ray, “Do Authoritarians Hold Authoritarian Attitudes?” 
Human Relations 29 (1976): 307–325.

	 Mostly	 Mostly
	 True	 False
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Open-Book Management

One important aspect of decentralized control in many organizations is open-book 
management. An organization that promotes information sharing and teamwork ad-
mits employees throughout the organization into the loop of financial control and re-
sponsibility to encourage active participation and commitment to goals. Open-book 
management allows employees to see for themselves—through charts, computer 
printouts, meetings, and so forth—the financial condition of the company. Second, 
open-book management shows the individual employee how his or her job fits into 
the big picture and affects the financial future of the organization. Finally, open-book 
management ties employee rewards to the company’s overall success. With training in 
interpreting the financial data, employees can see the interdependence and importance 
of each function. If they are rewarded according to performance, they become moti-
vated to take responsibility for their entire team or function, rather than merely their 
individual jobs.25

The goal of open-book management is to get every employee thinking and acting like 
a business owner. To get employees to think like owners, management provides them 
with the same information owners have: what money is coming in and where it is going. 
Open-book management helps employees appreciate why efficiency is important to the 
organization’s success as well as their own. Laura Ortmann, who owns Ginger Bay Salon 
and Spa in St. Louis, Missouri, with her husband, discovered that her hairstylists and 
massage therapists became more motivated to reach their own performance goals once 
she trained them to understand the company’s financial goals. Individual and company 

areas of expertise to arrive at procedures that are better than managers could come up with 
working alone. Campbell Soup is using decentralized control by enlisting its workers to 
help squeeze efficiency out of its plants. 

Innovative  
Way

Campbell Soup 
Company

Campbell Soup Company, which controls 60 percent of the U.S. soup market, is piling 
up profits by implementing cost-saving ideas suggested by its employees. At the plant in 
Maxton, North Carolina, factory workers huddle every morning with managers to find 
ways to save the company money. These employees are part of a decentralized culture 
where both managers and workers share the company’s goals and collaborate on ways 
to improve efficiency. The daily worker-manager huddles are about “getting everybody 
involved,” says “Big John” Filmore, a longtime plant veteran. “Instead of being told what to 
do, we get to tell people about our problems,” he said.

When challenged to find efficiency in the new Swanson broth line, which processes 
260 million pounds of raw ingredients per year, operators and mechanics devised a 
numbering system for each gasket to speed repairs of the processing equipment. They 
cut windows into the metal covers over conveyor belts so they could identify signs of 
wear. They color-coded valve handles to avoid confusion in the settings. With employee-
driven changes like these, Campbell says that operating efficiency at the Maxton plant 
has climbed to 85 percent of what its managers say is the maximum possible, up from 
75 percent three years ago. That pays off, as a 1 percent gain in plant efficiency adds  
$3 million to operating profits. 

Campbell’s latest challenge is reinventing how the company makes soup. In the 
past, each soup had its own recipe. Now many soups will share a common base, such 
as chicken broth, and will be adapted by adding different types of meats and vegeta-
bles. Employees at all levels of the organization will help plan and implement the new  
processes. “We have to collaborate at the highest levels of the organization right down 
to the plant floor,” says Dave Biegger, Campbell’s vice president for North America  
supply chain.24
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goals were recorded prominently on a scoreboard in the break room and listed each em-
ployee’s daily sales results and whether goals were met. “Behavior changed overnight,” said 
Ortmann. “No one wants their name next to a low number.” By helping her employees see 
how their efforts affected the financial success of the company, Ortmann increased their 
motivation. “I love the numbers, and I love knowing how I’m doing,” says nail technician 
Terri Kavanaugh.26

Managers in some countries have more trouble running an open-book company be-
cause prevailing attitudes and standards encourage confidentiality (even secrecy) con-
cerning financial results. Many businesspeople in countries such as China, Russia, and 
India, for example, are not accustomed to disclosing financial details publicly, which can 
present problems for multinational companies operating there.27 Exhibit 19.4 lists a por-
tion of a recent Opacity Index, which offers some indication of the degree to which 
various countries are open regarding economic matters. The higher the rating, the 
more opaque, or hidden, the economy of that country. In the partial index for 2009 in  
Exhibit 19.4, Nigeria has the highest opacity rating at 55, and Finland the lowest at 9. 
The United States has an opacity rating of 22. In countries with higher ratings, financial 
figures are typically closely guarded, and managers may be discouraged from sharing in-
formation with employees and the public. Globalization is beginning to have an impact 
on economic opacity in various countries by encouraging a convergence toward global 
accounting standards that support more accurate collection, recording, and reporting 
of financial information. Thus, most countries have improved their ratings over the past 
few years.

Country 2009 Opacity Score

Nigeria 55

Venezuela 48

Saudi Arabia 45

China 42

India 41

Indonesia 40

Russia 40

Mexico 37 

Taiwan 32

South Korea 29

South Africa 24

Japan 25

United States 22

Canada 20

Germany 17

Ireland 15

Singapore 14

Hong Kong 12

Finland 9

exhibit	     19.4      
International Opacity Index: 
Which Countries Have the 
Most Secretive Economies?

SOURCE: Joel Kurtzman and Glenn Yago, “Opacity Index, 2009: Measuring Global Risks,” published by Milken Institute 
(April 2009), www.kurtzmangroup.com/pdf/InstituteOpacityIndex_Apr8.pdf (accessed October 4, 2012).

The higher the opacity score, the more secretive the national economy, meaning that prevailing attitudes 
and standards discourage openness regarding financial results and other data.
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Hot
Topic

Total Quality Management
Another popular approach based on a decentralized control philosophy is total quality 
management (TQM), an organization-wide effort to infuse quality into every activity in a 
company through continuous improvement. Managing quality is a concern for every organi-
zation. Consider the problems that Boeing has had with the new 787 Dreamliner. The new 
aircraft has been hailed as one of the most innovative planes in years because it is made from 
composites (a first for the industry), is 20 percent more fuel-efficient, and has 20 percent 
fewer emissions. But the Dreamliner has been plagued with quality problems from the be-
ginning. In January 2013, a battery caught fire aboard an All Nippon Airways flight. That, 
combined with other problems, including fuel leaks, a cracked cockpit window, wiring prob-
lems, and overheating batteries, prompted the FAA to ground the entire fleet of 787s for 
four months. Not long after the Dreamliner was allowed to fly again, a fire broke out on a 
787 parked at London’s Heathrow Airport. Then, in mid-October, a fuselage panel fell from 
a 787 operated by Air India while it was in mid-flight from Delhi to Bangalore. Although 
the incident posed no safety risk to passengers, it was yet another black eye for Boeing’s high-
tech jet, which has suffered more quality problems in two years than most planes ever do.28

TQM became attractive to U.S. managers in the 1980s because it had been imple-
mented successfully by Japanese companies, such as Toyota, Canon, and Honda, which 
were gaining market share and an international reputation for high quality. The Japanese 
system was based on the work of such U.S. researchers and consultants as W. Edwards 
Deming, Joseph Juran, and Armand Feigenbaum, whose ideas attracted U.S. executives 
after the methods were tested overseas.29 The TQM philosophy focuses on teamwork, 
increasing customer satisfaction, and lowering costs. Organizations implement TQM by 
encouraging managers and employees to collaborate across functions and departments, as 
well as with customers and suppliers, to identify areas for improvement, no matter how 
small. Each quality improvement is a step toward perfection and meeting a goal of zero 
defects. Quality control becomes part of the day-to-day business of every employee rather 
than being assigned to specialized departments.

TQM Techniques

The implementation of TQM involves the use of many techniques, including quality circles, 
benchmarking, Six Sigma principles, quality partnering, and continuous improvement.

Quality Circles 
A quality circle is a group of 6 to 12 volunteer employees who meet regularly to dis-
cuss and solve problems that affect the quality of their work.30 At a set time during the 

•	 The philosophy of control has shifted to reflect changes 
in leadership methods.

•	 Hierarchical control involves monitoring and influenc-
ing employee behavior through extensive use of rules, 
policies, hierarchy of authority, written documentation, 
reward systems, and other formal mechanisms.

•	 With decentralized control, the organization fosters 
compliance with organizational goals through the use 

of organizational culture, group norms, and a focus on 
goals rather than rules and procedures.

•	 Campbell Soup uses decentralized control at its plant in 
Maxton, North Carolina, to encourage employees to cut 
costs and increase efficiency.

•	 Open-book management allows employees to see for 
themselves the financial condition of the organization and 
encourages them to think and act like business owners.

Remember This
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workweek, the members of the quality circle meet, identify problems, and try to find 
solutions. Circle members are free to collect data and take surveys. Many companies train 
people in team building, problem solving, and statistical quality control. The reason for 
using quality circles is to push decision making to an organization level at which recom-
mendations can be made by the people who do the job and know it better than any-
one else. At Carrier Collierville, a manufacturer of residential air conditioners and heat 
pumps, a quality circle attacked a leak issue at braze joints on a heat pump component. 
Changes made to the work area resulted in a 50 percent reduction in leaks and associated 
repair costs.31

Benchmarking 
Introduced by Xerox in 1979, benchmarking is now a major 
TQM component. Benchmarking is defined as “the continu-
ous process of measuring products, services, and practices 
against the toughest competitors or those companies recog-
nized as industry leaders to identify areas for improvement.”32 

Organizations may also use benchmarking for generating new 
business ideas, assessing market demand, or identifying best 
practices within an industry. A five-step benchmarking process is 
shown in Exhibit 19.5.33

The first step involves planning the benchmarking study, which 
includes identifying the objectives of the study and the character-
istics of a product or service that significantly influence customer 
satisfaction. The second step involves identifying the source of the 
information to be collected. For example, the sources of data for 
a Sherwin-Williams benchmarking study may include national 
independent lab studies or studies published in Consumer Reports magazine. Once the 
source of information is identified, data is then collected. Xerox collected information on 
the order fulfillment techniques of L. L. Bean, the Freeport, Maine, mail-order firm, and 
learned ways to reduce warehouse costs by 10 percent. The fourth step includes analyz-
ing the benchmarking data that has been collected and recommending areas of improve-
ment. The fifth step includes implementing recommendations and then monitoring them 
through continuous benchmarking.

Improve

Plan

Find

Collect

Analyze

exhibit	      19.5       
A Five-Step Benchmarking 
Process

SOURCE: Based on Deven Shah and Brian H. Kleiner, “Benchmarking for Quality,” Industrial Management 
(March–April 2011): 22–25.

“Quality is the result of 
a carefully constructed 
cultural environment. It 
has to be the fabric of the 
organization, not part of 
the fabric.”

—Philip Crosby (1926–2001), American 

businessman and quality guru
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Six Sigma 
Six Sigma quality principles were first introduced by Motorola in the 1980s and were 
later popularized by General Electric (GE), where former CEO Jack Welch praised  
Six Sigma for quality and efficiency gains that saved the company billions of dollars. Based 
on the Greek letter sigma, which statisticians use to measure how far something deviates 
from perfection, Six Sigma is a highly ambitious quality standard that specifies a goal 
of no more than 3.4 defects per million parts. That essentially means being defect-free 
99.9997 percent of the time.34 However, Six Sigma has deviated from its precise definition 
to become a generic term for a quality-control approach that takes nothing for granted and 
emphasizes a disciplined and relentless pursuit of higher quality and lower costs. Like other 
aspects of TQM, Six Sigma is not just for manufacturing organizations. Service firms have 
reaped significant benefits from Six Sigma and other TQM techniques. Cardinal Health, 
a distributor of health care products, is a critical link in the health care supply chain and 
handles one-fourth of all medications prescribed every day. Cardinal embarked on a Lean 
Six Sigma initiative that has led to a 30 percent drop in the order error rate over a three-
year period. Cardinal has now extended the scope of its Six Sigma efforts to its supply 
chain partners with a goal of achieving zero errors, zero waste, and zero lost revenue.35

Six Sigma is based on a five-step methodology referred to as DMAIC, pronounced “de-
May-ick” (standing for Define, Measure, Analyze, Improve, and Control), which provides a 
structured way for organizations to approach and solve problems.36 Effectively implement-
ing Six Sigma requires a major commitment from top management because Six Sigma 
involves widespread change throughout the organization. At Honeywell, for example, all 
employees are expected to understand Six Sigma fundamentals. Six Sigma provides a com-
mon language among employees, complements efforts to cut unnecessary costs from the 
organization, and supports efforts to “get it right the first time.” Honeywell explains its 
dedication to Six Sigma and what it means to reach this high level of performance with 
these examples:

●● If your water heater operated at Four Sigma (not Six), you would be without hot water 
for more than 54 hours each year. At Six Sigma, you would be without hot water for 
less than two minutes a year.

●● If your smartphone operated at Four Sigma, you would be without service for more 
than four hours a month. At Six Sigma, it would be about nine seconds a month.

Green Power
The Honeybee Style

The honeybee is known for its hard work and wise 
use of natural resources, as well as for living in a 
cooperative, interconnected community. Likewise,  
Munich-based BMW recognizes that true sustain-
ability involves the protection and wise use of not 
only the environment, but of every resource used  
to provide quality vehicles for consumers. Dating 
back to the 1970s, BMW’s approach to sustain- 
able growth can be seen throughout its well-
controlled production process. Self-managed teams 
oversee rigorous quality control measurement of 

sustainability, building for BMW an A+ interna-
tional sustainability rating. A total of 23 intercon-
nected “honeybee” practices address everything 
from ethical behavior and social responsibility to 
quality and innovation. The results include the re-
cycling of production waste and the reuse of scrap 
from BMW’s new carbon-fiber car bodies.

Source: Gayle C. Avery and Harald Bergsteiner, “How BMW Successfully 
Practices Sustainable Leadership Principles,” Strategy & Leadership 39, no. 6 
(2011): 11–18.
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●● A Four Sigma process will typically result in one defective package of products for 
every three truckloads shipped. A Six Sigma process means one defective package for 
every 5,350 truckloads.37 

Exhibit 19.6 lists some additional statistics that illustrate why Six Sigma is important 
for both manufacturing and service organizations.

Quality Partnering 
One of the drawbacks of a traditional quality control program is that people from the 
quality control department are often seen as “outsiders” to the business groups that 
they serve. Because they don’t always have a strong knowledge of the processes that 
they are studying, their work may be viewed with suspicion or as an interruption to 
the normal work routine. The risk here is that quality control is seen as separate from 
everyday work. Another drawback of the traditional model is that quality control is 
usually conducted after a product is completed or a service delivered—the time when 
it’s most expensive to make corrections.

A new approach called quality partnering involves assigning dedicated person-
nel within a particular functional area of the business. In this approach, the quality 
control personnel work alongside others within a functional area identifying op-
portunities for quality improvements throughout the work process. This integrated, 
partnering approach to quality makes it possible to detect and address defects early 
in the product life cycle, when they can be corrected most easily. Another advantage 
of this approach is that quality partners are viewed as “insiders” and peers who are 
readily accepted into the work group.38

Continuous Improvement 
In North America, crash programs and designs traditionally have been the preferred 
method of innovation. Managers measure the expected benefits of a change and favor the 
ideas with the biggest payoffs. In contrast, Japanese companies have realized extraordi-
nary success from making a series of mostly small improvements. This approach, called 
continuous improvement, or kaizen, is the implementation of a large number of small, 
incremental improvements in all areas of the organization on an ongoing basis. In a suc-
cessful TQM program, all employees learn that they are expected to contribute by initiat-
ing changes in their own job activities. The basic philosophy is that improving things a 
little bit at a time, all the time, has the highest probability of success. Innovations can start 
simple, and employees can build on their success in this unending process. A commitment 
to continuous improvement has allowed La-Z-Boy in Dayton, Tennessee, to thrive even 
during the recent recession. 

99 Percent Amounts to: Six Sigma Amounts to:

117,000 pieces of lost first-class mail per hour 1 piece of lost first-class mail every two hours

800,000 mishandled personal checks 
each day

3 mishandled checks each day

23,087 defective computers shipped 
each month

8 defective computers shipped each month

7.2 hours per month without electricity 9 seconds per month without electricity

exhibit	     19.6      
The Importance of Quality 
Improvement Programs

SOURCE: Based on data from Statistical Abstract of the United States, U.S. Postal Service, as reported in Tracy Mayor, “Six Sigma 
Comes to IT: Targeting Perfection,” CIO (December 1, 2003): 62–70.

As a new manager, 
will you support TQM 
by taking personal 
responsibility for 
improving the tasks 
and activities that 
you work on? Refer 
to your responses 
on the questionnaire 
at the beginning 
of the chapter to 
get some feedback 
on your attitude 
toward continuous 
improvement. 
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TQM Success Factors

Despite its promise, TQM does not always work. A few firms have had disappointing 
results. In particular, Six Sigma principles might not be appropriate for all organizational 
problems, and some companies have expended tremendous energy and resources for little 
payoff.40 Many contingency factors (listed in Exhibit 19.7) can influence the success of a 
TQM program. For example, quality circles are most beneficial when employees have chal-
lenging jobs; participation in a quality circle can contribute to productivity because it en-
ables employees to pool their knowledge and solve interesting problems. TQM also tends 
to be most successful when it enriches jobs and improves employee motivation. In addition, 
when participating in the TQM program improves workers’ problem-solving skills, pro-
ductivity is likely to increase. Finally, a TQM program has the greatest chance of success in 
a corporate culture that values quality and stresses continuous improvement.

•	 Total quality management (TQM) is an organization-
wide effort to infuse quality into every activity in a com-
pany through continuous improvement.

•	 The TQM philosophy focuses on teamwork, increasing 
customer satisfaction, and lowering costs.

Remember This

Positive Factors Negative Factors

• �Tasks make great skill demands on 
employees.

• �TQM serves to enrich jobs and motivate 
employees.

•  �Problem-solving skills are improved for all 
employees.

•  �Participation and teamwork are used to 
tackle significant problems.

•  Continuous improvement is a way of life.

•  �Management expectations are unrealisti-
cally high.

•  �Middle managers are dissatisfied about loss 
of authority.

•  �Workers are dissatisfied with other aspects 
of organizational life.

•  �Union leaders are left out of quality control 
discussions.

•  Managers wait for big, dramatic innovations.

exhibit	     19.7      
Quality Program Success 
Factors

Innovative  
Way

La-Z-Boy Tennessee

“If we were doing business the same way we did in 2005,” said La-Z-Boy’s continuous im-
provement manager David Robinson, “somebody else would be here because we would 
already be closed. We are $50 million a year better now than we were.”

The U.S. furniture industry has been decimated by foreign competition, but a dedication 
to cost efficiency and continuous improvement has enabled La-Z-Boy to flourish. Robinson 
points out that 23 of the facility’s managers and engineers have been trained in Six Sigma, 
and cross-functional teams have completed 24 kaizen events focused on safety, quality, and 
productivity. A significant process improvement at the Dayton facility is the Flawless Launch 
Program, which assigns a production engineer to make sure that quality and manufactur-
ability is designed into all new products. “Before the product ever makes it to manufactur-
ing, she has been on the front end of the design,” Robinson says of the current production 
engineer. That way, the company knows the tooling and equipment that will be needed to  
produce the product repeatedly, at low cost, and relatively error-free.  As an example, he 
points to the plant’s first attempt to manufacture an electric lift chair. It had about a 40 per-
cent failure rate in the field. After reintroducing it using the flawless launch process, Robinson 
reports, “We now have a fraction of 1 percent failure in the field.”39
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Budgetary Control
Debbie Dusenberry was following her dream as a successful entrepreneur. She had opened 
a beautifully designed store called Curious Sofa and filled its expansive showroom with an-
tiques, offbeat furniture, accessories, and gifts. She had a dedicated staff and sales reaching 
$800,000 per year. She had borrowed a lot of money and was planning to expand her inven-
tory. Business was growing fast. But Dusenberry was typical of many small business own-
ers who are long on drive and passion but short on financial experience. Caught up in the 
excitement of growing sales, she was unaware that excessive costs in staffing, inventory, and 
freight were hurting her profitability. She was operating without a budget and not keeping 
track of all her expenses. When sales dropped during the economic recession, the glar-
ing weaknesses in her financial system were exposed. Scared and exasperated, Dusenberry 
began thinking about how she could save her business and realized she needed a new system 
that would help her monitor and manage her costs. Her first step was to create a budget.41

Budgetary control, one of the most commonly used methods of managerial control, is 
the process of setting targets for an organization’s expenditures, monitoring results and 
comparing them to the budget, and making changes as needed. As a control device, budgets 
are reports that list planned and actual expenditures for cash, assets, raw materials, salaries, 
and other resources. In addition, budget reports usually list the variance between the bud-
geted and actual amounts for each item.

A budget is created for every division or department within an organization, no 
matter how small, as long as it performs a distinct project, program, or function. The 
fundamental unit of analysis for a budget control system is called a responsibility 
center. A responsibility center is defined as any organizational department or unit 
under the supervision of a single person who is responsible for its activity.42 A three-
person appliance sales office in Watertown, New York, is a responsibility center, as 
is a quality control department, a marketing department, and an entire refrigerator 
manufacturing plant. The manager of each unit has budget responsibility. Top man-
agers use budgets for the company as a whole, and middle managers traditionally focus on 
the budget performance of their department or division. Budgets that managers typically 
use include expense budgets, revenue budgets, cash budgets, and capital budgets.

Expense Budget 
An expense budget includes anticipated and actual expenses for each responsibility cen-
ter and for the total organization. An expense budget may show all types of expenses, or 
it may focus on a particular category, such as materials or research and development ex-
penses. When actual expenses exceed budgeted amounts, the difference signals the need for 
managers to identify possible problems and take corrective action if needed. The difference 

Go to the “Experiential 
Exercise” on pages  
686–687, which pertains 
to budgetary control.

•	 Quality circles offer one technique for implementing 
TQM and include groups of 6 to 12 volunteer employ-
ees who meet regularly to discuss and solve problems 
affecting the quality of their work.

•	 Another option for tracking quality is benchmarking, the 
continuous process of measuring products, services, and 
practices against major competitors or industry leaders.

•	 Six Sigma is a quality control approach that emphasizes 
a relentless pursuit of higher quality and lower costs.

•	 Quality partnering involves assigning dedicated 
personnel within a particular functional area of the busi-
ness to identify opportunities for improvement through-
out the work process.

•	 Continuous improvement, or kaizen, is the implementa-
tion of a large number of small, incremental improve-
ments in all areas of the organization on an ongoing 
basis.
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may arise from inefficiency, or expenses may be higher because the organization’s sales are 
growing faster than anticipated. Conversely, expenses below budget may signal exceptional 
efficiency or possibly the failure to meet some other standards, such as a desired level of 
sales or quality of service. Either way, expense budgets help identify the need for further 
investigation but do not substitute for it.

Revenue Budget 
A revenue budget lists forecasted and actual revenues of the organization. In general,  
revenues below the budgeted amount signal a need to investigate the problem to see 
whether the organization can improve revenues. In contrast, revenues above budget would 
require determining whether the organization can obtain the necessary resources to meet 
the higher-than-expected demand for its products or services. Managers then formulate 
action plans to correct the budget variance.

Cash Budget 
The cash budget estimates receipts and expenditures of money on a daily or weekly basis 
to ensure that an organization has sufficient cash to meet its obligations. The cash bud-
get shows the level of funds flowing through the organization and the nature of cash dis-
bursements. If the cash budget shows that the firm has more cash than necessary to meet 
short-term needs, the company can arrange to invest the excess to earn interest income. In 
contrast, if the cash budget shows a payroll expenditure of $20,000 coming at the end of 
the week but only $10,000 in the bank, the organization must borrow cash to meet the 
payroll.

Capital Budget 
The capital budget lists planned investments in major assets such as buildings, heavy 
machinery, or complex information technology systems, often involving expenditures over 
more than a year. Capital expenditures not only have a large impact on future expenses, 
but they also are investments designed to enhance profits. Therefore, a capital budget is 
necessary to plan the impact of these expenditures on cash flow and profitability. Control-
ling involves not only monitoring the amount of capital expenditures, but also evaluat-
ing whether the assumptions made about the return on the investments are holding true. 
Managers can evaluate whether continuing investment in particular projects is advisable, 
as well as whether their procedures for making capital expenditure decisions are adequate. 
Some companies, including Boeing, Merck, Shell, United Technologies, and Whirlpool, 
evaluate capital projects at several stages to determine whether they are still in line with 
the company’s strategy.43

Zero-Based Budget

Zero-based budgeting is an approach to planning and decision making that requires a 
complete justification for every line item in a budget instead of carrying forward a prior 
budget and applying a percentage change. A zero-based budget begins with a starting point 
of $0, and every dollar added to the budget is reflected by an actual, documented need.44 
Shell, the oil and gas industry giant, implemented a zero-based budget to drive significant 
financial performance improvements. Facing unpredictable oil and gas demand and an un-
certain global economy, CFO Gerard Paulides believed that a cost reduction strategy was 
as important to Shell’s business as oil and gas production and hydrocarbon maturation. 
“We dove in deeply, stripping all business areas down to zero and then going back through 
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the exercise of building them back up.” Paulides and other executives looked at the mini-
mum resources required to run each part of the business, which Paulides referred to as the 
must-haves. “All other activities are essentially discretionary and optional, or in the zero-
based framework, nice to have,” said Paulides.45 This approach to budgeting helped Shell 
shave excessive and unnecessary costs from its yearly expenditures.

Budgeting is an important part of organizational planning and control. Many tradi-
tional companies use top-down budgeting, which means that the budgeted amounts for 
the coming year are literally imposed on middle- and lower-level managers.46 These man-
agers set departmental budget targets in accordance with overall company revenues and 
expenditures specified by top executives. Although the top-down process provides some 
advantages, the movement toward employee empowerment, participation, and learning 
means that many organizations are adopting bottom-up budgeting, a process in which 
lower-level managers anticipate their departments’ resource needs and pass them up to top 
management for approval.47 Companies of all kinds are increasingly involving line manag-
ers in the budgeting process. At the San Diego Zoo, scientists, animal keepers, and other 
line managers use software and templates to plan their department’s budget needs because, 
as CFO Paula Brock says, “Nobody knows that side of the business better than they do.”48 
Each of the 145 zoo departments also does a monthly budget close and reforecast so that 
resources can be redirected as needed to achieve goals within budget constraints. Thanks to 
the bottom-up process, for example, the zoo was able to redirect resources quickly to pro-
tect its valuable exotic bird collection from an outbreak of a highly infectious bird disease 
without significantly damaging the rest of the organization’s budget.49

•	 Budgetary control, one of the most commonly used 
forms of managerial control, is the process of setting 
targets for an organization’s expenditures, monitoring 
results and comparing them to the budget, and making 
changes as needed. 

•	 A responsibility center is any organizational depart-
ment or unit under the supervision of a single person 
who is responsible for its activity.

•	 An expense budget outlines the anticipated and actual 
expenses for a responsibility center.

•	 A revenue budget lists forecasted and actual revenues of 
the organization.

•	 The cash budget estimates receipts and expenditures of 
money on a daily or weekly basis to ensure that an orga-
nization has sufficient cash to meet its obligations.

•	 A budget that plans and reports investments in major 
assets to be depreciated over several years is called a 
capital budget.

•	 Zero-based budgeting is an approach to planning 
and decision making that starts at zero and requires a 
complete justification for every line item in a budget, 
instead of carrying forward a prior budget and applying 
a percentage change.

•	 Many companies use top-down budgeting, which means 
that the budgeted amounts for the coming year are liter-
ally imposed on middle- and lower-level managers.

•	 On the other hand, bottom-up budgeting involves 
lower-level managers anticipating their department’s 
budget needs and passing them up to top management 
for approval.

Remember This

Financial Control
 “Numbers run companies,” claims Norm Brodsky, a veteran entrepreneur and writer for 
Inc. magazine.50 In every organization, managers need to watch how well the organization 
is performing financially by watching the numbers. For example, Nick Sarillo grew up in 
the pizza business—his father owned a pizzeria in Carpentersville, Illinois—so he already 
knew a lot about running the business when he opened the first Nick’s Pizza & Pub in 
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Crystal Lake, Illinois, in 1995. It was so successful that he opened a second in 2005. By 
2007, annual revenues had grown to $7 million. But like many small business owners, Sar-
illo was naïve about the financial side of the business. When he asked an adviser for help, 
he was told that he had borrowed too much money during good times; as the economy 
turned, he almost lost his business because he hadn’t paid attention to the debt ratio. Only 
an impassioned online plea to his customers, which enabled Sarillo to bring in more busi-
ness and get current with all his vendors, and the willingness of the bank to defer the prin-
cipal payments on his mortgage for a year saved his company. Sarillo says that things still 
aren’t easy, but he’s now paying close attention to the financial statements. As mentioned 
previously, he has instituted open-book management and taught all employees to read the 
financial statements so that they also know how the company is performing.51 Not only do 
the numbers tell whether the organization is on sound financial footing, but they also can 
be useful indicators of other kinds of performance problems. For example, a sales decline 
may signal problems with products, customer service, or sales force effectiveness.

Financial Statements

Financial statements provide the basic information used for financial control of an organi-
zation. Two major financial statements—the balance sheet and the income statement—are 
the starting points for financial control.

Think of the balance sheet as a thermometer that provides a reading on the health 
of the business at the moment you take its temperature.52 The balance sheet shows the 
firm’s financial position with respect to assets and liabilities at a specific point in time. An 
example of a balance sheet is presented in Exhibit 19.8. The balance sheet provides three 

New Creations Landscaping  
Consolidated Balance Sheet,  

December 31, 2015

Assets Liabilities and Owners’ Equity

Current assets Current liabilities

  Cash $   25,000   Accounts payable $200,000

  Accounts receivable 75,000   Accrued expenses 20,000

  Inventory 500,000   Income taxes payable 30,000

      Total current assets $    600,000       Total current liabilities $   250,000

Fixed assets Long-term liabilities

  Land 250,000   Mortgages payable 350,000

  Buildings and fixtures 1,000,000   Bonds outstanding 250,000

      Total long-term  
        liabilities

$   600,000

  Less depreciation 200,000 Owners’ equity:

      Total fixed assets $1,050,000   Common stock 540,000

  Retained earnings 260,000

      Total owners’ equity $   800,000

Total assets $1,650,000 Total liabilities and net worth $1,650,000

exhibit	     19.8      Balance Sheet
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types of information: assets, liabilities, and owners’ equity. Assets are what the company 
owns, and they include current assets (those that can be converted into cash in a short time 
period) and fixed assets (such as buildings and equipment that are long term in nature). 
Liabilities are the firm’s debts, including both current debt (obligations that will be paid by 
the company in the near future) and long-term debt (obligations payable over a long period 
of time). Owners’ equity is the difference between assets and liabilities and is the company’s 
net worth in stock and retained earnings.

The income statement, sometimes called a profit-and-loss statement or P&L for short, 
summarizes the firm’s financial performance for a given time interval, usually one year. A 
sample income statement is shown in Exhibit 19.9. Some organizations calculate the in-
come statement at three-month intervals during the year to see whether they are on target 
for sales and profits. The income statement shows revenues coming into the organization 
from all sources and subtracts all expenses, including cost of goods sold, interest, taxes, and 
depreciation. The bottom line indicates the net income—profit or loss—for the given time 
period.

During the economic recession, companies cut discretionary spending, such as travel 
expenses, to improve the bottom line, and managers are pushing to keep those expenses 
from creeping back up. If managers keep costs low where they can, they can spend scarce 
dollars on higher-priority areas, such as salary increases for staff or research and develop-
ment. To avoid a cost creep in travel expenses, Deloitte reminds employees of company 
travel policies when managers see costs rising. Employees are discouraged from traveling to 
meetings that are expected to last less than eight hours and to use video and Web confer-
encing whenever possible as an alternative to travel.53 

The following example describes how one successful franchise owner uses a financial 
control system to manage one of the most profitable 7-Eleven stores in Manhattan.

New Creations Landscaping 
Income Statement 

For the Year Ended December 31, 2015

Gross sales $3,100,000

Less sales returns 200,000

  Net sales $2,900,000

Less expenses and cost of goods sold:

  Cost of goods sold 2,110,000

  Depreciation 60,000

  Sales expenses 200,000

  Administrative expenses 90,000 2,460,000

Operating profit $   440,000

Other income 20,000

Gross income 460,000

Less interest expense 80,000

Income before taxes 380,000

Less taxes 165,000

Net income $   215,000

exhibit	     19.9      
Income Statement
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Financial Analysis: Interpreting the Numbers

A manager needs to be able to evaluate financial reports that compare the organization’s 
performance with earlier data or industry norms. These comparisons enable the manager 
to see whether the organization is improving and whether it is competitive with others in 
the industry. The most common financial analysis focuses on ratios, statistics that express 
the relationships between performance indicators such as profits and assets, sales, and in-
ventory. Ratios are stated as a fraction or proportion; Exhibit 19.10 summarizes some 
financial ratios, which are measures of an organization’s liquidity, activity, profitability, and 
leverage. These ratios are among the most common, but many measures are used. Manag-
ers decide which ratios reveal the most important relationships for their business.

Liquidity Ratios 
The liquidity ratio indicates an organization’s ability to meet its current debt obligations. 
For example, the current ratio (current assets divided by current liabilities) tells whether 

Innovative  
Way

7-Eleven

Norman Jemal, an enthusiastic and gregarious 7-Eleven franchise owner in Manhattan, loves 
crunching the numbers with field consultant Kunta Natapraya. Together, they study the sales 
data and profit margins for the thousands of snack foods that Jemal sells in his three profitable 
stores. Some claim that Jemal’s success is because his stores are located on busy Manhattan 
streets. High vehicle and pedestrian traffic produce lots of potential customers. But Jemal’s 
success also comes from his knack for analyzing financial data to spot the most profitable 
products in his inventory and maximizing profits through efficient ordering.

When faced with reordering decisions, Jemal uses 7-Eleven’s proprietary Retail Informa-
tion System (RIS), which helps him analyze sales and profitability data for each product in his 
inventory. For example, when corporate 7-Eleven announced it was rolling out a sugar-free 
Slurpee Lite and an empanada, Jemal needed to make room for both by eliminating an exist-
ing product. Using RIS, he studied the profitability of each snack product and discovered that 
the spicy beef patty was lagging in sales and profitability, so he removed it from the stores’ 
inventory to make room for the new products.

7-Eleven focuses on its core competence of figuring out what to sell to rushed custom-
ers and how to sell it to them. “Other franchises pitch their name,” Jemal says. “7-Eleven, 
which I think has a great name, pitched their [RIS] system.” That system is part of a carefully 
designed financial control model that also includes regular audits. A good audit performance 
will go a long way toward determining if 7-Eleven allows Jemal to open more stores. He says 
he’d like to open 20 more.54

Liquidity Ratios
Current ratio
Quick ratio

Current assets/Current liabilities
Cash + Accounts receivable/Current liabilities

Activity Ratios
Inventory turnover
Conversion ratio

Total sales/Average inventory
Purchase orders/Customer inquiries

Profitability Ratios
Profit margin on sales
Gross margin 
Return on assets (ROA)

Net income/Sales
Gross income/Sales
Net income/Total assets

Leverage Ratios
Debt ratio Total debt/Total assets

exhibit	     19.10       
Common Financial Ratios
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the company has sufficient assets to convert into cash to pay off its debts, if needed. If a 
hypothetical company, Oceanographics, Inc., has current assets of $600,000 and current 
liabilities of $250,000, the current ratio is 2.4, meaning it has sufficient funds to pay off 
immediate debts 2.4 times. This level for the current ratio is normally considered a satisfac-
tory margin of safety. Another liquidity ratio is the quick ratio, which is typically expressed 
as cash plus accounts receivable divided by current liabilities. The quick ratio is a popular 
metric to pair with the current ratio to gauge liquidity. “If a business does not have decent 
liquidity, then one unexpected expense could severely hurt it,” said Brad Schaefer, an ana-
lyst with Sageworks Inc., a financial information company.55

Activity Ratios 
The activity ratio measures internal performance with respect to key activities defined by 
management. For example, inventory turnover is calculated by dividing total sales by average 
inventory. This ratio tells how many times the inventory is used up to meet the total sales 
figure. If inventory sits too long, money is wasted. Dell Inc. achieved a strategic advantage 
by minimizing its inventory costs. Dividing Dell’s annual sales by its small inventory gener-
ates an inventory turnover rate of 35.7.56

Another type of activity ratio, the conversion ratio, is purchase orders divided by 
customer inquiries. This ratio is an indicator of a company’s effectiveness in con-
verting inquiries into sales. For example, if Cisco Systems moves from a 26.5 to a  
28.2 conversion ratio, more of its inquiries are turned into sales, indicating better sales 
activity.

Profitability Ratios 
Managers analyze a company’s profits by studying profitability ratios, which state profits 
relative to a source of profits, such as sales or assets. When Alan Mulally became CEO 
of Ford Motor Company in 2008, he emphatically stressed the importance of profitabil-
ity. At that time, Ford was a sick company, losing $83 million a day, and the stock price 
had plummeted to $1.01. Mulally initiated Ford’s 
remarkable turnaround by fostering a new culture 
of accountability that emphasized the use of consis-
tent metrics to gauge performance. Mulally expected 
each department head to know and report on how 
his or her department was performing. His empha-
sis on data-driven management permanently changed 
the culture at Ford. In 2010, Ford posted a profit of  
$6.6 billion, the most money that the company had 
made in more than a decade.57

One important profitability ratio is the profit mar-
gin on sales, which is calculated as net income divided 
by sales. Similarly, gross margin is the gross (before-
tax) profit divided by total sales. Another profitability 
measure is return on assets (ROA), which is a percent-
age representing what a company earned from its as-
sets, computed as net income divided by total assets. 
ROA is a valuable yardstick for comparing a compa-
ny’s ability to generate earnings with other investment 
opportunities. In basic terms, the company should be 
able to earn more by using its assets to operate the 
business than it could by putting the same investment 
in the bank.
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Can you imagine a world without milk? If milk’s profitability 
ratio doesn’t recover soon, dairy farmers may opt out of 
producing it. Analysts say that milk is profitable only when its ratio 
is 3.0 or higher, but milk’s ratio has been hovering around 2.0 in 
recent years. This is due to the high cost of feed for dairy cows, 
which is mainly corn, and given that the drought of 2012 killed off 
a huge percentage of the corn crop, the price of corn is expected 
to remain high.
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Leverage Ratios 
Leverage refers to funding activities with borrowed money. A company can use leverage to 
make its assets produce more than they could on their own. However, too much borrow-
ing can put the organization at risk for being unable to keep up with repayment of its debt. 
Managers therefore track their debt ratio, or total debt divided by total assets, to make sure 
that it does not exceed a level that they consider acceptable. Lenders may consider a com-
pany with a debt ratio above 1.0 to be a poor credit risk.

•	 Financial statements provide the basic information used 
for financial control of an organization.

•	 The balance sheet shows the firm’s financial position 
with respect to assets and liabilities at a specific point in 
time.

•	 The income statement summarizes the firm’s financial 
performance for a given time interval.

•	 The most common financial analysis focuses on the 
use of ratios—statistics that express the relationships 

between performance indicators such as profits and 
assets, sales, and inventory.

•	 The liquidity ratio indicates the organization’s ability to 
meet its current debt obligations.

•	 The activity ratio measures the organization’s internal 
performance with respect to key activities defined by 
management.

•	 The profitability ratio describes the firm’s profits rela-
tive to a source of profits, such as sales or assets.

Remember This

Trends in Quality and Financial Control
Many companies are responding to chang-
ing economic realities and global com-
petition by reassessing organizational 
management and processes—including 
control mechanisms. Two major trends 
are international quality standards and in-
creased corporate governance.

International Quality 
Standards

One impetus for TQM in the United States 
is the increasing significance of the global 
economy. Many countries have adopted 
a universal benchmark for quality man-
agement practices, ISO 9000 standards, 
which represent an international consensus 
of what constitutes effective quality man-
agement as outlined by the International 
Organization for Standardization (ISO) in 
Geneva, Switzerland.58 Hundreds of thou-
sands of organizations in 157 countries, 
including the United States, have been 
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In order to become ISO 9000–certified, companies have to work with an 
independent registrar that will audit the company’s practices and procedures according 
to the certification guidelines. U.S.-based Heartlab, Inc., for example, worked with the 
ISO to earn its certification. Heartlab makes medical information management systems 
that store data about heart patients.

Concept Connection
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As a new manager, 
find a balance between 
oversight and control 
on the one hand and 
mutual trust and 
respect on the other. 
Go to the “Ethical 
Dilemma” on  
pages 687–688, which 
pertains to new 
workplace control 
issues.

Hot
Topic

certified against ISO 9000 standards to demonstrate their commitment to quality. Europe 
continues to lead in the total number of certifications, but the greatest number of new cer-
tifications in recent years has been in the United States. One of the more interesting orga-
nizations to become ISO certified was the Phoenix, Arizona, police department’s Records 
and Information Bureau. In today’s environment, where the credibility of law enforcement 
agencies has been called into question, the bureau wanted to make a clear statement about 
its commitment to the high quality and accuracy of information provided to law enforce-
ment personnel and the public.59 ISO certification has become the recognized standard for 
evaluating and comparing companies on a global basis, and more U.S. companies are feel-
ing the pressure to participate to remain competitive in international markets. In addition, 
many countries and companies require ISO certification before they will do business with 
an organization.

Corporate Governance 
Many organizations have moved toward increased control from the top in terms of corpo-
rate governance. Traditionally defined as the ways in which an organization safeguards the 
interests of shareholders, the term corporate governance has been expanded to refer to 
the framework of systems, rules, and practices by which an organization ensures account-
ability, fairness, and transparency in its relationships with all stakeholders, including inves-
tors, employees, customers, and the general public.60

Concerns over corporate governance came to the forefront some years ago in light of 
the failure of top executives and corporate directors to provide adequate oversight and 
control at failed companies such as Enron, HealthSouth, Adelphia Communications, 
and WorldCom. In some cases, financial reporting systems were manipulated to pro-
duce false results and hide internal failures. In response, the U.S. government enacted 
the Sarbanes-Oxley Act of 2002, often referred to as SOX, which requires several types 
of reforms, including better internal monitoring to reduce the risk of fraud, certifica-
tion of financial reports by top leaders, improved measures for external auditing, and 
enhanced public financial disclosure. The initial cost of implementing the SOX reforms 
may run as high as $5 million to $10 million for a small business once it has gone pub-
lic. (Private firms do not have to meet the same accounting and compliance regulations 
imposed by SOX.) To ease the significant burden on small, emerging growth firms, 
the JOBS Act (an acronym for Jumpstart Our Business Startups) allows some small 
companies to avoid the internal control requirements of SOX and the associated 
costs for up to five years. The statute defines an eligible firm as one with less than 
$1 billion in annual gross revenue. The JOBS Act is a boon to small companies 
because it lowers the costs associated with outside auditor review requirements 
for internal controls.61

With the failure of large firms such as Lehman Brothers and Bear Stearns in 
2008, corporate governance again became a hot topic. Lax oversight likely contrib-
uted both to the failure of these firms and to a worldwide economic crisis. “I don’t 
think there’s any question that a dramatic failure of corporate governance was a cen-
tral issue of the crisis,” said Phil Angelides, chairman of the Financial Crisis Inquiry 
Commission appointed by the U.S. Congress. Global regulators from 27 countries 
recently imposed new rules and restraints on financial institutions designed to limit 
risk taking and increase oversight.62 In addition, the U.S. Securities and Exchange 
Commission (SEC) now requires that companies justify their board structure in 
proxy statements to ensure that boards are designed in a way to provide needed over-
sight of management actions.63
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Ch19	 Discussion Questions

  1.	 You have been hired to manage a 20-person staff for 
Nightlight Travels, a travel agency in Las Vegas. For 
five years, sales have been hammered by the global 
recession, and staff morale has plummeted as star em-
ployees have left for positions in more secure industries. 
Key customer relationships have been damaged by the 
sloppy and unprofessional work habits of the remaining 
staff members. Your first responsibility as new manager 
is to create next year’s budget for all planned expen-
ditures. But first you must decide if you will adopt a 
hierarchical approach or a decentralized approach to 
control. Which one would you choose, and why? 

  2.	 You’re a manager who employs a participative control 
approach. You’ve concluded that corrective action is 
necessary to improve customer satisfaction, but first 
you need to convince your employees that the problem 
exists. What kind of evidence do you think employees 
will find more compelling: quantitative measurements 
or anecdotes from your interactions with customers? 
Explain your answer.

  3.	 Describe the advantages of using a balanced scorecard 
to measure and control organizational performance. 
Suppose that you created a balanced scorecard for 
Walmart. What specific customer service measures 
would you include?

  4.	 In zero-based budgeting, every account starts at $0, 
and every dollar added to the budget is reflected by an 
actual, documented need. Identify the possible advan-
tages of zero-based budgeting. 

  5.	 Most companies have policies that regulate employees’ 
personal use of work computers during work hours. 
Some even monitor employee e-mails and track the 
Web sites that have been visited. Do you consider this 
type of surveillance an invasion of privacy? What are 
the advantages of restricting employee use of the Inter-
net and e-mail at work?

  6.	 Think of a class that you’ve taken in the past. What 
standards of performance did your professor establish? 
How was your actual performance measured? How was 
your performance compared to the standards? Do you 
think the standards and methods of measurement were 
fair? Were they appropriate to your assigned work? 
Why or why not?

  7.	 Some critics argue that Six Sigma is a collection of su-
perficial changes that often result in doing a superb job 
of building the wrong product or offering the wrong 
service. Do you agree or disagree? Explain.

  8.	 What types of analysis can managers perform to help 
them diagnose a company’s financial condition? How 
might a review of financial statements help managers 
diagnose other kinds of performance problems as well?

  9.	 Why is benchmarking an important component of 
TQM programs? Do you believe a company could 
have a successful TQM program without using 
benchmarking?

10.	 What is ISO certification? Why would a global com-
pany like GE want ISO certification? 

Ch19	 Apply Your Skills: Experiential Exercise
Is Your Budget in Control?
By the time you are in college, you are in charge of at least 
some of your own finances. How well you manage your 
personal budget may indicate how well you will manage 

your company’s budget on the job. Respond to the follow-
ing statements to evaluate your own budgeting habits. If 
the statement doesn’t apply directly to you, respond the 
way you think that you would behave in a similar situation.

•	 As global business expands, many companies have  
adopted a universal benchmark for quality manage-
ment practices, including ISO 9000 standards, which 
represent an international consensus of what constitutes 
effective quality management as outlined by the Interna-
tional Organization for Standardization (ISO).

•	 Many organizations are moving toward increased con-
trol from the top in terms of corporate governance, 
which refers to the framework of systems, rules, and 
practices by which an organization ensures accountabil-
ity, fairness, and transparency in the firm’s relationships 
with stakeholders.

Remember This

  1.	 I spend all my money as soon as I get it. 							       ______� ______
  2.	 At the beginning of each week (or month, or term), I write down all my fixed expenses. 		  ______� ______

Yes	 No
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  3.	 I never seem to have any money left over at the end of the week (or month). 			   ______� ______
  4.	 I pay all my expenses, but I never seem to have any money left over for fun. 			   ______� ______
  5.	 I am not putting any money away in savings right now; I’ll wait until after I graduate from college. 	 ______� ______
  6.	 I can’t pay all my bills. 									         ______� ______
  7.	 I have a credit card, but I pay the balance in full each month. 					     ______� ______
  8.	 I take cash advances on my credit card. 							       ______� ______
  9.	 I know how much I can spend on eating out, movies, and other entertainment each week. 		  ______� ______
10.	 I pay cash for everything. 								        ______� ______
11.	 When I buy something, I look for value and determine the best buy. 				    ______� ______
12.	 I lend money to friends whenever they ask, even if it leaves me short of cash. 			   ______� ______
13.	 I never borrow money from friends. 							       ______� ______
14.	 I am putting aside money each month to save for something that I really need. 			   ______� ______

Scoring and Interpretation
Yes responses to statements 2, 9, 10, 13, and 14 point to the 
most disciplined budgeting habits; Yes responses to 4, 5, 7, 
and 11 reveal adequate budgeting habits; Yes responses to 

1, 3, 6, 8, and 12 indicate the poorest budgeting habits. If 
you have answered honestly, chances are you’ll have a com-
bination of all three. Look to see where you can improve 
your budgeting behaviors.

Ch19	 Apply Your Skills: Small Group Breakout
Create a Group Control System
Step 1.  Form into groups of three to five students. Each 
group will assume that another student group has been 
given an assignment of writing a major paper that will 
involve research by individual group members that will be 
integrated into the final paper. Each group member has to 
do his or her part. 
Step 2.  Your assignment is to develop a list of rules and 
identify some statistics by which to control the behavior of 
members in that group. Brainstorm and discuss potential 
rules to govern member behavior and consequences for 
breaking those rules. 
Step 3.  First, select the five rules that you think are most 
important for governing group member behavior. Consider 
the following situations that rules might cover: arriving late 
for a meeting; missing a meeting; failing to complete a work 
assignment; disagreements about desired quality of work; 
how to resolve conflicts about paper content; differences in 

participation, such as one person doing all the talking and 
someone else talking hardly at all; how to handle meetings 
that start late; the use of an agenda and handling deviations 
from the agenda; and any other situation that your group 
thinks a rule should cover. 
Step 4.  Now consider what statistics could be developed 
to measure the behavior and outcome of the group per-
taining to those five rules. What kinds of things could be 
counted to understand how the group is performing and 
whether members are following the rules?
Step 5.  Discuss the following questions: Why are rules 
important as a means of control? What are the advantages 
and disadvantages of having many rules (hierarchical con-
trol) versus few rules (decentralized control) for a student 
group? How can statistics help a group ensure appropriate 
behavior and a high-quality product?
Step 6.  Be prepared to present your conclusions to 
the class.

Ch19	 Apply Your Skills: Ethical Dilemma
The Wages of Sin?64

Chris Dykstra, responsible for loss prevention at  
Westwind Electronics, took a deep breath before he 
launched into making his case for the changes that  
he was proposing to the company’s shoplifting policy.  
He knew that convincing Ross Chenoweth was going to 
be a hard sell. Ross, the president and CEO, was the son 
of the founder of the local, still-family-owned consumer 
electronics chain based in Phoenix, Arizona. He’d 

inherited not only the company, but also his father’s 
strict moral code.

“I think it’s time to follow the lead of other stores,” 
Chris began. He pointed out that most other retailers 
didn’t bother calling the police and pressing charges unless 
the thief had shoplifted merchandise worth more than  
$50 to $100. In contrast, Westwind currently had a zero-
tolerance policy toward theft that Ross’s father had put in 
place when he started the business. Chris wanted to replace 
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that policy with one that prosecuted only individuals 
between 18 and 65 who had stolen more than $20 worth 
of goods, and who had a previous history of theft at West-
wind. In the case of first-time culprits under 18 or over 65, 
he argued for letting them off with a strict warning, regard-
less of the value of their ill-gotten goods. Repeat offenders 
would be arrested.

“Frankly, the local police are getting pretty tired of hav-
ing to come to our stores every time a teenager sticks a CD 
in his jacket pocket,” Chris pointed out. “And besides, we 
just can’t afford the costs associated with prosecuting ev-
eryone.” Every time he pressed charges against a shoplifter 
who’d made off with a $10 item, Westwind lost money. 
The company had to engage a lawyer and pay employees 
overtime for their court appearances. In addition, Chris 
was looking at hiring more security guards to keep up with 
the workload. Westwind was already in a losing battle at 
the moment with mass retailers who were competing all 
too successfully on price, so passing on the costs of its zero-
tolerance policy to customers wasn’t really an option. “Let’s 
concentrate on catching dishonest employees and those 
organized-theft rings. They’re the ones who are really hurt-
ing us,” Chris concluded.

There was a long pause after Chris finished his care-
fully prepared speech. Ross thought about his recently 
deceased father, both an astute businessman and a person 
for whom honesty was a key guiding principle. If he were 
sitting here today, he’d no doubt say that theft was theft—
that setting a minimum was tantamount to saying that 
stealing was acceptable, just as long as you don’t steal too 
much. He looked at Chris. “You know, we’ve both got 

teenagers. Is this really a message you want to send out, 
especially to kids? You know as well as I do that there’s 
nothing they like better than testing limits. It’s almost an 
invitation to see if you can beat the system.” But then Ross 
faltered as he found himself glancing at the latest finan-
cial figures on his desk—another in a string of quarterly 
losses. If Westwind went under, a lot of employees would 
be looking for another way to make a living. In his heart, 
he believed in his father’s high moral standards, but he 
had to ask himself: Just how moral could Westwind  
afford to be?

What Would You Do? 

1.	 Continue Westwind’s zero-tolerance policy toward 
shoplifting. It’s the right thing to do—and it will pay 
off in the end in higher profitability because the chain’s 
reputation for being tough on crime will reduce overall 
losses from theft.

2.	 Adopt Chris Dykstra’s proposed changes and show 
more leniency to first-time offenders. It is a more cost-
effective approach to the problem than the current 
policy, plus it stays close to your father’s original intent.

3.	 Adopt Chris Dykstra’s proposed changes, but with a 
higher limit than the proposed $20 amount (say, $50 
or $100), but which is still less than the cost of pros-
ecution. In addition, make sure that the policy isn’t 
publicized. That way, you’ll reduce costs even more and 
still benefit from your reputation for prosecuting all 
shoplifters.

Ch19	 Apply Your Skills: Case for Critical Analysis
Five Stars
Cousins Jeri Lynn DeBose, Tish Hoover, and Josephine 
( Joey) Parks looked forward to meeting up during the 
Christmas holidays to compare notes on the results of mid-
year teacher evaluations.

All were public school teachers in districts scattered 
over the state. In the pressured search for new levels of 
teacher accountability demanded by legislators, the state 
department of education joined 16 other states in imple-
menting a new teacher evaluation system. The goal is to 
hold teachers accountable for student learning progress 
in the classroom. Under the guidance of the National 
Council for Teacher Quality, criteria varies by state, but 
in most cases, 40 percent of each teacher’s accountability 
score would be based on the principal’s evaluation and 
ranking based on personal observation, 30 percent would 
be based on personal observation by a master teacher 
from outside the district, and the other 30 percent 
would be based on student test score gains. The state 
department of education would set a performance goal 
for each school district, and the principal would set a 
performance goal for each teacher. In preparation, the 

state conducted intensive training sessions for principals 
and designated master teachers who would conduct the 
evaluations based on four class observations per teacher. 
Officials used standardized achievement tests to derive 
value-added scores that measure student learning over 
the year.

Teacher ratings were 1–5, with 1 being the lowest and 
5 representing near perfection. The publication of the first 
year’s evaluations stirred interest and controversy, particu-
larly among teachers who worried about the possible long-
term effects on job retention and tenure.

Now, with the first-year evaluations in hand, the 
three cousins pored over their experiences. The three 
represented different types of school systems within the 
state. Jeri Lynn worked for a metropolitan system in the 
state capital. The system included many low-income stu-
dents whose first language was not English, and several 
schools within the system were teetering on the brink of 
state takeover if improvement in student scores didn’t 
materialize this school year. Tish worked in a county 
system dominated by upper-income residents, and Joey 
taught in the rural community in which all three grew 
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up. The rural community had high unemployment, and a 
low percentage of graduates went on to college. As a re-
sult, the cousins came to the table with differing teaching 
experiences.

“The numbers are all over the place,” Jeri Lynn re-
marked as she studied the pages.

“The whole system is flawed and they need to make 
changes,” Joey said. “It’s too subjective. The principal and 
master teacher observations are subjective because there are 
personal factors that affect a true outcome.”

“Yeah, look at the numbers from your upper-income 
district,” Jeri Lynn said to Tish. “How can 60 percent of the 
teachers score 5s?”

Tish chuckled. “Yeah, lucky us. Our schools are over-
flowing with children from wealthy families. These are the 
kids who will apply to Ivy League schools. I can tell you 
that the principals are going to avoid confrontation on all 
fronts. No principal is going to give any indication that 
their students are receiving an education that’s less than 
perfect, and that means cramming the rankings with 5s. 
They claim a higher level of motivation for students, and 
thus the selection of an elite team of educators. So with 
those pressures, I don’t think we get personal feedback that 
is accurate.”

“At the other end of the spectrum, we have my rural 
district,” Joey said. “The big problem is that the principals 
know everyone and have longstanding relationships with 
everyone in the county, so I think scores are based on per-
sonal history. We could almost predict who would get high 
or low scores before the observations. For principals, it can 
go back as far as ‘his daddy and my daddy hated each other 
in high school, and now I get to evaluate his daughter.’”

“I think that in many cases, principals feel pressure to 
align scores with state expectations. The state expected my 
district to have high scores and expected rural schools such 
as yours to be lower,” Tish said.

“But isn’t that partially offset by lower goals for the 
rural school districts?” responded Joey.

“The key to the accountability system is the princi-
pal in each school,” Jeri Lynn suggested. “With several 
of the schools in Metro teetering on the edge of state 
takeover by the end of the year, we had lots of strict prin-
cipals who wanted to hold our feet to the fire with lower 
scores.”

“I thought the whole idea was to provide the teachers 
with feedback so that we would know the areas where we 
need improvement,” Tish said.

“The principals were supposed to conduct two observa-
tions in the fall and two more in the spring,” Jeri Lynn said. 
“I think that’s asking too much of them when they already 
have so much on their plates. I think a lot of them are 
skimping on their visits. I know I only had one observation 
last semester, and I’m sure Mr. Talley just faked the second 
set of numbers. The master teachers make only two ob-
servations a year, which may be more objective but counts 
for less.”

“I’m wondering, too, how a principal measures perfor-
mance in a course area outside his area of expertise, such 
as math,” Joey said. “If the guy has a phobia about math, 
anything the teacher says or does is going to look bril-
liant—thus a 5.”

Tish and Jeri Lynn looked at each other and laughed. 
“Maybe we picked the wrong subjects,” Tish said.

“My question is one of perception,” Jeri Lynn said. 
“A large percentage of my students are ELL. That affects 
their scores. How do you measure a 3 in my situation 
against a 5 for Tish? At the end of the school year, little 
Carlos is thrilled that his reading in English has improved, 
but there’s no Big Bang here. It’s a slow steady improvement 
that may not actually show up in big strides for a couple of 
years.”

“So the question is how do they create a system that is 
fair?” Tish asked. 

“And accurate,” added Jeri Lynn.

Questions

1.	 What do you see as the major strengths and flaws in 
the feedback control system used in the schools in this 
scenario? What changes do you recommend to over-
come the flaws? 

2.	 Is a 1–5 grading system by principals and master teach-
ers a valuable part of a feedback control system for 
teachers? Why?

3.	 How might the state control the accuracy of principals 
who are conducting teacher evaluations? Explain. 

Ch19	 On the Job Video Cases

On the Job: Barcelona Restaurant Group: Managing Quality and Performance

Questions

1.	 How do managers at Barcelona control the company’s 
financial performance? 

2.	 What is the “balanced scorecard” approach to measur-
ing corporate performance, and in what ways does Bar-
celona use this approach?

3.	 List the four steps of the feedback control model and 
describe an instance where Barcelona followed this pro-
cess to improve its performance. 
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part 6   Integrative Case
Part Six: Controlling
Range Resources Leads Great 
Shale Gas Rush Amidst Global 
Recession

When Range Resources began drilling a vertical test 
well between the towns of Westland and Hickory, 
Pennsylvania, in 2004, the Texas exploration-and-
production (E&P) company had no idea what it 
would discover. The sedimentary layers of gray shale 
rock lying more than a mile beneath the Appalachian 
Basin had been thought to hold a relatively modest  
1.9 trillion cubic feet of natural gas. But when Range’s 
Renz well No.1 instantly tapped a large methane 
reserve, the company’s technical team realized that 
they were onto something big. As geological experts 
descended on the rocky area known as the Marcellus 
Formation, the public soon learned that the shale might 
contain as much as 516 trillion cubic feet of natural 
gas, making it one of the largest natural gas reserves in 
the world. The Great Shale Gas Rush had begun.

Since the drilling of the Renz well in 2004, leaders 
in industry and government have called the Marcellus 
discovery “a game changer” and a potential savior of the 
U.S. economy. Range Resources, with its 1.4 million 
acres of drilling territory in the region, is one of only 
a handful of exploration companies positioned to turn 
that hope into reality. In 2008, Range’s technical teams 
extracted 30 million cubic feet of natural gas per day 
from the Marcellus Formation. By 2012, production 
had jumped to 400 million cubic feet of gas per day, 
and by the end of 2013, that number more than dou-
bled to an astounding 960 million cubic feet per day. 
Looking ahead, Range executives expect crews to cap-
ture more than 1 billion cubic feet of natural gas daily.

“Our technical team is one of the best in the indus-
try,” says Jeffrey Ventura, Range’s president and CEO. 
“They not only discovered the Marcellus and ramped 
production up, but we were the first company to drill a 
horizontal Devonian shale well in Pennsylvania, which 
is the shale right on top of the Marcellus, and we were 
the first to drill a horizontal well in the Utica, which is 
below the Marcellus. So we have a great technical team 
and a great acreage position.”

According to Range’s top executives, the dis-
covery of the Marcellus led the company to adopt a  
ten-year growth outlook based on high production 

and a low-cost operating structure. “Our low-cost 
structure gives us a huge competitive advantage,” says 
Roger Manny, Range’s chief financial officer (CFO). 
“In the commodity business, all of us are selling our 
products for about the same price. So being able to do 
it at a lower cost really gives you a big edge.” Manny 
adds that controlling costs improves Range’s cash flow 
and gives the company discretionary cash to explore 
and drill more wells.

Range’s financial managers have various tools to 
monitor performance and control costs. “Our balance 
sheet is the first element of that strategy,” says Manny. 
“It’s a simple balance sheet that consists of senior 
bank debt, ten-year subordinated notes, and common 
equity. So having a simple strong balance sheet is the 
core to our financial strategy.” While financial state-
ments help measure the company’s financial health 
over time, a strong cash position helps the company 
battle turbulence in the economy. Because of the topsy-
turvy nature of the global recession, Range manages its 
massive land acreage portfolio in a way that provides 
added liquidity—the ability to sell assets in a pinch to 
pay off debts. “Another feature of our financial strat-
egy is having liquidity to absorb shocks in the market,” 
Manny states. 

At Range, keeping a lid on expenses is not just 
the job of company accountants—it’s everyone’s job. 
“Maintaining a low-cost structure is not so much what 
we do, but who we are,” Manny says. “It’s part of our 
culture.” Range encourages employees to make cost-
cutting a part of their regular duties, and it rewards 
them with equity in the company. “Equity ownership 
creates a unique bond among employees and also be-
tween the employees and shareholders,” says Manny, 
“because, after all, they themselves are shareholders.” 
Range’s CFO believes that companies perform best 
when everyone has skin in the game. “I think the fact 
that everybody owns equity in the company makes 
them more willing to be vigilant about costs. And that’s 
a big contributor to the long-term cost performance of 
the company,” Manny states.

Range’s money management philosophy has paid 
off. Over the past ten years, Range Resources has been 
one of the top three E&P companies on the New York 
Stock Exchange (NYSE). In addition, the company 
has delivered nearly a decade of sequential annual 
growth with some of the lowest finding and develop-
ment costs in the industry—all this during a global re-
cession that has torpedoed top corporations. “Clearly, 
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2009 was one of the most difficult periods in time in 
terms of running a business in America,” says Range 
executive chairman John Pinkerton, reflecting on the 
economic downturn. “A number of companies simply 
didn’t make it, a lot of companies had to totally re-
structure their business, and other companies issued a 
lot of equity and diluted their shareholders. The good 
news is that none of that happened at Range; we ended 
that year with less debt than we started, and we didn’t 
have to issue any equity to prop up our balance sheet.”

Despite the broad weakness of the economy going 
into 2014, Ventura predicts continued growth at 
Range for the foreseeable future. “Our sizable position 
in the Marcellus Shale gives us confidence that we can 
deliver similar growth of 20 percent to 25 percent for 
many years,” he said. “We believe this strong growth, 
coupled with high returns, low cost, and low reinvest-
ment risk, will allow Range to drive substantial growth 
per share for our shareholders for years to come.”

Ultimately, effective financial control frees Range 
to do what it does best: develop America’s clean energy 
future. Says Pinkerton: “I think the most exciting thing 
when you look at Range going forward is some of the 
assets we have, in particular the Marcellus. It could be 
one of the largest gas fields in the United States, and 
maybe the world. To be involved with that is fabulous, 
and it’s going to help drive our growth.”

Questions

1.	 Managers at Range Resources say that maintaining 
a low-cost structure is the job of every employee, 
and they make cost control part of the company 

culture. Is this indicative of a hierarchical or a de-
centralized philosophy of control? Explain.

2.	 What is liquidity, and how can Range’s managers 
know if they have enough of it to keep the com-
pany’s finances on track?

3.	 Short-term thinking can be disastrous for a busi-
ness. What indications are there to show that finan-
cial managers at Range Resources take a long-term 
approach to financial performance and control?

Sources: Based on Christopher Helman, “Range Resources Is King of 
the Marcellus Shale,” Forbes, July 22, 2010, www.forbes.com/forbes/2010 
/0809/companies-energy-range-resources-bp-gas-blowout-beneficiary 
.html (accessed July 14, 2012); Range Resources, “Range Third Quarter 
Production Reaches Record Level,” press release, October 17, 2013, www 
.businesswire.com/news/home/20131017005255/en/Range-Quarter 
-Production-Reaches-Record-Level (accessed January 13, 2014); Roger 
Manny (executive vice president and chief financial officer of Range 
Resources), interview by Rodney Waller, “Range Up Close: Corporate 
Overview,” Range Resources corporate site, 2010, online video, www 
.rangeresources.com/Media-Center/Videos/Corporate-Overview.aspx 
(accessed July 15, 2012); Jeffrey Ventura (president and chief executive 
officer of Range Resources), interview by Rodney Waller, “Range Up 
Close: Competitive Advantage,” Range Resources corporate site, 2010, 
online video, www.rangeresources.com/Media-Center/Featured-Stories 
.aspx (accessed July 15, 2012); John Pinkerton (executive chairman of 
Range Resources), interview by Rodney Waller, “Range Up Close: Corpo-
rate Overview,” Range Resources corporate site, 2010, online video, www 
.rangeresources.com/Media-Center/Videos/Corporate-Overview.aspx 
(accessed July 15, 2012); Elwin Green, “Natural Gas Locked in the Marcellus 
Shale Has Companies Rushing to Cash in on Possibilities,” Pittsburgh 
Post-Gazette, March 16, 2012, www.post-gazette.com/stories/business 
/news/natural-gas-locked-in-the-marcellus-shale-has-companies-rushing 
-to-cash-in-on-possibilities-370058/(accessed July 10, 2012); and Martin 
Neil Baily and Philip K. Verleger Jr, “Could Cheap Gas Save the Economy?” 
CNN Money, June 27, 2012, http://money.cnn.com/2012/06/27/news 
/economy/shale-gas/ (accessed July 15, 2012).
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Managing the Value Chain,  
Web 2.0, and E-Business 

Which Side of Your Brain Do You Use?1 
Instructions: The following questions ask you to describe your behavior. For each question, 
check the answer that best describes you.

1. 	 I am usually running late for class or other appointments: 
_____ 	a. 	Yes

_____ 	b. 	No

2. 	 When taking a test, I prefer : 
_____ 	a.	 Subjective questions (discussion or essay)

_____ 	b.	 Objective questions (multiple choice)

3. 	 When making decisions, I typically: 
_____ 	a.	 Go with my gut—what feels right

_____ 	b.	 Weigh each option carefully

4. 	 When solving a problem, I would more likely: 
_____ 	a.	 Take a walk, mull things over, and then discuss the problem

_____ 	b.	 Write down alternatives, prioritize them, and then pick the best one

5. 	 I consider time spent daydreaming as: 
_____ 	a.	 A viable tool for planning my future

_____ 	b.	 A waste of time

6. 	 To remember directions, I typically: 
_____ 	a.	 Visualize the information

_____ 	b.	 Make notes

7. 	 My work style is mostly: 
_____ 	a.	 To juggle several things at once

_____ 	b.	 To concentrate on one task at a time until it is completed

8. 	 My desk, work area, or laundry area is typically: 
_____ 	a.	 Cluttered

_____ 	b.	 Neat and organized

Scoring and Interpretation:  People have two thinking processes—one visual and intuitive, 
which is often referred to as right-brain thinking, and the other verbal and analytical, referred to 
as left-brain thinking. The thinking process that you prefer predisposes you to certain types of 
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Huge factories and warehouses need some 
huge fans to temper the sweltering heat 
produced by industrial equipment. That’s 

where Big Ass Fans comes in. Carey Smith started Big 
Ass Fans, based in Lexington, Kentucky, to design and 
manufacture high-end industrial fans that are up to  
24 feet in diameter. But he soon found his customer 
base expanding to churches, schools, libraries, and 
other large buildings. That meant that he needed to 
hire design engineers to build a better product more 
efficiently to meet the company’s diverse customer 
needs. To build different-sized fans for various 
applications, he needed production engineers to make 
sure the production line was really efficient. Today, 
the production line is computerized to ensure that 
everything is exactly as it’s supposed to be, and the 
company needs well-trained employees to run the 
computerized equipment. Big Ass Fans employs more 
than 400 people and had about $125 million in revenue 
in 2013. “Production is a science in and of itself,” Smith 
says. “When you’re starting a business, you just don’t 
think like that.”2

Managers in all types of organizations, from 
industrial cooling manufacturers to airlines to rock 
bands, have to be concerned with operational issues.  
Southwest Airlines keeps operations simple (with only 
one type of aircraft so that fewer things can go wrong, 
for instance), which helps the airline remain profitable 
year after year while other carriers struggle to stay 
solvent.3 Van Halen became infamous during the rock 
band’s touring heyday for one unusual clause buried in 
its complex touring contract: a demand for a bowl of 
M&Ms backstage, with all the brown ones removed. 
What was the purpose of this unusual demand? It 
may look like just the unreasonable whim of spoiled 
celebrities, but really, it was a way for the band to assess 
quickly whether stagehands were paying attention 
to operational issues. If lead singer David Lee Roth 
spotted a brown M&M in the bowl, he would demand 
a line check of the entire production. “Guaranteed, 
you’re going to arrive at a technical error,” he wrote in 

his autobiography. “Sometimes it would threaten to 
destroy the whole show.”4

Today’s managers rely on all types of data and in-
formation to spot problems and keep their business 
operations running smoothly. As suggested by the 
opening questionnaire, people gather and use infor-
mation in different ways. Some people prefer written 
reports with lots of explicit data, while others like a 
visual presentation and a broad overview. Both styles 
are useful, and as managers grow in their abilities, 
they typically learn to use and appreciate a balanced 
approach. 

This appendix describes techniques for the plan-
ning and control of manufacturing and service opera-
tions and the use of information technology (IT) in 
today’s organizations. Chapter 19 described overall 
control concepts. This appendix will focus on the con-
trol of production operations and the use of informa-
tion systems for management and control. First, we 
define operations management and supply chain man-
agement, consider specific operational design issues, 
such as facilities layout and the use of technology in 
the production system, and take a close look at inven-
tory management. The second part of this appendix 
explores the application of IT, including enterprise re-
source planning systems, Web 2.0 for knowledge man-
agement, and strategies for e-business.

The Organization  
as a Value Chain
In Chapter 1, we discussed the organization as a system 
used for transforming inputs into outputs. At the cen-
ter of this transformation process is the technical core, 
which is the heart of the organization’s production of 
its product or service.5 In a university, the technical 
core includes the academic activities of teaching and 
research. In an automobile company, the technical core 
includes the plants that manufacture automobiles. 

knowledge and information—visual charts and operations dashboards versus written reports, intui-
tive suggestions versus quantitative data—as effective input to your thinking and decision making.

Count the number of checked a items and b items. Each a represents right-brain process-
ing, and each b represents left-brain processing. If you scored 6 or higher in either area, you 
have a distinct processing style. If you scored less than 6 in either, you probably have a balanced 
style. Managers at all levels typically need left-brain processing to handle data and to justify 
decisions. At middle- and upper-management levels, managers also need right-brain processing, 
which enables visionary thinking and strategic insights.  
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As illustrated in Exhibit A.1, the organization 
can be thought of as a value chain that receives inputs 
from the environment, such as raw materials and 
other resources, and adds value by transforming them 
into products and services for customers. Inputs into 
the technical core typically include materials and 
equipment, human resources (HR), land and buildings, 
and information. Outputs from the technical core are 
the goods and services produced by the organization and 
sold or provided to customers and clients. Operations 
strategy and control feedback shape the quality of 
outputs and the efficiency of operations within the 
technical core. The topic of operations management 
pertains to the day-to-day management of the technical 
core, as illustrated in Exhibit A.1, including acquiring 
inputs, transforming them, and distributing outputs.  
Operations management refers to using various tools 
and techniques to ensure that goods and services are 
delivered successfully to customers or clients. This 
involves bringing people, processes, raw materials, and 
technology together to create value. 

The importance of operations management becomes 
clear when one looks at critical situations where things 
go haywire. Consider the chaos that McDonald’s man-
agers faced after the 2011 earthquake and tsunami in 
Japan disrupted the supply of food to the company’s 
3,300 restaurants in that country. Agricultural regions 
were devastated and several of McDonald’s processing 
plants and distribution centers were damaged, mean-
ing that food had to be imported from the United 
States and other parts of Asia. However, fuel short-
ages, delays at ports, and other logistics snafus created 
additional problems. About three weeks after the earth-
quake, Simone Hoyle, vice president of supply chain 

for McDonald’s Asia, Pacific, Middle East, and Africa 
region, said, “We’ve been working around the clock to 
keep our restaurants stocked.” Nevertheless, at that 
point, 88 McDonald’s restaurants in Japan remained 
closed, and others were still on restricted menus.6 In the 
Philippines, organizations in various industries were 
bracing for supply chain disruptions related to Haiyan, 
a devastating typhoon that killed thousands and de-
stroyed whole towns and villages in November 2013. 
In addition to the loss of human lives, agricultural pro
ducts such as rice, sugar, and coconuts were damaged or 
destroyed. The Philippines is also a growing call-center 
hub for U.S. technology firms and home to a number of 
U.S.-owned semiconductor fabrication plants.7

When managers must organize a project quickly to 
deliver a product or service on time, operations man-
agement can be particularly challenging. Yet all manag-
ers deal with operations management issues every day. 
They have to consider the best location to manufac-
ture products or provide services, how to most cost-
effectively obtain raw materials and other resources, 
and how to produce products or services and get them 
delivered to customers efficiently.

Service and Manufacturing 
Operations

As the example of McDonald’s illustrates, operations 
management applies to service organizations as well 
as manufacturing. The service sector has increased 
three times as fast as the manufacturing sector in the  
North American economy. More than half of all busi-
nesses in the United States are service organizations, and 
two-thirds of the U.S. workforce is employed in services 
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such as hospitals, hotels and resorts, retail, financial 
services, information services, or telecommunications 
firms. Exhibit A.2 shows the differences between man-
ufacturing and service organizations. Manufacturing 
organizations are those that produce physical goods, 
such as cars, e-readers, televisions, or smartphones. In 
contrast, service organizations produce nonphysical 
outputs, such as medical, educational, communication, 
or transportation services for customers. Doctors, con-
sultants, online auction companies, and the local bar-
ber all provide services. Services also include the sale 
of merchandise. Although merchandise is a physical 
good, the service company does not manufacture it, but 
merely sells it as a service to the customer.

Services differ from manufactured products in two 
primary ways. First, the service customer is involved in 
the actual production process.8 The patient actually visits 
the doctor to receive the service, and it’s difficult to imag-
ine a hairstylist providing services without direct cus-
tomer contact. The same is true for airlines, restaurants, 
and hotels. Second, manufactured goods can be placed in 
inventory, whereas service outputs, being intangible, can-
not be stored. Manufactured products such as clothes, 
food, cars, or iPhones all can be put in warehouses and 
sold at a later date. However, a hairstylist cannot wash, 
cut, and style hair in advance and leave it on the shelf for 
the customer’s arrival, nor can a doctor place examina-
tions in inventory. The service must be created and pro-
vided for the customer exactly when he or she wants it.

There are also similarities between services and 
manufacturing. For instance, most manufacturing 
firms have substantial service components, and most 
service firms have some tangible elements that must 
be managed. An auto manufacturer has to provide 
both a well-made car and good customer service 
for warranty repairs. A fast-food restaurant has to 
provide top-notch service, but it also has to provide 
a high-quality product. Almost all organizations 
have a combination of manufacturing and service 
components, and manufacturing and service firms 
face similar operational problems. First, each kind 
of organization is concerned with scheduling. A 
medical clinic must schedule appointments so 
that both doctors’ and patients’ time will be used 
efficiently. Orthopedic surgeon Vishal Mehta offers 
patients a mobile app called MedWaitTime that 
is updated by front office staff and gives patients 
a more reliable estimate of the time that they will 
have to wait to see a doctor. Mehta estimates that 
business at the 12-doctor practice has increased 15 
percent since he started using the program.9 Second, 
both manufacturing and service organizations must 
obtain materials and supplies. Third, both types 
of organizations are concerned with quality and 
productivity. Because many operational problems are 
similar, operations management tools and techniques 
can be applied to service organizations as readily as 
they are to manufacturing operations.

Manufacturing Organizations Service Organizations

Produce physical goods 
Goods inventoried for later consumption
Quality measured directly
Standardized output
Production process removed from consumer

Produce nonphysical outputs 
Simultaneous production and consumption
Quality perceived and difficult to measure
Customized output
Consumer participates in production process

Examples:
  Automobile manufacturers
  Steel companies
  Soft-drink companies

Examples:
  Airlines
  Hotels
  Hospitals

Sources: Based on Richard L. Daft, Organization Theory and Design (Mason, OH: South-Western, 2005), p. 256; and Byron J. 
Finch and Richard L. Luebbe, Operations Management (Fort Worth, TX: Dryden Press, 1995), p. 50.

exhibit	     A.2      Differences Between Manufacturing and Service Organizations
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Supply Chain Management

Managers in both service and manufacturing 
organizations focus on managing the entire supply 
chain, coordinating the flow of materials, information, 
and other resources to maximize customer value. As 
defined in Chapter 2, supply chain management 
refers to managing the sequence of suppliers and 
purchasers, covering all stages of processing from 
obtaining raw materials to distributing finished goods 
to consumers. Supply chain management means 
managing all the activities that facilitate the satisfactory 
fulfillment of an order at the highest degree of customer 
satisfaction and the lowest possible cost.10 The 
importance of supply chain management can be seen by 
looking at the “Supply Chain Top 25” for 2013 listing 
from Gartner, Inc., which reflects that organizations 
with excellent supply chain management are some of 
the most successful in the world. Apple, for instance, 
was ranked the best-performing supply chain for the 
seventh year in a row. Other 2014 rankings include 
McDonald’s at No. 2, Amazon at No. 3, Unilever at 
No. 4 (only its second time to make the list), Samsung 
at No. 8, Inditex at No. 12, and Walmart at No. 13.11

Exhibit A.3 illustrates a simplified goods-producing 
supply chain, consisting of suppliers, manufacturers, 
distributors, retailers, and final consumers. The most 
recent advances in supply chain management involve 
using Internet technologies to achieve the right balance 
of low inventory levels and customer responsiveness. An 
e-supply chain creates a seamless, integrated link that 
stretches from customers to suppliers by establishing 
electronic linkages between the organization and these 
external partners for the sharing and exchange of data.12 
For example, in Exhibit A.3, a manufacturer would be 
electronically connected to suppliers, distributors, and 
retailers so that everyone along the supply chain has 

almost completely transparent information about sales, 
orders, shipments, and other data. A manufacturer 
such as P&G is linked to Walmart and knows how 
quickly products are selling and when a new shipment 
will be needed; suppliers know what materials and 
supplies are needed at P&G factories; and distributors 
know when final products are ready to be shipped.

Enterprise integration through the use of elec-
tronic linkages is creating a level of cooperation not 
previously imaginable for many organizations. Sup-
plier relationships used to be based on an arm’s-length 
approach, in which an organization spreads purchases 
among many suppliers and encourages them to com-
pete with one another. With integration, more com-
panies are opting for a partnership approach, which 
involves cultivating intimate relationships with a few 
carefully selected suppliers and collaborating closely to 
coordinate tasks that benefit both parties. Both Boeing 
and Airbus are taking a new approach to supply chain 
management to speed the development and manufac-
ture of new planes. To build the new A350, which is 
scheduled to be available to airlines in 2014, Airbus 
established electronic links with key suppliers so that 
they are constantly seeing updated digital blueprints. 
Frequent design changes immediately ripple through 
the entire supply chain, avoiding problems such as the 
one that occurred several years ago when Airbus was 
building the A380 superjumbo jetliner. The company 
still has bins overflowing with useless wiring from sup-
pliers that was too short to be used.13

Integrating every company along the supply chain 
means a quicker response to consumers by reducing the 
time that it takes to move critical data through the in-
formation pipeline. An integrated supply chain enables 
managers at Spanish clothing manufacturer Inditex 
Group to have hot-selling items in its Zara retail stores 
within two days and to get new items from concept to 

Suppliers Manufacturer

Exchange
of data

Flow of
goods

Flow of
goods

Flow of
goods

Flow of
goods

Regional
Warehouse

Retail Stores Consumers

Exchange
of data

Exchange
of data

exhibit	     A.3      An Integrated Supply Chain
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store shelf within weeks, rather than the six months 
that it typically takes.14 The growing importance of 
supply chain management, combined with the prob-
lems that companies such as Walmart and H&M have 
experienced with deadly accidents and ethical viola-
tions at overseas contractors, has resulted in growing 
demand for supply chain experts, which has inspired an 
increasing number of universities to introduce under-
graduate majors, MBA concentrations, and even entire 
degree programs dedicated to procurement, inventory 
management, and global supply-chain strategy.15

Facilities Layout 
Another important consideration for operations man-
agement is planning the facilities layout for producing 
goods or services. The four most common types of lay-
out are process, product, cellular, and fixed-position, 
shown in Exhibit A.4.

Process Layout

Exhibit A.4(a) illustrates a process layout for an auto 
detail shop. This shop provides a variety of services. 
All the equipment and materials that relate to a similar 
function or service task—such as prepping the car 
and cleaning the engine, shampooing the trunk and 
interior, or washing, waxing, and polishing the paint—
are grouped together.16 Similarly, in a manufacturing 
firm, all machines that perform a similar function or 
task are grouped together. In a machine shop, the lathes 
are located in one section of the shop, the grinders in 
another section, the milling machines in another, and 
so forth. 

The advantage of the process layout is that it has 
the potential for economies of scale and reduced costs. 
For example, having all painting done in one spray-
painting area means that fewer machines and people 
are required to paint all products for the organization. 
In a bank, having all tellers located in one controlled 
area provides increased security. At Montefiore 
Medical Center in the Bronx, New York, rather than 
having specialized medical, surgical, cardiothoracic, 
and neurosurgical intensive care units (ICUs), Dr. 
Vladimir Kvetan combined them into a central critical-
care department to increase efficiency and improve 
patient care. Kvetan, director of critical-care medicine, 
is continually thinking of ways to provide better care 
more efficiently, which means that Montefiore rarely 
encounters the critical-care bottlenecks that many 
other large hospitals experience.17

One drawback to the process layout, as illustrated 
in Exhibit A.4(a), is that the actual path that a prod-
uct or service takes can be long and complicated. For a 
full auto detail, the car needs several different services 
performed on it and thus must travel through many 
different areas before the entire process is complete.

Product Layout

Exhibit A.4(b) illustrates a product layout—one in 
which machines and tasks are arranged according to 
the progressive steps in producing a single product. 
The automobile assembly line is a classic example be-
cause it produces a single product, starting from the 
raw materials to the finished output. Many fast-food 
restaurants use the product layout, with activities ar-
ranged in sequence to produce hamburgers or fried 
chicken, depending on the products available. For ex-
ample, the founder of Taco Bell restaurants designed a 
wire basket with six slots for corn tortillas. After being 
dunked in boiling oil, the shells are placed on a slid-
ing rack that passes trays of beef, lettuce, and cheese, 
the tacos taking shape much the same way that a car 
does as it rolls along an assembly line. Other menu 
items are handled similarly. “If you have it laid out 
where it doesn’t flow right, that means less order flow, 
less product, lower sales,” says Mike Watson, executive 
vice president of WD Partners, a consulting firm that 
works with quick-serve restaurants (QSRs). “The most 
advanced operational thinking in the world is going on 
in the back of a QSR,” Watson adds.18

The product layout is efficient when the 
organization produces or provides huge volumes of 
identical products or services, such as at Taco Bell. 
Note in Exhibit A.4(b) that two lines have paint areas. 
This duplication of functions can be economical only if 
the volume is high enough to keep each paint area busy 
working on specialized products.

Cellular Layout

Illustrated in Exhibit A.4(c) is an innovative layout, 
called a cellular layout, based on group-technology 
principles. In a service firm that processes millions of 
insurance and institutional claims for organizations in 
the medical field, people and equipment are grouped 
into cells that perform all the tasks needed to serve a 
particular client.19 Work flows from one station to an-
other, such as from scanning to verification to correc-
tion. In a manufacturing plant, all machines dedicated 
to sequences of operations are grouped into cells, and 
materials flow from one station to another.20 Grouping 
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SOURCES: Based on J. T. Black, “Cellular Manufacturing Systems Reduce Setup Time, Make Small Lot Production Economical,” 
Industrial Engineering (November 1983): 36–48; Richard J. Schonberger, “Plant Layout Becomes Product-Oriented with Cellular, 
Just-in-Time Production Concepts,” Industrial Engineering (November 1983): 66–77; Keith Duplessie, “Designing a Detail Shop 
for Success,” ModernCarCare.com, June 17, 2009, www.moderncarcare.com/articles/2009/06/designing-a-detail-shop-for-success 
.aspx (accessed September 15, 2010); and Rely Services Web site, www.relyservices.com/services/insurance-claims/ (accessed 
August 19, 2014).

exhibit	     A.4       
Basic Production Layouts
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technology into cells provides some of the efficiencies 
of both process and product layouts. Even more im-
portant, the U-shaped cells in Exhibit A.4(c) offer ef-
ficiencies in material and tool handling and inventory 
movement. People and technology within the cluster 
can be allocated to whatever work needs doing in that 
cluster. Arranging employees in clusters facilitates 
teamwork and joint problem solving. Staffing flex-
ibility is enhanced because people are cross-trained so 
that each worker can perform all the tasks, assisting 
coworkers as needed. Conmed, a maker of surgical de-
vices, replaced its long assembly lines with U-shaped 
workstations where teams of employees build prod-
ucts to order. The assembly area for fluid-injection de-
vices used in orthoscopic surgery once covered 3,300 
square feet and had $93,000 worth of parts on hand. 
With the cellular layout, it takes up one-fifth of that 
space and stocks just $6,000 worth of parts. Moreover, 
output per worker increased 21 percent with the new 
system.21

Fixed-Position Layout

As shown in Exhibit A.4(d), the fixed-position layout 
is one in which the product remains in one location 
and employees and equipment are brought to it. The 
fixed-position layout is used to create a product or 
service that is either large or one of a kind. Product 
examples include aircraft, ships, and buildings. The 
product cannot be moved from function to function 
or along an assembly line; rather, the people, materials, 
and machines all come to the fixed-position site for 
assembly and processing. London-based Imagination 
Ltd., Europe’s largest independent design and 
communications agency, provides an interesting service 
example. The Imagination team was hired to stage a 
one-of-a-kind event at a historic London building 
for the launch of the Harry Potter and the Prisoner of 
Azkaban DVD.22

The fixed-position layout is not good for high vol-
ume, but it is often necessary for large, bulky products, 
custom orders, and special events. However, man
agers should take care to maintain control over the 
process. For the Boeing 787 Dreamliner, for example,  
60 percent of the design, engineering, and manu-
facturing was outsourced to other companies. Dif-
ferent sections of the plane were built by some 50 
strategic partners and brought to the fixed location 
to be assembled into the final product. The strategy 
was trumpeted as a “reinvention of manufacturing” 
and was supposed to be cheaper and faster than the 
traditional approach. In reality, it delayed the launch 

of the Dreamliner by years, went billions over bud-
get, and produced a plane that has had one quality 
problem after another since it went into service, as 
described in Chapter 19.23 Because the fixed posi-
tion layout can be slow, many manufacturers are 
adapting the fixed-position layout to speed up pro-
duction. Airbus uses assembly stations, moving the 
plane only from one major workstation to the next, 
with the idea that a glitch in one plane won’t slow a 
whole production line.24

Technology Automation 
A goal for many of today’s operations managers is to 
find the right combination of technology and manage-
ment to produce goods and services most efficiently. 
Let’s look at three advances in manufacturing and ser-
vice operations.

Radio-Frequency 
Identification (RFID)
Think you might want to take that plush hotel robe 
home with you? Think again. A small but growing 
number of hotels are using tiny electronic tags that 
emit a weak radio signal to keep track of their inventory, 
including robes, towels, bedsheets, and duvet covers.25 
The use of radio-frequency identification (RFID) tags 
has been common in many industries for years. RFID 
tags can identify and track pallets of merchandise or 
individual items such as jeans, books, jugs of laundry 
detergent, or automobiles. Until recently, most 
retailers had used RFID only to track pallets or cases 
of goods. In August 2010, Walmart began putting the 
tags on individual pieces of clothing, including jeans, 
underwear, and socks, raising concerns over potential 
invasions of privacy.26 For hotels, theft is only a small 
part of the motivation for using the tags. The tracking 

“One machine can do the work 
of fifty ordinary men. No 
machine can do the work of 
one extraordinary man.”

—Elbert Hubbard, 19th-century  

American writer
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system enables the accurate count of towels, robes, 
and linens stored on each floor, for example, as well as 
ensuring the accurate return of items that are sent to 
outside laundries.

One of the best-known uses of RFID is OnStar, 
which is a satellite-based RFID system used in auto-
mobiles. RFID tags emit radio signals that can be read 
remotely by electronic readers and provide precise, 
real-time information about the location of specific 
items, whether it be a Cadillac with a dead battery, a 
misplaced book in a bookstore, or a pallet of merchan-
dise in a warehouse.27 Although RFID is also used by 
manufacturing firms, the technology has revolution-
ized services. The potential of RFID for streamlining 
inventory management and cutting costs for retailers 
is enormous, which has prompted many companies to 
require that suppliers use the new technology.

Other service firms use RFID as well. New York’s 
E-Z Pass and California’s FasTrak, among others, use 
RFID to speed cars through tollbooths, for example.28 

The U.S. Department of Defense requires suppliers to 
use RFID on shipping pallets and cases, enabling the 
military to track shipments of combat-support goods 
and other items easily.29 A recent application of RFID 
is for contactless payments, which means a shopper 
can wave an RFID-embedded debit card, credit card, 
or other device over a reader to pay for items without 
having to swipe a card or go through a cashier.30 The 
technology might even ameliorate the age-old problem 
of lost luggage, which is maddening for passengers and 
costly for airlines. An RFID baggage-tagging system in 
use at McCarran International Airport in Las Vegas 
reduced lost luggage by about 20 percent, and bags 
that do go astray are located more quickly.31

Advanced Manufacturing  
Systems 
Advanced technology has also revolutionized manu-
facturing. Most of today’s factories use a variety of 
new technologies, including robots, numerically con-
trolled machine tools, RFID, wireless technology, 
and computerized software for product design, engi-
neering analysis, and remote control of machinery. A 
study found that manufacturers in the United States 
use more than six times the amount of information-
processing equipment (computers, etc.) as they used 
20 years ago.32 This increase reflects the increasing un-
certainty and tough challenges that manufacturing or-
ganizations face, including globalization of operations, 
greater competition, rapidly growing product complex-
ity, and the need to coordinate with a larger number 

of business partners.33 Advanced manufacturing, 
also called computer-integrated manufacturing, digital 
factories, flexible manufacturing systems, smart factories, 
and agile manufacturing, uses technologies such as 
computer-aided design (CAD), computer-assisted en-
gineering (CAE), and computer-aided manufacturing 
(CAM) for design; advanced robotics and other intel-
ligent systems for production; and advanced IT to co-
ordinate the entire system.34 

Thus, robots, machines, product design, and engi-
neering analysis are coordinated by a single computer 
system.35 The computer can instruct the machines 
to change parts, machining, and tools when a new 
product must be produced. Human operators make 
adjustments to the computer and not the production 
machinery itself, dramatically cutting the time and 
expense of making changes. This approach is a break-
through compared with the traditional assembly line, 
in which a single line is restricted to a single product. 
With an advanced manufacturing system, a single pro-
duction line can be readily adapted to small batches 
of different products based on computer instructions. 
Consider the flexibility that Honda has achieved at 
its plant in East Liberty, Ohio. Considered the most 
flexible auto manufacturer in North America, the 
Honda plant can switch from making Civic compacts 
to making the longer, taller CRV crossover in as little 
as five minutes. Most of the company’s vehicles are de-
signed to be put together the same way, even if their 
parts are different. All that’s needed to switch assembly 
from one type of vehicle to another is to put different 
“hands” on the robots to handle different parts. The 
ability to quickly adjust inventory levels for different 
types of vehicles has been a key strategic advantage for 
Honda in an era of volatile gasoline prices and shifting 
vehicle popularity.36

Advanced manufacturing also enables mass  
customization, a process by which products are pro-
duced cost-effectively in high volume but are custom-
ized to meet individual needs.37 A customer can order 
a Dell laptop with one of several hard-drive capacities, 
processing-chip speeds, and software packages, or a 
BMW automobile with the exact combination of fea-
tures and components desired. About 60 percent of 
the cars that BMW sells in Europe are built to order.38

Lean Thinking

Starbucks Corporation recently hired a vice president 
of lean thinking, who has been traveling with a lean 
team around the world to work with employees to 
find ways to cut waste and improve customer service. 
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Rival Dunkin’ Donuts uses lean thinking techniques 
“everywhere, from manufacturing to in-store 
organization and workflow,” says Joe Scafido, chief 
creative and innovation officer at Dunkin’ Brands.39 
Lean thinking basically means combining advanced 
technology and innovative management processes and 
using highly trained employees to solve problems, cut 
waste, improve the productivity, quality, and efficiency 
of products and services, and increase customer 
value.40 At one Starbucks store that implemented 
lean methods, customer satisfaction improved from  
56 percent to 76 percent within a couple of months.

Lean thinking is based on the principles of lean 
manufacturing, pioneered by Toyota. In fact, Japan 
Post, under pressure to cut a $191 million loss in op-
erations, hired Toyota’s Toshihiro Takahashi to help 
apply the famed Toyota Production System (TPS) 
to the collection, sorting, and delivery of mail. In all, 
Takahashi’s team came up with 370 improvements and 
reduced the post office’s person-hours by 20 percent. 
The waste reduction is expected to cut costs by around 
$350 million a year.41 Technology plays a key role in 
lean manufacturing, but the heart of the process for 
both manufacturing and service organizations is not 
machines or technology, but people.42 A lean system 
combines techniques, systems, and management phi-
losophy, such as commitment to employee empower-
ment and a creative culture.

Besides installing the methodology for running an 
efficient assembly line, such as just-in-time ( JIT) ship-
ments of supplies, managers must instill the necessary 
attitudes, such as concern for quality and a desire to in-
novate.43 At E-Z GO of Augusta, Georgia, which man-
ufactures golf carts for the top golf courses in the United 
States, implementation of a lean system involved four 
critical areas: process flow, or the physical aspects of 
production; material flow and inventory management; 
information flow; and culture and mind-set changes. 
Employees received training in leadership and practi-
cal problem solving and were empowered to identify 
and address issues and drive continuous improvement 
throughout the plant. The full implementation of lean 
thinking led to a 200-percent increase in profits and sys-
temwide improvements that helped E-Z GO earn the 
prestigious Shingo Prize for Operational Excellence.44

Inventory Management
Inventory refers to the goods that the organization 
keeps on hand for use in the production process. Most 
organizations have three types of inventory: finished 

goods prior to shipment, work in process, and raw 
materials.

Finished-goods inventory includes items that 
have passed through the entire production process but 
have not been sold. This inventory is highly visible. The 
new cars parked in the storage lot of an automobile fac-
tory are finished-goods inventory, as are the hamburg-
ers and French fries stacked under the heat lamps at a 
McDonald’s restaurant. Finished-goods inventory is ex-
pensive because the organization has invested labor and 
other costs to make the finished product and also has to 
spend money on space to store the finished inventory.

Work-in-process inventory includes materials 
moving through the stages of the production process 
that are not completed products. Work-in-process in-
ventory in an automobile plant includes engines, wheel 
and tire assemblies, and dashboards waiting to be in-
stalled. In a fast-food restaurant, the French fries in the 
fryer and hamburgers on the grill are work-in-process 
inventory.

Raw materials inventory includes the basic in-
puts to the organization’s production process. This in-
ventory is cheapest because the organization has not 
yet invested labor in it. Steel, wire, glass, and paint are 
the raw materials inventory for an auto plant, and meat 
patties, buns, and raw potatoes are the raw materials 
inventory in a fast-food restaurant.

The Importance of Inventory

Inventory management is vitally important to organi-
zations because inventory sitting idly on the shop floor 
or in the warehouse costs money. Many years ago, a 
firm’s wealth was measured by its inventory. Today, 
inventory is recognized as an unproductive asset in 
cost-conscious firms. One CEO went so far as to put it 
this way: “Inventory is evil.” By trimming it, said Drew 
Greenblatt, CEO of Marlin Steel Wire, “you find a big 
pile of cash.”45

Sealy, the world’s top maker of mattresses, has cut 
raw materials inventory by 50 percent, down to 16 days’ 
worth.46 Mary Andringa, CEO of Vermeer Corpora-
tion, rewarded employees for their hard work in cut-
ting work-in-process inventory by 50 percent by giving 
everyone a free “inventory” day (i.e., time off ) to use 
as they chose.47 Managers at Acer Inc., once a thriving 
computer maker, are currently assessing the company’s 
inventory policies because tough economic conditions 
in Europe left large quantities of finished inventory, 
such as PCs and netbooks, sitting in warehouses and 
distribution centers. Inventory management is crucial 
for high-tech companies such as Acer because finished 
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products sitting in warehouses depreciate quickly as 
new technology emerges.48

The Japanese analogy of rocks and water describes 
the current thinking about the importance of inven-
tory.49 As illustrated in Exhibit A.5, water is the in-
ventory in the organization. The higher the water, the 
less managers worry about the rocks, which represent 
problems, because they can’t see them. In operations 
management, these problems apply to scheduling, fa-
cilities layout, or quality. When the water level goes 
down, managers see the rocks and must deal with 
them. When inventories are reduced, the problems of a 
poorly designed and managed operations process also 
are revealed and then must be solved. When inventory 
can be kept at an absolute minimum, operations man-
agement is considered excellent.

Just-in-Time Inventory

Just-in-time (JIT) inventory systems are designed 
to reduce the level of an organization’s inventory and 
its associated costs, aiming to push to zero the amount 
of time that raw materials and finished products are 
sitting in the factory, being inspected, or in transit.50 
Sometimes these systems are referred to as stockless 
systems, zero inventory systems, or kanban systems. Each 
system centers on the concept that suppliers deliver 
materials only at the exact moment needed, thereby 
reducing raw material inventories to zero. Moreover, 
work-in-process inventories are kept to a minimum be-
cause goods are produced only as needed to service the 
next stage of production. Finished-goods inventories 
are minimized by matching them exactly to sales de-
mand. JIT systems have tremendous advantages. A re-
duced inventory level frees productive capital for other 
company uses. In addition, JIT plays a crucial role in 
enhancing flexibility. A study of manufacturing firms in 
seven countries found that those that were performing 

better in terms of flexibility ranked JIT as one of their 
top two improvement initiatives, along with total qual-
ity management (TQM), as defined in Chapter 19.51

Recall the analogy of the rocks and the water. To 
reduce inventory levels to zero means that all manage-
ment and coordination problems will surface and must 
be resolved. Scheduling must be scrupulously precise 
and logistics tightly coordinated. For example, follow 
the movement of a shipment of odometers and speed-
ometers from a supplier in Winchester, Virginia, to the 
Nissan plant in Canton, Mississippi:
Thursday, 9 a.m.:  �  A truck arrives at the supplier. As 

workers load the parts, drivers check 
onboard computers for destination, 
route, and estimated time of arrival 
(ETA) data.

Friday, 3 a.m.:       �The truck arrives at Canton, Missis-
sippi, and approaches a switching yard 
two miles from the Nissan plant, park-
ing in a computer-assigned spot. The 
driver downloads arrival information 
from the onboard computer into the 
trucking company’s mainframe, which 
relays the performance report directly 
to Nissan.

Friday, 12:50 p.m.:  � The trailer leaves the switching yard 
at a designated time and arrives at 
a predetermined receiving dock at 
the Nissan plant, where workers 
unload the parts and send them to the 
production line just in time.52

The coordination required by JIT demands that in-
formation be shared among everyone in the supply chain. 
Communication between only adjoining links in the sup-
ply chain is not enough. Rather, coordination requires a 
kind of information web in which members of the supply 
chain share information simultaneously with all other par-
ticipants, often using Internet technologies and RFID.53 

Many companies in South Africa are learning 
a whole new approach to doing business now that 

Sources: Based on R. J. Schonberger, Japanese Manufacturing Techniques: Nine Hidden Lessons in Simplicity (New York: Free Press, 1982).
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exhibit	     A.5      Large Inventories Hide Operations Management Problems
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Walmart’s acquisition of South African retail chain 
Massmart has been approved. Walmart is famous for its 
tightly coordinated JIT procurement and distribution 
system. Johannesburg-based Foodcorp, one of South 
Africa’s largest food companies, was one of the first sup-
pliers chosen to learn the system at Walmart’s Benton-
ville, Arkansas, headquarters. Tom Pienaar, group sales 
director for Foodcorp, says that Walmart’s procurement 
and distribution system works “like a machine.”54

IT Has Transformed  
Management
Advanced IT makes JIT inventory management work 
seamlessly, but it has also transformed management 
in many other ways. An organization’s information 
technology (IT) consists of the hardware, software, 
telecommunications, database management, and other 
technologies that the company uses to store data and 
make them available in the form of information for or-
ganizational decision making. In general, IT has posi-
tive implications for the practice of management.

Boundaries Dissolve;  
Collaboration Reigns

The hospitals of Partners HealthCare System, the larg-
est hospital network in New England, are linked by an 
electronic medical records system with the offices of 
more than 4,000 physicians with admitting privileges. 
The system ties doctors, nurses, staff specialists, and oth-
ers into a coordinated team to provide better care, avoid 
redundant tests, and prevent potentially conflicting pre-
scriptions.55 Via an Internet competition, PepsiCo let 
consumers decide which new flavor of Mountain Dew 
to stock permanently on store shelves. And at the EBC 
High School for Public Service in Brooklyn, New York, 
teams of students use blogs and wikis to collaborate and 
share information about human rights violations with 
one another and with people from around the world.56

Time, distance, and other boundaries between 
individuals, departments, and organizations are ir-
relevant in today’s world. Collaboration is what it’s all 
about. IT can connect people around the world for the 
sharing and exchange of information and ideas. As Pu-
litzer Prize–winning journalist and author Thomas L. 
Friedman put it, “Wherever you look today . . . hier-
archies are being flattened and value is being created 
less and less within vertical silos and more and more 
through horizontal collaboration within companies, 
between companies, and among individuals.”57

Knowledge Management  
and Web 2.0 
IT plays a key role in managers’ efforts to support 
and leverage organizational knowledge. Knowledge 
management refers to the efforts to systematically 
gather knowledge, organize it, make it widely available 
throughout the organization, and foster a culture of 
continuous learning and knowledge sharing.58

IT systems facilitate knowledge management by 
enabling organizations to collect, store, and analyze 
tremendous amounts of data, as well as share informa-
tion and knowledge all across the enterprise.59 One IT 
application for knowledge management is the use of 
business intelligence software that analyzes data 
and extracts useful insights, patterns, and relationships 
that might be significant.60 Managers can identify sets 
of products that particular market segments purchase, 
patterns of transactions that signal possible fraud, or 
patterns of product performance that may indicate 
defects. Another hot topic in corporate IT concerns  
expert-locator systems that identify and catalog ex-
perts in a searchable database so people can identify who 
has knowledge that they can use.61 Consider the exam-
ple of Converteam, a company with headquarters in the 
United Kingdom that maintains power generation and 
propulsion systems for hundreds of ships and oil explo-
ration platforms around the world. Employees working 
in China, India, Brazil, the United States, and Norway 
can access an IT system that includes contact details for 
engineers working in various countries along with an ex-
pertise inventory. Engineers can contact one another di-
rectly regarding new products, challenges, and so forth, 
rather than having to go through headquarters.62

Many organizations use groupware, software that 
works on a computer network or via the Internet to 
link people or workgroups across a room or around the 
globe. The software enables managers or team mem-
bers to communicate, share information, and work 
simultaneously on the same document, chart, or dia-
gram and see changes and comments as they are made 
by others. Sometimes called collaborative work systems, 
groupware systems allow people to interact with one 
another in an electronic meeting space and at the same 
time take advantage of computer-based support data.

Many of today’s companies also incorporate the use 
of new technologies collectively referred to as Web 2.0 
to support knowledge sharing. Web 2.0 encompasses 
a range of tools, the most commonly used being blogs, 
wikis, and social networks. A blog is a running Web log 
that allows an individual to post opinions and ideas. The 
simplicity and informality of blogs make them an easy 
and comfortable medium for people to communicate 
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and share ideas. The microblogging service Twitter has 
become a phenomenon used by organizations as di-
verse as FedEx, Newell Rubbermaid, and the National 
Football League (NFL).63 Some organizations also use 
wikis. A wiki is similar to a blog and uses software to 
create a Web site that allows people to create, share, 
and edit content through a browser-based interface. 
Wikipedia is probably the best-known example of a 
wiki. Rather than simply sharing opinions and ideas as 
with a blog, wikis are free-form, allowing people to edit 
what they find on the site and add content.64 At Rosen 
Law, a law firm in Raleigh, North Carolina, managers 
moved all contracts, court orders, case files, and other 
documents to a secure wiki. If people see a better way 
to organize information, they go ahead and do it. Law-
yers and paralegals, for instance, have different needs, 
so the two groups edited one another’s entries until 
both were happy with certain categorizations.65

Social networking is an extension of blogs and wikis. 
Social networking sites provide an unprecedented 
peer-to-peer communication channel, where people in-
teract in an online community, producing and sharing 

all sorts of information and opinions.66 Because of the 
popularity of Facebook in people’s personal lives, most 
employees are comfortable with the idea of “following” 
and communicating with their colleagues online. Using 
social networks enables employees to connect with one 
another across organizational and geographical bound-
aries based on professional relationships, shared inter-
ests, problems, or other criteria. Dallas-based 7-Eleven 
Inc. has thousands of field consultants using Yammer to 
share knowledge among themselves and with local fran-
chise owners.67 A Symantec salesman in Dubai created 
a group on the company’s social network that exchanges 
sales tips from employees around the world.68 The na-
ture of social networking builds trust so that people are 
more likely to cooperate and share information.69

Enterprise Resource Planning 
Systems 
Another key IT component for many companies is an 
approach to information management called enterprise 
resource planning. Enterprise resource planning (ERP) 
systems integrate and optimize all the various busi-
ness processes across the entire firm.70 An ERP system 
can collect, process, and provide information about 
an organization’s entire enterprise, including orders, 
product design, production, purchasing, inventory, dis-
tribution, HR, receipt of payments, and forecasting of 
future demand. Such a system links these areas of ac-
tivity into a network, as illustrated in Exhibit A.6.

When a salesperson takes an order, the ERP sys-
tem checks to see how the order affects inventory lev-
els, scheduling, HR, purchasing, and distribution. The 
system replicates organizational processes in software, 
guides employees through the processes step by step, 

“The qualities that make 
Twitter inane and half-
baked are what make it so 
powerful.”

—Jonathan Zittrain, Harvard law 

professor and Internet expert
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and automates as many of them as possible. For ex-
ample, the software can cut an accounts payable check 
automatically as soon as a clerk confirms that goods 
have been received in inventory, send an online pur-
chase order immediately after a manager has autho-
rized a purchase, or schedule production at the most 
appropriate plant after an order is received.71 In ad-
dition, because the system integrates data about all 
aspects of operations, managers and employees at all 
levels can see how decisions and actions in one part 
of the organization affect other parts, using this infor-
mation to make better decisions. More recently, ERP 
has incorporated tools for supply chain management, 
so that coordination across organizational boundaries 
with customers and suppliers is strengthened as well.72 
ERP systems can be expensive and difficult to imple-
ment, but when applied successfully, such a system can 
cut costs, shorten cycle time, enhance productivity, and 
improve relationships with customers and suppliers.

The Internet and 
E-Business
Managers in almost every organization have incorpo-
rated the Internet as part of their IT strategies.73 Busi-
ness, government, military, and nonprofit organizations 
quickly realized the potential of the Internet for ex-
panding their operations globally, improving business 
processes, reaching new customers or clients, and mak-
ing the most of their resources. Intelligence officers for 
the U.S. military, for example, study live video feeds 
from drones and spy planes, visit social media sites, and 

carry on conversations in chat rooms to track insur-
gents and relay warnings to soldiers in the field about 
roadside bombs and other dangers. The fluid connec-
tions enabled by the Internet help the military act more 
quickly and more effectively.74 Dr. Pepper has built a 
Facebook fan base of 8.5 million people. Managers put 
out two messages a day on the company’s fan page and 
then mine the data to see what people are thinking.75 
Greenpeace International used Facebook, Twitter, and 
YouTube to organize and conduct an online protest 
claiming that food giant Nestlé SA purchases palm 
oil from companies that are destroying the Indonesian 
rain forest.76 And numerous businesses advertise and 
sell products over the Internet. Exhibit A.7 shows one 
of the many products that Apple sells over the Internet 
and in retail stores. Most large organizations, and many 
small ones, are involved in some type of e-business, 
which can be defined as any business that takes place by 
digital processes over a computer network rather than 
in physical space. The more limited term e-commerce 
refers specifically to business exchanges or transactions 
that occur electronically. Today, e-commerce is trans-
forming into m-commerce, which simply means the abil-
ity to conduct business transactions through a mobile 
device. The world has gone mobile. For many people, 
their smartphone is always within reach, and they use 
it for everything from ordering a pizza to accessing 
their bank accounts. As recently as late 2010, mobile 
commerce using tablets and smartphones was only  
3 percent of all e-commerce. It had grown to 11 percent 
by the end of 2012 and was projected to be 15 percent 
of retail e-commerce by the end of 2013. While over-
all e-commerce grew 16 percent between the second  
quarter of 2012 and the second quarter of 2013,  
m-commerce outstripped overall growth and grew  

exhibit	     A.7    
Apple Sells Products in Retail 
Stores and via the Internet
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24 percent during the same time period, with the largest 
growth in retail, but with significant growth in beauty 
and fashion and the home and lifestyle sectors as well.77

Some organizations, such as eBay, Amazon.com, 
Expedia, and Google, would not exist without the 
Internet. However, most traditional, established orga-
nizations (including General Electric (GE); the City 
of Madison, Wisconsin; Macy’s; and the U.S. Postal 
Service) also make extensive use of the Internet, and 
we will focus on these types of organizations in the re-
mainder of this section.

Exhibit A.8 illustrates the key components of 
e-business for two organizations, a manufacturing 
company and a retail chain. First, each organization 
operates an intranet, an internal communications 
system that uses the technology and standards of the 
Internet but is accessible only to people within the 
company. The next component is a system that al-
lows the separate companies to share data and infor-
mation. An extranet is an external communications 
system that uses the Internet and is shared by two or 
more organizations. With an extranet, each organiza-
tion moves certain data outside its private intranet but 
makes the data available only to the other companies 
sharing the extranet. The final piece of the overall sys-
tem is the Internet, which is accessible to the general 
public. Organizations make some information avail-
able to the public through their Web sites, which may 
include products or services offered for sale.

The first step toward a successful e-business for an 
established firm is for managers to determine why they 
need such a business to begin with.78 Failure to align the 
e-business initiative with corporate strategy can lead to 

e-business failure. Two basic strategic approaches for 
traditional organizations setting up an Internet opera-
tion are illustrated in Exhibit A.9. Some companies em-
brace e-business primarily to expand into new markets 
and reach new customers. Others use e-business as a 
route to increased productivity and cost efficiency.

E-Business Strategy: Market 
Expansion 
Using the Internet allows a company to establish di-
rect links to customers and expand into new markets. 
For example, to increase sales for his family’s wine 
business, Wine Library, Gary Vaynerchuk offered free 
shipping of online orders and promoted it three ways. 
A direct marketing mailing cost $15,000 and attracted 
200 new customers. A billboard ad cost $7,500 and 
brought in 300 new customers. When Vaynerchuk 
tweeted the promotion on Twitter, it cost him nothing 
and attracted 1,800 new customers. Vaynerchuk also 
posts a daily Webcast that has won a wide following. 
He calls it “virtual handshaking, working the room.”79

An Internet division enables the organization to 
provide access around the clock to a worldwide market. 
Despite the huge lead of Amazon.com in online sales of 
merchandise, traditional retailers have been big winners 
with a market expansion strategy. Retailers such as 
Lowe’s, CVS, Walmart, and J. C. Penney sell products 
online and also use their Web sites to drive more traffic 
into stores. Getting people to the store gives staff a 
chance to push accessory items and increase sales. 
Interestingly, though, Walmart is testing a new concept 
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exhibit	     A.8    
The Key Components of  
E-Business for Two Traditional 
Organizations
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as it strives to increase online sales: at a store near 
Chicago, shoppers can now pick up their Walmart.com 
purchases at the store’s drive-through window.80

E-Business Strategy: 
Increasing Efficiency

With this approach, the e-business initiative is seen 
primarily as a way to improve the bottom line by in-
creasing productivity and cutting costs. Managers at 
some companies are following tweets on Twitter to 
help them predict sales for the coming weeks and make 
decisions such as how many products to manufacture 
and ship, whether to increase store inventories, or 
whether to cut the price of certain items.81 Managers 
at Wet Seal, a specialty clothing store selling mainly to 
teenage girls, uses the Internet to spot changing trends 
fast so that they can make better decisions about what 
to manufacture. A Web feature called Outfitter al-
lows users to put together their own outfits online; 
analyzing the 300,000 user-generated outfits gave 
managers an early lead on the trend toward wearing 
dressy tops with casual pants and jeans.82 At Nibco, 

a manufacturer of piping products, 12 plants and dis-
tribution centers automatically share data on inven-
tory and orders via the Internet, resulting in about 70 
percent of orders being automated. The technology 
helped Nibco trim its inventory by 13 percent, as well 
as respond more quickly to changes in orders from 
customers.83 

Several studies attest to real and significant gains in 
productivity from e-business.84 Even the smallest com-
panies can realize gains. Rather than purchasing parts 
from a local supplier at premium rates, a small firm can 
access a worldwide market and find the best price, or 
negotiate better terms with the local supplier.85 Service 
firms and government agencies can benefit too. New 
York City became the first city to use the Internet to 
settle personal injury claims more efficiently by inte-
grating the services of Cybersettle.com into its settle-
ment process. Lawyers for both sides submit blind 
offers until a match is made. If an agreement can’t be 
reached, the parties go back to face-to-face negotia-
tions. Between 2004 and 2011, the city settled about 
5,000 claims using Cybersettle, saving an estimated 
$94 million in settlement-related costs.86

Competitive Business
Environment

E-Business
Strategy:

Market expansion
and revenue growth

Add new markets
Integrate bricks and
clicks
Increase market size
Use social media

Increased productivity
and cost ef�ciency

Immediate short-term
effects
Measurable productivity
impact
Driven by internal
processes

Bene�ts:

exhibit	     A.9    
Strategies for Engaging Clicks 
with Bricks

Discussion Questions

  1.  �What are the major differences between manufac-
turing and service organizations? Give examples of 
how each type might benefit from using Web 2.0 
tools such as microblogging and social networks.

  2.  �Boeing’s 787 Dreamliner was seriously delayed 
because of slow deliveries from suppliers who were 
responsible for large chunks of the jet. Outsourcing 
has become an important aspect of supply chain 
management as companies strive to cut costs, 

yet the practice gives managers less control, as at 
Boeing, and may decrease speed and flexibility. As 
an operations manager, how would you decide if 
a multinational supply chain is a better approach 
than trying to manufacture as much as possible in 
house? 

  3.  �What type of production layout do you think 
would work best in a car dealership? What type 
might work best for an insurance company that 

712
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provides customers with auto-, home-, health-, 
and life-insurance products? Discuss the reasons 
for your answers.

  4.  �What are the three types of inventory? Which type 
is most likely to be affected by the JIT inventory 
system? Explain.

  5.  �Some companies are using both lean manufac-
turing and Six Sigma (discussed in Chapter 19) 
methods simultaneously to improve their opera-
tions. How do you think the two approaches might 
complement or conflict with each other? Explain.

  6.  �Critics argue that RFID can potentially jeopardize 
consumer privacy by making it possible to link 
purchases to individuals or even to track the move-
ment of individuals. Should this concern prevent 
companies from adopting RFID? Explain.

  7.  �How might the organizers of an upcoming Olym-
pics use an extranet to get all the elements of the 
event up and running on schedule?

  8.  �Do you think it makes sense for a company such as 
Sears Holdings Corp., which has numerous Sears 
and Kmart stores in serious need of a makeover, 
to focus resources on building the online business 
at the expense of its bricks-and-mortar business? 
Discuss.

  9.  �The openness of wikis is both their strength and 
their weakness. As a business owner, why might 
you want to take advantage of this technology? 
How might you guard against potential problems, 
such as vulnerability to mistakes, pranks, self- 
serving posts, or cybervandalism?
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Glossary

Numbers
5 Whys A question-asking method used to explore the root cause underlying a particular problem. The first “why” generally 
produces a superficial explanation for the problem, and each subsequent “why” probes deeper into the causes of the problem and 
potential solutions.
360-degree feedback Uses multiple raters, including self-rating, to appraise employee performance and guide development.

717

A
Accountability Means that people 
with authority and responsibility are 
subject to reporting and justifying task 
outcomes to those above them in the 
chain of command.

Achievement culture A results-oriented 
culture that values competitiveness, 
personal initiative, and achievement.

Acqui-hiring When established 
companies such as Facebook, Google, 
Yahoo, LinkedIn, and Salesforce.com 
buy early-stage start-ups, often shutting 
them down, simply to acquire their 
engineering talent.

Activity ratio Measures the 
organization’s internal performance 
with respect to key activities defined by 
management.

Adaptability culture Characterized 
by values that support the company’s 
ability to interpret and translate signals 
from the environment into new behavior 
responses.

Adjourning The stage during which 
members of temporary teams prepare 
for the team’s disbanding.

Administrative model A decision- 
making model that includes the  
concepts of bounded rationality and  
satisficing and describes how manag-
ers make decisions in situations that 
are characterized by uncertainty and 
ambiguity.

Administrative principles approach 
A subfield of the classical perspective 
that focuses on the total organization 

rather than the individual worker and 
delineates the management functions 
of planning, organizing, commanding, 
coordinating, and controlling.
Advanced manufacturing Factories that 
use advanced technology such as radio-
frequency identification (RFID), robots, 
wireless technology, and computers to 
link manufacturing components that 
previously stood alone.
Affirmative action Requires that 
employers take positive steps 
to guarantee equal employment 
opportunities for people within 
protected groups.
After-action review A disciplined 
procedure whereby managers review 
the results of decisions to evaluate what 
worked, what didn’t, and how to do 
things better.
Alienated follower A person who is 
an independent, critical thinker but is 
passive in the organization.
Ambidextrous approach Incorporating 
structures and processes that are 
appropriate for both the creative impulse 
and the systematic implementation of 
innovations.
Ambiguity A condition in which the 
goals to be achieved or the problem 
to be solved is unclear, alternatives are 
difficult to define, and information 
about outcomes is unavailable.
Angel financing Occurs when a wealthy 
individual who believes in the idea for 
a start-up provides personal funds and 
advice to help the business get started.
Application form A selection device 
that collects information about the 

applicant’s education, previous work 
experience, and other background 
characteristics.
Attribution A judgment about 
what caused a person’s behavior—
characteristics of either the person or 
the situation.
Authentic leadership Leadership by 
individuals who know and understand 
themselves, who espouse and act 
consistent with higher-order ethical 
values, and who empower and inspire 
others with their openness and 
authenticity.
Authoritarianism The belief that power 
and status differences should exist 
within an organization.
Authority The formal and legitimate 
right of a manager to make decisions, 
issue orders, and allocate resources 
to achieve outcomes desired by the 
organization.
Avoidance learning Removing an 
unpleasant consequence once a behavior 
is improved. Also called negative 
reinforcement.

B
Balanced scorecard A comprehensive 
management control system that 
balances traditional financial measures 
with measures of customer service, 
internal business processes, and the 
organization’s capacity for learning and 
growth.
Balance sheet Shows the firm’s financial 
position with respect to assets and 
liabilities at a specific point in time.
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BCG matrix A concept developed by 
the Boston Consulting Group (BCG) 
that evaluates strategic business units 
with respect to two dimensions—
business growth rate and market 
share—and classifies them as cash cows, 
stars, question marks, or dogs.
Behaviorally anchored rating scale 
(BARS) A performance evaluation 
technique that relates an employee’s 
performance to specific job-related 
incidents.
Behavioral sciences approach Draws 
from psychology, sociology, and other 
social sciences to develop theories about 
human behavior and interaction in an 
organizational setting.
Behavior modification The set of 
techniques by which reinforcement 
theory is used to modify human 
behavior.
Benchmarking The continuous process 
of measuring products, services, and 
practices against major competitors or 
industry leaders.
Big data analytics Technologies, 
skills, and processes for searching and 
examining massive, complex sets of 
data that traditional data processing 
applications cannot handle to uncover 
hidden patterns and correlations.
Big Five personality factors 
Dimensions that describe an 
individual’s extroversion, agreeableness, 
conscientiousness, emotional stability, 
and openness to experience.
Blind spot An attribute about a person 
that he or she is not aware of or doesn’t 
recognize as a problem; this limits 
effectiveness and hinders career success.
Bottom of the pyramid (BOP) concept 
Proposes that corporations can alleviate 
poverty and other social ills, as well as 
make significant profits, by selling to the 
world’s poor.
Bottom-up approach Involves 
encouraging the flow of ideas from lower 
levels and making sure that they get 
heard and acted upon by top executives.
Bottom-up budgeting Involves 
lower-level managers anticipating 
their department’s budget needs and 
passing them up to top management for 
approval.
Boundary-spanning Links to and 
coordinates the organization with key 
elements in the external environment.

Bounded rationality Means that  
people have the time and cognitive 
ability to process only a limited amount 
of information on which to base 
decisions.
Brainstorming A technique that uses 
a face-to-face group to spontaneously 
suggest a broad range of alternatives for 
making a decision.
Bureaucratic organizations approach 
Emphasizes management on an 
impersonal, rational basis through 
elements such as clearly defined 
authority and responsibility, formal 
recordkeeping, and separation of 
management and ownership.
Business incubator Helps start-up 
companies by connecting them with 
a range of experts and mentors who 
nurture them, thus increasing their 
likelihood of success.
Business intelligence software 
Software that analyzes data from 
multiple sources and extracts useful 
insights, patterns, and relationships that 
might be significant.
Business-level strategy Pertains to each 
business unit or product line within the 
organization.
Business plan A document specifying 
the details of the business.

C
Capital budget A budget that plans and 
reports investments in major assets to be 
depreciated over several years.
Cash budget A budget that estimates 
receipts and expenditures of money on 
a daily or weekly basis to ensure that an 
organization has sufficient cash to meet 
its obligations.
Cellular layout A facilities layout in 
which machines dedicated to sequences 
of production are grouped into cells 
in accordance with group-technology 
principles.
Centralization Means that decision 
authority is located near top 
organization levels.
Centralized network A structure 
in which team members must 
communicate through one individual to 
solve problems or make decisions.
Ceremony A planned activity at a 
special event.

Certainty A situation in which all the 
information the decision maker needs is 
fully available.
Chain of command An unbroken line 
of authority that links all individuals 
in the organization and specifies who 
reports to whom.
Change agent An organization 
development (OD) specialist who 
contracts with an organization to help 
managers facilitate change.
Changing The “intervention” stage 
of organization development (OD), 
when change agents teach people new 
behaviors and skills and guide them in 
using them in the workplace.
Channel The medium by which a 
message is sent, such as a phone call, 
blog, or text message.
Channel richness The amount of 
information that can be transmitted 
during a communication episode.
Charismatic leader A leader who 
has the ability to inspire and motivate 
people to transcend their expected 
performance, even to the point of 
personal sacrifice.
Chief ethics officer A manager who 
oversees all aspects of ethics and legal 
compliance.
Classical model A decision-making 
model based on the assumption that 
managers should make logical decisions 
that are economically sensible and in the 
organization’s best economic interest.
Classical perspective Takes a rational, 
scientific approach to management and 
seeks to turn organizations into efficient 
operating machines. 
Coalition An informal alliance among 
managers who support a specific goal or 
solution.
Code of ethics A formal statement of 
the organization’s values regarding ethics 
and social responsibility. 
Coercive power Power that stems from 
the authority to punish or recommend 
punishment.
Collaboration A joint effort between 
people from two or more departments 
to produce outcomes that meet a 
common goal or shared purpose.
Collectivism A preference for a tightly 
knit social framework in which individu-
als look after one another and organiza-
tions protect their members’ interests.
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Communication The process by 
which information is exchanged and 
understood by two or more people.
Communication apprehension An 
individual’s level of fear or anxiety 
associated with either real or anticipated 
communication.
Compensation All monetary payments 
and all nonmonetary goods or benefits 
used to reward employees.
Compensatory justice Argues that 
individuals should be compensated for 
the cost of their injuries by the party 
responsible, and individuals should not 
be held responsible for matters over 
which they have no control.
Competitive advantage Refers to what 
sets the organization apart from others 
and provides it with a distinctive edge in 
the marketplace.
Competitors Organizations within the 
same industry or type of business that 
vie for the same set of customers.
Conceptual skill The cognitive ability to 
see the organization as a whole and the 
relationships among its parts.
Conflict An antagonistic interaction in 
which one party attempts to block the 
intentions or goals of another.
Conformist A follower who participates 
actively in the organization but does not 
use critical thinking skills.
Consideration Describes the extent 
to which a leader is sensitive to 
subordinates, respects their ideas and 
feelings, and establishes mutual trust.
Consistency culture Values and 
rewards a methodical, rational, orderly 
way of doing things.
Content theories Theories that 
emphasize the needs that motivate 
people.
Contingency approach A model 
of leadership that describes the 
relationship between leadership styles 
and specific situations.
Contingency plan Identifies important 
factors in the environment and defines 
a range of alternative responses to 
be taken in the case of emergencies, 
setbacks, or unexpected conditions.
Contingency view Tells managers 
that what works in one organizational 
situation might not work in another.
Contingent worker A person who 
works for an organization, but not on a 

permanent or full-time basis, including 
temporary placements, independent 
contractors, freelancers, and part-time 
employees.
Continuous improvement The 
implementation of a large number of 
small, incremental improvements in all 
areas of the organization on an ongoing 
basis. Also called kaizen.
Continuous process production Involves 
mechanization of the entire workflow and 
nonstop production, such as in chemical 
plants or petroleum refineries.
Controlling Is concerned with 
monitoring employees’ activities, keeping 
the organization on track toward 
meeting its goals and making corrections 
as necessary.
Coordination The managerial task of 
adjusting and synchronizing the diverse 
activities among different individuals 
and departments.
Core competence Something that the 
organization does particularly well in 
comparison to others.
Corporate governance Refers to 
the framework of systems, rules, and 
practices by which an organization 
ensures accountability, fairness, and 
transparency in its relationships with 
stakeholders.
Corporate-level strategy Pertains to 
the organization as a whole and the 
combination of business units and 
products that make it up.
Corporate social responsibility 
(CSR) The obligation of organizational 
managers to make choices and take 
actions that will enhance the welfare 
and interests of society as well as the 
organization.
Corporate university An in-house 
training and development facility 
that offers broad-based learning 
opportunities for employees.
Corporation An artificial entity created 
by the state and existing apart from its 
owners.
Cost leadership strategy A strategy 
with which managers aggressively seek 
efficient facilities, cut costs, and use tight 
cost controls to be more efficient than 
others in the industry.
Creativity The generation of novel 
ideas that may meet perceived needs 
or respond to opportunities for the 
organization.

Critical thinking Thinking 
independently and being mindful of 
the effect that one’s behavior has on 
achieving goals.
Cross-functional team A group of 
employees from various functional 
departments that meet as a team to 
resolve mutual problems.
Crowdfunding A way of raising capital 
that involves getting small amounts of 
money from a large number of investors, 
usually using social media or the 
Internet.
Crowdsourcing An approach in which 
many people (sometimes hundreds of 
thousands of people) contribute to the 
innovation process via the Internet.
Cultural intelligence (CQ) The ability 
to use reasoning and observation 
skills to interpret unfamiliar gestures 
and situations and devise appropriate 
behavioral responses.
Cultural leader Defines and articulates 
important values that are tied to a clear 
and compelling mission.
Culture The set of key values, beliefs, 
understandings, and norms shared by 
members of an organization.
Culture change A major shift in the 
norms, values, and mindset of an entire 
organization.
Customers People and organizations 
that acquire goods or services from a 
company.

D
Debt financing Involves borrowing 
money, such as from friends, family, or a 
bank, that has to be repaid at a later date 
in order to start a business.
Decentralization Means that decision 
authority is pushed down to lower 
organization levels.
Decentralized control A situation 
where the organization fosters 
compliance with organizational goals 
through the use of organizational 
culture, group norms, and a focus on 
goals rather than rules and procedures.
Decentralized network A network in 
which individuals can communicate 
freely with other team members.
Decentralized planning An approach 
where top executives or planning experts 
work with managers in major divisions 
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or departments to develop their own 
goals and plans.
Decision A choice made from available 
alternatives.
Decision making The process of 
identifying problems and opportunities 
and then resolving them.
Decision styles Differences among 
people with respect to how they perceive 
problems and make choices.
Decode To read symbols to interpret 
the meaning of a message.
Delegation When managers transfer 
authority and responsibility to positions 
below them in the hierarchy.
Departmentalization The basis for 
grouping individual positions into 
departments and departments into the 
total organization.
Descriptive approach An approach that 
describes how managers actually make 
decisions, rather than how they should 
make decisions according to a theoretical 
model.
Devil’s advocate A person who is 
assigned the role of challenging the 
assumptions and assertions made 
by the group to prevent premature 
consensus.
Diagnosis The step in which managers 
analyze underlying causal factors 
associated with the decision situation.
Differentiation strategy A strategy 
with which managers seek to distinguish 
the organization’s products and services 
from those of others in the industry.
Direct investing A market entry 
strategy in which the organization 
is directly involved in managing its 
production facilities in a foreign country.
Discretionary responsibility A 
voluntary measure guided by the 
organization’s desire to make social 
contributions not mandated by 
economics, laws, or ethics.
Discrimination (1) Making hiring and 
promotion decisions based on criteria 
that are not job-relevant. (2) When 
someone acts out their negative attitudes 
toward people who are the targets of 
their prejudice.
Disruptive innovation Innovations 
in products, services, or processes that 
radically change competition in an 
industry, such as the advent of streaming 
video or e-books.

Distributive justice Requires that 
different treatment of individuals not be 
based on arbitrary characteristics.
Distributive negotiation A competitive 
and adversarial approach in which each 
party strives to get as much as it can, 
usually at the expense of the other party.
Diversification The strategy of moving 
into new lines of business.
Diversity All the ways in which 
employees differ.
Diversity of perspective Achieved 
when a manager creates a heterogeneous 
team made up of individuals with 
diverse backgrounds and skill sets.
Divisional structure An organizational 
structure that groups employees 
and departments based on similar 
organizational outputs (products or 
services), such that each division has a 
mix of functional skills and tasks.
Downward communication Messages 
sent from top management down to 
subordinates.

E
E → P expectancy The assumption that 
putting effort into a given task will lead 
to high performance.
E-business Any business that takes 
place by digital processes over a 
computer network rather than in 
physical space.
E-commerce Business exchanges or 
transactions that occur electronically.
Economic development Progress in an 
economy, including the degree to which 
a country has adopted new technol-
ogy to drive productivity and economic 
growth.
Economic dimension Represents the 
general economic health of the country 
or region in which the organization 
operates.
Economic force Affects the availability, 
production, and distribution of a 
society’s resources.
Effective follower A critical, 
independent thinker who actively 
participates in the organization.
Effectiveness The degree to which the 
organization achieves a stated goal. 
Efficiency The amount of resources—
raw materials, money, and people—used 
to produce a desired volume of output.

Electronic brainstorming 
Brainstorming that takes place in an 
interactive group over a computer 
network, rather than meeting face to face.
Embeddedness A situation in which 
there is a deep understanding and ac-
ceptance of organizational direction and 
purpose throughout the organization.
Emotion A mental state that 
arises spontaneously rather than 
through conscious effort and is often 
accompanied by physiological changes.
Employee affinity group A group 
based on social identity, such as gender 
or race, and organized by employees to 
focus on concerns of employees from 
that group.
Employer brand Similar to a product 
brand, except that rather than 
promoting a specific product, its aim 
is to make an organization seem like a 
highly desirable place to work.
Employment test A test given to 
employees to evaluate their abilities; can 
include cognitive ability tests, physical 
ability tests, personality inventories, and 
other assessments.
Empowerment The delegation of power 
and authority to subordinates in an 
organization.
Encode To select symbols with which to 
compose a message.
Engagement An emotional and mental 
state in which employees enjoy their 
work, contribute enthusiastically to 
meeting goals, and feel a sense of 
belonging and commitment to the 
organization.
Enterprise resource planning (ERP) 
system A networked information system 
that collects, processes, and provides 
information about an organization’s 
entire enterprise, from identification of 
customer needs and receipt of orders to 
distribution of products and receipt of 
payments.
Entrepreneur A person who recognizes 
a viable idea for a business product or 
service and carries it out by finding and 
assembling the necessary resources.
Entrepreneurship The process of 
initiating a business, organizing the 
necessary resources, and assuming the 
associated risks and rewards.
Equity When the ratio of one person’s 
outcomes to inputs equals that of 
another’s.
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Equity financing Funds that are 
invested in exchange for ownership in 
the company.
Equity theory A theory that focuses on 
individuals’ perceptions of how fairly 
they are treated relative to others.
ERG theory A modification of 
the needs hierarchy that proposes 
three categories of needs: existence, 
relatedness, and growth.
Escalating commitment Refers to 
continuing to invest time and money 
in a decision despite evidence that it is 
failing.
Ethical dilemma A situation in which 
all alternative choices or behaviors have 
potentially negative consequences.
Ethics The code of moral principles and 
values that governs the behaviors of a 
person or group with respect to what is 
right or wrong.
Ethics committee A group of 
executives (and sometimes lower-
level employees as well) charged with 
overseeing company ethics by ruling 
on questionable issues and disciplining 
violators.
Ethnocentrism The natural tendency 
among people to regard their own 
culture as superior to others.
Ethnorelativism The belief that groups 
and cultures are inherently equal.
Euro A single European currency  
that has replaced the currencies  
of 16 member nations of the  
European Union (EU).
Evidence-based decision making A 
process founded on a commitment to 
examining potential biases, seeking 
and examining evidence with rigor, 
and making informed and intelligent 
decisions based on the best available 
facts and evidence.
Exit interview A discussion conducted 
with departing employees to determine 
reasons for their departure and learn 
about potential problems in the 
organization.
Expectancy theory Proposes that 
motivation depends on individuals’ 
assumptions about their ability to 
perform tasks and receive desired 
rewards.
Expense budget A budget that outlines 
the anticipated and actual expenses for a 
responsibility center.

Expert-locator systems Computerized 
systems that identify and catalog experts 
in a searchable database so people can 
quickly identify who has knowledge they 
can use.
Expert power Power that results from a 
leader’s special knowledge or skill in the 
tasks performed by subordinates.
Exporting A market entry strategy in 
which a company maintains production 
facilities within its home country and 
transfers products for sale in foreign 
countries.
Extinction Withholding positive 
rewards and essentially ignoring 
undesirable behavior.
Extranet An external communications 
system that uses the Internet and is 
shared by two or more organizations.
Extrinsic reward A reward given by 
another person, such as a manager, 
including pay increases, promotions, and 
praise.

F
Feedback Occurs when the receiver 
responds to the sender’s communication 
with a return message.
Femininity A cultural preference 
for relationships, cooperation, group 
decision making, and quality of life.
Finished-goods inventory Inventory 
consisting of items that have passed 
through the complete production 
process but have yet to be sold.
First-line manager A manager who is at 
the first or second level of the hierarchy 
and is directly responsible for overseeing 
a group of production employees.
Fixed-position layout A facilities layout 
in which the product remains in one 
location and the required tasks and 
equipment are brought to it.
Flat structure An organizational 
structure characterized by an overall 
broad span of management and 
relatively few hierarchical levels.
Focus strategy A strategy where 
managers use either a differentiation 
or a cost leadership approach, but they 
concentrate on a specific regional market 
or buyer group.
Force-field analysis A technique for 
determining which forces drive a proposed 
change and which forces restrain it.

Formal communication channel A 
channel that flows within the chain of 
command or task responsibility defined 
by the organization.
Forming The stage of team development 
involving a period of orientation and 
getting acquainted.
Franchising (1) A form of licensing 
in which a company provides its 
foreign franchisees with a complete 
package of materials and services. (2) 
An arrangement by which the owner 
of a product or service allows others 
to purchase the right to distribute a 
product or service with help from the 
owner.
Free rider A person who benefits from 
team membership but does not make a 
proportionate contribution to the team’s 
work.
Frustration-regression principle 
Suggests that failure to meet a high-
order need may cause a regression to an 
already satisfied lower-order need; thus, 
people may move down as well as up the 
needs hierarchy.
Functional-level strategy Pertains 
to the major functional departments 
within each business unit, such as 
manufacturing, marketing, and research 
and development (R&D).
Functional manager A manager 
responsible for a department that 
performs a single functional task, such 
as finance or marketing.
Functional structure An 
organizational structure in which 
activities are grouped together by 
common function from the bottom to 
the top of the organization.
Functional team A team composed of a 
manager and his or her subordinates in 
the formal chain of command.
Fundamental attribution error A 
tendency to underestimate the influence 
of external factors on another person’s 
accomplishments and to overestimate 
the influence of internal factors.

G
General environment Indirectly 
influences all organizations within an 
industry; includes five dimensions.
General manager A manager 
responsible for several departments that 
perform different functions.
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Glass ceiling An invisible barrier that 
separates women and minorities from 
senior management positions.
Globalization The extent to which 
trade and investments, information, 
ideas, and political cooperation flow 
between countries.
Globalization strategy A strategy 
where product design and advertising 
are standardized throughout the world.
Global mindset The ability to 
appreciate and influence individuals, 
groups, organizations, and systems 
that represent different social, cultural, 
political, institutional, intellectual, and 
psychological characteristics.
Global outsourcing Engaging in the 
international division of labor so as to 
obtain the cheapest sources of labor 
and supplies, regardless of country. 
Sometimes called offshoring.
Global team A group made up of 
employees who come from different 
countries and whose activities span 
multiple countries.
Goal A desired future state that the 
organization wants to realize. 
Goal-setting theory A theory that 
proposes that specific, challenging goals 
increase motivation and performance 
when they are accepted by subordinates 
and these subordinates receive feedback 
to indicate their progress toward goal 
achievement.
Grapevine A system that carries 
workplace gossip, a dominant force in 
organization communication when 
formal channels are not functioning 
effectively.
Greenfield venture An investment in 
which a company builds a subsidiary 
from scratch in a foreign country.
Grit Perseverance and passion in pursuit 
of long-term goals.
Groupthink The tendency of people in 
groups to suppress contrary opinions in 
a desire for harmony.
Groupware Software that works on a 
computer network or the Internet to 
facilitate information sharing, collaborative 
work, and group decision making.

H
Halo effect Occurs when a manager 
gives an employee the same rating on 

all dimensions of the job, even though 
performance may be good on some 
dimensions and poor on others.
Hawthorne studies A series of research 
efforts that was important in shaping 
ideas concerning how managers should 
treat workers.
Hero A figure who exemplifies the 
deeds, character, and attributes of a 
strong culture.
Hierarchical control Involves 
monitoring and influencing employee 
behavior through the use of rules, 
policies, hierarchy of authority, written 
documentation, reward systems, and 
other formal mechanisms.
Hierarchy of needs theory A theory 
proposed by Abraham Maslow saying 
that people are motivated by five 
categories of needs—physiological, 
safety, belongingness, esteem, and 
self-actualization—that exist in a 
hierarchical order.
High-context culture A culture in 
which people use communication to 
build personal relationships.
High-performance culture Emphasizes 
both cultural values and business results.
Horizontal communication The lateral 
or diagonal exchange of messages among 
peers or coworkers and includes team 
communication.
Horizontal linkage model Means 
that several departments, such as 
marketing, research, and manufacturing, 
work closely together to develop new 
products.
Human capital The economic 
value of the combined knowledge, 
experience, skills, and capabilities of 
employees.
Humanistic perspective Emphasizes 
understanding human behavior, needs, 
and attitudes in the workplace.
Human relations movement Stresses 
the satisfaction of employees’ basic needs 
as the key to increased productivity.
Human resource management 
(HRM) The design and application of 
formal systems to ensure the effective 
and efficient use of human talent to 
accomplish organizational goals.
Human resource planning The 
forecasting of human resource needs and 
the projected matching of individuals 
with anticipated job vacancies.

Human resources perspective Suggests 
that jobs should be designed to meet 
people’s higher-level needs by allowing 
employees to use their full potential.
Human skill A manager’s ability to 
work with and through other people and 
to work effectively as part of a group.
Humility Being unpretentious and 
modest rather than arrogant and 
prideful.
Hygiene factors Elements that focus 
on lower-level needs and consider the 
presence or absence of job dissatisfiers, 
including working conditions, pay, and 
company policies.

I
Idea champion A person who sees the 
need for change and is passionately 
committed to making it happen.
Idea incubator An organizational 
program that provides a safe harbor 
where employees can generate and 
develop ideas without interference from 
company bureaucracy or politics.
Implementation Involves using 
managerial, administrative, and 
persuasive abilities to translate a chosen 
decision alternative into action.
Inclusion The degree to which an 
employee feels like an esteemed 
member of a group in which his or her 
uniqueness is highly appreciated.
Income statement Summarizes a firm’s 
financial performance for a given time 
interval.
Individualism A preference for a 
loosely knit social framework in which 
individuals are expected to take care of 
themselves.
Individualism approach A decision-
making approach suggesting that actions 
are ethical when they promote the 
individual’s best long-term interests, 
because with everyone pursuing self-
interest, the greater good is ultimately 
served.
Influence The effect a person’s actions 
have on the attitudes, values, beliefs, or 
behavior of others.
Information technology (IT) The 
hardware, software, telecommunications, 
database management, and other 
technologies used to store, process, and 
distribute information.
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Infrastructure A country’s physical 
facilities, such as highways, utilities, and 
airports, that support economic activities.
Initiating structure Describes the 
extent to which a leader is task oriented 
and directs subordinates’ work activities 
toward goal accomplishment.
Innovation by acquisition A strategy 
to obtain innovation by buying other 
companies, recognizing that the cutting 
edge of innovation often happens 
with young, small, entrepreneurial 
companies rather than inside the walls 
of established firms.
Integrative negotiation A collaborative 
approach that is based on a win-win 
assumption, whereby the parties want 
to come up with a creative solution that 
benefits both sides of the conflict.
Intelligence team A cross-functional 
group of people who work together to 
gain a deep understanding of a specific 
competitive issue and offer insight and 
recommendations for planning.
Interactive leadership A leadership 
style characterized by values such as 
inclusion, collaboration, relationship 
building, and caring.
Internal environment Includes elements 
within the organization’s boundaries, 
such as employees, management, and 
corporate culture.
International dimension In the 
external environment, represents events 
originating in foreign countries, as well 
as opportunities for companies in other 
countries.
International management Managing 
business operations in more than one 
country.
Internship An arrangement whereby an 
intern, usually a high school or college 
student, exchanges his or her services for 
the opportunity to gain work experience 
and see whether a particular career is 
appealing.
Interorganizational partnership An 
arrangement that reduces boundaries 
and increases collaboration with other 
organizations.
Intranet An internal communications 
system that uses the technology and 
standards of the Internet but is accessible 
only to people within the organization.
Intrinsic reward The satisfaction that 
a person receives in the process of 
performing a particular action.

Intuition An aspect of administrative 
decision making that refers to a quick 
comprehension of a decision situation 
based on past experience but without 
conscious thought.
Inventory The goods that an 
organization keeps on hand for use 
in the production process up to the 
point of selling the final products to 
customers.
Involvement culture A culture that 
places high value on meeting the needs 
of employees and values cooperation and 
equality.
ISO 9000 standards Represent an 
international consensus of what consti-
tutes effective quality management as 
outlined by the International Organiza-
tion for Standardization (ISO).

J
Job analysis The systematic process  
of gathering and interpreting 
information about the essential  
duties, tasks, and responsibilities  
of a job.
Job characteristics model A model 
of job design that considers core 
job dimensions, individuals’ critical 
psychological states, and employee 
growth-need strength.
Job description A concise summary of 
the specific tasks and responsibilities  
of a position.
Job design Refers to applying 
motivational theories to the structure 
of work to improve motivation, 
productivity, and satisfaction.
Job enrichment Incorporating high-
level motivators, such as achievement, 
recognition, and opportunities for 
growth, into work.
Job evaluation The process of 
determining the value of jobs within an 
organization through an examination of 
job content.
Job satisfaction A positive attitude 
toward one’s job.
Job specification Outlines the 
knowledge, skills, education, physical 
abilities, and other characteristics 
needed to perform a specific job 
adequately.
Joint venture A strategic alliance or 
program by two or more organizations.

Justice approach Says that ethical 
decisions must be based on standards of 
equity, fairness, and impartiality.
Just-in-time (JIT) inventory system 
An inventory control system that 
schedules materials to arrive precisely 
when they are needed on a production 
line.

K
Key performance indicator (KPI) A 
tool used to assess what is important 
to an organization and how well the 
organization is progressing toward 
attaining its strategic goal, so that 
managers can establish lower-level goals 
that drive performance toward the 
overall strategic objective.
Knowledge management The process 
of systematically gathering knowledge, 
making it widely available throughout 
an organization, and fostering a culture 
of learning.

L
Labor market The people available for 
hire by the organization.
Large-group intervention An 
organization development (OD) 
approach that brings together people 
from different parts of the organization 
(and often including outside 
stakeholders) to discuss problems or 
opportunities and plan for change.
Law of effect Asserts that positively 
reinforced behavior tends to be 
repeated, and unreinforced or negatively 
reinforced behavior tends to be 
inhibited.
Leadership The ability to influence 
people toward the attainment of 
organizational goals.
Leadership Grid® A two-dimensional 
leadership model that measures the 
leader’s concern for people and concern 
for production to categorize the leader 
in one of five different leadership styles.
Leading Using influence to motivate 
employees to achieve the organization’s 
goals. 
Lean thinking A philosophy that 
combines advanced technology and 
innovative management processes 
and uses highly trained employees to 
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solve problems, cut waste, improve the 
productivity, quality, and efficiency of 
products and services, and increase 
customer value.
Legal-political dimension Includes 
government regulations at the local, 
state, and federal levels, as well as 
political activities designed to influence 
company behavior.
Legal responsibility Defines what 
society deems important with respect to 
appropriate corporate behavior.
Legitimate power Power that stems 
from a manager’s formal position in an 
organization and the authority granted 
by that position.
Licensing A strategy where a company 
in one country makes certain resources 
available to companies in other countries 
to participate in the production and sale 
of its products abroad.
Line authority The formal power 
to direct and control immediate 
subordinates.
Liquidity ratio Indicates the 
organization’s ability to meet its current 
debt obligations.
Listening The skill of grasping both 
facts and feelings to interpret a message’s 
genuine meaning.
Locus of control Defines whether 
an individual places the primary 
responsibility for his successes and 
failures within himself or on outside 
forces.
Long-term orientation Reflects a 
greater concern for the future and a high 
value on thrift and perseverance.
Low-context culture A culture where 
people use communication primarily to 
exchange facts and information.

M
Machiavellianism A tendency to  
direct one’s behavior toward the 
acquisition of power and the 
manipulation of other people for 
personal gain; based on the ideas of 
Niccolò Machiavelli, a sixteenth-century 
Italian political philosopher.
Making progress principle The idea 
that the single most important factor 
that can boost motivation, positive 
emotions, and perceptions during a 

workday is making progress toward 
meaningful goals.
Management The attainment of 
organizational goals in an effective and 
efficient manner through planning, 
organizing, leading, and controlling 
organizational resources.
Management by means (MBM) An 
approach that focuses people on the 
methods and processes used to attain 
results, rather than on the results 
themselves.
Management by objectives (MBO) 
A method whereby managers and 
employees define goals for every 
department, project, and person and 
use them to monitor subsequent 
performance. 
Management science Uses 
mathematics, statistical techniques, 
and computer technology to facilitate 
management decision making, 
particularly for complex problems. Also 
called the quantitative perspective.
Managing diversity Creating a climate 
in which the potential advantages of 
diversity for organizational performance 
are maximized while the potential 
disadvantages are minimized.
Manufacturing organization An 
organization that produces physical 
goods.
Market entry strategy A tactic that 
managers use to enter foreign markets.
Masculinity A cultural preference for 
achievement, heroism, assertiveness, 
work centrality, and material success.
Mass customization A process by 
which products are produced cost-
effectively in high volume but are 
customized to meet individual customer 
desires.
Mass production Characterized by 
long production runs to manufacture a 
large volume of products with the same 
specifications.
Matching model A human resources 
(HR) approach in which the 
organization and the individual attempt 
to match each other’s needs, interests, 
and values.
Matrix approach A structural 
approach that uses both functional 
and divisional chains of command 
simultaneously, in the same part of the 
organization.

Matrix boss A functional or product 
supervisor responsible for one side of 
the matrix.
Mentor A higher-ranking senior 
member of the organization who 
is committed to providing upward 
mobility and support to a protégé’s 
professional career.

Merger When two or more 
organizations combine to become one.

Message The tangible formulation of an 
idea to be sent to an employee.

Middle manager A manager who works 
at the middle level of the organization 
and is responsible for a major division or 
department.

Mission An organization’s purpose or 
reason for existence.

Mission statement A broadly stated 
definition of an organization’s basic 
business scope and operations that 
distinguishes it from similar types of 
organizations.

Monoculture A culture that accepts 
only one way of doing things and one set 
of values and beliefs.

Moral rights approach Holds that 
ethical decisions are those that best 
maintain the fundamental rights of the 
people affected by them.

Motivation The arousal of enthusiasm 
and persistence to pursue a certain 
course of action.

Motivators Influence job satisfaction 
based on fulfilling higher-level needs 
such as achievement, recognition, 
responsibility, and opportunities for 
personal growth.

Multidomestic strategy Means that 
competition in each country is handled 
independently, and product design and 
advertising are modified to suit the 
specific needs of individual countries.

Multinational corporation (MNC) An 
organization that receives more than  
25 percent of its total sales revenues from 
operations outside the parent company’s 
home country and has a number of 
distinctive managerial characteristics.

Myers-Briggs Type Indicator (MBTI) 
An assessment that measures a person’s 
preferences for introversion versus 
extroversion, sensation versus intuition, 
thinking versus feeling, and judging 
versus perceiving.
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N
Natural dimension Includes all 
elements that occur naturally on Earth, 
including plants, animals, rocks, and 
natural resources such as air, water, and 
climate.
Need for change A disparity between 
actual and desired performance.
Need to achieve An individual charac-
teristic meaning that a person is moti-
vated to excel and will pick situations in 
which success is likely.
Negotiation A conflict management 
strategy whereby people engage in 
give-and-take discussions and consider 
various alternatives to reach a joint 
decision that is acceptable to both 
parties.
Neutralizer A situational variable 
that counteracts a leadership style and 
prevents the leader from displaying 
certain behaviors.
New-venture fund Provides resources 
from which individuals and groups can 
draw to develop new ideas, products, or 
businesses.
New-venture team A unit separate 
from the mainstream organization 
that is responsible for initiating and 
developing innovations.
Nondirective interview A conversation 
where the interviewer asks broad, 
open-ended questions and permits the 
applicant to talk freely with minimal 
interruption, in an attempt to bring 
to light information, attitudes, and 
behavioral characteristics that might be 
concealed when answering structured 
questions.
Nonprogrammed decision A choice 
made in response to a situation that is 
unique, is poorly defined and largely 
unstructured, and has important conse-
quences for the organization.
Nonverbal communication 
Communicating through actions, 
gestures, facial expressions, and behavior 
rather than through words.
Normative Means that it defines how a 
manager should make logical decisions 
and provides guidelines for reaching an 
ideal outcome.
Norming The stage of development in 
which conflicts are resolved and team 
harmony and unity emerge.

O
On-the-job-training (OJT) A process 
in which an experienced employee is 
asked to teach a new employee how to 
perform job duties.
Open-book management Allows 
employees to see for themselves the 
financial condition of an organization 
and encourages them to think and act 
like business owners.
Open communication Sharing all 
types of information throughout the 
organization and across functional and 
hierarchical boundaries.
Open innovation A process where 
people search for and commercialize 
innovative ideas beyond the boundaries 
of the organization.
Operational goal A specific, 
measurable result that is expected 
from departments, work groups, and 
individuals.
Operational plan Specifies the action 
steps toward achieving operational goals 
and supports tactical activities.
Operations management The field of 
management that uses various tools and 
techniques to ensure that goods and 
services are produced efficiently and 
delivered successfully to customers  
or clients.
Opportunity A situation in which 
managers see potential organizational 
accomplishments that exceed current 
goals.
Organization A social entity that is goal 
directed and deliberately structured.
Organizational change The adoption 
of a new idea or behavior by an 
organization.
Organizational commitment Loyalty 
to and engagement with one’s work 
organization.
Organizational control The systematic 
process through which managers 
regulate organizational activities to 
meet planned goals and standards of 
performance.
Organizational ecosystem Includes 
organizations in all the sectors of the 
task and general environments that 
provide the resource and information 
transactions, flows, and linkages 
necessary for an organization to 
thrive.

Organizational environment Includes 
all elements existing outside the 
boundary of an organization that have 
the potential to affect it.
Organizational virtuousness A 
principle in which an organization 
pursues a positive human impact, moral 
goodness, and unconditional society 
betterment for its own sake.
Organization chart A visual 
representation of an organization’s 
structure.
Organization development (OD) A 
planned, systematic process of change 
that uses behavioral science techniques 
to improve an organization’s health 
and effectiveness through its ability 
to cope with environmental changes, 
improve internal relationships, and 
increase learning and problem-solving 
capabilities.
Organization structure The framework 
in which an organization defines how 
tasks are divided, resources are deployed, 
and departments are coordinated.
Organizing The deployment of 
organizational resources to achieve 
strategic goals; involves assigning tasks, 
grouping tasks into departments, and 
allocating resources.

P
P → O expectancy The assumption 
that high performance of a task will lead 
to the desired outcome.
Panel interview An interview in 
which the candidate meets with several 
interviewers who take turns asking 
questions.
Partnership An unincorporated 
business owned by two or more people.
Passive follower A person who exhibits 
neither critical independent thinking 
nor active participation.
Pay-for-performance Tying at least a 
portion of compensation to employee 
effort and performance. Also called 
incentive pay.
People change A change in the attitudes 
and behaviors of a few employees.
Perception The cognitive process that 
people use to make sense out of the 
environment by selecting, organizing, 
and interpreting information.
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Perceptual distortion An error in 
perceptual judgment that results 
from inaccuracies in any part of the 
perception process.
Performance An organization’s ability 
to attain its goals by using resources in 
an efficient and effective manner.
Performance appraisal The process of 
observing and evaluating an employee’s 
performance, recording the assessment, 
and providing feedback.
Performing The stage of development 
in which team members focus on 
problem solving and accomplishing the 
team’s assigned task.
Permanent team A group of employees 
from all functional areas permanently 
assigned to focus on a specific task or 
activity.
Personal communication channels 
Channels that exist outside formally 
authorized channels and connect 
people across boundaries for sharing 
information and accomplishing tasks.
Personality The set of characteristics 
that underlie a relatively stable pattern 
of behavior in response to ideas, objects, 
or people in the environment.
Personal networking The acquisition 
and cultivation of personal relationships 
that cross departmental, hierarchical, 
and even organizational boundaries.
Pivot To change the strategic direction 
of a business.
Plan A blueprint specifying the resource 
allocations, schedules, and other actions 
necessary for attaining goals.
Planning The management function 
concerned with defining goals for future 
performance and how to attain them.
Pluralism An environment in which 
the organization accommodates several 
subcultures, including employees who 
would otherwise feel isolated and 
ignored.
Point-counterpoint A technique that 
breaks a decision-making group into two 
subgroups and assigns them different, 
often competing, responsibilities.
Political force Relates to the influence 
of political and legal institutions on 
people and organizations.
Political instability Events such as riots, 
revolutions, or government upheavals 
that can affect the operations of an 
international company.

Political risk A company’s risk of loss 
of assets, earning power, or managerial 
control due to politically based events or 
actions by host governments.
Portfolio strategy Pertains to the mix 
of strategic business unit (SBUs) and 
product lines that fit together in a logical 
way to provide synergy and competitive 
advantage.
Positive reinforcement The administra-
tion of a pleasant and rewarding conse-
quence following a desired behavior.
Power The potential ability to influence 
the behavior of others.
Power distance The degree to which 
people accept inequality in power among 
institutions, organizations, and people.
Practical approach A decision-making 
approach that sidesteps debates about 
what is right, good, or just, and bases 
decisions on the prevailing standards of 
the profession and the larger society.
Pragmatic survivor A follower who 
has qualities of all four follower styles, 
depending on which fits the prevalent 
situation.
Prejudice The tendency to view people 
who are different as being deficient.
Problem A situation in which 
organizational accomplishments have 
failed to meet established goals.
Procedural justice Holds that rules 
should be clearly stated and consistently 
and impartially enforced.
Process layout A facilities layout in 
which machines that perform the same 
function are grouped together in one 
location.
Process theories A set of theories, 
including goal-setting theory, equity 
theory, and expectancy theory, which 
explains how people select behaviors 
with which to meet their needs and 
determine whether their choices were 
successful.
Product change A change in an 
organization’s products or services, such 
as the Whirlpool two-oven range or the 
Amazon Kindle Fire.
Product layout A facilities layout in 
which machines and tasks are arranged 
according to the sequence of steps in the 
production of a single product.
Profitability ratio Describes the firm’s 
profits relative to a source of profits, 
such as sales or assets.

Programmed decision A decision 
made in response to a situation that 
has occurred often enough to enable 
managers to develop decision rules that 
can be applied in the future.
Project manager A manager who is 
responsible for a specific work project 
that involves people from various 
functions and levels of the organization.
Punishment The imposition of an 
unpleasant outcome following an 
undesirable behavior.

Q
Quality circle A total quality 
management (TQM) technique that 
involves a group of 6–12 volunteer 
employees who meet regularly to discuss 
and solve problems affecting the quality 
of their work.
Quality partnering Involves assigning 
dedicated personnel within a particular 
functional area of the business to 
identify opportunities for quality 
improvements throughout the work 
process.
Quantitative techniques The use of 
mathematics, statistics, and computer 
technology to facilitate management 
decision making.
Quants Refers to financial managers 
and others who make decisions based 
primarily on complex quantitative 
analysis.
Quasirationality Combining intuitive 
and analytical thought.
Queen bee syndrome Refers to a female 
boss who not only has no interest in  
fostering the careers of other women, 
but might even actively undermine 
them.

R
Raw materials inventory  Inventory 
consisting of the basic inputs to the 
organization’s production process.
Realistic job preview (RJP) Gives 
applicants all pertinent and realistic 
information, both positive and negative, 
about a job and the organization.
Recruiting  Activities or practices that 
define the desired characteristics of 
applicants for specific jobs; sometimes 
called talent acquisition.
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Reengineering The radical redesign of 
business processes to achieve dramatic 
improvements in cost, quality, service, 
and speed.
Referent power  Power that results 
from characteristics that command 
subordinates’ identification with, respect 
and admiration for, and desire to 
emulate the leader.
Refreezing  The stage of organization 
development (OD) where people have 
incorporated new values, attitudes, and 
behaviors into their everyday work and 
the changes become institutionalized in 
the culture.
Reinforcement  Anything that causes 
a certain behavior to be repeated or 
inhibited.
Reinforcement theory  A theory based 
on the relationship between a given 
behavior and its consequences.
Related diversification Moving into 
a new business that is related to the 
corporation’s existing business activities.
Relational coordination  Frequent 
horizontal coordination and 
communication carried out through 
ongoing relationships of shared goals, 
shared knowledge, and mutual respect.
Relationship conflict  Conflict 
that results from interpersonal 
incompatibility that creates tension and 
personal animosity among people.
Responsibility The duty to perform 
the task or activity that one has been 
assigned.
Responsibility center Any 
organizational department or unit under 
the supervision of a single person who is 
responsible for its activity.
Revenue budget A budget that lists 
forecasted and actual revenues of the 
organization.
Reverse innovation Creating innovative, 
low-cost products for emerging markets 
and then quickly and inexpensively 
repackaging them for sale in developed 
countries.
Reward power  Power that results from 
the authority to bestow rewards.
Rightsizing  Reducing the company’s 
workforce intentionally to the point 
where the number of employees 
is deemed right for the company’s 
current situation. Also called 
downsizing.

Risk  Means that a decision has 
clear-cut goals and good information 
is available, but the future outcomes 
associated with each alternative are 
subject to chance.
Risk propensity  The willingness to 
undertake risk with the opportunity of 
gaining an increased payoff.
Role A set of expectations for one’s 
behavior.
Role ambiguity  Uncertainty about 
what behaviors are expected of a person 
in a particular role.
Role conflict  Incompatible demands of 
different roles, such as the demands of 
a manager’s superiors conflicting with 
those of the manager’s subordinates.

S
Satisficing Refers to choosing the 
first alternative that satisfies minimal 
decision criteria, regardless of whether 
better solutions are presumed to exist.
Scenario building An approach 
where managers look at trends and 
discontinuities and imagine possible 
alternative futures to build a framework 
within which unexpected future events 
can be managed.
Scientific management A subfield of 
the classical perspective that emphasizes 
scientifically determined changes in 
management practices as the solution to 
improving labor productivity.
Selection The process of assessing the 
skills, abilities, and other attributes of 
applicants in an attempt to determine 
the fit between the job and each 
applicant’s characteristics.
Self-awareness Being conscious of the 
internal aspects of one’s nature, such 
as personality traits, beliefs, emotions, 
attitudes, and perceptions, and 
appreciating how your patterns affect 
other people.
Self-confidence General assurance 
in one’s own ideas, judgment, and 
capabilities.
Self-efficacy An individual’s strong 
belief that he or she can successfully 
accomplish a specific task or outcome.
Self-managed team A team that 
consists of multiskilled employees who 
rotate jobs to produce an entire product 

or service, often led by an elected team 
member.
Self-management The ability to engage 
in self-regulating thoughts and behavior 
to accomplish all your tasks and handle 
difficult or challenging situations.
Self-serving bias The tendency to 
overestimate the contribution of internal 
factors to one’s successes and the 
contribution of external factors to one’s 
failures.
Servant leader A leader who serves 
others by working to fulfill followers’ 
needs and goals, as well as to achieve the 
organization’s larger mission.
Service organization An organization 
that produces nonphysical outputs 
that require customer involvement and 
cannot be stored in inventory.
Service technology Characterized by 
intangible outputs and direct contact 
between employees and customers.
Short-term orientation Reflects a 
concern with the past and present 
and a high value on meeting current 
obligations.
Single-use plan A plan that is 
developed to achieve a set of goals that is 
unlikely to be repeated in the future.
Situational model A leadership 
model that links the leader’s 
behavioral style with the readiness 
level of followers.
Six Sigma A quality control approach 
that emphasizes a relentless pursuit of 
higher quality and lower costs.
Skunkworks A separate informal, highly 
autonomous, and often secretive group 
that focuses on breakthrough ideas.
Slogan A phrase, such as Disney’s “The 
happiest place on earth,” that succinctly 
expresses a key corporate value.
Small-batch production A type of 
manufacturing technology that involves 
the production of goods in batches 
of one or a few products designed to 
customer specification.
Social business Using social media 
technologies for interacting with 
and facilitating communication and 
collaboration among employees, 
customers, and other stakeholders.
Social entrepreneur An entrepreneurial 
leader who is committed to both good 
business and changing the world for the 
better.
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Social entrepreneurship Focuses 
primarily on creating social value by 
providing solutions to social problems, 
with a secondary purpose of generating 
profit and returns.
Social facilitation The tendency for 
the presence of others to enhance one’s 
performance.
Social forces Aspects of a society that 
guide and influence relationships among 
people, such as their values, needs, and 
standards of behavior.
Social learning Using social media tools 
to network and learn informally.
Social learning theory A theory that 
proposes that an individual’s motivation 
can result not just from direct 
experience of rewards and punishments 
but also from thoughts, beliefs, and 
observations of other people’s behavior.
Social media A group of Internet-based 
applications that allows the creation and 
exchange of user-generated content.
Social media programs Include online 
community pages, social media sites, 
microblogging platforms, and company 
online forums that enable managers to 
interact electronically with employees, 
customers, partners, and other 
stakeholders.
Sociocultural dimension Includes 
demographic characteristics, norms, 
customs, and values of a population 
within which the organization 
operates.
Socioemotional role A team role in 
which an individual provides support 
for team members’ emotional needs and 
helps strengthen social unity.
Sole proprietorship An unincorporated 
for-profit business owned by an individual.
Span of management The number of 
employees reporting to a supervisor; 
sometimes called span of control.
Special-purpose team A team created 
outside the formal structure to under-
take a project of special importance, 
such as developing a new product.
Staff authority The right to advise, 
counsel, and recommend in the 
manager’s area of expertise.
Stakeholder Any group or person 
within or outside the organization 
that has some type of investment 
or interest in the organization’s 
performance.

Stakeholder mapping A systematic 
way to identify the expectations, needs, 
importance, and relative power of 
various stakeholders.
Standing plan An ongoing plan used 
to provide guidance for tasks that occur 
repeatedly in the organization.
Stereotype A rigid, exaggerated, 
irrational belief associated with a 
particular group of people.
Stereotype threat Occurs when a 
person who, when engaged in a task, is 
aware of a stereotype about his or her 
identity group suggesting that he or she 
will not perform well on that task.
Stereotyping A performance evaluation 
error that occurs when a manager 
places an employee into a class or 
category based on one or a few traits or 
characteristics.
Storming The stage of team develop-
ment in which individual personalities 
emerge and people become more asser-
tive in clarifying their roles and what is 
expected of them.
Story A narrative based on true events 
that is repeated frequently and shared 
among organizational employees.
Strategic business unit (SBU) A 
division of the organization that has a 
unique business, mission, product or 
service line, competitors, and markets 
relative to other units of the same 
organization.
Strategic conversation Dialogue across 
boundaries and hierarchical levels about 
the team or organization’s vision, critical 
strategic themes, and the values that 
help achieve important goals.
Strategic goal A broad statement of 
where an organization wants to be in the 
future; pertains to the organization as a 
whole rather than to specific divisions or 
departments.
Strategic issue An event or force that 
alters an organization’s ability to achieve 
its goals.
Strategic management Refers to the 
set of decisions and actions used to 
formulate and implement strategies 
that will provide a competitively 
superior fit between an organization 
and its environment so as to achieve 
organizational goals.
Strategic plan Action steps by which an 
organization intends to attain strategic 
goals.

Strategy A plan of action that describes 
resource allocation and activities for 
dealing with the environment, achieving 
a competitive advantage, and attaining 
goals.
Strategy execution The stage of 
strategic management that involves the 
use of managerial and organizational 
tools to direct resources toward 
achieving strategic outcomes.
Strategy formulation The stage of 
strategic management that includes 
the planning and decision making 
that lead to the establishment of the 
organization’s goals and a specific 
strategic plan.
Strategy map A visual representation 
of the key drivers of an organization’s 
success, showing the cause-and-effect 
relationship among goals and plans. 
Strengths Natural talents and abilities 
that have been supported and reinforced 
with learned knowledge and skills.
Stress A physiological and emotional 
response to stimuli that place physical 
or psychological demands on an 
individual and create uncertainty and 
lack of personal control when important 
outcomes are at stake.
Stretch goal A reasonable yet highly 
ambitious and compelling goal that 
energizes people and inspires excellence.
Structured interview An interview that 
uses a set of standardized questions 
that are asked of every applicant so 
comparisons can be made easily.
Substitute for leadership A situational 
variable that makes a leadership style 
redundant or unnecessary.
Subsystems Parts of a system that 
depend on one another for their 
functioning.
Suppliers Provide the raw materials the 
organization uses to produce its output.
Supply chain A network of multiple 
businesses and individuals that are 
connected through the flow of products 
or services.
Supply chain management Managing 
the sequence of suppliers and 
purchasers, covering all stages of 
processing from obtaining raw materials 
to distributing finished goods to 
consumers.
Survey feedback Where organization 
development (OD) change agents survey 
employees to gather their opinions 
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regarding corporate values, leadership, 
participation, cohesiveness, and other 
aspects of the organization, then meet 
with small groups to share the results 
and brainstorm solutions to problems 
identified by the results.
Sustainability Economic development 
that generates wealth and meets 
the needs of the current population 
while preserving society and the 
environment for the needs of future 
generations.
SWOT analysis An audit or careful 
examination of strengths, weaknesses, 
opportunities, and threats that affect 
organizational performance.
Symbol An object, act, or event that 
conveys meaning to others.
Synergy A concept that says that the 
whole is greater than the sum of its 
parts.
System A set of interrelated parts 
that function as a whole to achieve a 
common purpose.
Systems thinking Looking not just 
at discrete parts of an organizational 
situation, but also at the continually 
changing interactions among the parts.

T
Tactical goal The outcome that major 
divisions and departments must achieve 
for an organization to reach its overall 
goals.
Tactical plan Designed to help execute 
major strategic plans and to accomplish 
a specific part of a company’s strategy.
Tall structure An organizational structure 
characterized by an overall narrow span of 
management and a relatively large number 
of hierarchical levels.
Task conflict Conflict that results from 
disagreements about the goals to be 
achieved or the content of the tasks to 
be performed.
Task environment Includes the sectors 
that conduct day-to-day transactions 
with the organization and directly 
influence its basic operations and 
performance.
Task force A temporary team or 
committee designed to solve a problem 
involving several departments.
Task specialist role A team role in which 
an individual devotes personal time and 

energy to helping the team accomplish its 
activities and reach its goal.
Team A unit of two or more people 
who interact and coordinate their work 
to accomplish a goal to which they 
are committed and hold themselves 
mutually accountable.
Team-based structure A structure in 
which an entire organization is made up 
of horizontal teams that coordinate their 
activities and work directly with customers 
to accomplish organizational goals.
Team building An organization 
development (OD) intervention that 
enhances cohesiveness by helping groups 
of people learn to work together as a 
team.
Team cohesiveness The extent to which 
team members are attracted to the team 
and motivated to remain a part of it.
Team norm An informal standard of 
conduct that is shared by team members 
and guides their behavior.
Technical complexity The degree to 
which complex machinery is involved in 
the production process to the exclusion 
of people.
Technical core The heart of the 
organization’s production of its product 
or service.
Technical skill The understanding of 
and proficiency in the performance of 
specific tasks.
Technological dimension In the general 
environment, includes scientific and 
technological advances in society.
Technology change A change in 
production processes—how an 
organization does its work.
Time management Using techniques 
that enable you to get more done in less 
time and with better results, be more 
relaxed, and have more time to enjoy 
your work and your life.
Top-down budgeting Means that the 
budgeted amounts for the coming year 
are literally imposed on middle- and 
lower-level managers.
Top leader In a matrix structure, the 
person who oversees both the product 
and the functional chains of command 
and is responsible for the entire 
matrix.
Top manager A manager who is at the 
top of the organizational hierarchy and 
is responsible for the entire organization.

Total quality management (TQM) 
Focuses on managing the total 
organization to deliver quality to 
customers.
Traits  Distinguishing personal 
characteristics, such as intelligence, self-
confidence, energy, and independence.
Transactional leader A leader who 
clarifies subordinates’ roles and task 
requirements, initiates structure, 
provides rewards, and displays 
consideration for followers.
Transformational leader A leader 
distinguished by a special ability to bring 
about innovation and change by creating 
an inspiring vision, shaping values, 
building relationships, and providing 
meaning for followers.
Transnational strategy A strategy that 
combines global coordination to attain 
efficiency with local flexibility to meet 
needs in different countries.
Triple bottom line Refers to measuring 
the organization’s financial performance, 
social performance, and environmental 
performance.
Two-boss employee In a matrix 
structure, a person who reports to two 
supervisors simultaneously.
Type A behavior Actions characterized 
by extreme competitiveness, impatience, 
aggressiveness, and devotion to work.
Type B behavior Actions that reflect 
few of the Type A characteristics 
and include a more balanced, relaxed 
approach to life.

U
Uncertainty  Occurs when managers 
know which goals they want to achieve, 
but information about alternatives and 
future events is incomplete.
Uncertainty avoidance  Characterized 
by people’s intolerance for uncertainty 
and ambiguity and resulting support 
for beliefs that promise certainty and 
conformity.
Uncritical thinking  Failing to consider 
the possibilities beyond what one is 
told, accepting others’ ideas without 
thinking.
Unfreezing  The stage of organization 
development (OD) in which people are 
made aware of problems and the need 
for change.
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Unrelated diversification Refers to 
expanding into totally new lines of 
business.
Upward communication Messages that 
flow from the lower to the higher levels 
in the organization’s hierarchy.
Utilitarian approach A method of 
ethical decision making saying that the 
ethical choice is the one that produces 
the greatest good for the greatest 
number.

V
Valence The value of outcomes 
(rewards) to the individual.
Venture capital firm A group 
of companies or individuals that 
invests money in new or expanding 
businesses for ownership and 
potential profits.
Vertical integration A strategy of 
expanding into businesses that either 
provide the supplies needed to make 
products or distribute and sell the 
company’s products.

Vicarious learning Learning that occurs 
when an individual sees others perform 
certain behaviors and get rewarded for 
them.
Virtual network structure An organi-
zational structure in which the organi-
zation subcontracts most of its major 
functions to separate companies and 
coordinates their activities from a small 
headquarters organization.
Virtual team A team made up of 
members who are geographically or 
organizationally dispersed, rarely meet 
face to face, and interact to accomplish 
their work primarily using advanced 
information and telecommunications 
technologies.
Vision An attractive, ideal future that is 
credible yet not readily attainable.

W
Wage and salary survey  A 
questionnaire that shows what other 
organizations pay incumbents in jobs 
that match a sample of key jobs selected 
by the organization.

Whistle-blowing  The disclosure by 
employees of unethical, illegitimate, or 
illegal practices by an organization.
Wholly owned foreign affiliate  A 
foreign subsidiary over which an 
organization has complete control.
Work-in-process inventory  Inventory 
composed of the materials that still 
are moving through the stages of the 
production process.
Work redesign  Altering jobs to 
increase both the quality of employees’ 
work experience and their productivity.
Work specialization  The degree 
to which organizational tasks are 
subdivided into individual jobs. 
Sometimes called division of labor.

Z
Zero-based budgeting  An approach 
to planning and decision making that 
requires a complete justification for 
every line item in a budget, instead of 
carrying forward a prior budget and 
applying a percentage change.
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Federal Aviation Administration (FAA), 

234, 665, 672
Federal Bureau of Investigation (FBI), 8, 112
FedEx Corporation, 170, 260–261, 294, 

421, 709
Fiat, 9, 377–378, 527
Financial Crisis Inquiry Commission, 685
Finmeccanica SpA’s Agusta Westland, 89
Florida State University Coastal and Marine 

Laboratory, 84–85
Ford Motor Company, 7, 19, 44, 58, 73,  

87, 116, 255, 353, 446, 468–469, 
627–628, 683

Forrester Research, 602
Four Seasons Hotels & Resorts, 96, 589
Foxconn Technologies, 130
FragranceNet.com, 204–205
FreshDirect, 664–665
Frontier Communications, 453
Fuji, 81
Fujitsu, 369
FundersClub, 200

G
Gallup, 567
Gamesa, 328
Gannett, 323
Gap Inc., 163–165, 255
Garmin, 255
Gartner, Inc., 701
Gaylord Hotels, 253
GE Aviation, 62
General Electric (GE), 8, 87, 115, 119, 264, 

367, 374, 380, 408, 416, 420–421, 515, 
537, 597, 603, 674, 711

General Mills, 113, 168, 346–347
General Motors (GM), 42, 58, 87, 112, 114, 

162, 255, 303, 364, 379–380, 468, 527
Georgetown University, 75

Gibson Guitar Corporation, 268
Gillette Company, 270
Ginger Bay Salon and Spa, 670
Girl Scouts, 29, 335
Git-Hub, 39
Glancee, 409
Globoforce MoodTracker Survey, 560
Godrej & Boyce, 122, 366
Goldcorp, 297
Goldman Sachs, 573
Google, 13–14, 19, 42, 61, 117, 171, 187, 

263, 274, 284, 296, 331, 334, 336, 
377–378, 409, 426, 451, 520–521, 537, 
553, 662, 711

Google X Lab, 379–380
GoPayment, 366
Gore-Tex, 62, 92, 266
Grady Memorial Hospital, 663
Grameen Bank, 129, 193
Greater Chicago Food Depository, 29
Greenpeace International, 710
Grey Advertising, 371
Groupon, 161
GrubHub, 203–204
GSI Commerce, 254
Gubser & Schnakenberg, 187
Guidance Aviation, 9
Gulf Oil, 426

H
Habitat for Humanity International, 335
Hallmark Cards, 487–488
Hamburger University, 421, 424
Hammond’s Candies, 369
Hannaford, 45
Harley-Davidson Motor Company, 266, 421
Harvard Business Review, 41, 45, 599
Harvard Business School, 21, 601
Harvard University, 151–152
Haws Corporation, 368
Hayes Diversified Technologies (HDT), 253
HBO, 368
HCL Technologies, 6, 258
Health and Hospitals Corporation  

(New York), 661
Healthcare.gov, 364
HealthSouth, 685
Heartlab, Inc., 684
Heineken, 125
Heinz, 62
Hensel European Security Services 

(H.E.S.S.), 121
Herman Miller, 91, 347
Hertz, 252
Hewlett-Packard, 130, 496
Hilcorp Energy, 554, 574–575
Hillshire Brands, 264
Hilton Hotels, 666
Hindustan Lever Limited, 420 See also 

Unilever
H&M, 61, 288–289, 663, 702
HMS, 538
Holstee, 221–223
Home Depot, 573

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Company Index 751

Honda, 18, 72–73, 87, 113–114, 130,  
672, 705

Honest Company, The, 193
Hong Kong Shipowners Association, 117
Hostess Brands, 163
Hotmail, 378
HSBC, 403
HSN Inc., 91
Hyundai Motor Company, 78, 87

I
Ibanez, 268
IBM, 8, 113, 118, 133, 136, 170, 408, 471, 

496, 576, 588–589, 599, 628, 631
IDEO, 375
IDG, 519
IGN, 413
IKEA, 127, 266
Illumination Entertainment, 11–12
Imagination Ltd., 704
InBev, 365
Index Ventures, 200
Indiana State Fair, 237
Inditex Group, 217, 701
Infosys Technologies, 186
Instagram, 81, 204–205, 378
Institute of Public and Environmental  

Affairs, China, 117
Intel, 95, 260, 275, 291–292, 421
Internal Revenue Service (IRS), 14–15, 334, 

380, 665
International Energy Agency (IEA), 72
International Organization for Standardization  

(ISO), 684–686
International Vitamin Corporation, 126
Intuit, 366, 370, 557
Inverness Medical, 126

J
J. A. Coulter & Associates, 558
J. C. Penney, 454, 569, 711
J. Sainsbury, 341
Japan Post, 706
John Deere, 367, 420
John Lewis, 18
Johns Hopkins School of Medicine, 61
Johnson & Johnson, 99, 171, 221, 369
Johnson Storage & Moving, 558, 562
JPMorgan Chase, 273, 304–305

K
Kaiser Permanente, 87, 346, 603
Kayak, 498
Kenexa High Performance Institute, 498, 576
Kentucky Fried Chicken. See KFC
Kenworth, 468
Keurig, 379
KeyCorp, 82
KeySpan Energy, 100, 444
Keystone XL pipeline, 165–166
KFC, 120, 125, 250, 623

Kickstarter, 200–201
K’Nex Brands LP, 343
Knights Apparel, 553
Kodak, 81, 250
KOF Swiss Economic Institute, 114
Kohl’s, 290
Korn Ferry International, 449, 482
KPMG International, 408, 558
Kraft Foods, 126, 254, 256, 271, 476

L
L. L. Bean, 673
La-Z-Boy, 675–676
Leadership IQ, 477
Learning Point Associates, 387
Legal Research Network, 92
LEGO Group, 98–99
Lehman Brothers, 162, 173, 685
Lenovo Group, 117–119, 136, 308, 366, 

412, 515
Linden Labs, 341
LinkedIn, 42, 60, 409, 412–413, 604
Lithium, 601
Live Nation Entertainment, 264
LivingSocial, 29, 231, 416
Liz Claiborne, 250, 291
Lockheed Martin Corporation, 88, 339, 379, 

408, 446
London Business School, 634
London School of Economics, 21
Long Island Power Authority (LIPA), 610
Lookout Mobile Security, 112
LoveMachine, 341
Lowe’s, 402, 711
LoyaltyOne, 476
LRN, 92
Lucasfilm, 16
Lutheran Church, 10

M
Macy’s, 19, 424, 711
Maker’s Mark, 299–300
Marathon Petroleum, 457
Marlin Steel Wire, 706
Mars Inc., 265, 526, 551
Mary Kay Cosmetics, 191, 271
MAS Holdings, 168
Massachusetts Board of Pharmacy, 660
Massachusetts Institute of Technology 

(MIT), 374, 641
Massmart, 708
MassMutual, 42
Match.com, 59
Mayo Clinic, 609
McAfee, 473
McDevitt Street Bovis, 639–640
McDonald’s, 120, 125, 127, 168, 198, 250, 

270, 288, 421, 424, 699, 701, 706
McKinsey & Company, 290, 293, 408,  

445, 592
Medtronic, 114
MedWaitTime, 700
MeetGrinder, 662

Meetup.com, 326–327
Meijer Inc., 45
Menlo Innovations, 90–91, 555
Merchant Anywhere, 366
Merck, 168, 678
MetLife, 456–457, 490
Metro Guide Publishing, 587–588
MGM Resorts International, 439
Miami Heat, 623
Michelin North America, 554
Microsoft, 250, 263, 275, 345, 347, 376, 378, 

408, 418, 514–515
MicroVentures, 200
Midea, 117
Mint.com, 196
Misys, 367
Mitsubishi, 87
Mohawk Industries, 554
Mondelez International, 187, 476
Mondragon Corporation, 39, 113
Montefiore Medical Center, 702
Morgan Stanley, 78, 573
Morgan Stanley Wealth Management, 42
Morning Star, 39, 62, 79, 555
Morrison Management Specialists, 554
Mo’s Bows, 184
Motorola, 591, 674
MyBarackObama.com, 192
MySpace.com, 250

N
Nabisco, 201
Nasty Gal, 200
National Association of Government  

Executives, 490–491
National Basketball Association (NBA),  

23, 93, 623
National Black Crown Prosecution  

Association, 459
National Business Ethics Survey, 573
National Foods, 26
National Football League (NFL), 184, 187, 

511–512, 709
National Grid, 100, 444
National Health Service (NHS), 330
National Labor Relations Board (NLRB), 

405–406
National Organization for Diversity in Sales 

and Marketing, 438
National Transportation Safety Board 

(NTSB), 621
Nationwide, 457
Natural Gas Vehicles for America  

(NGV America), 318
Nature Conservancy, 29
Navistar International, 73, 318
NBC, 323
Nespresso, 379
Nestlé SA, 120, 123, 263–264, 379, 710
Netflix, 62, 239, 250, 301, 306, 373, 406
NetSuite, 564
Network Shuffle, 605
New England Compounding Center, 

659–660
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New Jersey Bell, 49
New School University, 607
New York City Police Department (NYPD), 

27–28, 290
New York Times, 90, 132, 569
Newell Rubbermaid, 709
News Corporation, 11, 89–90
Nibco, 712
Nickelodeon, 168
Nick’s Pizza & Pub, 668, 679–680
Nike Inc., 75–76, 83, 155, 368
Nintendo, 86
Nissan, 72, 113–114, 126, 707
Nokia, 263, 408, 634
Nordion Inc., 334
Nordstrom, 18
NorthTec, 225
Nucor Corporation, 264, 426
Numi Teas, 160
NYSE Euronext, 236

O
Oakland Athletics, 86
Oasis International, 368
Occupational Safety and Health Administration 

(OSHA), 82, 168
Oceanographics, Inc., 683
Ogilvy & Mather Worldwide, 472
Ohio State University, 341, 595
Olympus, 81, 172
OnStar, 705
Oracle, 95
OrderHub, 204
Overstock.com, 87
OWN, 8

P
Pacific Edge Software, 96
Pacific Gas & Electric (PG&E), 445
Panasonic, 81
Paramount, 124
Partners HealthCare System, 306, 708
PASSUR Aerospace, 86
Patagonia, 194
Patch, 490
Peebles Hydro Hotel, 421
Pennsylvania State University, 173
PepsiCo Inc., 170, 187, 264, 285, 328, 408, 

443, 623, 708
Peterbilt, 468
Pfizer, 170, 365
P&G. See Procter & Gamble
Philips, 377
Pilot Flying J Travel Centers, 318
Piper Jaffray, 77
Pitney Bowes, 379
Pixar, 124, 273
Pizza Hut, 120
Polaroid, 370
Portman Hotel, 93
Post Company, 20
Pottery Barn, 602
Priceline, 286

PricewaterhouseCoopers Consulting (PwC), 
119, 372–374, 379

Procter & Gamble (P&G), 113, 122, 168, 
221, 367, 379, 421, 456, 588, 701

Prudential UK and Europe, 576–577
Psychology for Business, 497
Puma, 155

Q
Qualcomm, 604
Quicken Loans, 591

R
Ralston Foods, 263
Randstad, 607
Range Resources, 73, 656–657, 694–695
Reckitt Benckiser, 445, 447
Red Door Interactive, 298
Red Hat, 258
Red Robin Gourmet Burgers, 608–609
Redbox, 254
Redfin, 598
Reliance Industries, 115
RethinkDB, 565
Risk Management Solutions, 408
Ritz-Carlton, 93, 574
Roam Atlanta, 203
Robinson Helicopter, 253
Rosen Law, 709
Rovio, 377–378
Royal Dutch Shell PLC, 120, 379
Rush Communications, 291
Rush University Medical Center, 339
Ryder Systems, 214
Rypple, 422

S
Safaricom, 368
Sageworks, 683
Salesforce.com, 409, 553, 564
Salvation Army, 29, 251
Samsung, 77, 224, 701
San Diego Zoo, 679
SAP, 327, 403
Sara Lee Corporation, 264, 411–412
SAS Institute, 426
SceneTap, 415
Schlumberger, 427
SCS Global Services, 160
Sealy, 375, 706
Second Life, 602
SecondMarket, 200
SeedInvest, 200
Semco, 53, 62, 113
SendLove, 341
Serena Software, 96
Shell Oil, 678–679
Sherwin-Williams, 673
Siemens, 116, 385
Sikorsky Aicraft, 88
Simon & Schuster, 323–324

Sina Weibo, 58, 412, 602
Smart Balance, 341–342
SmartStyle Salon, 33–34
Snack Factory, 201
Snip.it, 254
Société d’Articles Hygiéniques, 132
Society for Human Resource Management, 

418, 455, 490, 498
Sodiaal, 113
Solar Electric Light Company (SELCO), 

193–194
Solyndra, 72
Sony, 323–324, 374
Southwest Airlines, 93, 97–98, 113, 253, 

348–349, 369, 698
Spanx, 195
Spring Company, 633–634
Square, 11, 366
SRI International, 378
Stamped, 254
Stanford University, 472, 482
Staples, 191, 198
Starbucks, 81, 254, 266, 323–324, 336,  

602, 705
State Farm Insurance Company,  

223, 235
State University of New York (SUNY), 257
Stoic, 201
Stonyfield Farm, 219
Strand Brewing Company, 191
StudentsFirst, 531–532
Subaru Indiana Automotive (SIA), 623
Subway restaurants, 168, 196
SumAll, 565, 567
Summly, 254
SurePayroll, 371
Symantec, 62, 709
Syrian Electronic Army (SEA), 132

T
Taco Bell, 702
Taj Mahal Palace hotel, 420
Target, 10, 61, 87, 115, 290
Tata Consultancy Services, 113
Taunton Press, 598
Tea Party, 14, 665
Teach for America, 484
TechNet, 83
Tello, 187
TerraCycle, 592
Tesco, 225, 514
Texas Instruments, 378
Thinkfuse Inc., 409
Tianji, 412
Ticketmaster, 264
Ticobeans, 203
Time Inc., 538
Time magazine, 4
Time Warner Cable, 254
T-Mobile, 427
Tokyo Electric Power Company (Tepco), 

303
Tongal, 377
Toshiba, 496
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Total Attorneys, 338, 344
Toyota Motor Company, 58, 72, 78, 119, 

130, 222, 231–232, 260, 330, 364,  
672, 706

Tradesy, 93
Treatment Products, 140
TRESemmé, 224
True Value Company, 524
True Ventures, 205
TruServ Corporation, 524
Tupperware Nordic, 603
Twitter, 11, 42, 58, 117, 132, 204–205, 412, 

602, 609, 709–711
Tyson Foods, 168

U
UAL Corporation, 518
UBS, 23
Uniglo, 217
Unilever, 122, 224–225, 228, 701
Unisys, 125
United Airlines, 127, 518
United Food and Commercial Workers 

Union, 10
United Parcel Service (UPS), 46–47, 58, 91, 

214–215, 294
United Technologies, 678
UnitedHealth Group, 263–264, 380, 

382–383
University of British Columbia (UBC), 

468–469
University of Chicago, 528
University of Pennsylvania, Wharton School, 

161
UPS. See United Parcel Service
U.S. Air Force, 173, 490
US Airways, 333
U.S. Bureau of Labor Statistics, 409,  

425, 439
U.S. Centers for Disease Control (CDC), 61
U.S. Congress, 294, 528
U.S. Department of Defense, 363, 705
U.S. Department of Energy, 214, 377
U.S. Department of Environmental  

Protection, 660
U.S. Department of Labor, 567
U.S. Department of Veterans Affairs, 377, 

487

U.S. Environmental Protection Agency 
(EPA), 72, 82, 214, 487, 657

U.S. federal government, 666
U.S. Food and Drug Administration (FDA), 

87, 157, 660
U.S. Marines, 253
U.S. Mint, 376
U.S. Navy, 259, 363, 513, 517, 622, 628
U.S. Office of Special Council, 173
U.S. Postal Service, 293–294, 369, 711
U.S. Secret Service agency, 9, 158
U.S. Securities and Exchange Commission 

(SEC), 154, 685
U.S. Small Business Administration (SBA), 

187, 198
U.S. Soccer team, 474

V
Valve Software Corporation, 62, 321–322, 340
Venga, 189
Ventas Inc., 518
ver.di, 399–400
Verizon Communications, 254, 573
Vermeer Corporation, 706
Victoria’s Secret, 168
Virgin Group, 482–483
Vizio, 341
Volkswagen, 112, 255
Volvo Car Corporation, 87, 222, 252, 468

W
W. L. Gore & Associates, 62, 92
Walgreens, 88, 322
Wall Street Journal, 24
Walmart, 60–61, 79, 87, 117, 119, 126, 131, 

168, 225, 232, 260, 268, 288, 334, 343, 
399, 566, 701–702, 704, 708, 711–712

Walt Disney Company, 54–55, 93, 124,  
288, 335

Washington Navy Yard, 259, 363
Washington Post, The, 20, 132, 185
Waste Management Inc., 40, 214, 262
WD Partners, 702
Weber Shandwick, 42
Wesabe, 196
Western Digital, 236

Western Electric Company, 50
Westinghouse Electric, 421
Westport Innovations, 73, 468–469
Wet Seal, 438, 712
Whirlpool, 678
Whole Foods Market, 62, 100, 266, 339, 

344, 457, 568
Whole Planet Foundation, 100
Wikipedia, 77, 709
Wine Library, 711
Workplace Bullying Institute, 454, 494
World Land Trust, 443
WorldCom, 685
Wyndham Worldwide, 538

X
Xbox, 15
Xerox, 7, 14, 367, 417, 673
Xinhua news agency, 112

Y
Yahoo, 183, 185, 232, 254, 378, 409, 426, 

482, 514–515
Yamaha, 268
Yammer, 13, 495–496, 602, 709
YMCA, 335
Yoplait, 113
Young & Rubicam’s, 519
YouTube, 42, 205, 237, 263, 284, 334, 

602–603, 710
Yum! Brands, 120, 250, 623–624

Z
ZAI, 82
Zane’s Cycles, 512
Zappos.com, 53, 416
Zara, 217, 701
Zenger Folkman, 517–518
Zhejiang Geely Holding Group, 87, 222
Zipcar, 88, 252
Zoosk, 189
ZTE, 267
Zynga, 15, 99
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A
Abilene paradox, 307
Ability, 525
Accommodating style, and conflict, 645
Accountability, 273–274, 325, 331
Achievement, need for, 192, 560–561
Achievement culture, 95, 96
Acqui-hiring, 409
Acquired needs theory, 62, 560–561
Acquisitions, 381

innovation by, 378
of start-ups, 409

Action plans, 230
Active disengagement, 575
Activity ratio, 683, 684
Adaptability culture, 95, 96
Adapting to the environment, 86–89
Adjourning stage, team development, 639, 642
Administrative model of decision making, 

290–292, 295
Administrative principles approach, 47–48
Advanced manufacturing technology, 705
Affiliation, need for, 560–561, 625
Affinity groups, 458–459
Affirmative action, 404, 406
Affordable Care Act (ACA). See Patient 

Protection and Affordable Care Act
Africa, 60, 122, 128, 163, 168, 170, 707–708
African Americans, 14, 82, 137, 199, 291, 

438, 440, 446, 456–457, 459
After-action review, 308
Age discrimination, 449
Age Discrimination in Employment Act, 405
Agile manufacturing, 705
Aging workers, 441
Agreeableness, 481
Alienated followers, 534, 536
Alignment, 272
Allies, 539
Alternative-fuel vehicles. See Green cars/

transportation
Alternatives, in decision making

development of, 297
evaluation/feedback, 299–300
implementation of, 299, 300
selection of, 298–299

Ambidextrous approach to change, 367
Ambiguity, 133, 286, 288–289, 496
Americans with Disabilities Act, 405
America’s Natural Gas Highway, 73, 

318–319
Analysis of problems, 296–297
Analytical style of decision making, 301

Angel financing, 199–200, 201
Application forms, employee selection,  

414, 418
Apps, mobile, starting businesses in, 

203–205
Arab Spring, 131–132, 342
Arm’s-length approach to suppliers, 701
Asian financial crisis, 1997–1998, 130
Asian tsunami, 2004, 168
Asia-Pacific region, 60
Assertiveness, 134, 452–453
Assets, 681
“At risk” pay, 573, 577
Athena Doctrine, The (Gerzema), 519
Attitudes, 482–486

See also Behavior
Attributions, 479–480
Authentic leadership, 516–517, 519
Authoritarianism, 485, 486
Authority, 325–328, 331

acceptance theory of, 49
appeals to higher, 539
bias, 437
line and staff, 327–328, 331
role models, 326

Authority-compliance management style, 
523–524

Auto-analytics, 662
Automation, 704–706
Autonomy, 190, 571
Avoidance learning, 569, 570
Avoiding style, and conflict, 645

B
Baby boomers, 441
Balance sheet, 680–681, 684
Balanced scorecard, 665–667
Bamboo ceiling, 452
Bangladesh, 61, 288–289
Banner Saga, The (video game), 201
Bargaining, 266, 387
BARS. See Behaviorally anchored rating scale
BCG matrix, 262–263, 264
Behavior, 470–499

active vs. passive, 533
categories of, 152–153
emotions and, 488–491
people-oriented, 511–512, 522–523, 

528–529
perception and attributions, 477–480
personality and, 480–488
reinforcement and, 567–570
self-awareness, 472–474

self-management, 492–494
stress and, 494–499
task-oriented, 511–512, 522–524, 

526–529
type A behavior, 495–496, 499
type B behavior, 495–496, 499
See also Ethics; Motivation

Behavior modification, 568, 570
Behavioral approaches to leadership, 

522–524
Leadership Grid, 523–524
Michigan studies, 522, 524
Ohio State studies, 522–524
task vs. people, 522–523

Behavioral interviews, 415
Behavioral sciences approach, 53, 54
Behavioral style of decision making, 301
Behaviorally anchored rating scale (BARS), 

423, 424
Belongingness needs, 556–557, 625
Benchmarking, 673, 677, 684
Benefit corporations, 194
Benefits, 425–426
Bias

authority bias, 437
in decision making, 303–304
diversity and personal bias, 447–451
gender bias, 437
self-serving bias, 480

Big data analytics, 59–61, 86–87, 89, 290, 
417, 565

Big Five personality factors, 480–481, 486
Big hairy audacious goal (BHAG), 239
Biodiversity, 443
Biographical interviews, 415
Blind spots (self-awareness), 473
Blogs, 599, 708–709
Body language, in communication, 453, 

600–601
BOP. See Bottom of the pyramid concept
Borderless world, 112–116
Bossless workplace, 62–63, 92, 113, 340, 

513, 555, 627
Bottom line, 30, 99–100, 215, 681

triple, 166
Bottom of the pyramid (BOP) concept, 

121–122, 123, 224
Bottom-up approach, 372, 374
Bottom-up budgeting, 679
Boundary-spanning roles, 86–87, 89
Bounded rationality, 290–291, 295
BP Deepwater Horizon crisis, 27–28, 

83–85, 322, 328
Brain, left- and right-brained thinking, 697–698
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Brain teasers, employment tests, 417
Brainstorming, 305–306, 308
Branding, 408, 409
Brazil, 112, 119, 401
BRIC (Brazil, Russia, India, and China), 

112, 271
Budgetary control, 667–669

bottom-up budgeting, 679
capital budget, 678, 679
cash budget, 678, 679
expense budget, 667–668, 679
revenue budget, 678, 679
top-down budgeting, 679
zero-based budget, 678–679

Buffering hypothesis, 498
Bullying, workplace, 454, 455, 490
Bureaucracy, Weberian characteristics, 45–47
Bureaucratic organizations approach, 45–47, 48
Business, new. See Entrepreneurial start-up
Business growth rate, in BCG matrix, 262–263
Business incubators, 203, 205
Business intelligence, 86–87

software, 708
Business owner, becoming a, 201–203

business incubators, 203
existing business, purchase of, 202
franchise purchase, 202–203
new business start-up, 201–202
See also Entrepreneurial start-up

Business performance dashboards, 240
Business plans, 195, 201
Business process indicators, 665
Business-level strategy, 255, 256

formulating, 264–268

C
Cambodia, 61
Capital, for start-ups, 197–201
Capital budget, 678, 679
Captain Phillips (film), 515
Careers, changing nature of, 406–409
Cash budget, 678, 679
Cash cows, in BCG matrix, 262–263
Causality, circles of, 56–57
Cellular layout, 702–703
Centralization, 330–331
Centralized networks, communication in, 

593–594, 601
CEO. See Chief executive officer (CEO)
Ceremonies, 93, 94
Certainty, in decision making, 286–287
Chain of command, 324–328, 331
Challenge stress, 495
Champions

communication, 589
idea, 378–379

Change, 362–388
ambidextrous approach, 367
implementing, 385–388
in nature of careers, 406–409
need for, 385, 388
resistance to, reasons for, 364–366

different assessments and goals, 365
lack of understanding and trust, 365

self-interest, 364
uncertainty, 365

in social contract, 406–408
in technology, 368–369, 374

Change agent, in OD, 384, 385
Change management

changing things: new products and  
technologies, 368–380

cooperation, 374–378
culture, 380–384
exploration, 370–374
external coordination, 377–378
force-field analysis, 385–386, 388
implementation tactics, 386–388

coercion, 388
communication and education, 387
negotiation, 387
participation, 387
top management support, 386

innovation and changing workplace, 
364–367

innovation roles, 378–379
internal coordination, 374–376
organization development (OD), 

381–384
people, 380–384
training and development, 381

Changing, stage in OD, 384, 385
Channels of communication, 590–591, 

593–596
hierarchy of channel richness, 594–595, 

600, 601
multiple, use of, 591, 596
personal, 604–608

Charismatic leaders, 529–530, 532
Chief digital officer (CDO), 323–324
Chief diversity officer, 456, 459
Chief ethics and compliance officer, 172
Chief ethics officer, 172, 173
Chief executive officer (CEO)

compensation, 154
decision making, 283
followers and, 534
span of management, 329

Chief information officer (CIO), 324
Chief information security officer (CISO), 

323, 324
Chief operating officer (COO), 329
Chief sustainability officer, 214, 327
Children’s Online Privacy Protection Act, 168
China, 111–112, 366

Amway in, 132
Chinese market, 116–117, 119
Google in, 117
high-context culture, 136

CI. See Competitive intelligence
Circle of causality, 56–57
Civil Rights Act of 1964, 404, 405, 458
Civil Rights Act of 1991, 405, 458
Classical model of decision making, 

289–290, 295
Classical perspective, on management, 43–48

administrative principles, 47–48
bureaucratic organizations, 45–47
defined, 43
scientific management, 44–45, 48

Clean energy, 72–73, 468–469, 694–695
CMP. See Crisis management plan
Coalition, defined, 292, 295
Coalition building, 292–293
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Collaborating style, and conflict, 645
Collaboration, 344, 348, 708
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Command team, 625
Commitment, escalating, 307–308
Communication, 586–611

about changes, 387
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apprehension, 597, 601
asking questions, 598
candor in, 274, 597–598
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channels, 590–591, 593–596

formal, 608–610, 611
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personal, 604–608
selecting appropriate, 595–596

crisis communication, 610–611
defined, 589–590, 591
differences, in global context, 136–138
downward, 608–609, 611
electronic, 595
emotions and, 596
gender differences in, 591–592
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grapevine, 605–607, 608
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for influence, 596–597
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model of, 590–591
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open, 592–593, 601
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overcommunication, 100
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routine vs. nonroutine messages,  
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business case for, 154–155
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See also Ethics
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Creativity, 370–372, 374
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Crew Resource Management (CRM), 306
Crises, 236–238
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322, 328

on cruise ships, 237, 256–257, 515, 610
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London Whale crisis, 273–274, 304–305
and need for change, 385
quality control, 659–660
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teamwork in, 636
wicked decisions, 288–289
See also Financial crises

Crisis communication, 610–611
Crisis management plan (CMP), 238
Crisis planning, 236–238
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Crisis prevention, 237–238
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Critical thinking, 533, 536, 598
CRM. See Crew Resource Management; 
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Cross-functional teams, 338–339, 344, 346, 

625–627, 628
Cross-training, 421
Crowdfunding, 200–201
Crowdsourcing, 258, 377–378
Cruise ships, 237, 256–257, 515, 610
CSR. See Corporate social responsibility
Cultural differences

and impact of job characteristics, 572
valuing, 449–450

Cultural intelligence (CQ), 137–138
Cultural leadership, 100, 101
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culture change, 380, 383
defined, 89
high-context vs. low-context, 136–138
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Current ratio, 682–683
Customer relationship management (CRM), 60
Customer service, 420, 665
Customer-based divisions, 334–335
Customers, 77, 79

communicating and listening to, 602–603
targeting, 252–253

Customization, mass, 705
Cybercrime, 112

D
Dairy farm view of management, 52
Dashboards, performance, 240
Data analytics, big, 59–61, 86–87, 89, 290, 

417, 565
Debate, rigorous, 306–307
Debt financing, 198–199, 201
Debt ratio, 684
Decentralization, 59, 330–331
Decentralized control, 668–672
Decentralized form (divisional structure), 334
Decentralized networks, communication in, 

593–594, 601
Decentralized planning, 238, 241
Decision, defined, 284, 289
Decision coaches, 307
Decision making, 283–308

5 Whys method, 297
alternatives, development of, 297–300
bad decisions, reasons for, 302–305
biases in, 303–304
brainstorming, 305–306
debate, rigorous, 306–307
decision requirement, recognition of, 
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defined, 284, 289
diagnosis and analysis of causes, 296–297
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ethical, 157–159
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personal decision framework, 300–302
programmed decisions, 284–285, 289
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wicked decision problems, 288–289
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334–335
matrix approach, 336–338
team approach, 338–340
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340–343
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Digital factories, 705
Direct acquisition, 126
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Direct reinforcement, 568–569
Directive style of decision making, 301
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78, 86, 169, 217–218, 237, 303, 378, 
668, 699
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217–218, 303

Hurricane Katrina, 331
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236, 610

Super Typhoon Haiyan, 346, 378, 699
See also Crises

Discretionary responsibility, 168–169
Discrimination, 404, 406, 438, 446, 
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age, 405, 449
Civil Rights Act of 1964, 404, 405, 458
Civil Rights Act of 1991, 405, 458
policies against, 455–456
weight, 452
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Disruptive innovation, 366–367
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Distributive justice, 158, 159
Distributive negotiation, 645–646, 647
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Diversification, 263–264
Diversity, 436–459

bamboo ceiling, 452
biodiversity and, 443
chief diversity officer, 456, 459
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cultural differences and job characteristics, 

572
defined, 443, 447
discrimination, 404, 406, 438, 446, 

447–450, 451, 455–456
dividends of, in workplace, 445–447
employee affinity groups, 458–459
glass ceiling, 452–454, 455
global, 442
inclusive model of, 443–444
initiatives and programs, 455–459
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managing, 443–447
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minority-owned businesses, 188–189
opt-out trend, 454
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in personal networks, 605
of perspective, 444–445, 447
prejudice, 447–450, 451
recruitment and, 457
stereotype threat, 450, 451
stereotypes, 423, 424, 447–450, 451,  

478, 480
in teams, 443–446, 635–636
traditional model of, 443–444
valuing cultural differences, 448–450
women, advantages as managers, 455
women’s careers, factors affecting, 

451–455
in workplace, 438–442
See also African Americans; Women

Division of labor, 323–324
Division of work, 48
Divisional structure, 334–336, 338
DMAIC (Define, Measure, Analyze, Improve, 

and Control), 674
Dog, in BCG matrix, 262–263
Domain names, selection of, 205
Dominating style, and conflict, 644

Downsizing, 426, 427
Downward communication, 608–609, 611
Dr. Seuss’ The Lorax (film), 11
Driving forces, 385–386, 388
Dual-authority structure, 336–338

E
E → P expectancy, 566, 567
E-business, 59, 710–712

and market expansion strategy, 711–712
Ecomagination program, 165
E-commerce, 710–711
Economic development, 128–129, 131
Economic environment, 82, 128–131
Economic forces, 41, 43
Economic interdependence, 129–131
Economic responsibility, 167
Economies of scale, 138, 265, 333, 336, 702
Education Amendment of 1972, 458
EEO. See Equal employment opportunity
EEOC. See Equal Employment Opportunity 

Commission
EFCS (“Employees first, customers second”) 

philosophy, 6
Effective followers, 534, 536
Effectiveness, 11

of teams, 630–631, 637
Efficiency, 11, 712
Effort, 564, 566
Egocentric leaders, 515
Electronic brainstorming, 305–306, 308
Electronic communication, 595
Electronic messaging, 587
E-mail, 587, 595–596
Embeddedness, 272, 275
Emerging markets, 112, 122, 126, 128,  

271, 366
Emotional intelligence (EQ), 381, 490, 491
Emotional stability, 481
Emotions, 381, 488–491

communication and, 596
emotional contagion, 489, 491
expressed, 491
influence on decision making, 303, 305
positive and negative, 488–489

Empathy, 490
Employee-centered leaders, 523, 524
Employees

affinity groups, 458–459
disengagement, 575
empowerment, 573–575, 577
engagement and involvement, 53, 63, 

575–577
growth-need strength, 572
leaving jobs, 565
readiness level, 524–526
selection of, 414–418
social media for engagement, 603
temporary and part-time, 409
two-boss employees, 337
See also Human resource management 

(HRM); Motivation
“Employees first, customers second” (EFCS) 

philosophy, 6

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



758 Subject Index

Employer brand, 408, 409
Employment tests, 416–417, 418
Empowerment, 49, 573–575, 577
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575–577
Enterprise resource planning (ERP) systems, 
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autonomy, 190
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high energy, 191
internal locus of control, 192
need to achieve, 192
power and influence, 190
self-confidence, 190, 192
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failure, reasons for, 196
financing, 197–201
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launching, 194–205
legal structure, types of, 197
online or mobile app businesses, 203–205
tactics, 201–203

Entrepreneurs
defined, 184–185
traits of (See Entrepreneur personality)
types of, 188–192
women as, 189

Entrepreneurship, 184–185
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185–187
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international, 186
minority-owned businesses, 188–189
social, 193–194
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See also Green movement
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Environmental uncertainty, 85–86
EQ. See Emotional intelligence
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404, 414

Equal Employment Opportunity Commission 
(EEOC), 404, 442

Equal Pay Act of 1963, 405
Equity, 564, 567

compensation, 425, 564–565
Owners’ equity, 681

Equity financing, 198, 199–201
Equity theory, 564–565, 567
ERG theory, 557–558, 562
ERP (Enterprise resource planning) systems, 
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Escalating commitment, 307–308
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Ethical decision making, 157–159
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justice approach, 158, 159
moral-rights approach, 157–158, 159
practical approach, 158–159
utilitarian approach, 157, 159

Ethical Trading Initiative (ETI), 164
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business case for, 154–155
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code of, 170–172
defined, 152–153, 155
ethical dilemmas, 156
ethical leadership, 169
ethical responsibility, 168
ethics committees, 172, 173
ethics hotlines, 172
individual manager choices, 159–161
managerial, 152–155, 169–173
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whistle-blowing, 172–173
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Ethnocentrism, 132–133, 135, 450–451
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Evaluation
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in decision making, 299–300
job, 425, 427
performance appraisal, 422–424

Evergreen Project, 268
Evidence-based decision making, 306, 308
Executive compensation, 154
Existence needs, 557
Exit interviews, 427
Expectancy theory, 565–567
Expense budget, 667–668, 679
Experienced meaningfulness of work, 571
Experienced responsibility, 572
Expert power, 537
Expert-locator systems, 708
Exploration, 369–374
Export strategy, 124, 269–270
Exporting, 124, 126
External attributions, 479
External coordination, 377–378
External locus of control, 484

External recruiting, 411
Extinction, reinforcement approach, 569, 570
Extranet, 711
Extreme interviewing, 415
Extrinsic rewards, 552–554
Extroversion, 481, 486
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Face readers, 601
Face-to-face communication, 601
Facial expressions, in communication, 601
Facilities layout, 702–704

cellular layout, 702–703
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product layout, 702–703

Fair trade, 82, 160
Family and Medical Leave Act of 1993, 405
Federal legislation and HRM, 404–406
Feedback, 563–564, 571

360-degree, 422, 424
in communication, 591
in decision making, 299–300
for self-awareness, 472–473
surveys, 382

Feedback control model, 661–667
Feeling, evaluating information by, 486–488
Female advantage, 455

See also Women
Femininity, 133–134, 136
Fiedler’s contingency theory, 526–528, 529
Fifth Discipline, The (Senge), 56–57, 642
Figurehead role, 26
Financial analysis, 682–684
Financial control, 679–686

activity ratios, 683, 684
financial analysis, 682–684
financial statements, 680–682
leverage ratios, 684
liquidity ratios, 682–683, 684
profitability ratios, 683, 684

Financial crises, 55
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Asian financial crisis, 1997–1998, 130
global, 129–131
Misery Index, 130

Financial manager, 28, 55, 694–695
Financial performance, 665
Financial statements, 680–682
Financing, entrepreneurial, 197–201
Finished-goods inventory, 706
First-line managers, 17, 18, 19
5 Whys method, 297
Fixed assets, 681
Fixed-position layout, 703–704
Flat structure, 329, 331
Flexible manufacturing systems, 705
Flexible scheduling, 446, 574
Focus, regulatory, 407
Focus strategy, 268, 269
Followership, 532–536
Force-field analysis, 385–386, 388
Forces, 40–41, 43

driving and restraining, 385–386, 388

Copyright 2016 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



759Subject Index

Foreclosure of America, The (Michaelson), 534
Formal communication channels,  

608–610, 611
Forming stage, team development, 639, 642
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Functions of management, 7–10, 48
Fundamental attribution error, 479–480
Future, 5, 8, 58

See also Innovation; Planning
Future orientation, 134, 136

G
Gallup-Healthways Well-Being Index, 475
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Global Competitiveness Report, 128–129
Global corporations, 119

See also Multinational corporations 
(MNCs)

Global Engine Manufacturing Alliance, 87
Global environment, 81, 110–140

borderless world, 112–116
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Improvement attitude, 659
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On-the-job training (OJT), 420–421, 423
Opacity index, 671
Open communication, 592–593, 601
Open innovation, 377, 378
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Sarbanes-Oxley Act of 2002 (SOX), 29, 
125, 685

Satisfaction, 625, 630
Satisficing, 290–291, 295
SBU. See Strategic business units
Scalar chain, 48
Scalar principle, 324
Scenario building, 235–236, 238
Scientific management, 44–45, 48, 60
Selection of employees, 414–418

application form, 414
employment tests, 416–417
interviews, 414–415, 418
online checks, 418

Self-actualization needs, 556–557
Self-assessment, 473–474
Self-awareness, 472–474, 490
Self-confidence, 471–472, 474

of entrepreneurs, 190, 192
Self-contained unit structure, 334
Self-efficacy, 472, 474
Self-imposed pressure, 498
Self-interest, 364–365
Self-managed teams, 627–628
Self-management, 62–63, 490, 492–494
Self-Promotion for Introverts (Ancowitz), 482
Self-serving bias, 480
Sensation, gathering information by, 

486–488
Servant leadership, 161, 162, 515, 519
Service mindset, 170
Service organizations, 353, 699–700
Service technology, 353
Setbacks, 234, 490, 534
Sexual harassment, 405, 458, 459
Shale gas, 72–73, 214, 656, 694–695

See also Natural gas
Sharing, in communication, 590
Short-term orientation, 134, 136
Sigma, 674
Single use plans, 232–233
Situational interviews, 415
Situational model of leadership,  

524–526, 529
favorable or unfavorable, 526–527

Situational substitutes for leadership, 
528–529

Six Sigma (quality standard), 674–675,  
676, 677

Six thinking hats technique, 306, 373
Skills

communication, 589 (See also  
Communication)

management, 12–15 (See also  
Management)

skill-based pay system, 424–425
variety, 571
See also Competencies

Skunkworks, 379–380
Slogans, 93, 94
Small Business Administration (SBA) loans, 

198–199
Small businesses

entrepreneurial, 187
failure, 196
by gender, 189

management of, 29–30
See also Entrepreneurship

Small-batch production, 351–352, 353
Smart factories, 705
Social awareness, 490
Social business, 42–43
Social contract, 40, 406–408
Social entity, organizations as, 10
Social entrepreneurship, 193–194
Social equality, 82
Social facilitation, 625, 628
Social forces, 40, 43
Social learning, 421, 423
Social learning theory, 569, 570
Social loafing, 629
Social media

as communication method, 591,  
602–603, 608

human resource management and, 
412–413, 414, 418

programs, 42–43
small business owners, use of, 205

Social networking, 709
Social responsibility. See Corporate social 

responsibility; Ethics
Social values, 132–136

See also Corporate culture
Sociocultural environment, 81–82, 132–138
Socioemotional role, in teams, 635, 636, 637
Soft power, personal, 536, 537
Sole proprietorship, 184, 197, 201
Somali pirates, 515
SOX. See Sarbanes-Oxley Act of 2002
Span of control, 328–329, 331
Span of management, 328–329, 331
Specialization, work, 323–324
Special-purpose teams, 627, 628
Speed, 375, 625
Spokesperson role, 26
Staff authority, 327–328, 331
Staff departments, 327
Staff managers, 18
Stakeholder mapping, 163, 166
Stakeholders

defined, 163, 166
organizational, 163–165

Standard of performance, 662–664
Standing plans, 232
Stars, in BCG matrix, 262–263
Start-ups

acquisition of, 409
See also Entrepreneurial start-up

Stateless corporations, 119
See also Multinational corporations 

(MNCs)
State-of-the-art competencies, 4–6
Status quo, role in decision making, 303
Stereotype threat, 450, 451
Stereotypes and stereotyping, 423, 424, 

447–450, 451, 478, 480
vs. valuing cultural differences, 449–450

Stockless systems, 707
Stories, 91, 94
Storming stage, team development, 639, 642
Strategic business units (SBU), 261, 264
Strategic conversation, 588, 591

Strategic goals, 219, 223–224, 228
Strategic human resource management, 402
Strategic issues, 86–89, 256–257
Strategic management, 250–275

business-level strategy, 255, 264–268
defined, 252, 256
functional-level strategy, 255, 269
global strategy, 269–272
levels of strategy, 255
process, 256–261
strategy execution, 272–275
SWOT (strengths, weaknesses, oppor

tunities, threats) analysis, 258–261
Strategic partnerships, 318–319
Strategic planning, 60
Strategic plans, 224, 228
Strategic thinking, 250–252
Strategy

BCG matrix, 262–263, 264
competitive advantage, 252, 256
core competence, 253, 256
cost leadership, 267–268, 269
crowdsourcing, 258
defined, 252, 256
differentiation, 266–267, 269
diversification, 263–264
focus, 268, 269
formulation, 254, 261
portfolio, 261
purpose of, 252
structure and, 350–351
synergy, 253–254, 256
targeting customers, 252–253
value, delivery of, 254

Strategy execution, 257–258, 261, 272–275
alignment in, 272
communication, candid, 274
embeddedness, 272, 275
human resources practices, 274–275
roles and accountability, 273–274
visible leadership, 273

Strategy maps, 225–227, 228
Strengths, 259, 522
Stress and stress management, 494–499

buffering hypothesis, 498
challenge stress, 495
defined, 494, 499
innovative responses to, 497–499
manager and organization actions for, 

498–499
managers as cause of stress, 477
prevention, 498
threat stress, 495
work-life balance, 498
workplace, causes of, 496

Stressors, 494
Stretch goals, 239–240, 241
Structure, 321–353

bossless, 340
customer-based divisions, 334–335
departmentalization, 331–344
diversity and, 455–457
divisional, 334–336, 338
dual-authority, 336–338
factors shaping, 349–353
functional, 333–335, 338
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Structure (continued)
geographic-based divisions, 334–335
global geographic, 335
matrix, 336–338
mechanistic, 350–352
organic, 350–352
organization structure, defined, 322–323
product, 334
program, 334
strategy and, 350–351
team-based, 338–340, 344
technology and, 351–353
vertical, 322–331, 349
vertical functional approach, 333–334
virtual network, 340–343, 344

Structured interviews, 415, 418
Students and Scholars Against Corporate 

Misbehavior, 130–131
Studying, approaches to, 226, 251
Substitutes, for leadership, 528–529
Subsystems, 56, 58
Sunk cost effect, 302
Supertemps, 409
Suppliers, 78, 79

arm’s-length approach, 701
partnership approach, 701

Supply chain, 61, 78
Supply chain management, 61, 63, 701–702
Support networks, 458–459
Surface acting, 491
Survey feedback, 382
Sustainability, 83, 117, 155, 165, 214–215, 

225, 229, 262, 285, 327, 403, 476, 531
chief sustainability officer, 214, 327
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ethics of, 166
quality control and, 674
teamwork and, 623
See also Environmental issues; Green 

movement
Sustainers, 184
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SWOT (strengths, weaknesses, opportunities, 

threats) analysis, 258–261
Symbols, 91, 94
Synergy, 56, 58, 253–254, 256
Syria, 131–132
System, definition of, 56, 58
Systems thinking, 56–57, 58

T
Tactical goals, 219, 224–225, 228
Tactical plans, 224–225, 228
Takers, 161–162
Talent
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developing, 419–424

Tall structure, 329, 331
Task

demands, 496
environment, 76, 77–79
identity, 571
vs. people, leadership approach, 511
significance, 571

Task conflict, 642–643, 646
Task forces, 346, 348, 625–626, 628
Task specialist role, in teams, 636, 637
Task-oriented behavior, 511–512, 522–524, 

526–529
Team management style, 523–524
Team-based compensation, 574
Team-based structure, 338–340, 344
Teams, 338–340, 620–647

adjourning stage, 639, 642
balancing conflict and cooperation, 643
capacity to adapt and learn, 630
characteristics, 634–636
cohesiveness, 640–641, 642
command team, 625
competition in, 640
conflict, 642–647
contributions of, 624–625
cross-functional teams, 338–339, 344, 

346, 625–627, 628
defined, 622–624, 628
dilemma of, 628–630
diversity, 635–636
dysfunctional, 629, 630
effectiveness, 630–631, 637
forming stage, 639, 642
functional teams, 625–626, 628
global teams, 631, 634
groups vs., 622
horizontal, 339, 344, 346, 350
innovation and, 624
intelligence teams, 220, 241
interaction, 640
leadership, 631–634
lean teams, 705
member roles, 636–637
morale, 640, 642, 643
norming stage, 639, 642
performing stage, 639, 642
permanent teams, 339, 628
personal attraction to, 640
problem-solving teams, 446
processes, 638–642
productive output, 630
productivity of, 625, 635, 640, 641
project teams, 627
satisfaction, 630
self-managed teams, 627–628
shared goals, 640
size, 635
special-purpose teams, 627, 628
stages of development, 638–640
storming stage, 639, 642
styles to handle conflict, 644–645
success of, 640
task forces, 346, 625–626, 628
team building, 382
team norms, 641–642
teamwork, 623
types of, 625–628
value of, 622–628
virtual teams, 631–634

Technical complexity, 352, 353
Technical core, 698–699
Technical skills, 13, 16
Technological dimension of environment, 81

Technology
automation, 704–706
changing, innovative strategies for, 

368–380
management and, 59–61
manufacturing

advanced manufacturing systems, 705
and organization structure, 351–353

service, 353
virtual, 631–634
See also Information technology

Technology change, defined, 368–369, 374
Telecommuting, 203, 446
Temporary employees, 409
Termination, 426–427
Text messages, 587
Theories

acceptance theory of authority, 49
acquired needs theory, 560–561, 562
content theories on motivation,  

555–562
equity theory, 564–565, 567
ERG theory, 557–558, 562
expectancy theory, 565–567
Fiedler’s contingency theory, 526–528, 529
goal setting theory, 562–564, 567
Herzberg’s two-factor theory, 559–560, 562
Maslow’s hierarchy of needs, 52,  

556–558, 562
process theories on motivation, 562–567
reinforcement theories, 567–570
social learning theory, 569, 570
X scale, 39, 52
Y scale, 39, 52–53

Theory X, 39, 52
Theory Y, 39, 52–53
Thinking

critical and uncritical, 533, 536
evaluating information by, 486–488
strategic, 250–252

Threat stress, 495
Threats, 259–260

stereotype threat, 450, 451
360-degree feedback, 422, 424
Three Ps (People, Planet, and Profit), 166
Time and motion study, 44
Time management, 21–25

defined, 25
step-by-step guide, 492–494

Top leaders, 337, 338
Top management support, and change, 

386–387
Top managers, 16, 17, 19, 219, 225, 241, 

330, 379
Top-down budgeting, 679
Total quality management (TQM), 

672–677, 707
benchmarking, 673, 677, 684
continuous improvement, 675–676, 677
defined, 672, 676
quality circles, 672–673, 677
quality partnering, 675, 677
Six Sigma, 674–675, 676, 677
success factors, 676
techniques, 672–676

Tracking tools, 662
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Trade alliances. See International trade alliances
Training and development, 381, 419–421

corporate universities, 421, 423
mentoring, 457–458, 459
on-the-job training (OJT), 420–421, 423
promotion from within, 421
social learning, 421, 423

Traits, leadership, 521–522
Transactional leaders, 530–532
Transformational leaders, 529–532
Transnational corporations, 119

See also Multinational corporations 
(MNCs)

Transnational strategy, 271–272
Triple bottom line, 166
Trust, in workplace, 365, 476–477
Turbulent environment, planning for, 

234–238
Two-boss employees, 337
Two-factor approach to motivation, 

559–560
Two-pizza rule, 635, 637
Type A behavior, 495–496, 499
Type B behavior, 495–496, 499

U
U-form (unitary structure), 333
Uncertainty, 365

decision making and, 286–288, 289
environmental, 85–86
uncertainty avoidance, 133, 135

Uncritical thinking, 533, 536
Understanding, lack of, 365
Unethical behavior, 168

See also Ethics
Unfreezing, stage in OD, 384, 385
Unit production, 351–352
Unitary structure, 333
Unity of command, 48, 324
Unity of direction, 48
Universalist view, in management, 57
Unrelated diversification, 264
Upward communication, 609, 611
Urgency, as motivation for change, 385
Utilitarian approach, in ethical decision making, 

157, 159

V
Valence, 567
Value, delivering to customers, 254

Value chain, 698–702
Value packages, 254
Values, 89–90

See also Corporate culture; Ethics
Valuing cultural differences, 449–450
Van Halen (rock band), 698
Variable compensation, 573, 577
Venture capital firms, 200, 201
Verbal cues, in face-to-face communication, 601
Vertical differences, management, 16–18
Vertical functional approach to structure, 333
Vertical integration, 264
Vertical structure, 322–331, 349

centralization and decentralization, 
330–331

chain of command, 324–328, 331
span of management, 328–329
work specialization, 323–324

Vicarious learning, 569, 570
Vietnam, 61
Virtual incubator, 203
Virtual network structure, 340–343, 344
Virtual organization, 59
Virtual teams, 631–634
Virtual technology, 631–634
Vision, defined, 530, 532
Vision statement, 60
Visionary leadership, 530
Visual cues, in communication, 600–601
Vocal cues, in communication, 601
Vocational Rehabilitation Act, 405

W
Wage and salary surveys, 425, 427
Wage and salary systems, 424–425, 427

See also Compensation
Weaknesses, 259–260
Web 2.0, 708–709
Web sites, 59, 132, 168

professionally designed, 196, 204–205
See also Internet

Weberian bureaucracy, 45–47
Weight discrimination, 452
Whistle-blowing, 172–173
Wholly owned foreign affiliates, 126, 127
Wicked decision problems, 288–289
Wikis, 43, 258, 421, 602, 631, 708–709
Willingness, 524–526
Win-win solutions, 645
Women

advantages, as managers, 454–455
communication and, 591–592

glass ceiling, 452–454, 455
leaders, 517–519
opt-out trend, 454
queen bee syndrome, 454, 455
sexual harassment, 405, 458, 459
women-owned businesses, 189
in workforce, factors affecting, 441, 

451–455
See also Gender

Woodward’s manufacturing technology, 
351–352

Work, experienced meaningfulness of, 572
Work redesign, 571, 573
Work specialization, 323–324
Workforce

diversity in, 439–442
maintenance of, 424–427
projected changes in, 441
thriving, 552

Work-in-process inventory, 706
Work-life balance, 425, 426, 498, 558
Workplace

bossless, 62–63, 92, 113, 340, 513,  
555, 627

bullying in, 454, 455, 490
conditions in low-wage countries, 61, 76, 

130–131, 163, 288–289
co-working facilities, 203
female advantage, 455
fun in, 498–499
innovation and, 364–367
people-driven, 61–63
stress, causes of, 496
See also Corporate culture

World Economic Forum, 128–129
World Trade Organization (WTO),  

138, 140
World War II, 54, 285–286
Written communication, 607
WTO. See World Trade Organization

Y
Yerkes-Dodson stress curve, 495
You Just Don’t Understand (Tannen), 592

Z
Zero inventory systems, 707
Zero-based budget, 678–679
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